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ABSTRACT.

The study dwelled to examine the relevance of loan recovery on micro finance
institution performance: a case of pride micro finance. The study was guided by the
following specific objective :to examine the practice of credit assessment in pride micro
finance limited, mukono branch.: to find out the challenges faced in recovering loans in
pride micro finance limited, mukono branch.: to establish the relationship between
credit assessment and loan recovery in pride micro finance limited. The study was
conducted at the mukono branch of pride micro finance limited. The organization
targets micro, small, and medium-sized business owners as well as wage earners
engaged in a variety of economic activities with a broad array of products and services
across multiple industries. At the pride micro finance mukono, the researcher employed
a study sample of 40 participants from a total population of 70, including top
management, loan officers, and loan inspectors, as well as clients and their support
staff. The findings of the study showed largely that the practice of credit assessment at
pride micro finance Limited’'s mukono branch is designed to ensure that loans are
granted to creditworthy individuals and businesses while managing associated risks.
The findings showed that this process involves a comprehensive evaluation of the
borrower's financial situation, including an assessment of their income, credit history,
and business viability. The study recommended that there was need to Utilize
sophisticated credit scoring models and risk assessment tools to better evaluate the
creditworthiness of borrowers. This can improve the accuracy of credit assessments

and help in identifying potential risks more effectively.
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CHAPTER ONE

1.1 BACKGROUND

As part of a larger category of financial organizations known as semi-formal financial
institutions, microfinance institutions are included. According to the Microfinance Act of
2003, they are establishments that are registered as nongovernmental organizations
and carry out lending and deposit-taking activities. Credit policy, according to Kakuru
(2000), is a collection of policy measures aimed to minimize costs associated to credit
while optimizing its advantages. According to Edminster (1990), a credit policy is an
organization's "process of analyzing credit requests and its decision criteria for
accepting or rejecting applications." The objective of this strategy is to optimize debtor

recovery, given that a business may have a rigorous or loose credit policy.

According to Pandey (1995), microfinance companies use three decision variable
indicators in tandem: lending criteria, credit terms, and collection attempts. The criteria
used to identify the types of customers to whom credit may be granted are called credit
standards, sometimes referred to as accessibility measures. These requirements cover
asset quality and capital sufficiency. The circumstances under which credit is granted
are known as credit terms, and they specify the duration of the credit as well as the
terms of client payments, such as the loan amount and period. The actions the
institution takes to recover past-due payments, known as the real collection period, are

established by collection attempts, which include in-person meetings and phone calls.

Loan recovery (operational definition) is the process of figuring out the rate of payback,
portfolio quality ratios, profitability ratios, productivity and efficiency ratios, and the
depth of outreach. It also describes the pace at which customers return the money and

interest that was lent to them. Ssewagudde (2000) claims that credit policies are well-
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thought-out, well understood, and set procedures, guidelines, and directives that are
applied at the highest levels of the business. Microfinance companies evaluate credit
applicants and decide whether or not to give loans based on three processes in order to
maintain proper credit standards, avoid excessive risk, and appraise business
opportunities: credit data, credit research, and credit evaluation (ies)Loan recovery is
crucial for lending institutions to be able to clean their balance sheets so that they may
step up collection efforts and make financial report preparation easier, according to
Michael Malan, managing director of comp scan credit reference bureau (CRB) (The
New Vision, September 15, 2010). According to Mugisa (1995), loan recovery rates
allow for the measurement of performance and non-performing asset ratios, or the
capacity to gauge the amount of financial resources that can be recycled, which in turn
allows the institution to enjoy the trust of the general public. Any lending institution
must ensure pleasant loan recovery since it reduces default risk and saves operations

and transportation costs associated with finding defaulters.

Mugisa (1995) asserts that low-quality loans (assets) endanger the institution's viability
and cut off the economy's flow of capital, in addition to undermining its capacity to
repurpose its financial resources. With the assistance of the Norwegian Agency for
Development Cooperation (NORAD), Pride Microfinance was established in 1995 as a
non-governmental organization (NGO). Its main goal was to provide credit to the
underprivileged, especially those in the agricultural industry. It became Pride Africa
Uganda Limited after being registered as a limited company in 1999. Pride Microfinance
Limited was the new name of the business after the Ugandan government bought all of
its shares in 2003 (Mbanga, 2008). In accordance with the Banking Act of 2003, it
became an MDI in 2005 It is overseen and licensed by Uganda's central bank, the Bank
of Uganda. It is one of the members of the Association of Microfinance Institutions in
Uganda (AMFIU). PMFL (MDI) is the name of a microfinance deposit-taking institution. It
provides financial services to the segment of Ugandan society that the nation's
commercial banks either cannot serve or do not serve. The micro, small, and medium-
sized business owners are the emphasis of PMFL. The company also offers money
transfer services through Western Union and Money Gram. PMFL is both an MDI and a

Tier lll financial institution. It is therefore not permitted to create checking accounts or

2



exchange currency. The organization currently has 35 locations around Uganda, with its
headquarters located in Metropole House on Entebbe Road, in Kampala's core business
district. The largest and capital city of Uganda.

