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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION

SUBJECT: INTRODUCTION TO BANKING (IOBM-C104)
Date: Thursday 1st May 2008

Time Allocated: 3 hours (08.00 to 11.00 am)

INSTRUCTIONS TO CANDIDATES

1
Read the instructions on the cover of the answer book.
2
This paper consists of TWO Sections, A and B.
3
Section A consists of 4 questions, each question carries 15 marks. 


Answer ALL questions.
4
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
5
You will be allowed 10 minutes to go through the paper before the start of the examination, when you may write on this paper but not in the answer book.

6
DO NOT open this question paper until instructed to do so.

SECTION A 
(60 Marks)
Answer ALL questions from this section.
QUESTION 1

(a) How were banknotes created? In your discussion, include some historical background to the origin of money?


 (8 marks)
(b) How has the use of money benefited mankind? Mention four (4) ways. 








 (4 marks)
(c) Briefly explain what you understand by  the following terms:

(i) Loan guarantee                                   


   (1 mark)
(ii) Local registered stocks                                    

   (1 mark)
(iii) REPO                                                                  
   (1 mark)

(Total 15 Marks)
QUESTION 2 

(a) Assume you are a cashier and a person walks into the bank and presents a cheque for encashment that bears a signature, which appears to be similar to that of the account holder. 
How would you assist the presenter?  Give a reason for your answer.                                                         











 








 (3 marks)
(b) Briefly explain one (1) benefit of commercial paper to:

(i) The investor                                                     

   (1 mark)      

(ii) The issuer                                                        

   (1 mark)
(c)  Explain four (4) objectives of Money Laundering, Proceeds of Serious Crime and Terrorism Financing Act 2006?


 (8 marks)                    

(d) Give two (2) instances when a person would be deemed to have committed an offence under the Money Laundering, Proceeds of Serious Crime and Terrorism Act 2006?



 (2 marks)
(Total 15 Marks)
QUESTION 3 

(a) Discuss some of the duties which central banks perform as supervisors of commercial banks.


 


 (4 marks)
(b) Explain why the Central Bank may find it necessary to control commercial banks’ ability to create credit and money?  
Mention any one (1) tool that the Central Bank can use to achieve this objective by showing how the tool works.


 (6 marks)
(c) Mention five (5) advantages of the Central Bank being an independent institution from government.




 (5 marks)




(Total 15 Marks)
QUESTION 4

(a) Explain how the Electronic Cheque Clearing system works in Malawi.








 (4 marks)
(b) Mention the five (5) important features that appear on a cheque. 
 (5 marks)

(c) Explain three (3) problems associated with monetary instability.
 (6 marks)





(Total 15 Marks)
SECTION B 
(40 Marks)
Answer ANY TWO questions from this section.
QUESTION 5
(a) What type of market is the Malawi Stock Exchange? 

   (1 mark)
(b) Apart from being a supervisor of commercial banks, list five (5) other functions of the central bank. 




 (5 marks) 

(c) Mention three (3) reasons why a company would want to have its shares listed on the Stock Exchange? 



 (6 marks)
(d) Discuss any three (3) financial instruments traded on the money market.







 (6 marks)
(e) What happens on the following markets:

(i) Primary markets.                            


   (1 mark)
(ii) Secondary markets .                        


   (1 mark)
(Total 20 Marks)
QUESTION 6

(a) Explain five (5) advantages of electronic banking to banks. 
 (5 marks)
(b) List five (5) examples of retail and wholesale electronic banking services offered by financial institutions.



(5 marks)
(c) Mention five (5) authentication methods that financial institutions have adopted in order to improve the speed and efficiency of electronic transactions. 







 (5 marks)
(d) Mention two (2) reasons why countries implement and strictly monitor   their monetary policies.





 (2 marks)

(e) In relation to money, explain the following terms:

(i) Indestructibility              




   (1 mark)
(ii) Cognisability                 




   (1 mark)
(iii) Homogeneity                  

 


    (I mark)
(Total 20 Marks)
QUESTION 7

(a) What happens when a bank freezes an account? 

 (2 marks)
(b) Mention three (3) factors that customers use to differentiate the services of one bank from another. 



 (3 marks)
(c) Briefly explain the following terms:
(i)
Customer care                                                

 (2 marks)
(ii) 
Code of banking practice                                
            (2 marks)
(iii)
Banks statements                                            

 (2 marks)
(d) Explain direct and indirect finance with respect to Financial Intermediation.  Illustrate your answer with a diagram.   
 (7 marks)
(e) How are settlements between banks effected after the cheques are cleared? 







 (2 marks)








(Total 20 Marks)
QUESTION 8
(a) You are a customer service officer and have been approached by a potential customer who would like to open an account.  The customer has informed you that she has K500,000 which she would like to keep at the Bank.  She indicates that in a month’s time she will need some money to pay school fees for her daughter.  
How can the bank assist this customer?  Propose two (2) services stating advantages and disadvantages of each.  Bear in mind that the customer would like to maximise her earnings.

          (10 marks)
(b) Mrs Phiri has secured a job with an international organisation.  She will be relocating to Namibia and will be paid in US dollars.  She has approached you for advice as she would like to be saving some of her earnings which she will be remitting home.

(i) There is strong belief that Malawi will earn a lot of forex from the tobacco sales and donors following a good harvest and implementation of sound monetary and fiscal policies.  Advise why Mrs Phiri should convert her earnings immediately and invest in a local currency account?


 (5 marks)
(ii) Malawi will experience a balance of payments deficit despite good forex earnings as imports have still outstripped exports.  Advise Mrs Phiri how she should invest her forex earnings.  Support your choice with valid reasons.











 (5 marks)







(Total 20 Marks)
END OF QUESTION PAPER
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