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Abstract

The arrival of microfinance banks as another channel to mainstream the provision of
financial services has become a major succour. Yet, the banks encountered high risk of
default which is not unconnected with the peculiarities in its lending policies. In view of this,
the study examines the effect of credit appraisal policy and credit collection policy on loan
performance of MFBs in Kwara State, Nigeria. The study employed survey research design
and the population consists of bank managerial and senior staffers from which one hundred
and forty (140) were drawn conveniently as sample Data obtained through questionnaire
were analyzed using descriptive and inferential statistics. The hypotheses for the study were
tested using ordered logistic regression with average partial effects. The study found that
collection policy significantly affects the loan performance of MFBs while credit appraisal
policy does not significantly affect their loan performance as evidenced by their p-values.
The study therefore concluded that collection policy influence loan performance of MFBs in
Kwara State. Therefore, the study recommends that the credit appraisal policies should be
restructure to capture the relevant information which will help these banks to determine the
default intent of customers. Also, further monitoring mechanism should be put in place for
bank loan collection policy in order that its effectiveness in increasing loan performance is
improved.

Keywords: credit appraisal policy, collection policy, microfinance, loan performance

1. Introduction

The unfolding of microfinance as another avenue to mainstream provision of financial
services has offered an enormous succuor for most people and institutions that are hitherto
unable to partake in the formal financial sector. Aside contributing to the level of credit
accessibility and financial inclusion, microfinance institutions have been described to assert
great influence on socio-economic status of people, particularly, those in the rural areas
(Hitchcock, 2014). It is important that such a great contributor to socio-economic
development is given required attention regarding its loan operations and performance.
According to the World Bank Group of the International Finance Corporation (IFC) (2018),
microfinance around the world, has built a solid track record as essential catalyst for poverty
amelioration and has gained access to financial mainstream. It is equally on record that the
recent industrial growth all over the world (which has reached approximately a hundred and
thirty million clients) is traceable to the emergence of microfinance. In spite of this, the
coverage of microfinance among the over three billion poor people in the world is still less
than 20 percent of its potential market (Arhin et al. 2019).
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Extension of credit facilities is one of the major activities of all microfinance institutions,
microfinance banks inclusive. This activity accounts for greater percentages in the overall
operating assets of these lending institutions. However, some of the facilities extended by
these institutions usually become nonperforming and eventually result in bad debts with
adverse consequences for the overall financial performance of the institutions. The default
risk arises as a result of a number of external factors, particularly, those related to economic
downturn, as well as failure of internal processes within the lending institutions. These
include, majorly, the business cycle (or economic fluctuations) and the prevailing lending
policy of these institutions.

Lending institutions face multiple risks in their line of business due to the nature of business
(lending) and prominent among these risks is the risk of default from borrowers. In fact, issue
of loan default (NPLs) is becoming an increasing problem that threatens the sustainability of
MFIs in Nigeria (Nwanna, &Oguezue, 2017).

Specifically, NPL has been a source of misery for MFBs in Nigeria because it adversely
affects their financial position and operations in terms of liquidity, profitability, debt-
servicing capacity, lending capacity and ability to raise additional capital. For instance,
according to estimates from statistical bulletin of the Central Bank of Nigeria, the population
of MFBs in Nigeria in 2000 was 881, which corresponds to a liquidity of 61.42 percent.
These numbers fell in 2011 to 821 MFBs and 58.7 percent liquidity ratio and fell further in
2018 to 529 MFBs and 23.57 percent of liquidity.

The NPL problem of MFBs might be linked to a number of factors; one of it is the MFBs’
policies that back the lending process (Omare, 2016). The major lending policies relate to
credit appraisal procedure, management policy, collection policy and interest rates policy
(Lieber, 1986). Prominent among the NPL problem of MFBs are not unconnected with the
credit appraisal procedure and collection policies. The procedure for appraising loan
applications, which include the technical feasibility of the credit, its economic viability and
creditworthiness of the borrower are usually time taking and with prohibitive costs. As such
many MFBs do not have the capacity to carry out such operations in short period of time with
the fact that there is pressure not to over-delay the appraisal process (Omare, 2016).

The collection policy and the way it affects non-performing loans of MFBs is another issue of
great concern. Borrowers of microfinance, as the name implies are small and micro entities,
who are relatively more difficult to trace and locate when loans are due for repayment. An
adequate collection policy might be helpful in ensuring a substantially large proportion of the
granted loans and hence, reduce the non-performing components of loan portfolio. However,
the micro nature of borrowers from microfinance banks poses a great challenge in the loan
collection process. It is on the context of the problems above and the economic importance of
MFBs that this study examines the impact that credit appraisal policy and credit collection
policy have on loan performance of MFBs in Kwara State, Nigeria.

In conformity with the problem stated above, the following research hypotheses stated in null
form were tested to achieve the study objectives:

Ho;. Credit appraisal policy does not have significant effect on the loan performance
among deposit taking MFBs in Kwara State.

Ho,:  Collection policy does not have significant effect on the loan performance among
deposit taking MFBs in Kwara State.



2. Review of Relevant Literature

Microfinance consists primarily of providing financial services including, savings, micro-
credit, micro insurance, micro leasing and transfers in relatively small transactions designed
to be accessible to micro-enterprises and to low-income households. The definition implies
that microfinance are small credits or smaller scale advances offered to destitute individuals
or people that have low salary or are independently employed or working (Olanike &
Adebola, 2014).

There are 3 classifications of MFBs in Nigeria namely Unit Bank, State Bank and National
Bank

Unit MFBs are licensed to operate in only one location, and also mandated to have a capital
base of N200million. State MFBs are licensed to operate in a State or Abuja, the Federal
Capital Territory. Their capital requisition is N1billion and they are permitted to have
branches opened within the same state or Abuja, which federal capital territory. National
MFB are licensed for operation in more than a State which including Abuja, the Federal
Capital Territory. It is mandated to have paid-up capital base of N5 billion.