1.2 STATEMENT OF THE PROBLEM.

According to Mbanga (2008), credit evaluation is the process of determining a
borrower's credit worthiness. It guarantees that lenders assess borrowers' capacity to
repay new debts, removes needless risk, boosts the profitability of the credit portfolio,
lowers overhead, and ultimately results in effective client acquisition (Ssewangude,
2000; Mbanga, 2008). Despite conducting credit assessments on its clients, Pride
Microfinance Limited has persistently been unable to retrieve the loans that it has
provided to clients on time. The loan portfolio changed from 0.38% to 0.58% as aresult,
as shown by the Pride Microfinance annual report from 2013. Pride Microfinance may
become bankrupt, lose clients, and eventually close if this scenario is not addressed.
The researcher's intention is to investigate the applicability of loan recovery on micro

finance institutions

1.3 GENERAL OBJECTIVE

To analyze the relevance of loan recovery on micro finance institution performance in

pride microfinance Mukono
1.3.1 Specific Objectives of e stutly

i. To examine the practice of credit assessment in Pride Micro Finance Limited,
Mukono Branch.

ii. To find out the challenges faced in recovering loans in pride Micro Finance

Limited, Mukono Branch.

iii. To establish the relationship between credit assessment and loan recovery in

pride Micro Finance Limited

1.4 RESEARCH QUESTIONS
i) What is the practice of credit assessment on recovery used by pride Micro Finance
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Limited? ii) What are the challenges in loan recovery in pride Micro Finance Limited?

iii) What is the relationship between credit assessment and loan recovery in pride Micro

Finance Limited?

1.5 SCOPE OF THE STUDY

This study will consist of the content scope, geographical scope and finally time scopeas
discussed below;

1.5.1 Content Scope

The importance of loan recovery to microfinance institutions will be discussed in the
study. This will go through the process of credit evaluation, difficulties encountered in
loan recovery, and ultimately the connection between credit assessment and loan

recovery.

1.5.2 Geographic Ramnge

The study will be conducted at the Mukono Branch of Pride Micro Finance Limited. The
organization targets micro, small, and medium-sized business owners as well as wage
earners engaged in a variety of economic activities with a broad array of products and

services across multiple industries.

1.5.3 Scope of time

The trial will run from July to October for a total of four months.

1.6 SIGNIFICANCE OF THE STUDY.

The study's findings may help policy makers by supplying details on the loan recovery
procedure, obstacles to credit evaluation, and the connection between the two. These

details will facilitate the future seamless running of microfinance organizations.

The results can be consulted by academics and other researchers to close the
knowledge gap and offer new perspectives for investigations in the future. The research
may be utilized to partially complete Uganda Christian University's requirements for the
award of a bachelor's degree in business administration.



1.7 DEFINITIONS OF TERMS

Credit worthiness is the evaluation of a customer's prior credit history that enables a
prospective lender to make an offer of credit or decline it. Credit assessment: An
evaluation of a borrower's general or specific debt or financial obligation-related credit

worthiness.

Credit appraisal is the process of obtaining, processing, and evaluating high-quality datain
order to determine a client's creditworthiness and lessen conflicts of interest between

lenders acting as principals and borrowers acting as agents.

Portfolio management includes monitoring credit facilities, administering credit
facilities to guarantee timely and complete payments, and devising workout plans when

credit genuinely declines.

Loan Recovery: Refers to collection of amount due. The normally recovery depends on

the purpose, time and condition, business running process etc.

1.8 CONCEPTUAL FRAMEWORK.

LOAN RECOVERY MICRO FIANCE INSITITION
PERFORMANCE
LOAN CHARACTERISTICS. PROFITABILITY RATIO.
CREDIT WORTHINESS. > LIQUID RATIO.
PORTEOLIO SOLVENCY RATIO

MANAGEMENT.CREDIT
APPRAISAL.




CHAPTER TWO

LITERATURE REVIEW
2.0 Introdiuttoon

This chapter reviews the literature related to credit assessment and loan recovery in
microfinance institutions. It covered what other authors have written on the practice of
credit assessment, challenges to loan recovery in microfinance institutions and

Relationship between credit assessment and loan recovery.

2.1 Theoretical framework.
Principal-Agent Theory:

This theory examines the relationship between principals (MFls) and agents (borrowers).
The principal-agent problem arises when agents have incentives to act in their own
interest rather than in the best interest of the principals. In the context of loan recovery,
MFIs (principals) must design incentive mechanisms and monitoring systems to ensure
that borrowers (agents) repay their loans. Effective contracts and monitoring reduce
information asymmetry and moral hazard, leading to higher recovery rates. Therefore

this paper will be guided by this theory
2.2 Practice of credit assessmemt

Credit assessment is the initial step in the lending process, according to Nsereko (1995).It

is the procedure by which the borrower submits the required paperwork to the bank in



order to be approved for a loan. A credit assessment is a legal contract in which the
borrower accepts a benefit now and promises to pay the lender back later, usually with
interest (Feder & Just 1980). Additionally, it is an accounting entry that modifies the
balance sheet of the organization by increasing or decreasing liabilities and equity.
According to Pandey (2008), a credit will boost net income while a debit will decrease it

on the income statement of the business.

