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ABSTRACT

The study investigated the effect of credit risk management on the financial performance of
commercial banks in Uganda, a case study of Centenary bank, Kapchorwa. The general
objective of the study was to examine the effect of credit risk management on financial
performance of commercial banks in Uganda, it was further guided by three other objectives
that is to say ; To evaluate how the credit policies adopted by commercial banks in Uganda
influence their overall financial performance, to analyze the effect of credit risk management
practices on the financial health of commercial banks, to assess the relationship between

credit analysis and financial performance.

A population of 23 respondents from Centenary bank, Kapchorwa was used. A simple
random sampling technique was used and all the members of the finite population were given
an equal chance to be included in the sample since the target respondents were either engaged
or had an idea about the effect of credit risk management on financial performance of
commercial banks, these were in a better position to respond to the research questions
appropriately. This removed the possible bias that may have arisen as the result of research
favoring some respondents. Data was collected using Questionnaires as a data collection

instrument.
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CHAPTER ONE

INTRODUCTION

1.0 Introduction.

The study investigates the effect of credit risk management on the financial performance of
commercial banks in Uganda, a case study of Centenary bank, Kapchorwa district. This chapter
consists of the background of the study, the objective of the study, statement of the problem,

research questions, significance of the study and conceptual framework.

1.1 Background to the Study

Credit risk management is a central function of commercial banks and a key determinant of
financial performance. According to Saunders 2011, credit risk is the possibility of a loss
resulting from a borrower’s failure to repay loans or meet contractual obligations. Weak credit
risk management is the leading cause of bank failures and financial crisis, converting the bank’s
core income generating activity into its greatest liability. Ineffective credit risk management
exposes commercial banks to higher non-performing loans and defaults, reduced interest income,

higher borrowing costs and lower profitability due to higher operating expenses.

The banking sector in Uganda regulated by the Bank of Uganda has showed increased growth
despite it facing challenges arising from credit risk management. To curb these challenges, banks
have adopted different ways to strengthen their capacities such as implementing the 5 C’s which
are regarded as the 5C’s of credit used by lenders to assess borrower risk, i.e. Character,
capacity, capital, collateral and conditions. But even with these strategies, credit risk still remains
one of the most significant challenges facing the banking sector. This has therefore led to their
financial instability due to loan defaults. Uganda has 26 licensed commercial banks up from 24
in 2017, reflecting steady expansion and diversification in the sector, Bank of Uganda, 2025.
These commercial banks in Uganda include, ABC Capital Bank Limited, ABSA Bank Uganda,
Bank of Baroda, Bank of Africa Uganda Limited, Cairo International Bank Limited, Centenary
Bank, DFCU Bank, Diamond Trust Bank Uganda Limited, Eco bank Uganda Limited, Equity



Bank, Exim Bank, Guaranty Trust Bank, Housing Finance Bank, KCB Bank Uganda Limited,
NC Bank Uganda Limited, Orient Bank, Pearl Bank, Stanbic Bank Uganda Limited, Standard
Chartered Bank Uganda, Tropical Bank, UBA Bank, and United Bank for Africa Uganda
Limited, Bank Of Uganda as of March 2017.

Centenary Bank, established in 1983, it started as a credit trust of the Uganda National Lay
Apostolate. Its operations started in 1985 with two main purposes; serving the rural poor and
making a meaningful contribution to the socio-economic development of Uganda. In 1993, It
transitioned to Centenary Rural Development Bank Limited and were licensed as a full-service
commercial bank. Today, it is Uganda’s leading Microfinance Bank with an asset base of UGX
8.496 trillion and serving 3 million customers through 83 branches, 219 ATMs, over 8,758
Agents, and several other digital channels including CenteMobile banking, and CenteOnline
banking, CenteVisa debit & prepaid cards, and Mastercard Platinum debit card. The bank has a
strong focus on financial inclusion particularly through its extensive branch network and digital
channels. While it provides such financial inclusion, the bank is exposed to high credit risk. This
is because its customer base consists of microfinance customers such as low income earners,
entrepreneurs and small business owners which lead to such rise of risks and therefore can lead
to non-performing loans. Though it experiences high risks, the bank has managed its credit risk
effectively with the NPL ratio dropping from 3.4% in 2022 to 2.7% in 2023. This has been

achieved through strict loan approval processes and decentralized limits across branches.

The financial performance of commercial banks are assessed based on profitability, liquidity,
asset quality and capital adequacy with the key metrics such as Return on Assets (ROA) and
Return on Equity(ROE) as mandated by the Bank of Uganda 2019. According to a study by
Kamukama and Tumwine (2017), they suggest that, to improve financial performance measured
by ROA and ROE, appropriate credit risk management has to be adhered. Effective credit risk
management enhances financial performance through improving asset quality, reducing loan
losses and minimizing provisioning costs. Therefore, the study focuses on the effect of credit risk
management on the financial performance of commercial banks specifically centenary bank in
Kapchorwa. This is because the environment carries microfinance customers that are potential
high risk takers being that most of them are seasonal causing an impact on the financial

performance of the bank.



1.2 Statement of the Problem.

Although commercial banks have implemented different strategies to minimize credit risk, it still
remains a challenge to them. Bank of Uganda supervision reports indicate that the ratio of non-
performing loans in the banking sector has remained volatile and, in some periods, exceeded the
recommended prudential threshold of 5 percent, Bank of Uganda, (2023). High levels of non-
performing loans adversely affect banks’ profitability through increased loan loss provisions,

reduced interest income, and higher recovery and administrative costs.

In risk assessment techniques, the determination of each individual loan or borrower has a
primary role in the management and reduction of the credit risk. Management of the general loan
portfolio can only be done after determining the risk represented by each individual borrower
and each single credit service. It refers to analyzing the qualitative and quantitative indicators of
the borrower’s economic state. It is within the scope of credit risk assessment. According to
Rodina et al, 2023, they emphasize that banks must prevent negative impacts by systematically
assessing and analyzing the factors that affect lending, such as internal factors, to ensure a secure
future. A comprehensive and structured analysis of the various risk factors that attend the
granting of some loan or other, coupled with the assessment of these factors, will let the bank be
conscious of the arising negative impact of their convergence in credit risk management and
avoid a repeated negative impact of their convergence on the results of the future activities of the

bank.

Centenary Bank Kapchorwa branch operates in a rural economic environment where borrowers’
incomes are largely dependent on agriculture and small-scale trade. These sectors are highly
vulnerable to climatic variability, market price fluctuations, pests and diseases, and changes in
input costs. As a result, borrowers may experience unstable cash flows, increasing the likelihood
of loan default when credit risk is not adequately assessed and managed. Branch records and
management reports have indicated cases of delayed loan repayments, loan restructuring, and

increased recovery efforts, which may negatively affect the financial performance of the bank.

Although Centenary Bank has established institution-wide credit policies and risk management

frameworks, credit risk still remains a threat to the financial performance of commercial banks.



Particularly in rural settings such as Kapchorwa District, one may wonder how these policies
have helped curb the risks with its existing challenges. Therefore, this study seeks to examine the
effect of credit risk management on the financial performance of Centenary Bank Kapchorwa

branch.
1.3 Objectives of the Study.

The objective of study is to assess the effect of credit risk management on the financial

performance of commercial banks in Uganda.
1.4 Specific Objectives

1. To examine the effect of credit appraisal practices on the financial performance of
commercial banks.

2. To assess the influence of credit monitoring and control on the financial performance of
commercial banks.

3. To determine the effect of loan recovery management on the financial performance of

commercial.
1.5 Research Questions

1. What is the effect of credit appraisal practices on the financial performance of
commercial banks?

2. How does credit monitoring and control influence the financial performance of
commercial banks?

3. What is the effect of loan recovery management on the financial performance of

commercial banks?
1.6 Scope of the Study
1.6.1 Subject scope.

The study scope focused on the effect of credit risk management on the financial performance of

commercial banks. The content scope focuses on credit risk management practices, specifically



credit appraisal, credit monitoring and control, and loan recovery management, and their effect

on financial performance measured using profitability and asset quality indicators.

