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DEFINITION OF KEY TERMS 

Credit Management refers to the way banks lend out money after taking great consideration to 

avoid losing the money through bad debts (Mafumba, 2020). 

Loan portfolio performance refers to rate of return of an investment in various loan products 

(Krestlow,1992). 

Credit approval is a critical component of credit management that significantly affects the quality 

and performance of a financial institution’s loan portfolio. It involves evaluating loan applications 

based on borrower credibility, repayment capacity, and compliance with internal lending policies 

(Mwangi & Muathe, 2020). 

Credit appraisal is a fundamental process in credit management that involves assessing a 

borrower's financial health, repayment capacity, business viability, and collateral adequacy before 

loan approval (Mwangi & Muathe, 2020). 

Credit documentation is a critical element of credit management that involves the preparation, 

verification, and storage of all relevant records related to a loan agreement (Kiiru, 2021) 
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ABSTRACT 

The study aimed to establish the effect of credit management on loan portfolio performance in 

Centenary Bank Bugiri Branch. It specifically examined the effect of credit approval on loan 

portfolio performance, analyzed the effect of credit appraisal on loan portfolio performance and 

examine the effect of credit documentation on loan portfolio performance. The study adopted a 

quantitative approach and collected primary data in a cross-sectional. The sample size for this 

study was 52 which was determined using the table of Krejcie and Morgan. A questionnaire served 

as the research instrument. Quantitative data collected were coded into Statistical Package for 

Social Sciences (SPSS) version 22, cross-checked for entry errors, and analyzed. Regression 

analysis was used to test the relationship between dimensions of the independent variable and the 

dependent variable. The study was steered by agency theory by Jensen and Meckling (1976). The 

study found positive and statistically significant effect credit management (credit approval, credit 

appraisal and credit documentation) on loan portfolio performance. credit appraisal had a stronger 

significant effect on loan portfolio performance. The study concludes that loan portfolio 

performance in financial institutions is influenced by credit approval, credit appraisal and credit 

documentation. It recommends that management reinforce their credit approval processes by 

emphasizing creditworthiness assessments, setting appropriate credit limits, and ensuring strict 

adherence to internal lending policies, adopt comprehensive credit appraisal practices and ensure 

that all client data and loan details are meticulously recorded, comply with regulatory standards, 

and are securely stored for easy retrieval.
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

This chapter presents the background of the study, statement of the problem, the purpose of the 

study, research objectives, research questions, and the scope of the study, the significance of the 

study, the conceptual framework and the definitions of the terms. 

1.1 Background of the Study 

Kiplimo and Kalio (2014) defined loan portfolio performance as the total amount of money given 

out in different loan products to different types of borrowers in form of salary loans, group 

guaranteed loans, individual loans and corporate loans. Loan portfolio performance is the 

backbone of financial stability and profitability in lending institution (Aboagye & Otchere, 2021). 

A well-performing loan portfolio ensures consistent cash flows, reduced credit losses, and 

sustained investor confidence (Kariuki, 2020). Conversely, poor portfolio performance indicated 

by rising non-performing loans can threaten institutional liquidity, capital adequacy, and long-term 

viability(Kiiru, 2021). In today’s dynamic financial environment, enhancing loan portfolio quality 

is no longer optional but a strategic necessity for growth and competitiveness (Musyoki, 2022). 

Despite of the above relevance, loan portfolio performance is still poor in most financial 

institutions. 

Globally, European Union (EU) as of Q4 2023, the average non-performing loan (NPL) ratio in 

the euro area banks rose to 2.3%, with certain countries like Greece and Italy reporting NPL ratios 

exceeding 6%, driven by inflationary pressure and rising interest rates (European Banking 

Authority, 2024). Similarly in 2023, United States commercial banks experienced a 30% increase 

in delinquent loans, particularly in the commercial real estate sector, with total non-performing 

assets reaching $160 billion, the highest since 2013 (Federal Reserve, 2024). Furthermore the Bank 

of England reported that as of mid-2023, the rate of credit card and personal loan defaults had risen 

by 25% year-over-year, attributed to household financial stress and higher borrowing costs (Bank 

of England, 2023). 

In Africa, Nigeria’s average loan recovery rate for commercial banks stood at 58% in 2023, 

significantly below the African Development Bank’s target of 75%, with poor collateral 

enforcement cited as a major challenge (Central Bank of Nigeria [CBN], 2023).In the same way 
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