According to Beams (2001), the first phase in the credit assessment process is
determining a borrower's creditworthiness, or their capacity and willingness to repay a
loan. The credit officer's assessment of the borrower's current and expected financial
condition, the borrower's credit history and a positive correlation between past and
projected repayment capacity, the borrower's ability to withstand adverse conditions or
"stress," and the ideal loan structure, including loan amortization, covenants, reporting
requirements, and underwriting elements, should all be found by the examiner. Quantity,
quality, and liquidity of collateral pledged by the borrower; the bank's ability to realize
the collateral in the seven worst-case scenarios; and Qualitative factors, such as

economic conditions, industry, and management

The first steps in this procedure involve gathering, examining, and assessing the data
needed to assess the borrower's creditworthiness before approving credit from the
bank. Following the completion of the credit analysis and the determination that the
borrower constitutes an acceptable risk, the credit officer recommends a loan structure
that safeguards against the borrower's acknowledged vulnerabilities while preserving
the borrower's strengths. Determining a risk rating for credit and loan acceptance (or

rejection) marks the process's conclusion.

The parameters for this process are set by the bank's credit policy, lending criteria, and
processes, which determine the bank's appetite for risk and whether it is cautious or

aggressive.

The permitted loan reasons, loan types and structures, industries to which the bank is
willing to lend, and the kinds of information the lender must gather and examine should
all be specified in the credit policy and standards. All bank credit employees will engage

in lending within the framework, regulations, and tolerance limitations established by
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the policy and standards. As they perform analysis, underwriting, and monitoring for
lending activities, lenders need to be aware of the bank's credit risk management
system and their place within it. The following factors are taken into account while
evaluating client loans: The Credit Department ought to handle the evaluation and

supervision of consumer loans and debtors.

Two primary components comprise consumer lending risk management: the evaluation
and tracking of each individual borrower as well as the evaluation and tracking of the
borrower market. The portfolio comprises all of the borrowers. Does the borrower have

a stable social group affiliation? Does he work for a corporation and get a regular salary?

In addition, the department verifies if a business can repay the loan, checks for
bankruptcy history, confirms if a company pays suppliers on time, looks up a client's or
company's credit score prior to approving the loan, and determines whether a client or
company has outstanding debt from another institution.

When assessing and monitoring the borrower, it is important to take into account not
only the kind of customers being sought but also the applicant's credit history, income
and employment verification, income stability, employment stability, residence stability,
and debt-to-income ratio. It shouldn't take too long to evaluate the case. A detailed
analysis of the borrower's family and personal situation is necessary. Some of these
include the borrower's age, nationality (only citizens of the country should be eligible to
borrow), regular source of income and employment (monthly salary), number of children
and marital status, stable place of residence, bank account with the bank, lack of past
due bills (rent or taxes), lack of other outstanding debts with other banks or financial

institutions, lack of other dependents (parents), and the applicant's inaction.

2.3 Challenges faced iin recoweiimg loans in microfimance institutimms

According to Kakuru (2003), there are a number of restrictions on loan recovery by
different financial institutions. One of these is the inability to track and reconcile
accounts. Kakuru further notes that if an account's current status is unknown, it is
impossible to recall and recycle accounts in a timely manner or move an account from

one DCA to another. However, many creditors face this avoidable issue while



attempting to use their recovery systems. According to the report, some creditors have a
significant number of accounts that are in a condition of "limbo," meaning that no effort
is being made to collect any debt. In addition to the aforementioned, Kakuru contends
that a crucial characteristic of top-performing debt collection teams is their ongoing
capacity to create, test, and implement novel recovery tactics. Regretfully, a lotof
systems have trouble supporting testing, particularly when it comes to organizing and
keeping track of several test and control groups. Systems must be adaptable enough to
accommodate comprehensive performance tracking, add new external data sources,
and change portfolio segmentation algorithms. The potential to maximize collections
may be seriously hampered by systems'incapacity to support the creation, testing, and

implementation of innovative tactics.

According to Odongo, W. (2004), failing to respond to inquiries and complaints
promptly may be the main reason for customer discontent. A large portion of the debt
collection sector still handles client inquiries amongst the many organizations engaged
in the recovery process manually. Creditors bear the expense of handling the ensuing
operational actions in addition to the evident reputational and regulatory hazards.
Studies have also revealed that the inability to reply to inquiries affects the capacity to
gather data. Automated inquiry management has been demonstrated in recent
experiments to raise collection levels on these accounts by up to 400%. Financial
organizations lack data and insight, according to Garber (1997).

While rising interest rates bring in more money for banks, they also increase the cost of
borrowing for customers (Stem, 1991). The charges are not profitable if the clients do
not make their payments on schedule. Customers will quit borrowing if the interest rate
is high, according to Brook's (1993) law of demand, which states that credit demand is a
function of interest. 10 Most member lending institutions understand their obligation to
one another in order to effectively promote their economic interests; this is crucial for

achieving sustainability.

Low loan supervision—clients should be supervised on how to use the loan advanced to
them—poor client assessment procedures—clients are given loans without considering

the character, capacity, and collateral of the borrower—and low incentive to



save—Uganda has a very low domestic saving to gross domestic product (GDP) of 6-8%
(Bureau of Labor Statistics 2010).

