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This examination question paper remains the property of the University of South Africa and may not be
removed from the examination venue

* This paper consists of ten (10) pages in total.
» There are four (4) questions which are all COMPULSORY.
» You need to answer all questions in the spaces provided. Show all calculations.

+ The marks awarded per question shouid give you an indication of the length of
your answer
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Question 1
[20 Marks]

a Suppose a banker tells you that his bank, in the year just completed, had total interest
expenses on all borrowings of A12 million and noninterest expenses of R5 million, while
interest income from earning assets totalled R16 miflion and noninterest revenues totalled
R2 million Suppose further that assets amounted to R480 million, of which earning assets
represented 85 per cent of that total while total interest-bearing habilities amounted to 75 per
cent of total assets. Determine this bank's net interest and noninterest margins and its
earnings base and earnings spread for the most recent year (10)

b Using examples explain the concepts of ex interest and cum interest (6}

[TURN OVER]
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¢ If a bank’s net interest margin, which was 2 50 per cent, increases by 10 per cent and its
total assets, which stood onginally at R575 million, rise by 20 per cent, what change will
occur in the bank's net interest Income? 4

[TURN OVER]
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Question 2

[20 Marks]

a The First National Bank of Dogsville finds that its asset and liability portfolio contains the
following distribution of maturtties and repricing opportunities.

Coming Next Next More Than 90
Week 30 Days 31-90 Days Days
Loans R200 R300 R475 R525
Securties R21 gze R40 R70
interest-sensitive assets
Transaction deposits R320 R0Q0 R 0.00 R0 00
Time accounts R100 R290 R196 R100
Money market borrowings R136 R140 R100 RB5

Interest-sensitive habilities

When and by how much is the bank exposed to interest rate risk? For each matunty or
repricing interval, what changes in interest rates will be beneficial and which will be
damaging, given the current portfolio position? (10}

[TURN OVER]
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b From the lenders’ and the borrowers’ perspectives explain by using exampies, the
operation of the gold swap market 4

[TURN OVER]
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¢. Peoples’ Savings Bank has a cumulative gap for the coming year of + R135 miilion, and
interest rates are expected to fall by two and a half percentage points Calculate the
expected change in net interest income that this savings institubon might experience, What
change will occur in netinterest income If interest rates rise by one and a quarter percenta(g?
points? 6

—

Question 3
[20 Marks]

a. A municipal bond has a R1 000 face (par) value [ts yield to matunty 1s 5 per cent, and
the bond promises its holders R60 per year i interest (paid annually) for the next 10
years before it matures

Calculate the bond's duration and explain what this answer means (10}

[TURN OVER]
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b Expiain how the ROA and the ROE are calculated and explain the reasons for an increase
in both these measures to occur {4)

[TURN OVER])
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¢ If a government bond 1s expected to mature in two years and has a current price of R950,
what i1s the bond’s YTM 1f t has a par value of R1 000 and a promised coupon rate of 10
per cent? Suppose this bond i1s sold one year after purchase for a price of R970 What

would this mvestor's holding period yield be? (6)
Question 4
[10 marks]
a Constder the following Bond
Nominal vaiue R1 000 000
Coupon rate (half-yearly) 13% per annum
Maturity date 15 July 2029
Yield to maturity 1590% per annum
Settlement date 24 May 2014
interest dates 15 January and 15 July
All-in price 88 14037%
Calculate the accrued interest and the clean price (4)

—

[TURN OVER]
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b Explain what are primary reserves and secondary reserves and what are their purpose

For example, a bank holds cash in its vault of R1 4 milion, short-term government securrties
of R12 4 milhon, privately 1ssued money market imstruments of RS 2 million, deposits at the
South African Reserve Bank of R20 1 million, cash tems i the process of collection of RC 6
mithon, and deposits placed with other banks of R16 4 million. How much in primary reserves
does this bank hold? How much does the bank hold in secondary reserves? {4)

[TURN OVER]
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¢ What are off-balance-sheet items and why are they mportant to some financial firms? (2)
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