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Editor Honoraris
Pius M. Nduatih

From the CEO’s desk

Artificial intelligence (AI) can be broadly defined as a branch 
of computer science that aims to create intelligent machines. 

Significant strides have been made in AI technology, which 
has witnessed the programming of computers for certain traits 

usually associated with humans, such as reasoning, problem solving, 
perception, learning and ability to manipulate and move objects. One 

of the ways through which AI has practically interacted with humans 
is through robotics, which is a branch of engineering that involves the 

conception, design, manufacture and operation of robots. The rapid growth 
in AI technology has been catalysed by, among other factors, concurrent 

advances in computer power and availability of large amounts of data.

There has been general apprehension that AI technology will result in job losses. 
Looking back in history, it seems reasonable to conclude that fears and concerns 

regarding AI and automation are understandable but overrated. Whereas AI technology 
may eliminate certain jobs, it has always created more in the process. Further, such 

technology has served to complement human effort and skill.

We pick up the above topic as our main theme in this edition of the kasneb Newsline, 
in which we feature the lead article focusing on the role of internal audit in evaluating, 

understanding and communicating the impact of AI on an organisation’s operations and 
value creation initiatives. In addition, the article provides insights into how to prepare a 

comprehensive auditing framework targeting an organisation’s AI technology.

The second article explores how organisations can leverage on technological innovation 
to boost productivity and employment. The article sheds light on the relationship between 

innovation and entrepreneurship and further traces the impact of some recent innovations 
on the growth of the banking industry.

The third article introduces readers to some base theories of motivation and investigates 
their influence in management today. The writer analyses the key features and application of 

each theory before comparing them and isolating the cross-cutting similarities. The writer is 
convinced that no single theory is applicable in all circumstances, and that the theories 

should be seen as complementing rather than opposing each other.

The above articles represent just a few of the rich selection of articles and 
other features in this edition of the Kasneb Newsline that have been 

carefully selected to meet and surpass the expectations of our diverse 
readership.

Enjoy your reading.

Artificial intelligence  
is here, there and everywhere. 

It is imperative that auditors 
understand its implications.
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Introduction

Artificial intelligence (AI) is a broad term that refers 
to technology that makes machines to be “smart.” 

Organisations are investing in AI research and applications 
to automate, augment or replicate human intelligence, 
human analytics and/or decision making. The internal 
audit profession must be prepared to fully participate in 
organisational AI initiatives.

Putting AI into context
AI can be viewed as the latest significant advancement 
on a continuum of advancements that have occurred 
due to technology improvements. What is new is the 
advancement and scalability of technologies that have 
unleashed the practical application of AI.  

There is already widespread application of AI across 
diverse sectors (publicly held, privately held, government 
and nonprofit) and industries. Consider, for example, that 

AI enables a number of new and novel capabilities that were 
impossible just a few years ago. But it is not only new and 
novel activities affected by AI. More mundane tasks that have 
been occurring for decades are being improved by AI such 
as loss modelling, credit analysis, valuations, transaction 
processing and a host of others. 

ARTIFICIAL INTELLIGENCE  
and the future of internal audit
CPA Abdhallah Mambo Dallu, Internal Auditor – Umma University

An AI gathers volumes of data 
for an organisation, from within 

and without. It can analyse 
thousands of items in a data set 

and compare it to thousands 
of other items in a second data 

set - which in the past could not 
talk to each other. AI then puts 

the results of the comparison 
in an email and sends it to the 

accountant. 

Typical tasks
Compare items
Detect patterns

Uncover anomalies
Develop predictive models to 

project revenue

AI advantages
Accuracy

Improve fraud detection

The accountant used to 
gather data himself. It would 
have taken weeks, even 
months, to do the work AI 
now does.  The accountant 
now has time to be creative, 
think about solutions and his 
job is more exciting. He is 
viewed as a strategic partner 
in the firm.

Auditor then:
Mundane, mind-numbing 
tasks; number crunching.

Auditor now:
AI frees up 40 to 50 % of 
auditor’s time by analysing 
data. Auditor can now:
• use his expert decision-

making abilities
• Use logic or reason to 

answer questions
• Become a strategic advisor.

HOW AI IS 
AUGMENTING
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It is critical that internal auditors pay attention to the 
practical application of AI in business and develop 
competencies that will enable the profession to 
provide AI-related advisory and assurance services to 
organisations in all sectors and across all industries.

AI is dependent on big data and algorithms and it can 
be intimidating, especially for internal audit activities 
and organisations that have yet to master big data. 
But internal auditors do not have to be data scientists 
or quantitative analysts to understand what AI can do 
for organisations, governments and societies at large.

AI – The basics

Big Data and Algorithms
AI is powered by algorithms and algorithms are fueled 
by big data, so before an organisation embarks on AI, it 
should have a strong foundation in big data. And before 
internal audit can think about addressing AI, it should 
already have a strong foundation in big data.  

Big data means more than just large amounts of data,  
that is, data (information) that reaches such high volume, 
variety, velocity and variability that organisations invest 
in system architectures, tools and practices specifically 
designed to handle the data. Much of this data may be 
generated by the organisation itself while other data 
may be publicly available or purchased from external 
sources.

To put big data to good use, organisations develop 
algorithms. An algorithm is a set of rules for the machine 

to follow. An algorithm is what enables a machine to 
quickly process vast amounts of data that a human 
cannot reasonably process, or even comprehend. 
The performance and accuracy of algorithms is 
very important. Algorithms are initially developed by 
humans, so human error and biases (both intentional 
and unintentional) will impact the performance of 
the algorithm. Faulty algorithms can produce minor 
undesirable glitches in an organisation’s operations or 
major catastrophic outcomes. It is generally recognised 

A strong data foundation is a prerequisite for success in AI

An algorithm is a sequence of unambiguous step-by-step instructions for solving a problem, that is, for 

obtaining a required output for any legitimate input in a finite amount of time. Each instruction should 

be very simple so that a computer can understand exactly what it needs to do.

Problem

Algorithm

Input Output

(Finite ordered list of steps)
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Type of analytics Explanation Examples

Descriptive analytics Provides insight based on past information. 
What is happening?

Used in standard report generation and in basic 
spreadsheet functions such as counts, sums, 
averages and percentage changes and in vertical and 
horizontal analyses of financial statements.

Diagnostic analytics Examines the cause of past results.  
Why did it happen?

Used in variance analyses and interactive dashboards 
to examine the causes of past outcomes.

Predictive analytics Assist in understanding the future and provides 
foresight by identifying patterns in historical 
data. What will happen?  
When and why?

Can be used to predict an accounts receivable 
balance and collection period for each customer and 
to develop models with indicators that prevent control 
failures.

Prescriptive analysis  Assist in identifying the best option to choose 
to achieve the desired outcome through 
optimisation techniques and machine learning. 
What should we do?

Used in identifying actions to reduce the collection 
period of accounts receivable and to optimise the use 
of payables discounts.

Importance of BIG DATA analytics

ARTIFICIAL INTELLIGENCE AND AUDIT
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that flawed algorithms, at least in part, fuelled the 2008 
global financial crisis.

Types of AI
With advances in computing power - including machine 
learning, neural networks, natural language processing, 
genetic algorithms and computational creativity, to name 
just a few - it increasingly seems likely that artificial 
intelligence is evolving from simple to self-aware 
machines. There are four types of AI - from reactive to 
self-aware as illustrated below. 

Type I - Reactive machines 
This is AI at its simplest. Reactive machines respond to 
the same situation in exactly the same way, every time. 
The machine perceives its environment/situation directly 
and acts on what it sees. It doesn’t have a concept of 
the wider world. It can’t form memories or draw on past 
experiences to affect current decisions. It specialises 
only in one area. An example of this is a machine that 
can beat world-class chess players because it has 
been programmed to recognise the chess pieces, know 
how each moves, and can predict the next move of 
both players. This type is good for repetitive jobs, for 
example, car parking payment systems, ATMs, milk 
dispensers and so on.

Algorithms help sort and manipulate the data

Type II - Limited memory 
Limited memory AI machines can look to the past, but 
the memories are not saved. Limited memory machines 
cannot build memories or “learn” from past experiences. 
An example is a self-driving vehicle that can decide 
to change lanes because a moment ago it noted an 
obstacle in its path. 

Type III - Theory of mind 
Theory of mind refers to the idea that a machine could 
recognise that others it interacts with have thoughts, 
feelings and expectations. A machine embedded with 
Type III AI would be able to understand others’ thoughts, 
feelings and expectations and be able to adjust its own 
behaviour accordingly. 

Type IV - Self-awareness 
A machine embedded with Type IV AI would be 
self-aware. An extension of “theory of mind,” a conscious 
or self-aware machine would be aware of itself, know 
about its internal states and be able to predict the 
feelings of others.

AI opportunities and risks 
The first step towards understanding the organisation’s 
AI opportunities and risks is to thoroughly understand 
the organisation’s big data opportunities and risks. 
Below are examples of AI opportunities and risks.

(a) Opportunities in AI

• The ability to compress the data processing cycle.
• The ability to reduce errors by replacing human 

actions with perfectly repeatable machine actions.
• The ability to replace time-intensive activities 

with time-efficient activities (process automation), 
reducing labour time and costs.

ARTIFICIAL INTELLIGENCE AND AUDIT
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ARTIFICIAL INTELLIGENCE AND AUDIT

• The ability to have robots or drones replace humans 
in potentially dangerous situations.

• The ability to make better predictions, for everything 
from predicting sales of certain goods in particular 
markets to predicting epidemics and natural 
catastrophes.

• The ability to drive revenue and grow market share 
through AI initiatives.

(b) Risks of AI

• Unidentified human biases might be imbedded in 
the AI technology.

• Human logic errors might be imbedded in the AI 
technology.

• Inadequate testing and oversight of AI might result 
in ethically questionable results.

• AI products and services might cause harm, resulting 
in financial and/or reputational damage.

• Customers or other stakeholders might not accept 
or adopt the organisation’s AI initiatives.

• The organisation might be left behind by competitors 
if it does not invest in the right AI systems.

• Investment in AI (infrastructure, research and 
development and talent acquisition) might not yield 
an acceptable ROI.   

Internal audit’s role
Internal audit is adept at evaluating and understanding 
the risks and opportunities related to the ability of an 
organisation to meet its objectives. Leveraging this 
experience, internal audit can help an organisation 
evaluate, understand and communicate the degree to 
which artificial intelligence will have an effect (negative 
or positive) on the organisation’s ability to create value 
in the short, medium or long term. Internal audit can 
engage through at least five critical and distinct activities 
related to artificial intelligence:

(a) For all organisations, internal audit should include 
AI in its risk assessment and consider whether to 
include AI in its risk-based audit plan. 

(b) For organisations exploring AI, internal audit 
should be actively involved in AI projects from their 
beginnings, providing advice and insight contributing 
to successful implementation. However, to avoid 
the perception of or actual impairments to both 
independence and objectivity, internal audit should 
not own, nor be responsible for the implementation 
of AI processes, policies or procedures.

(c) For organisations that have implemented some 
aspect of AI, either within its operations (such as a 
manufacturer using robotics on a production line) 
or incorporated into a product or service (such as 
a retailer customising product offerings based on 
purchase history), internal audit should provide 
assurance over the management of risks related 
to the reliability of underlying algorithms and data 
on which the algorithms are based.

(d) Internal audit should ensure the moral and ethical 
issues that may surround the organisation’s use of 
AI are being addressed.

(e) Like the use of any other major system, proper 
governance structures need to be established and 
internal audit can provide assurance in this space. 

Regardless of the specific activities performed, internal 
audit is well-suited to be a key contributor to an 
organisation’s AI-related activities. Internal audit:

(i) Understands the strategic objectives of the 
organisation and the processes implemented to 
achieve those objectives.

(ii) Is able to evaluate whether AI activities are 
accomplishing their objectives.

(iii) Can provide internal assurance over management’s 
risk management activities relevant to AI risks.

(iv) Is perceived as a trusted advisor that can positively 
support the adoption of AI to improve business 
processes or enhance product and service 
offerings.

• The office of finance is part of business decisions.
• Many business processes could be automated (Big data, 

analysis, management reports).
• Accounting systems have over time reduced the need for 

manual input (automation of processes).
• Storing the rules (accounts, tax, pricing and so on) and 

then crunching the big data as part of analysing the 
business.

• Cost controls (internal audit, cybersecurity, approval 
processes).

AI and the office of finance

Reports
Ideas

Decisions
Red flags
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AI auditing framework
The Framework comprises three components; AI 
strategy, governance and the human factor.

AI Strategy
Each organisation’s AI strategy will be unique based 
on its approach to capitalising on the opportunities 
AI provides. An organisation’s AI strategy might be 
an obvious extension of its overall digital or big data 
strategy. Internal audit must consider an organisation’s AI 
strategy first by answering the following three questions. 

1) Does the organisation have a defined strategy 
toward AI? 

2) Is it investing in AI research and development? 

3) Does it have plans in place to identify and address 
AI threats and opportunities? 

AI can become a competitive advantage for organisations 
and internal audit should help management and the 
board realise the importance of formulating a deliberate 
AI strategy consistent with the organisation’s objectives.

Governance 
AI governance refers to the structures, processes and 
procedures implemented to direct, manage and monitor 
the AI activities of the organisation in pursuit of achieving 
the organisation’s objectives. The level of formality and 
structure for an organisation’s AI governance will vary 
based on the specific characteristics of that organisation. 

Regardless of the specific approach, however, AI 
governance establishes accountability and oversight, 
helps to ensure that those responsible have the 
necessary skills and expertise to effectively monitor AI 

and further helps to ensure the organisation’s values 
are reflected in its AI activities. AI activities must result 
in decisions and actions that are in line with the ethical, 
social and legal responsibilities of the organisation.

The human factor
Algorithms are developed by humans. Human error and 
biases (both intentional and unintentional) will impact 
the performance of the algorithm. The human factor 
component considers whether:

• The risk of unintended human biases factored into 
AI design is identified and managed.

• AI has been effectively tested to ensure that results 
reflect the original objective.

• AI technologies can be transparent given the 
complexity involved.

• AI output is being used legally, ethically and 
responsibly.

It is widely recognised that human error is the most 
common cause of information privacy and security 
breaches. Similarly, the human factor component 
addresses the risk of human error compromising the 
ability of AI to deliver the expected results.

