; KASNEB

CCP PART 11 SECTION &
CREDIT PRACTICE
FRIDAY: 2T November 2015, Time Allowed: 3 hours,
Answer ALL questions, Marks allocated to each guestion are shown at the ond of the question.

DUESTION OMNE

Denkmann Oluoch is a-sole propriecor dealing in the sale of second hand clothes. He has been in this business for five years,
To finance his business. he relies heavily on the use of credit cards, overdraft Mcilities from his bank and loans from Jijenge
Comgperative Society in which heis o member. He holds an aceount with Livwezs bank and Jitegemoe bank.

Denkmann Dluoch hos defaolted in pavment of most of his accounts for sl least 120 days- As a result, his name has been
forwarded to the credit reference burean (CRE) as a defaulier. He is worried about the possibility of losing his house and car
through foreclosure. This is not the first time his name has featured in the CRB. Two vears ago. he had defoulied on the
tepayment of & loan from Jijenge Co-operative Sociery and he was lisved as a defaulier in the ©RE,

Denkmann Oluech has approached Dube Mumo, the credit controlfer of Uwezo bank, from where he had acquired the
micrigage facility und the car foan; to find out if the bank would be willing 1o allow him fo pestrocture his debi.

(ke Mumo advised Denkmann Cluoch to seek the services of Christopher Roos, a registered debd counselbor and owner of
Debt Counselling Experts Ltd, who could offer profiessional debt counselling advice on how to organise his finances and
ultimately control his “hupge appetite for debt” Denkmann Oluoch comtacted Christophes Roos as advised by the credit
gontraller of Uwezo bank. He filled in hes debt counselling application form-and leii- it with the debt counsellor

Christopher Boos agreed to review Denkmann Oluoch’s application. form and developed the following new’ repayment: plans
for Denkmann Oluoch with lower monthly pavments and interest rates ond sent these to the credit providers for their

agrecmend:

Proposed repayment plan for Benkmiann Dlooch

| Credit provider | Original Industry | Monthly Mew agreed New monthly |

i anmual inferest | rFate instalment annnoal intérest | instafment l

I ! rate B before review Fale

Jig =% i | % USD % UsD

| Home fonn . T 7 7.703 7.5 4,970
Vehicle finance i5 6.5 |,605 Ji5 050
Credit card 1 {Uwezo Bank) an 4 1&10 ] 480 |
Crodit card 2 (Jinegemee Bank) 22 4 S5 4.5 270 |

T Owerdrafl | (Uwezo Bank) | i3 e 1,580 50 430

| Owerdraft 2 {Jitegemes Bank) | 20 ] 1760 7.0 L |

ol | - B0

All the credit providers agreed with the new repaymenl schedule but raised the following questions:

[ How was it possible that even ufier Denkmann Otuoch defaulted on his fijenge Cooperative Society loan, he was abie
1o acquire a mongapge facility plus additional credit facilifies?

L With credit information sharing, how did Denkmann Oluoch sccess different credit products from different financial
instilutioes?

As g partner at Debt Counselling Experts Lid., vou have been appointed by Christopher Roos 1o be in charge of Denkmann
CHuoch aceount on debd restructunng,

Soan aftcr your appointment, you held a mesting with Denkmann Oluoch so that you could take him through the provess of
debt restructuring. At the end of the meeting you realised that lack of information sharfhg ameng the financial institutions was
one of the major reasons that encouraged Denkmann Oluoch’s huge appetite for- debt,
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Reguired:
{a} Distuss the six stnge process of debt resructuring thal Denkmann Qluwoch’s repayment schedule would be subjected

T8 i12 marks)
ib) With reterence o Denkmann Qluoch's situation, argue three cases in favour of debt restructurig. | b Prdrks )
(] (i} One of the functions of credit pm\Jil:I.nrs i5 1o-price credit correctly,

Required:
Analves the above statement inrelation to Denkmann Cuach’s case L rmrks)

