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ABSTRACT

The research project was undertaken on the credit policies and customer retention management, case study- Pride Microfinance - Arua.

In the study, the findings revealed that the credit policy needs to prompt payments by customers and the relationship between credit policy and customers retained was weak.  However, it is important to employ credit policy so as to help manage customers and promote profitability in business transactions. Without credit policies the collection and administration of credits would be very difficult.  Credit policy  helps the banks and Microfinance Institutions to have a uniform guide for its operation.  In the end both the institutions and the customers stand a chance to benefit.
CHAPTER ONE

1.0 Introduction

This chapter looks at the background to credit policy as a tool of management of credit sales, the statement of the problem, the purpose of the study and its objectives study and its scope of study.  It highlights on the effects of credit policy on customer retention management.
1.1 Background

The word “policy” can be a broad and frightening term.  While most companies have their own policies, procedures and guidelines, it’s unlikely that any two firms will define them in a similar manner.  Furthermore, while many individuals appreciate the need for a workable set of regulations, ‘policy’ carries some negative connotations of bureaucracy and inflexibility.

The definition in the Credit Executive’s Handbook is, “A policy is a general course of action developed for recurring situations, designed to achieve established objectives.”

Credit policy is an essential tool for effective and efficient management of debtors in an organization.  It is a primary tool as well as procedure established to provide management with a reasonable assurance that credit system is functioning as it should be.  Credit policy is asset of policy actions designed to minimize the costs associated with credit while maximizing the benefits from it.

In order to increase debt collection and customer retention, credit policy must be able to achieve the objectives of the firm.  In a banking industry, credit policy involves credit terms, credit standards and collaterals.  (Pandey, 1995).

Melanotan, 1996, noted that a good credit policy is a set of written down guidelines to ensure operational consistency and adherence to uniform and sound practices.  A good credit policy involves effective initiation analysis, credit monitoring and credit evaluation.  Credit policy establishes a common credit language for a firm which is very critical to operational consistency.

Pride microfinance Ltd (PML) is a microfinance Deposit taking institution (MDI) in Uganda.
1.1.1 Location

The Headquarter of Pride Microfinance Ltd is located in Metropole House on Entebbe Road, in central business district of Kampala, Uganda’s capital and largest city.  This location is situated on the western slopes of Nakasero Hill, close to junction between Entebbe Rd and Market Street.  The coordinates of this location are 001841N, 32 3453E (latitude:0.3113, Longitude 325814).
1.1.2 History

Pride Microfinance Ltd was found in 1995.  In 2005, it attained the status of an Micro Development Institutions according to the Bank Act 2003.  It is licensed and supervised by the Bank of Uganda, Uganda’s Central Bank.  It is a member of the Association of Microfinance Institutions in Uganda (AMFIU).
1.1.3 Overview

Pride Microfinance Ltd is a Microfinance /deposit taking institution (MDI).  It provides financial services to that segment of the Ugandan population who are not served or are unable to access financial services through the Ugandan Commercial Banks.  Pride Microfinance Ltd focus are the micro, small and medium size entrepreneurs.  The institution also offers money transfers through Western Union.  As an Microfinance Development Institution, Pride Microfinance Ltd is a tier III financial institution.  It is therefore prohibited from dealing in foreign exchange and cannot issue checking accounts.  As of December 2009, Pride Microfinance Ltd had 186,322 depositors with a total of US$ 13.5 million in deposits.

As of March 2010, the products offered include;

i. Deposit products

Pride Smart Savings Account, Pride Akiba Savings Account, Fixed Deposit Account, Minor Savings Account, Group Savings Account and Loan Insurance Fund.

ii. Loan products

Group guarantee loans, Individual Loans, Salary Loans and Asset Financing Loan.

iii. Other services
Money transfer services through Western Union and death, disability and catastrophe Insurance products to loan clients – offered through Chartis Insurance.

1.1.4 Ownership

Pride Microfinance Ltd is owned 100% by the Ugandan Government.\

1.1.5 Branch networks

Pride Microfinance Ltd its headquarters in Metropole House on Entebbe Road in the Centre of Kampala, Uganda’s capital and largest city.  The entire network comprise of twenty nine branches countrywide as of March 2010.
1.1.6 What is Microfinance?

Microfinance refers to a variety of financial services that target low-income clients, particularly women.  Since the clients of the Microfinance Institutions (MFIs) have low incomes and often have limited access to other financial services.   Microfinance products tend to be for smaller monetary amounts than traditional financial services.  These services include loans, savings, insurance and remittances.  Micro loans are given for a variety of purposes, frequently for micro enterprise development.  The diversity of the products and services offered reflects the fact that the financial needs of individuals, households and enterprises can change significantly overtime, especially for those who live in poverty, because of these varied needs, and because of the industries focus on the poor.  Microfinance Institutions often use non-traditional methodologies, such as group lending, or other forms of collateral not employed by the formal sector.

1.1.7 Customer retention

Customer retention is that activity a selling firm or organization undertakes in order to reduce customer defections.  Successful customer retention starts with the first contact on organization has with a customer and continues throughout the entire life time of relationship.  A firm’s ability to attract new customer and retain the existing customers is not only related to its products or services, but strongly related to the way it serves its existing customers and the reputation it creates within and across the market place.  Customer retention is more than giving the customer what they expect, but its about exceeding their expectations so that they become loyal advocates for the brand.  Creating customer loyalty puts customer value rather than maximizing profits and shareholder value at the centre of the business strategy.

