
CREDIT MANAGEMENT AND FINANCIAL PERFORMANCE OF

MICROFINANCE INSTITUTIONS IN NYAMAGABE

DISTRICT, RWANDA

(2008-2010)

A Thesis

Presented to the

College of Higher Degrees and Research

Kampala International University

Kampala, Uganda

In Partial Fulfillment of the Requirements for the Degree

Master of Business Administration

By:

KALISA Callixte

Reg.No MBA/43710/92/DF

October, 2012



DECLARATION A

“This dissertation is my original work and has not been presented for a degree or

any other academic award in any university or institution of learning”.

Li~ c~2J~L4~
Name and Signature of Candidat~~{

Date



DECLARATION B

“I confirm that the work compi!ed in this thesis was carried out by the candidate under

my supervision”.

Name and Signature of Supervisor

Date V ~ózfi-, ~—~-12_.



DEDICATION

To all those who struggled to educate me, I dedicate this thesis.

iv



ACKNOWLEDGEMENTS

The researcher wishes to express his sincere gratitude to the following people

and institutions for their contribution to this research:

The researcher glorifies God Almighty and thanks him for providing him with

the strength, talents, tools and special people that aided him in the completion of this

task.

The researcher would like to express thanks to Kampala International

University (KIU). It adequately guided and equipped the researcher with both

theoretical and practical skills.

The researcher thanks the DVC and CHDR Dr Novembrieta Sumil and Dr

Manuel Sumil, Management of Kampala International University, Management staff of

CHDR and Management staff of COEDL for their instructions and support which allowed

him to finish his studies.

The researcher is also deeply indebted to his research supervisor, Mr. KASOZI

Geoffrey, for his assistance, his time, guidance and encouragement throughout the

study. The researcher thanks him for the time that he dedicated to this research.

The researcher is also very grateful to the members of the viva voce panel, Dr

Gulebyo Muzamiru, Dr Sekajugo Derrick, and Dr Nalela Kizito whose comments advices

have been of a great importance towards the completion of this work.

This work is also dedicated, to the researcher’s beloved wife, KANKINDI Louise,

to his children, to his brothers and sisters and class colleagues for their emotional

support and encouragement during the research period.

Special thanks go to those who availed the researcher with relevant information

most especially the officials of Microfinance Institutions and SACCOs studied.

The researcher finally thanks Pastors of ADEPR church Gikongoro Region and

Parish and his staff colleagues for their emotional support, guidance and facilities that

enabled him to accomplish his studies at large. May the Almighty God bless abundantly

all those who contribute for this study.
V



ABSTRACT

This study explored the influence of credit management on financial performance
of Microfinance institutions in Nyamagabe District. The objectives were to determine the
profile of the respondents; to determine the level of credit management in the selected
microfinance institutions under study, to determine the extent of financial performance
and to establish if there is a significant relationship between credit management and
financial performance of microfinance institutions in Nyamagabe District. This study
used descriptive and correlation design. The target population involved a total of 156
people of 13 microfinance institutions operating in Nyamagabe District, which are Vision
Finance Company, RIM s.a; Ingenzi Gasaka SACCO, Twizigamire, Umwalimu SACCO,
Umutanguha Gasarenda, Kibilizi SACCO, Cyanika SACCO, Urwego C.B, Inkingi MF, Tare
SACCO, Winkingi SACCO and CT Nyamagabe where we have selected a sample size of
111. Purposive sampling was used to select respondents able to provide relevant
information to the research. To meet these objectives, the researcher has collected data
using questionnaires. The data were presented, analyzed and interpreted using
Statistical Package for Social Science (SPSS). The findings showed that the majority of
the respondents are females, with age between 31 and 40 years, with one to 5 years of
experience and were credits officials. All of the studied institutions have and strictly
apply credit management policies, guidelines, have methodology and eligibility criteria
to evaluate creditworthiness of clients and appropriate loan security requirements and
monitoring procedures exist. Thus, these factors influence positively the financial
performance of microfinance institutions where the findings revealed that the majority
of studied institutions’ profits and fixed assets have been increasing in the past three
years with efficiency and productive use of their resources. By conclusion, the Pearson’s
correlation coefficient indicates that there is a significant and positive relationship
between credit management and financial performance of studied microfinance
institutions. The null hypothesis was rejected. As recommendation, MFIs could diversify
geographically to reach rural areas where are located a lot of people of low income;
donors and governments should focus on improving the legal and regulatory
framework; MFIs should multiply techniques for improving credit management such as
giving trainings and incentives packages on clients who paid regularly and they are
recommended to diversify their working areas, clients and types of funded activities for
keeping them competitive and facing well their current working competition.
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CHAPTER ONE

THE PROBLEM AND ITS SCOPE

Background of the Study

The field of Microfinance sector is relatively new, with only about three decades.

Microfinance is defined as the provision of financial services to low-income clients or

solidarity lending groups, micro-entrepreneurs and small businesses, which lack access

to banking and related services due to the high transaction costs associated with

serving these client categories (Dichter, T., 2007).

In numerous studies done across the world, it is generally believed that various

microfinance initiatives have been able to make a difference in the target population

lives. Indeed, the Microfinance becomes very important by offering poverty

opportunities to small entrepreneurs and by enabling poor households to access to

credit and helping them to begin micro enterprises which would enable them improve

their incomes and eventually escape poverty (Professional Services of Microfinance

Investors, 2005).

The Government of Rwanda is aware that poverty reduction could not be

achieved without access to financial services by the poor. As a result, microfinance is

considered as a powerful tool and the current Poverty Reduction Strategy Paper

emphasizes it by translating the global MDGs targets into national action (UNDP 2005).

A number of initiatives to boost the microfinance sector in Rwanda have been put in

place so far, including the development of a legal and regulatory framework. The

sustainability of micro finance institutions that reach a large number of rural and urban

poor who are not served by the conventional financial institutions, such as the

commercial banks, has been a prime component of the new development strategy of

Rwanda (BNR, 2008).
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However, increasing doubts have been raised over the financial performance of

MFIs. MFI5 need to be economically viable and financially performing and attain

sustainability in the long run but economical implication of long term sustainability are

not being considered (Srinivasan et al., 2006).

Microfinance Institutions have then a big challenge of becoming a viable

institution that built a firm foundation for efficient operation and must struggle to have

good financial performance. And only an institution operating efficiently (operationally

and financially) can be instrument in sustainable poverty alleviation efforts. However, in

Rwanda, many of MFI5 are recently established and so they have not yet weathered the

test of time. In addition, many have been suspended in 2006 due to failure to respect

the regulatory policies, others for falling in situation of insolvency because of a lack of

prudence in giving loans, a lack credit management skills, weak delinquency

management and unnecessary high portfolio at risk percentages. Risk management and

internal control are inadequate in most MFI5. In addition, little research work was

carried out on the practices used by MFIs in credit management and on the influence

that this has on their financial performance (BNR, 2008).

It is that situation which led the researcher to undertake such study of assessing

the influence of the credits management on the financial performance of MicroFinance

Institutions in Rwanda. This paper tried to assess policies, procedures and techniques

used for credit management in Microfinance institutions and the influence that this has

on the financial performance of MFI5.

Credit Management, as the independent variable was measured in terms of the

existence and application of credit management policies, loan appraisal and portfolio

quality management of the MFIs. Financial Performance of MFI5, as the dependent

variable was measured in terms of profitability, efficiency and productivity (Kyereboah,

2007).
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Statement of the Pro b~em

Microfinance has been used worldwide as a tool for development in recent years

though it is faced with challenges that hamper its effectiveness and performance. It has

positively impacted poverty reduction, enables the poor people to build assets and

thereby reduce their vulnerability by giving them small credits and contributes to

increase their income and improve the quality of life (Prahalad, 2004).

In Rwanda, a wide range of micro finance institutions (MFIs) have been

established and have been operating with the objective of poverty alleviation by

resolving the credit access problem of the poor particularly to those participating in

petty business (BNR, 2008).

To achieve these objectives micro finance institutions should be financially viable

and sustainable. Despite the increasing reliance on micro finance to reduce poverty in

Rwanda there has been surprisingly very little research work carried out on the

practices used by MFI5 in credit management and on the influence that this has on the

performance of financial institutions (MINECOFIN, 2008).

Addressing these challenges in microfinance institutions, this study intended to

explore the relationship between Credit Management and the Financial Performance of

Microfinance Institutions in Nyamagabe District.

Purpose of the Study

The purpose of this study was: 1) To test the hypothesis that there is no significant

relationship between credit management and financial performance of microfinance

institutions in Nyamagabe District; 2)To validate the existing theory to which the study

was based; 3) To generate new information based on the findings of the study; 4)To

bridge the gap tested on the previous studies.

3



Research Objectives

General: This study determined the correlation between credit management and

financial performance of microfinance institutions in Nyamagabe District.

Specific: To be sought further in this study was as follows:

1. To identify the demographic characteristics of the respondents in terms of:

1.1 Gender

1.2 Age

1.3 Level and area of qualification

1.4 Occupied position and number of years of experience

1.5 Geographical location

1.6 Types of activity funded

2. To determine the level of credit management in the microfinance institutions

under study in terms of credit management policies, loan appraisal and portfolio

quality management.

3. To determine the extent of financial performance in microfinance institutions in

terms of Profitability, productivity and efficiency.

4. To establish if there is a significant relationship between credit management and

financial performance of microfinance institutions.

Research Questions

This study intended to answer the following research questions:

1. What are the demographic characteristics of the respondents in terms of:

1.1 Gender?

1.2 Age?
4
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1.3 Level and area of qualification?

1.4 Occupied position and number of years of experience?

1.5 Geographical location?

1.6 Types of activity funded?

2. What is the level of credit management In the microfinance Institutions under
study in terms of credit management policies, loan appraisal and portfolio quality
management?

3. What Is the extent of financial performance of microfinance Institutions In terms
of profitability, productMty and efficiency?