1.6.2 Geographical scope.

The study is confined to Centenary Bank Kapchorwa branch. This was chosen because
Kapchorwa district is a significant location with a notable presence of banking activities,
provides a relevant context for examining credit risk management practices and their impact on

financial performance and also suitable location for the researcher.

1.7 Significance of the Study.

The study has the following significance;

1. The research will provide valuable insights to enhance credit risk management strategies
which lead to lower non- performing loan ratios hence improving financial performance
stability.

ii.  The study will offer researchers a rich literature basis on credit risk management and
financial performance contributing to a wider body of knowledge in risk management.

iii.  The research will provide potential areas of further study which will advance theoretical
and practical knowledge in the sector.

iv.  The research study will also aid in promoting transparency in banking institutions which

will eventually lead to improved economic growth and development.
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CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

This chapter reviews existing literature on the effect of credit risk management on the financial
performance of commercial banks. The researcher started with credit risk theory, then defined

credit risk management and discussed the main objectives of study and identified research gaps.

Credit risk theory.

Asymmetric information theory.

Asymmetric information refers to a situation in which one of the parties involved in a market
transaction has more information than the other which reduces efficiency in resource allocation.
It was developed in the 1970’s by Akerlof, Spence and Stiglitz which describes that in credit
markets, borrowers possess more information about their financial health than lenders. These
lead to the major problems, adverse selection and moral hazard. Adverse selection occurs before
a transaction that is to say before a loan is issued to a borrower and it usually comes with giving
to a high risk borrower that may cause a market failure. Moral hazard occurs after a transaction
when the borrower changes the behavior knowing that the bank bears the consequences. This
information theory forms a basis on the relationship between credit risk management and

financial performance of commercial banks.

In a study by Ioannidou, Pvanini and Peng (2022), they argue that collateral in bank lending acts
as a critical mechanism to mitigate adverse selection and moral hazard arising from asymmetric
information, this research provides evidence that collateral mitigates adverse selection and oral
hazard. Bridhi and Mussoni (2025) also argue that asymmetric information is a defining
challenge in bankinh that causes adverse selection and moral hazard, they emphasize that credit

policies should adopt a forward-looking approach and also suggest that relational capital built



through long-term interactions provides banks with valuable information that helps bridge the

information gap allow them manage risks better.

Asymmetric information theory explains the underlying risks in lending and the importance of

credit risk management in enhancing financial performance of commercial banks.

2.1 Credit Risk Management

Credit risk management is the process of identifying, assessing and mitigating the risk of
financial loss when a borrower fails to meet debt obligations. It’s a cornerstone of modern risk
management in banking ensuring financial institutions lend responsibly while protecting capital.
A strong credit risk management framework helps banks minimize non-performing loans and
maintain portfolio quality. According to Saunders and Cornett 2018, Lower short term interest
rates cause higher net margins, since a decrease in interest rates affects short-term bank
liabilities, such as demand and savings, deposits, immediately, while lower interest rates are only
applied on new loans. Effective credit risk management ensures profitability and sustained
liquidity within shot term goals. With growing market complexity, technology and data
analytics have become crucial in enhancing credit scoring, identifying early signs of default and
improving risk evaluation. Digital tools also support loan automation, real time monitoring, and
financial risk forecasting as studied by Addy et Al, 2024. Continuous monitoring should be done

once credit is extended to detect early signs of default.

According to a study by Odawo, Makokha and Namusonge (2019). Poor credit risk strategy,
inefficient risk structure, poor credit ratio system, supervision and control savings, banks face
enormous challenges in maximizing wealth for their shareholders. Banka must maintain credit
risk exposure within acceptable parameters to maximize risk adjusted returns. Effective credit
risk management also requires robust frameworks including credit scoring models and adequate

liquidity buffers.

The Bank of Uganda (2019), emphasized strengthening credit risk management to address rising
non-performing loans (NPLs) and enhance financial stability in the sector. In the bank of Uganda
annual report, they highlighted the challenges with deteriorating portfolio quality urging

financial institutions to improve credit risk management practices to mitigate rising NPLs.
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Commercial banks have therefore developed ways and strategies to mitigate and curb credit risks
by implementing credit appraisals such as the 5C’s to evaluate borrower credit worthiness before
approving loans hence reducing on NPLs. They have also set strict credit limits to borrowers
especially to high risk borrowers, commercial banks require collateral before reimbursing a loan
to a borrower such as assets which include property to reduce on default which could result into
loss, diversifying loan portfolios across different sectors and made use of platforms such as

credit bureaus which help them with the credit history of the borrower.

Centenary bank holding one of its branches particularly in Kapchorwa district faces credit risk
challenges arising from credit risk management. In as far as it promotes financial inclusion in the
area, it’s exposed to an environment that has microfinance customers whose businesses are
seasonal. Most of the customers depend on agriculture which agriculture is seasonal and
therefore their incomes are always fluctuating with the seasons with limited financial literacy. To
reduce these risks arising from the economic shocks and also limited financial literacy, the bank
has employed a combination of credit assessment tools used to assess the potential customers.
Tumwine, Mbabazi and Kasekende (2021) argue that credit risk management is dynamic and an
interconnected process rather than a linear sequential one. They emphasize that commercial
banks must move beyond standard procedures to a more holistic approach that highlights

continuous monitoring and restructuring.

According to Alex & Kazaara, 2023, credit is the largest area of business for commercial banks.
This therefore requires immediate response and if not resolved in time, it may result into a
financial loss I the bank hence leading to the collapse of the bank. He further stressed the need to
move to context- specific strategies from generic models particularly in agriculture and stressed

the role of technology.

2.2 Credit Appraisal and Financial Performance of Commercial Banks

Credit appraisal also known as credit assessment is a comprehensive evaluation of borrowers
credit worthiness and possible risks associated with increasing their credit limit. The main
purpose of following credit appraisal technique is determining the borrower’s potential to repay

their loan. This credit analysis process explains the borrower’s financial standing, including



assets, income, credit history and loan repayment. Effective credit appraisal prevents the risk
associated loans provided to projects, establishes assurance among corporate banks and reduces

the likelihood of non-performing loans.

According to Saunders, Cornett and McGraw (2020), they found that weak credit appraisal
practices are the primary causes of high performing loans in banks and they are often
compounded by broader issues such as ineffective credit policies. Banks that fail to properly
assess borrower capacity and properly value collateral experience higher default rates and
declined financial performance. While banks with strong credit appraisal have stable cash flows
and are able to lend to borrowers hence leading to improved returns on assets and equity.
Similarly, a research by Rose & Hudgins (2018), credit appraisal is vital and supports liquidity
management by ensuring consistent loan repayments which strengthen cash inflows and enable
banks to meet their short-term financial goals. On the other hand, according to Basel Committee
on banking supervision (2019), poor credit appraisal is a failure in bank positions which

increases financial vulnerability.

Bezemer et al. (2023) argues that since 1980’s, credit appraisal has shifted away from productive
investment toward asset based lending, causing micro financial slippage. This reflects that the
weakness of modern credit appraisal are not as a technical failure to assess default risk but as a
structural, strategic failure to direct capital towards productive economic growth. This therefore

results into increased costs and reduced profitability in commercial banks.

Credit appraisal is more challenging in rural areas because the micro finance customers in this
areas have limited financial records, inadequate financial knowledge and the majority rely on
small scale businesses that are usually seasonal and therefore their incomes are always
fluctuating. Studies by Ssekiziyivu (2020) indicate that, inadequate appraisal leads to higher
default rates as collateral, repayment methods are not properly matched to the borrower’s
capacity to repay the loan. Therefore such borrows in these environments increase credit risk
which heavily affects the financial performance of the bank leading to high non-performing

loans.
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Effective credit appraisal is a leading determinant of financial performance in commercial banks.
It reduces the level of non-performing loans, enhances profitability, and preserves capital.
Thereby contributing to the sustainability and growth of banks. Srivastava (2019) highlighted
that to manage credit risk effectively, banks must adopt more incisive and comprehensive
methods moving from traditional and narrow statement analysis to specifically address adverse
selection, exposure risk and default risks which could result to high non-performing loans. Credit
appraisal is very prudent in assessing the borrower’s capacity to repay their loan obligations
hence reducing on the percentage on non-performing loans and therefore boosting the growth of

commercial banks.

