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TIME ALLOWED: THREE HOURS (plus 5 minutes to read through the paper)

INSTRUCTIONS:

Section A: Question One in Section A is compulsory.
Sections B: Answer Two (2) questions from this section.

3. This examination paper carries a total of 100 marks.

Candidates must not turn this page until the invigilator tells them to do so.
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Question 1 | -
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ter Mbewe together with his wife Jane Mbewe
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which was established in March 2020 by Mr | "
wining shares owned by his wilc.

Mbewe owns 99% sharcholding. with the rems
ach taken by the directors. The

‘ ' \ady conservative appro
The years have been characterised by the steady conservative app Y ‘ .,
en it was affected by declining profit margins

business traded profitably until the last two years. wh V '
ut in place following
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around and seen a return to profits.

The business has banked with SVB Bank since it was established in 2020. The customer remains

satisfied with the level of service the bank currently provides, although there were problems in the

past when trading was difficult.

The company has been operating in an economy currently in decline following a reduction in
commodity prices, global geopolitical tensions and adverse weather conditions due to climate
change. The exchange rate has been volatile and interest rates elevated due to the Central Banks

monetary policy stance. Inflation has been persistently above double digits for the past few years.

Competition is strong in the area, coming from both multi and single site dealers. Profit margins
on new car sales have been declining, hence the move into used car sales. Vinmas Motors are the
sole suppliers of new BMW’s in the country although similar operations are found in neighbouring

countries. The business operates from three prime sites on long leases. All sites sell both new and

used cars.

Vinmas Motors has a competent management comprised of the Chairman- Mr Mbewe who is in
his early seventies. He is now taking less interest in the business and considering leaving the
business to his two children. The Managing Director- Mr Times Mbewe is the son of Mr Mbewe
and in his early thirties. He is in charge of administration and staff welfare and general site
management. He requires a good salary to maintain his expensive lifestyle. The Marketing
Director is Ms Rosina Mbewe the daughter who is in her mid-twenties. She ensures that the profile
of the company is maintained through advertising and press. The financial consultant is Mr Jack
Bwalya who is in his mid-twenties. He joined the company in 2022 and was instrumental in

implementing management controls and turning the business around. He is looking forward to
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the hoard as Fimancial Director in due course. sithomagh T hEs Sooe RS
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mmas Motors Limited Profit and Loss Acconnt for the Y ear Foded S Decemn her 224
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Detaiks Noe W23 M4

S— FALL L AL
TURNOVER 2 & e

G—v\»—\i o — 204 333
i -~ 23R
Admmsirative SXpenses B I

Profit before interest and tax 192

Other operating moome

(LOSS)» PROFIT ON o 139 2
ORDINARY ACTIVITIES

BEFORE TAX

Taxation

PROFIT AFTER TAX 62 0

L -
Dividend (33) L

RETAINED EARNINGS 27 10
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ment of Financial Position as 31 I

Vinmas Motors Limited State

"Details I ' : Note 2023
" : - ZMW’000s
"FIXED ASSETS }
Tangible Asscts |2 422
f \
' CURRENT ASSETS ‘
' Stocks l 1207
| Debtors “ 198
Cash at bank and at had ‘ |0
' 405
CREDITORS-Amounts falling | 3.7 (390)
due within one year ’
NET CURRENT-ASSETS 15
TOTAL ASSETS LESS 437
CURRENT LIABILITIES
CREDITORS (Amounts falling | 4 (214)
| due after more than one year
' NET TANGIBLE ASSETS 223
' CAPITAL AND RESERVES
' Called up share capital 21
' Revaluation reserve 60
' Profit and loss account 142
' SHAREOLDERS FUNDS 223

king facilities:

The company has applied for the following ban

Details

; Overdraft
‘ Margin 5% over MPR

| Revolving loan
1
J'

|

equipment and machinery

e Margin of 2% over MPR

—
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5 year facility of ZMW2

Unsecured overdraft of 7MW?200,000 marked

Yecember 2024
T024
ZMW 0005 _
|
I 423
J
300 ‘
271 '
0 |
517 |
(561)
10
433
(200)
233
21
60
152
233
I

50,000 to purchasej‘

Facility will be secured on all leasehold property




Req uircd .

Ug'
S1
ng thQ lhclh“d
, S Of cred:
and Ot credir ;

non-fj It analysig s

Nane: YSIS such ¢ L . . .
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mmcml;ninn.\nn w| nment on the request from Vinmas Motors [ imited and make

1ether the facilities should be granted or no

(Total: 50 marks)

SECTIO
’ N B: }

Attempt any TWO questions in this section.
Question 2
come customers.
and further.
r. One

ub-prime lending to middle in

SBV Bank i
(] S e -
nk is a mortgage lender that specialises in s
ars, but it would like to exp

Its lox i
an portfolio has grown tremendously over the ye
However. it is limi '
ver. it is limited by bank capital regulations that limit

solution fi . . . .
ion for the bank is to consider securitisation of some of its loans.

how much loans it can offe

Required:
s of securitisation in order to expand its

Write short notes on how SBV Bank can use the proces
explain how this process works and the types of instruments t
(25 marks)

hat can

loan portfolio. In your notes,

be issued from the securitisation process.