4. Is there a significant relationship between credit management and financial
performance of microfinance Institutions In Nyamagabe District?

Null Hypothesis

Ho: There Is no significant relationship between credit management and financial
performance of microfinance Institutions in Nyamagabe District.

The Scope of the Study

Geographical Scope

This study was carrIed out In Nyamagabe Dlsti1ct~ located In Southern Province
of Rwanda. Nyamagabe is limited by Nyaruguru District in south; Nyungwe National
Park In West (Rusizi and Nyamasheke District); Huye and Nyanza District In the East
and Karongi District In the North.

Time scope

The study was done from January 2012 to October 2012.
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Content Scope

The study intended to examine the level of credit management and the extent

of financial performance of selected microfinance institutions; cause and effect

relationship between the independent variable (credit management) and dependent

variable (financial performance of microfinance institutions).

Theoretical Scope

This study was based on Bhattacharya and Thakor Modern Financial

Intermediation Theory described in 1993 which states that the financial intermediaries

have emerged exactly to eliminate the transaction costs existing from imperfections on

the financial market. From this lack of complete information result high transaction

costs and moral hazard due to operating without complete information on the market

(Bhattacharya and Thakor (1993).

The goal of intermediation theory is to explain why these financial intermediaries

exist and to examine the main functions of financial intermediation, how the financial

intermediation affects the economy as a whole and the effects of government policies

on financial intermediaries (Thakor, 1993).

Under the intermediation model, financial institutions collect deposits and make

loans in order to make a profit. This theory can be applied by microfinance institutions

as they also, like other financial intermediaries, collect deposits and make loans in order

to make a profit. In searching of how to be efficient, they can apply this theory by

elimination or reducing informational asymmetry and then perform in reduced

transaction costs (Diamond and Dybvig, 1983).
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Significance of the Study

The following people will benefit from the findings of the study:

Microfinance Institutions in Rwanda will benefit on what and how to apply the

best practices, policies, procedures and techniques of credit management to realize

financial performance.

Microfinance Practitioners and managers will be assisted in credit management

and measuring the financial performances of MFIs. They will find the study informative

and helpful for making decision and will get some insights into how a MFIs’ financial

performances could be improved by applying well techniques of the credit

management.

Policy makers in particular the Government of Rwanda will be helped on how to

work closely with MFIs so as to improve their financial performance.

The future researchers will utilize the findings of this study to embark on a

related study.

Operationa~ Definitions of Key Terms

For the purpose of this study, the following terms are defined as they are used in

the study:

Credit: According to Rose Hudgins (2010), a credit is an amount of money a

lender makes available to the borrower to pay for goods and services. It is a transfer of

property on promise of future payment, a contract giving a property right to creditor

against debtor.

Management: According to John A. Wagner (2001), management is defined as

the process of planning, staffing, organizing, coordinating, motivating and controlling
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the available scarce resources to achieve the set strategic goals and objectives of the

organization.

Credit management is the whole process and systems through which the

MFI’s lending operations strive to offer services which meet the demands of the clients;

operate as efficiently as possible by minimizing costs; motivate clients to repay loans

and interests as per agreed terms.

Performance: refers to act of doing something successfully or the completion of

a given task to specified standards.

Financia~ Performance: A subjective measure of how well a firm can use assets

from its primary mode of business and generate revenues.

Microfinance institutions (MFI5) are institutions that provide financial

services to those people who rely on their small businesses for income and who are not

considered bankable because they lack collateral or are considered high risk by the

traditional commercial banking sector.

Demographic characteristics of the respondents are attributes looked for in

this study in terms of gender, age, level and area of education, their working position

and number of years of experience.
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CHAPTER TWO

REVIEW OF RELATED LITERATURE

Concepts, Opinions, Ideas from Authors! Experts

Credit management is the whole process and systems through which the

MFI’s lending operations strive to offer services which meet the demands of the clients;

operate as efficiently as possible by minimizing costs; charge interest rates and fees,

which are sufficient to cover all costs; motivate clients to repay loans as per agreed

terms and achieve sustainability of operations through high degree of efficiency

exercised. Therefore the Credit management is desirable for the corporation to improve

its financial performance and its sustainability (Solomon Kagaba, 2001).

Microfinance institutions (MFIs) are institutions that provide financial

services to those people who rely on their small businesses for income and who are not

considered bankable because they lack collateral or are considered high risk by the

traditional commercial banking sector (Dichter, T., 2007).

The mission of microfinance institutions is to increase access to credit.

Microfinance institutions serve entrepreneurs who live or work in low-income

neighborhoods, who are unable to receive traditional financing from banks.

Organizations may target new immigrants, aboriginals, mental health and addiction

population and other marginalized groups (MINECOFIN, 2007).

Financia~ performance: From bankers’ perspective, a microfinance institution

is said to have reached financial performance when the operating income from the loan

is sufficient to cover all the operating costs, when it can obtain funds at market rate

and mobilize local resources, realize high repayment rate, low operating cost ratio, high

9



market interest rates and a good quality of portfolio. From banker’s perspective,

sustainability of microfinance institution includes both financial viability and institutional

sustainability (self-sufficiency) of the lending institution (Sharma and Nepal, 1997).

Credit Management policy

According to Comptroller (1998), the loan policy is the primary means by which

senior management and the board guide lending activities. Although the policy primarily

imposes standards, it also is a statement of the bank’s basic credit philosophy. It

provides a framework for achieving asset quality and earnings objectives, sets risk

tolerance levels, and guides the bank’s lending activities in a manner consistent with

the bank’s strategic direction. Loan policy sets standards for portfolio composition,

individual credit decisions, fair lending, and compliance management. For the policy to

be an effective credit risk management tool, it must clearly establish the responsibilities

of those involved in the lending process.

Doyle (1972:293) argues that credit extension should be based on the principle

of good lending and that if the credit policy is not well implemented, it may lead to

defaults which affects the bank’s profits, the bank’s performance and hence the national

economy.

Reed and Gill (1989),argued that since lending is important both to the bank and

to the community it serves, loans policies must be worked out carefully after

considering many factors like capital position of the bank, risk and profitability of

various types of credit, stability of the deposit, economic conditions of the area served,

influence of fiscal and monetary policy, ability and experience of bank personal, credit

needs of the area served. They argued that as loan polices differ greatly from bank to

bank, most loan/credit policies should possess the common following items: the Loan

territory, the type of credits to be made, the acceptable security and credit worthiness,

the maturity, their legal lending limit (Excess limit), loan liquidation, problem loans,

compensating balances, loan commitment and the size of the loan portfolio.
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According to Saunders (1996), banks need to gather adequate information about

potential customers to be able to calibrate the credit risk exposure. The information

gathered will guide the bank in assessing the probability of borrower default and price

the loan accordingly. Much of this information is gathered during loan documentation

(Simson and Hempel, 1999).

Fisher (1997), Ear ly (1996) and Greuning and Bratanovic (1999) observe that

the lending policy should be in line with the overall bank strategy and the factors

considered in designing a lending policy should include; the existing credit policy,

industry norms, general economic condition and the prevailing economic climate.

Seppala et. al (2001) and Flannery and Ragan (2002) argue that a sound credit

policy would help improve prudential oversight of asset quality, establish a set of

minimum standards, and to apply a common language and methodology (assessment

of risk, pricing, documentation, securities, authorization, and ethics), for measurement

and reporting of non-performing assets, loan classification and provisioning. The credit

policy should set out the bank’s lending philosophy and specific procedures and means

of monitoring the lending activity (Polizatto, 1990; Popiel, 1990).

A credit policy should also clearly define credit procedures and directives. Credit

procedures are steps clarifying the techniques used by the bank to execute its credit

policy. Credit directives on the other hand are those to address credit policy issues in

response to the market and economic changes. Credit directives provide general

parameters for the type of clients and market the bank is willing to serve, the loan

concentration levels and the acceptable risk in each market (Castello, 5., 2004).

Comptroller (1998) concluded, telling about administration of loan policy, that after

either loan/credit policy has been formulated, provision for its proper execution must be

made. Some individual must carry out loan policy, and some provision should be made

for its periodic review and evaluation to make changes, it should be known that the
11



loan policy acts as a guide to lending ~nd not straightjacket. Economic condition

changes and so should a credit policy.

According to Bosh (2006), a new software for Modern credit management was

proposed that benefits banks and financial service providers by optimizing the end-to-

end credit decision process. He proposed a Credit Management Platform from his

Software Innovations which supports all process steps for data collection and import,

credit policy checks, risk assessment, and approval of credit applications. All parameters

in the credit approval process can be altered as necessary to suit the credit policies of

the lending institution concerned. Consequently, banks and financial institutions can

make timely credit decisions without sacrificing care and proper diligence.

Loan apprais&

According to Matthew Brown (2003), the branch manager does the loan

appraisal by carefully evaluating the cash flow from the activity; analyze the potential

risks attached to the proposal, credibility and reputation of the customers, obtaining no

due certificate from previous lenders before taking the proposal to the area manager.

According to Salomon Kagaba (2001) the loan appraisal is done for making the

systematic evaluation of the loan applicant to determine whether to grant the loan or

not and if so how much. It involves determining in advance the various lending

parameters likely to affect the successful recovery of the loan. Assessment is done of

the client’s willingness and his/her ability to repay the loan i.e. repayment capacity as

per the agreed terms without the MFI having to enforce recovery.

The guiding principle in credit appraisal is to ensure that only those borrowers

who require credit and are able to meet repayment obligations can access credit.

Lenders may refuse to make loans even though borrowers are willing to pay a higher

interest rate, or, make loans but restrict the size of loans to less than the borrowers

12



would like to borrow. The argument is that, credit should be made available according to

repayment capability based on current performance (Mishkin, 1997).

Kagaba (2001), continued that elements of the loan appraisal process in

microfinance includes the business aspects including financial performance of the

borrower, the market, management capability; the character issues including the clients

credit history, household stability and support as well attitude towards credit

repayment.