2.3 Credit Risk Controls and Financial Performance

Credit risk controls refer to the policies, procedures, strategies and regulatory frameworks that
financial institutions implement to continuously monitor, manage, identify, assess and mitigate
risk of loss due to a borrower’s failure to repay their contractual obligations. Effective credit risk
controls ensures that institutions can withstand financial shocks and continue to operate
efficiently. These controls include, implementing strict credit policies, diversifying the credit
portfolio, requiring collateral guarantees, utilizing credit risk monitoring technology and strict
compliance with prudential guidelines issued by regulatory authorities such as Bank of Uganda,
Basel Committee on Banking Supervision (2018). According to a study by Saunders, Cornett and
McGraw (2020), effective credit risk controls enable financial institutions to track and monitor
borrower repayment behavior, identify warning signals and be able to implement corrective

measures including loan restructuring, rescheduling before they lead to non-performing loans.

A study by Kadima, Maingi & Sindani (2022) found that poor credit risk controls lead to
profitability erosion and asset quality issues such as a rise in non-performing loans. These poor
credit risk controls can lead to operational vulnerability and inability to handle rising expenses
and risks. This reflects that, if there are no proper credit risk controls implemented, the asset base
of the bank is affected and there will be a rise in non-performing loans which also affects the
interests of the bank. This emphasizes the need for robust mechanisms that will reduce the rate of

defaults and improving loan monitoring in commercial banks.
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The bank of Uganda (2024) annual report further emphasized that strict implementation of credit
risk controls boosts asset quality and strengthens public confidence in the banking system. Rose
& Hudgins (2018) also argued that adaptable credit risk controls heavily improve the liquidity of
the bank by ensuring that loans are paid on time which enable steady cash flows and therefore
able to meet operational expenses. On the contrast, weak credit risk controls lead to a surge in
non-performing loans, reputational damage and erosion of capital which weaken and threaten the

financial stability as stated by the Basel Committee on Banking Supervision (2019).

In environments with people who have small scale businesses and their incomes are seasonal,
commercial banks become vulnerable to risks and therefore efficient credit risk controls are very
critical in such areas since it’s hard to determine the actual capability of the customers with
fluctuating incomes. Proper monitoring and control mechanisms ensure that commercial banks
are able to manage sector-specific risks, respond to repayment challenges on time and maintain a
strong portfolio hence improving and enhancing profitability, liquidity and long-term financial
performance. Proper implementation of these controls enable banks minimize credit losses,

maintain asset quality and enhance financial performance of commercial banks.

In conclusion, risk controls are strategic tools that directly influence the financial performance of
commercial banks and not merely defensive mechanisms. The bank can achieve a stronger
profitability, resilience and competiveness in the financial sector if losses are minimized, asset
quality is improved and regulatory standards are complied with. Credit risk controls are very
crucial and has a positive impact on the financial performance of commercial banks if they are

properly implemented.

2.4 Loan Recovery Management and Financial Performance.

Loan recovery refers to the measures taken by banks or financial institutions to retrieve the
amount owed on defaulted loans. The process begins when a borrower fails to make scheduled
payments according to the terms agreed upon in the loan contract. Joseph and Mwangi (2018)
emphasized that financial institutions or banks should have a strong credit system, active
management as loan recovery should be treated as last resort or merely a process. It reflects that

high-performing banks are those that are able to integrate credit risk controls with efficient and

12



timely recovery procedures. Effective loan recovery helps in maintaining the financial health of
lending institutions and ensuring the stability of the broader financial system. Non-performing
loans can erode the profitability of the bank, reduce liquidity and weaken the capital base of
banks. Therefore, ensuring the implementation of strong loan recovery systems enable bans to

safeguard their assets and improve their financial health.

A study research by Kalyango and Sebudde (2020) found out that microfinance institutions
(MFT’s) often lack structured, proper recovery portals which frequently default to either, too
rapid punitive measures or on the contrary too slow ineffective measures. Similarly, Tumwine,
Mbabazi and Kasekende (2021) argue that recovery strategies such as restructuring defaulted
loans, negotiating with borrowers and enforcing collateral liquidation significantly reduce NPL
ratios which in turn improve the return on assets (ROA) and return on equity (ROE). Banks or
financial institution that frequently or regularly follow up on their borrowers and implement
appropriate recovery measures are positioned to control non-performing loans better and also
stabilize their earnings. On the contrary, weak loan recovery mechanisms can lead to bank
insolvency, increased non-performing loans, reduced profitability and financial distress of banks

which greatly affects the financial performance of banks.

According to Addy et al. (2024), Modern approaches such as predictive analytics and digital
monitoring tools have been used which have improved recovery efficiency by identifying earling
warnings on potential defaulters and enabling timely interventions. Similarly, Kato and
Namusonge (2019) observed that timely loan recovery reduces the costs which are associated

with loan recovery and improved the financial performance of banks

The Bank of Uganda as a regulatory body requires commercial banks to maintain efficient
provisions for doubtful debts which could directly affect the profitability of the banks if the
recovery rates are low. Therefore, commercial banks have employed various recovery
management practices which include customer follow-ups, collateral enforcement and increased
engagement of guarantors which subsequently increase the rate of return. These measures are

also effective to environments with high risk borrowers.
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Conclusively, loan recovery can be a complex process that requires balancing the lenders need to
recover what is owed on the defaulted funds with the rights and circumstances of the borrowers.
However, if both parties understand the loan recovery process, it ceases to be complex but rather
more flexible since they both understand the policies governing the recovery process which

improves their financial health.

2.5 Credit Collection Policies and Financial Performance.

Credit collection policies refer to the official guidelines, policies and procedures that banks and
other lending institutions develop to make sure that the loans and other credit facilities that are
offered to borrowers are repaid within the stipulated terms. They are a major core generic of
credit risk management and significantly impact on the financial performance of commercial
banks. These policies involve the formal practices and policies the banks use to recover loans
which may involve schedules of repayment, follow up procedures and penalty on non payment,

loan restructuring solutions and legal responses.

The success of these policies dictates how successful the banks would be in reducing the number
of non-performing loans (NPLs), liquidity, and protection of profitability. Clearly defined
collection policies that are always followed by the letter make the borrowers learn that they have
to repay the loan, decreasing the default rates and creating a constant cash flow. On the other
hand, the high ratio of NPL usually occurs due to weak or irregular policies, damaging

profitability and even the sufficiency of capital, Tumwine, Mbabazi & Kasekende (2021).

Investigating the relationship between strategic collection procedures and Ugandan banks,
Tumwine et al. (2021) discovered that the returns on assets (ROA) and returns on equity (ROE)
were greater in banks that followed the disciplined recovery practices, which minimized the
provisioning costs and improved the quality of assets. Collection policies in the rural areas need

to be adjusted to the agricultural income cycle and susceptibility of the borrower.

Kazaara and Christopher (2023) point out that community-based recovery techniques, borrower
education, and flexible ways of repayments are especially useful in rural Uganda to decrease
information asymmetry and create trust between banks and clients. The application of localized

credit committees and social collateral by the commercial bank illustrates how customized
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collection policies can help in balancing profitability with retention of customers by making sure
that the rural customers do not lose interest but the bank still makes profits. The contemporary

innovations have enhanced credit collection policies.

According to Addy et al. (2024), predictive analytics and digital monitoring systems enable
banks to detect the beginnings of default in their borrowers and thus intervene in time before the
loans fall into delinquency. These proactive measures do not only increase the recovery rates but
also promote the overall financial performance through stabilization of cash flows and
decreasing cost of operations involved in the recovery of loans. Also, the regulatory frameworks
provided by the Bank of Uganda imply that the banks should have sufficient covers against
doubtful debts and thus proper collection policy becomes essential in compliance with the

regulations as well as stability in the long run.