A research by John Fleming and Jim Asplundh indicate that customer retention has a direct impact on profitability.

Pride Micro Finance Ltd is a financial institution with – branches in Uganda.  It has a branch in Arua Town on Adumi road.  They provide loans to people.  It is believed that with credit policy, the firm could retain more customers and improve drastically.  A poor credit management policy can be very harmful to a business and as a result lead to financial constraints and loss of customers.  A lenient credit policy followed by Pride Micro Finance would retain the existing customers and attract new customers.

1.2 Statement of the problem

The desire for Pride Microfinance Limited to survive has led to the firm to trade on credit so as to retain and expand on their customer.  But some customers (debtors) fail to pay their debts in the prescribed time hence resulting into bad debts.  Trading on credit has a monetary impact on the firm’s liquidity position and there any inappropriate or a lenient credit policy is likely to be disastrous on the side of the firm’s business.  Credit policy if poorly implemented, may result into poor customer (debtor) management and its related costs.

1.3 Purpose of the study

The study is aimed at investigating the relationship between credit policy and customer (debtor) retention in Pride Microfinance with a view of finding out the strengths and weaknesses of the policy and further make appropriate recommendations for any necessary improvement.

1.4 Objectives of the study

a) To access the credit policy used in micro finance institutions.

b) To establish the level of customer retention in Pride Microfinance Ltd.

c) To determine the relationship between the credit policy and customers retained and improve customer management in Pride Microfinance.

1.5 Research questions

a) What is the nature of the credit policy in Pride Microfinance?

b) What is the relationship between credit policy and customer management retention in Pride Microfinance?

c) How many customers are able to come back for more loans after paying off the loans advanced to them?

1.6 Scope of the study

The scope includes geographical scope, the variable scope and time scope.

1. The study is intended to cover geographically areas around Arua town.

2. The study intends to cover credit department and accounts department.

3. The time scope is to cover years 2005 to 2010.

1.7 Significance of the study

The study is to benefit the following:

1. Micro finance institutions; - To design better policies to provide practical solutions and recommendations to some problems they face and improve on customers (debtors) retained/management.

2. The study will also act a reference for future researchers and scholars who may with to further their knowledge.

3. The study will be a benefit to other business organizations other than Pride Microfinance Ltd when dealing with credit management policy and customer (debtor) retention .

CHAPTER TWO

2.0 Introduction

In this chapter we will bring out a critical review of the issues that have been explored and studied both theoretically and empirically in the existing literature on credit policy.

2.1Trade Credit

Trading on credit is a situation whereby a firm sells its existing products and services but does not receive immediate cash for the sale (Pandey, 1993).  Trade credit creates customers who are current assets to the firm.  Furthermore, trade credit is a marketing tool used by firms to bridge movement of goods through production and distribution stages to customers.    This is done in order to protect the market share and attract potential customers to buy the products at favourable terms (Pandey 1993, Chandra 1978).  Trade Credit may jeopardize the business operations of the firm if not well handled.  Trade Credit encompasses three major areas such as credit standards, credit terms and collection efforts.

However, to the researcher, trade on credit is useful as well to the customers.  Trade credit enables customers to receive what they could not have at the very opportune time since they had no money.  The credit advanced to them puts them in a better position hence build a stronger relationship with the organization.

In our case of Pride Microfinance Ltd, Credit Standards would include the ability of the prospective dealer or corporate customer to meet the debt obligations, the willingness to pay back and the financial status of the customer given the prevailing economic conditions.  While on the other hand, credit terms would include; the amount of money payable and its credit period. While collection effort refers to the frequency of demand for payment, the pressure exerted on the demand or incentives offered to accelerate payments and any resultant action taken on a customer who actually fails to pay the amount borrowed plus its interest.  This may include reminder letters, eviction notices, telephone reminder calls and probably court action.
2.2 Credit policy

A credit management policy is defined as a set of guidelines designed to minimize costs associated with credit while maximizing the benefit from it, (Pandey, 2000).  Melanotan, 1996, says, in the banking industry, credit management policy involves credit terms, credit standards and collaterals.  In the Credit Executives Handbook, policy is defined as a general course of action developed for recurring situations, designed to achieve established objectives.

Eminister, 1980, says credit policy is a frame work formulated by an organization as a guide to credit decision, terms and conditions, and assessment of the ability to monitor credit.  It is an institutional method of analyzing credit requests admits decisions criteria for accepting and rejecting loan/credit applications. Pandey, 1995, says a credit policy has three decision variables:  credit terms,   credit standards and collection efforts. Although there is no available literature suggesting a standard form of credit policy for all firms, these policies are developed within the organization depending on its objectives; Pandey, 1995.
The researcher concurs with the ideas of Pandey and Melanton, by saying that, credit policies set a standard for all credits advanced to customers.  It gives uniform measure and guideline for the credit officers for collection, credit terms and credit standards.
A firm needs to evaluate its credit policy according to its returns and cost of additional sales (Solomon, 1972).  Additional sales should add to the firm’s credit policy through operating cost of lost contribution.  A firm may follow a lenient or stringent credit policy.  A lenient credit policy may give customers credit on very liberal terms; that is, credit may be granted to them for long periods regardless of the credit worthiness of customers.  Credit is granted at high discount rates.  Such a policy may be undesirable because the firm may not attain benefits (Kakuru, 1998). Stringent credit policies give credit on highly selective basis only depending on the credit worthiness of the justified customers.  Here credit periods are shorter and discounts are lower.  Such policies may be desirable in the sense that low costs are involved but it may be undesirable to sales returns.
Therefore, the researcher provides that a firm should formulate optimal credit policies that lie between the lenient and stringent policies. This helps the banking industry not to make losses and continue to make gains and give more loans to customers and expand its business.
2.2.1 Credit standards

