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Question 1 [15]

1.1 XYZ Bank had, in the year just completed, total interest expenses on all borrowings of
R12 miilion and non-interest expense of RS million, while interest income from earning
assets totaled R16 million and non-interest revenues totaled R2 milhon The bank’s
assets amounted to R480 milion, of which earning assets represented 85 per cent of
that total and while total interest-bearing liabilities, amounted to 75 per cent of total
assets

(a)  Use the information to describe and calculate this bank’s net interest and non-interest
margins (4)

(b) Calculate the earning spread and explain what it measures (3)

[TURN OVER]
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1.2  Suppose the Augustina National Bank has assets with a duration of 6 5 years and
habilities with a duration of 3 0 years This bank has R200 million in assets and R180
million In llabililes What should happen to this bank's net worth if interest rates go down
from 7 per cent to 6 per cent? (4)

1.3  Suppose a bond has a duration of 8 years and I1s selling in the market for R1 000
Currently market interest rates are 5 per cent and are expected to nse by 0 5 per cent
What should happen to the price of this bond? (4)
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4 BAN3702
JUNE 2018 — second paper

Question 2 [25]

2.1 Aninvestor buys a Treasury Bill If the nominal value i1s R1 million, the current discount
rate 1s 10 per cent and the remaining tenor s 50 days Determine the initial amount
consideration needed to invest in the bill {(5)

2.2 What are the advantages of using duration as opposed to Interest-sensitive gap
analysis? (4)

[TURN OVER]
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2.3

Suppose a banker tells you that his bank, in the year just completed, had total interest
expenses on all borrowings of R12 million and noninterest expenses of RS million, while
Interest income from earning assets totaled R16 million and noninterest revenues totaled
R2 million Suppose further that assets amounted to R480 mitlion, of which earning
assets represented 85 per cent of that total while total interest-bearnng habiities
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
7

[TURN OVER]
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2.4 Using examples explain the concepts of ex interest and cum interest (5)

2.5 If a bank’s net interest margin, which was 2 50 per cent, increases by 10 per cent and
its total assets, which stood originally at R575 mullion, nse by 20 per cent, what change

will occur In the bank's net interest Income? (4)

[TURN OVER)
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Question 3 [20]

3.1 Describe the different types of rnisk faced by financial firms when interest rates change

(6)
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32 Off-balance-sheet items help a bank reduce certain types of risks but it can also increase
nsks within the banking sector Evaluate the statement critically (6)

33 “In South Africa, Treasury Bilis (TBs) are regarded as important money market
instruments " Defend this statement by referring to the purpose of TBs as well as their
advantages and disadvantages for investors (6)
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3.4 Expiain the meaning of YTM (2)
Question 4 [10]

41 The First National Bank of Dogsville finds that its asset and liability portfolio contains the
following distribution of matunties and repricing opportunities

Coming Next Next More Than
Week 30 Days 31-90 90 Days
Days
Loans R200 R300 R475 R525
Secunties R21 R26 R40 R70
Interest-sensitive assets
Transaction deposits R320 R QGO R 00O ROQO
Time accounts R100 R290 R196 R100
Money market borrowings R136 R140 R100 R65

Interest-sensitive liabilities
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When and by how much is the bank exposed to interest rate rnsk? For each maturity or repricing
interval, what changes In interest rates will be beneficial and which will be damaging, given the
current portfolio position? (7)

4.2 Explain how the ROA and the ROE are caiculated and explan the reasons for an increase in

both these measures to occur (3)
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