Credit collection policies are not just administrative processes but strategic instruments that will
have a direct influence on the financial performance. Proper collection policies lead to improved
profitability, liquidity and resiliency by ensuring that loans are recovered on time, default rates
are minimized and assets are of good quality. Adjustable but firm rural collection strategies
should be embraced by commercial banks as it becomes essential to maintain financial

performance and financial inclusion.

2.6 Financial Performance of Commercial Banks.

Financial performance in commercial banks is the degree of efficiency with which banks are able
to use both their financial and operational resources to produce revenues, ensure financial
stability and growth that is sustainable as well as protecting the depositor funds. Measures of it
are usually based on the values of return on assets, return on equity, net interest margin,

profitability, liquidity ratios, and capital adequacy (Rose and Hudgins, 2018).

The aspect of regulatory compliance, macroeconomic conditions and the effectiveness of credit
risk management structures affect the financial performance of commercial banks whereby high
financial performance makes the bank absorb losses, increases lending activities, invests in
technology, and employs the capital to withstand economic shocks, and the reverse is true (Basel

Committee on Banking Supervision, 2019). In such a way, Centenary Bank has been focusing on
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financial inclusion but profitable with a focus on the community-based lending models and

powerful recovery tools that help to balance social goals and financial sustainability.

Research shows that credit related variables, especially the quality of loans and non-performing
loans are the most influential variables that determine the financial performance of commercial
banks, since the high rates of default lead to low interest incomes, and higher levels of loan loss

provisions as discovered by Makori and Jagongo (2019).

According to the Bank of Uganda (2023), commercial banks that have efficient credit risk
management structures always enjoy high profitability and capital positions in comparison to
banks with weak controls. With the use of technological solutions like digital banking systems or
predictive analytics, companies have become more efficient in their operations and saved costs,
which enhances financial efficiency. As Addy et al. (2024) emphasize, banks that embrace the
current trend of using data-driven methods to assess their credit risks and relationship with
customers are better placed to become more profitable and resilient. Bank financial performance
is a multidimensional phenomenon that presents profitability, efficiency and stability. It is
influenced by the internal policies like credit risk management and external factors like

regulation and economic conditions.

In the case of the banks in rural community like the Kapchorwa District, the financial
performance is also influenced by clientele nature, exposure to agricultural lending, SME lending
and risk to income volatility where firm risk management practices are important to maintain
profitability. Thus, the financial performance of commercial banks can be measured not only in
terms of the capacity to make profits but also in terms of the suitability of the risk management

systems that allow securing the long-term sustainability, resilience, and growth of the bank.
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2.7 Research Gaps.

Despite the many works done on credit risk management and performance of financial
institutions in commerce, a number of significant research gaps are still obvious. Most of the
existing studies concentrate on credit risk management on a large or nationwide scale without
digging down to the branch level especially in rural districts where banking services encounter
special issue like agricultural reliance, unstructured businesses and seasonal income variations.
This restricts the extrapolability of the current results to the rural branches such as Centenary
Bank Kapchorwa District. Despite the broad research on credit risk management, the majority of
researchers are focusing on credit appraisal and loan monitoring but not much emphasis on credit
collection policies and loan recovery management, whereas these factors are critical in managing
the non-performing loans and maintaining the bank’s profitability. The existence of these gaps
leads to the necessity of an institution-specific and branch-based study that will investigate how

credit risk management impacts the financial performance of commercial banks.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.0 Introduction

This chapter gives the procedure employed in carrying out the study. It explains the type of
research design that will be used, the population that will be used in the research, size of the
sample, sampling methods, data sources, data collection measures, data collection source, data

analysis methods and ethical issues.

3.1 Research Design

The research design that was used in the study is mixed methods research design that entailed the
incorporation of quantitative and qualitative methods. Numerical data was collected through the
quantitative method on credit appraisal, credit risk controls, credit collection policies, and
financial performance and qualitative method was applied on credit risk management practices
and challenges encountered in commercial banks. The mixed methods design was deemed to be
suitable due to its ability to give the researcher the chance to integrate the strengths of the two
research methods, which then helped in increasing the depth and credibility of the research
findings. The combination of both quantitative and qualitative information helped the researcher
to have a broader picture on the impact of credit risk management on the financial performance

of commercial banks.

3.2 Sampling Design

Sampling design is the process through which a representative section of the population is

chosen to undertake the study.

3.2.1 Sampling Technique

The study used both the simple random sampling method and purposive sampling techniques.
Simple random sampling was used to select staff respondents in order to give each member of

the population an equal chance of being selected, thus minimizing bias. Purposive sampling was
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used to select key informants such as the branch manager and senior credit officers because of
their specialized knowledge and experience in credit risk management. The use of both
techniques was suitable for a mixed methods study and ensured collection of both general and in-

depth information.

3.3 Target Population

The target population comprised staff of Centenary Bank, Kapchorwa Branch, particularly those
working in the loans, credit, finance, and accounts departments. These staff members were
targeted because they are directly involved in credit appraisal, credit risk management, loan
monitoring, and recovery processes, and therefore possess relevant information required for the

study.

3.4 Sample Size

Sample size refers to the number of respondents selected from the target population to
participate in the study. For this study, the Yamane (1967) formula was used to determine the
sample size because it is suitable for a small and finite population. The population consisted of

25 members.

N
1+ N(e?)

The formula is given as; n =

Where;
n = sample size
N = target population

e = level of precision (0.05)

_ 25
1 + 25(0.052)

n

n = 23 respondents
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3.5 Data Sources

Primary and secondary sources of data were utilized in the study to allow obtaining of all-

inclusive and dependable information.

3.5.1 Primary Data

Primary data is the information that the researcher gathers directly and first time through the
respondents. The primary data used in this study was collected by the use of questionnaires and
interviews. The quantitative data was obtained through questionnaires and the qualitative data
were obtained through interviews about the management of credit risks and its influence on the

financial performance.

3.5.2 Secondary Data

Secondary data is the data that has already been made and which has been compiled by other
researchers or institutions. In order to collect secondary data to conduct this study, the researcher
used internal reports of Centenary Bank, its financial statements, publications of Bank of

Uganda, journals, textbooks, dissertations, and other documents.

3.6 Data Collection Methods

Data collection methods are those processes that involve the collection of information in

respondents.

3.6.1 Questionnaires

The questionnaires were designed to be self-administered and structured with most of the
questions being closed-ended and structured using a five-point Likert scale of strongly agree to
strongly disagree. The questionnaire was subdivided into different sections in order to obtain the
information that is pertinent to the study objectives. The introductory part was dedicated to the
demographic traits of the respondents, including department and work experience of the
participants, which served to determine the level of awareness of the respondents on credit risk

management practices. This was followed by sections that covered some major issues relating to
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credit risk management such as credit appraisal practices, credit risk control procedures, credit
collections policies, and loan recovery procedures, and financial performance indicators such as
loan quality, loan profitability, liquidity, and non-performing loans. Closed ended questions
allowed the researcher to measure the perceptions and experiences of the respondents and it was
easy to analyze patterns and association between the credit risk management practices and
financial performance. The use of questionnaires was preferred due to the fact that it gave the
respondents time to respond at their own convenience, reduced bias on the part of the
interviewer, maintained the confidentiality aspect, and encouraged respondents to be truthful in

responding to sensitive questions concerning the management of credit within the bank.