High rates of inflation present another difficulty; historically speaking, significant
inflation typically heralds the arrival of an economic apocalyptic event that is
accompanied by financial instability, unemployment, and stagnation. The main
explanation for why severe inflation frequently coexists with severe economic
challenges is simple: One type of sovereign default is inflation. It is equivalent to
defaulting on half of the debt when bonds are paid off with money that is only worth half
of what it once was. Furthermore, sovereign default occurs during times of economic
distress rather than during periods of prosperity (Mutebile, 2005). Even those analysts
who are concerned about inflation these days tend to overlook the direct correlation
between debt, impending deficits, and inflation. Because monetarists emphasize the
relationship between money and inflation, they are concerned that the Fed's recent large
increases in the money supply would cause inflation to expand dramatically as well. The
Fed's own opinions are essentially "Keynesian," emphasizing interest rates and the
previously mentioned "slack" as the main causes of inflation and deflation. The Fed's
inflation "hawks" are concerned that interest rates will remain too low for too long and
that it will be difficult to control inflation once it starts. Fed "doves," on the other hand,
believe that in the event of inflation, the central bank can and will hike rates swiftly
enough to allay concerns about inflation at this time.

High taxes; one way the legal system handles debtors who are unable to make
payments is through bankruptcy. After a bankruptcy order is issued, a Trustee is
designated to seize your assets and distribute them equitably among your creditors in
accordance with established guidelines. Additionally, filing for bankruptcy places many
limitations on your actions. Seek counsel from an advisor from the list of contacts in
section 11 of this guide for comprehensive information on bankruptcy. In general, being
declared bankrupt by HMRC is comparable to being declared bankrupt by a business

creditor; however, there are several additional elements that you should be aware of.
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2.4 Relationstiip betwesn aretiit sssessmer tant loan recovany.

According to Kakuru (2003), in order for financial institutions to recoup advanced loans,
credit standards must be followed and clients must be thoroughly assessed before
granting such loans. He says it's critical to determine the client's capacity to repay the
loan in the first place. Additionally, he says that financial institutions won't be able to
see an increase in loan payback from their clientele until they obtain the collateral
security and determine the client's ability to return a loan. According to Mutebile (2005),
credit policies that involve determining a client's financial background (viability) assist
financial organizations in providing rules and processes that are consistently followed
when granting loans to clients.. As per his statement, the standard will assist in
providing consistent terms to every customer and evaluate the circumstances around

the loan's availability.

. Loan Recovery Rates and Financial Sustainability: MFIs' capacity to maintain their
financial stability depends on having high loan recovery rates. MFls may grow their
services, pay for operating expenses, and maintain their financial viability only if they are
able to recover loans effectively. For example, a 2011 study by Hermes and Lensink
discovered that MFIs with better loan recovery rates have a greater chance of reaching
financial sustainability and carrying on with successful operations.

Impact on Borrowers: Loan recovery practices can significantly impact borrowers. Strict
recovery practices may ensure higher repayment rates but can also lead to borrower
distress. Conversely, more lenient recovery practices may reduce financial stress on
borrowers but increase the risk of default for MFls. As highlighted by the Microfinance
Information Exchange (MIX) Market, balancing these aspects is crucial for the long-term
success of MFls (MIX Market, 2014).

Loan Recovery Strategies: MFIs employ various strategies to improve loan recovery
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rates, such as group lending, frequent repayment schedules, and social collateral. Group
lending; in particular, has been shown to enhance repayment rates by leveraging peer
pressure and mutual accountability among group members (Giné & Karlan, 2014).

Regulatory Environment: The regulatory environment also plays a significant role in loan
recovery. Effective regulations can provide a framework that supports both MFIs and
borrowers, ensuring fair recovery practices while maintaining high repayment rates. The
Consultative Group to Assist the Poor (CGAP) emphasizes the importance of a
supportive regulatory environment for the growth and sustainability of microfinance
institutions (CGAP, 2012).

Technological Innovations: Technological advancements have also impacted loan
recovery in microfinance. Mobile banking and digital payment systems have made it
easier for borrowers to repay loans, thus improving recovery rates. According to a report
by the International Finance Corporation (IFC, 2019), the integration of technology in
microfinance operations has led to improved loan recovery and better financial

inclusion.

Bendrey and West (1997) concur that evaluating a client's character before to granting a
loan can help a financial institution boost loan payback. Financial institutions claim that
policies will always specify that these requirements will be consistently met if the
proper customer must be selected in order to provide loans. The selection of
appropriate clientele is what will make it possible for financial institutions to get their
money back. According to Beams (2001), financial institutions have been
underperforming in terms of loan 12 because they have not been verifying the credit
quality of their consumers prior to making a loan. This makes recovering a loan difficult.
He continues by saying that financial organizations' inability to screen potential
customers based on their qualifications and morality has resulted in borrowers' inability
to repay debts. Consequently, he asserts that credit rules assist financial institutions in
increasing loan payback rates because they direct them to extend loans based on
collateral, capital, ability, character, and the ability to work in an atmosphere that

promotes loan repayment.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.0 Introdiuxttion

Research methods, study population sample populations, sampling designs, study
variables, data collection, data sources, instrument administration, data processing, and

study limits are all covered in this chapter.
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3.1 Designs for research

In order to collect data from respondents from the representative population at a
particular point in time without repetition, this study will employ a quantitative
descriptive research methodology. The design was selected because it required less
time to complete (Patrik & Ugo, 2019). It will also be put to use since it made it easier
for the researcher to record information based on data collected at a certain moment in
time. For this study, a quantitative technique will be chosen since it is a formal,

objective, systemic procedure that uses numerical data to obtain information
3.2 Study Area

The target population sample for my research study will be Pride microfinance Mukono.

