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Abstract- Commercial banks have an important role in the 

economy and the society as a whole. Their central roles are to 

make the community’s surplus of deposits and investments useful 

by lending it to people for various investment purposes like 

company growth, education, houses. The main purpose of this 

study was to assess the extent to how credit portfolio management 

affecting the financial performance of Bank of Kigali-Rwanda. 

The study used qualitative and descriptive approaches, a sample 

size is 51 employees who have been selected using purposive 

sampling technique. Data were collected through questionnaire, 

interview guide and documentary while analysis was done using 

descriptive statistical method. The findings discovered that BK 

looks the credit-worthiness of the customer base and business, and 

the specific criteria that customer must meet before receiving the 

proposed credit arrangement. The influences of borrower-specific 

factors on financial performance of BK determined by credit 

period that refers to the period of time in which the credit is 

granted in BK; the interest rates charged by BK may affect the 

loan performance. The effects of selection Risk Analysis to 

financial performance of BK shown by how BK is shifting loans 

risks from their balance sheets to insurance companies to recover 

the loans, loan risk transfer enhance financial stability, 

collateralized debt obligation and assets backed securities help BK 

to proactively manage their portfolio, and loan derivatives of BK 

that remain a small but rapidly growing market. Furthermore, the 

respondents confirmed that the financial performance achieved by 

Bank of Kigali depends on an effective loan portfolio 

management.  

 

Index Terms- Loan portfolio management, financial performance, 

commercial banks 

 

I. INTRODUCTION 

ommercial banks perform a very important service to many 

sectors of the economy by providing facilities for the pooling 

of savings and making them available for economically and 

socially desirable purposes. This is beneficial to their customers 

since they are rewarded by payment of interest on their savings, 

which are safe and a high in liquid form (Brick, 2006).  Lending 

in worldwide is the principal business activity for most 

commercial banks, and 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 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 cause of bank losses and 

failures. Effective management of the loan portfolio and credit 

function is fundamental to a bank’s safety and soundness. Loan 

portfolio management, is the process by which inherent risks in 

the credit process are managed and controlled. 

         Loan portfolio management involves evaluating the steps 

which the bank management takes to identify and control risks 

throughout the credit process. The assessment strongly focuses on 

what management does to identify issues before they become 

problems. In recent years, more and more globally active financial 

institutions in the US and Europe have been proactively engaged 

in LPM, rebalancing their loan asset portfolios while utilizing the 

credit market’s functions to the full (Kraft & Jankov, 2005). 

         In the second half of the 1980s, US commercial banks faced 

declines in capital adequacy ratios and rising funding costs against 

the background of non-performing loans. As a result, bank 

managements became highly aware of the need to shrink their 

balance sheets and boost their earning power, whereby they 

optioned to sell off their non-performing loans and reinforce their 

loan risk management systems, and these moves marked the 

starting point for the subsequent development of the US credit 

market. In the 1990s, the major commercial banks through all 

these experiences they established LPM departments within their 

risk management divisions, and started proactive initiatives to 

reduce loan concentration risk aimed at their large corporate loan 

portfolios.  Most activity in the early stages was at the individual 

company level and involved control of the loan approval process, 

loan sales and hedging through single-name credit default swaps 

(CDS) (Smithson & Mengle, 2006). 

         In developing countries of Africa and some of Asia, lending 

is the principal business activity for most financial institutions, 

where the loan portfolio is typical the largest asset and the 

predominate source of revenue. Therefore, effective management 

of loan portfolio’s loan risk requires that the board and 

management understand and control the bank’s risk profile and its 

loan culture. To accomplish these, they must understand the 

portfolio’s product mix, industry and geographic concentrations, 
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average risk ratings, and other aggregate characteristics. They 

must be sure that the policies, processes, and practices 

implemented to control the risks of individual loans and portfolio 

segments are sound (Carletti, & Daltung, 2006). 

The Government of Rwanda with central bank has developed in 

2005 the policies lead banks management where every financial 

institution uses various techniques of mitigating credit risk. The 

most common techniques are collateral, guarantees, netting off of 

loans against deposits of the same counter-party. The payments 

are made against the receipts and then the balance is paid hence 

reducing the credit risk. Credit Insurance, factoring, debt 

collection, surety bonds, and letter of credit are other techniques 

widely used (Central Bank report, 2008). There is a need of an 

effective loan portfolio management, where loans should be well 

managed to minimize potential risks that may affect the bank’s 

performance in Rwanda.  The Rwandan banking system recorded 

a considerable increase over the years. The improvement in 

profitability can be explained by BNR continuous monitoring of 

the banking sector profitability followed by the improvement in 

asset quality management that lead to capital adequacy ratio 

(BNR, 2014). 

         Bank of Kigali as a commercial bank deals with banking 

activities as well as lending out money, is more concerned with 

well management of its credit. BK has the committee comprises 

of four independent non-executive board members and meets on 

quarterly basis or more frequently as its business demands. The 

committee is responsible for monitoring and managing the bank’s 

balance sheet to ensure that various business risks such as 

liquidity, capital, market and currency risks are monitored and 

mitigated in compliance with the bank’s policies and central bank 

guidelines (BK, 2016). 

