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

SECTION A:
(60 Marks)
Answer ALL questions in this section
QUESTION 1

(a) What is cash flow statement?





(2 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 any four (4) areas that are of interest to bankers, creditors, investors etc when accessing a business through the means of a cash flow statement.






(8 marks)
(Total 15 Marks)

QUESTION 2

(a) Identify four limitations that generally apply to a sole proprietor and comment on how each one of them might affect a banker’s decision to lend.
 (8 marks)
(b) Compare and contrast lending risks that attach to an individual and a limited liability company.






        (12 marks)
         (Total 20 Marks)
QUESTION 3

(a) Describe and briefly comment on eight (8) major risks tobacco farmers is likely to face in their operations.





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

          (12 marks)

          (Total 20 Marks)
QUESTION 4

(a) What do you understand by the term “ratio analysis”?


(3 marks)
(b) Identify and briefly comment on five limitations that a lending banker must always be aware of when undertaking analyses of financial statements.


        (10 marks)

(c) (i)
What is the significance of interest cover ratio to a lending banker? 
(5 marks)

(ii) How is it calculated?





(2 marks)









         (Total 20 Marks)

SECTION B

(40 Marks

Answer any TWO question from this section
QUESTION 5

(a) What is “overtrading”?






(3 marks)
(b) Explain any three (3) major causes of “overtrading?”


(9 marks)
(c) Name three (3) possible causes of “hard core” borrowing and state why each one of them may give rise for concern to a lending banker?  (To be re-worked)
(8 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 each 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
Give four (4) main reasons why a lending banker places great importance on the analysis of financial risks for the majority of proposals presented to him/her.










          (20 marks)
QUESTION 8
(a) Indentify 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)
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