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TIME: 2 HOURS 
GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 

This is a closed book examination. Text book/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS: 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s).
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s). 
4. Marks allocated to each question are shown at the end of the question. 
5. PLEASE start the answer to EACH question on a NEW PAGE. 
6. For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
7. Write your answers in paragraph form unless stated otherwise.
8. Keep your phone(s) SWITCHED OFF at the front of the examination room.
9. Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination.
10. You are only allowed to leave the examination room 30minutes to the end of the Examination.
QUESTION ONE (Compulsory)
Case Study

Credit Administration and Credit Risk

You have received your Appointment as the Head of Credit of a Microfinance bank that has been lending to small-scale traders for the last 20 years. Your first priority is to strengthen the banks credit policy bearing in mind high levels of Non-Performing Loans. The firm has managed to classify the defaulters and other borrowers into various categories. The bank has been engaging various means to pursue the defaulters. Economic hardships have been on the rise despite most of the borrowers having advanced loans to boost the working capital needs for their businesses! Despite several loan restructuring requests, several borrowers are yet to keep up with the loan repayments!

Review of the bank’s credit policy seems the likely option. The bank has been lending for a minimum of 3 years but there is need to shorten the term of credit! Several Credit reference Bureaus (CRBs) have been registered: the bank is asking you to consider utilizing them. It comes to your knowledge that most of the defaulting borrowers had not provided collateral for their loans! The credit department has several staff who are yet to be trained on credit administration. The bank is considering factoring some of the receivables if the service fee is good enough! You have been asked to do benchmarking with other banks to learn how to improve the credit policy of your bank!

You are required to answer the following questions in view of the case study above:
a) Describe how client appraisal/assessment could help in managing credit risk     (6 marks)
b) Discuss THREE contributions of Credit Reference Bureaus (CRBs) in mitigating the problem of Non-Performing Loans            




       (6 marks)
c) Explain how borrower character and collateral could be useful in mitigating credit risk arising from secured lending 






       (6 marks)
d) Develop a risk-based credit pricing model to enable to bank determine lending rates for its personal loans and short-term commercial loans 



       (6 marks)
e) Describe how the bank could improve its liquidity via factoring of receivables  (6 marks)
QUESTION TWO
a) Using an appropriate example, describe debt restructuring in the context of a company that is having difficulty in repayment of its bank loan

                   (6 marks)
b) Explain THREE factors (within the control of a Debtor) which could lead to credit default 






     

       (6 marks)

c) Differentiate between credit scoring and credit information sharing by citing relevant examples from credit markets in Kenya 




       (8 marks)

QUESTION THREE
a) City Millers Inc. had Debtors/Receivables of sh. 13,500,000 on 01/01/2025. Explain how the credit manager could utilize Pledging of the Receivables to obtain a loan     (6 marks)
b) Discuss THREE determinants of credit risk of a Company seeking a loan of sh. 5,000,000 from a Commercial bank





       (4 marks)
c) Describe the problem of encumbrances from the perspective of a lender receiving land as collateral for a bank loan





                   (4 marks)
d) Examine THREE types of documents/forms that a Commercial bank should obtain from a borrower who is seeking sh. 3,500,000 as a 3-year personal loan

       (6 Marks)

QUESTION FOUR

a) Distinguish between factoring receivables with recourse and factoring receivables without recourse            






       (4 Marks)
b) XYZ Ltd. has Debtors balance of sh. 460,000 as at 31/12/25 while the balance for 01/01/25 was sh. 340,000. In the course of year 2025, the company made sales of sh. 20,000,000 (40% being cash sales). Compute the Debtors turnover for year 2025 and advise accordingly 







       (6 Marks)
c) A Microfinance institution has employed you s Head of Credit with a primary objective of developing a credit policy for the commercial lender. Examine any THREE inputs that you should consider in developing the credit policy 


       (6 marks)
d) Explain any TWO credit risk management practices that a University could adopt to manage its Debtors







       (4 Marks) 
