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INSTITUTE OF BANKERS IN MALAWI

DIPLOMA IN BANKING EXAMINATION

SUBJECT: CREDIT RISK ASSESSMENT 1 (IOBM-D204)
Date: Thursday 1st May 2008

Time Allocated: 3 hours (13.30 to 16.30 pm) 

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
You have been provided with the following figures from the balance sheet and profit and loss for two businesses, Fridds Holdings Limited and Elidir Trading Limited:

(i) Fridds Holdings Limited

	
	2001
	2002
	2003

	Sales
	200,000
	220,000
	210,000

	Cost of goods sold
	130,000
	147,000
	139,000

	Debtors 
	44,000
	51,000
	46,000

	Stocks and WIP
	35,000
	44,000
	40,000

	Current assets
	80,000
	96,000
	86,000

	Current liabilities 
	54,000
	69,200
	60,500


(ii) Elidir Trading Limited

	
	2001
	2002
	2003

	Sales
	900,000
	1,050,000
	1,300,000

	Cost of goods sold
	810,000
	956,000
	1,209,000

	Debtors
	150,000
	170,000
	230,000

	Stocks
	135,000
	190,000
	257,000

	Current assets
	285,000
	360,000
	487,000

	Current liabilities
	250,000
	307,000
	485,000


(a) Identify and calculate the following ratios:-
(i) Control ratios

(ii) Liquidity ratios
(iii) Gearing

(iv) Time interest covered
          (10 marks)

(b) Based on (a) above, interpret the results of the two companies, Fridds Holdings Limited and Elidir Trading Limited in broad terms.
            (5 marks)
(Total 15 Marks)
QUESTION 2
(a) What is a cash flow statement?





 (1 marks)
(b) As part of the annual financial statements, what is the main objective of a cash flow statement?






 (2 marks)
(c) Identify and briefly comment on any four (4) areas that are of interest to bankers, creditors, investors etc when assessing a business through the means of a cash flow statement.





(8 marks)
(d) Identify and briefly comment on any two (2) limitations that a lending banker must always be aware of when undertaking analysis of financial statements.
    (4 marks)

(Total 15 Marks)

QUESTION 3
(a) Describe the following:
(i) Off balance sheet financing.




 (2 marks)
(ii) Contingent liabilities.





 (2 marks)
(iii) Working capital






(2 marks)

(b) What are the key components in the management of working capital?

(5 marks)
(c) Describe how each component is important in the process of credit risk assessment?








 (4 marks)
          (Total 15 Marks)

QUESTION 4
(a) With the aid of a graphical illustration, define break-even analysis.    (4 marks)
(b) How is this relevant to a banker?





 (2 marks)
(c) Outline any four (4) key assumptions and limitations of break-even analysis.

 (4 marks)
(d) What is overtrading in a business and what are the key signs?

         (10 marks)

(Total 15 Marks)

SECTION B
(60 Marks)

Answer ANY TWO questions from this section

QUESTION 5
(a) Give five (5) main reasons why a lending banker places great importance on the analysis of financial risks for the majority of proposals presented to him/her.







          (10 marks)
(b) Planning and forecasting are important for every business to cope with the fast changing environment.  Identify and discuss the five (5) components of a business operating budget.


       

          (10 marks)
(Total 20 Marks)
QUESTION 6
(a) What are two (2) main borrowing needs of a business?

(4 marks)
(b) What is the recommended mode of financing on each of these needs?  Clearly explain your answer.




          (12 marks)
(c) Which of these needs identified in (b) above might a lending banker rely on as security?  Briefly comment to justify your answer.


(4 marks)
(Total 20 Marks)

QUESTION 7
(a) Identify four (4) possible causes for corporate failure.

(4 marks)
(b) Name two (2) common models that can be used to predict corporate failure.









(2 marks)
(c) Identify and comment on any three (3) benefits that would accrue to a lending banker from the use of financial forecast models.

        (14 marks)
        (Total 20 Marks)
QUESTION 8
(a) Describe and briefly comment on eight (8) major risks tobacco farmers are likely to face in their operations.





(8 marks)
(b) Identify six (6) general requirements that a lending banker must consider before proceeding with a full scale analysis to a lending proposal from a tobacco farmer.

          (12 marks)

          (Total 20 Marks)
END OF THE EXAMINATION PAPER
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