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INSTITUTE OF BANKERS IN MALAWI

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

Date: Saturday, 8th November 2008

Time Allocated: 3 hours (08:00 to 11:00 am)

INSTRUCTIONS TO CANDIDATES
1 
This paper consists of TWO Sections, A and B.

2 
Section A consists of 4 questions, each question carries 15 marks.

Answer ALL questions.

3 
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
4
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.
5
Begin each answer on a new page.

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) 
Define the term opportunity cost and illustrate by giving a suitable example.







      (2 marks)
(b)
Calculate the annual rate of interest on a 91-day Malawi Government Treasury Bill with face value of K100 and cost of K99.27076.  Assume simple interest.






      (2 marks)
(c)
Suppose the K100 is deposited into a bank account which earns interest at the nominal rate of 8%, compounded quarterly.  What is the value of the investment after 1 year?  Show your calculations.

      (4 marks)
(d)
Tyres-are-Us Ltd expects the cash inflow from an investment to be K40,000 after 2 years and another K30,000 after 3 years.  Its target rate of return is 12%.  Calculate the present value of these future returns, and explain what this present value signifies.  The following discount factors might be relevant.


Year

Discount factor at 12%

1 0.893

2 0.797

3 0.712

4 0.636






      (7 marks)
(Total 15 Marks)
QUESTION 2

Name and briefly explain five categories in which the ratios used by a banker for financial analysis can be classified.  You are also expected to give one example of a ratio under every broad category. 

(Total 15 Marks)

QUESTION 3
(a) Briefly discuss any two borrowing needs of a business
      (4 marks)
(b)
(i)
Explain what you understand by the term annuities.
      (2 marks)
(ii)
Name two basic types of annuities.


      (1 mark)

(c)
Calculate the present value of a growing perpetuity with the following information:-


Cashflow at the end of the first year


K75,000


Growth rate






11% per annum


Opportunity cost of capital




20%











      (4 marks)

(d)
Zione has a perpetuity due which has a present value of K83,000 and payments of K10,790 per annum.

Required:

Compute the annual effective rate of Zione’s perpetuity due?
      (4 marks)
(Total 15 Marks)

QUESTION 4
(b) Describe and explain the importance of Working Capital to a business?
      (3 marks)
(b)
Mention any four sources of working capital?


      (4 marks)

(c)
Suppose that a retailer buys an item from a supplier, and holds it in stock for 20 days.  The retailer pays the supplier 15 days after the purchase.  The item is then sold on credit to a customer, who pays for it 18 days later.  Calculate the cash cycle?




     
     (2 marks)
(d)
A company is earning insufficient cash flows from its operating activities to cover the interest payments to its lending bank.  State any three effects that you might expect to see in the company’s balance sheet if this situation persists? 






    (6 marks)

(Total 15 Marks)

SECTION B

(40 Marks)

Answer ANY TWO questions from this section.
QUESTION 5
Use the following projected information supplied by Wrap-It Ltd, a new business starting operations next month, to answer the questions that follow:-
Total sales of wrappers


=
20 units per month

Selling price per wrapper


=
K3,000

Labour cost per wrapper


=
K1,000

Material cost per wrapper


=
K850

Other direct costs per wrapper

=
K250

Salaries for administration


=
K5,500 per month

Interest cost on loan


=
K2,000 per month

Rent for the factory



=
K1,500 per month

(a) 
Calculate the break-even point for Wrap-it Ltd using the Contribution Margin method.





               (8 marks)
(b)
How many wrappers must they sell per month, to generate a profit of K18,000?  Test your answer by means of an Income Statement.

    (12 marks)








    (Total 20 Marks)

QUESTION 6

(a) 
Name two types of limited companies and state any two ways in which such companies are different.


      

      (5 marks)
(b) 
Explain the importance of the Auditor’s Report to a banker?  
      (6 marks)
(c)
Name and explain three reasons why the cash flow statement is of value to the bankers?






      (6 marks)
(d) The operating profit before tax for Nangantani Vegetables Merchants is K120,000.  There was depreciation charge of K80,000. The business had increased inventory by K60,000 from previous year’s closing inventory.  It also increased debtors by K40,000 and its creditors by K50,000.

Required:

Calculate the net cash flow from operating activities?

      (3 marks)








    (Total 20 Marks)

QUESTION 7
(a) 
In the year to 30 September 2008, Guard Ltd declared an interim ordinary dividend of 7.4 tambala per share and a final ordinary dividend of 8.6 tambala per share.  Assuming an ex dividend share price of 315 tambala, what is the dividend yield?





     (2 marks)
(b) You are given the following information:
Company P

Company Q

K’mn
  K’mn
K’mn

K’mn


Profit on ordinary activities


after tax



  41.1



5.6


Dividends



Preference

  0.5


-



Ordinary

20.6


5.4







21.1



5.4


Retained profits


20.0



0.2







Company P

Company Q


Number of ordinary shares

200mn

50mn


Market price per share

285 tambala

154 tambala

Required:

Compare the dividend yield, dividend cover and earnings yield of the two companies.







   (18 marks)










    (Total 20 Marks)

QUESTION 8
(a)
In what ways does financing of a farming business present a different type of credit risk to the bank in comparison with other businesses?  Use an example to illustrate your answer.




      (3 marks)
(b)
(i)
Chosamva and his family are livestock farmers.  The following

details are available for the year ended 30th September 2008











MK

Livestock sales






600,000

Turnover from other agricultural products


210,000

Other farming income





  20,000

Labour costs







240,000

Repairs and maintenance





  18,000

Stock Feed







150,000

Production consumables





200,000

Depreciation







  22,000

Interest paid







  30,000

Rent paid to landlord – General Lands and Farmers Enterprise
  70,000

NOTE:-

Interest was paid on a loan of K1 million from the Malawi Rural Finance Company Limited.  The interest rate was 30% per annum and payment of the interest was made on 30 September 2008.

Required:- 


Prepare an income statement of Chosamva and his family for the year ending 30th September 2008. (showing Gross Farming Income, Total Production Costs, Net Farming Income and Farming Profit).
   (13 Marks)

(ii)
You are given the following further information by Chikondi an accountant

for Chosamva’s family business:


Size of the farm






200 hectares


Additional capital required for machinery and livestock

K40,000


Required return on investment (ROI)



10%


Net farming income (NFI) per year



K200,000


Amount needed by farmers for living



K  96,000


Required:-


Calculate the land value for Chosamva’s family business?
      (4 marks)

NOTE:




 NFI – amount for living purpose
x 100
   - additional 
Land value =

             ROI required               1
     capital required









(Total 20 Marks)
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