 

1.1 Statement of the Problem 

         BK is a commercial bank which presents the profit evolution 

in previous years as indicated by its annual financial reports, 

where in 2012, NP was 33.89% and in 2013, net profit increased 

to 33.13% which was reduced in 2014 until on 36.17%, BK in 

2015, NP was 36.46%.  This profit depends on several factors like; 

good location, market penetration, enough capital investment, 

integration in capital market, qualified staff, and doing an 

appropriate loan portfolio management (BK, 2017). Therefore, the 

central questions of this study are how does the loan approval 

process, borrower-specific factors, and selection Risk Analysis 

could affect the financial performance of Bank of Kigali as 

commercial bank in Rwanda. It however the study is all about the 

contribution part of loan portfolio management on financial 

performance of Bank of Kigali in Rwanda. 

 

1.2 Objectives of the Study 

         The overall purpose of this study was to assess the extent 

how credit portfolio management affecting the financial 

performance of Bank of Kigali. While specifically this study 

assessed: 

i. To find out the effects of the loan approval process to 

financial performance of BK. 

ii. To evaluate the influence of borrower-specific factors on 

financial performance of BK.  

iii. To analyze the effects of selection Risk Analysis to 

financial performance of BK.  

II. LITERATURE REVIEW 

Loan portfolio Management is a function performed within a 

company to improve and control credit policies that lead to 

increased revenues and lower risk including increasing 

collections, reducing credit costs, extending more credit to 

creditworthy customers, and developing competitive credit terms 

(Pandy, 2006). Loan portfolio management constituted by (1) the 

loan approval process presents credit terms, credit risk control, 

collection policy, and economic cycles. (2) The borrower-specific 

factors were shown by character, capacity, capital, collateral, and 

conditions. (3) The selection risk analysis show the risk transfer, 

risk securitization, risk derivatives and loan mechanisms, risk 

diversification, and risk retention (Tummala, and Burchett, 2009). 

 

2.1 Borrower-Specific Factors  

         Ross, and Jordan, (2008) argued that borrower-specific 

factors is influencing the financial performance into 5 C’s Model 

of client appraisal including  character which is the applicant’s 

record of meeting previous obligations, financial status, 

contractual, and moral (Good hart, 2004). Capacity which is the 

applicant’s ability to repay the requested loan, financial statement 

analysis, with particular emphasis on liquidity and debt ratios, it is 

typically used to assess the applicant’s capacity (Gollier, 2001). 

Capital that is the financial strength of the applicant as reflected 

by ownership position. Analysis of the client’s debt relative to 

equity and profitability ratios is always used to assess its capital 

(Gordy, M., 2000). 

Collateral as the amount of assets the applicant has which is 

available for use in securing the credit. The larger the amount of 

available, the greater the chance that a firm recovers its funds in 

case of the applicant defaults. A review of the customer’s balance 

sheet, asset value appraisals, and any legal claims filed against the 

applicant’s assets, can be used to determine its collateral (Grunert, 

and Norden, 2005). Conditions which is the current status of 

economic and business climate as well as any other unique 

circumstances affecting either party to the credit transaction. 

Generally, credit analyst typically gives primary attention to the 

first two C’s-character and Capacity-because they represent the 

most basic requirements for extending credit to an applicant 

(Gurtler, Heithecker, 2005). 

 

2.2 The Loan Approval Processes  

         Tummala and Burchett, (2009) argue the process of loan 

portfolio management begins with accurately assessing the loan-

worthiness of the customer base and his/her business viability. 

This is very important if the financial institution wishes to extend 

some type of credit line or revolving loan to certain customers. 

Hence, proper loan portfolio management is setting specific 

criteria that a customer must meet before receiving the proposed 

credit management (Tummala & Burchett, 2009). 

         Credit Terms are the conditions under which an MFI 

advances loans to its customers. The credit terms specify the credit 

period and interest rates. Credit period is defined as the period of 

time in which the credit is granted to the applicant (Ross, 

Westerfield & Jordan, 2008). Credit Risk Control where an 

investor’s risk of loss is arising from a borrower who does not 

make payments as promised. Such an event is called a default. 

Another term for credit risk is default risk. Investor loses include 

lost principal and interest, decreased cash flow and increased 
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collection costs. Credit risk can be mitigated using based pricing, 

covenants, credit insurance, tightening and diversification (Ross et 

al., 2008). 

         Collection Policy is several policies which an organization 

should put in place to ensure that loan management is carried out 

effectively; one of the policies is a collection policy which is 

needed, for the reason that all customers do not pay the firms bills 

on time. Some customers are slow payers while others are non-

payers. The collection effort should therefore be aimed at 

accelerating collections from slow payers and reducing bad debt 

losses (Kariuki, 2010). Economic cycles refers to wide 

fluctuations economy in production or economic activity over 

several months or years. Pandey (2008) occur where there is a long 

term growth trend, and this involve shifts over time between 

periods of rapid economic growth and periods of relative decline 

(a contraction or recession). 