A credit standard refers to the process by which a firm establishes the credit worthiness of the customer.  It involves appraisal of the customer to identify possible risks in lending and establishing the customers capacity to repay the credit extended.  Customers have to be evaluated to ensure that they meet the set standards of an organization before credit is extended to them (Pandey, 1995). When a firm extends credits to only strong customers, it will not have had debt losses and will have less administrative expenses.  On the other hand, it will forego volumes of sales revenue and profit foregone may be greater than costs it avoids. During evaluation of credit risks, credit managers take into account five ‘Cs’ of credit:  that is character, capacity, capital, collateral and condition.  (Weston and Brigham, 1979, Kakuru 1999). Credit standards work efficiently only when there is system in place to control receivables (debtors).
However during evaluation of the customers, the credit officers should also consider the other factors like future incomes.  For example, a farmer might not be able to generate incomes now but his harvests after some time may generate him or her some money to pay the credit advanced to him or he.  It means some creditors may not be able to pay as expected but he/she may pay them in a future if the assets are promising.

Therefore, credit terms or the period for repayment should be fixed in a way that favours the customers.  The amount to be paid within very period may be more or less than expected but the credit officer needs to talk to the customer to see and understand his/her position at the very time and take more or less from him in the next month or repayment date.
2.2.2 Credit terms

Credit terms are stipulations under which firms grant credit to customers without incurring unnecessary high levels of bad debts (Maganda, 2002).  A firm should try as much as possible to make once an organization make a decision to extend credit, the next thing to do is to decide on the terms of credit, that is, how much credit to be extended, for what period, and at what cost.  The allowable credit terms are normally looked as the credit period and terms of discount (Brealey and Mayers, 1988).

2.2.3 Collection efforts

Collection policy is required because not all customers (debtors) pay the firm’s bill in time.  Collection efforts should aim at accelerating slow paying customers and reducing losses from bad debts.  Collection effort policy is to ensure prompt collection for a faster turn over; keeping collections costs low and avoiding or reducing bad debts.

In order to accelerate payment of debts, some firms use services of factoring firms which act as agents to collect debts on behalf of the company at a commission.

2.2.4 Evaluating the Credit applicant

Having established the terms of credit offered, the firm must evaluate individual credit applicants and consider the possibilities of bad debt losses or slow payment.  The credit evaluation procedure involves collecting credit information, analyzing this information and finally making a credit decision.  This helps in reducing the number of creditors who may be risk debtors and finally default and fail to pay their loans.  When credit applicants are evaluated well the number of creditors retained will be very high.

2.2.5 Default risks

To estimate the probability of default in the lending institution considers the 5C’s of an individual, that is, character (willingness to pay ones obligations), capacity (ability to repay), capital (available assets at start), collateral (available security) and condition (nature of the individual creditor).

Pride Microfinance Ltd established the character of its customers on the previous payment records and their indebtedness to the institution.  The capacity of the debtor in Pride Microfinance is determined by ones net pay which is to be maintained within the loan period.

Pride Microfinance Ltd insures all its debtors, against any potential loss.  It is therefore capable of recovering bad debts on compensation by the insurance company.  For insurance companies to accept such kind of arrangement, it has to insure that the client company like Pride Microfinance has an effective credit policy.

2.3 Customer Management and retention

In this section, the researcher will look at how the persons (customers) who have been granted credit will be managed to retain them.  It will include procedures of collection, monitoring books and factoring receivables.

2.3.1 Customer retention

Is that activity a selling organization/firm undertakes in order to reduce customer defections.  Successful customer retention starts with the first contact an organization has with the customer and continues throughout the entire lifetime of a relationship. A company’s ability to attract and retain new customers is not only related to its product or service but strongly related to the way it service its customers and the reputation it creates within and across the market place.

Customer retention has a direct impact on profitability.  Research by John Fleming and Jim Asplund indicate that engaged customers generate 1.7 times more revenue than normal customers.

Custom retention marketing is tactically driven approach based on customer behaviour.  It’s about the core activity going on behind the scenes in relationship marketing; loyalty marketing, data base marketing, permission marketing and so on.  The philosophy of a retention oriented marketer is:

1. Marketing in a conversation as the Clue Train Manifesto and permission marketing Past and current customer behaviour is predictor of future customer.

2. Active customers are happy (retained) customers and they like to win.  They feel in control and smart about their choices.

3. Retention-marketing is about:  Action-reaction-feedback-repeat.  have pointed out.

4. Retention marketing requires allocating marketing resources.  You have to realize some marketing activities and customers will generate higher profits than others.

2.3.2 Customer relationship management 

Customer relationship management is a widely implemented strategy for managing a Company’s interactions with customers, clients, and sales prospects.  It involves using technology to organize, automate, and synchronize business process like sales activities, marketing, customer service and technical support. The overall goal is to find attract, and win new clients, nurture and retain those the Company already has, entice former clients back into the fold and reduce the cost of marketing and client service.  Customer relationship management describes a Company’s wide business strategy including customer interface departments as well as other departments.

