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(8)  Outline seven circumstances under which a borrower may default on his loan
repayment. (14 marks)
®) @ Explain the meaning of credit administration as used in lending. (1 mark)
(i)  Explain five objectives of credit administration. (10 marks)
2, (a)  Baraka Limited, a fast growing manufacturing firm, has been a customer of
XYZ Bank for the last five years, The Finance and Strategy Manager of Baraka Limited
approached the bank for a Ksh. 2,400,000 loan to be used to purchase a new model
equipment to increase production. The equipment will enable the company increase
annual profit after tax as follows:
Year Increase in annual profit
after tax
Ksh.
1 800,000
2 900,000
3 750,000
4 850,000
5 600,000
The cost of capital is 15%.
0] Determine the Accounting Rate of Return (ARR) for the investment.
})pﬂ "'AML’M 4 x|oD (5 marks)
ﬁuh Trresnnen / r ;
(i) Based om'the A calculated in (i) above, explain whether XYZ Bank should
advance the loan or not. (2 marks)
(iii) Highlight three igiyantages of ARR in evaluating the viability of the investment
proposal. 7 1!f%! th (6 marks)
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® @ Outline four obligation o}; a borrower Wt rj ard to security pledged against a
bank loan. g‘ . %TL s ’CWE” Ve (8 marks)
q
(i)  Highlight twofxfns(;nces when a borrower may get an unsecured loan from a
bank. (4 marks)
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3, (8  Wema Limited, a non-deposit taking micro finance firm, has operated in Kenya for the
last four years. As part of a strategic plan, the firm intends to diversify into banking. The
firm has hired Jamal, a diploma holder in Banking and Finance to develop a
bank lending policy for the first branch to be opened in three months’ time.
Explain six principles that Sh(\lsl d be considered when developing such a policy.
it L\@ A (12 marks)
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{(b)  When conducting an Gvalaton 2% a pers‘é}féﬁoan" a;ﬁnlicau'on, banks normally perform
a risk assessment.

6] Outline five methods that may be used to carry out such assessment.

’ g \ \ .
v (o0 DodySis V' aatyp e dselwent (10 marks)
(i) S}g’%h%ﬁ &dﬁ\‘g‘amagf’s of performing the assessment. Jae (3 marks)
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4. (a) Outline ﬁi‘%"ﬂ’é ;l‘{')at cgnmex'cial anks may be exposed to when dvancing foreign
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currency loans to importers. ”, [0 G \:Dnmnhhm ’ (10 marks)
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(b)  Boresha Construction Company has secured three construction contracts from reliable

clients. The company is seeking Ksh. 30 million loan from Zuri Bank for the purposc of
executing the contracts. The bank has requested the customer to provide a collateral

security.

i i ha Limi as security. {
6)) v%’e items that Boresha Limited may pledge as security (5 marks)
(ii)Explain five reasons why Zuri Bank requested for the collateral sequrity (10 marks)

Viininizes £k aleded - Pette wmtewdt maley
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OquTfﬁbéﬁﬁv{ Jtfles of %‘(}Joﬁrqvger to?tﬁﬁ bank. gerem (10 marks)
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(b) opha Limited, a textil¢’itm 1n Kenya has been carrying out its business in a rented
property. The firm intends to acquire freehold land and construct buildings for their
business. They have sought a loan of Ksh.100 million from Millenium Bank to finance
the project.
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()  Apart from martgage Joan, state that Dopha Limited may

access from the bank. vBoac M g .Pf\‘:]m% ﬁ"“t‘;;ff ’ (5 marks)
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(i)  Explain five disadvantages of Dopha s move'to acquire a bank loan to
finance the project. ~2 2
7 RIJL asfesd rﬂPfll Y’me(ﬂu &LL@ (10 marks)
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Mosiko, a dairy farm enterprise intends to acquire better grade cows to increase milk

production. The firm has made a loan application of Ksh. 2 million to Di gital Bank to
purchase the cows.

(1) State three ¢

iderations that the bank should make when deciding a collateral
security to accept.” Chariiit e P

(3 marks)
v [ ddnwlhmeu
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(i)  After several months@ ot& ﬁompmn repayment, Mosiko stopped remitting the
monthly installments.

Explain the procedural steps the bank should take to recover the outstanding
amount, v (12 marks)

Supa Limited, a large manufacturing organization located in Nakuru town, applied for
Ksh. 8 million mortgage loan from Delta Bank. As part of the loan evaluation process,

the credit manager of Delta Bank instructed twa credit officers to make-a site visit to the
organization. Explain five reasons for making such a visit. [ add (
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