So that's where my research study will conducted in terms of geography.
3.3 Study popuikaion

3.3.1 The study popuilzticm amtl ssenptessize

A population is a collection of individuals who share the same traits or characteristics
that the researcher is interested in, according to Burns and Grove (2001)The sample
size for the Stanbic bank will be chosen by the researcher following the method
described in Krejcie and Morgan's (1970) table for choosing the sample size for a
known population. At the pride micro finance Mukono, the researcher will employ a
study sample of 40 participants from a total population of 70, including top
management, loan officers, and loan inspectors, as well as clients and their support
staff. A list of all supervisors and their direct reports will compiled based on Krejcie and
Morgan's (1970)

Table 1: Study popuiktion snd sampéesizet tdiide

Departments /Directoraties Total Populatisns | 3ample size
Top bank Management 10 5
Loan officers 10 10
Loan supervisors. 10 5
Clients/customers 10 5

14



Support staff 10 5
Total 50 30

3.4 Sampling Stratkeqy
3.4.1 Sampling techmiques amnd procstiue

Identification and selection of individuals or groups of individuals who have knowledge
of or experience with an interesting phenomenon will be involved in purposeful
sampling (Creswell and Plano Clark 2011). A plan for purposeful sampling will also
employed to assist the researcher in locating key informants. Given that they are the
intended key informant group of respondents who are knowledgeable about the
microfinance issues pertinent to the study topic. The goal is credibility, not
representativeness or generalizability, so simple random sampling, which uses small
sample sizes, is an approach that increases the credibility of a sample when the
possible purposeful sample is larger than one can handle (Patton, 2001). The selection
of the microfinance customers will be done using this sample. This population will have
an equal chance of being represented in the sample, so the researcher will use this

sampling strategy.
3.5 Data collectiom metnodis

Quantitative data collection techniques will used in this investigation. Key informant
interviews and self-administered questionnaires will be used to gather quantitative data

from a sample size
3.6 Data collectiom imstmunesTits
3.6.1 Questitonrsiice

According to Kombo and Tromp (2006), a questionnaire is a useful instrument for
gathering information from a large sample or number of respondents. The
questionnaire is the main data collection instrument in survey research. To put it simply,it

is a set of uniform questions, or items, that follow a preset framework in order to
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collect individual data on one or more specific subjects. Sometimes, questionnaires and
interviews are used interchangeably. Actually, the questionnaire acts as a stand-in for a
specific kind of interview—a formal contract—where the questions' wording and order
direct the conversation. Frequently, the survey is administered to all respondents in an
identical, or standardized, way. This survey will be created with the study's objectives in

mind.

3.6.2 A Key Informants Guide

A collection of inquiries the researcher asks during the interview is known as a "Key
interview guide" (McNamara, 2009). Interviews with key informants are "qualitative, in-
depth interviews with 15-35 participants who were chosen for their first-hand expertise
on a particular subject. The interviews follow a rough structure that is based on a list of
topics for discussion. Key informant interviews allow for an open exchange of ideas and
information and resemble a discussion between friends. Interviewers ask open-ended

inquiries, elicit information, and take notes that are later expanded upon “(USAID 1996).

The key respondents will be interviewed at the headquarters using a design created by
the researcher as an interview guide. The researcher will question the respondents to
nudge them toward providing the information needed to achieve the study's objectives

and prodded them to get more information about their answers
3.7 Validity and meliiziiility off queamtitabecresgeacbh

Validity testing will be conducted to see whether the questions are able to collect the
desired amount of data (Cohen et al., 2007). Research specialists examine the
questions to make sure they elicit the desired response. To determine the validity of the
study instrument, a Content Validity Index (CVI) will be computed. To determine the

validity of the study equipment, the researcher will apply the formula shown below.
Content validity Index (CVI): Items deemed appropriate by all judges that are relevant

total amount of things evaluated.
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3.8 Data managemenit s smedlysss
3.8.1 Quamtittetiee dizta

To clearly highlight scientific arguments supported by statistical proof, primary data
was coded, loaded into a computer, cleaned up, and modified. Descriptive statistics will
be easier to cross-tabulate and display as a result. With the aid of software programs
like MS Excel, SPSS data will further examined.

3.9 Ethical consideratiioms @amd procstiuee aff diatacoléetiton

The following ethical considerations will be taken into consideration by the researcher
based on those raised by Callahan (1998):

The School of Business and Administration at Uganda Christian University Mukono will
grant a ethical clearance.

Interviewees will be advised that the study is a requirement for the researcher's
bachelor's degree and that the bank officials may use the findings to enhance their

performance.

The researcher will explain how privacy and confidentiality issues should be handled
and will be mindful of how information is safeguarded against unauthorized access as
well as whether and how participants should be informed of any unexpected research
results that they are not supposed to know.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION OF THE FINDINGS
4.0 Introdugttion

This chapter consists of data presentation, analysis and interpretation of the findings on

the themes of the study

4.1 Descriptive analysis of demogreghy
Table 4.1 Shows the gender of the respomndients

Gender
Frequency Percentage
Male 18 60%
female 12 40%
Total 30 100

Source: Field data (2024)
According to the study's findings, 40% of respondents were women and 60% of
respondents were men. The study's conclusions demonstrate that more males work in

pride microfinance.