Improve on the number of customers coming into your branches despite the profusion of banking/finance services. Many customers need and prefer a personalized service in their local branch.  ESII customer flow management solutions allow you to differentiate your customers’ requests in a branch and thus encourage personalized reception with strong value added.  If your customers are better received, better informed about your services, and your competitive advantage is increased.

CHAPTER THREE
3.0 Methodology

3.1 Introduction

This chapter provides a background against which the data is gathered, description of the study, findings, study design, techniques to be used in the data capture processing and analysis, conclusions of the study assessed and recommendations.  The chapter will provide research variables, study area population sample size and sampling procedures data sources, and collection methods; data analysis, data presentation techniques and the limitations encountered while undertaking the study.

3.2 Research design

The study designs used were cross sectional and descriptive.  This is because the aim of the study was to get both quantitative and qualitative data about the independent variable credit policy provided by Micro Finance Institutions and dependent variable customer retained. The research design enable the application of controls to ensure that known research variable do not contaminate the findings.

3.3 Survey population

The survey population is to be carried out in Micro Provident-Uganda Ltd – Arua branch in Arua District.  The population to be surveyed to achieve the research object should be 45 respondents including the management, staff and customers and loan officials.

3.4 Sample size

A sample of 30 respondents will be identified to fill the questionnaires and also to be interviewed.

3.5 Selection/Sampling procedure

Both stratified and purpose random sampling techniques are to be used in order to collect the information from these respondents.  The technique chosen is to suit the time frame of the study and ensure relevance of the data that was collected.

3.6 Data sources

Data is collected from both primary and secondary source.

3.6.1
Primary data

This was collected from respondents through self-administered questionnaires, interviews and observations.

3.6.2 Secondary data

The research is based solely on records and documents got from the books of Pride Microfinance Arua Branch.

3.7 Data Collection instruments

These are mainly simple questionnaires, interviews and record study used to obtain the necessary data.  The questionnaires all both open ended and close ended questionnaires in such a way as to generate general information about the respondents to establish the existence of customers retained and to obtain information regarding credit standards, credit terms and collection efforts.  Under primary sources, data was collected from respondents using questionnaires and interviews.  These questionnaires are used to establish the problems encountered in retaining customers and how it could be improved.

3.8 Data Processing and Presentation

3.8.1 Data processing

For the purpose of our study the data was done through editing, coding and tabulating.  This helps to ensure accuracy of the information collected and recorded.  The whole data was corrected and reviewed.

3.8.2 Data analysis

Data analysis and classification is done using tabulation, which includes the use of simple statistics techniques like tables and percentages in order to draw meaningful conclusions.  These are done to establish the relationship between credit policy used by Micro Provident Ltd-Uganda and customer retention. 

3.9 Relationship between Credit policy and accounts receivable (debtors)
The relationship here is that credit policy begins by selecting credit terms and ends with collection efforts.  But on the other hand, debtors (customers) management is enhanced by the credit policy of the organization.  This implies that debtor (customer) management depends on credit policy.  Credit policy is the independent variable (X) while number of customers retained is dependent variable (Y).




Y = a +bX


Number of customers retained = a + b (credit policy used)

Some firms (companies) belief that is they have a credit policy, they will lose their clients.  In fact the opposite is true.  A professional approach to credit management will improve your relationship with your customer who will be retained and more get to be attracted.  It will ensure that the business does not suffer from late payment and its cash flow will be improved and bad debts minimized.  When outstanding credits are paid faster, you will reduce cost of borrowing.

For Companies (firms) to get credit management right from the start is very important.  Having a professional approach to this aspect of your business will ensure that your business is built on a solid foundation. (A.G. Associate Harrograte Ltd).
CHAPTER FOUR

4.0 Data presentation, analysis, and interpretation

4.1 Socio-economic demographic characteristics

The socio-economic and demographic characteristic of the clients of Pride Microfinance was analyzed to back the study and the independent variables tested against the dependent variables so as to draw conclusions.

 Table 1: Socio-economic demographic characteristics

	Category
	Respondents
	Total

	Sex
	Male
	Female
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	450
	580
	
	
	

	Marital status
	Single
	Married
	Separated
	Divorced
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	250
	700
	50
	30
	

	Educational level
	Primary
	Secondary
	Tertiary
	
	

	
	700
	230
	100
	
	

	Ooccupational
	Peasants
	Civil Servants
	Businessmen
	Self employed
	

	
	100
	65
	805
	60
	


Source:  Pride Microfinance Arua Branch.
4.2 Statistical testing

 Relationship between credit policy and customer retention management
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Using least squares method, to solve for the constants given the regression equation    [image: image4.png]y=a+bx




The equation therefore reads  y=102.5 + 62x.
This means that the number of customers retained (y) by Pride Microfinance Arua would be 102.5 if credit policies were not applied.  When the credit policies are applied (x), the number of customers retained would increase when credit policies are multiplied by 62.  Therefore, the equation for determining the number of customers retained when credit policies are applied is: customers retained = 102.5 + 62 x credit policies applied.
Table 2: Statistical testing
	Credit polices

X
	Customers retained

Y
	X2
	Y2
	XY

	1

2

3

4

∑X=10
	100

65

805

60

∑Y=1030
	1

4

9

16

∑X2=30
	10,000

4,225

648,025

3,600

∑Y2=665,850
	100

130

2415

240

∑XY=2885


The equation of the regression line is the obtained by find the values of the constants a and b
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The slope or the regression coefficient (b) 62 units shows that number of customers’ increases by 62 units for every additional credit policy applied. This is the marginal product of the credit policies.