Conclusion
The internal audit profession cannot be left behind in what 
may be the next digital frontier — artificial intelligence. 
To prepare, internal auditors must understand AI basics, 
the roles that internal audit can and should play and 
AI risks and opportunities. To meet these challenges, 
internal auditors should leverage the framework to 
deliver systematic, disciplined methods to evaluate and 
improve the effectiveness of risk management, control 
and governance processes related to AI.

• Improving quality of audit
 – Frequency of audit
 – Entire population of data instead of a random sample
 – Avoiding misstatement

• Faster audit
• Ability for real-time fraud monitoring and detection

 – Deep learning focused on finding anomalies

PROMISE OF AI FOR INTERNAL AUDIT

ARTIFICIAL INTELLIGENCE AND AUDIT
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Joseph G.Muthama, Lecturer and management consultant

Global business is today characterised by stiff 
competition, thus the need for cutting-edge 

technological innovations. The climate of rapid,  
transformative technological changes has greatly 
altered the business landscape across the world. 
Technological advancements have irrevocably and 
irreversibly changed the way business used to be 
operated a couple of decades ago. Understandably, 
technology is relentlessly dynamic. Consequently, the 
diffusion of technological know-how around the world 
has made countries previously unknown in the global 
economic arena to emerge in the limelight.  Moreover, 
globalisation has tremendously contributed to the 
current rapid technological innovations and diffusion 
hence ‘‘the global village.’’

Paul Schumann defines innovation as “the new way 
of transforming the resources of an enterprise through 
the creativity of people into new resources and wealth”, 
while Theodore Levitt encapsulates “ innovation is doing 
new things”. 

Rapidly changing technology has dramatically altered 
the market place due to emergence of new industries, 
changed product life cycles and globalisation of 
markets.  Needless to say, the business ability to cope 
with vagaries of technological diffusion in a high velocity 
industry is vital to competitive success.

Undoubtedly, the world population has increased 
astronomically in the last one century, hence the 
demand for more goods and services. This means that 
business organisations are required to up their games 
on technological innovation in order to remain relevant. 

LEVERAGING ON TECHNOLOGICAL INNOVATION 
TO BOOST  PRODUCTIVITY AND EMPLOYMENT

Innovation is a state of the mind

Innovation is PEOPLE creating VALUE by IMPLEMENTING NEW IDEAS

Innovation is 1% IDEATION, 9% EVALUATION and POLISHING and  
90% IMPLEMENTATION

    Innovation              =         IDEATION            X         IMPLEMENTATION

Outcome
Business benefit Innovators

Bridger

Executors
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TECHNOLOGY AND PRODUCTIVITY

Effective management of technology has necessitated 
production of new products and services in the market. 

Today’s firms are able to create value on product and 
offer innovative product features which the customers 
are willing to pay for. Michael Porter’s generic strategies 
that give firms competitive advantage through product 
innovation, low cost and focusing on specified markets 
should be the DNA of every business organisation.  That 
is, business organisations should endeavour to improve 
product quality, improve customer service, increase 
product innovation, lower product price and so on in 
an effort to remain relevant in the current capricious 
market landscape. Thus, technological development 
innovation in terms of product, process and management 
ought to be a continuous process in order to maintain 
sustainable competitive advantage and profitability. 
Stephen R. Covey said “strength lies in differences, 
not in similarities”.

Understandably, the value chain popularised by 
Professor Michael Porter has proved very useful in 

business process re-engineering as a strategy for 
increasing customer value and shareholders’ value at 
the same time. As developed by Porter, this approach 
of value chain is one way to disaggregate the firm for 
purposes of internal analysis and systemically viewing 
the series of activities a firm performs to provide its 
customers with a product. In a nutshell, value chain 
analysis encompasses primary activities like inbound 
logistics, operations, outbound logistics, marketing 
and service while support (secondary) activities include 
firm infrastructure, human resource management and 
technology development. 

In essence, strategy guru Michael Porter said 
“competitive strategy is about being different. It means 
deliberately choosing to perform activities or to perform 
different activities than rivals to deliver a unique mix of 
value”.  

Organisational innovativeness encompasses embracing 
new processes and procedures that enhance 
organisational effectiveness. Firms that desire to transit 
from mediocrity to innovation hub should heed the late 
Maya Angelou’s words, “we delight in the beauty of 
the butterfly, but rarely admit the changes it has gone 
through to achieve the beauty”. Admittedly, effective 
organisational improvements, greater organisational 
competence, enhanced organisational effectiveness, 
innovation and growth do not take place in organisations 
that are inflexible or risk-averse. In this era of rapid 
technological advances, flexibility and innovation are 
key ingredients to organisational competitiveness. 
Innovation and creativity are critical for an organisation’s 
success. For example, communication systems such 
as television, telephone and internet have significantly 
undergone innumerable innovative changes to enhance 

Process 
innovation

Organisational 
innovation

Marketing 
innovation

Strategy 
innovation

Product 
innovation

Technology 
innovation

BUSINESS
INNOVATION

Levels of innovation in an organisation

Product development is...

NEW PRODUCT 
OR 

EXISTING  
PRODUCT

Innovation of Continuous 
improvement of

Enhancing 
utility ofCreation of

Importance of technological innovation

• Technological innovation is now the single most 
important driver of competitive success in many 
industries. 
Many firms earn over one-third of sales on products 
developed within the last five years.

• Globalisation has increased competitive pressure 
• Product innovations help firms protect margins by 

offering new, differential features.  
Sony produced more than 75 models of its walkman that 
differed in size, colour, music format and other features.

• Process innovations help make manufacturing more 
efficient.
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competitiveness. Sadly, companies that are hell-bent to 
cave man and anachronistic technologies have become 
a let-down to modern consumers due to obsoleteness 
of their products. 

Innovation and entrepreneurship  
In July 2016, former US President Barack Obama 
together with other renowned global business titans 
and gurus attended the Global Entrepreneurship 
Summit in Nairobi. Apart from promising Sh.100 billion, 
the organisers offered to give training, networking 
and internship to young and budding entrepreneurs. 
Understandably, unlike investment, entrepreneurship 

involves starting a new business venture like introduction 
of breakthrough products or services or a different way 
of doing business in a niche. It entails financial risk. In 
order for firms to maintain or improve competiveness in 
dynamic market environment, they must give room to 
innovation as well as research and development thus 
entrepreneurship.

Peter F. Drucker, an American management consultant 
elucidates concisely, “innovation is the strategic 
instrument of entrepreneurship…… that act that endows 
resources with a new capacity to create wealth”.  

In order to reinvigorate and spur economic growth 
in Africa, both public and private organisations must 
embrace quantum and incremental innovations. That 
is, business organisations in Africa must create new 
products and continuously improve on the existing 
products. Industrial revolution in Europe did not take 
place in a vacuum; it was hinged on new technologies.  
The advent of M-pesa in Kenya which allows subscribers 
to transfer money through their cell phones is an 
embodiment of quantum innovation. This technological 
innovativeness has revolutionalised traditional money 
transfer systems. Customers no longer need to be bank 
account holders in order to transact. The Equitel SIM 
card is a good case in point. Automated teller machines 
(ATM) cards are slowly being rendered redundant by rapid 
technological changes.  Evidently, Huduma Centres and 
Ushahidi are other groundbreaking innovations in ICT 
that have put Kenya ahead of the curve in technological 
innovation.   

TECHNOLOGY AND PRODUCTIVITY

Innovative 
businesses

SMEs

Young and 
high-growth 
businesses

INNOVATIVE 
ENTREPRENEURSHIP

Never before 
in history has 

innovation 
offered promise 

of so much to so 
many in so short 

a time.

Bill gates

Technology increases productivity

• Automation depends on modern technology which 
increases productivity.

• New technologies are more cost effective and give higher 
output.

• New technology reduces wastage of time and manpower/
manhour.

• Technological development makes a machine more energy 
efficient thus increases productivity.

• New technology reconverts wastes into resource resulting 
to productivity.

• Technology increases the skills and abilities of employees 
which can contribute to productivity.

• Modern technology reduces physical labour and improves 
productivity.

• New technology reduces pollution of the atmosphere 
and helps with better work environment which increases 
productivity.

• New technology makes machines more compact in size 
and efficient which also increases productivity.

• Technology may be costly but this cost ultimately reduces 
per unit cost of production.
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Industrialisation coupled with globally competitive 
products and services are the best antidote to lackluster 
economic performance, obstinate unemployment 
and ubiquitous poverty that have bedeviled African 
countries over the years. Notably, Africa has been 
lagging behind when it comes to producing quality 
products, improved production processes, creation 
of new markets and innovative solutions. The time for 
Africa to embrace, promulgate and foster innovation 
in education, agriculture, health, security, tourism 
and so on, in order to become a global economic 
powerhouse is now. For Africa to become the epicenter 
of innovation and entrepreneurship, it must espouse 
innovative entrepreneurship in schools. Definitely, the 
need for embracing innovative use of technology to 
solve continental problems cannot be gainsaid. 

Linda Naiman succinctly encapsulates the need for 
creating a conducive environment for innovation and 
creativity; “the economic future of an organisation 
depends on its ability to create wealth by fostering 
innovation, creativity and entrepreneurship”.  In 
order for the African Union’s Agenda 2063 of African 
prosperity to be realised, Africa should leverage on 
technology and innovation. African buccaneering 
and budding entrepreneurs should be nurtured and 

financed. Thankfully, the Kenyan Government has 
come up with funds like Uwezo and Youth Enterprise 
Development Fund among others to foster the spirit of 
entrepreneurship among young people.

In a nutshell, in this era of burgeoning population 
growth, astronomical unemployment rates and 
low gross domestic rates, innovative solutions are 
inevitable. Therefore, labyrinth policies and bureaucratic 
bottlenecks that impede seismic paradigm shift in Africa 
and business organisations should be done away with. 
Also, in order for innovators to unleash their potential, 
they require to be recognised and appreciated. 

Conclusion
“If you talk about change but do not change the reward 
and recognition system, nothing changes”, said Paul 
Allaire, former CEO, Xerox Corporation. The time to 
embrace knowledge management, organisational 
learning and innovation and change management to 
leverage on technological innovation is now.  Success 
does not happen by fluke but by being proactive. 
Tomorrow’s success begins today.

TECHNOLOGY AND PRODUCTIVITY

WHY INNOVATION EFFORTS ARE SLUGGISH AND INEFFECTIVE
Despite the high premium placed on innovation, more than half of business leaders surveyed by Accenture  

don’t have innovation strategies and those that do aren’t executing them.

55% DON’T EFFECTIVELY 
SEEK INNOVATION 
OPPORTUNITIES

66% DON’T HAVE WELL-
DEFINED INNOVATION 

STRATEGIES

WHAT’S STOPPING THEM Top 3 challenges to business innovation:

RESOURCE CONSTRAINTS
(TIME AND PEOPLE)

BUDGET 
CONSTRAINTS
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Defining motivation

Many people incorrectly view motivation as a 
personal trait—that is, some have it and others 

do not.  Motivation is the result of the interaction of the 
individual and the situation.

Motivation refers to “the processes that account for an 
individual’s intensity, direction and persistence of effort 
towards attaining a goal.”

We will narrow the focus to organisational goals in order 
to reflect our singular interest in work-related behaviour. 
The three key elements of our definition are intensity, 
direction and persistence:

• Intensity is concerned with how hard a person tries. 
This is the element most of us focus on when we 
talk about motivation. 

• Direction is the orientation that benefits the 
organisation.

• Persistence is a measure of how long a person 
can maintain his/her effort. Motivated individuals 
stay with a task long enough to achieve their goal.

Early theories of motivation
In the 1950s, four specific theories were formulated and 
are the best known: 

• Hierarchy of needs theory.
• Theories X and Y. 
• The Two-factor theory.
• Alderfer’s ERG theory.

These early theories are important to understand 
because they represent a foundation from which 
contemporary theories have grown. Practising managers 
still regularly use these theories and their terminology 
in explaining employee motivation. These theories are 
summarised below:

MOTIVATION CONCEPTS  

Dr. Kellen Kiambati, Management Consultant

A SYNOPSIS OF THE BASE THEORIES

Motivation is “the processes that account for an individual’s 
intensity, direction and persistence of effort toward attaining a goal.”
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MOTIVATION

Hierarchy of needs theory
Abraham Maslow’s hierarchy of needs is the most 
well-known theory of motivation. He hypothesised that 
within every human being there exists a hierarchy of five 
needs (see figure below):

(i) Physiological: Includes hunger, thirst, shelter, sex 
and other bodily needs.

(ii) Safety: Includes security and protection from 
physical and emotional harm.

(iii) Social: Includes affection, belongingness, 
acceptance and friendship.

(iv) Esteem: Includes internal esteem factors such 
as self-respect, autonomy and achievement; and 
external esteem factors such as status, recognition 
and attention.

(v) Self-actualisation: The drive to become what one 
is capable of becoming; includes growth, achieving 
one’s potential and self-fulfilment.

As a need becomes substantially satisfied, the next need 
becomes dominant. No need is ever fully gratified; a 
substantially satisfied need no longer motivates. 

Maslow further separated the five needs into higher 
and lower orders. 

• Physiological and safety needs are described as 
lower-order.

• Social, esteem and self-actualisation are higher-
order needs.

• Higher-order needs are satisfied internally.
• Lower-order needs are predominantly satisfied 

externally.
Maslow’s need theory has received wide recognition, 
particularly among practising managers. However, 
research does not generally validate the theory. Maslow 
provided no empirical substantiation and several studies 
that sought to validate the theory found no support for it.

Theory X and Theory Y
Douglas McGregor concluded that a manager’s view 
of the nature of human beings is based on a certain 
grouping of assumptions and he/she tends to mould 
his or her behaviour towards employees according to 
these assumptions.

Theory X assumptions are basically negative:

• Employees inherently dislike work and whenever 
possible will attempt to avoid it. 

• Since employees dislike work, they must be coerced, 
controlled or threatened with punishment.

Abraham Maslow (1908-1970): A pioneer of psychology 
who postulated the Hierarchy of Needs theory

Douglas McGregor (1906-1964): Postulated Theory X and 
Theory Y

What a man can be, he must be. This need we call self-
actualisation - Abraham Maslow.

Self-  
actualisation

Morality, creativity,  
spontaneity, acceptance,  

experience, purpose,  
meaning and inner potential

Self-esteem
Confidence, achievement, respect of others,

the need to be a unique individual

Love and belonging
Friendship, family, intimacy, sense of connection

Safety and security
Health, employment, property, family and social stability

Physiological needs
Breathing, food, water, shelter, clothing, sleep

HI
GH

ER
-O

RD
ER

 N
EE

DS

LO
W

ER
-O

RD
ER

 N
EE

DS

Hierarchy of needs
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MOTIVATION

• Employees will avoid responsibilities and seek 
formal direction whenever possible.