Morris (2001), said about two broad means of evaluating credit worthiness:

appraisal of repayment capacity, and set-backed lending. The former approach focuses

on investigating the integrity, moral character, management ability and debt paying

capacity of potential borrower either through human experts or statistical models, while

the latter focuses on the quality and quantity of assets that can be pledged as collateral

and quickly liquidated in the event of a default. To assess the repayment capacity of the

borrower, it requires human based expert systems: With the credit appraisal category

the principal means that a financial institutions uses to control credit risk is a solid

evaluation done by trained professional.

Portfolio Quality management

According to Kagaba (2001), portfolio is the total outstanding loan principal owed

by the borrowers that the MFI expects to receive. The aggregate of the loans and other

advances that are outstanding from borrowers of the MFI. The loan portfolio is typically

the largest asset and the predominate source of revenue. As such, it is one of the

greatest sources of risk to a bank’s safety and soundness. Whether due to lax credit

standards, poor portfolio risk management, or weakness in the economy, loan portfolio

problems have historically been the major cause of bank losses and failures.

13



Effective management of the loan portfolio and the credit function is

fundamental to a bank’s safety and soundness. Loan portfolio management (LPM) is the

process by which risks that are inherent in the credit process are managed and

controlled. Because review of the LPM process is so important, it is a primary

supervisory activity. Assessing LPM involves evaluating the steps bank management

takes to identify and control risk throughout the credit process. The assessment focuses

on what management does to identify issues before they become problems (Anne-Lucie

Lafourcade, 2005).

Effective loan portfolio management begins with oversight of the risk in

individual loans. Prudent risk selection is vital to maintaining favorable loan quality.

Therefore, the historical emphasis on controlling the quality of individual loan approvals

and managing the performance of loans continues to be essential. To manage their

portfolios, bankers must understand not only the risk posed by each credit but also how

the risks of individual loans and portfolios are interrelated. These interrelationships can

multiply risk many times beyond what it would be if the risks were not related.

When MFIs are faced with poor portfolio quality, they may write off the loans

from their books or refinance the loans by extending the term, changing the payment

schedule, or both. Given that information about loan write-offs and the use of

refinancing and rescheduling is limited, detailed analysis of portfolio quality is difficult.

Saving and Credits and Cooperatives (SACCO5) compare favorably for savings

mobilization, even though, on average, they do not lend as much as other MFI types.

Given their lower operating costs, cooperatives are well poised to improve financial

performance and remain competitive~ Analyses of reliable information allow institutions

to identify their strengths and weaknesses, mitigate risks, establish meaningful

performance targets, and increase the likelihood of attracting outside investment.

Practitioners, investors, and donors should encourage other African MFIs to follow the

14



lead of these institutions to help improve understanding and advance the microfinance

industry in Africa (Francois KANIMBA, BNR 2008).

According to Reed and Gill (1989:351), problems loans are those which have not

been written off but are at least 90 days past due, or renegotiated. Problem loans

adversely affect bank’s liquidity and increase the possibility of loss. Some problems that

arise with loans vary considerably in intensity and duration. Others may present minor

problems from the beginning of the loan; some develop slowly and if become chronic

and others suddenly without any indication.

The financial institutions are interested in preventive steps precautionary

measures that may be taken to reduce a number of problem loans, because of the

costs involved in their supervision and collection as well as the impact of losses on their

financial structures. The following steps may be taken to rescue the borrowers and

restore financial health: Counseling, addition of capital, merger, reduction of expansion

plans, encourage the collection of slow receivables, improve inventory control, obtaining

additional collateral, debt restructuring and increase the amount of loans/credits

(Flannery and Rag an, 2002).

Performance of MFIs in Rwanda

From bankers’ perspective, a microfinance institution is said to have reached

financial performance when the operating income from the loan is sufficient to cover all

the operating costs, when it can obtain funds at market rate and mobilize local

resources, realize high repayment rate, low operating cost ratio, high market interest

rates and can achieve a good quality of portfolio (Sharma and Nepal, 1997).

MFIs earn financial revenue from loans and other financial services in the form of

interest fees, penalties, and commissions. Financial revenue also includes income from

other financial assets, such as investment income. An MFI’s financial activities also
15



generate various expenses, from general operating expenses and the cost of borrowing

to provisioning for the potential loss from defaulted loans. Profitable institutions earn a

positive net income (i.e., operating income exceeds total expenses). For the purpose of

this review and to account for the institutional scale of operations, financial revenue and

expense indicators as well as returns are compared against the institution’s assets, to

give what is called return on assets (MINECOFIN, 2010).

Financial institutions such as banks, financial service companies and insurance

companies, securities, microfinance institutions and credit unions have very different

ways of reporting financial information. Performance of MFI can be measured using

profitability, asset management, efficiency and productivity ratios (Kyereboah, 2007).

MFIs in Rwanda are dynamic and perform favorably compared with their

counterparts in other global regions. Indeed, Rwandan MFIs perform well in savings

mobilization, in both the number of clients served and the absolute volume of savings

on deposit. Although the results of this study indicate that the overall financial

performance of MFI5 in Africa lags behind other global regions, a growing number of

MFI5—especially regulated and cooperative MFIs—are profitable. Furthermore, many

institutional models thrive in Africa, and this diversity provides good choices for clients.

Given their lower operating costs, cooperatives are well poised to improve financial

performance and remain competitive (BNR, 2008).

Profitability

According to Cull R., A (2007), it is important for business managers and owners

to be concerned with the profitably ratio of the firm. He defined profitability as the

ability of the firm to maximize its revenues and minimizes its costs. To him profit is the

different between revenue and costs of an organization, so that every effort should be

made to reduce costs and to increase revenues. According to the accountants

perspective profitability is the ability of the firm to earn a return. This return is normally

a margin either of sales a proportion of capital invested or proportion passed used. It is
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critical because it demonstrates the ability of the firm to earn returns on investments.

This can be deduced from the analysis of Return on Equity ratio (ROE).

Kifle tesfamariam Sebhatu (2011), define the Return on Equity as the net profit

after taxes divided by total owner’s equity. It reflects the bank management ability to

generate net profits from using the owner’s equity as one of the financial sources. It

measures how well the MFIs and SACCOs use their assets to generate revenues and

indicate how well they are managing their assets to optimize their profitability. It

provides an indication of the ability of a MFI to expand profitably with unsubsidized

funding.

According to Seep Network Guideline on measuring performance of performance

of SACCO’s sectors, a positive correlation exists between return on assets ratios and

portfolio to assets. The ratio is higher for SACCOs that maintain a large percentage of

the assets in the gross portfolio.

Profit is the function of variety of factors affected by changes in volume, costs

and prices, profit may be affected by either increase or decrease in selling price, volume

of sales, variable and field costs of a combination of all. In order the company to earn

any amount of profit, the company has to operate beyond the breakeven point, which is

a point where total cost of equals the total revenue of the organization. The units to be

produced and sold in order to get the planned or desired profits are determined when

total revenue exceeds total costs (Otero and Rhyne 1994).

Efficiency

According to, Von-Pischke (1991), efficiency indicators are performance

measures that show how well the institution is streamlining its operations. Efficient

institutions minimize costs of delivering services. The efficiency of an MFI can be

calculated in various ways but this study will analyze only Operating Expense to ratio.
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This is calculated by taking Operating Expenses divided by Gross Loan Portfolio. The

ratio provides a broad measure of efficiency as it assesses both administrative and

personnel expenses. With lower values it indicates more efficient operations.

Johnson and Roglay (1996), suggest that in case of delinquency or drop outs the

loan portfolio reduces and thus interest. They noted, however, that operational costs

follow the opposite trend because it leads to high recovery costs. Microfinance

institutions find it hard to remain performing. They use the operating and self-

sufficiency ratio to assess how revenue interest compares to operating expenses.

Efficient institutions minimize costs of delivering services. The efficiency of an MFI can

be calculated in various ways; by analyzing costs per borrower and costs per saver as

indicators of efficiency (MINECOFIN, 2010).

Adrian Gonzalez (2011), in searching the financial performance/efficiency and

social performance of MFIs, suggested that for all costs that must be covered by

interest rates and fees paid by borrowers, operating expenses were representing more

than 63 per cent on average, financial expenses 21 percent, and profits less than 8

percent. Therefore, from the point of view of efficiency it makes sense to focus our

discussion on operating expenses. Financial expenses are less able to be controlled by

MFIs, while profits explain only a small share of costs. He argued that, although many

factors contribute to the efficiency of a MFI, only Operating expense as a percentage of

average gross loan portfolios (OER), usually known as operating efficiency and Cost per

borrower as a percentage of GNI per capita are the most considered in financial

performance evaluation.

Productivity

Often measured in terms of borrowers per staff member, productivity is a

combination of outreach and efficiency. Productive MFIs maximize services with minimal

resources, including staff and funds. Because African MFIs reach many more savers

than borrowers, this analysis also includes productivity measures in terms of savers.
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However, productivity is difficult to compare at the product level: On the one hand,

serving a loan client can be more labor intensive and costly than serving a depositor,

because it implies a series of interviews and site visits before the loan can be disbursed;

on the other hand, collecting deposits involves expenses such as cashiers, security, and

cash management (MINECOFIN, 2010).

Here also, MFIs in Rwanda, as almost elsewhere in Africa, are among the most

productive in terms of borrowers and savers per staff member compared with the

global averages. The reason why Rwandan and African MFIs are more productive than

many global MFIs is about the methodologies and product descriptions of the African

MFIs. Limited information indicates that more than 85 percent of participating MFIs

from Rwanda and Africa offer group loans through solidarity groups or village banks.

These lending methodologies imply economies of scale through group transactions

(MINECOFIN, 2010).