3.6.2 Interviews

Qualitative data on the sampled key informants, the manager of the branch and senior credit and
loan recovery officers, were collected through interviews at the bank. The semi-structured
interviews were carried out through an interview guide that had the open-ended questions which
were aligned in the study objectives. This would enable the researcher to go more in-depth with
the issues raised by the respondents and enable the respondents to send their thoughts,
experiences, and professional judgment on the issue of credit risk management practices. Some
of the issues covered in the interviews included the efficiency of credit appraisal procedures,
difficulties in tracking the loan performance, implementing credit collection policies, recovery of
loans, and the effects of these practices on the financial performance of the bank. The qualitative
approach of interviews was also effective in explaining the quantitative findings of
questionnaires, thus contributing to the study findings. They also assisted in capturing realistic
challenges, gaps in policy implementation and matters that were specific to a rural banking
setting. The interviews conducted also gave the study more credit as they gave detailed

information that could not be well represented by the use of questionnaires.

3.7 Data Collection Instruments

Data collection instruments involve questionnaires, a descriptive observations schedule and a
semi-structured interview guide. The section contains a highly detailed section of the data

collection instruments that were used during the data collection. The questionnaires were written
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using a simple and understandable language to make the respondents answer correctly. It was
oriented towards responding to the particular goals of the study pertaining to the influence of

credit risk management to the financial banks of Uganda.

3.8 Data Analysis

Data analysis is the process of analyzing and interpreting the gathered data in order to make
significant conclusions. The questionnaires were also coded and analyzed using descriptive
statistics such as frequencies, percentages, means, and standard deviations to obtain quantitative
data. Also inferential analysis was employed to determine the relationships between credit risk
management practices and financial performance. The thematic analysis of qualitative data
collected by interviewing was conducted in which the responses were organized into thematic
groups such as credit appraisal, credit risk controls and credit collection policies. The

combination of both quantitative and qualitative outcomes increased the explanations of findings.

3.9 Ethical Considerations

During the study, ethical concerns were followed to the letter. The relevant authorities gave their
permission to carry out the study. The respondents were informed of the study purpose and it
was voluntary. There was assurance of confidentiality and anonymity by the fact that no names
were required on the questionnaires or interview transcripts. Any information sources employed

were credited in a proper manner in order to prevent plagiarism.
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION, INTERPRETATION AND DISCUSSION OF
FINDINGS.

4.1 Introduction

This chapter offers the methods applied in the analysis, presentation, interpretation, and
discussion of the study results. The analysis relates to the data that has been collected in terms of
both quantitative and qualitative approaches like the questionnaires and interviews. Quantitative
data collected on questionnaires were computed with the help of statistics frequencies,
percentages, means, and standard deviations, and qualitative data collected through interviews
were taken to support and explain qualitative data collected. The analyzed and presented data

were utilized to make conclusions and summary of conclusions.

4.2 Questionnaire Return Rate

The research employed a total of 23 questionnaires to the sampled respondents within the bank.
The number of questionnaires returned to the researcher was 23 of the total 23 questionnaires
that were sent, 21 filled accordingly, and 2 of the 23 questionnaires were not returned. This was a
response rate of 91.3%. A response rate of 50 percent and above is sufficient to analyze, hence
the response rate was thought to be sufficiently sufficient and reliable when drawing conclusions

based on the study (Kothari, 2004). Table 4.2 demonstrates the rate of the questionnaire returns.

Table 4.2: Questionnaire Return Rate

Response Frequency Percentage
Returned 21 91.3%

Not returned 2 8.7%
Total 23 100%

Source: Primary data
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4.3 Demographic responses.

Demographic information of the respondents was processed to get the background of the
respondents participating in the study. The results indicated that most respondents were men with
57.1% (n=12) and women with 42.9% (n=9). This shows that there was a representation of both
sexes in the research. Regarding the education level, the majority of the respondents had a
bachelor degree which indicates that the respondents were well educated and had the capacity to
comprehend matters on credit risk management and financial performance. In terms of age
distribution, the respondents were mostly under the age of 40 years and this means that there is
an active and rather young workforce involved in credit operations. Regarding work experience,
the majority of the respondents have had a work experience exceeding three years, which means
that they were experienced and had adequate knowledge regarding credit risk management

practices of the Centenary Bank.

Table 4.3: Demographic Characteristics of Respondents

Variable Category Frequency Percentage
Gender Male 12 57.1%
Female 9 42.9%
Education level Diploma 4 19.0%
Bachelor’s degree 14 66.7%
Master’s degree 3 14.3%
Age Below 30 years 9 42.9%
31-40 years 8 38.1%
Above 40 years 4 19.0%
Work experience Below 3 years 6 28.6%
3-5 years 9 42.9%
Above 5 years 6 28.6%

Source: Primary data
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4.4 The effect of credit appraisal practices on the financial performance of commercial

banks.

The initial research question was to focus on how credit appraisal practices impact the financial

performance of commercial banks in Uganda.

Table 4.4.1: Indicating the results of the effect of credit appraisal practices on the financial

performance of commercial banks in Uganda.

Statement Mean Standard
Deviation
The bank carries out a comprehensive assessment of 4.36 0.48

borrowers’ financial capacity, credit history and business

viability before loan approval.

The bank has a robust system and standardized methods | 4.29 0.51
to assess the credit worthiness of borrowers before

approving loans or credit facilities.

The use of collateral and guarantors during loan appraisal | 4.22 0.54

reduces the likelihood of loan default.

The bank has effective credit risk control mechanisms 4.34 0.47

that ensure continuous monitoring of loan performance

Regular follow up and supervision of borrowers helps the | 4.31 0.49

bank detect and manage problem loans at an early stage.

Credit appraisal procedures at the bank effectively 4.41 0.45

identify high risk borrowers before credit is extended.

Credit collection policies are applied at the bank to guide | 4.35 0.46

loan repayment by borrowers.

Enforcement of credit collection policies improves cash 4.28 0.50

flows and reduces non-performing loans.

Effective credit appraisal practices contribute to improved | 4.39 0.44

profitability and liquidity of the bank.
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Effective credit appraisal practices have contributed 4.33 0.48
significantly to improving the banks overall financial

performance and stability.

Source: Primary data

The research data is the findings of a survey that evaluates the impact of credit appraisal
practices on the financial performance of the commercial banks in Uganda. According to the
findings of Table 4.4.1, credit appraisal practices have a major impact on the performance of
commercial banks in terms of their financial performance. The results indicate that the mean
values of all the statements are high with mean scores ranging between 4.22 and 4.41, which
suggests that that successful credit appraisal practices have a positive impact on the performance
of banks. Consider the following explanation. In order to approve loans, the bank conducts an
extensive evaluation of the financial capacity, credit history, and business viability of the
borrowers and before the whole procedure was finalized, the mean value of the loan approval
was 4.36 with S.D of 0.48, indicating that good credit appraisal practices can be used to reduce
risk of default and enhance quality of loans. Better quality of loans increases the amount of
interest and lowers the bad debt provisions, which positively influence the profitability of
commercial banks. The bank has a well-developed system and uniform ways of evaluating the
credit worthiness of borrowers prior to issuance of loans or facilities of credit. Mean value of
4.29 and S.d of 0.51. This means that a robust system with adequate strength would allow the
bank to identify defaulters on loans at an early stage in order to take remedial measures before
they become non-performing.. Early detection of loan distress improves cash flow management

and liquidity, which are key indicators of financial performance in commercial banks.

The use of collateral and guarantors during loan appraisal reduces the likelihood of loan default
Mean value of 4.22 and SD of 0.54. This shows that enforcement of collateral and guarantors

significantly detect loan defaulters hence improving on the financial performance of the bank.

The bank has effective credit risk control mechanisms that ensure continuous monitoring of loan

performance with a mean of 4.34 and SD of 0.47. This indicates that monitoring activities of
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loan performance through follow-ups have a great significance on the cash flows which improve

on the financial performance of the commercial bank.

Regular follow up and supervision of borrowers helps the bank detect and manage problem loans
at an early stage. Mean (4.31) and SD (0.49). Respondents strongly agree that regular follow up

and supervision of borrowers help the bank detect and mange loan defaults at an early stage.

Credit appraisal procedures at the bank effectively identify high risk borrowers before credit is
extended. Mean (4.41) and SD (0.45). Respondents also agreed that the appraisal procedures can

help in detecting high risk borrowers before any loan is granted.