 

2.3 The selection Risk Analysis  

         Ahmed and Ariff (2007) examined the key determinants of 

loan risk of commercial banks on emerging economy banking 

systems compared with the developed economies. The study 

found out that regulation in commercial banks is very important 

for banking systems that offer multi-products and services; 

management quality is essential in the cases of loan-dominant 

banks in emerging economies. Risk transfer is including the 

insurance sector argue that banks are shifting loan risks from their 

balance sheets to insurance companies whereby these insurance 

companies continue to issue bonds which are later sold to 

institutional investors like investment funds and other end-

investors (Andersen, 2001). 

         Risk securitization has emerged globally as an important 

technique for bundling assets and segregating risks into 

marketable securities. It allows investors to improve their yield 

while keeping intact or even improving the quality of investment 

(Vora, 2001). Risk derivatives and loan mechanisms involves one 

party shedding credit risk (in other words, buying credit 

protection) and another taking on this risk (selling credit 

protection). Loan risk can be transferred in part to either by buying 

credit risk protection to eliminate or reduce loan risk exposure or 

by directly selling the loan-risk bearing instrument (Erin, 2003). 

Risk diversification is the primary tool for lenders to control 

borrower risk, and highlighted the fact that risks arise well before 

default occurs and warned against the construction of “bullet-

proof” portfolios that can underperform (Brannan, 2000). Risk 

retention is very important where; risk managers seek to reduce 

the economic impact of risk on their organizations and or 

institutions through adopting greater levels of risk retention 

(Amato, 2004).  

 

2.4 Principles and Procedures of Lending 

         Banking institutions should have an independent loan risk 

management committee chaired by a director, either executive or 

non-executive, without powers to approve loan to assist the Board 

in its supervisory role on the management of loan risk of the 

organization. The committee should be responsible for evaluation 

and assessing the adequacy of strategies to manage the overall 

credit risk associated with the banking institution’s activities; 

oversee the formal development of credit policies within the 

banking institution, encompassing all products and businesses and 

also ensuring the development of policy manual and procedures; 

monitor, assess and advise on the loan risk portfolio composition 

of the banking institution; evaluate risks under stress scenarios and 

the capacity of the banking institution’s capital to sustain such 

risk; assess the risk-return trade off; review reports of the credit 

review process, asset quality and ensure that corrective action is 

taken; and review and evaluate the various credit products 

engaged by the banking institution to ensure that it is conducted 

within the standards and policies set by the board (Ben-Naceur and 

Omran, 2008). 

 

2.5 Financial Performance of Commercial Banks 

         According to Meyer (2000), financial performance has 

different components such as profitability, solvability, and 

liquidity. The profitability is considered as a measure of 

profitability, which is a way to measure a company’s performance. 

It is simply the capacity to make profit, and a profit is what is left 

over from income earned after you deducted all costs and expenses 

related to earning the income. 

         The liquidity is factor indicating the financial performance 

that relates to the ability of an economic agent to exchange his or 

her existing wealth for goods and services or for other assets.  

Solvability is efficiency ratio that measure, the ability of business 

to use its assets and liabilities to generate sales. A highly efficient 

organization has to minimize its net investment in assets, and so 

requires less capital and debt in order to remain in operation 

(Meyer, 2000). In order to solve the study problem, the study 

establishes the relationship between independent variables in 

terms of loan portfolio management and the dependent variables 

in terms of financial performance of commercial banks. The 

conceptual framework is shown in figure 1 as follows: 
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Figure 1: Conceptual Framework 

Source: Researcher, (2020) 

 

          The figure above illustrates the concepts to be used to 

determine effective credit portfolio management such as following 

the loan approval process; verifying borrower-specific factors; and 

selection risk analysis as independent variable and it shows also 

the indicators of commercial banks performance to be considered 

such as the increase of profitability; enhancing the liquidity and 

solvability as dependent variable.  

 

III. METHODOLOGICAL FRAMEWORK OF THE 

STUDY 

          Qualitative and descriptive approaches were applied in this 

study. Linear regression to show the relationship between the two 

variables by using SPSS Version 20.0. The target population was 

included by middle and top employees from BK Headquarters that 

concerns with credit and management of this bank. This means 

that target population was 58 employees from BK Headquarters. 

 

3.1 Sample Size   

          Sample size was selected from target population of 58 staff. 

The study also used 5% of margin error while confidentiality is 

95%. The study applies the formula of Taro Yamane elaborated in 

1982. Through purposive sampling technique, there were 51 

respondents selected as sample of this study. 

 

3.2 Data Collection Methods  

          During data collection at Bank of Kigali, various 

instruments were used to collect information from respondents 

that including questionnaire, interview guide, and documentation. 