Table 4.2 Shows the age bracket off te regpomdterts

Gender Frequency Percentage
18-25 years 10 33.3%
26-35 years 10 33.3%
36-45 and above 5 16.7%
45 and above 5 16.7%
Total 30 100%

Source: Field data (2024)

According to the survey results, 33.3% of participants were between the ages of 18 and
25, 33.3% were between the ages of 26 and 35, 16.6% were between the ages of 36 and
45, and 16.7% were over 45. According to the study's findings, respondents at pride
micro finance are 36 years old on average.
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Table 4.3 Shows tie educaiimn level of the respondents

Education level Frequency Percentage
Postgraduate 08 26.6%
Degree 10 33.3%
Diploma 12 40%

Total 30 100%

Source: Field data (2024)

The findings from the study show that 33.3% of the respondents were degree holders,
26.6% of the respondents were postgraduate holders, 40% of the respondents were
diploma holders, the findings from the study imply of the respondents from pride micro-

finance are educated.

Table 4.4 shows the department levels of the respondents

Education level Frequency Percentage
Management 04 13.3%
Loans office 10 33.3%
Clients 12 40%
Support staff 2 6.6%
Total 30 100%

Sourve: Field data (2024)
The findings of the study revealed that 13.3% of the respondents were from the

management department, 33.3% of the respondents were from the loans department,

40 % of the respondents were clients and 6.6% were the support staff.
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4.2. TO EXAMINE THE PRACTICE OF CREDIT ASSESSMENT IN PRIDE MICRO FINANCE

LIMITED, MUKONO BRANCH

Table 4.5 examines the praciice of oredlit assessmarTttimpitdermotcoof iaanee limited.

Source: Field data (2024)

Statement SA A N D SD | StDe | Mea
n

Client |dentification and | 51.9% | 48.1% | 0% 0% 0% |.505 |1.48

Verification:

Credit History Evaluation 34.6% | 50% 15.4% | 0% 0% |.687 | 1.81

Income Assessment: 53.8% | 0% 0% 46.2% | 0% |.503 | 1.54
38.5% | 46.2% | 15.4% | 0% 0% |1.00 |1.92

Loan Purpose Assessment 7

Collateral Evaluation 69.2% | 30.8% | 0% 0% 0% |.466 | 1.31

51.9% of respondents highly agreed, according to the study's findings, that Pride

Microfinance had

appropriate loan procedures that include client verification and identification. The same
statement and the table above revealed that the mean was 1.48 and the standard

deviation was 0.05, even though 48.1% of respondents agreed with the assertion.

The study's conclusions showed that 50% of respondents believed that evaluating credit
history was a crucial step in the loan assessment process.34.6% of respondents
strongly agreed with the statement, while 15.4% of respondents were unsure of it.
According to the following table, the mean is 1.81 and the standard deviation is 0.687.

According to the study's findings, 53.8% of participants strongly agreed that Pride
Microfinance evaluated loans based on income. 46.2% of the respondents disagreed
with the statement, despite the fact that it and the previous table indicated that the

mean is 1.54 and the standard deviation is 0.503.

Additional survey findings indicate that 46.2% of participants considered the loan
purpose evaluation to be a crucial procedure in the loan assessment process.15.4% of

the respondents were unclear despite the fact that the statement and the previous table
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indicated that the mean is 1.92 and the standard deviation is 1.007.

The study further revealed that 69.2% of the respondents strongly agreed that Collateral
Evaluation was vital in loan assessment as it was strongly impactful to the worthiness
of the loan.30.8% of the respondents also agreed with the statement and however, the
same statement and the above table revealed that the <adhdbdrs 0.466 and the

meanis 1.32
4.3 CHALLENGES FACED IN RECOVERING LOANS IN MICROFINANCE INSTITUTIONS

Table 4.6 Assess the challlemges fiamet] i remoaaiingg loans in microfinance institwiimms

Statement SA A N D SD | StDe | Mea
n

Poor client's assessment procedures 57.7% | 42.3% | 0% 0% 0% |.499 |1.42
There is also a challenge of high inflation | 26.9% | 46.2% | 3.8% | 23.1% | 0% | 1.09 |2.23
rates 6

Fraud and Misrepresentation 26.9% | 65.4% | 0% 77% |0% |.758 |1.88
Inadequate Support Services 30.8% | 69.2% | 0% 0% 0% |.471 |1.68
failure to react in a timely manner to repay | 76.9% | 23.1% | 0% 0% 0% |.425 |1.23
loan

Source: Field data (2024)

According to the study's findings, 43.3% of respondents and 57.7% of respondents
strongly agreed that poor clients' assessment procedures posed a significant obstacle
to Pride Microfinance's loan recovery. Nevertheless, the same respondents and the
above table also revealed that the mean and standard deviation of the statement are

1.42 and 0.499, respectively.

According to the study, 46.2% of participants concurred that an issue that affects loan
appraisal over time is high rates of inflation. Although 26.9% of respondents agreed
with the statement, the identical statement and the table above showed that the mean

was 2.23 and the standard deviation was 1.096.

21




According to the study's findings, 65.4% of respondents thought that one of the biggest
problems facing microfinance's clients was fraud and misrepresentation. The
statement was strongly agreed with by 26.9% of respondents, disputed with by 7.7% of
respondents; the standard deviation and mean of the statement, as shown in the above

table, are 0.758 and 1.88, respectively.

The study also showed that 69.2% of participants felt that the institutions' capacity to
successfully recover loans was hampered by inadequate support services.However, the
identical statement and the preceding table revealed that the mean is 1.68 and the
standard deviation is 0.471. Thirty-eight percent of the respondents agreed with the

statement.