[image: image9.png]



[image: image24.png]Percentage

45
40
35
30
25
20
15
10

Secuity Guarantor Loan size Repayment
period

Respondents






[image: image10.png]a=1025




The vertical intercept of 102.5 shows how many customers would be retained without the application of the credit policies.

The standard error of estimate between credit policies X and customers retained Y
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Using Pearson Correlation Coefficient, we can determine the relationship between credit policy (X) and the Customer retention (Y) using the formulas.

Correlation Coefficient (r)
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The correlation coefficient between credit policy in Pride Microfinance and its customer retention management is 0.219 which is positive relationship.  However, credit policy and customer retention have a weak relationship.
The coefficient of determination

Fro us to find out the extend to which credit policy (X), the independent variable is responsible for the variations in the customer retention (Y), the dependent variable, and draw a meaningful conclusion, we use the coefficient of determination.  The coefficient of determination refers to the amount of variations in the dependent variable that is brought about by the changes in the independent variable. It is given by the square of the correlation coefficient and expressed in percentage form.

Correlation coefficient (r) = 0.219

Coefficient of determination = r2 x 100%


r2 = 0.2192 x 100

             = 0.04796 x 100
= 4.796%

Coefficient of determination
= 4.8%
Figure 1: The number of customers retained by sex
[image: image25.png]1030 -62(10)
a=—
2




Most of the customers retained by Pride Microfinance Ltd are women as denoted by the 56.3%. This means that most of the women in Uganda are poor and the policy of Pride Microfinance Ltd favors them. Since the policies of the institution are good for their operation, the women borrow from the institution more than the men who can access loans from other formal banking institutions. Since most women do not have securities for borrowing from formal banking institutions, they come into groups and borrow from Microfinance institutions like Pride Microfinance Ltd.
Figure 2: The number of customers retained by their marital status

Most of the customers of Pride microfinance are married. There are fewer who are separated or divorced than the single.

Figure 3: The number of customers retained by their educational levels


Most of the customers in Pride Microfinance Ltd are of low educational level as shown in the figure above. Since the microfinance institutions target the poor and illiterate, to help them come out of their poverty and make them to access small loans which they can afford to pay back.

Figure 4: Customers retained by their occupation

Pride Microfinance gives loans mostly to businessmen and women as shown in the figure in order to improve their business capacity and performance. There are few civil servants, peasants and unemployed who access loans from pride Microfinance Ltd.

From the table above 580 clients are female (56.3%) while 450 clients are male (43.7%) indicating that it is mostly women involved in getting loans.  According to the Manager women are easier to handle and pay better than men.  There is also a larger number of potential clients in the rural areas but many of them are illiterate and poor.  Concerning the marital status of the clients 250 were single, 700 married, 50 separated and 30 divorced.  The married people are more engaged in acquiring loans in order to expand their business for the daily obligations of providing food for their families.  Concerning educational levels, most of the clients never reached above secondary education.  Coupled with the fact that women mostly acquire these loans, it’s a clear sign that these are women who engage in petty trade and therefore require small amounts of money for expansion.  There business are not registered, with no financial statements and audited accounts and hence require small loans.

Analysis of the clients indicate that they are mostly businessmen and women engaged in acquiring loans as it is also a policy of Pride Microfinance to advance loans for expansion or strengthening of business ventures.
4.3 Services and products of Pride Microfinance

As the donor support is not enough to meet the ever increasing demand for financial services, microfinance institutions have started moving towards institutionalizing of their programmes.  According to the information sources from the interview with the Managing Director of Pride Microfinance services Arua branch, the bank offers a variety of services and products that are appropriate to the needs of the clients.

These include:

Savings:  Microfinance institutions should offer savings mobilization services where it is legally possible and economically feasible.

Loans: These include both individual and group loans.  Individual lending is appropriate for clients who have successfully gone through solidarity group lending and their business still need support yet they cannot access loans from other commercial banks.  Group loans are appropriate when disbursing very small loans basically working capital and easy to repay.

According to the Managing Director both businesses and the character of the clients should be considered in the appraisal.  He said, it is also a good practice to consider the housed hold ability to pay the loan.

Assets and Mortgages: These are little or non income earning.  Pride Microfinance Ltd like any other Microfinance Institutions has fixed assets to support its operations.  However, for Microfinance Institutions case need to be taken that large amounts of money are not sunk in non earning fixed assets.  A vital aspect of liquidity and profitability management is minimizing investment in fixed assets. 

Financial services:  According to him Microfinance clients need financial institutions that will be there now and in the future to meet their financial needs.  These should be simple financial services adapted to the local contexts and in high demand by clients.

Business trainings:  Pride Microfinance Ltd conducts business trainings to make its clients to make them familiar with Microfinance sound practices and to examine Uganda’s finance sector and identify the different categories of financial institutions within the sector.

According to the Managing Director Microfinance Institutions like Pride Microfinance Ltd, can be key factors in economic development because they provide resources for investment to the less privileged who would otherwise be less or non productive.

The government therefore needs to integrate Microfinance development in its grand poverty eradication and economic development transformation plans.
4.4 Pride Microfinance policies

Pride Microfinance has 1.030 clients in Arua area alone and over 70,000 for the whole Uganda according to data sources from the field.  For it to effectively manage its credit facilities there is need to consider the internationally respected principles of sound practices.  Microfinance institutions in Uganda are controlled by the Management and the board and Bank of Uganda.  These policies are summarized in the table below.