• Most workers place security above all other factors 
and will display little ambition.

Theory Y assumptions are basically positive:

• Employees can view work as being as natural as 
rest or play.

• People will exercise self-direction and self-control 
if they are committed to the objectives.

• The average person can learn to accept, even seek, 
responsibility.

• The ability to make innovative decisions is widely 
dispersed throughout the population.

What are the implications for managers? This is best 
explained by using Maslow’s framework:

• Theory X assumes that lower-order needs dominate 
individuals. 

• Theory Y assumes that higher-order needs dominate 
individuals. 

• McGregor himself held to the belief that Theory Y 
assumptions were more valid than Theory X. 

• There is no evidence to confirm that either set of 
assumptions is valid.

• Either Theory X or Theory Y assumptions may be 
appropriate in a particular situation.

Man is a wanting animal - as soon as one of his needs is satisfied, another appears in its place. This process is unending. 
It continues from birth to death - Douglas McGregor

THEORY X SPHERE THEORY Y

Dislike work, find it boring,  
will avoid if we can

ATTITUDE
Need to work, want to take  
an interest, we can enjoy it

Must be forced or coerced  
into compliance

DIRECTION
Direct ourselves towards  

an accepted target

Need to be directed, avoid responsibility RESPONSIBILITY Thrive on responsibility

Motivated by fear, lack of money,  
lack of job security

MOTIVATION
Motivated by the desire of self-

development and to contribute to the world

Little creativity, except when  
getting around rules

CREATIVITY
Highly creative when given  
recognition and opportunity

MANAGEMENT

MANAGEMENT
STAFF

STAFF

THEORY X THEORY Y

Theory X - authoritarian, 
repressive style. Tight control, 

no development. Produces 
limited, depressed culture.

Theory Y - liberating and 
developmental. Control, 

achievement and continuous 
improvement achieved by 
enabling, empowering and 

giving responsibility.
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Two-Factor Theory 
The Two-Factor Theory is sometimes also called the 
motivation-hygiene theory. 

The theory was proposed by psychologist Frederick 
Herzberg when he investigated the question, “what 
do people want from their jobs?”. He asked people 
to describe in detail situations in which they felt 
exceptionally good or bad about their jobs. These 
responses were then tabulated and categorised.

From the categorised responses, Herzberg concluded 
that:

(i) Intrinsic factors, such as advancement, 
recognition, responsibility and achievement seem 
to be related to job satisfaction. 

(ii) Dissatisfied respondents tended to cite extrinsic 
factors, such as supervision, pay, company 
policies and working conditions.

(iii) The opposite of satisfaction is not dissatisfaction.
(iv) Removing dissatisfying characteristics from a job 

does not necessarily make the job satisfying. 

Job satisfaction factors are separate and distinct from 
job dissatisfaction factors. Managers who eliminate job 
dissatisfaction factors may not necessarily bring about 
motivation. 

When hygiene factors are adequate, people will not be 
dissatisfied; neither will they be satisfied. To motivate 
people, emphasise factors intrinsically rewarding that 
are associated with the work itself or to outcomes 
directly derived from it.

Critics of the theory argue that:

• The procedure that Herzberg used is limited by its 
methodology.

• The reliability of Herzberg’s methodology is 
questionable. 

• No overall measure of satisfaction was utilised.
• Herzberg assumed a relationship between 

satisfaction and productivity but the research 
methodology he used looked only at satisfaction, 
not at productivity.

Regardless of criticisms, Herzberg’s theory has been 
widely read and few managers are unfamiliar with his 
recommendations. The popularity of vertically expanding 
jobs to allow workers greater responsibility can probably 
be attributed to Herzberg’s findings.

Frederick Hertzberg: Postulated the Two-factor theory

No satisfaction

No dissatisfaction

Satisfaction

Dissatisfaction

Motivation factors
• Achievement
• Recognition
• The work itself
• Responsibility
• Advancement and growth

Hygiene factors
• Supervisors
• Working conditions
• Interpersonal relations
• Pay and security
• Company policies and 

administration

MOTIVATION
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Alderfer’s ERG Theory
Serious doubts have been expressed about the 
existence of the five distinct need categories which 
Maslow hypothesised. There seems to be some 
overlapping between esteem, social and physiological 
needs. Also, the lines between esteem, social and 
self-actualisation needs are not entirely clear. With these 
points in mind, Clayton Alderfer condensed Maslow’s 
five need categories into three sets:

(i) Existence needs: these include all forms of 
material and physiological and safety needs, that 
is, Maslow’s first two level needs.

(ii) Relatedness needs: these include all needs 
that involve relationships with other people we 

care about. Thus, the opposite of satisfaction or 
relatedness needs is emotional distance rather 
than hatred. Relatedness needs cover Maslow’s 
social needs and that of esteem needs which are 
derived from other people.

(iii) Growth needs: these needs involve persons 
making creative efforts to achieve full potential in 
the existing environment. It is like Maslow’s last 
level need of self-actualisation.

Alderfer also revised Maslow’s theory in three other 
ways:

He argued that the three need categories form a hierarchy 
only in the sense of decreasing concreteness. That is, 
as we move from focus on existence to relatedness to 
growth needs, the ways we can satisfy those needs 
become increasingly abstract.

Clayton Alderfer: Condensed Maslow’s  theory into the ERG 
theory

Growth

Relatedness

ExistenceER
G 
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Growth

Self actualisation

Internal (self) esteem

Relatedness

External (social) esteem

Social needs

Existence

Security

Physiological needs

Satisfaction

Progression

Frustration

Regression

MOTIVATION

There are three groups of core needs:  
existence, relatedness and growth

CORE NEEDS

Existence: provision 
of basic material 
requirements.

Relatedness: desire 
for relationships.

Growth: desire 
for personal 
development.

CONCEPTS

More than one need 
can be operative at 
the same time.

If higher-level need 
cannot be fulfilled, 
the desire to satisfy 
a lower-level need 
increases.
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• He recognised that the rise in the level of satisfaction 
of our existence and relatedness needs may result 
in decreased concreteness. 

• He reasoned that we are likely to try to first satisfy 
out most concrete needs and then we tend to 
move on to more abstract needs. In this sense, 
Alderfer sounds somewhat like Maslow, suggesting 
a pattern of satisfaction progression, that is, if we 
can’t satisfy needs at a given level of abstractness, 

we “drop back” and again focus on more concrete 
needs. Thus, if we are unable to satisfy out growth 
needs, we again focus on relatedness needs; we 
can go through cycles, moving from a focus on 
one need, then another, and then back again. 
Alderfer conceived of ERG needs along a continuum 
which avoids the implication that the higher up an 
individual is in the hierarchy the better it is. Different 
types of needs can operate simultaneously. If a 
particular path towards the satisfaction is blocked, 
the individual will both persist along that path and at 
the same time regress towards more easily satisfied 
needs. 

Identify what  
motivates you

Five strategies for improving employee motivation

Take a genuine interest in 
your employee’s career path

Employee motivation

Compensate and give 
rewards appropriately

Redesign jobs to 
reduce routine

Create flexibility 
with their time

MOTIVATION

A comparison of motivation theories

Growth needs

Model of Maslow’s 
hierarchy of needs

Herzberg’s  
two-factor model

Alderfer’s  
ERG model

5.  Self-actualisation and 
fulfillment needs

4.  Esteem and status needs

3.  Belonging and social needs

2.  Safety and security needs

1.  Physiological needs

Work itself
Achievement
Possibility of growth
Responsibility
Advancement
Recognition

Status

Relations with supervisors
Peer relations
Relations with subordinates
Quality of supervision

Company policy and administration
Job security

Working conditions
Pay

Relatedness needs

Existence needs
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Conclusion

Employee motivation is key to 
increased organisational productivity. 
Although company circumstances 
are different, there are lessons to 
be learnt from each of the theories 
on motivation. Human resource 
managers should consider their 
specific circumstances and adopt 
the best approach.
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Aroisio Muna, CPA (K), Audit Assistant, Ashwin Brothers

Self-esteem is the aspect of how we view ourselves. 
Others describe it as the overall opinion we have 

of ourselves and the value we place on ourselves as 
people. When the esteem is low, it means the opinion 
is so negative. That is why we will often view ourselves 
as useless, unfavourable, inferior or even stupid. Such 
opinions have a very destructive effect on our lives.

Lack of self-esteem has led to depression, low 
performance, lack of confidence and many other 
negative emotions. It is one thing that affects the way 
we operate in our day to day activities. It has so much 
power that keeps proving how useless we are in any 
difficult situation that comes our way, especially in our 
careers.

There are many ways of expressing negativity about 
oneself. Examples include: 

• Focusing on your weaknesses rather than positive 
character.

• Criticising yourself all the time. 
• Blaming yourself on failures.

• Avoiding challenges and opportunities.
• Continuously being apologetic.

Such acts may bring sadness, guilt, shame, frustration 
or anger. They might make you fatigued and tense.

Consider this about an employee. He gets to his place 
of work. He is aspiring for a good stay and is confident 

NEVER UNDERESTIMATE YOUR 

SELF-ESTEEM
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SELF-ESTEEM

that he can do great things. This state continues until 
one day, he collides with his boss who frankly tells him; 
“you are not as smart as you think”. The statement 
unlocked the deep seated fear that he is still fighting 
to overcome. Is this not familiar to all of us? Is this not 
what has made many of us stay in our comfort zones 
fearing to go to places we might encounter challenges? 

We are aware that most of us are in situations that limit 
our growth but lack of confidence cannot let us move 
on. Many are times when we find ourselves straining to 
get high education thinking that this is what is making 
us not to grow only to find that after education, there is 
another fear that arises about the experience. 

How does low self-esteem affect our lives?

At work you may consistently underperform as you 
pursue perfectionism in order not to be criticised. You 
avoid tasks or activities where there are risks of being 
judged. You may not properly take care of yourself. Many 
take drugs while others do not get enough time to rest. 

In your personal life, you might suffer from terrible 
self-consciousness, oversensitivity to criticisms or 
disapprovals. You may lack confidence leading to being 
risk averse. Some speak less in meetings this leading 
superiors to think they are ineffective. Others speak so 
quietly. This denotes fear in the eyes of many people. 
Many others make gestures to emphasise or convey a 
point. This points to lack of confidence.

How do we overcome low self-esteem?
• Talk to yourself - There can be negative voices that 

tell you all sorts of things such as ‘‘my boss hates 
me’’. Tell the voices to shut up. You can scribble 
down the positives in a place where no one sees,  
such as in your phone, in your personal computer 
or in a note book.

• Have a positive self-talk - focus on what you 
can do to move past unproductive self-talk. “I am 
stupid” becomes “Ok, I made a mistake, next time 
I will not do the same”. “I hate this place” becomes 
“Ok, so right now I am not very happy with my job. 
It will pass.”

I don’t think I can do this. I tried before and failed

Turn up the 
volume on 
POSITIVE 

THOUGHTS 
and delete the 
negative ones.
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• Get an accountability partner - set and accomplish 
new goals involving aspects of your career. Let 
them hold you accountable. Examples are career 
coaches.

• Speak up but less - speak up when necessary in a 
meeting but again avoid so many words which may 
make it seem like lack of confidence.

• Fake it until you make it - most of the top leaders 
don’t necessarily have a high self-esteem. They are 
better at masking their insecurities. Faking a high 
self-esteem not only makes you look more effective 
but may also mean a promotion.

• Take on more challenges - get out of the comfort 
zone and realise that fear cannot stop you. Let your 
superiors know that you have all the confidence 
necessary. Track record of success boosts 
self-confidence so much.

• Modify your behaviours - It is true some behaviours 
may be inborn and so hard to change, but avoid 
that which is bad such as always speaking in an 
apologetic way. This signifies low self-esteem.

• Do not be afraid of failure - Most of the successful 
business people have fallen on their faces at one 
point or another. If you fail, get back and start again. 

• Accept praise - most of the people with low 
self-esteem are not able to accept praise. Accept 
it when your superior says you have done great. 

In conclusion, if you do not believe in yourself, you 
cannot believe in the value you bring and if you do 
not believe in the value of your work, you cannot feel 
confident and legitimate in what you do. Have a positive 
mindset and even if the worst happens, just believe 
that it is still possible to succeed. Never underestimate 
yourself. Convince yourself every day that you are 
worthy and you matter. Let go off stress and breath. 
Stay positive. All is well.

Get an accountability partner

Four simple strategies to 
overcome low self-esteem

Most of us have a tendency to put ourselves down, to see weaknesses instead of our 
strengths and to compare ourselves unfavourably with others. Here are four simple 
strategies that if you practice daily will gradually increase your self-esteem levels and 
build self-confidence.

Stop comparing yourself to others
This may sound easier said than done but it really is feasible. The first 
thing to do is to monitor your thoughts and feelings, notice when you feel 
inferior and look minutely at the thought-process that led you there. You 
will almost always notice that you are making an unfavourable comparison 
to someone else in your life. The next step is to question the comparison. 
How useful is it? How does it help you to be happier and more satisfied in 
your life? Can you learn something useful from it? Is it fair when you take 
into account all the differences between yourself and the other person. You 
will often notice immediately that the comparison is unfair and useless and 
should be discarded.

List your best attributes
This is an effective way of reminding yourself of all the good things you have 
to offer. They can be absolutely anything so be sure to make as long as a 
list as you can. Are you kind? Generous? A good listner? Have a rapport 
with animals? Good at mental arithmetic? Have a nice singing voice? A 
good knowledge of gardening, cooking, DIY car repairs, computers....? 
Good with children or older people? Do you make the best coffee and 
cakes? Can you put others at ease or make them laugh? We are all special 
and unique in different ways. So make that list, pin it on the fridge and revel 
in what makes you the wonderful person you are!

Get to know yourself
Finding yourself is a very potent way to strengthen your belief in yourself 
and solidify your self-identity. You will discover more strengths and unique 
qualities that you didn’t know you had. You will change your habit of looking 
at other people’s attributes (and comparing yourself unfavourably) to 
noticing and appreciating your own achievements, qualities and skills.