 

3.3 Data Analysis Procedures 

          Data obtained from respondents of BK were edited, coded 

and make the statistical tables by using various methods such as 

descriptive statistical method which described the frequency, 

percentages, and cumulative percentages of data; and the linear 

regression analysis methods. 

 

IV. RESULTS AND DISCUSSION FOR FINDINGS  

          The results of this study were presented and interpreted in 

accordance with the research objectives. The questionnaires were 

distributed to 51 respondents. The findings indicated the 

participation rate of 100.0% of answering the questions.  

 

 

Table 1: Gender Distribution of respondents 

 

Gender Frequency Percentages 

Male 28 54.9 

Female 23 45.1 

Total 51 100.0 

Source: Data from field, (2020) 

 

             Financial Performance 

 Capital adequacy,  

 Asset quality,  

 Management quality,  

 Earning capacity  

 Liquidity 

Loan Portfolio Management  

 Loan approval process 

 Borrower-specific factors 

 Selection Risk Analysis 

 

Dependent Variable 
Independent Variable 

Intervening variables 

 Principles and procedures of lending 
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          The findings show that 54.9% respondents were males, while 45.1% of respondents were females. As Rwandan gender law 

expected 30% of gender balance in every organization employment opportunity, Bank of Kigali has gender balance in employment. 

 

Table 2: Distribution of Respondents on Education level 

 

Education level  Frequency Percentages 

Bachelor’s Degree                                     31 60.8 

Masters Degree                                        20 39.2 

Total                                          51 100.0 

Source: Data from field, (2020) 

 

          Distribution by education level of respondents in BK shows that among 51 respondents participated in the study, 60.8% 

respondents had bachelors’ degree, and 39.2% of respondents had master’s degree.  

 

Table 3: Working Experience of Respondents 

 

Experiences  Frequency Percentages 

 2-4years                                                                           18 35.3 

 5-6 years                                                                         20 39.2 

 7-8 years                                      5 9.8 

 9years and Above                                                                                  8 15.7 

Total 51 100.0 

 Source: Data from field, (2020) 

 

          More than 35.3% of respondents are between 2-4years of working experience in BK. 39.2% respondents had the experience 

between 5-6years of experiences. 9.8% had experience from 7-8years while 15.7% respondents had the experience of 9years and above. 

 

4.1 The effects of the loan approval processes to the financial performance of BK 

          The findings confirmed that there are many effects of loan approval process on the financial performance of BK as table 4 below 

indicated. 

 

Table 4: Effects of the loan approval processes to financial performance of Bank of Kigali 

 

The loan approval processes and financial 

performance 

SA A U D SD 

fi % fi % fi % fi % fi % 

BK looks the credit-worthiness of the customer 

base and business viability. 
9 17.6 23 45.1 14 27.5 5 9.8 0 0.0 

 

BK clarifies the specific criteria that customer must 

meet before receiving the proposed credit 

arrangement. 

19 37.3 24 47.1 8 15.7 0 0.0 0 0.0 

 

BK checks the applicant’s record like past 

obligations, financial, contractual, and moral.  

22 43.1 17 33.3 6 11.8 3 5.9 3 5.9 

 

BK evaluates the capacity of applicant’s ability to 

repay the requested credit as influence of financial 

performance. 

19 37.3 26 51.0 0 0.0 6 11.8 0 0.0 

 

BK checks the financial strength of the applicant as 

reflected by its ownership position. 

27 52.9 17 33.3 7 13.7 0 0.0 0 0.0 

 

They analyse the applicant’s debt relative to equity 

and its profitability ratios are frequently used to 

assess its capital. 

28 54.9 9 17.6 6 11.8 5 9.8 3 5.9 
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BK asks the applicant’s balance sheet, and asset 

value appraisals that used to evaluate collateral. 

25 49.0 19 37.3 5 9.8 0 0.0 2 3.9 

 

BK evaluates the current economic and business 

climate as well as any unique circumstances 

affecting either party to the credit transaction. 

21 41.2 21 41.2 6 11.8 3 5.9 0 0.0 

 

BK adopts the principles and procedures of lending 

to reduce non-performing loan for customers. 

18 35.3 24 47.1 7 13.7 0 0.0 2 3.9 

BK follows the loan approval process which raises 

profit. 20 39.2 21 41.2 7 13.7 3 5.9 0 0.0 

Source: Data from field, (2020) 

 

Description of abbreviation on tables: SA: Strongly Agree; A: 

Agree; U: undecided or Neutral, D: Disagree; SD: Strongly 

Disagree; fi: Frequency; %: Percentage. 