Microfinance in Rwanda

Microfinance plays a crucial role in the Rwandan economy, and more broadly in

society as a whole. It is accepted today as a necessary instrument for reducing poverty

in Rwanda by strengthening the poor’s capacities, to create jobs and to generate

revenues on a sustainable basis. That role has been recognized and prioritized in

Government of Rwanda’s medium term Economic Development and Poverty Reduction

Strategy (EDPRS). Thus a National Microfinance Policy has been devised and adopted

specifically for Rwanda’s needs. This defines the orientations of microfinance and allows

MFIs to achieve the ultimate objective of this sector. The objective of the sector is to

contribute to economic and social development of Rwanda’s vulnerable poor, who are

economically active either in rural or in urban areas (MINECOFIN, 2007).

Access to financial resources is a key obstacle faced by many MFIs, as most

commercial banks are reluctant to offer wholesale finance to MFI5 due the perceived
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lack of credibility of the microfinance sector and the lack of liquidity management skills

in most MFIs. In order to broaden MFI access to diversified local and international

sources for lending, different models will need to be offered to increase the investment

attractiveness and security of MFIs for commercial banks, as well as building trust and

partnerships between the two sectors. Restructuring of existing and creation of new a

fund is required, as well as other resource mobilization strategies (MINECOFIN, 2007).

Many MFIs lack credit management and delinquency management skills. This

includes the lending methodology, pricing of products, customer care and the

effectiveness of the lending methodology. The combination of factors above is

hampering the sound development of the microfinance sector and its progress towards

market-led business oriented operations (MINECOFIN, 2007).

ReIationsh~p between the credit management and the financia’ performance

According to Von-Pischke (1991, p. 25) effective management of credit risk is

critically important for MFIs because they depend excessively on interest income from

loans, and loans are their main assets. High administrative costs also make MFIs more

vulnerable to defaults.

Proper Credit Management for Microfinance Institutions is a pre-requisite for

the success of these Institutions and growth of the sector in general. The effective

management of credit risk is then a critical component of a comprehensive approach to

credit management and essential to the long-term success of any MFI or any banking

organization (http://www.microbanking-bulletin/201 1/05/microfinance-efficiency).

The result of a Research published in the Journal of Finance and Accounting No

7/8, 2011 on Management of Credit in MFIs from the Perspective of Outreach and

Sustainability, says that there is strong positive correlation between financial

performance (ROA) and the asset utilization and operational. The study also came out

with a range of perspectives on the factors affecting the outreach and performance of
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METs under study and added that inappropriate loan security requirements were among

the factors affecting the outreach and sustainability of MFIs and SACCOs (Karen Doyle,

Jerry Black (2001).

Meyer (2002) noted that the poor needed to have access to financial service on

long-term basis rather than just a onetime financial support. Short-term loan would

worsen the welfare of the poor. Meyer (2002) also stated that the poor performance

financial unsustainability in the MFI arises due to low repayment rate. This may be

caused by many factors, in which, are inappropriate credit management and loan

policies.

According to some (Christen et al. 1995), cited in Meyer (2002), outreach and

financial sustainability are complimentary this is because as the number of clients

increase MFTs enjoys economies of scale and hence reduce costs which help them to

financial sustainable.

Theoreticall perspective

This study was based on Bhattacharya and Thakor Modern Financial

Intermediation Theory described in 1993 which states that the financial intermediaries

have emerged exactly to eliminate the transaction costs existing from imperfections on

the financial market. From this lack of complete information result high transaction

costs and moral hazard due to operating without complete information on the market.

The financial intermediaries have emerged exactly to eliminate, at least partially, these

transaction costs (Bhattacharya and Thakor~1993).

This existence of imperfections on the financial market arisen in the

information asymmetry. Modern theory of financial intermediation examines the main

functions of financial intermediation, how the financial intermediation affects the

economy as a whole and the effects of government policies on financial intermediaries

(Diamond and Dybvig, 1983).
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Berger and Humphrey (1997), functions of financial intermediaries are reduction of

transaction costs, liquidity provision, information provision, debt renegotiation.

The goal of intermediation theory is to explain why these financial intermediaries

exist. Financial intermediaries exist because they can reduce information and

transaction costs that arise from an information asymmetry between borrowers and

lenders.

Gurley and Shaw, (1960), define financial intermediaries as firms that borrow

from customers and lend to companies that need resource for investment. They explain

that saving and investments process in capitalist economies are organized around

financial intermediaries.

Under the intermediation model, financial institutions collect deposits and make

loans in order to make a profit. Deposits and acquired loans are considered to be

inputs. Institutions are interested in placing loans, which are traditional outputs in

studies of this kind (Berger and Humphrey: 1997).

In searching to determine whether banks operate efficiently, Bhattacharya and

Thakor developed that theory and suggested that by screening and monitoring

borrowers, commercial banks can solve potential moral hazard and adverse selection

problems caused by the imperfect information between borrowers and lenders.

(Bhattacharya and Thakor, 1993).

Berger and Humphrey (1997) suggest that one could assess efficiency under a

variety of output/input specifications, and see the way in which calculated efficiencies

change as the specification changes.

Financial intermediaries thus assist the efficient functioning of markets, and any

factors that affect the amount of credit channeled through financial intermediaries can

have significant macroeconomic effects. Banks’ ability to ameliorate informational

22



asymmetries between borrowers and lenders and their ability to manage risks are the

essence of bank production. These abilities are integral components of bank output and

influence the managerial incentives to produce financial services prudently and

efficiently (Berger and Humphrey, 1997).

Thus, the financial intermediaries are commercial companies, that produce

different types of loaning products for the individuals who wish to borrow. The main

finished products of financial intermediaries are the loans granted to clients, and the

main variable inputs are the deposits attracted from the depositors. Furthermore we

can regard financial intermediaries as companies that have as sole purpose the

maximization of profit, profit that occurs as a result of the difference between the

interests perceived for the granted loans and the interest abated for the attracted

deposits. Profit-maximizing financial institutions aim to provide financial services in a

cost-effective manner, but subject to two important constraints: the competitive

environment and the general institutional framework. Financial Intermediaries has the

role of the elimination of informational asymmetry and the performing of the

transaction (Ghatak et. Al., 1999).

This study was guided by this theory as microfinance institutions are also

financial intermediaries, which, as other commercial companies, can be analyzed in

the same way as other commercial companies that produce different types of loaning

products for the individuals who wish to borrow. In the purpose of the maximization of

profit, microfinace institutions perceive interests from the granted loans and strive to

operate efficiently by minimizing transaction costs.

They can reduce informational asymmetries between borrowers and lenders and

their ability to manage risks are the essence of their production. These abilities are

integral components of the institutions’ output and influence the managerial incentives
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to produce financial services prudently and efficiently (Bhattacharya and Thakor:

1993).

According to Ghatak et. Al., (1999), in that contexts searching efficiency by

reducing transaction costs, microfinance institutions can benefit from two advantages

by their group lending methodology. Firstly, by minimizing the effect of adverse

selection: the problem of adverse selection arises in credit provision due to

asymmetric information of the prospective borrowers’ quality as a borrower. This

positive assortative matching will enable lenders to screen safe from risky groups

using various loan characteristics as instruments.

Secondly, by minimizing moral hazard. Under group lending, this moral hazard

problem is minimized, due to the large amount of information that group members have

of each other’s activities. The absence of asymmetric information within the group

solves the moral hazard problem, just as it can aid in solving the adverse selection

problem.

A Microfinance Institution, like other banks, can operate with scale economies by

increasing their assets, giving more loans from which they also perceive more returns

(Berger and Humphrey: 1997).

In summary, Microfinance Institutions, as part of financial intermediaries play an

important role in credit markets because they participate in reducing the cost of

channeling funds between relatively uninformed depositors to uses to a more efficient

allocation of resources. They provide credit to borrowers on terms which those

borrowers would not otherwise be able to obtain. Because of the existence of

economies of scale in loan markets, and by reduction of the transaction costs these

MFI5 can achieve profitability and efficiency in their operation and then be performing.
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R&ated studies

Little research work has been carried out on credit management practices used

by MFIs.

The CGAP (2005b) research on microfinance activities carried out by few MFIs,

found that effective management of credit is critically important for MFIs because they

depend excessively on interest income from loans, and loans are their main asset. High

administrative costs also make MFIs more vulnerable to defaults (CGAP: 2005b).

Anne-Lucie Lafourcade, (2005), conducted a research on Outreach and Financial

Performance of Microfinance Institutions in Africa. She found that MFI5 in Africa tend to

report lower levels of profitability, as measured by return on assets, than MFIs in other

global regions. She reported however, that the microfinance sector in Africa is quickly

expanding, and institutions have increased their activities, making then African MFIs to

be among the most productive globally, as measured by the number of borrowers and

savers per staff member. MFIs in Africa also demonstrate higher levels of portfolio

quality, with an average portfolio at risk over 30 days of only 4.0 percent.

Another Research undertaken by Karen Doyle and Jerry Black (2001) on

Management of Credit in MFI5 and Outreach and Sustainability, found that there is

strong positive correlation between financial performance (ROA) and the asset

utilization and operational. The study also came out with a range of perspectives on the

factors affecting the outreach and performance of MFIs under study and added that

inappropriate loan security requirements were among the factors affecting the outreach

and sustainability of MFIs and SACCOs (Karen Doyle, Jerry Black (2001).

In Rwanda the limited survey undertaken by the World Bank (2004) indicates that

most existing Microfinance institutions were operating with loss by only resources

funded by International NGOs like Word Relief, World Vision, SNV and Care ternational.
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The same study recommend that those Microfinance institutions were to be helped to

achieve their financial sustainability and be themselves financially and operationally

performing.

The survey conducted by BNR, showed that after financial reforms done since

2004, especially in domain of microfinance, Rwandan MFI5 were perform well in savings

mobilization, in both the number of clients served and the absolute volume of savings

on deposit. Many of them were profitable, given their lower operating costs, they well

poised to improve financial performance and remain competitive (BNR, 2008).