Table 3: Credit policies of Pride Microfinance Ltd

	Policy
	Loan officer rank
	Respondents
	Percentage (%)

	Security
	1
	12
	40

	Guarantor
	2
	9
	30

	Loan size
	3
	6
	20

	Repayment period
	4
	3
	10


Source:  Interview with respondents 2011.
Figure 5: Credit policing of Pride Microfinance Ltd


Security:  From the table above, it is clear that security is very a big component in loan lending as evidenced by 40% of the respondents. Even loan officers case load indicate that security placed for lending is paramount.  This security is collateral that is assets usually movable.  Without security, it becomes difficult to access these loans and this is the problem most of our clients face, said the Managing Director. 

Guarantor:  Another credit policy advanced by Pride Microfinance Ltd for lending is collateral saving and guarantors as seen from the rankings.  A guarantor must be a regular saver with Pride Microfinance to show his or her commitment and must be   an upright person.  However, according to reliable source of information, sometimes, guarantors end up paying loans of debtors themselves and so they do not agree to stand for their colleagues making it difficult to advance payment for such a people.

Loan size:  Another credit policy used by Pride Microfinance Ltd is consideration of the loan size and the loan term.  Usually big loans are tailored to the needs of strengthening a business but not to start businesses.  The loans are also limited to the capacity of the guarantors.  Such loans may not usually exceed 12 moths.  The challenge to this policy is that not many people have established businesses and can acquire loans.  Some clients operate petty businesses which are not registered and have no financial statements and have poor record keeping and hence lose such opportunity.

Repayment:  This is another credit policy employed by Pride Microfinance Ltd as agreed by 10% of the respondents and the rank card from the Loan Officers case load.  Repayment is directly linked to success of business and for the case of Pride Microfinance Ltd repayment is done on monthly basis.  This has actually encouraged more people to join the Microfinance service.  Some loan recovery is direct from salaries.
4.5 Customer retention management

Customer retention management can be seen in response of a range of activities meant to identify and satisfy the customer needs.  Customer satisfaction is the basis of competitive advantage.  It is the core to retaining the best clients.
According to the Managing Director, customer service is more crucial in Microfinance institutions because of the following attributes which he outlined:

He said it enhances word of mouth marketing which is used by most microfinance institutions to attract new customers.  Bad news travels faster than good news.  According to him, without good service attraction becomes hared.  Initial loans are subsidized; initial borrowers are subsidized by repeat borrowers.  Microfinance institutions do not earn money until repeat borrowing occurs.
Initial loans are expensive and recruitment of initial borrowers is expensive.  In addition, only one loan will not solve problems, therefore the need to retain clients.

From the results of the study, it is clear that the bottom wire from the success of microfinance institutions growth began with “customer retention.”  However, customer service is an attitude and therefore hard and difficult to measure.

According the Managing Director Microfinance Managers can however attempt to quantitatively measure it by;

Mystery customer services; that are organizing with outside agents who pose as customers and secretly evaluate quality of services provided and their feedback should be used constructively.
Customer advisory board of previous and current clients need to regularly review services and advice management.

Customer advisory board needs to organize regular meetings with sample clients to both listen to their comments and criticisms, but also respond in tangible ways.

Focus groups conducted by research firms focusing sessions with representative samples of clients to evaluate customer service.  They should be conducted anonymously by external agents and likely to attract crucial comments from clients.  Clients could also include prospective clients as well as competitors’ customers.  Client surveys with buyer samples and this approach is informative if it is done on former clients as it reveals the ways they stopped borrowing from the institution.
CHAPTER FIVE
5.0 Findings, Conclusions, Limitations and Recommendations


5.1 Introduction

This Chapter discussed the findings and draws conclusions to the results in Chapter four.  The Chapter further contains recommendations, limitations and conclusions according to the objectives of the study.  Lastly it gives suggestions for further research.
5.2 Summary of the findings with respect to study objects

5.2.1 Findings about the credit policy Pride Microfinance Ltd uses

The study found out that for anyone to qualify to any credit; the managers ask for collateral security, business turnover which indicates an ability to pay back, employers recommendations, group support and must have been a member of the communication group.  The study further discovered that Pride Microfinance Ltd apply credit standards like collection efforts, credit terms and credit limit to reduce bad debts and ensure effective credit management.

During the study, it was further discovered that Pride Microfinance extends loan able amounts to its clients depending on the borrowers account and capacity.  This reduces the problem of bad debts.  For those who fail to pay, Pride Microfinance ensures all its loans and it’s the insurance company that pays.  They sometimes use factors to collect the money from defaulters.

In the study, it was discovered that Loan Officers in Pride Microfinance who assess the clients for loan purposes are the ones charged with continuous monitoring of the loan.  The Managers hire court bailiffs to help them effect payment.  Telephone calls are made to clients with over due loans.  They sometimes arrest and present the defaulters to court and sell the mortgaged property in case of default after balance of the loan due against savings.
5.2.2 Finding on loan recovery in Pride Microfinance Ltd

Loan recovery in Pride Microfinance has fairly improved though some clients still do not honor the obligations and fail to pay during the scheduled time.