{11 Benkmann Olyoch seems to by seflerng fromn the problem of “morl lszard”
Reqidred: T :
Explain the term “moral hitzord™ with réference 16 the delnyltmade on the Tijenge Cooperative Sotiety Lodn.
{5 marks)

LT Justify the following stateivent; "credil tnformation sharing among the rancial institutions would have been
the selution to Denkmann Oiooch s huge appetitg for debi™, 15 marks)

d} Apart from the mformation provided in the repayment. plan, describe five additionnd sourcesof credit informnlion teat
the debt coupselling expen coufd have requested from Denkmann Oluoch for consideration under debt restructuring.

L5 marks)
{Tatnl: HEmarks)
QUESTION TWIX
[} The following patticulars were extracted from the books of Binshors Faida Bank Lid, as a1 30 June JEES
© Assets particulars . Amount. | Provision |
i Shi million™ | 0 |
| Standard TO00 | 025 |
. Sub-siandard asses A
| Doubtful assets categories (secured) :
| Upto | year i 420 20
U1 - 3 vewrs |5 21 i . |
More than 3 vears { 180 A0
Loss oaseis | i | hH

Thie proportion of security avaitable for the doobtful assets s 65% 40%and 25%6 for the three culegonies respectively

Heguired:
Arsess the amount of provision the bank should make foreach of the assets above, i mirks)
(b} Highlight four disadvantages of using o bank overdraft facility to finmnce a business, (4 rriarks}
[k Agialyvse five drowbacks of the informal Sredst rting approach. {5 miarks)
{Total: 15 marks)
QUESTION THREE
[a} With reference toassel finomce, evaluate Four factors that coubd-afTect the validiry offitlé deeds in your countey,
(5 marks)
b Dizcuss seven adventages of sale pind lepse back &% 8 source of finance, {7 marks)

i Totnl: 15 marks)
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QUESTION FOLR

fal

(1

Desoribe five principles of microfinance. i 5 marks)

ABC Lad, makes anseal credit sales of Sh.E 500,000 and offers credit terms of 3 dnys. Debt adminisisation has been
poor end the average colléction period has been 45 days with ©,.5% of sales resufling in bad debts wrilien off. Asa
result, ABC Lid. has sought the servicer of a factor who is willing 10 ke an the 1ask of debt admanistrstion angd credii
checking. nf on annwal fee . of 2,5% of credil salcs. Thee company could save Sho30.000 @ venr in administration ohsis.
The paymen| perod could be reduced 1630 dnys.

The Tnctor will afso, provide an sdvonice of B0% of invoiced debis al on interest rare of J4% par annum (3 % over the
current bunk mte). The company can abiain an overdrafi fecifity 1o finance ity pooounts receivable at o eare of 2.5%
per annum over the darfent bank rate

Regmired: p

As the eredit controfler of ABC Lid. advise the management on whether o engage the services of the factos. Assume

a gonstant monthy twrnover {10 marksh
i Total: 15 murksh

QUESTION FIVE

[

b

1]

Expdain four nemtons why there 153 global ‘trend o migrate both credit-and debit cardbolders: from magnetic: strip 1o
chip technology cards, (4 marks |

Loen defaulrs éventually lend to non-performing loans | NPLs) which in turn erode the profitabifity of banks and
endanges (heir shareholdess funds. To this end, banks have sei up risk management departments to monitor credil
quihity wod sake carly preveniive measures W oonirol NPLs

COhne of the methods of monitoring credit quality is o identifyv enrly waming signs, commanly: known us red [Tags,
Ciring relevant gxnmples; sdenfify oo red fings in cach of the foflowing csegories:

£¥) Account operations. 2 marks)
fiil Buisirmess opseration, {2 marks)
fimd Enxironmient {2 marks)
Chline - five. dusclosures-of interest ratés (hot-a lending sinstitution should make o-the sustomer prior io-signing the

ok, i = ks )

(Total: 15 morks)
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