According to Meyer (2002), in his research on outreach and financial

sustainability , he found that the two are complimentary, because as the number of

clients increase MFI5 enjoys economies of scale and hence reduce costs which help

them to financial sustainable. Meyer (2002) also stated that the poor performance

financial unsustainability in the MFI arises due to low repayment rate. This may be

caused by many factors, in which, are inappropriate credit management and loan

policies.

Research Gap

There have been a number of valuable studies using cross-section data of

credit management and relationship between financial credit and poverty reduction

(Mbaraga, 2001), “The impact of capital structure on the performance of microfinance

institutions”, Anthony Kyereboah-Coleman, (2007), “the Management of Credit in MFIs

and Outreach and Sustainability”, all of which present evidence on relationship between

credit and poverty reduction, capital structure and performance of MFIs, and

Management of Credit and the Outreach and Sustainability.

However, none of these studies attempt to explore of relationship between credit

management and financial performance of microfinance institutions.
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CHAPTER THREE

RESEARCH METHODOLOGY

Research Design

This study employed the descriptive and correlation design. Descriptive studies

are non-experimental researches that describe the characteristics of a particular

individual, or of a group. It deals with the relationship between variables, testing of

hypothesis and development of generalizations and use of theories that have universal

validity.

The correlation approach of the study analyzed the relationship between credit

management and financial performance Microfinance Institutions in Nyamagabe District.

Both qualitative and quantitative data were used and collected from selected samples of

respondents.

Research PopWation

The target population included a total of 153 composed by 78 management

officials and 75 credit officials of the selected Microfinance Institutions in Nyamagabe

District. The management officials include the Branch Manager, members of the

management committee, accountants and internal auditors of the Institution. The credit

Officials includes the credit officers, other members of the credit committee.

Sample Size

A sample size of 111 respondents was used based on Krejcie and Morgan tables

(Appendix III). Table 1 below shows the respondents of the study with the following

categories: management officials, and credits officials for target population and for the

sample size.
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Tab~e 1

Respondents of the Study

Category of respondents Number of respondents Sample Size

Management officials 78 56

Credits officials 75 55

Tota~s 153 111

Source: Researcher’s calculations, 2012

Sampllng Procedures

The researcher used both random and purposive sampling techniques. Simple

random sampling was used to ensure that all members of the population can be

selected and are given equal chances, while purposive was used as a result of the

researcher’s judgment. The sample was determined using the Table of KREJCIE and

Morgan (1970) for determining Sample Size from a given population (See Appendix III).

Research Instruments

The research tools utilized in this study included the following:

LFace sheet to gather data on the respondents’ demographic characteristics (gender,

age, highest level and area of qualification, occupied position, experience on it, legal
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status of their institutions, their geographical location and type of funded activity).

2. Researcher devised questionnaires to determine the levels of credit

management. These consist of options referring to credit management policies, to

credit appraisal and portfolio quality management.

The response modes and scoring are as follows: 4 for strongly Agree; 3 for Agree; 2 for

Disagree and 1 for Strongly Disagree

3. The researcher devised questionnaires to determine the extent of financial

performance of microfinance Institutions. These consist of options to referring the level

of profitability, efficiency and productivity of studied microfinance Institutions.

The response modes and scoring are as follows: 4 for strongly Agree; 3 for Agree; 2 for

Disagree and 1 for Strongly Disagree

Validity and Reliability of the Instruments

The validity refers the appropriateness of the instrument while reliability refers to its

consistency in measuring whatever it is intended to measure (Amin, 2005).

The content validity method was used. To investigate the validity of all the

questionnaires five experts (who shall estimate the validity on the basis of their

experience) such lecturers knowledgeable about the theme of the study were asked to

judge each item in each questionnaire either relevant (R) or irrelevant (IR). There after

the Content validity Index (CVI) was computed for each instrument by using the

R
following formula: CVI=

R+IR

Where CVI: Content Validity Index

R: Relevant questions
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The indices were computed as shown in the table below:

Table 2

Content Validity Index

Instruments Judgment! Assessment questions Computation

Relevant Irrelevant Total R!R+IR

(R) (IR) (R+IR)
Questions of Respondents 67 7 74 67,174=0.905

Researcher’s calculations, 2012

The instruments were certified valid as he stipulated the minimum Content

Validity Index to be at least 0.7. Thus, the table above indicates that CVIs (0.905) were

considerably more than 0.7. This implies that the questions were valid and therefore

ready for data collection.

The test-retest technique is used to determine the reliability. The researcher devised

instruments to twenty respondents from different MFI5. These respondents are not

included in the actual study. In this test- retest technique, the questionnaires is

administered twice to the same subjects. Thus, because our results were consistent and

essentially the same in both times, we can say that our instrument is reliable.

Data Gathering Procedures

Before the administration of the questionnaires

An introduction letter was obtained from the College of Higher Degrees and Research

for the researcher to solicit approval to conduct the study from respective people of the

different microfinance institutions.
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different microfinance institutions.

The respondents were explained about the study.

Reproduce more than enough questionnaires for distribution.

Select research assistants who would assist in the data collection; brief and orient them
In order to be consistent In administering the questionnaires.

Dun’ng the admlnlstndon ofthe quesUonnahes

The respondents were requested to answer completely and not to leave any part of the
questionnaires unanswered.

The researcher and assistants emphasized retrieval of the questionnaires within five
days from the date of distribution.

On retrieval, all returned questionnaires were checked If all are answered.

After the administration ofthe questionnaires

The data were collected, encoded into the computer and statistically treated using
the Statistical Package for Social Sdences (SPSS).

Data Analysis

Data collected was analyzed using descriptive statistic using computer aided
SPSS method. The following statistical tools were used:

The frequency and percentage distribution were used to determine the profile of the
respondents.
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The mean were applied for the levels of credit management and financial performance

of microfinance institutions. To interpret the obtained data, the following numerical

values and interpretations were used:

Mean Range Response Mode Interpretation

3.26-4.00 Strongly agree Very High

2.51-3.25 Agree High

1.76-2.50 Disagree Low

1.00-1.75 Strongly disagree Very Low

The Pearson coefficient correlation to determine the correlation between the levels of

credit management and financial performance of microfinance institutions is used. The

coefficient of determination r2 was computed to determine the percentage of influence

of the dependent variable on independent variable in the model.

Ethic& Considerations

To ensure confidentiality of the information provided by the respondents and to

ascertain the practice of ethics in this study, the following activities will be implemented

by the researcher:

1. Solicit permission through a written request to the concerned officials of MFIs

included in the study.

2. The respondents and MFIS will be coded instead of reflecting the names.

3. Acknowledge the authors quoted in this study and the author of the standardized

instrument through citations and referencing.

4. Present the findings in a generalized manner.

5. Finally, we endeavored to be very respectful to all respondents and to all

participants who were part of this study.
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Limitations

Potential sources of bias in the proposed study occur due to different factors.

Sources may be lack of:

Testing: The use of research assistants can bring about inconsistency in the

administration of the questionnaires in terms of time of administration, understanding

of the items in the questionnaires and explanations given to the respondents. To

minimize this threat, the research assistants are oriented and briefed on the procedures

to be done in data collection.
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CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF DATA

The chapter four presents analyzes and discusses the results obtained from the

research. The percentages and frequencies distributions tables were used. The data

were presented in the line with the objectives of the research and the set study

questions. This was done with the use of Statistical Package for Social Sciences (SPSS).

A total of 111 questionnaires were given out in our area of study, Vision Finance

Company, RIM s.a; Ingenzi Gasaka SACCO, Twizigamire, Umwalimu SACCO,

Umutanguha Gasarenda, Kibilizi SACCO, Cyanika SACCO, Urwego C.B, Inkingi MF, Tare

SACCO, Winkingi SACCO and CT Nyamagabe. Thus, the analysis of the data was based

on those questionnaires.

This chapter gives analysis of the findings and interpretation of credit

management, level of profitability and relationship between the two variables. The data

are analyzed in relation to the research question and objectives of the study.

Profi’e of the respondents

The tables below show the profile of the respondents from different institutions.

This was in terms of gender, age, occupied position, working experience, level and area

of education, geographic location and principal activity funded. The findings are

presented using tables and analyzed by use of frequencies, percentages and correlation

coefficients.
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Tab~e 3A

Demograph~c Character~st~cs of the Respondents

Source: Primary 2012
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From the table above it is indicated that 77 % of the respondents were females

and only 23 % were males. This indicates that all sexes were involved in the study but

with a great number of female respondents which is explained by their important

presence in the staff of studied Microfinance Institutions. A big number of women staff

is used to stimulate women to use MF small credits as a mean of reducing poverty.

The Table above showed that 84% of respondents were between 31 and 40

years and l6~/c of the respondents were bellow 30 years. This indicates that the

majority of respondents has between 31 and 40 years, has sound minds and

independent ideas and therefore the responses gathered were reliable and dependable.

Findings on the level of education were captured to reveal whether respondents

could be able to interpret the questionnaires given to them by the researcher. From the

table above, 8% Advanced Level holders, 31% Diploma Level holders, 61% have

Bachelors Level. According to their area of qualification 80% of them are qualified in

Accounting while 20% are qualified in Management. This means that the respondents

had the capacity (by their level of study and area of qualification) to interpret the

questionnaires given to them and were able to give relevant answers. This has also a

positive effect on performance of MFIs because people have enough knowledge about

the domain of MF programs.