5.2.3 Identifying the relationship between credit policy and customer retention in Pride Microfinance

The study revealed that the relationship between credit policy and customer retention is weak.  Using Pearsons correlation coefficiency r = 0.219 and the coefficient of determination is 4.8%.
5.3 Conclusion

Microfinance has evolved as a development approach for the economic development of the poor.  It was recognized that supply oriented, subsidized credit distribution mechanisms were ineffective loss making.  However, it become clear that even poor people can afford cost covering financial services and such services will ensure that the viability of financial institutions.

Modern Microfinance is based on a market and the demand oriented financial sector approach that includes a variety of financial services and not only tendencies.  It is therefore high time, sound practices are developed over time to assist in eliminating some of the myths existing in the microfinance industry that can help them sustain their customer base.
5.4 Limitations to the study

i) Time:  Time allowed is not enough to allow exhaustive study and obtain all the relevant information for a suitable conclusion since its to end within the semester.

ii) Financial resources:  Money for transport, stationary and other effects has limited the efforts to research, typing and computer services.

iii) Suspicious respondents:  Some of the loan officers who gave me their responses were inadequate. May be they feared to leak out some information that is to be highly confidential.

iv) Power:  In Arua town there was continuous problem of power which sometimes makes me to do without assessing what I want from the Net for over a week.

v) Slow respondents:  Some of the respondents failed to give in their questionnaires.  Some of these loan officers had gone out for meeting and hence delayed to give in their responses.
5.5 Recommendations

5.5.1 Enabling environment
Government should have a critical role to play in microfinance development by availing supporting structure such as: infrastructure, co-ordination of efforts of the various players such as donors, service providers and conducive policies for the growth of free enterprise in general and microfinance institution in particular.
5.5.2 Poverty focused economic policy

Microfinance is a key factor in economic development because it provides resources for investment to the less privileged who would otherwise be less productive. The government needs to integrate microfinance development in its grand poverty eradication and economic transformation plans.
5.5.3 Suitable legislation and regulation

As an industry stakeholder, government should guide the legislation and regulations affecting the microfinance industry.  Microfinance institutions who are to receive deposits from the public need to be regulated by the Central Bank. 
5.5.4 Negotiating for development

It should be the role of the government to negotiate for development assistance including assistance to microfinance institutions. Sound practices here could include government investing in research to understand areas of critical need and negotiating with donors to support through access of critical need.
5.5.5 Sound practices for development partners

The donors and other development partners are important in the financial sector because they provide financial and other forms of services.  Microfinance Institutions (MFIs) foster the movement to scale, financial self-sufficiency and independence from donor support, taking into consideration the particular characteristics of different types of institutions.
5.5.6 Abstain from usurping authority over the Microfinance Institutions (MFIs)

Irrespective of the support Microfinance Institutions get from donors, they should operate as independent organizations rather than as projects of the donor.  The first step towards developing an independent microfinance institution is to separate the Microfinance Institutions activities from that of the donors, if the institution is multifaceted.  The second step should be to establish a memorandum of understanding which spells out the duties and responsibilities of each party in the donor and Microfinance Institutions relationship.
5.5.7 Support objective evaluations, information sharing and benchmarking

The development of microfinance can be greatly enhanced by exchange of information and sharing of lessons by different stakeholders on important issues and developments in the sector.  The information can be generated through research, formal and informal meetings.  Donors can enhance generation of information and learning by supporting institutional assessment and evaluation aimed at identifying strengths and weaknesses for further programme improvement.
5.5.8
Support large scale outreach of sustainable financial institutions

Many of the products of microfinance institutions are suitable for clients involved in trade, who can generate quick cash flows. Most of these operate in or near urban areas.  Due to the poor culture of research and product development, these products fail in the rural areas leaving them undeserved. As development partners, donors should support capable Microfinance Institutions (MFIs) to expand out reach into rural areas through supporting activities that create demand or directly supporting the Microfinance Institutions activities that would otherwise be seen as costly in the rural areas.
5.5.9 Educate politicians on interest contentious affairs

Many politicians look at Microfinance as a way of exploiting the poor without evaluating the high costs and risks Microfinance Institutions take to do business with these poor people.  This is because many Microfinance Institutions charge above the commercial bank rates to cover the risks and costs of doing Microfinance businesses. Politicians need to be sensitized to appreciate the reason for such rates.  Donors, if they join practitioners in educating the politicians, play a vital role in this aspect and give Microfinance Institutions arguments independent credibility.

5.5.10 Offer subsidized or capacity building to young Microfinance Institutions

It is common for young Microfinance Institutions to rely on grants, concessionary loans and retained earnings and to some extend on commercial loans with guarantors.  However, as they grew and transform into formal Microfinance Institutions, they are able to attract equity from shareholders loans from other financial institutions and to mobilize deposits.  Subsidies are necessary for young Microfinance Institutions but they are best for capacity building rather than loan funds.  As a general principle, donor aid should be reducing as the Microfinance Institutions matures and commercializes.

REFERENCES

1. Alexander, D and Bitton, A. (1993). “Financial Reporting”, Toronto Scorborough.

2. Arycetcy, R, (1994). “Small Scale Business Enterprises”. Homewood II, Irwin.

3. Block B and Hirt G. (1987). “Foundations of Financial Management”, New York, Irwin.

4. Brealey and Myres (1988). “Systematic credit proceedings of international symposium on model and computer based planning”.