Credit collection policies are applied at the bank to guide loan repayment by borrowers with a
mean value of 4.35 and SD of 0.50. The respondents strongly agreed that credit collection
policies are put in place at the bank to guide repayment by borrowers which reduces non-

performing loans.

Enforcement of credit collection policies improves cash flows and reduces non-performing loans.
Mean (4.28) and SD (0.50). The respondents showed a positive response on the enforcement of

credit collection policies and its improvement on cash flows.

Effective credit appraisal practices contribute to improved profitability and liquidity of the bank.
Mean (4.39) and SD (0.44). Respondents agree that credit appraisal activities improve the
profitability and liquidity of the bank.

Effective credit appraisal practices have contributed significantly to improving the banks overall
financial performance and stability. Mean (4.33) and SD (0.44). Respondents agreed that
effective credit appraisal practices have significantly contributed to the improvement of the

financial performance of commercial banks.

In conclusion, the findings from the research indicate that effective credit risk management
practices contribute positively to profitability, liquidity, and financial stability of commercial

banks.
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Table 4.4.2: Pearson’s correlation analysis between credit risk management and financial

performance of commercial banks.

Variables Credit appraisal Financial performance
Credit appraisal 1.000
Financial performance 0.534 1.000

Correlation is significant at the level 0.01 level

Source: Primary data

The Pearson correlation outcomes show that credit appraisal and financial performance of commercial
banks have a moderate positive relationship with the correlation coefficient of r = 0.534. This means that
any improvements in financial performance are linked to any improvement in credit appraisal practice
though credit appraisal is not a complete determinant of the performance of the bank. The moderate
correlation implies that though comprehensive evaluation of the financial capacity, credit history,
business viability and collateral requirements of borrowers is significant in the minimization of the default
risk and the enhancement of loan quality, financial performance is also determined by other variables in
the form of credit risk controls, loan recovery management, operational efficiency, and market
conditions. The positive and significant correlation served as the evidence that effective credit appraisal
is a meaningful profitable, liquid, and quality asset contributor of commercial banks. Nevertheless, the
average intensity of the correlation indicates the sophistication of the banking operations, in which the
overall impact of the various risk management practices on financial performance is experienced.. This
finding is more realistic in practice and supports the view that credit appraisal is a key, but not

the only, driver of financial performance in commercial banks.

4.5 The influence of credit monitoring and control on the financial performance of

commercial banks.

The second objective of the study was to assess the influence of credit monitoring and control

on the financial performance of commercial banks in Uganda.

28



Table 4.5.1: Shows the influence of credit monitoring and control on the financial

performance of commercial banks in Uganda.

Statements Mean Standard deviation

The bank continuously monitors borrowers’ loan 431 0.48
accounts to ensure that loan repayments are made in

accordance with agreed repayment schedules

Regular follow-up visits and communication with 4.28 0.50
borrowers enable the bank to identify repayment

challenges at an early stage

Credit monitoring systems at the bank effectively track | 4.26 0.52

loan performance throughout the loan period

Early identification of problem loans enables the bank | 3.34 0.37
to take timely corrective measures to reduce potential

losses

The bank promptly restructures or reschedules loans 4.27 0.49

when repayment difficulties are detected

Credit monitoring and control measures help the bank | 4.32 0.48

minimize the level of non-performing loans

Regular review of loan accounts improves borrowers’ | 4.25 0.51

compliance with loan repayment obligations

Effective credit monitoring practices improve cash 4.30 0.46

flow management within the bank

Credit monitoring and control enhance the bank’s 4.29 0.50

liquidity position by ensuring steady loan repayments

Effective credit monitoring and control practices 4.35 0.45

contribute to improved profitability and overall

financial performance of the bank
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The research data presented in table 4.5.1 show the results of a survey assessing how credit
monitoring and control influence the financial performance of commercial banks. It suggests

that;

The bank continuously monitors borrowers’ loan accounts to ensure that loan repayments are
made in accordance with agreed repayment schedules. Mean (4.31), SD (0.48). This suggests
that regular monitoring of borrowers loan accounts ensure that loans are paid on time and

promptly.

Regular follow-up visits and communication with borrowers enable the bank to identify
repayment challenges at an early stage with a mean of 4.28 and SD of 0.50.Respondets strongly

agreed that the regular follow ups enable the bank identify challenges at an early stage.

Credit monitoring systems at the bank effectively track loan performance throughout the loan
period. Mean (0.46), SD (0.52). This shows that the respondents agreed that the credit

monitoring systems help track loan performance hence reducing levels of non-performing loans.

Early identification of problem loans enables the bank to take timely corrective measures to
reduce potential losses. Mean (3.34), SD (0.37). Respondents moderately agreed that the early
identification of problem loans helps the bank come up with corrective measures to reduce the

potential losses.

The bank promptly restructures or reschedules loans when repayment difficulties are detected.
Mean (4.27). SD (0.49). Respondents strongly agreed that the bank structures or reschedules

loans when payment difficulties are detected. This increases the profitability of the bank.

Credit monitoring and control measures help the bank minimize the level of non-performing
loans. Mean (4.32), SD (0.48). Respondents also agreed that monitoring and control measures

help in the minimization of non-performing loans as it’s done regularly.

Regular review of loan accounts improves borrowers’ compliance with loan repayment
obligations. Mean (4.25), SD (0.51). Respondents strongly agreed that compliance of repayment

obligations by borrowers is improved when regular review of loan accounts is done.
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Effective credit monitoring practices improve cash flow management within the bank. Mean
(4.30), SD (0.46). Respondents agreed that credit monitoring practices improves cash flow

management which in the end increases the profitability of the bank.

Credit monitoring and control enhance the bank’s liquidity position by ensuring steady loan
repayments with a mean of (4.29) and SD of (0.50). Respondents agreed that the banks liquidity

position is improved by credit monitoring and controls through ensuring steady repayments.

Effective credit monitoring and control practices contribute to improved profitability and overall
financial performance of the bank. Mean (4.35), SD (0.45). Respondents agreed that effective

credit monitoring and control practices contribute to improved overall performance of the bank.

In summary, credit monitoring and control has a great influence on the financial performance of
the bank. It confirms that effective monitoring and control initiatives are paramount in promoting
financial performance by minimizing loan defaults, enhancing management of cash flows, and
the strengthening the liquidity status of the bank. The majority of the structured questions were

strongly agreed to by the respondents.

Table 4.5.2: Correlation between credit monitoring and control on the financial

performance of commercial banks in Uganda.

Variables Credit Monitoring and Control |Financial Performance

Credit Monitoring and Control |[1.000

Financial Performance 0.562** 1.000

Correlation is significant at 0.01 level

Source: Primary data

The Pearson correlation analysis reveals that there is moderate positive relationship between
credit monitoring and control and financial performance of commercial banks where a
correlation coefficient r = 0.562 was obtained. This implies that credit monitoring practices and

control practices enhancements are linked to financial performance enhancement. The moderate
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level of the relationship implies that although the effective monitoring and control can
substantially decrease the non-performing loans, increase the cash flows, and liquidity, there are
other credit risk management policies and operational results affecting the performance of the
financial results.. Nevertheless, the positive and statistically significant relationship confirms that
credit monitoring and control play an important role in enhancing the financial performance of

commercial banks.

4.6 The effect of loan recovery management on the financial performance of commercial

banks.

The third objective of the study was to examine the effect of loan recovery management on the

financial performance of commercial banks.

Table 4.6.1: Shows the response on loan recovery management and financial Performance.