Findings on the occupied positions of respondents, from the table above 7% of

them were Branch Managers, l8~/c were Management committee members, 32~/c were

credits officers, 3O~/c were credits committee members, 7w/c were internal auditors and

6~/c were accountants. According to their experience on occupied position findings from

the table above, showed that 51 ~ of the respondents were less than 5 years

experienced, 49% were 6 to 10 years experienced in working with MF institutions. This

means that the respondents were able to give relevant answers based on their occupied

position even if the experience of many was less than 5 years in microfinance domain

(Sl%). This is due to the fact that a many MFI5 and SACCOs were newly created (in

2004-2006 for MFIs and in 2008 for SACCOs) with new staff too (RMF, 2008).
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Findings on the legal status of organizations, findings showed that 57% were

Microfinance Institutions (MFI5), 45% of were Savings and Credits Cooperatives

(SACCOs), and 4% were NGO5. Findings on the geographic location also showed that

64% of them were located in urban area while 36% were located in rural area and

according to the activity funded; findings showed that 55% of funds were put in

business activities, 23% in agriculture and 22% in construction. This is explained in that

many of these institutions are financing business activities which are generally operated

in urban area than in rural area. Most of them are located in town areas than in rural

and consequently financing urban clients where they are located.

These findings are supported by the findings of Anne-Lucie Lafourcade,( 2005)

by which she explained that lower profitability of some of African MFI5 was due to that

many them work in rural areas, where low population density and weak infrastructure

result in high operating costs which do not cover the high operating expenses.

The Level of Credit Management

The second objective of this study was to determine the level of credit

management in the institutions under study.

This component was conceptualized into 54 questions. All questions were rated using a

four rate, where 1= Very low, 2 = low, 3= High, 4 = Very high.

Their responses were analyzed using SPSS through the means and for their

interpretation, the following numerical values and descriptions were followed.
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Table 4A

Level of Credit Management (n= 111)

Indicators of credit management Mean Interpretation Rank

Credit management Policies

The personnel is familiar with those policies and guidelines 3.90 Very high 1

The loan agreements are properly structured and documented 3.79 Very high 2

Credits are managed & monitored with respect to stipulated written credit policy 3.72 Very high 3

There are covenants to demand for payment of loan when conditions for payment 3.68 Very high 4
have deteriorated

There is a methodology and eligibility criteria to evaluate creditworthiness, 3.64 Very high 5
collateral policy and structure of loan payment

The organization have a written credit policy for each step of the credit process 3.62 Very high 6

The assessment of the screening process terms for outreach is done effectively 3.51 Very high 7

There are guidelines and policies strictly followed for regularly loan disbursement 3.46 Very high 8

A maximum loan size and limit exist and is based on equity and credit product 3.45 Very high 9

There are appropriate loan security requirements and monitoring procedures 3.40 Very high 10

The management regularly obtains information about debt level among the 3.36 Very high 11
organization’s client

The institution has internal control and audit system in place 3.31 Very high 12

The Institution has stable interest rates charged on clients to avoid defaults cases 3.19 High 13
in the last three years.

Average Mean 3~54 Very high

Loan Apraisal

Character issues including the clients, household stability and support as well 3.90 Very high 1
attitude towards credit repayment credit history are considered

Interviews by loan officer are required for all new loans 3.82 Very high 2

Assessment is done of the client’s willingness and his ability to repay loan 3.81 Very high 3

Borrower evaluation is done on the based on details like the repayment record, 3.61 Very high 4
social status, acquaintance, employment status, recommendations and collateral

A third party review loan analysis and documentation to ensure that it adhere to a 3.52 Very high 5
documented policies and procedures

Source: Primary Data, 2012.
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Table 4B

Level of Credit Management (n= 111)

I There is someone who reviews disbursement documentation to ensure compliance 3.51 Very high 6
with policies and procedures

Business aspects including financial performance, the market, management capability 3.47 Very high 7
etc are also considered

Before the lend disbursement the MFI should ensure all conditions are fulfilled; loan 3.34 Very high 8
agreement, collateral, guarantors commitment, proper recording

Loan Portfolio management

Average Mean 3.62 Very high

The repayment rate have been maintained at more than 90% in the 3 last years 3.81 Very high 1

Your personnel is well qualified and trained to evaluate true repayment capacity of a 3.79 Very high 2
borrower and monitor credits when given

My organization conducts on site visits and regular contact with clients 3.73 Very high 3

The institution have a provision policy for doubtful accounts bad debts 3.70 Very high 4

My organization uses the classification of the portfolio according to performance to 3.69 Very high 5
handle the credit risk

There are clear credit policies to prevent delinquency 3.67 Very high 6

Sensitization of clients is one of the strategies used to prevent delinquency 3.54 Very high 7

The level of delinquency is maintained at less than 5% of the total portfolio 3.54 Very high 8

The institution maintained its portfolio at risk at less than 10% in the 3 last years 3.52 Very high 9

My organization manages and reviews clients files, documents, and collated securities 3.51 Very high 10

My institution uses portfolio in arrears or portfolio at risk in monitoring performance 3.46 Very high 11

In monitoring performance my institution uses repayment rate 3.42 Very high 12

My organization uses monitoring of the portfolio performance to handle the credit risk 3.39 Very high 13

The institution insures its risk through insurance companies 3.38 Very high 14

Strong measures for late payments and default were set to prevent delinquency 3.36 Very high 15

To deal with delinquency my institution uses community/peer pressure 3.36 Very high 16

To deal with delinquency my institution confiscates the collateral 3.35 Very high 17

My institution applies legal process C last resort) To deal with delinquency 3.33 Very high 18

Source: Primary Data, 2012.
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Table 4C

Level of Credit Management (n= 111)

Legend: Mean Range

3.26-4.00

2.51-3.25

1.76-2.50

1,00-1.75

Response Mode

Strongly agree/Very well

Agree! Well

Disagree! Poor

Strongly disagree/Very poor

Interpretation

Very High

High

Low

Very Low

My organization conducts credit audit or asset review to assess portfolio quality 3.30 Very high 20

My organization ensures that the credit is orderly and fully repaid 3.23 High 21

The institution have a credit control manual or policy 3.23 High 22

The Institution have different strategies and techniques to prevent and deal with 3.18 High 23
delinquency

Board, staff, committees and supervisors are regularly trained on loan appraisal and 3.09 High 24
monitoring

My Institution use outreach ration to monitor performance 2.90 High 25

In my institution, growth ratios are used to monitor performance 2.90 High 26

My institution strengthens the security system (guarantee, compulsory savings and 2.77 High 27
collateral etc) prevent delinquency

To deal with delinquency my institution uses restructuring or refinancing 2.76 High 28

In monitoring performance my institution uses write-off 2.65 High 29

To deal with delinquency my institution considers rescheduling 2.57 High 30

Client rating system is used to prevent delinquency 2.43 Low 31

Write off is used to deal with delinquency in my institution 2.20 Low 32

Incentive package for on-time repayment is offered to prevent delinquency 2.00 Low 33

Average Mean 3.21 High

Grand Mean 3.45 Very high

Source: Primary data, 2012
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The table 4 presents the means of the Likert scores from the questionnaire on

the level of credit management. They were ranked from top to bottom from 1st to 13th

based on the mean score for each index on the credits management policies, 1st to 8th

on loan appraisal and 1st to 33~ on Portfolio quality management.

Credit Management Policies

Based on the Likert analysis, almost all respondents strongly agree that most of

their institutions have and strictly respect the credit management policies, guidelines,

that they have methodology and eligibility criteria to evaluate creditworthiness,

collateral policy and structure of loan payment and that documents and loan

agreements are followed before loan disbursement. They agreed that credits are

managed and monitored with respect to the stipulated written credit policy.

Their average means (3.54) range between 3.9 and 3.31; meaning that most of

studied MFIs very highly have and respect management credit policies. On the Likert

scale, twelve indices (from 1 to 12) proved to be very high, while the last indice (13)

proved to be high with the means ranging of 3.19 (between 3.25 and 2.51) on the

Likert scale.

Loan Appraisal

The means from table 4, show that respondents strongly agreed that in credit

appraisal they consider character issues including the clients credit history, household

stability and support as well as attitude towards credit repayment are considered in loan

appraisal. Interviews by loan officer are required for all new loans, assessment is done

of the client’s willingness and his/her ability to repay the loan, loan analysis and

documentation are reviewed to ensure that it adhere to a documented policies and

procedures, before the lend disbursement the MFI should ensure all conditions are

fulfllled. The borrower evaluation is done and basing on the repayment record, social

status, acquaintance, employment status, recommendations and collateral, business

aspects including financial performance, management capability etc.
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Their average means (3.62) range between 3.9 and 3.31; meaning that in most

of studied MFIs loan appraisal is done on a high level and borrowers’ evaluation is done

assess the client’s willingness and his/her ability to repay the loan. On the Likert scale,

all the 8 indices (from 1 to 8) proved to be very high.

Portfolio Quality Management

In the table 4 above the findings revealed that, on the portfolio quality

management the majority of respondents strongly agreed that the repayment rate have

been maintained at more than 90% in the 3 last years, that their personnel (board,

staff, supervisors and committees) is well qualified and regularly trained to evaluate

true repayment capacity of a borrower and on loan appraisal and monitoring credits

when they are given. Most of respondents strongly agreed that the following strategies

are used by their institutions to prevent delinquency: Clear credit policies (3.67),

sensitization of clients (3.54), strong measures for late payments and default (3.36).

They disagree using client rating system (2.43) and incentive package for on-time

repayment (2.00).

To deal with delinquency the respondents strongly agree that the studied

institutions use these techniques: community/peer pressure, confiscate the clients’

collateral, apply legal process (last resort), or conduct on site visits and regular contact

with clients and have a provision policy for doubtful accounts bad debts use. The

respondents disagree using the write off technique in dealing with delinquency. They

strongly agreed that their organizations use the classification of the portfolio according

to performance to handle the credit risk, sensitization of clients is one of the strategies

used to prevent delinquency and that they manages and reviews clients files,

documents, and collated securities.

The strong measures for late payments and default were set to prevent

delinquency, clients files, documents, and collated securities are regularly managed and

reviewed and their institutions insure their risks through insurance companies.
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The institutions have maintained the level of delinquency at less than 5% of the

total portfolio and its portfolio at risk at less than 10% in the 3 last years. In

monitoring performance, respondents agreed that their institutions uses ratios like

portfolio in arrears (Delinquency) or portfolio at risk, repayment rate and outreach ratio

to monitor performance growth ratios are used to monitor performance.