Have reasonable expectations
When we have self-expectations that are unreasonable and unrealisable, 
we set ourselves up for failure and feelings of low self-esteem. Consider the 
pressure you are putting on yourself in all areas, whether it be your career, 
your relationships, your appearance, your social skills or simple things such 
as cooking or managing your household chores. These are all areas where 
sensitive people set goals that are unobtainable. Slowly lower the bar and 
cut yourself some slack. It will take practice and time to firstly become fully 
aware of the expectations you are making on yourself and then to adjust 
them effectively. But it will be time and effort well spent as you will feel 
a weight lifted from your shoulders as you begin to feel more and more 
satisfied with your performances in various ares of your life.
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James J. Majiwa, M.A. (Econ.), B.Ed. (Arts)  
Principal Lecturer in Economics, Kisumu National Polytechnic 

Meaning of unemployment

Unemployment may be defined in as many ways 
as there are economists and demographers with 

divergent opinions on the subject. Operationally for all 
factor inputs (land, labour, capital, entrepreneurship 
and technology), unemployment generally refers to an 
economic state or an economic  situation where factors 

of production (resources) are readily available and 
capable of being utilised at the ruling market rates but 
are either inefficiently used or are completely unengaged 
hence lie idle.

When referring to labour unemployment, it is considered 
to be a demographic situation where there are people 
ready, willing and able to work at the going market 
wage rates but cannot get jobs. Such persons must 
be seen to be actively looking for employment but to 
no avail. If one is not actively looking for a job and is not 

Meaning, types, causes, effects and solutions
UNEMPLOYMENT

Is person 
working?

Is person 
looking and 
available for 

work?

Employed

Unemployed

Not in  
labour force

Yes

Yes

No

No
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working, he cannot be classified as unemployed. This 
definition focuses only on those who are involuntarily 
not employed.  It is noteworthy to mention here that 
all countries suffer from one form of unemployment or 
another. The truth of the matter is that most developing 
countries experience it at relatively higher degrees 
from the supply side but at different rates and with 
varied magnitudes of consequences. On the other 
hand, the developed countries experience more of the 
unemployment from the demand side than from the 
supply side.  

Types of unemployment and their 
causes
Unemployment may appear in many forms, each type 
being caused by different factors. Below are some of 
the types of unemployment that have been identified.

(a) Transitional unemployment
Transitional unemployment is that situation which 
prevails due to some temporary factors. The main 
causes of this type of unemployment are:

(i) Turnover unemployment: In this category of 
transitional unemployment, an individual may leave 
his/her present job and make efforts to secure a 
better one or his or her ideal job. In this way, he/
she remains unemployed for some time before 
getting the job.

(ii) Casual unemployment or erratic unemployment:  
Casual workers are employed for specific tasks 
available. When the tasks available are over, 
such workers become unemployed or are laid 
off. In harbours, the construction industry or even 
in educational institutions, for instance, some 
categories of workers are engaged for some tasks 
or for some time. When the tasks are completed, 
the employer will have no alternative but to lay off 
workers who may not be guaranteed a job when 
conditions improve sometimes later. 

(iii) Seasonal unemployment: Some industries, 
for instance have seasonal demand for labour 

Inactive

Looking after family

Short term sick

Long term sick

Students

Retired

Discouraged 
workers

Self 
employed

On 
government 

schemes

ACTUAL 
LABOUR 
SUPPLY POTENTIAL 

LABOUR 
SUPPLY

Unpaid 
workers

Employees

Active

Employed Unemployed

Voluntary unemployment

An involuntary unemployment case being proactive

UNEMPLOYMENT



kasneb NEWSLINE, Issue No. 2,  April - June 2018 25

punctuated with peak periods when the demand for 
labour is high during which the rate of unemployment 
is low and peak-off period when the demand for 
labour is low. Workers in such sectors experience 
seasonal unemployment because jobs are only 
available at certain times of the year. Tourism and 
agricultural sectors of many countries experience 
this type of unemployment attributed to seasonality 
of the principle activities of the sectors. In agriculture, 
peak periods activities include land preparation, 
planting, weeding and harvesting. During this time, 
labour is in high demand. In between the periods, 
labour may be unemployed. In the tourism sector, 
arrival of visitors reinvigorates activities in hotels, 
game parks, tour guides, unique apparel making 
and carvings. When visitors go back to their home 
countries at the end of a season, labour in this 
sector remains unemployed, possibly till next 
season. 

(b) Structural unemployment 
This is a type of unemployment caused by structural 
changes that may occur in an economy arising from 
imbalance between supply of a given category of labour 
and demand for their services or due to changes in the 
structure of demand for labour. Workers who suffer 
from structural unemployment go through this because 
they become immobile and find it difficult to move to 
new occupations either because of their age brackets 
or because such movement have prohibitive costs of 
re-training that they cannot immediately afford. Very 
typical of structural unemployment is that it is long term 
in nature. Sometimes education system applied in a 
country may account for this type of unemployment. For 
most developing countries, the education systems offer 

white-collar job oriented knowledge and attitudes yet 
the nature of productive capacities of these economies 
are not sufficiently supportive or need technical and 
managerial skills often scoffed by majority youth. 
Moreover, inadequate education and training facilities 
render(s) most people unable to secure those job 
opportunities that require high technical and managerial 
skills and specialised training. Below are specific types 
of structural unemployment.

(i) Technological unemployment: Technological 
change may lead to reduced demand for services 
for a category of labour giving rise to technological 
unemployment. The traditional pottery industry in 
many African countries suffered from this type of 
unemployment as the modern pottery industry 
produced higher quality articles of pottery.  
Technological changes may also come with 
changes in consumer tastes and preferences to 
the new high quality substitutes. This may cause 
technological unemployment of structural type that 
renders some skill or goods obsolete. Sometimes, 
it may occur when a new technology takes over 
routine jobs from workers. Take the example of 
automation in many sectors where computers 
have taken over routine or repetitive jobs leading 
to many workers in such sectors being declared 
redundant. This may worsen if the affected workers 
do not stay ahead of or keep up with the pace of 
technological developments by up-scaling their 
skills as new equipment and machines come 
in. Workers in the traditional pottery, tea picking, 
sisal and the banking sectors in many countries have 
become victims of technological unemployment. In 
most developing countries, most production 
structures tend to be inappropriately labour saving 
or capital-intensive. A new face of Industrial change 

People who deal with seasonal products may find themselves 
unemployed at certain times of the year

Robots doing work previously done by human beings

UNEMPLOYMENT
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or establishment of new industries that produce 
better substitutes decreases the demand for the 
products of existing industries whose workers 
may now face unemployment. An example is the 
manufacture of artificial fibre (nylon or manila ropes 
and twine) in India and Japan in the 1960s that led 
to widespread unemployment on sisal plantations 
in East Africa. It is argued that the rapid increase 
in the demand for Japanese industrial products 
is one reason for greater unemployment in some 
European countries. These are a consequence of 
technological developments causing technological 
unemployment. Such methodologies are not 
appropriate for these countries which have excess 
labour supply. Applications of high capital-labour 
ratios in production processes in these countries 
imply less labour being absorbed compared to 
capital in production, thereby causing technological 
unemployment.

(ii) Cyclical (demand deficient) unemployment: 
This type of unemployment is associated with 
the down-turn in economic activities. In times of 
depression or deep recession, economic activities 
like selling and purchasing are reduced. During 
such periods, prices fall. During such periods, 
profit margins remain distinctively low. Such 
demoralise investors and reduce their confidence 
in business. This leads to reduced production as 
stock turnover slows down. As a result, investors 
reduce investment expenditures forcing them as 
owners of capital to release labour and other factor 
inputs. This causes factor input redundancies in 
rising proportions. Labour here becomes a victim 
of circumstances. 

(iii) Keynesian unemployment: According to 
Keynesian theory of income and employment, 
unemployment occurs due to lack of effective 
demand for the goods. If effective demand is 
depressed, production of goods and services will 
fall as businessmen and women would not find it 
worthwhile producing goods that do not sell. This 
will result into general unemployment of labour. This 
is because no wise investor would wish to continue 
producing for a reduced or declining market. One 
question worth asking at this stage is “what is it 
that may cause a reduction in effective demand for 
goods?” One of the countries that suffered greatly 
from this type of unemployment is the United States 
of America during the Great Depression in the 
1930s. During this time, there was a market crash 
in Europe, a situation that spelt a doom to American 
goods that used to find lucrative markets in Europe. 
There was drastic reduction of selling of American 
goods in the depressed European markets during 
this period. As a result, many factories in America 
closed down. Had it not been for the American 
Marshal Plan of Action that revived the European 
market thereafter, American labour could have 
borne the pain of this unemployment longer than 
it did. It is important also to note that John Maynard 
Keynes was more concerned with unemployment 
in the developed economies, the economies whose 
activities predominantly revolve around effects of 
investment and the investment multiplier effects. 
This is a reason for which economists believe that 
the Keynesian unemployment is only relevant to 
developed countries in which unemployment of 
labour is associated with unemployed capital 
equipment during depression. According to 
these economists, unemployment in developing 
countries mostly arises from insufficient supply of 

Traditional jobs like handicrafts are getting outdated

UNEMPLOYMENT
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factor inputs like land or raw materials or capital 
input to combine labour with.

(iv) Urban unemployment: Due to perceived availability 
of more facilities in urban areas, more and more 
people particularly the youth tend to move to towns 
from the rural areas. Pull and push factors account 
for this rural urban migration. According to Todaro, 
if three people migrate to town for jobs, only one 
of them would get a job within some span of time 
indicating insufficient employment opportunities 
available in towns. Apart from rural urban migration 
that swells the urban population, the slow industrial 
growth in urban centres creates insufficient space 
to absorb all those people who migrate to settle 
in the urban areas. This urban unemployment 
is therefore due to rural-urban migration, high 
natural population growth rate in towns and low 
absorptive capacities and insufficient capital for 
labour intensive industrial growth in towns.

(v)  Disguised unemployment or underemployment:  
This is a situation where some people are employed 
apparently, but if they are withdrawn from their jobs, 
total production remains the same or increases.  
Such people may seem to be actively working 
but are producing less than what they are capable 
of producing. Such persons generate negative 
marginal product. Some of the causes of this type 
of unemployment may include rapid population 
growth against declining pieces of land, taking up 
inferior jobs for which the worker is overqualified 
and nepotism where a person in a position employs 
people from his clan or tribe even if they have little 
or nothing to do in an office or department. Cases 
where people from a clan or tribe are staffed in 
an office, for example, one to only collect the 
manager’s newspapers and the other to only make 
tea or only clean the windows are common. In most 

developing countries, this type of unemployment 
is estimated at between 20% to 30%. Measures 
should be taken to employ such people in 
other sectors of the economy if it is possible.  
Sometimes, it may be that a rapidly increasing 
population in a country leads to unemployment 
when the economy grows much less rapidly. In 
situations where high population growth rate in 
rural areas forces over-subdivision of the land to 
uneconomic sizes, people particularly the young 
and energetic ones will have a reason to justify 
their migration to towns. Before their migration but 
after the over-subdivision of the land, and possibly 
where harsh climatic conditions prevail, it will be 
observed that work on land becomes unproductive. 
Labour on such lands will experience hidden or 
disguised unemployment. In such situations, they 
may seem to be very busy and occupied when in 
actual fact, they produce less than what they are 
capable of producing. Such labour may resolve to 
migrate to urban centres as possible alternative 
greener pastures are in their imaginations. The main 
factor here is the high rate of population growth 
that exceeds available land space and employment 
opportunities that the economy can generate.

(vi) Frictional unemployment: Sometimes some 
market impediments may lie on one’s way and 
may require time to be removed before one gets 
the right job. For example, some job of a given 
scale may require one to possess some skill and a 
commensurate valid certificate. While undertaking 
a training to upscale his skill to match requirements, 
the person will experience frictional unemployment. 
It is lack of the required skill for the job that creates 
friction for him preventing him from accessing the 
job at that time.  

Unemployed youth at a jobless corner in an urban area

UNEMPLOYMENT

What do you mean you’ve finished 
your work for the day. You only went 
to buy the newspaper for the boss.

That’s my job description.  
Do you have a problem?
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Other causes of unemployment
(a) One person for more than one job: It is not strange 

to observe that some people occupy more than one 
position in employment in spite of the prevailing 
widespread unemployment in an economy. 
Those who assign the holders of such multiple 
positions may have their own reasons to justify 
such appointments. The most readily available 
justification in such situations is that no one suitable 
other than the appointed one was available for the 
posts. How valid this can be is subject to empirical 
test.

(b) Corrupt ion and genera l  business 
mismanagement: In a one day workshop on 
corruption and its consequences in Kenya organised 
by the Sychar Centre  in collaboration with the Institute 
for the Study of African Realities (ISAR),  a department 
of the Africa International University and Concordis 
International in November 2013, the participants 
observed many reasons why corruption appears 

to have been domesticated and entrenched in the 
fabric of the nation raising costs of doing business 
in the country. Together with mismanagement in a 
number of enterprises and inappropriate automation 
(including some commercial banks) in the economy, 
unemployment crisis in the country takes a new 
face, an extra pain the society has to bear as some 
mismanaged businesses close down. This is quite 
painful to the labour force. What else are the causes 
of business failures in Kenya that may account for 
unemployment in the country?

(c) Inadequate knowledge on market opportunities: 
Sometimes job opportunities may arise and are 
advertised in some media – electronic or print, 
but which may have not reached the attention 
of some job seekers for one reason or another. 
If such opportunities are not at all or adequately 
publicised, some job seekers will miss out on such 
opportunities. In such cases, some party must share 
in the blame.

Causes of youth unemployment in 
developing countries
Youth unemployment is being recognised as one of 
the problems that has grown into global proportions. 
In the coming years, this is likely to rise causing 
socio-political and economic problems for the 
societies. Youth entrepreneurship is being looked at 
as an alternative besides other methods of creating 
employment opportunities for the youth. However, there 
is a need for global recognition and promotion of youth 
entrepreneurship on sustained long term basis. This field 
certainly holds a promising future for the youth.

UNEMPLOYMENT

One person having more than one job positions
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UNEMPLOYMENT

Revolution in technology and the resultant growth in all 
fields and globalisation have greatly impacted on the 
World. Developing countries like India and China are 
growing rapidly both in terms of economic development 
as well as population. Growing economies provide ample 
opportunities for services and provide opportunities for 
entrepreneurs to set up small enterprises in different 
fields. There are huge opportunities for individual 
enterprises in IT services and IT related fields, financial 
services, travel and tourism, food, supply chain, health 
care services and many more fields that the youth must 
be encouraged to venture into. While many developing 
countries grow slowly, unemployment of the youth they 
face keeps growing. In very few developing countries 
which record higher economic growth, little incentives 
for growth of youth entrepreneurship exist. Economics 
analysts blame this on wrong perception and orientation 
that the youth and their mentors have on entrepreneurial, 
managerial and technical education and training.