The study further revealed that 76.9% of the respondents strongly agreed that failure to
react in a timely manner to repay loan from the client hinder the institutions capacity to
create more credit..23.1% of the respondents agreed with the statement and however,
the same statement and the above table revealed that the st démis 0.425 and

the meanis 1.23.
4.4 RELATIONSHIP BETWEEN CREDIT ASSESSMENT AND LOAN RECOVERY

4.4 Table 4.7 Shows the relatimmstijp etiveen cretlitasesssneentsanid loan recovary.

Statement SA A N D SD | St De | Mean

Credit assessment helps in identifying | 46.2% | 53.8% | 0% | 0% | 0% |.503 | 1.54

potential risks associated with a borrower.

Assessing a borrower's repayment | 57.7% | 42.3% | 0% | 0% | 0% |.499 |1.42

capacity ensures that they can meet their
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financial obligations  without undue
hardship

Proper assessment of collateral helps | 50% 50% 0% | 0% | 0% |.505 |1.50

ensure that the assets securing the loan

are of sufficient value

A comprehensive credit assessment often | 73.1% | 26.9% | 0% | 0% | 0% |.448 | 1.27

involves understanding the borrower’s

financial habits and business practices.

Credit assessment can identify early | 61.5% | 38.5% [0% | 0% | 0% |.491 |1.38

warning signs of potential repayment

issues.

Source: Field data (2024)

53.8% of respondents to the study felt that credit assessment assists in identifying
potential hazards related to a borrower. However, the identical statement and the
preceding table revealed that the mean is 1.54 and the standard deviation is 0.05. 46.2%

of the respondents also strongly agreed with the statement.

Additionally, the study showed that 57.7% of participants strongly agreed that
determining a borrower's capacity to repay debt guarantees that they won't experience
excessive hardship in meeting their financial responsibilities.Although 42.3% of
respondents agreed with the statement, the identical statement and the table above
showed that the mean was 1.42 and the standard deviation was 0.499.

The study found that half of the participants strongly agreed with the statement that
adequate collateral appraisal ensures the assets used to secure the loan are valuable

enough. The aforementioned table's mean is 1.50 and its standard deviation is 0.505.

73.1% of participants in the research strongly agreed with that. A comprehensive credit
evaluation typically requires an understanding of the borrower's financial activities and
business practices. But the same statement and the previous table showed that the
standard deviation is 0.448 and the mean is 1.27. Of those surveyed, 26.9% agreed with

the statement.
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The study's conclusions also showed that credit evaluation can spot early indicators of
possible payback problems.This was evident whereby 61.5% Of the respondents
strongly agreed to the statement, 38.5% of the respondents also agreed to the same

statement. The statement exhibited a mean of 1.38 and a standard deviation of 0.491

CHAPTER FIVE
SUMIVKXRY, CONCLUSION AND RECOMMENDATIONS

5.0 Introdluxtion

This chapter presents summary of the findings, conclusion and recommendations onthe

topic of the study
5.1 Summary of the fiimdiimgs

5.1.1 TO EXAMINE THEPRRAGTECE OF CREDIT ASSESSMENT IN PRIDE MICRO
FINANCE LIMITED, MUKONO BRANCH.

According to the study's findings, a crucial step in the credit assessment process was
the thorough investigation of the borrower's creditworthiness—that is, their capacity and
willingness to repay the loan—as well as the collateral's value. Pride Microfinance learns

that the credit officer considers the borrower's credit history, aptitude to handle stress
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or tough situations, current and projected financial situation, and a positive correlation
between past and projected repayment ability. This outcome agreed with the findings of
Beams (2001).The results also showed that monitoring and evaluating the borrower is
crucial. Among other things, it's necessary to evaluate the type of clients being looked
for, their credit history, their income and employment history, their stability in work and

residence, and their debt-to-income ratio.

5.1.2 CHALLENGES FACED IN RECOVERING LOANS IN MICROFINANCE
INSTIMUTCNES.

The findings of the study revealed that Borrowers might default on their loans due to
financial difficulties, poor business performance, or unforeseen circumstances, making
it difficult to recover the outstanding amounts. Economic downturns, inflation, or
currency devaluation can negatively impact borrowers' ability to repay their loans,
especially in developing regions where microfinance operates. The findings further
revealed that Borrowers may lack proper financial management skills, leading to cash
flow problems that hinder their ability to make timely repayments. Pride micro finance
microfinance clients do not have significant assets to offer as collateral, which can
make recovery efforts more challenging if they default. The findings of study showed
that there was limited or no credit history for new or small-scale borrowers can make it

difficult to predict repayment behavior and manage risk effectively.
5.1.3. RELATIONSHIP BETWEEN CREDIT ASSESSMENT AND LOAN RECOVERY

The findings of the study revealed that Loan recovery practices can significantly impact
borrowers. Strict recovery practices may ensure higher repayment rates but can also
lead to borrower distress. Conversely, more lenient recovery practices may reduce
financial stress on borrowers but increase the risk of default. This was line with the
research by (2012 MFIs). The findings further found a positive correlation between
assessment and loan recovery. Credit assessment helps in identifying potential risks
associated with a borrower. By evaluating a borrower's credit history, income, and
business viability, institutions can gauge the likelihood of default. This proactive

approach allows for better risk management and strategies to mitigate potential losses.
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A thorough credit assessment informs the decision-making process regarding loan
approval. By ensuring that loans are granted to individuals or businesses with a high
likelihood of repayment, institutions can improve overall recovery rates. Effective credit
assessment leads to the setting of appropriate loan terms and conditions, including
interest rates, repayment schedules, and collateral requirements. Tailoring these terms
to the borrower's financial situation helps in making the loan more manageable and

increases the chances of timely repayment.
5.3 Conclusiomns.

