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University Examinations 2015/2016 
 

SPECIAL/SUPPLEMENTARY EXAMINATIONS FOR THE DEGREE OF BACHELOR OF 
COMMERCE. 

 
HBC 2301/BFEC 3303: MONEY AND BANKING. 

 
DATE: MAY 2016                                                                              TIME: 2 HOURS 
 
INSTRUCTIONS: - Answer question one and any other two questions 
 
QUESTION ONE (30 MARKS) 

The following information was extracted from the financial statements of four commercial banks. 

Commercial bank  Interest rate Base lending rate Inflation rate    Profit margin 

Fanikisha bank  ?  9.8   6.7       4.2% 

Masilahi bank   ?  9.8   6.7      3.5% 

Mwanainchi bank  ?  9.8   6.7      2.8% 

Mtaani bank   ?  9.8   6.7      2.6% 

Commercial bank  Inflation rate   Deposit      Net Deposit rate 
         acceptance/ 
         Borrowing rate 
Fanikisha bank  6.7%   6%         ? 

Masilahi bank   6.7%   8%         ? 

Mwanainchi bank  6.7%   5%         ? 

Mtaani bank   6.7%   7%         ? 

91 Treasury Bills  6.7%   9%         ? 
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Commercial Bank  Loans in Shs. Millions Customer Deposit in Shs Million  

      (Assets)   (Liabilities) 

Fanikisha bank  1,140    1,000 

Masilahi bank   970    600 

Mwanainchi bank  1008    908 

Mtaani bank   980    850 

Loans defaults rate is at 15% on average within all the commercial banks.  All the four commercial 

bank issue loans with only 5 years maturity and below.  Customer deposits are flexible. 

Required: 

a) (i) Determine for each commercial bank the lending interest rate (show your calculations) 

           (2 marks) 

(ii) Determine for each commercial bank, the net interest rate on deposit (show your 

calculations)         (2 marks) 

(iii) In which bank(s) will money serve as a good store of value and as well maintain its 

liquidity to its holder or owner.  Explain     (4 marks) 

(iv) Which bank(s) is more safe to keep money for speculative purposes.  Explain.  

           (4 marks) 

b) From the analysis of the above four banks, which bank(s) would you advise an investors to 

invest shares of a portfolio of Shs. 40 million, taking into account the average return 

(divided) on listed shares in other sectors of the economy is 12% on every shilling invested.  

Explain.         (4 marks) 

c) Explain why a customer would prefer to deposit money in a savings account with 

Mwananchi bank other than buy the 91 days treasury bills.   (4 marks) 

d) Lapcom is a pension fund a trust that manages pension on behalf of contributors.  Recently 

it decided to buy 12%, 91 days treasury bills for 150 million other than buy the 18%, 5 

years, Kenya generating company bonds (KENGEN), for 150 million.  Explain why 

Lapcom may opt to buy 12% treasury bulls and invest its shs. 150million other than in 

bonds?          (5 marks) 
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e) With reference to the evolution of money, discuss the merits of paper money over 

commodity and metallic money.      (5 marks)  

QUESTION TWO (20 MARKS) 

a) Explain the following terms and their meanings as used in economics of money and 

banking 

(i) Narrow money       (2 marks)  

(ii) Legal tender       (1 marks) 

(iii) Standard money       (1 marks) 
       

(iv) Credit creation by banks      (2 marks) 

b) Explain how the transactional demand for money is different from the speculative demand 

for money         (4 marks) 

c) Elucidate clearly and with illustrations some of the determinant of interest rates on loans 

issued by commercial banks in Kenya     (8 marks) 

QUESTION THREE (20 MARKS) 

During the last general campaign period 2012-2013, it was observed that too much money was put 

into the hands of Kenya Public (voters) with a view to influence voting.  Too much money was not 

healthy for economic purposes and as a result thereafter it has brought serious economic harm, 

confusion and hardships to the Kenyan economy (2014-2015 global economic watch), as problems 

of excess supply of 2012-2013 of campaign money became real. 

a) Explain in details how too much money can be harmful to the county/economy with regard 

to: 

(i) Consumers of goods and services     (3 marks) 

(ii) The producers/manufacturers of goods and services  (3 marks) 

(iii) Workers/employees      (3 marks) 

(iv) Investors and entrepreneurs      (3 marks) 

b) Discuss the measures that the central bank of Kenya can take (2014-2015) in order mitigate 

and control the harm noted in (a) above, for the general good or welfare of the economy 

and its citizens.        (8 marks) 
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QUESTION FOUR (20 MARKS) 

Recently Dubai Bank has been put into liquidation by the Central Bank of Kenya.  One of reason 

for its liquidation is failure to manage liquidity and profitability 

Required: 

a) Explain the term liquidity as used in money and banking   (3 marks) 

b) How is liquidity different from the purchasing power of spending power of money?  How 

is liquidity different from profitability?     (4 marks) 

c) Explain the role played by the central bank of Kenya as regulator of the banking sector in 

Kenya          (5 marks) 

d) Since independence in 1963, monetization of the economy has grown significantly and 

substantial economic development has been realized in many sectors of the economy 

ranging from hospitality, religion, agriculture, housing, transport, education, finance, 

urbanization, tourism, industry, technology, gender, trade and commerce.  To what extent 

have the commercial banks in Kenya contributed to this development?  Discuss  

           (8 marks) 

 

QUESTION FIVE (20 MARKS) 

a) (i) Explain term financial intermediation     (3 marks) 

(ii) Discus the functions of commercial banks with regard to financial intermediation 

           (5 marks) 

b) You are the chief Finance Officer of Meru Metro Construction Company.  The company is 

considering borrowing from commercial bank Shs. 100 Million at 15% against its net 

assets of shs. 150 Million with an average return of 25% in order to finance it largest real 

estate development undertaking proposed by the directors.  Advise the directors on the 

circumstances suitable for such a loan in terms: 

(i) Timing of the loan       (2 marks) 

(ii) Terms and conditions of a loan     (4 marks) 

(iii) Company financial position and its ability to pay   (3 marks) 

(iv) Risks associated with such a high debt acquisition  (3 marks) 

 