          The loan approval process of BK looks at the credit-

worthiness of the customer base and business viability was 

confirmed on rate of 62.7% using strongly agree and agree. BK 

told the specific criteria that customer must meet before receiving 

the proposed credit arrangement was on 84.3%. BK checks the 

applicant’s record like past obligations, financial, contractual, and 

moral were on rate of 76.5%. BK evaluates the capacity of 

applicant’s ability to repay the requested credit as influence of 

financial performance was on 88.2%. BK checks the financial 

strength of the applicant as reflected by its ownership position was 

on rate of 86.3%. Analysis of the applicant’s debt relative to equity 

and its profitability ratios are frequently used to assess its capital 

in BK were on rate of 72.5%. BK asks the applicant’s balance 

sheet, and asset value appraisals that used to evaluate collateral 

was on rate of 86.3%. BK evaluates the current economic and 

business climate as well as any unique circumstances affecting 

either party to the credit transaction was on rate of 82.4%. BK 

adopts the principles and procedures of lending to reduce non-

performing loan for customers were on rate of 82.4%. BK follows 

the loan approval process which raises profit was confirmed on 

rate of 80.4% of respondents. 

 

4.2 The influences of borrower-specific factors on financial 

performance of BK 

          There are more influences of borrower specific factors on 

performance of BK such as credit period which refers to the period 

of time in which the credit is granted in BK; the interest rates 

charged by BK may affect the loan performance; the length of the 

credit period in BK is influenced by collateral value, credit risk, 

the size of the account and market competition; credit risk control 

of BK is done to avoid an investor's risk of loss arising from a 

borrower who does not make payments as promised; BK reduces 

credit risk by using risk based pricing, covenants, credit insurance, 

collection policy in BK is needed because some customers do not 

pay the bills in time. Table 5 illustrates perceptions on the 

influences of borrower-specific factors to financial performance 

of BK. 

 

Table 5: The influences of borrower-specific factors on the financial performance of BK 

 

The borrower-specific factors and 

financial performance 

SA A U D SD 

fi % fi % fi % fi % fi % 

Credit period refers to the period of time in 

which the credit was granted in BK. 

 

25 49.0 19 37.3 5 9.8 2 3.9 0 0.0 

The interest rates charged by BK affect the 

loan performance. 
21 41.2 19 37.3 3 5.9 8 15.7 0 0.0 

 

The length of the credit period in BK 

influenced by collateral value, credit risk, 

the size of the account and market 

competition. 

32 62.7 16 31.4 3 5.9 0 0.0 0 0.0 

 

Credit risk control of BK was done to avoid 

an investor's risk of loss arising from a 

borrower who does not make payments as 

promised. 

20 39.2 22 43.1 9 17.6 0 0.0 0 0.0 

 24 47.1 20 39.2 7 13.7 0 0.0 0 0.0 
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BK reduces credit risk by using risk based 

pricing, covenants, credit insurance, 

tightening and diversification. 

 

Collection policy in BK is needed because 

some customers do not pay the bills on 

time. 

 

22 43.1 22 43.1 0 0.0 2 3.9 5 9.8 

Credit administration and monitoring of 

BK is documented and show security 

disbursement receipts. 

 

12 23.5 29 56.9 10 19.6 0 0.0 0 0.0 

The collection effort of BK aimed at 

accelerating the collections from slow 

payers and reducing bad debt losses. 

 

18 35.3 22 43.1 5 9.8 3 5.9 3 5.9 

BK verifies the borrower-specific factors to 

enhance return on investment. 
23 45.1 20 39.2 5 9.8 3 5.9 0 0.0 

Source: Data from field, (2020) 

 

          The results confirmed that credit period refers to the period 

of time in which the credit is granted in BK confirmed by 86.3% 

of respondents who strongly agreed and agreed. The interest rates 

charged by BK may affect the loan performance on rate of 78.4%. 

The length of the credit period in BK is influenced by collateral 

value, credit risk. The size of the account and market competition 

was on rate of 94.1%. Credit risk control of BK is done to avoid 

an investor's risk of loss arising from a borrower who does not 

make payments as promised was on the 82.4%. BK reduces credit 

risk by using risk based pricing, covenants, credit insurance, 

tightening and diversification were on rate of 86.3%. Collection 

policy in BK is needed because some customers do not pay the 

bills in time was on rate of 86.3%. Credit administration and 

monitoring of BK is documentation and security disbursement 

receipts were confirmed on the rate of 80.4%. The collection effort 

of BK aim at accelerating collections from slow payers and 

reducing bad debt losses were on rate of 78.4% and BK is 

verifying borrower-specific factors that enhances return on 

investment was confirmed by 84.3%. 

 

4.4 The effects of selection Risk Analysis to financial 

performance of BK 

 

          Majority of respondents confirmed that there many effects 

of selection risks analysis to financial performance of Bank of 

Kigali as detailed on table 6 below.  

 

Table 6: The effects of selection Risk Analysis to the financial performance of BK 

 

The selection Risk Analysis and 

financial performance  

SA A U D SD 

fi % fi % fi % fi % fi % 

BK is shifting loans risks from their 

balance sheets to insurance companies to 

recover the loans. 

 

18 35.3 24 47.1 3 5.9 3 5.9 3 5.9 

Loan risk transfer enhances financial 

stability of BK. 

