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INSTITUTE OF BANKERS IN MALAWI

DIPLOMA IN BANKING EXAMINATION
SUBJECT: FINANCIAL CONCEPTS B (IOBM-D207)

Date: Friday 2nd May 2008

Time Allocated: 3 hours (08.00 to 11.00 am) 
CORE PAPER

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) 
Why do lenders charge interest for the use of their money? Give any three

(3) reasons. 







      (3 marks)
(b)
Name and briefly discuss any two (2) borrowing needs of a business?

 (2 marks)
(c)
(i) 
What is a perpetuity? 




        (1 mark)
(ii) 
Give one (1) example of a perpetuity. 


        (1 mark)
(d) 
Calculate the present value of a growing perpetuity with the following

information:
Cashflow at the end of the first year

:K50,000
Growth Rate





:12% p.a
Opportunity cost of capital 



: 25%
      (4 marks)
(e) 
What is the annual effective rate of a perpetuity due which has a present

value of K50,000 and payments of K6,500 p.a.? 

      (4 marks)
(Total 15 Marks)
QUESTION 2
(a)
Briefly explain the role of financial managers in a bank with respect to the

decisions they make. 





      (6 marks)
(b)
In large companies there is separation of ownership from management which may lead to agency problem. Briefly outline agency problem?







     


      (3 marks) 
(c)
Good credit practice demands a banker to look at each entity as a separate borrower/customer and thus lend directly to subsidiary companies within a group based on the subsidiary individual accounts.

Give three (3) reasons why a banker should look at individual and NOT consolidated group accounts.




      (6 marks)
 (Total 15 Marks)
QUESTION 3
(a) You are given the following details for Nangozo Enterprises as at 31 March 2008.
    MK

Improvements to land and buildings
 
   50,000

Mechanical equipment 



 275,000

Motor van





 225,000

Irrigation equipment 



 100,000

Livestock 





 750,000

Accounts receivable 



   20,000

Cash 






     5,000

Crops already harvested 



 200,000

Livestock that is marketable 


 275,000

Seed 






   10,000

Ration (food)





   65,000

Fertilizer





   20,000 
Spares 





     5,000

Capital 




         1,200,000

Long term liabilities 




 400,000

Medium liabilities 




 200,000
Current liabilities 




 200,000
Required:
Prepare a balance sheet for Nangozo Enterprise as at 31 March 2008.
    (12 marks)
(b) You are given the following further information by Zondiwe,an accountant for Nangozo Enterprise: 
Size of the farm 






150 hectares 
Additional capital required for machinery and livestock 
K100,000

Required return on investment (ROI) 



17.5%

Net farming income (NFl) per year 



K100,000

Amount needed by farmer for living 



K  30,000
Required:

Calculate the enterprise's land value.
Note: 


Land Value 
=    NFI - amount for Iivinq purpose x 100    additional 



                  ROI required
      1       capital required
 (3 marks)
(Total 15 Marks)

QUESTION 4
(a) 
IAS 24 "Related Party Transactions" gives some examples of related party

transactions.
(i)
 What is a related party transaction?


       (1 mark)
(ii)
Give any one (1) examples of related party transactions.  (1 mark)
 (b) 
It is argued that "Related Party Transactions can affect the financial position and operating results of a firm in a number of ways". Defend this argument.







      (5 marks)
(c) Kaliyeka, a grandson of Mr Khamalatha wants to invest a monthly sum to accumulate K100,000 after 10 years.

Required:
How much must be deposited every month if his bank offers an interest of 8.5 percent per annum but compounded monthly, assuming the deposits are made:

(i)
At the end of every month.




      (4 marks)
(ii)
At the beginning of every month.



      (4 marks)
(Total 15 Marks)

SECTION B
(40 Marks)

Answer ANY TWO questions from this section.
QUESTION 5

Calculate liquidity and working capital ratios from the accounts of a company that provides service support (cleaning etc) to customers world-wide. Comment on the ratios you have calculated. The figures are in Malawi Kwacha.