The practice of credit assessment at Pride Micro Finance Limited's Mukono Branch is
designed to ensure that loans are granted to creditworthy individuals and businesses
while managing associated risks. This process involves a comprehensive evaluation of
the borrower's financial situation, including an assessment of their income, credit
history, and business viability. By scrutinizing these factors, the branch aims to
determine the borrower's ability to repay the loan, which is crucial for maintaining the

institution's financial health and sustainability.

In summary, a strong credit assessment process is fundamental to effective loan
recovery. By ensuring that loans are granted based on thorough evaluations of
creditworthiness and financial stability, the Mukono Branch can significantly reduce the
risk of defaults and improve overall recovery outcomes. Addressing the challenges
identified and leveraging the insights gained from credit assessments can lead to more
successful loan management and recovery strategies, ultimately supporting the

institution’s mission of providing financial services while maintaining financial health.
5.4 Recommendations.

Based on the examination of credit assessment practices, challenges in loan recovery,
and the relationship between these two aspects at Pride Micro Finance Limited's

Mukono Branch, the following recommendations are proposed.

Utilize sophisticated credit scoring models and risk assessment tools to better evaluate

the creditworthiness of borrowers. This can improve the accuracy of credit
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assessments and help in identifying potential risks more effectively.

Offer additional support services, such as business training, mentorship programs, and
financial planning assistance. This can help borrowers improve their business

operations and financial management, reducing the likelihood of default.

Build stronger relationships with borrowers through regular communication and
personalized support. Engaging with clients and understanding their needs can lead to

better loan management and recovery outcomes.

By implementing these recommendations, Pride Micro Finance Limited’s Mukono
Branch can strengthen its credit assessment practices, improve loan recovery rates, and
enhance overall operational efficiency. These measures will not only mitigate risks but
also support the institution in fulfilling its mission of providing financial services while

maintaining financial stability
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APPENDICES
APPENDIX I: QUESTIONNAIRES

Dear respondent,

| am NABAASA DOUGLAS KACURIZA a student of Uganda Christian University Mukono
pursuing a bachelor's degree in Business Administration, carrying out research on the
relevance of loan recovery on micro finance institution performance. A case of pride
micro finance. my humble appeal is that you kindly and honestly fill in this questionnaire
without hesitations to enable me acquire vital information for the study. That

information will be considered purely academic and will be treated as confidential as
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possible.
Your assistance and cooperation are highly appreciated. Thank you
BIODATA

A: Background of Staff

1. Gender

a) Female ()

b) Male ()

2. Age

a) 18 - 25()

b) 26 — 35 ()

c) 36 - 45 ()

d) 46 - 55 ()

e) 56 AND ABOVE ()

4. Department: ...
5. Educational background: ..........cccceeoeeeenerversieesenne.

Note: htee sismet by e te e pod btknte ix d te
hat asne td dstes yor gi NB 581 Age 4402 3= Ni NB: 5=Strongly Agree, 4=Agree, 3= Not
' sebeaand 1=strongly disagree.

SECTION B: TO EXAMINE THE PRACTICE OF CREDIT ASSESSMENT IN PRIDE MICRO
FINANCE LIMITED, MUKONO BRANCH

Questions Responses
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NO. | STATEMENTS 514 |3 | 2

Client Identification and Verification:

Credit history evaluation

Income assessment

Loan purpose assessment

gl Bl W N =

Collateral evaluation

Section C: challenges faced iim loan recovery ait pridie miiomo fiinanse.

Questions Responses
NO. | statement 5|14 |3 ]| 2
1 Poor client's assessment procedures

There is a challenge of high inflation rates

Fraud and misrepresentation

Inadequate support services

al|l Bl WO DN

Failure to react in a timely manner to repay loan

Section D: Relatiomsthijp hetiwesen loan assessment and recoxany

Questions Responses
NO. | statement 514 ]|3]| 2
1 Credit assessment helps in identifying potential risks

associated with a borrower

2 Assessing a borrower’s repayment capacity ensures
that they can meet their financial obligations without

undue hardship
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3 Proper assessment of collateral helps ensure that the

assets securing the loan are of sufficient value

4 A comprehensive credit assessment often involves
understanding the borrower’s financial habits and

business practices

5 Credit assessment can identify early warning signs of

potential repayment issues

APPENDIX IIl: INTRODUCTORY LETTER

UGANDA CHRISTIAN
UNIVERSITY

A Centre of Excellence in the Heart of Africa

SCHOOL OF BUSINESS

12t Aug, 2024

32



TO WHOM IT MAY CONCERN

Name: NABAASA DOUGLAS KACURIZA Reg. No J23B05/054

A bachelor’s student who is seeking permission from your office to collect data for her

dissertation titled

Relevance Of Loan Recovery On Micro Finance Institution Perflommanse: A Case Of
Pride Micro Finance.

We shall be grateful if you could render assistance to him in collecting the necessary

data for his dissertation

The Uganda Christian University School of Business thanks you in advance

reeceeeeeneem . MUKiSQ
Simon Peter Research

coordinator
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