Causes of youth unemployment and 
entrepreneurial apathy
Many factors may account for rising unemployment and 
entrepreneurial apathy among the youth. Some of these 
are explored here below:

1) Socio-cultural factors inhibiting youth 
technical and agro-entrepreneurial business 
management. In some of the countries, social 
and cultural outlook of the societies may not be 
encouraging initiatives for entrepreneurial drive 
among the youth. Many societies expect the youth 
to obtain some level of education that would enable 
them to get jobs, preferably white-collar office jobs 
from which they expect to earn high salaries to 

support their families. Economic compulsions 
too can push the families to encourage youth to 
look for white collar jobs and not look at emerging 
technical agro-entrepreneurial opportunities. In 
some cases certain caste or class of people are 
habituated to practicing certain occupations 
away from agro-technical fields considering 
agro-entrepreneurship and technical fields as a 
prerogative of a failed group that cannot make it in 
the academic ladder. Some other societies are risk 
averse and tend to play safe and only encourage 
their children to look for soft-spot opportunities. 
In societies where incidences of youth rebellion, 
revolt and violence are very high due to cultural 
outlook, youth may be wasting their time neither 
pursuing education nor trying their hands at 
entrepreneurship.

2) Economic and political factors. Economies which 
are not growing grapple with huge unemployment 
problems. This affects the youth too. When the 
economy is depressed, few or no opportunities 
arise for small entrepreneurs to provide services 
to support the economy. It is necessary to have 
a political will that focuses on youth welfare in 
the country. Such will look for sustainable ways 
to create suitable environment that encourages 
employment opportunities for the youth. Lack of 
political will to support employment creation for 
the youth can be a source of youth disaffection 
with the political system.

3) Policy framework. Government policy and 
framework in the country should help identify 
and build the base for youth entrepreneurship. 
The policies need to encourage and provide 

Majority of the young think of employment  
instead of entrepreneurship

The youth need to embrace jobs that are  
not necessarily white collar
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opportunities as well as assistance to the youth. 
The  environment in which they operate should 
give impetus to youth entrepreneurship at national, 
regional and local levels. Policy directives need to 
engage the business, banking, educational and 
other sectors to be able to deliver definitive steps 
to encouraging and aiding youth entrepreneurship. 
Lack of such policy framework can hinder the 
growth and initiative in the youth.

4) Industry support and patronage for skill 
development. In any industry, it is largely the 
business sector that provides opportunities 
for support services creating new networks of 
business enterprises. Similar to their role in social 
responsibility, industry can create a very strong 
platform to help develop the youth and give them 
the support and guidance as well as opening 
opportunities for them. In a society where the 
industry enterprise is not very significant or not 
very active, there can be no encouragement for 
youth entrepreneurship.

5) Education systems in job orientation. In most 
of the countries today, the education system is 
geared to enabling the youth to pass out with 
their qualifications based on academic knowledge 
to prepare to seek for jobs. There is little or no 
focus on building and equipping the students 
with leadership, building awareness and giving 
them training for entrepreneurship. Of late there 
is a trend to introduce specialised courses and 
training modules on entrepreneurship in many of 
the universities and colleges. The youth need to be 
equipped with the necessary knowledge, attitudes 
and skills. The introduction of competency based 

training curriculum in schools and colleges should 
be able to make positive changes in perceptions 
of the youth and the society. 

6) Finance and business support. Another big 
hurdle faced by entrepreneurs is the lack of 
financial backup and funding as well as guidance 
required to incubate new business ideas. Most 
often those who attempt to start any enterprise 
do so borrowing from family and friends or dipping 
deep into their savings. After a while, the business 
starts to suffer due to lack of sufficient funds and 
ends up in a debt trap. Through the government,  
banking, financial and technical assistance should 
be made available to well-trained youth to start 
and manage businesses. In Kenya, through the 
Ministry of Youth Affairs and Gender and Kenya 
Commercial Bank, JICA has made it possible for 
Kenyan youth to acquire technical skills for their 
employment creation. 

Consequences of unemployment 
Once a society is hit by unemployment of whatever 
type, scale or magnitude, it will be possible to observe 
a number of signs that something has gone very wrong 
in the labour market that calls for intervention. These 
signs will be in form of painful costs of unemployment 
that the job seekers, their relatives and the society will 
be going through.

The cost of unemployment to a nation can be categorised 
under four headings: personal costs, social costs, the 
cost to the exchequer and the economic cost. Readers 
will note that personal costs of unemployment may 

UNEMPLOYMENT
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degenerate into social costs as an individual who goes 
through the problem does not live in isolation and 
therefore impacts on others as well.

Personal costs of unemployment
At personal level, labour, if unemployed for long, will 
unlearn the skills it may have acquired over time. As time 
goes on, such individuals will feel out of place and begin 
to be isolated during which they will begin harbouring 
negative opinions about themselves and the society. We 
cannot rule out the fact that most of these opinions will 
be possibly antisocial, some of which will be exhibited 
within families in many forms of undesirable behaviour, 
cheating about status, social disorientation, unfounded 
tensions and suspicions. 

The longer a person stays unemployed, the more he 
becomes bored, idle, lose friends and suffer from 
depression. For the individual, there is the demoralising 
effect which can be devastating particularly as one gets 
older. This is because as some job seekers become 
more and more pessimistic about their chances of 
finding a job, so their job search motivation is reduced 
as their chances of succeeding in finding jobs become 
even more remote.

The social cost of unemployment
The unemployed individuals definitely will have many 
unmet personal desires because those on whom they 
depend may not sustain them for long. Like birds of 
the same feather, they will have identified with others 
of the same fate and will join up and share ideas some 
of which may be antisocial sometimes bordering on 
threats to security.

In situations of unemployment, chances increase of 
family tensions, suspicions, theft, vandalism of private 
and public property, violence, infidelity, divorce and 
family breakups among other forms of antisocial and 
criminal behaviour.  .

Economic costs of unemployment to the 
exchequer 
The Exchequer (The National Treasury) is not exempted 
as it will bear the costs arising from unemployment of 
some citizens in many forms. For example, there will 
be increased dependency ratio on the few who are 
employed. As a result, savings for investments from 
which taxes could be generated would be reduced. With 
only few people in employment, the Exchequer is sure 
to get reduced tax revenues out of which government 
expenditures require to be funded. Such a situation may 
force a country to go into either domestic or foreign debt 
which may have far reaching undesirable short and long 
term consequences in a country.  These may just be 
few of the costs to the Exchequer from unemployment.

If the unemployment problem is widespread in the 
society, abject poverty and insecurity will follow that 
will raise great concern to the government and the 
society. With the little resources at hand, the concerned 
government will begin to pay more attention to 
measures for reinforcing security by diverting resources 
from productive investments to recruitment of more 
security enforcement personnel and facilities. These 
could continue until solutions to unemployment are 
found assuming it is the only emerging problem in the 
circumstance in a country.

Idle youth during political rallies. If they had work to do, they 
would not find time for such rallies

Social problems/ 
alienation

Loss of income 
for unemployed

Inefficient use  
of resources

Loss of human 
capital

Less tax revenue 
and higher 
government 
borrowing

Cost of 
unemployment
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Continued on page 34
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Other economic costs of 
unemployment
Unemployment is a reflection of a terrible waste of 
human and other resources in a society. It shows that 
the economy is operating below its full employment 
equilibrium, implying that the economy is producing 
a lower level of output than it could. This leads to an 
output deficit or gap or loss as a result of unemployment.

Solutions to unemployment
Remedies to unemployment will clearly depend on the 
type and cause of unemployment. Broadly these can 
be divided into:

• Demand management or demand side policies.
• Supply management or supply side policies.

Demand management policies
These policies are intended to increase aggregate 
demand for goods and services to boost employment 
opportunities for labour and other factor inputs. Once 
successful, the equilibrium level of national income will 
rise. They include expansionary fiscal and monetary 
policy measures or instruments that include the following:

• Supporting distressed industries with public funds. 
It would be prudent to carry out research on the 
causes of declining performances of such industries. 
If these emanate from shrinking markets for their 
goods either because of recession or because of 

stiff competition from rival firms, then some suitable 
measures like “the Marshall Plan of Action” or taking 
measures to raise the competitive advantages of 
such industries or even searching for undiscovered 
markets would be most appropriate.

• Instituting proper demand management policies that 
increase aggregate demand including exploiting 
foreign and regional export markets. This can 
be done by increasing government expenditure, 
reducing taxes on incomes and expenditure or 
taking measures that would increase money supply 
to boost consumption and investments expenditure 
for production for both domestic consumption and 
export markets.

• Promoting the location of new industries to rural 
areas and encouraging relocation of many urban 
based industries to go rural. These will require 
improvement of rural infrastructure – roads, water, 
electricity and security to prepare an enabling 
environment for industrial growth and rural 
employment creation. When this is successful, 
even the problems of rural-urban migration would 
be drastically reduced with attendant solutions to 
urban population explosions.

Supply-side policies
Supply-side policies are intended to increase the 
economy’s output by increasing the supply of factor 
inputs, such as the right labour and capital inputs to 
increase productivity.  Such measures include:

• Increasing information dissemination on market 
opportunities. This will reduce ignorance on what 

Collapse of Nakumatt led to many job losses. Government 
can bail it out under strict conditions
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to train for as required by the labour market or on 
what new opportunities are available in the market 
to go for. In this, extensive use and access to both 
print and electronic media should be encouraged 
while also encouraging people to seek information 
on the labour market situation.

• Taking appropriate measures to reverse rural-urban 
migration by making rural areas more attractive to 
the industries and the citizens. This is most suitable 
for developing countries where rural-non-farm and 
on-farm opportunities offer the longest employment 
opportunities. This if successful, would reduce 
urban unemployment.

• Restructuring education curriculum of the country to 
change attitude and perceptions of the youth towards 
work.  This should be geared towards eliminating the 
white-collar job mentality to create positive attitudes 
towards agricultural, managerial and other technical 
vocational jobs in the country. This measure if taken 
at the right time will provide solutions to frictional 
and technological unemployment that youth may 
be going through.

• Providing retraining schemes or curriculum for 
workers who want to acquire new knowledge, skills 
and attitudes for the right competencies to improve 
their geographical and occupational mobilities.

• Providing assistance for family relocation through 
land reclamation of swampy areas or irrigation of 
arid and semi-arid areas and assisting families to 
resettle in such areas to start new productive life.  

• Provide special employment opportunities for youth. 
It is true that youth come out of schools with no job 
experiences that many employers require for their 

employment. This is a good reason why on leaving 
school, the youth should join vocational training 
institutes to acquire work-related knowledge, 
skills and attitudes. Where such opportunities 
are not forthcoming possibly because of financial 
constraints, alternatives like “Kazi kwa Vijana” should 
not be ignored.  Such should be made attractive to 
the youth. 

• Providing subsidies to firms which reduce working 
hours and employing labour in 3 or 4 shifts 
operating for 24 hours instead of downsizing 
labour force. With appropriate planning for a 24 
hour economy, this is possible and can provide 
long term solutions to unemployment in a country. 
In a labour abundant economy, no preference 
should be given to labour force downsizing by 
automation of work processes whatsoever. If it is 
because of preference to automation by the firm, 
workers could be encouraged to retrain to enhance 
their knowledge, attitudes and skills to embrace 
automation without any lay-offs. In the recent past, 
a number of commercial banks have downsized 
their labour force “blaming it all on automation of 
much of their operations.” Such are unfortunate and 
at the expense of labour employment in a country.

• Reducing welfare payments to the unemployed 
in countries where unemployment allowances 
are paid. Instead, such votes should be used to 
create job opportunities for the unemployed. Many 
economists believe that welfare payments to the Information on opportunities should be widely publicised

Promoting self-employment through entrepreneuership

UNEMPLOYMENT
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active unemployed labour have artificially increased 
the level of unemployment inducing laziness and 
idleness because the unemployed in such countries 
are guaranteed unemployment allowances.

• Ensure and practice “one man one job policy” in a 
corruption-free labour market. It is quite unfortunate 
that in many developing countries, corruption 
Indices are quite high. In such countries, it may take 
too long to eliminate this vice by which time, much 
damage including an increase in unemployment, 
will have occurred in the economy.

• Individual persons may also programme their peak 
and off peak work schedules in sectors whose 
activities are influenced by seasonal variations and 
get to know what to occupy one-self with during 
off-peak periods. This calls for creativity that labour 
requires to apply.

• Making it illegal for any employer or his agent to 
employ any citizen of a country on casual terms 
for more than some specified period.  In Kenya, 
the specified period may be three months. 
Unfortunately, many employers or their agents have 
by tricks circumvented this by terminating services 
of all casual workers at the end of every 3 months 
and asking those on such terms to reapply for the 
same jobs immediately. This will provide safety and 
savings to the employer while not solving casual 
unemployment situation in the country.

Conclusion
Unemployment is a global problem which requires 
urgent measures to control. It is important to correctly 
diagnose the nature of unemployment in a country to 
enable appropriate selection of the solution strategy. 
Such strategies should take cognisance of the fact that 
majority of those unemployed are the youth who form 
the future of a country.

As long as the welfare suffices for my basic needs and I get 
to play darts at the pub, why should I care for a job?
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What led to the Access to Government 
Opportunities Procurement Law?
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Unemployment 
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women compared 
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500,000
Estimated number of youth released to the job 
market each year according to World bank.

AGPO IS A LAW 
IN KENYA THAT 
SETS ASIDE 30% 
OF ALL PUBLIC 
PROCUREMENT 
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AND PERSONS WITH 
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women, youth 
and persons 

with disability 
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Kenya

AGPO intends to address unemployment and empowerment of youth, women and 
persons with disability without competition from other firms.
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Overview
IFRS 15 specifies how and when an IFRS reporter will 
recognise revenue as well as requiring such reporters 
to provide users of financial statements with more 
informative, relevant disclosures. The standard provides 
a single, principles-based five-step model to be applied 
to all contracts with customers.

IFRS 15 moves away from the “transfer of risk and 
rewards” approach and introduces a new “transfer of 
control” approach delivered through the new five-step 
model.

Entities are required to recognise revenue to depict the 
transfer of promised goods or services to customers 
in an amount that reflects the consideration to which 
the entity expects to be entitled in exchange for those 
goods or services.