To get a summary picture on the level of credit management, an average index

was computed for all the 53 items in table 4 above, which turned to have a mean index

of 3~54 confirming that the level of credit management in selected institutions is very

high.

These findings are supported by Reed and Gill (1989:252-258), who argued that,

since lending is important both to the bank and to the community it serves, loans

policies must be worked out carefully after considering many factors such as the

character, will and repayment capacity of the borrower, techniques and strategies on

preventing and dealing with delinquency, a provision policy and insurance for doubtful

accounts and defaults etc~. According to Reed and Gill (1989:264), after either

loan/credit policy has been formulated, provision for its proper execution must be

made. Some individual must carry out loan policy, and some provision should be made

for its periodic review and evaluation to make changes, it should be known that the

loan policy acts as a guide to lending and not straightjacket.

Pantoja (2002, p. 30), also support these findings arguing that while

inadequacies continue to exist, an increasing number of MFIs are making efforts to

improve some of their risk management practices,

The third objective was to establish the extent of Financial Performance of

microfinance institutions in Nyamagabe District. This was measured by 12 questions

asked to respondents where they were required to rate them using a four rate where

1= strongly disagree, 2= disagree, 3= agree, 4= strongly agree.
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Responses were analyzed using means and for their interpretation, the following

numerical values and descriptions were followed:

Table S

Extent of Financial Performance (n= 111)

Indicator of performance of MFIs Mean Interpretation Rank

Profitability

The institution’s net profit has been improving during the 3 last years

The Institution’s assets have been able to bring profits in 3 last years

The institution’s fixed assets have been increasing in the last 3 years

The Institution will i~~ 3.57

Yo~ente~reach) and number of cti I

Institution~

The institutions profits on assets are among the best in their industry

Average Mean

Efficieny and productivity

The cost per borrower is

The number of borrowers have been increasing in these 3 years

The Institution generate sufficient revenue to cover its operating costs

The organization realize the high level of efficiency in its operating expenses/co~

The Institution has the ability to operate and expand without subsidies

Average Mean

GrandM~—~

Source: Primary data, October 2012

Legend: Mean Range Response Mode Interpretation

3.26~4.0O Strongly agree Very High

2.51-3.25 Agree High

1.76-2.50 Disagree Low

1.00-1.75 Strongly disagree Very Low
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Profitability in studied MFIs

In the table 5 above the findings on profitability revealed that most of

respondents strongly agreed that the institutions’ profits have been increasing in the

past three years (3.92); that their fixed assets have been increasing (3.76) and

generated some profits (3.63) in the three last years, that the institutions had enough

financial resources to continue serving members and clients in the future (3.57), and

the clientele (outreach) and number of active clients has increased during the three last

years and this has affected their general performance.

The Institutions make sure that the use of funds generates more revenues than

the cost of funds and to maintain their revenues in the best of the industry.

The findings were pursued to ascertain whether the institution’s net profit has

been improving compared to other institutions within the same industry and results as

shown in the table 5, show that most of respondents strongly agreed that the

institution’s net profits have been improving compared to other institutions with in the

same industry (3.37).
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Efficiency andproductivity

On the extent of efficiency and productivity findings revealed that, the cost per

borrower is maintained on the low level due to the economies of scale (3.87), the

number of clients has been increasing in the three last years (3.81), the institutions are

in a position to generate sufficient revenue to cover their operating costs (3.55), the

organizations realize the high level of efficiency in their operating expenses/costs (3.49)

and the institutions have the ability to operate and expand without subsidies (3.32).

Their average means (3.60) range between 3.9 and 3.31; meaning that most of

studied MFIs realize a high level of efficiency and productivity. On the Likert scale, all

the 5 indices (from 1 to 5) proved to be very high.

The table 5 presents the means of the Likert scores from the questionnaire on

the extent of financial performance of microfinance institutions. They were ranked from

top to bottom from 1st to 7th based on the mean score for each index the profitability,
1st to ~ on efficiency and productivity.

To get a summary picture on the extent of financial performance (profitability,

efficiency and productivity), an average index was computed for all the 13 items in

table 5 above, which turned to have a mean index of 3.60 confirming that the extent of

financial performance in selected microfinance institutions is very high.

This is supported by the findings of GTZ by which says that the effective

management of credit risk is critically important for MFIs because they depend

excessively on interest income from loans, and loans are their main asset. High

administrative costs also make MFIs more vulnerable to defaults (GTZ 2000, p. 5).

Karen Doyle supported these findings saying that there is strong positive

correlation between financial performance and the asset utilization and operational. Her

study also came out with a range of perspectives on the factors affecting the outreach

and performance of MFIs under study where she added that inappropriate loan security
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requirements were among the factors affecting the outreach and performance of MFIs

and SACCOs (Karen Doyle, Jerry Black (2001).

Relationship between Credit Management and Financial Performance of MFIs

The fourth objective was to establish the relationship between Credit

Management and Financial Performance of microfinance institutions in Nyamagabe

District, Rwanda. It was hypothesized that there was no significant relationship between

Credit Management and Financial Performance of microfinance institutions. In order to

test this hypothesis, the Pearson’s Linear Correlation Coefficient (PLCC) was used.

Table 6

Correlation between the Level of Credit Management and Financial

Performance

Variables Correlated Mean Comp Sig- Interpretation Decision

uted value of Correlation on Ho

value

Financial performance of 3.60

Microfinance Institutions
0.498 0.009 Significant Rejected

Credit Management 3.45 correlation

Source: Primary data, 2012.

The r-value (r= 0.498, sig= 0.009) in table 6 indicated that there is a significant
correlation between the level of credit management and the extent of financial
performance in microfinance institutions in Nyamagabe district. The significant value
indicates that the two variables (level of credit management and the extent of financial

48



performance) are significantly correlated (significance (0.009) is less than 0.05, which is
the maximum significance value to declare a significant relationship).

The null hypothesis of no significant relationship between credit management

and the financial performance of Microfinance Institutions in Nyamagabe District was

rejected.

These findings are in agreement with Ssewagudde (2000), who asserts that

when a bank strategy, credit policy, procedures and directives have been carefully

formulated and administered from the top and well understood by all organizational

levels, it enables the bank or any financial institution to maintain proper credit

standards, avoid excess risk and evaluate business opportunities properly which help it

to achieve a high level of financial performance.

TaNe 7

Regression Ana’ysis between credit management and financia’ performance

of microfinance institutions

VariaWes regressed Adjusted F-Va~ue Sig Interpret Decision

square(R2) ation on Ho

Financial Performance of

Microfinance Institutions
Significant

0.248 3.305 0.009 Rejected
Vs effect

Credit Management

Source: Primary data, 2012.

The r2-value (r2 = 0.248, sig= 0.009) in table 7 indicated that the independent

variable significantly affects the dependant variable (F=3.305, sig =0.009). This

therefore confirms that there is a relationship between the credit management and

financial performance of selected microfinance institutions in Nyamagabe District.
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The high or low level of credit management increases or decreases the extent of

financial performance accordingly.

These result indicates also that 24~8 % (R2 =0.248) of the dependent variable;

financial performance of microfinance institutions; is explained by the independent

variable; credit management. The rest is a contribution of other factors which are not

included in this study.
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CHAPTER FIVE

FINDINGS, CONCLUSIONS, RECOMMENDATIONS

Findings

This chapter gives a brief summary of findings of the present research. A

conclusion and recommendations accordingly to the results are given and a set of topics

for further researches is proposed at the end of the study.

The underlying objective of this study was to identify the demographic

characteristics of the respondents in terms of gender, age, occupied position and

number of years working experience and the level and area of education; to determine

the level of credit management in the selected Microfinance institutions under study; to

determine the extent of financial performance of microfinance institutions under study

and to establish the relationship between credit management and financial performance

of microfinance institutions in Nyamagabe District.

Under objective 1: To determine the profile of the respondents:

The researcher found that the majority of the respondents are females (77%), with

age between 31 and 40 years (84%).

They have bachelors level of education (61%), especially in accounting (8O%) and the

majority of the respondents are 1 to 5 years experienced in managing microfinance

institutions.

Many of the respondents are credits officials (credits officers and members of credits

committee) (62%). Many of the studied institutions are working in urban area and fund

the business activities.

Under the second objective: to determine the level of credit management in

micro- finance institutions under study, findings revealed that the majority of

respondents strongly agree that the credit management in studied microfinance

institutions is on a very high level, as there is existence and strict application of the
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credit management policies and guidelines with the mean of 3.54. There are

methodology and eligibility criteria to evaluate creditworthiness of the borrowers,

appropriate loan security requirements and monitoring procedures for all institutions

and they have internal control and audit system in place. Findings showed that loans

are well appraised in most of those MFIs with the mean of 3.62 and the portfolio quality

is well managed by appropriate techniques to prevent and manage delinquency when it

appears (mean = 3.21).

Under the third objective: To determine the extent of financial performance of

microfinance institutions under study: The results discovered that the majority of

respondent strongly agree that the level of profitability in Microfinance is very high with

the average mean of 3.60. As showed by findings, their profits, assets and clients

were increasing for the three last years, they were operating efficiently and with

productivity of their resources.

Under objective 4: To establish the relationship between credit management and

financial performance of microfinance institutions: The Pearson’s correlation coefficient

indicates that there is a significant relationship between credit management and

financial performance of microfinance institutions. Where (F=3.305, sig =0.099).

The study findings revealed that credit management in Microfinance Institutions

contribute in increasing the extent of profitability, efficiency and productivity. This

therefore confirms that there is a relationship between the credit management and

financial performance of selected microfinance institutions in Nyamagabe District. The

high or low level of credit management increases or decreases the extent of financial

performance accordingly.

These results indicate also that 24.8 % of the financial performance of

microfinance institutions is determined by the credit management.
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Condusions

Based on the findings from this study, the researcher made the following

conclusions:

The findings in chapter above showed that there is a significant relationship

between credit management and financial performance of microfinance institutions in

Nyamagabe District. The null hypothesis was rejected.