2007 

2006

MK 

MK

Turnover



2,176.2 
2,344.8

Cost of sales



1,659.0 
1,731.5
Gross profit



517.2

613.3





=====

=====

Current Assets

Stocks



  42.7

  78.0

Debtors (Note 1)


378.9

431.4

Short term deposits and cash
205.2

145.0
626,8
 
654.4
====

=====
Creditors: amounts falling due within one year

Loans and overdrafts 

 32.4

  81.1

Corporation taxes 


 67.8

  76.7

Dividend 



 11.7

  17.2

Creditors (note 2) 


487.2 

467.2
599.1 642.2
====

=====

Net current assets 


27.7 

12.2





===

===

Notes
1. Trade Debtors 


295.2

335.5
2. Trade creditors 


190.8

188.1





=====

=====

    (20 Marks)
.

QUESTION 6
(a) 
State what you understand by the term inflation.

        (1 mark)
(b) 
There is a relationship between the Present Value and the Discount Rate.

Using a simple example, illustrate how the "present value" relates to the

"discount rate". 






      (3 marks)
(d) Project FK-PSK Nsanje Harbour requires an initial investment of K200 million and will generate cash flows amounting to K60 million each year for the next four years.
Required:
Using a discount rate of 10%, what is the net present value of project FK-PSK?








      (5 marks)

(e) There are a variety of reasons which explain why lenders charge interest for the use of their money.
List any five (5) grounds justifying the charge of interest for use of a lender's money.






      (5 marks)
(f) John borrrows K5000 from Mary and gives her a promissory note to repay in 63 days (60 days plus the usual three days grace period) at an annual rate of simple interest of 7%. 30 days later Mary sells her note to a bank that discounts it at 10% annual rate of simple interest.
Required:

If John pays off the note after 60 days, what annual rate of simple interest does the bank make in its investment? Use actual time measurement. 
  







       (10 marks)
(Total 20 Marks)

QUESTION 7
(a) 
An annual report is a regulated document whose main sources are the Companies Act and Accounting Standards.

Required
List any five (5) types of information that the Annual Report carries.
      (5 marks)
(b) 
Chilimanthaka Merchant Bank requested Chuma Limited to submit its

accounts for appraisal of a credit facility. The following trial balance was

available as at 31 December 2007.






DR

CR







MK

MK

Bank





  6,723


Creditors




18,910

Creditors






12,304




Stock at 31 December 2006

  40,360
Building at cost



100,000
Equipment at cost



  45,000
Profit and loss account as at 31



  15,286
December 2006

General reserve





    8,000
Foreign exchange reserve




    4,200
Authorised and issued share capital


100,000
Purchases




72,360
Sales







135,486
Carriage inwards



  1,570
Carriage outwards



  1,390
Salaries




18,310
Rates and occupancy expenses

  4,235
Office expenses



  3,022
Sundry expenses



  1,896
Provision for depreciation at 31

December 2006

Buildings






32,000
Equipment






16,000
Directors remuneration


  9,500







___________________








323,276
323,276








===================

Notes at 31 December 2007:
Stock at 31 December 2007 K52,360

Rates owing K280; Office expenses owing K190

Dividend of 10% proposed

Transfer to reserves: General K1000; foreign exchange K800

Depreciation on cost, Buildings 5%; equipment 20%
Required:
Draw up Chuma Limited's trading and profit and loss account for year ended 31 December 2007 and balance sheet as at that date (using any suitable format).
(20 Marks)
QUESTION 8
(a) 
What term is used to name the discount rate that must be used on future cash flows where there is no uncertainty and no liquidity preference? 
        (1 mark)
(b) 
In terms of time value of money, suppose Chimwemwe today leaves

K100,000 on deposit at 4% per annum. How much will he have in two years' time using:
(i)
 Simple interest. 





      (2 marks)
(ii) 
Compound interest. 




      (2 marks)

Explain briefly where the extra amount between these two approaches comes from. 







      (2 marks)
(c) 
You are buying a truck on hire purchase. After paying a deposit, you are

required to make equal payments towards the outstanding debt which is

K500,000. How much will your monthly payments (instalments) be if the

interest rate is 20% per annum over a period of 4 years.
      (6 marks)
(d) 
(i)
What is an "Effective Annual Rate" (EAR)?

       (1 mark)
(ii)
Name instances when the use of EAR would be available.









      (2 marks)
 (e) 
Mathematical problems with a single cash flow involve four values. Given

three (3) of them, it is always possible to calculate the fourth. Name these four variables. 






      (4 marks)
(20 Marks)
END OF THE EXAMINATION PAPER
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