Statement Mean Standard deviation

The bank has clear loan recovery policies that guide staff 4.28 0.49

on handling overdue and defaulted loans

Loan recovery procedures are consistently applied to all 4.25 0.51

borrowers with overdue loan obligations

The bank follows up overdue loans promptly through 4.32 0.48

reminders, visits, and formal communication

Early recovery actions taken by the bank help prevent 4.34 0.47

loans from becoming non-performing

Restructuring or rescheduling of loans is used effectively to | 4.26 0.50

support recovery from distressed borrowers

Legal action is pursued where necessary to recover loans 4.18 0.55

that are persistently in default

The involvement of guarantors enhances the recovery of 4.28 0.52

defaulted loans

Effective loan recovery management improves cash 4.30 0.46

inflows to the bank
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Loan recovery practices help reduce the level of non- 4.33 0.48

performing loans

Effective loan recovery management contributes to 4.36 0.45
improved profitability and overall financial performance of

the bank

Source: Primary data

The results presented in Table 4.6 show the research findings on the effect of loan recovery
management on the financial performance of the bank. The table shows the mean and standard

deviation values for responses to statements related to loan recovery management.

The bank has clear loan recovery policies that guide staff on handling overdue and defaulted
loans. Mean: 4.28, SD: 0.49. Respondents agree that recovery policies guide staff on handling

loan recovery and reduces non- performing loans.

Loan recovery procedures are consistently applied to all borrowers with overdue loan
obligations. Mean (4.25), SD (0.51). Respondents agree that loan recovery procedures are

applied to borrowers with overdue loans.

The bank follows up overdue loans promptly through reminders, visits, and formal
communication. Mean (4.32), SD (0.48). Respondents have a strong agreement about the follow

ups on borrowers.

Early recovery actions taken by the bank help prevent loans from becoming non-performing.
Mean: 4.34, SD: 0.47. Respondents have a slightly moderate agreement on early actions taken to

prevent loans from becoming non-performing.

Restructuring or rescheduling of loans is used effectively to support recovery from distressed
borrowers. Mean: 4.26, SD: 0.50. Respondents agree that restructuring of loans can be

implemented when borrowers cannot repay at the required time.
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Legal action is pursued where necessary to recover loans that are persistently in default. Mean
(4.18). SD (0.55). Respondents strongly agree that legal actions can be taken to recover loans

that are persistent in default from borrowers.

Effective loan recovery management improves cash inflows to the bank. Mean (4.28), SD (0.52).

Respondents agreed that effective loan recovery management improves cash flows.

The involvement of guarantors enhances the recovery of defaulted loans. Mean (4.30), SD

(0.46). Respondents strongly agreed that guarantors enhance the recovery of defaulted loans.

Loan recovery practices help reduce the level of non-performing loans. Mean: 4.33, SD: 0.48.
Respondents agreed that the loan recovery practices in the bank reduce the level of non-

performing loans.

In conclusion, loan recovery management can heavily affect the financial performance of the
bank. Better cash inflows generate better liquidity which is a principal indicator of financial
performance among the commercial banks. Though the legal action was slightly lower in
recorded mean of 4.18, that still shows that there is a consensus among the respondents, which

implies that legal actions are applied as a last resort in the loan recovery process.

Table 4.6.2. Correlation between loan recovery management and financial performance.

Variables Loan recovery management||Financial performance

Loan Recovery Management||1.000

Financial Performance 0.547** 1.000

Correlation is significant at 0.01 level

Source: Primary data

The results of Pearson correlation indicate that there is a moderate positive correlation between
loan recovery management and the financial performance of commercial banks and the

correlation coefficient is r = 0.547. This implies that increase in loan recovery management
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practices is linked with increase in financial performance. The medium intensity of the
correlation implies that, though efficient recovery of overdue loans enhances the improvement of
cash inflows, non-performing loans, and profitability, other credit risk management practices and
external aspects also drive the financial performance. However, the statistically significant
positive relationship proves that the loan recovery management is significant in improving the

financial performance of commercial banks.

4.7 Discussion of Findings

The study results show that credit risk management practices play a major role in determining
the financial performance of commercial banks. Good credit assessment was discovered to
enhance quality of loans by having assessment of the borrowers in a thorough manner before
credit is advanced. Loan recovery management and monitoring were also pointed out as very
important in reducing credit losses and enhancing cash flows. Policies of credit collection
increase the repayment of loans and decrease the non-performing loans which contributes to the
liquidity and profitability of the bank. The correlation in the two variables; credit risk
management and financial performance, is positive which confirms that having good credit

management structures is essential to the financial stability of commercial banks.
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

5.0 Introduction

This chapter portrays the summary of findings, conclusions, and recommendations of the study.

It also identifies the areas of research

5.1 Summary of Findings

5.1.1 Effect of Credit Appraisal on the Financial Performance of Commercial Banks.

The study has shown that the credit appraisal plays a very crucial role in determining the
financial performance of commercial banks. The respondents are of the strong opinion that good
credit appraisal is very essential in the bank. The mean scores of all the statements about credit
appraisal are high and the mean values tend to be over 4.2 indicating that it has a strong
consensus of the influence of credit appraisal. More specifically, the financial capacity of the
borrowers, credit history, and business viability evaluation reflected high mean scores which
illustrate that the detailed appraisal practice is crucial in minimizing loan default and enhancing
the quality of loans. The statement concerning the role of effective credit appraisal in enhancing
profitability and the overall financial performance posted one of the highest values on the mean
therefore underlining the relevance of good appraisal procedures. The descriptive findings were
also supported by the correlation analysis where a moderate positive relationship was found
between credit appraisal and financial performance with a Pearson correlation coefficient of r =
0.534 which was also statistically significant at the level of 0.01. This implies that, when there is
an enhancement in credit appraisal procedures, there is an enhancement in the financial
performance. There is a moderate level of strength of the relationship indicating that as much as
the effective credit appraisal plays a role in ensuring increased profitability and liquidity as well
as asset quality, other credit risk management practices including credit monitoring and loan
recovery management have a contribution to the financial performance. The results indicate that
proper credit appraisal procedures can assist commercial banks to reduce credit risk by ensuring

that high-risk borrowers are known in advance prior to granting credit. This helps to decrease
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non-performing loans, and enhances financial strength thus, the financial performance of

commercial banks.

5.2.2 Influence of Credit Monitoring and Control on Financial Performance of Commercial

Banks.

The study results point to the fact that credit monitoring and control have a major impact on the
commercial banking performance. Findings of Chapter Four reveal that respondents largely
agreed with the statements touching on continuous monitoring of loan accounts, frequent follow-
ups on borrowers, and early detection of problem loans where the mean values are between 4.25
and 4.35. These findings imply that good monitoring can help banks in identifying repayment
difficulties at an early stage and initiating the corrective measures before loans degenerate to
non-performing assets. The standard deviations are relatively low, which proves the consistency
in the responses, meaning that the respondents have a common understanding on the role that
credit monitoring and control play in improving financial performance. These results have also
been supported by the correlation analysis that showed that there was a moderate positive
relationship between credit monitoring and control and financial performance at the level of the
Pearson correlation coefficient of r = 0.562, and this was statistically significant. This means that
increase in credit monitoring and practices in credit control are related to increase in profitability,
liquidity and asset quality. Nonetheless, the mediocre character of the relationship implies that
although monitoring and control are significant, they exist in combination with other
supplementary practices of credit risk management like credit appraisal and loan recovery
management. These results coincide with the current body of literature that focuses on the fact
that constant monitoring of the loans and proper control mechanisms minimize credit losses and
improve bank performance. Bessis (2011) says that the loan performance can be monitored
regularly, thus allowing early intervention that will lead to the prevention of non-performing
loans. On the same note, Basel Committee on Banking Supervision (2001) points out that the
credit control systems are very important in ensuring that banking institutions are financially
sound. The findings of this research are thus valid that good credit monitoring and control

practices are value addition to the financial performance of commercial banks.
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5.2.3 Effect of Loan Recovery Management on Financial Performance of Commercial

Banks

The research also shows that loan recovery management positively impacts on the financial
performance of commercial banks. Chapter Four results demonstrate that the respondents were in
agreement with statements on prompt follow-up of overdue loans, guarantor’s participation, loan
restructuring, and recovery policy enforcement with the range of mean values of 4.18 to 4.36.
The findings show that proper recovery practices help to increase the cash inflows and lower the
amount of non-performing loans, which leads to better financial performance of commercial
banks. The fact that the difference in the answers is not very large can help to infer that the
respondents had common opinion concerning the significance of loan recovery management. The
correlation analysis revealed that there was a moderate positive relationship between the two
variables loan recovery management and financial performance with Pearson correlation
coefficient of r = 0.432, which was found to be statistically significant. This shows that a strong
loan recovery management will help in boosting the financial performance though the
relationship is not that strong. The correlation value is moderate as it indicates that recovery of
outstanding loans enhances the liquidity and profitability but also financial performance is
affected by preventive actions like credit appraisal and monitoring. These results are consistent
with the past literature that has highlighted the importance of loan recovery management in
sustaining the performance of banks. According to the Basel Committee on Banking Supervision
(2001), robust loan recovery programs are necessary to reduce credit losses and maintain capital.
On the same note, Adeusi et al. (2014) suggest that proper recovery procedures minimize bad
loans and improve profitability. The results of the present research thus indicate that loan
recovery management is a sensitive part of credit risk management though it is optimally

effective when combined with effective appraisal and monitoring practices.

