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INSTRUCTIONS: -	Answer question one and any other two questions


QUESTION ONE (30 MARKS)
a) N.Y Wajuu, Raia O. Piga, Freedom Kenya and Abujoker are contesting for presidency in a Country that hosts Tamiko bank.  Tamiko bank intends to lend either locally or abroad.  The returns are expected to vary depending on who wins the presidency because of the contenders’ different policies as follows:
	Winner 
	Lend Locally
	Lend Abroad

	
	Returns (Shs “M”)
	Returns (Shs “M”)

	N.Y. Wajuu,
	                             1,000
	100

	Raia O. Piga,
	      200
	1,200

	Freedom Kenya
	500
	600

	Abujoker
	300
	100


		
Assuming all candidates have equal chance of winning ;
(i) Calculate the expected returns in the two countries.				(2 marks)
(ii) Calculate the risk on investment returns in the two countries using the standard deviation.											(4 marks)
(iii) Suppose Tamiko splits the investments into two investing half in each country, calculate the resulting returns and risk.							(4 marks)
b) Explain any four unique functions performed by international banks that are not common to purely domestic banks.								(6 marks)
c) Explain the main factors that have lend to growth of offshore banking.		(6 marks)
d) One victim of a terrorism attack blamed banks for facilitating terrorism.  What is your argument regarding this claim.							(4 marks)
e) Critically analyse the impact of international money transfer on interest rates and inflation.											(4 marks)
QUESTION TWO (20 MARKS)
a) A business lady has approached you as an international banking expert to explain to her how an international bank will facilitate her to import a second hand car from Japan.  Clearly provide your response including major instruments that are used by the bank.	(10 marks)
b) What causes volatility of currency exchange rates?					(10 marks)
QUESTION THREE (20 MARKS)
a) It has been noted that “Banks fail because they do not have enough or the right kind of assets to pay for their liabilities”.  Regulation steps in to avoid bank failure or its effects.  What are the key types, instruments or methods of international bank regulation?			(14 marks)
b) On your exit visit from a neighbouring country, you have a balance of 100,000 worth of that country’s currency; a forex bureau has posted the following exchange rates.
	
	Bid 
	Ask 

	Kenya shilling
	24.5
	25

	U.S Dollar
	2,490
	2,500



(i) How much will you receive in Kenya Shillings?					(3 marks)
(ii) Explain why the U.S Dollar seems to have a lower spread 			(3 marks)
QUESTION FOUR (20 MARKS)
a) Discuss the major participants in the International Capital Markets.			(10 marks)
b) Why do most organizations prefer foreign direct investment?			(10 marks)		
QUESTION FIVE (20 MARKS)
a) Differentiate between an option, a forward and a futures contract.			(9 marks)
b) A payee presents to an international bank a bank acceptance with a face value of Kshs. 800,000 and three month maturity period.  The bank charges a commission of 2% per year for “Accepting” and a discount commission of 2.5% per year.  The payee requires immediate cash and is contemplating discounting the acceptance.
Calculate 
(i) The amount in shillings of bank’s acceptance commission.			(2 marks)
(ii) The amount in shillings of bank’s discounting commission			(2 marks)
(iii) The amount in shillings the payee will receive from the above transaction.	(3 marks)
(iv) The annualized total cost of finance.						(4 marks)
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