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QUESTION ONE (Compulsory)

Case Study

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:

Describe how client appraisal/assessment could help in managing credit risk     (6 marks)
Discuss how Credit Reference Bureaus could help you to come up with a much improved credit policy 






      

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







       (6 marks)
Evaluate the benefit of using debtors turnover ratio in assessing the performance of your enhanced credit policy 






      (6 marks)
Describe factoring of receivables could be beneficial to the bank in the prevailing circumstances 








       (6 marks)
 QUESTION TWO

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






     

       (6 marks)

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




       (8 marks)

QUESTION THREE

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






       (4 marks)
 Distinguish between capacity and capital in the context of 5Cs of credit            (4 marks)
Discuss THREE key issues that triggered the 1982 international debt crisis       (6 Marks)

QUESTION FOUR

Distinguish between factoring receivables with recourse and without recourse  (4 Marks)

ABC Mintmix Ltd. has Debtors balance of sh. 460,000 as at 31/12/24 while the balance for 01/01/24 was sh. 340,000. In the course of year 2024, the company made sales of sh. 20,000,000 (40% being cash sales). Compute the Debtors turnover for year 2024 and advise accordingly 







       (6 Marks)

Discuss any THREE inputs of a good credit policy 



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







       (4 Marks) 