IFRS 15 was issued in May 2014 and applies to an annual 
reporting period beginning on or after 1 January 2018.

Summary of IFRS 15

Objective
The objective of IFRS 15 is to establish the principles that 
an entity shall apply to report useful information to users 

of financial statements about the nature, amount, timing, 
and uncertainty of revenue and cash flows arising from 
a contract with a customer. Application of the standard 
is mandatory for annual reporting periods starting from  
1 January 2018. Earlier application is encouraged.

Superseded Standards
IFRS 15 replaces the following standards and 
interpretations:

• IAS 11 Construction contracts;
• IAS 18 Revenue;
• IFRIC 13 Customer Loyalty Programmes;
• IFRIC 15 Agreements for the Construction of Real 

Estate; 
• IFRIC 18 Transfers of Assets from Customers;
• SIC-31 Revenue - Barter Transactions Involving 

Advertising Services.

Scope
IFRS 15 Revenue from Contracts with Customers applies 
to all contracts with customers except for: 

• leases within the scope of IAS 17 Leases; 
• financial instruments and other contractual rights 

or obligations within the scope of IFRS 9 Financial 
Instruments, IFRS 10 Consolidated Financial 
Statements, IFRS11 Joint Arrangements, IAS 
27 Separate Financial Statements and IAS 28 
Investments in Associates and Joint Ventures; 

• insurance contracts within the scope of IFRS 4 
Insurance Contracts and non-monetary exchanges 

IFRS 15 – REVENUE FROM CONTRACTS 
WITH CUSTOMERS
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between entities in the same line of business to 
facilitate sales to customers or potential customers.

A contract with a customer may be partially within 
the scope of IFRS 15 and partially within the scope of 
another standard. 

In that scenario: [IFRS 15:7], if other standards specify 
how to separate and/or initially measure one or more 
parts of the contract, then those separation and 
measurement requirements are applied first.

The transaction price is then reduced by the amounts 
that are initially measured under other standards if no 
other standard provides guidance on how to separate 
and/or initially measure one or more parts of the contract, 
then IFRS 15 will be applied.

Key definitions
Contract: An agreement between two or more parties 
that creates enforceable rights and obligations.

Customer: A party that has contracted with an entity 
to obtain goods or services that are an output of the 
entity’s ordinary activities in exchange for consideration.

Income: Increases in economic benefits during 
the accounting period in the form of inflows or 
enhancements of assets or decreases of liabilities that 
result in an increase in equity, other than those relating 
to contributions from equity participants.

Performance obligation: A promise in a contract with 
a customer to transfer to the customer either: a good 

or service (or a bundle of goods or services) that is 
distinct; or a series of distinct goods or services that are 
substantially the same and that have the same pattern 
of transfer to the customer.

Revenue: Income arising in the course of an entity’s 
ordinary activities.

Transaction price: The amount of consideration to 
which an entity expects to be entitled in exchange for 
transferring promised goods or services to a customer, 
excluding amounts collected on behalf of third parties.

Accounting requirements for revenue

The five-step model framework

The core principle of IFRS 15 is that an entity will 
recognise revenue to depict the transfer of promised 
goods or services to customers in an amount that 
reflects the consideration to which the entity expects 
to be entitled in exchange for those goods or services. 
This core principle is delivered in a five-step model 
framework, as follows:

Training and 
communication

Internal control 
environment

Tax accounting 
and planning

Sector 
issues

Project 
management

Investor 
relations

Management 
information

Processes 
and systems

Business 
operations

Employee 
performance and 

rewards

IFRS 15
More than an 

accounting change.
Revenue recognition 

broad impacts

When to recognise revenue? (IFRS 15)

Is any of the following met?

Customer simultaneously receives/consumes as the 
entity performs.

Entity creates/enhances an asset and customer 
controls it during this process.

Created asset has no alternative use to the entity 
+ the entity has enforceable right to payment for 
performance up to date.

Revenue  
OVER time

YES NO

Revenue  
AT THE POINT of time

(based on progress)
(when control 
is transferred)

IFRS 15



kasneb NEWSLINE, Issue No. 2,  April - June 2018 39

• Identify the contract(s) with a customer.
• Identify the performance obligations in the contract.
• Determine the transaction price.
• Allocate the transaction price to the performance 

obligations in the contract.
• Recognise revenue when (or as) the entity satisfies 

a performance obligation.

Application of this guidance will depend on the facts 
and circumstances present in a contract with a customer 
and will require the exercise of judgement.

Step 1: Identify the contract with the customer

A contract with a customer will be within the 
scope of IFRS 15 if all the following conditions 
are met: 

• The contract has been approved by the parties to 
the contract;

• Each party’s rights in relation to the goods or 
services to be transferred can be identified;

• The payment terms for the goods or services to be 
transferred can be identified;

• The contract has a commercial substance; and
• It is probable that the consideration to which the 

entity is entitled to in exchange for the goods or 
services will be collected.

If a contract with a customer does not meet all of the 
above criteria, the entity will continue to re-assess 
the contract going forward to determine whether it 
subsequently meets the above criteria. From that point, 
the entity will apply IFRS 15 to the contract.

The standard provides detailed guidance on how 
to account for approved contract modifications. If 
certain conditions are met, a contract modification 
will be accounted for as a separate contract with the 
customer. If not, it will be accounted for by modifying the 
accounting for the current contract with the customer. 
Whether the latter type of modification is accounted for 
prospectively or retrospectively depends on whether 
the remaining goods or services to be delivered after 
the modification are distinct from those delivered prior 
to the modification. 

Identify the contract(s) with the customer

Identify the separate performance obligations (PO) 
in the contract

Determine the transaction price (TP)

Allocate the TP to the POs in the contract

Recognise the revenue when (or as) a PO is 
satisfied

STEP 1
STEP 2
STEP 3
STEP 4
STEP 5

PO 1 PO 2

TP for contract

Revenue on PO 1

CONTRACT(S)

TP allocated to PO 1 TP allocated to PO 2

Revenue on PO 2

Enforceable obligations

Enforceable obligations

Consideration

Contract

Goods or 
services
Goods or 
services

SELLER BUYER
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Step 2: Identify the performance obligations in the 
contract

At the inception of the contract, the entity should 
assess the goods or services that have been 
promised to the customer and identify as a 
performance obligation:

• A good or service (or bundle of goods or services) that 
is distinct; or

• A series of distinct goods or services that are 
substantially the same and that have the same pattern 
of transfer to the customer.

A series of distinct goods or services is transferred to the 
customer in the same pattern if both of the following criteria 
are met:

• each distinct good or service in the series that the entity 
promises to transfer consecutively to the customer 
would be a performance obligation that is satisfied 
over time (see below); and

• a single method of measuring progress would be used 
to measure the entity’s progress towards complete 
satisfaction of the performance obligation to transfer 
each distinct good or service in the series to the 
customer.

A good or service is distinct if both of the following criteria 
are met:

Step 3: Determine the transaction price

The transaction price is the amount to which an 
entity expects to be entitled in exchange for the 
transfer of goods and services. When making 
this determination, an entity will consider past 
customary business practices.

Where a contract contains elements of variable 
consideration, the entity will estimate the amount of variable 
consideration to which it will be entitled under the contract.

• the customer can benefit from the good 
or services on its own or in conjunction 
with other readily available resources; 
and

• the entity’s promise to transfer the good 
or service to the customer is separately 
identifiable from other promises in the 
contract.

Factors for consideration as to whether a 
promise to transfer the good or service to the 
customer is separately identifiable include, 
but are not limited to:

• the entity does not provide a significant 
service of integrating the good or service 
with other goods or services promised 
in the contract.

• the good or service does not significantly 
modify or customise another good or 
service promised in the contract.

• the good or service is not highly 
interrelated with or highly dependent on 
other goods or services promised in the 
contract.

Criterion 1 Criterion 2
The customer can 

benefit from the good or 
service either on its own 

or together with other 
resources that are readily 
available to the customer

The entity’s promise 
to transfer the good or 
service to the customer 
is separately identifiable 

from other promises in the 
contract

Distinct performance 
obligation

Yes No

and

Not distinct - combine with 
other goods and services

A DISTINCT GOOD MUST MEET TWO CRITERIA

Additional goods/services 
distinct

Consideration for additional 
goods/services reflects their 
stand-alone selling prices

Contract
ContractContract

A separate contract NOT a separate contract

Contract modification (IFRS 15)

Additional goods/services NOT 
distinct, OR

Consideration for additional 
goods/services DOES NOT reflect 
their stand-alone selling prices

Original

Orig
ina

l

Original

M
odi

fica
tion

M
odi

fica
tion
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Variable consideration can arise, for example, as a result 
of discounts, rebates, refunds, credits, price concessions, 
incentives, performance bonuses, penalties or other similar 
items. Variable consideration is also present if an entity’s 
right to consideration is contingent on the occurrence of 
a future event.

The standard deals with the uncertainty relating to 
variable consideration by limiting the amount of variable 
consideration that can be recognised. 

Specifically, variable consideration is only included in 
the transaction price if, and to the extent that, it is highly 
probable that its inclusion will not result in a significant 
revenue reversal in the future when the uncertainty has 
been subsequently resolved.

However, a different, more restrictive approach is applied in 
respect of sales or usage-based royalty revenue arising from 
licenses of intellectual property. Such revenue is recognised 
only when the underlying sales or usage occur.

Step 4: Allocate the transaction price to the performance 
obligations in the contracts

Where a contract has multiple performance 
obligations, an entity will allocate the transaction 
price to the performance obligations in the 
contract by reference to their relative stand-alone 
selling prices. If a stand-alone selling price is 
not directly observable, the entity will need to 
estimate it. IFRS 15 suggests various methods 
that might be used, including:

Adjusted market assessment approach, expected cost plus 
a margin approach and residual approach (only permissible 
in limited circumstances).

Any overall discount compared to the aggregate of 
stand-alone selling prices is allocated between performance 
obligations on a relative stand-alone selling price basis. In 
certain circumstances, it may be appropriate to allocate 
such a discount to some but not all of the performance 
obligations.

Where consideration is paid in advance or in arrears, the 
entity will need to consider whether the contract includes 
a significant financing arrangement and, if so, adjust for 
the time value of money.  A practical expedient is available 
where the interval between transfer of the promised goods 
or services and payment by the customer is expected to 
be less than 12 months.

Step 5: Recognise revenue when (or as) the entity 
satisfies a performance obligation

Revenue is recognised as control is passed, either 
over time or at a point in time.

Control of an asset is defined as the ability to direct the 
use of and obtain substantially all of the remaining benefits 
from the asset. This includes the ability to prevent others 
from directing the use of and obtaining the benefits from 
the asset. The benefits related to the asset are the potential 
cash flows that may be obtained directly or indirectly. These 
include, but are not limited to:

• using the asset to produce goods or provide services;
• using the asset to enhance the value of other assets;
• using the asset to settle liabilities or to reduce expenses;
• selling or exchanging the asset;
• pledging the asset to secure a loan; and
• holding the asset.

An entity recognises revenue over time if one of the following 
criteria is met:

• the customer simultaneously receives and consumes 
all of the benefits provided by the entity as the entity 
performs;

• the entity’s performance creates or enhances an asset 
that the customer controls as the asset is created; or

• the entity’s performance does not create an asset 
with an alternative use to the entity and the entity 
has an enforceable right to payment for performance 
completed to date.

If an entity does not satisfy its performance obligation over 
time, it satisfies it at a point in time. Revenue will therefore 
be recognised when control is passed at a certain point in 
time. Factors that may indicate the point in time at which 
control passes include, but are not limited to:

• the entity has a present right to payment for the asset;
• the customer has legal title to the asset;
• the entity has transferred physical possession of the 

asset;
• the customer has the significant risks and rewards 

related to the ownership of the asset; and
• the customer has accepted the asset.

Contract costs
The incremental costs of obtaining a contract must be 
recognised as an asset if the entity expects to recover those 
costs. However, those incremental costs are limited to the 
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costs that the entity would not have incurred if the contract 
had not been successfully obtained (for example ‘success 
fees’ paid to agents). A practical expedient is available, 
allowing the incremental costs of obtaining a contract to 
be expensed if the associated amortisation period would 
be 12 months or less.

Costs incurred to fulfil a contract are recognised as an asset 
if and only if all of the following criteria are met:

• The costs relate directly to a contract (or a specific 
anticipated contract);

• The costs generate or enhance resources of the entity 
that will be used in satisfying performance obligations 
in the future; and

• The costs are expected to be recovered.

These include costs such as direct labour, direct materials 
and the allocation of overheads that relate directly to the 
contract.

The asset recognised in respect of the costs to obtain or 
fulfil a contract is amortised on a systematic basis that 
is consistent with the pattern of transfer of the goods or 
services to which the asset relates.

Presentation in financial statements
Contracts with customers will be presented in an entity’s 
statement of financial position as a contract liability, 
a contract asset, or a receivable, depending on the 
relationship between the entity’s performance and the 
customer’s payment.

A contract liability is presented in the statement of 
financial position where a customer has paid an amount of 
consideration prior to the entity performing by transferring 
the related good or service to the customer.

Where the entity has performed by transferring a good or 
service to the customer and the customer has not yet paid 
the related consideration, a contract asset or a receivable is 
presented in the statement of financial position, depending 
on the nature of the entity’s right to consideration.

A contract asset is recognised when the entity’s right to 
consideration is conditional on something other than the 
passage of time, for example future performance of the 
entity. A receivable is recognised when the entity’s right 
to consideration is unconditional except for the passage 
of time.

Contract assets and receivables shall be accounted for 
in accordance with IFRS 9. Any impairment relating to a 
contract with customers should be measured, presented 
and disclosed in accordance with IFRS 9. Any difference 
between the initial recognition of a receivable and the 
corresponding amount of revenue recognised should also 
be presented as an expense, for example, an impairment 
loss.

Disclosures
The disclosure objective stated in IFRS 15 is for an entity to 
disclose sufficient information to enable users of financial 
statements to understand the nature, amount, timing 
and uncertainty of revenue and cash flows arising from 
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1. KPIs may be affected in 
unexpected ways.

2. Acceleration of revenue on 
transition could crystallise 
cash tax payable even though 
the related cash flows have 
not yet occurred.

3. Sufficient resources to deliver 
in the timeframe will need to 
be secured.

4. Regulators will be looking 
for an audit trail of analysis 
performed and conclusions 
drawn.

• Contracts could be renegotiated 
to achieve preferred accounting 
outcomes and safeguard 
competitive advantage

• Product level profitability 
and costing hidden by not 
disaggregating performance 
obligations could be revisited

• An existing/planned systems 
transformation projects could 
incorporate changes for IFRS 
15 - and potentially IFRS 9 and 
IFRS 16.