5. Edimister Robert D. (1980). “Financial Institutions, Markets and Management”. Mc Graw Hill Publication, France.

6. Gitman, L. (1999). “Microfinance and Poverty Eradication”, Great Britain: Oxford and Action Aid Publishers.

7. Hannie, V.G (1989). “Analysis and Managing Financial Risk”. Harlow: Prentice Hall International.

8. James C. Van Horne (1994). “Financial Management and Policy”. Prentice Hall Private Ltd, India, Munnahe.
9. Kakuru Julius ,(2001), “ Finance and Business division”.

10. Pandey, 1993, “Financial Management”, New Delhi, Vikas Publishing House, PTV.

11. Chandra, Prasanna, 1989, “Financial Management Theory and Practice”, New Delhi, Tata McGraw Hill.

12. J. Fred Weston and Eugenes F. Brigham, “Managerial Finance”, New York, Holt, Rinehart and Winston 1966.

13. Solomon, Ezra, 1963, “The Theory of Financial Management”, New York, Columbia University.

14. Mpozza, Stephen, 2005, “Financial Services Industry”, Information Technology-Uganda.

15. Nyamuyonjo, David, 2006, MFI Credit Terms and Financial Performance of Client Small Enterprises in Kampal”.

APPENDICES

Appendix I: Questionnaire to the Manager Pride Microfinance Ltd-Arua Branch
RESEARCH QUESTIONNAIRE

Dear respondent

This questionnaire seeks your view on the topic “credit policy in Micro Finance Institutions and customer retention management”.  The study is purely academic and answer to each of the questions will be treated with highest level of confidently.  Please I humbly request you to spare a few of your valuable time to respond to the issues raised.

SECTION A
Socio Economic and demographic characteristic

1 Age category of clients (an average) ………………………………………………

2 Sex    (a) Male …………………… (b) Female ………………………………….

3 Marital status (a) single…………  (b) married…………… (c) separated ………..

(d) divorced …………………… (e) in divorced ………………..

    4
   Educational level (a) No formal education …………………………………………


                            (b) Primary ……………………………………………………….

                                      (c) Tertiary ………………………………………………………..

   5
Occupation (a) peasant farmer ………………….. (b) Civil servant ………………….

  
(c) Businessmen/women ………………………… (d) unemployed …………………

   6
Family size of clients


(a) Less than 5 ……………. (b) 5-10 ………………. (c) over 10 …………………..

SECTION B

Microfinance and customer retention management

7
What is the name of your Microfinance Institution and where it is located?

…………………………………………………………………………………………

8
Which body would you say controls the functioning of “pride” as a Microfinance Institution?

…………………………………………………………………………………………

9
On average (Estimate please) how big is your customer base and how  do customer get attracted to your Microfinance Institution (list them)


…………………………………………………………………………………………….

10
What products and services does pride as a Microfinance Institution offer to its clients (list them)


……………………………………………………………………………………………
11
So, what credit policies (conditions for lending) does pride as Microfinance Institution employ to make its clients access these products and services?


………………………………………………………………………………………………

12
Who puts these conditions: is it pride or Bank of Uganda as a controller of Microfinance Institutions and are there policies different from other Microfinance Institutions.


………………………………………………………………………………………………

13
Why would you say the clients like or dislike policies?

(a)
Like ………………………………………………………………………………………...

(b)
Dislike ……………………………………………………………………………………...

14
Are these policies forward strictly or there are some laxities in enforcement? ………………………………………………………………………………………………
15
What impact does these credit policies have on:
(i)
Customer (indicate both positive and negative effects


………………………………………………………………………………………………………………………………………………………………………………………………

(ii)
Pride as a Microfinance Institution


………………………………………………………………………………………………………………………………………………………………………………………………

16
Conclusively, on average, would you say there are more clients joining in or running away as a result of these credit policies?


………………………………………………………………………………………………………………………………………………………………………………………………

17
Please, could you tell us the sound practices you employ to manage pride as a Microfinance Institution.


………………………………………………………………………………………………………………………………………………………………………………………………

18
What about the articulate principles for meeting clients needs and saving deposits.


………………………………………………………………………………………………………………………………………………………………………………………………

19
What are the important factors related to financial stability of Microfinance Institutions in Uganda?


………………………………………………………………………………………………………………………………………………………………………………………………

20
Any comments about Microfinance Institutions in Uganda?


………………………………………………………………………………………………………………………………………………………………………………………………

Thank you
Appendix II: Budget
1 Stationary

· 2 reams of papers   @ 12,000.=


  24,000.=

· 10 pens                  @       200.=


    2,000.=

· 4 envelopes            @      500.=


    2,000.=

2
Transport






200,000.=

3
Printing






  50,000.=

4
Flash







  40,000.=

5
Bodaboda






  30,000.=

6
Accommodation





  80,000.=

7
Feeding






200,000.=

8
Photocopying






100,000.=

9
Permission from Pride Microfinance
 Headqurters

100,000.=







Total


833,000.=









=======
Appendix III: Time frame
SNo.

Activity


Duration (Wks)

1

Proposal


2 weeks

2

Data Collection

2 weeks

3

Analysis


1 week

4

Report writing


2 weeks

5

Submission


Early May (1st week)



Appendix IV: Introduction letters
(a) From:

MAKERERE UNIVERSITY
COLLEGE OF EDUCATION AND EXTERNAL STUDIES

School of Distance & Lifelong Learning

Department of Open & Distance Learning

(b) From:

PRIDE MICROFINANCE LIMITED (MDI)

Metrokppole House, Plot 8 – 10 Entebbe Rd.

P.O. Box 7566, Kampala, Ugnda.
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