Question 3

‘BAD BANK' TO CLEAN UP INDIA'S $27BN DEBT MOUNTAIN

aded with $2tn (£1 .46tn)

ve on paper.

worth of deposits and serving over

With more than 150,000 pranches 1o

a billion customers, India's banks look impressi

In reality, they are in a mess.
llars of bad loans after years of injudicious

addled with tens of billions of do
0% of'the sour debt. Five banks

A clutch of banks iss
ned banks account for more than 6

lending to dud projects. State-ow

have been rescued from collapse since 2018.

Bad loan recoveries have traditionally been low - up 1o a third of total loans - and have only

) after a 2016 bankruptcy |
ndemic could further default and add to the soaring debt in the coming

improved a bit (40-45% aw which allows for liquidation of assets. And

now borrowers hit by the pa

months.
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Phe resuliant squees .
averse hanks are anawilling

hanks
private investments have nosedived as risk
' : il suys bad loans from

also deseribed asan assel reconstruetion company - ypi ally buy
¢ offered as

Phen it liquidates
Hes help the ban

\ "had bank”
Wlected banks atan wreaed price o sells assels (hat borrowers hav
atfectica i ~oalan ay .

ks recoup some ol the money

Phe proceeds from the s

cecunies agamnst loans

they had fent o COmMpanies.

Phis is not the fisttime India has taced a bad loan crisis or launched a "bad hank". In fact, there
have been 28 such firms, all privately owned, in the past twe decades, but recoveries have been
underw helming. This time. (he povernment has formed (wo companies - one which will acquire
the bad loans and will be state owned: and the other, partly privately ow ned. will try to sell the
assets. Ihe government will pay the difference between the expected value of assets by the
commercial bank and what the “had bank" will be able to raise from the asset sales.

It will not be casy. For one, the banks have to agree on valuations.

"Gy e e Y \ et N ] ' 1
Say there are 20 lenders inone company. Allof them have to-agree on many things. How much

are the loans worth today? How much are the assets of the borrowers worth? Cony incing a bank
(0 sell Toans at a loss is a challenge.” says Anil Gupta, vice-president of financial sector ratings at

ICRA. an investment and credit rating agency.
Banks are usually skilled in lending but not recovery and resolution of bad loans.”

Here, the sec ompi il ¢ i il bid 1
the second company will come into play. It will bid for the assets of ailing and defunct

. . e -
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roads, power and telecoms sectors.
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In t}
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SRS, vl ol to radically ¢l is panking At less than 60% India's credit
s to radically clean up { |
' pcrl'nrminp, Joans 1IN the world.

GDP ar:

ratio re
m

and porrowing Was

The ains low, yet its banks have some of the highest non”
oans beo: . : "
S piling up between 2000 and 2008. when gmwlh was buoyan | »
| the slowdown of gmwlh left India relatively

casy. Tl
S ¢ al :
global financial crisis of 2007-8 anc

u“SC'](h ¢ .
athed. and enthusiasm for investing didn't wane.
B i _or central bank governor.
ans are i ; ) A, & ntra
ad loans are sown in good (imes." says ¢ Rangarajan. @ former ¢€

(Source: BBC News)

i) Di o a “bad bank’ 5 marks
(i) Discuss the rationale of the Indian Government establishing @ bad bank’ ( )
i) Criti i e Indian
(ii) Critically analyse the implications of the Non-Performmg Loans (NPLS) on th
establish the ‘Bad Bank’

prompted the Indian governmcnl to

economy which could have

15 marks)

ncreases ‘moral hazard’ in

ion of ‘bad banks’ i
© marks)

(iii) Some commentators have argued that the creat
the banking sector. Explain this argument.

(Total: 25 marks)

Question 4
anking Manager with a responsibility of managing @

nted as a Premium B
Performance Indicators (KPIs) is to grow

sses. One of your Key

You have been appoi
portfolio of medium sized busine
your loan portfolio by 10 percent on an annual basis.

Required:

portance of growing the Corporate loan

(i) Explain to the Premium Banking Manager the im
5 marks)

portfolio.

(i) Discuss any five (5) factors that the Bank must consider when constructing a loan portfolio.

(10 marks)
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DWrite short notes on how the following

(2 marks)
customer: (2 marks)
a) Floor Planning @ marks)
D) Inventory | ending @ marks)
¢) Participation loan 2 marks)
d) Letter of Credit

¢) Linc of credit

(Total: 25 marks)

END OF EXAM
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