5. Complex new accounting rules 
will need to be embedded 
beyond the finance function, 
for example to bid/sales 
teams, IT, tax and investor 
relations teams.

6. IT systems and processes 
may require updating to fit new 
allocation methodology, new 
account categories and tracing 
of products, revenue and costs 
to end customer.

7. Investors will require 
educating on the change in 
revenue profits.

8. Accounts will need to disclose 
new judgements and potentially 
sensitive information, for 
example, average customer 
lifespan.

9. Pre-implementation disclosures 
- both qualitative and 
quantitative - will be required in 
2017 interims and finals.

10. IFRS 9 and IFRS 16 are also 
on the horizon, bigger picture, 
is your company ready for 
some of the biggest accounting 
changes in more than a 
decade?
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contracts with customers. Therefore, an entity should 
disclose qualitative and quantitative information about all 
of the following:

• its contracts with customers;
• the significant judgements and changes in the 

judgements, made in applying the guidance to those 
contracts; and

• any assets recognised from the costs to obtain or fulfil 
a contract with a customer.

Entities will need to consider the level of detail necessary 
to satisfy the disclosure objective and how much emphasis 
to place on each of the requirements. An entity should 
aggregate or disaggregate disclosures to ensure that useful 
information is not obscured.

Effective date and transition
The standard should be applied in an entity’s IFRS financial 
statements for annual reporting periods beginning on or 
after 1 January 2018. Earlier application is permitted. An 
entity that chooses to apply IFRS 15 earlier than 1 January 
2018 should disclose this fact in its relevant financial 
statements.

When first applying IFRS 15, entities should apply the 
standard in full for the current period, including retrospective 
application to all contracts that were not yet complete at 
the beginning of that period. In respect of prior periods, 
the transition guidance allows entities an option to either: 

Apply IFRS 15 in full to prior periods (with certain limited 
practical expedients being available); or

Retain prior period figures as reported under the previous 
standard recognising the cumulative effect of applying 
IFRS 15 as an adjustment to the opening balance of equity 
as at the date of initial application (beginning of current 
reporting period).

SPECIFIC EXAMPLES

Sale of goods held for resale
1) Bill and hold sales which delivery is delayed at the buyer’s 

request but the buyer takes title and accepts billing.  
Revenue is recognised when the buyer takes title, 
provided it is probable that delivery will be made, and 
the item is on hand, identified and ready for delivery to 
the buyer at the time the sale is recognised. Revenue 
is not recognised when there is simply an intention to 

acquire or manufacture the goods in times of delivery.

2) Goods shipped subject to conditions:

(a) Installation and inspection: Revenue is normally 
recognised when the buyer accepts delivery and 
installation and inspection is completed. However, 
revenue is recognised immediately the buyer accepts 
delivery when the installation is simple in nature and 
the inspection is performed only for purposes of final 
determination of contract prices for example, shipments 
of iron ore, sugar or soya beans.

(b) On approval when the buyer has negotiated a limited 
right of return: Revenue is recognised when the 
shipment has been formally acceptable to the buyer 
or the goods have been delivered and the time period 
of the reject has elapsed.

(c) Guaranteed sales in which the seller has granted all 
buyers unlimited right of return: In the case of normal 
retail sales, revenue is recognised at the time of sale 
provided the seller can reasonably estimate future 
returns and recognises liability for returns based on 
previous experience and other relevant factors. In other 
cases, the substance of the agreement may amount to 
sale on consignment, in which case it should be treated 
as indicated below.

(d) Consignment sales under which the recipient (buyer) 
undertakes to sell the goods on behalf of the shipper 
(seller): Revenue is recognised by the shipper when the 
goods are sold by the recipient to a third party.

(e) Cash on delivery sales: Revenue is recognised when 
delivery is made and cash is received by the seller or 
its agent.

3) Layaway sales under which the goods are delivered 
only when the buyer makes the final payment in a 
series of installments. Revenue from such sales is 
recognised when the goods are delivered. However, 
when experience indicates that most of such sales are 
consummated, revenue may be recognised when a 
significant deposit is received provided the goods are 
on hand, identified and ready for delivery to the buyer.

4) Order when payment or partial payment is received 
in advance of delivery for goods not presently 
held in inventory, such as the goods are still to be 
manufactured or will be delivered directly to the 
customer from a third party. Revenue is recognised 
when the goods are delivered by the buyer.

5) Sales to intermediate parties such as distributors, 
dealers or others for resale: Revenue from such sales 
is generally recognised when the risks and rewards 
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of  ownership have passed. However, when the buyer 
is acting, in substance as an agent, the sale is treated 
as a consignment sale.

6) Publication and other similar subscriptions. When the 
items involved are of similar value in each time period, 
revenue is recognised on a straight line basis over time. 
When the items vary in value from period to period, 
revenue is recognised on the basis of the sales value 
of the item dispatched in relation to the total estimated 
sales of all items covered by the subscription.

7) Installment sales, under which the consideration is 
receivable in installments. Revenue attributable to 
the sales price, exclusive of interest, is recognised at 
the date of sale. (The sale price is the present value 
of the consideration, determined by discounting  
the installments receivable at the imputed rate of 
interest). The interest element is recognised as revenue 
as it is earned, on a time proportion basis that takes 
into account the imputed rate of interest.

8) Real estate sales. Revenue is normally recognised 
when legal title passes to the buyer. However, in some 
jurisdictions, the equitable interest in the property 
may vest in the buyer before legal title passes and 
therefore the risks and rewards of ownership have 
been transferred at that stage. In such cases, provided 
that the seller has no further substantial acts to 
complete under the contract, it may be appropriate to 
recognise revenue. In either case, if the seller is obliged 
to perform any significant acts after the transfer of 
the equitable and/or legal title, revenue is recognised 
as the acts are performed. An example is a building 
or other facility on which construction has not been 
completed.

Rendering of services

1. Installation fees
Installation fees are recognised as revenue by reference to 
the stage of completion of the installation, unless they are 
incidental to a sale of a product.

2. Servicing fees included in the price of the 
product
When the selling price of a product includes an identifiable 
amount for subsequent servicing, (for example, after sale 

support and product enhancement on the sale of a software), 
that amount is deferred and recognised as revenue over the 
period during which the service is performed. The amount 
deferred is that which will cover the expected costs of the 
services under the agreement, together with a reasonable 
profit on those services.

3. Advertising commission
Media commissions are recognised when the related 
advertisement or commercial appears before the public. 
Production commissions are recognised by reference to 
the stage of completion of the project.

4. Insurance agency commission 
Insurance agency brokerage and commissions are 
recognised on the effective commencement or renewal 
dates of the related policies. Commission adjustments 
resulting from claims experience, policy cancellations, 
changes in premiums or changes in the coverage of policies 
written by the agent are recognised when they can be 
reliably estimated. When it is probable that the policy will 
need servicing during its life, the commission or part thereof 
is deferred and recognised as revenue over the period 
during which the servicing is performed.

5. Financial services fees
The recognition of revenue for financial services fees 
depends on the purposes for which the fees are assessed 
and the basis of accounting for any associated financial 
instrument. The description of fees for financial services 
may not be indicative of the nature and substance of the 
services provided. Therefore, it is necessary to distinguish 
between fees which are an integral part of the effective yield 
of a financial instrument, fees which are earned as services 
are provided, and fees which are earned on the execution 
of a significant act.

(a) Fees which are an integral part of the effective yield 
of a financial instrument: 

Such fees are generally treated as an adjustment to the 
effective yield, however, when the financial instrument is 
measured at fair value subsequent to its initial recognition, 
the fees are recognised as revenue when the instrument 
is initially recognised. Specific examples are as follows:

• Origination fees received by an enterprise relating 
to creation or acquisition of a financial instrument 
which is held by the enterprise as an investment: 
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Such fees may include compensation for activities 
such as evaluating the borrowers’ financial conditions, 
evaluating the recording guarantees, collateral and 
other security arrangements, negotiating the terms of 
the instrument, preparing and processing documents 
and closing the transaction. These fees are an integral 
part of generating a non-going involvement with the 
resultant financial instrument and, together with the 
related direct costs, are deferred and recognised as 
an adjustment.

• Commitment fees received by the enterprise to originate 
or purchase a loan: If it is probable that the enterprise 
will enter into a specific lending arrangement, the 
commitment fee received is regarded as compensation 
for an on-going involvement with the acquisition of a 
financial instrument together with the related direct 
costs, is deferred and recognised as an adjustment to 
the effective yield. If the commitment expires without 
the enterprise making the loan, the fee is recognised 
as a revenue immediately.

(b) Fees earned as services are rendered.

Specific examples are the following:

• Fees charged for servicing a loan: Fees charged by 
an enterprise for servicing a loan are recognised as a 
revenue as the services are provided. If the enterprise 
sells a loan but retains the servicing of that loan at a fee 
which is lower than a normal fee for such services, part 
of the sale price of the loan is deferred and recognised 
as revenue as the servicing is provided.

• Commitment fees to originate or purchase a loan: If 
it is unlikely that a specific lending arrangement will 
be entered into, the commitment fee is recognised 
as a revenue on a time proportion basis over the 
commitment period.

(c) Fees earned on the execution of a significant act, 
which is much more significant than any other acts.

The fees are recognised as revenue when the significant 
act has been completed, as in the examples below:

• Commission on the allotment of shares to a client:  
the commission is recognised as a revenue when the 
shares have been allotted.

• Placement fees for arranging a loan between a borrower 
and an investor: The fee is recognised as a revenue 
when the loan has been arranged.

• Loan syndication: A syndication fee received by an 
enterprise which arranges a loan and which retains 
no part of the loan package for itself (or retains a part 
at the same effective yield for comparable risk as 

other participants) is compensation for the service of 
syndication. Such a fee is recognised as a revenue 
when the syndication has been completed.

However, where the syndicator retains a portion of the 
loan package at an effective yield for comparable risk 
which is lower than that earned by other participants in 
the syndicate, part of the syndication fee relates to the 
risk retained. The relevant portion of the fee is deferred 
and recognised as an adjustment to the effective yield of 
the investment.

6. Admission fee
Revenue from artistic performances, banquets and other 
special events is recognised when the event takes place. 
When the subscription to a number of events is sold, the 
fee is allocated to each event on a basis which reflects 
the extent to which services are performed at each event.

7. Tuition fees
Revenue is recognised over the period of instruction.

8. Initiation, entrance and membership fees
Revenue recognition depends on the nature of the services 
provided. If the fee permits only membership, and all other 
services or products are paid for separately, or if there 
is separate annual subscription, the fee is recognised 
as revenue when no significant uncertainty as to its 
collectability exists. If the fees entitle the member to services 
or publications to be provided during the membership 
period or to purchase goods or services at prices lower 
than those charged to non-members, it is recognised on 
a basis that reflects the timing, nature and value of the 
benefits provided.

 9. Franchise fees
Franchise fees may cover supply of initial and subsequent 
services, equipment and other tangible assets and 
know-how. Accordingly, franchise fees are recognised as 
revenue on a basis that reflects the purpose for which the 
fees are charged.

10. Fees from the development of customised 
software
Fees from the development of customised software 
are recognised as revenue by reference to the stage of 
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completion of the development, including completion of services 
provided for post-delivery service support.

Interest, royalties and dividends
1) Fees and royalties paid for the use of an enterprise’s assets (such 

as trademarks, patents, software, music copyright, record masters 
and motion picture films) are normally recognised in accordance 
with the substance of the agreement. As a practical matter, this 
may be on a straight line basis over the life of the agreement, for 
example, when a licensee has the right to use certain technology 
for a specified period of time.

2) An assignment of rights for a fixed fee or non-refundable guarantee 
under a non-cancellable contract which permits the licensee 
to exploit those rights freely and the licensor has no remaining 
obligations to perform is, in substance, a sale. An example is a 
licensing agreement for the use of software when the licensor has 
no obligations subsequent to delivery.

3) Another example is the granting of rights to exhibit a motion picture 
film in markets where the licensor has no control over the distributor 
and expects to receive no further revenues from the box office 
receipts. In such cases, revenue is recognised at the time of sale.

4) In some cases, whether or not a license fee or royalty will be 
received is contingent on the occurrence of a future event. In such 
cases, revenue is recognised only when it is reasonably assured 
that fee or royalty will be received, which is normally when the 
event has occurred.

PRACTICE QUESTION

A generous benefactor donates raw materials to 

an enterprise for use in its production process. The 

materials had cost the benefactor KSh. 300,000 

at the time of donation. The materials are still on 

hand at the statement of financial position date. No 

entry has been made in the books of the enterprise. 

The question is whether the donation should be 

recognised as revenue in the books of the enterprise.

Suggested solution
The proper accounting treatment of the above is 

as follows:

• The accounting standard that deals with 

inventories, IAS 2, provides no guidance on 

the treatment of inventory acquired by donation. 

However, donations received meet the definition 

of revenue in IAS 18 (that is, the gross inflow 

of economic benefits during the period arising 

in the course of ordinary activities when those 

inflows result in increase in equity, other than 

increases relating to contributions from equity 

participants). It could be argued that receiving 

a donation is not part of the ordinary course of 

activities. In such a case the donation would be 

regarded as a capital gain. For purposes of this 

situation, the donation is regarded as revenue.

• The donations should be recorded as revenue 

measured at its fair value (KSh. 300,000) of the 

raw materials received (as that is the economic 

benefit).

• The debit clearly meets the Framework’s 

definition of an asset, because the raw 

material (resource) is now owned (controlled) 

by the corporation as a result of the donation 

(past event) from which a profit can be made 

in the future (future economic benefits). The 

recognition criteria of the Framework, namely 

those of measurability and probability, are also 

satisfied.

• As the debit coming from the donation relates 

to trading items, it should be disclosed as 

inventory, with the fair value of KSh. 300,000 

at the acquisition date being treated as the cost 

thereof.
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ACCESS TO kasneb eLIBRARY 
ON EXTENDED TRIAL BASIS - 
2018
kasneb eLibrary (Online Learning Resources) is open to 
all kasneb students for the year 2018 on extended trial 
basis (free of charge). Those who are already accessing 
since the 2017 trial will continue accessing and do not 
need to reapply.

TERMS AND CONDITIONS FOR ACCESS

1) One must be a current kasneb student of any of 
the qualifications.