 

26 51.0 20 39.2 5 9.8 0 0.0 0 0.0 

Collateralized debt obligation and assets 

backed securities help BK to proactively 

manage their portfolio. 

 

21 41.2 24 47.1 3 5.9 3 5.9 0 0.0 

Loan derivatives of BK remain a small 

but rapidly growing market. 

 

26 51.0 18 35.3 4 7.8 3 5.9 0 0.0 

BK used risk diversification as primary 

tool to control borrower risk. 

 

34 66.7 12 23.5 2 3.9 0 0.0 3 5.9 

Risk retention analysis of BK help to 

decide how much risk is able to retain. 
31 60.8 15 29.4 2 3.9 3 5.9 0 0.0 
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Management of BK is available as 

competent personnel to manage sufficient 

resources allocated to manage and control 

credit risk. 

 

28 54.9 18 35.3 5 9.8 0 0.0 0 0.0 

The personnel of BK involved in credit 

appraisal, approval, and review is 

required training program before they 

approve the credit. 

 

20 39.2 28 54.9 3 5.9 0 0.0 0 0.0 

Selection risk analysis helps BK to 

achieve on financial performance. 
16 31.4 24 47.1 5 9.8 3 5.9 3 5.9 

  Source: Data from field, (2020) 

 

          The findings stated that BK is shifting loans risks from their 

balance sheets to insurance companies to recover the loans as 

confirmed by 82.4% using strongly agree and agree. Loan risk 

transfer enhance financial stability of BK was on rate of 90.2%. 

Collateralized debt obligation and assets backed securities help 

BK to proactively manage their portfolio was confirmed by 

88.2%. Loan derivatives of BK remain a small but rapidly growing 

market was on rate of 86.3%. BK used risk diversification as 

primary tool to control borrower risk was on rate of 90.2%. Risk 

retention analysis of BK help to decide how much risk are able to 

retain was confirmed by 90.2%. Management of BK is available 

as competent personnel to manage sufficient resources allocated 

to manage and control credit risk as confirmed by 90.2%. The 

personnel of BK involved in credit appraisal, and credit approval 

and credit review are required training program before they 

approve credit was on rate of 94.1%; and selection risk analysis 

helps BK to achieve on financial performance was also confirmed 

by 78.4% respondents. 

 

4.5 Linear Regression Test 

          The study used linear regression by analyzing the loan 

portfolio management (LPM) in terms of “loan approval process, 

borrower-specific factors, selection risk analysis” as independent 

variable, with financial performance in terms of “capital adequacy, 

asset quality, management quality, earning capacity, liquidity” as 

dependent variable. The study used the formula of Y= 

ẞ0+ẞ1X1+ẞ2X2+ẞ3X3+ε.  However, Y is dependent variable 

indicator which is “financial performance”. X is independent 

variable factors which are “loan portfolio management”. 

 

Table 7: Analysis test of LPM and financial performance of BK 

 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

 

(Constant) 3.948 .521  7.578 .000 

Loan approval process .336 .146 .366 2.307 .029 

Borrower-specific factors  .449 .156 .455 2.887 .007 

Selection risk analysis .275 .157 .278 1.752 .091 

a. Dependent Variable: financial performance of BK 

 

          The result from linear regression analysis on how loan 

portfolio management affects financial performance of Bank of 

Kigali shows that:

 321 .2750.0449.0336.03.948 XXXy
 

          The X1 represent Loan approval process, X2 represent 

Borrower-specific factors, while X3 is Selection risk analysis, and 

ε represents standard errors. As explained by the linear regression 

equation, it is clear that one unit change of X1, X2, and X3 lead to 

change times 0.203, 0.148, and 0.343 of dependent variable 

respectively.  In the other case, if all independent variable 

indicators are zero, the dependent variable equals to the constant 

(3.948). Thus, according to the result indicated on table 7, there is 

significant influence of loan approval processes, borrower-

specific factors, selection risk analysis on the financial 

performance of Bank of Kigali. 

 

V. CONCLUSION AND RECOMMENDATIONS 

Conclusion  

          According to the findings indicated above through 

respondent’s perceptions, we may conclude by saying that the 

financial performance achieved by Bank of Kigali depends on an 

effective loan portfolio management. Absolutely it is impossible 

to have a good financial performance with a poor loan portfolio 

management in commercial banks 

 

Recommendations   
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          The study recommended that BK should continue to uphold 

monitoring of loans that are in arrears, also disciplined the clients 

for late payment of loans to continue limiting the repeat of loans 

for defaulters or to discourage loan default. The BK should also 

monitor the flow of borrower's business through the BK's 

accounts, make regular review of the borrower's reports, be 

supportive to borrowers whenever they are recognized to be in 

difficulties, make frequent contact with borrowers and that they 

make on-line visits. This will ensure that the loans are put into the 

very use that they are advanced. Besides, the BK should carry out 

adequate financial analysis; reduce interest rates as a way of 

reducing loan default. 