5.3 Conclusions

Conclusively, the research has emphasized that successful credit appraisal is one of the most
critical factors of financial performance within a commercial bank. Effective evaluation of the
ability of the borrowers to make repayments, credit record, business feasibility, and security

minimizes the default risk of loan and enhances the quality of the loan portfolios. This is helping
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to make the commercial banks more profitable and stable. The study also emphasized the
importance of credit monitoring and control in the improvement of financial performance. It
implies that a sustained observation of the performance of loans and early detection of
difficulties in repaying them can allow banks to initiate corrective actions in time, preventing
credit losses and enhancing the liquidity situation. Good credit surveillance systems are thus the

key to maintaining the financial performance in commercial banks.

Lastly, the research also highlighted that loan recovery management has a positive impact on
financial performance through increasing cash inflows and decreasing non-performing loans
(NPLs). Nevertheless, the moderate strength of the relationship denotes that loan recovery
management in isolation of other practices cannot ensure better performance unless it is backed

by effective credit appraisal and monitoring practices in the bank systems developed.

5.4 Recommendations

According to the findings and the conclusions, the study suggests that commercial banks ought
to tighten their credit evaluation process by undertaking intensive evaluation of the financial
strength, credit history and business feasibility of borrowers prior to granting them loans. The
risk of loan default and improving the financial performance of the bank should be minimized
through the application of the appraisal policies. This also offers efficacy of the various

procedures of credit evaluation.

Holistic improvement of credit monitoring and control mechanism should also be improved in
the commercial banks by investing on effective loan monitoring systems and by following up the
borrowers on a regular basis. There should be the focus on early detection of problem loans so
that corrective action can be taken as soon as possible hence minimizing the non-performing
loans and enhancing the management of cash flow. With a close adjustment of the policies, the
banks can be in a position to overcome the difficulties that can be linked with credit collection

therefore fostering a long term financial stability.

Lastly, the study also recommends that banks should improve on loan recovery management by
implementing clear recovery policies, strengthening follow-up procedures for overdue loans,

having a strong executive team to follow up on the clients and implement the policies and also
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adopting flexible recovery strategies such as loan restructuring where appropriate. Legal
recovery measures should be used cautiously and as a last resort to maintain good customer
relationships. The banks should also ensure continuous training of credit staff to enhance their
skills in credit appraisal, monitoring, and loan recovery as this will improve the effectiveness of

credit risk management and contribute to improved financial performance.
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GENERAL INFORMATION

Instructions;

1. Do not write your name anywhere on this paper.

2. Tick only where applicable.

SECTION A:
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1. Age: |:|

a) Under 20

b) 3140 [ ]
c) Above 40:

2. Gender:
a) Male b) Female
3. Educational Qualification:
a) High school or below b) Bachelor’s Degree
c) Master’s Degree d) PhD or higher

Duration worked for ABSA Bank-Uganda:

a) Less than 1 year b) 1-3 years c) 3-6 years
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c) 6-10 years d) More than 10 years

SECTION B: THE EFFECT OF CREDIT APPRAISAL ON THE FINANCIAL
PERFORMANCE OF COMMERCIAL BANKS.

These statements examine the effect credit appraisal on the financial performance of commercial
banks in Uganda. On a scale of 1-5, please indicate the extent to which your opinion aligns with

the statements provided.

Scale 1 2 3 4 5

Interpretation | Strongly Disagree Neutral Agree Strongly
Disagree Agree

Statement 1 2 3 5

The bank carries out a
comprehensive assessment of
borrowers’ financial capacity,
credit history and business viability

before loan approval.

The bank has a robust system and
standardized methods to assess the

credit worthiness of borrowers
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before approving loans or credit

facilities.

The use of collateral and
guarantors during loan appraisal
reduces the likelihood of loan

default.

The bank has effective credit risk
control mechanisms that ensure
continuous monitoring of loan

performance

Regular follow up and supervision
of borrowers helps the bank detect
and manage problem loans at an

early stage.

Credit appraisal procedures at the
bank effectively identify high risk
borrowers before credit is

extended.

The bank applies credit collection
policies to guide loan repayment by

borrowers.

Enforcement of credit collection
policies improves cash flows and

reduces non-performing loans.

Effective credit appraisal practices
contribute to improved profitability

and liquidity of the bank.

Effective credit appraisal practices
have contributed significantly to
improving the banks overall

financial performance and stability.
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SECTION C: THE EFFECT OF CREDIT COLLECTION POLICIES ON THE FINANCIAL
PERFORMANCE OF COMMERCIAL BANKS.

These statements evaluate how the credit collection policies used by commercial banks in
Uganda influence financial performance. On a scale of 1-5, please indicate the extent to which

your opinion aligns with the statements provided

Scale 1 2 3 4 5
Interpretation | Strongly Disagree Neutral Agree Strongly
Disagree Agree
Statement Mean Standard
deviation

The bank continuously monitors
borrowers’ loan accounts to ensure
that loan repayments are made in
accordance with agreed repayment

schedules

Regular follow-up visits and
communication with borrowers
enable the bank to identify
repayment challenges at an early

stage

Credit monitoring systems at the
bank effectively track loan
performance throughout the loan

period
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Early identification of problem loans
enables the bank to take timely
corrective measures to reduce

potential losses

The bank promptly restructures or
reschedules loans when repayment

difficulties are detected

Credit monitoring and control
measures help the bank minimize the

level of non-performing loans

Regular review of loan accounts
improves borrowers’ compliance

with loan repayment obligations

Effective credit monitoring practices
improve cash flow management

within the bank

Credit monitoring and control
enhance the bank’s liquidity position

by ensuring steady loan repayments

Effective credit monitoring and
control practices contribute to
improved profitability and overall

financial performance of the bank

SECTION D: THE EFFECT OF LOAN RECOVERY MANAGEMENT ON THE FINANCIAL
PERFORMANCE OF COMMERCIAL BANKS.

These statements assess how loan recovery management affect the financial performance of
commercial banks. On a scale of 1-5, please indicate the extent to which your opinion aligns with

the statements provided
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Scale 1 2 3 4 5

Interpretation | Strongly Disagree Neutral Agree Strongly
Disagree Agree

Statement 2 3 4 5

The bank has clear loan
recovery policies that
guide staff on handling
overdue and defaulted

loans

Loan recovery
procedures are
consistently applied to
all borrowers with

overdue loan obligations

The bank follows up
overdue loans promptly
through reminders,
visits, and formal

communication

Early recovery actions
taken by the bank help
prevent loans from
becoming non-

performing

Restructuring or

rescheduling of loans is
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used effectively to
support recovery from

distressed borrowers

Legal action is pursued
where necessary to
recover loans that are

persistently in default

The involvement of
guarantors enhances the
recovery of defaulted

loans

Effective loan recovery
management improves

cash inflows to the bank

Loan recovery practices
help reduce the level of

non-performing loans

Effective loan recovery
management contributes
to improved profitability
and overall financial

performance of the bank

“Thank you for time and God bless you all”

51