2) One must have their annual renewals up to date.

3) One must carefully and correctly fill all the 
details required through the online form on the 
link below. Incorrectly filled applications will be 
rejected without further reference to the applicant. 
 
Once your application is successful, you will be 
issued with a kasneb email account with structure 
xxxxxxxxx@student.kasneb.or.ke which you will 
get guidelines on how to activate. Once one has 
activated their kasneb email, login details will be 
sent to that email.

4) Sharing of usernames and passwords is prohibited 
and each student should only use their credentials 
to access the eLibrary.

5) After you are issued with your kasneb email, you are 
only expected to use that email for communication 
on eLibrary or related matters.

6) Dormant accounts (more than two months) will be 
reallocated to deserving new applicants.

APPLICATION

One can apply through eLibrary link on kasneb website 
or by clicking the link below.

https://goo.gl/forms/RWfahMk4mQjUnkt92

Once you have filled and submitted the form and are 
successful, you will receive communication through 
the email you indicated when you applyed for access.

NOTE

Please note that kasneb DOES NOT offer notes or study 
packs. The learning materials are not tailor made for 
the kasneb syllabus either. Learners are advised to 
use their syllabus to identify the relevant materials from 
the rich eLibrary collection. kasneb will endeavour to 
guide on the relevant materials through eLibrary reading 
lists which will be periodically communicated through 
kasneb students emails.

For any clarification please email to library@kasneb.or.ke

You can access the library via mobile phone

You can access the library via computer

UPDATES
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kasneb STUDENT FEE COLLECTION 
ACCOUNTS WITH BANKS

Students, trainers, parents/guardians/sponsors, employers 
and other stakeholders are hereby informed of kasneb’s 
student fee collection accounts with the following banks:

(a) Kenya Commercial Bank Ltd. (KCB) 
Account Number: 1203681194

(b) National Bank of Kenya Ltd. (NBK)  
Account Number: 01001031572601

(c) Equity Bank Ltd.  
Account Number: 0170299238025

(d) Kenya Post Office Savings Bank Ltd. (Postbank) 
Account Number: 0744130009246

(e) Co-operative Bank of Kenya Ltd.  
Account Number: 0112912853590

(f) UBA Kenya Bank Ltd. 
      Account Number: 55030160004156. 

Students are required to complete the appropriate kasneb 
forms and relevant fee deposit slips (except for Postbank 
which does not use deposit slips). The students will be 
issued with one copy of the deposit slip and a computer 
generated slip for their records. However, for Postbank only 
a computer generated receipt will be issued.

Upon payment of the requisite fees to the bank, a cash 
deposit receipt will be issued to the payee. The completed 
kasneb forms will be left with the bank for onward 
transmission to kasneb together with one copy of the 
deposit slip. 

Note: Students should ensure that all documents requiring 
certification, such as copies of academic and professional 
certificates and identity card/passport are certified before 
being handed over to the bank.

BANNING OF MOBILE PHONES FROM THE 
EXAMINATIONS ROOM

All students are hereby informed that mobile phones are 
banned from the examinations room.

Students are further required to note that disciplinary action 
will be taken against any student found in possession of a 
phone in the examination room, regardless of whether the 
phone was in use or not at the time of its detection.

UPDATES



kasneb SERVICES AVAILABLE AT HUDUMA CENTRES
kasneb services are available at the following Huduma Centres:

NAME OF OFFICER IN CHARGE HUDUMA CENTRE
kasneb MOBILE NUMBER

Email address
SAFARICOM AIRTEL

Anthony M. Kimani Nyeri 0701698213 0737256315 akimani@kasneb.or.ke

Caroline M. Makutwa GPO, Nairobi 0701699013 0737315992 cmakutwa@kasneb.or.ke

Christine M. Ndwiga Meru 0701699017 0737422739 cndwiga@kasneb.or.ke

Collins M. Okomo Kisumu 0701699026 0737492586 cokomo@kasneb.or.ke

Edith A. Were Mombasa 0701699078 0737516847 ewere@kasneb.or.ke

Egrah K. Masese Kisii 0701711465 0737543023 emasese@kasneb.or.ke

Modesta C. Langat Nakuru 0795431440 0735031908 mlangat@kasneb.or.ke

Timothy K. Rotich Eldoret 0701713366 0737831524 trotich@kasneb.or.ke

kasneb CONTACTS

+254 020 4923000 www.kasneb.or.ke

0722201214
0774201214
0780201214
0734600624
0792000638
0792002351

kasnebOfficial

info@kasneb.or.ke @kasnebOfficial

kasneb Towers, Hospital Road, Upper Hill          
P.O. Box 41362 - 00100 Nairobi - Kenya

The Cabinet Secretary, Ministry of Public Service, 
Youth and Gender Affairs, Professor Margaret 
Kobia at the kasneb desk, GPO Nairobi Huduma 
Centre

The services offered at the kasneb counters 
at the Huduma Centres include:

(a) Inquiries
(b) Fee payment at the Huduma Centre using 

Posta Pay
(c) Student registration
(d) Examination entry
(e) Exemptions
(f) Registration renewal
(g) Request for dispatch of certificates

kasneb NEWSLINE, Issue No. 1,  January - March 201852
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kasneb Towers, Hospital Road, Upper Hill, P O Box 41362 - 00100 Nairobi, Kenya
Tel. (020) 4923000, Cell phone numbers: 0722-201214, 0734-600624

E-mail: info@kasneb.or.ke Website: www.kasneb.or.ke

Students of kasneb, parents, sponsors, guardians, training institutions and other 
stakeholders are hereby notified of the following important dates and information.

1. EXAMINATION DATES
The examination dates for the November 2018 examinations are as follows:
(a) Monday, 26 November 2018 and Tuesday, 27 November 2018

(i) Certificate in Accounting and Management Skills (CAMS) - Level I  
only

(ii) Accounting Technicians Diploma (ATD) Levels I, II and III
(iii) Diploma in Information Communication Technology (DICT) Levels I, 

II and III
(iv) Diploma in Credit Management (DCM) Levels I, II and III

(b) Monday, 26 November 2018 to Friday, 30 November 2018
(i) Certified Public Accountants (CPA) Parts I, II and III
(ii) Certified Secretaries (CS) Parts I, II and III
(iii) Certified Information Communication Technologists (CICT) Parts I, II 

and III
(iv) Certified Investment and Financial Analysts (CIFA) Parts I, II and III
(v) Certified Credit Professionals (CCP) Parts I, II and III
(vi) Certified Procurement and Supply Professional of Kenya (CPSP-K) 

Parts I, II, III and IV

(c) Wednesday, 28 November 2018 and Thursday, 29 November 2018
 Foreign Accountancy Qualifications (FAQ)

(d) Wednesday, 28 November 2018
 Foreign Secretaries Qualifications (FSQ) 

(e) Monday, 26 November 2018 to Wednesday, 28 November 2018
 Associate in Procurement and Supply of Kenya (APS-K) Levels I and II
 

Note: Candidates are advised to make early arrangements, including seeking 
permission from the employers where applicable, to ensure that they sit for 
the examinations.

2. CLOSING DATE FOR REGISTRATION AND EXAMINATION ENTRY
The closing date for registration and examination entry for the November 2018 
examinations will be Sunday, 30 September 2018. 

 
3. QUALIFICATIONS BROCHURE 

The qualifications brochure can be downloaded from the kasneb website 
www.kasneb.or.ke. The qualifications brochure may also be obtained from the 
following sources free of charge:
(a) The offices of kasneb.
(b) kasneb counters at Huduma Centres in Kisumu, Kisii, Eldoret, Nyeri, 

Meru, Mombasa and Nakuru.
(c) Kenya National Library Service (KNLS) branches countrywide.
(d) Training institutions offering kasneb courses.

4. METHODS OF PAYMENT OF FEES
(a) Payment through e-kasneb app

Students are advised to download the e-kasneb app on Google 
play store and pay through the e-kasneb wallet. Students may also 
access e-kasneb through the student’s portal on the kasneb website 
www.kasneb.or.ke.
A detailed guide regarding this mode of payment may be obtained 
from the kasneb website www.kasneb.or.ke.

(b) Payment through bank fee collection accounts
Students are advised to pay fees through the kasneb fee collection 
accounts in any branch of the following banks:
(i) KCB Bank Ltd. - Account No.1203681194.
(ii) National Bank of Kenya Ltd - Account No.01001031572601.
(iii) Equity Bank Ltd. - Account No.0170299238025.
(iv) Kenya Post Office Savings Bank (Postbank) Ltd - Account 

No.0744130009246.
(v) Co-operative Bank of Kenya Ltd. - Account 

No.01129128535900.

Students should note that payment of fees in cash at kasneb Towers 
was phased out and therefore students are advised to utilise the 
above payment channels. 
Note: Students based outside Kenya are advised to pay the 
applicable fees in dollars at any branch of KCB in their countries 
to kasneb KCB collection Account Number 1123096465 or at UBA 
Kenya Bank Ltd. collection Account Number 55030160004156.

5. Students are advised that result notifications are not required in order to 
enter the examinations.  

 All students who sat for the May 2018 examinations should therefore 
ENTER for the November 2018 examinations immediately they confirm 
their May 2018 examination results either through SMS or kasneb 
website.  

6. All continuing students of kasneb are required to renew their annual 
registration by 1 July of each year.  

 New students are advised to note that the registration renewal fee is due 
on 1 July following the first eligible examination sitting and annually 
thereafter.

EXAMINATIONS NOTICE – NOVEMBER 2018 EXAMINATIONS
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WORKSHOP ON VALIDATION OF REVISED SYLLABUSES AND THE 
CERTIFICATE IN ACCOUNTING AND MANAGEMENT SKILLS (CAMS) 
SYLLABUS AT kasneb TOWERS II, MULTIPURPOSE HALL ON TUESDAY, 10 APRIL 2018
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SYLLABUS AT kasneb TOWERS II, MULTIPURPOSE HALL ON TUESDAY, 10 APRIL 2018
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LAUNCH OF THE CERTIFICATE IN ACCOUNTING AND  
MANAGEMENT SKILLS (CAMS) QUALIFICATION ON FRIDAY,  
20 APRIL 2018 AT kasneb TOWERS II, MULTIPURPOSE HALL

Chief Guest, Professor Margaret Kobia, PhD, MGH  
Cabinet Secretary, Ministry of Public Service, Youth 
and Gender Affairs
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INTERNATIONAL ACCOUNTING EDUCATION STANDARDS BOARD MEETING HELD FROM 
MONDAY, 16 APRIL 2018 TO FRIDAY, 20 APRIL 2018 AT RADISON BLU HOTEL, NAIROBI
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kasneb Newsline is one of the most 
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produced four times in a year.
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BENEFITS  
OF BEING AN ICIFA 
MEMBER 

Enhance Knowledge development 

through Seminars, Conferences, 

Professional forums and Workshops.

• Professional development 

through training/workshops.

• Networking: Fostering 

collaborations between members 

through Annual General

• Meeting, conferences, ICIFA 

awards, seminars, breakfast 

meetings both at local and on a 

global scale.

• Opportunity to become an 

International Investment and 

Financial Analyst through ACIIA.

• Professional Publications 

produced on a quarterly 

basis-Free copy to ICIFA 

members. Free electronic 

Newsletter.

• Financial publications for sale 

offered on discounted prices to 

all ICIFA members.

• Support ICIFA members through 

legal advice, professional 

standards in financial markets 

and technical advice in areas of 

operation.

• Global recognition through our 

partnership with ACIIA.

• Invitations to exclusive senior 

members events including 

dinners, roundtables in

• Investment forums

• All members to enjoy discounts 

in booking of accommodation in 

luxurious hotels during

• Seminars and Conferences.



• Certificate in Accounting and 

Management Skills (CAMS) 

• Accounting Technicians Diploma (ATD)

• Certified Public Accountants (CPA)

• Certified Secretaries (CS) 

• TSBG makes learning easy and 
comfortable through online 
programmes

• Flexible classes for working students
• Save money
• Save time study anywhere across all 

devices

Courses offered
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CROSSWORD PUZZLE

ACROSS
5 Gain unauthorised access to data in a system or computer. Hack

6. A structured set of data held in a computer. Database

8. A numeric system that only uses two digits - 0 and 1. (Binary)

9. Start a computer and put it into a state of readiness for operation. (boot)

10. A network security system designed to prevent unauthorised access 

to or from a private network. Firewall

11. A pen-shaped handheld instrument used with touch screen input devices 

or graphics tablets.  stylus

13. A central computer from which other computers get information. server

14. To get permission to use a software again after  expiry of licence period. 

renew 

17. Messages distributed by electronic means from one computer user to 

one or more recipients via a network. (email)

18. Unsolicited bulk email. spam

20. A failure or interruption in use or functioning. outage

22. Acronym for information technology. IT

23. The route through a file system to a particular file. path

25. A program that enters your computer and damages and destroys stored 

information. (virus)

26. A file which is linked to and sent with an e-mail message. (Attachment)

27. To write content to a CD or DVD. burn

28. A kind of malware that is able to copy itself, and spread. worm

29. A computer program that prevents unauthorised entry into a computer 

system, stealing information or causing damage. (Antivirus)

33. The smallest unit of data. bit

34. Leave out or exclude. omit

35. The highest authority or privilege given to a user working with an 

operating system or other control program. root

36. Device or data point on a larger network. node

DOWN

1. Translate a photograph into a digital form. scan

2. An element in an HTML document that links to either another 

portion of the document or to another document. Hyperlink 

3. A small amount of computer data sent over a network. packet

4. The unit of speed used for super computer. Gelops 

5. A common connection point for devices in a network. Hub

7. Plural of unit of memory. Bytes

10. Software that is free to use. freeware

12. To install and configure hardware or software. setup

15. To store data in memory or onto a storage medium. Write

16. A graphical representation of the sequence of operations in an 

information system or program. flowchart

19. A string that fulfils the specified conditions of a computer search. 

match 

21. Program you launch to connect to the internet. browser

24. The clock rate of a CPU. hertz

27. A procedure associated with a message and an object in object-

oriented programming. method

28. The program a personal computer’s microprocessor uses to get 

the computer system started after you turn it on. bios 

31. Within or inside a network of computers that only connects people 

within a certain group. intra

32. The set of instructions forming a computer program. code

33. A name for directories that contain files stored in binary format. 

bin

C
om

pi
le

d 
by

 H
an

ce
y 

K
am

au
, B

IT
, M

K
U

Information technology vocabulary challenge
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