 

REFERENCES 

[1] Abd Halim (2008) Predicting Corporate Failure of Malaysia's Listed 
Companies: Comparing Multiple. International Research Journal of Finance 
& Economics  

[2] Acharya, (2005) Does industry-wide distress affect defaulted firms evidence 
from creditor recoveries, London School of Business Working Paper. 

[3] Altman, (1993) corporate financial distress and bankruptcy, 2nd Ed., Wiley, 
New York. 

[4] Amato, (2004) Bank Failure Prediction: A Two-Step Survival Time 
Approach. A Two-Step Survival Time Approach. 

[5] Andersen, (2001). Borrowers attributes assessed through qualitative models 
can be assigned numbers with the sum of the values compared to a threshold.  

[6] Anne Njeri Maina, (2016) effect of lending practices on financial 
performance of commercial banks in Kenya: a survey of selected banks 
within Nairobi. 

[7] Bakshi et al., (2001) Understanding the Role of Recovery in Default Risk 
Models: Empirical Comparisons and Implied Recovery Rates, Finance and 
Economics Discussion Series 2001-37, Federal Reserve Board of Governors. 

[8] Beaver, (1966) financial ratios as predictors of failure, Journal of Accounting 
Research 8. (Supplement), 4, pp. 71-102. 

[9] Berger & DeYoung, (1997) seminal paper sampled U.S commercial banks 
during the period 1985-1994: bad management with poor skills  

[10] Best et al., (1991) Sensitivity Analysis for Mean- Variance Portfolio 
Problems, Management Science.Vol. 37, No. 8, (Aug) pp. 980 - 989. 

[11] Blume (1970) portfolio theory - a step towards its practical application. 
Journal of Business Vol. 43 (April) pp.152-173 

[12] Booth, (1972) programming Bank Portfolios under Uncertainty, "Journal of 

[13] Bank Research Vol.3, No. 4 (Winter), pp. 28-40. 

[14] Bordo, et al., (2001), are financial crises becoming more contagious? 

[15] Borio, et al., (1994).Exploring aggregate asset price fluctuations across 
countries: measurement, determinants and monetary policy implications, BIS 
Economic Papers, No 40, Basel, April 

[16] Brealey, et al., (1972). Playing with Portfolios. The Journal of Finance, Vol. 
30, No. 1 (Mar., 1975), pp. 125-134 

[17] Brick, (2006) Credit risk management in financial institutions become crucial 
for the survival and growth of these institutions. 

[18] Carey, (2003). Systematic risk in recoveries on defaulted debt, Unpublished 
68 

[19] Chambers, (1961) Intertemporal Analysis and optimization of bank 

[20] portfolios, Management Science II, July 1961. 

[21] Churchill (1999) loan products include balancing the demand for 
management of risk and profitability 

[22] Cohen and Hamer, (1972) Linear programming and optimal Bank Asset 
Management Decision. Journal of Finance vol 22, No.2 (May pp.147-165). 

[23] Crouhy, and Mark, (1994) A comparative analysis of current credit risk 
models. Journal of Banking 

[24] Dince, and Fortson, (1977).An Application of Goal Programming to the 
Management of a Country Bank, Journal of Bank Research. Vol. 7, No. 4  

[25] Duellmann and Trapp (2004) Systematic risk in recovery rates an empirical 
analysis 

[26] of US corporate credit exposures. Deutsche Bundes bank Discussion Paper  

[27] Epure, &Lafuente, (2012). Late payment is often characterized a non-
performing loans (NPLs) rather than a defaulted loan . 

[28] Eric Gicharu Kamande, (2017) the effect of bank specify factors on financial 
performance of commercial banks in Kenya 

[29] Erin, (2003) aggregate rate of non-performing loans (NPLs) is commonly 
measured as a soundness indicator 

[30] Evans and Steuer (1973) A Revised Simplex Method for Linear Multiple 
Objective Programmes. Mathematical Programming. Vol. 5, pp. 54-56. 

[31] Ferrier et al., (1993) Economics of Diversification in the Banking Industry. 
A Frontier Approach. Journal of Monetary Economics. Vol.31, No2, (April) 
pp. 229 - 249. 

[32] Finger, (1999).Conditional approaches for credit metrics portfolio 
distributions credit metrics monitor. 

[33] Finger, (2000). A Comparison of Stochastic Default Rate Models, Working 
Paper 

[34] 00-022. 

[35] Fortson and Dince (1977) proposed less elegant formulations which were 
better suited for the small to medium-sized bank. 

[36] Frye. (2000) Collateral Damage Detected, Federal reserve Bank of Chicago, 
Emerging Issues Series, October, 1-14. 

[37] Gollier (2001) Economics of Risk and Time. Cambridge, MA; London, 
England: The MIT Press. ISBN 0-262-07215-7. 

[38] Good (2004) Bank of England, 1970–2000, ch. 17 in R. Michie 

[39] (ed.), The British Government and the City of London in the Twentieth 
Century, Cambridge, Cambridge University Press, 340–71. 