Also, the modern theory of financial intermediation, described by Bhattacharya

and Thakor (1993) is proved in this study in the sense that the credit management

determine the level of efficiency and influence the financial performance of microfinance

institutions. Thus proper credit management policies, loan appraisal and portfolio

quality management contribute to achieve the higher performance of microfinance

institutions by increasing profitability, efficiency and productivity.

The study was able to bridge the gaps identified in the previous studies. In this

regard, credit management can predict the financial performance of microfinance

institutions. This can undoubtedly help managers and investors in those MFIs ensure

that credits management affects their activities by increasing or decreasing the financial

performance of microfinance institutions.

Recommendations

These recommendations are arisen from the findings and conclusions of this

study, following the study objectives and questions:

MFIs could diversify geographically to reach rural areas where are located a lot

of people of low income. It is the role of government and the NBR to stimulate and

develop rural financial markets by providing MFI5 with loan guarantees and/or donor
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sourced credit lines to lend more to poor people located in rural area and who are the

target clients of MFIs.

MFIs should multiply techniques for improving credit management for example

by giving incentives packages to clients who paid regularly or to the staff to promote a

sens of responsability

Donors and governments should focus on improving the legal and regulatory

framework, especially with regard to improving contract enforcement, an expressed

concern of many surveyed.

As many MFIs are located in the same urban area financing business activities,

they keep competing for the same clients and many are not able to keep performing for

the long run. They are recommended to diversify their areas, clients and types of

funded activities for keeping them competitive.

Suggestion for further research

The research invites all interested persons to bring their contribution in this

domain.

He suggests that research should be done on the influence of geographic

location on the performance of financial institutions;

Personnel productivity and performance of MFIs;

The influence of accountability on the profitability of financial institutions in

developing countries.
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School of Post Graduate Studies and Research

UGANDA

September, 2012

Dear Sir/Madam,

RE: REQUEST FOR KALISA CaHixte, MBA/43710/92/DF

This serves as an approval allocated by our organisation to Mr. KALISA Callixte, a

master student enrolled in your University, for accessing on any information related

to the fulfilment of her academic requirements. He is in good position to conduct her

research entitled Credit Management and Financial Performance of

Microfinance Institutions in Nyamaga be District, Rwanda.

Thank you very much in advance
~%)

/
~ ~

Branch Manager of VISION FINANCE
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APPENDIX IC

TRANSMITTAL LErrER FOR ThE RESPONDENTS

Dear SIn Madam,

Greetings!

I am a MBA candidate & Kampala International University. Part of the requirements for
the award Is a dissertation. My study is entitled, Credit management and financial

performance of Microfinance Institutions In Nyamagabe District, Rwanda.
Within this context may I request you to partidpate in this study by answering the

questionnaIres? Kindly do not leave any option unanswered. Any data you will provide

shall be for academic purposes only and no Information & such kind shall be disclosed
to others.

May I retrieve the questionnaire within five days (5)?

Thank you very much in advance.

Yours faithfully,

Mr. Callixte KALISA
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APPENDIX II A

FACE SHEET: PROFILE OF THE RESPONDENTS

1. Gender of respondents (Tick in appropriate box)

Male I I Female I

2. Age of respondents

A. Below 30 years of age i

B. 31 to 40 years of age I

C. 41 to S0years of age I

D. Above 50 years of age I I

3. Highest level of qualification (Tick appropriate box)

a) Ordinary Level I I d) Bachelors level I I

b) Advanced Level e) Masters levels

c) Diploma Level I Please indicate your area of qualification

4. OCCUPIED POSITION IN THE ORGANIZATION (Tick appropriate box)

A. President of the Management Committee I I

B. Branch Manager I I

C. Credit committee member

D. Credit officer I I

E. Member of Management committee I I

F. Internal auditor I

G. Accountant I I

5. Experience on present position (Tick appropriate box)

A. lto5years I I

B. 6toloyears I I

C. 11 to 15 years I I

D. Above 15 years ______
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6. The legal status of your Institutions

A. A Saving and Credit Cooperative ______

B. A Microfinance Institution I

C. A Non Government Organization I

D. Other status I

7. The geographic location of your Institution

A. Urban area ______

B. Rural area I I

8. Activity funded

A. Business I I

B. Agriculture I I

C. Construction I I

D. others ( Please indicate what ) I I
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APPENDIX II B

QUESTIONNAIRE TO DETERMINE THE LEVEL OF CREDIT MANAGEMENT IN

MICROFINANCE INSTITUTIONS

Direction : Please write your rating on the space after each question according to

your best answer for your institution. Kindly use the scoring system below:

Please rate 4 for strong’y Agree; 3 for Agree; 2. for Disagree and 1 for Strong’y

Disagree.

a~ Credit management poNcies

Statement 4 3 2 1

SAA DSD

1. The organization have a clear written credit policy for each step

of the credit process

2. There is a methodology and eligibility criteria to evaluate — —

creditworthiness, collateral policy and structure of loan payment

3. Credit are managed and monitored with respect to the stipulated —

written credit policy

4. There are appropriate loan security requirements and monitoring — —

procedures

5. There are guidelines and policies strictly followed for regularly loan —

disbursement
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6.The personnel is familiar with those policies and guidelines — —

7.The loan agreements are properly structured and documented — —

8. The institution has internal control and audit system in place

9. There are covenants to demand for payment of loan when — —

conditions for payment have deteriorated

10. There is a maximum loan size and limit based on equity of — —

institution and credit product

12. The management regularly obtains information about debt level — —

among the organization’s client

13. The assessment of the screening process terms for outreach is — —

done effectively

14. The Institutions have stable interest rates charged on clients to — —

avoid defaults cases in the last three years.

b. Loan apprais&

Statement 4 3 2 T

1. Assessment is done of the client’s willingness and his/her ability to — — —

repay the loan

2. Borrower evaluation is done on the based on details like the —

repayment record, social status, acquaintance, employment status,

recommendations and collateral

3.Business aspects including financial performance, the market, —

management capability etc are also considered
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4.Character issues including the clients credit history, household —

stability and support as well attitude towards credit repayment

5. A third party review loan analysis and documentation to ensure —

that it adhere to a documented policies and procedures.

6. There is someone who reviews disbursement documentation to

ensure compliance with policies and procedures

7. Interviews by loan officer are required for all new loans or are — — —

circumstances where interview is not required

8. Before the lend disbursement the MFI should ensure all conditions — — —

are fulfilled; loan agreement, collateral, guarantors commitment,

proper recording in the books of accounts.

c. PortfoNo Quahty management

Statement j

1. Your personnel is well qualified and trained to evaluate true — — —

repayment capacity of a borrower and monitor credits when they are

given

2. How well prepared do you think is your organization to handle the —

credit risk by using these strategies? (Please rate 1=very Poor, 2~

poor, 3 well and 4= very Well).

a. Monitoring of the portfolio performance

b. Classification of the portfolio according to performance

c. Insuring that the credit is orderly and fully repaid
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d. Conducting on site visits and regular contact with clients — —

e. Conducting of credit audit or risk asset review to assess

portfolio quality

f. Management and review of clients files, documents, and

collated securities

3.In Monitoring performance the Institution use different measures — — —~

like these ratios:

a. Portfolio in Arrears (Delinquency) or portfolio at risk

b. repayment rate

c. write-off

d. outreach

e. growth ratios

4.The Institution have different strategies and techniques to deal with

delinquency

5. The following strategies are used to prevent delinquency.

a. Sensitization of clients

b. Clear credit policies

c. Strong measures for late payments and default

d. Client rating system

d. Strengthen the security system (guarantee, compulsory savings

and collateral etc)

e. Incentive package for on-time repayment
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6. Board, staff, committees and supervisors are regularly trained on

loan appraisal and monitoring

7. To deal with delinquency the Institution use these techniques

a. Community/peer pressure

b. Confiscate the collateral

c. Consider rescheduling

d. Restructuring or refinancing

e. Apply legal process (last resort)

f. Write off

8. The institution have a provision policy for doubtful accounts bad

debts

9. The institution insures its risk through insurance companies

10. The repayment rate have been maintained at more than 9Q% in — —

the 3 last years

11. The institution maintained its portfolio at risk at less than 10% in — —

the 3 last years

12. The level of delinquency is maintained at less than 5% of the —

total portfolio

13. The institution have a credit control manual or policy —

-~- -
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APPENDIX II C

QUESTIONNAIRE TO DETERMINE THE LEVEL OF FINANCIAL PERFORMANCE

OF MICROFINANCE INSTITUTIONS

a~ ProfitabiNty

Statement

1.Our institution’s net profit has been improving during the three last — —

years

2.Our Institution will have the financial resources to continue serving —

members and clients tomorrow as well as today

3.The institution’s profits on assets are among the best in the same — —

industry

4.The institution’s fixed assets have been increasing in the last three years —

5.The Institution’s assets have been able to bring some profits in the last — —

three year

6.Our clientele (outreach) and number of active clients has increased — — ——

during the three last years

7. The Institution makes sure that the use of funds generates more —

revenues than the cost of funds.

b. Efficiency and productivity

1. The organization realize the high level of efficiency in its operating

expenses/costs
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2. The cost per borrower is maintained on the low level due to the —

economies of scale

3. The number of borrowers have been increasing in these 3 years — —

4. The Institution is in a position to generate sufficient revenue to cover — —

its operating costs

5. The Institution has the ability to operate and expand without subsidies — —
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Appendix III

The Robert V~ KREJCIE & D~ W. Morgan’s formWa to determine samp~e size
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Appendix IV

Formula for determination of the mean range

Formula : (H-L)/H: where H: (the high indice) is 4

L: (the low indice) is 3

By computing we get: (4-1)! 4 = 3/4 =0.75

Therefore the mean range is 0.75