[40] Gordy,  (2000) A comparative anatomy of credit risk models. Journal of 
Banking and Finance 24, 119-149 

[41] Grunert, and Norden, (2005). The Role of Non-Financial Factors in Internal 
Credit Ratings. Journal of Banking and Finance 29, 509-531. 

[42] Gurtler, (2005) Systematic credit cycle risk of financial collaterals: 
Modelling and evidence, Working Paper, TU Braunschweig.  

[43] Gustafsson,  (2003) Valuing Risky Projects with Contingent Portfolio 
Programming. Helsinki University of Technology. 

[44] Haspeslagh (1982), Portfolio Planning uses and Limits. Harvard pp. 58 - 73 

[45] Hodges and Brealey, (1972).Portfolio Selection in a Dynamic and Uncertain 
World. Financial Analyst Journal. (NovJDec.) pp 58-69. 

[46] Jackson (2011) the impact of credit risk management on financial 
performance of commercial banks in Kenya 

[47] Jarrow and Turnbull (2000). The Intersection of Market and Credit Risk, 
Journal of Banking and Finance 24, 271–299. 

[48] Jokivuolle,  and Peura, (2001) Regulatory Capital Volatility. Risk, May. 

[49] Kall, and Wallace,  (1994). Stochastic Programming. New York: John Wiley 
& Sons. ISBN 0- 471-95108-0. 

[50] Kargi (2011) the impact of loan risk on the profitability of Nigerian 
commercial banks 

[51] Louzis, Vouldis & Metaxas (2012) distinctive features of the banking sector 
and the policy choices of each particular bank 

[52] Lubatkin, (1994).Extending modern diversification: does it apply?, Academy 
of Management Journal, Vol. 33 pp.756-79. 

[53] Markowitz (1952). Portfolio Selection. Journal of Finance.Vol 7, pp. 77-91. 

[54] Martin.(1995). Systemic Aspects of Risk Management in Banking and 
Finance, Swiss Journal of Economics and Statistics (SJES), vol. 131(IV), 
pages 723-737, December. 

[55] Melnik  (1970). Short-Run Determinants of Commercial Bank Investment 
Portfolios, Journal of. Finance (June 1970), 639-649. 8. 

[56] Meyer (2000), financial performance has different components such as 
profitability, solvability, and liquidity 

[57] Mongin, (1988). Expected Utility Theory, Handbook of Economic 
Methodology 

[58] J.Davis, W. Hands, and U.Maki, eds. London 

[59] Mwengei (2013), the banks need to consider all the internal factors causing 
non-performing loans: non-performing loans on the bank’s performance. 

[60] Pandey (2008) economic conditions influence a bank’s loan policy as these 
economic factors change 

http://dx.doi.org/10.29322/IJSRP.10.06.2020.p10242
http://ijsrp.org/


International Journal of Scientific and Research Publications, Volume 10, Issue 6, June 2020              365 

ISSN 2250-3153   

  This publication is licensed under Creative Commons Attribution CC BY. 

http://dx.doi.org/10.29322/IJSRP.10.06.2020.p10242    www.ijsrp.org 

[61] Podpiera& Weill (2008) the same phenomenon in the Czech banking industry 
between 1994-2005 

[62] Raghuran (1994) banks should maintain a loan policy of lending if and only 
if borrowers 

[63] Rheinberger, and Summer, (2009).Does Adding Up of Economic Capital for 

[64] Market- and Credit Risk amount to Conservative Risk Assessment? Journal 
of Risk,1(4):33–53. 

[65] Robinson, (1961). The Management of Bank funds, N Y,McGraw-Hill 1991. 

[66] Rockafellar, and Uryasev, (2002). Conditional Value-at-Risk for General 
Loss Distributions. Journal of Banking and Finance, 26(7), 1443-1471. 

[67] Santomero (2007) carried out their studies on the impact of credit 
management on the performance of financial institutions in China 

[68] Stephen (2004). Experience with constructing composite asset price indices. 
BIS. 

[69] Tobin., (1965). The Theory of portfolio Selection. Macmillan Press. 

[70] Uryasev, and Rockafellar, (2000) Optimization of Conditional Value-at Risk. 
Journal of Risk, 2(3), 21-41 

[71] Waterman, and Gee, (1981).An Application of Linear Programming to Bank 
Financial. The Institute of Management Sciences. Vol. 11, No. 5, pp. 77 83. 

[72] Yong, and Sheng, (1988) Asia Pacific Journal of Management vol 5 No.2 
January 1988.www.theghanaianjournal.com/.../address-the-energy-crisis 
please-dr paul-acquah. 

 

AUTHORS 

First Author – Ms. Sarah MUTESI, Reg. No: MBA/2016/58905 

Tel.: +250788565499, E-mail: sarahmutesi22@gmail.com 

 

 

 

 

 

http://dx.doi.org/10.29322/IJSRP.10.06.2020.p10242
http://ijsrp.org/