The term Non-Performing Loans is used interchangeably with Bad loans and impaired loans
as identified in Fofack (2005). Berger and De young (1997) also describes these types of
loans as “problem loans” In broad context, loans that are outstanding in both interest and
principal for a period of time contrary to terms and conditions spelt out in the loan agreement
are considered as non-performing loans. Addae-Korankye (2014) defined non-performing
loans as loans that have not been repaid for a period of ninety days. Microfinance banks are
majorly known for their credit facilities functions, with loans as their dominant assets,
representing about seventy-five percent of their total assets. The implication of this is that
loans stand as the operating income of microfinance banks, which may expose them to higher
risks of failure if not repaid by borrowers (Nyarko-Baasi, 2018).

Defaulted loans are not favorable to microfinance banks, especially when the amount
involved is high. Although securities are held for most of the loans granted to borrowers,
there is uncertainties surrounding the repayment. Therefore, it becomes a non-performing
loan when this risk turns out to materialize. According to the CBN prudential guidelines, an
MFB is not permitted to fund any client beyond 7.5 per cent of its shareholders funds
unimpaired by losses. The provisions for performing and non-performing loans are also given
in terms of number of days of missed payment, description and allowance for probable loss as
follows:

Table 1: Provision for Classified Assets

Number of Days of Missed Description Allowance for Probable Loss
Payment (%)
Not more than 30 days Performing 1
Above 30 days but less than 60 Pass and Watch 5
Days
At least 60 days but not more Substandard 20

than 90 days

At least 91 days but not more Doubtful 50
than 180 days



More than 180 days Lost 100

Source: Central Bank of Nigeria, 2019

According to this requirement, any loan with not more than 30 days of unpaid principal
and/or interest is considered as a performing loan and there is only a 1% allowance for
probable loss for such loans; a loan with above 30 but less than 60 days of unpaid principal
and/or interest is considered as a pass and watch loan and there is a 5% allowance for
probable loss for such loans; a loan with 61 to 90 days of unpaid principal and/or interest is
considered as a substandard loan and there is a 20% allowance for probable loss for such
loans; a loan with 91 to 180 days of unpaid principal and/or interest is considered as a
doubtful loan and there is a 50% allowance for probable loss for such loans; and a loan with
above 180 days of unpaid principal and/or interest of missed payment is considered as a lost
loan and there is a 100% allowance for probable loss for such loans. Given these
classifications, all MFBs are required to review their loans and advances and other assets at
least once every thirty days, and make appropriate provisions.

Lending policy is a set of guidelines and criteria developed by a bank and used by its
employees to determine whether an application for a loan should be granted or turned down.
It is also known as a statement of philosophy, standards, and guidelines that its employees
must observe in granting or refusing a lending request (Jacobson and Roszbach, 1998).

Based on the previous studies, lending policy components include but not limited to Credit
appraisal procedure policy, Credit Portfolio planning and management policy, Collection
policy and Interest rates policy. This study only considers two prominent policies that is
Credit appraisal policy and Collection policy. The former has to do with how a lender
appraises the technical feasibility, economic viability and bankability including
creditworthiness of the prospective borrower. The latter systemizes the steps taken to recover
amounts due prior to litigation. This includes: when costumers should be contacted, how they
should be contacted, how disputes are resolved, when internal or external “collectors are used
to step-up collection efforts, when and whether to turn the account over to litigation or write-
off the debt.

Theoretically, study is rooted in the postulations of the institutional theory regarding the
importance of strong institutions in creating rules guiding economic activities to achieve
legitimate outcomes which may not be efficient ones. Strong institutions give birth to
effective policies that can guide corporate activities, specifically in this case, the lending
process. When the rules of the ‘lending game’ are strong, effective policies such as those
related to credit appraisal, management, collection and interest rates are developed to ensure
appropriate checks are in place to guarantee a good loan performance which ensures
borrowers pay back the borrowed financial facilities.

Wondimagegnehu (2012) examine the factors that account for of loans performance status in
Ethiopia. The mixed research approach was adopted for the study. Survey was conducted
with professionals engaged in both private and state-owned Banks in Ethiopia holding
different positions using a self-administered questionnaire. In addition, the study used
structured review of documents and records of banks and in-depth interview of senior bank
officials in the Ethiopian banking industry. The findings of the study showed that poor credit
assessment, failed loan monitoring, underdeveloped credit culture, lenient credit terms and
conditions, aggressive lending, compromised integrity, weak institutional capacity, unfair



competition among banks, willful default by borrowers and their knowledge limitation, fund
diversion for unintended purpose, over/under financing by banks are ascribed to loan default.

Addae-Korankye (2014) analyzed the causes and control of loan delinquency/default in
microfinance institutions in Ghana. The study showed that high interest rate, inadequate loan
sizes, poor appraisal, lack of monitoring, and improper client selection are significantly

John (2016) conducted a research on non-performing loans portfolio and its effect on bank
profitability in Nigeria. The results show that that non-performing loans portfolio has
negative effect on bank profitability. The study further reveals that insider dealing involving
over-extension of loans to promoters, directors and significant others that became bad and
irrecoverable, is the bane of large non-performing loan portfolio in Nigeria.

3. Methodology

The study used descriptive survey design which according to Churchill (1991) is appropriate
where the study seeks to describe the characteristics of certain groups, describes what exists
and considers the existing conditions or relationships, current processes and tangible
developing effects. Population of the study comprises the managerial and senior staffers of
tweny-nine (29) licensed MFBs operating in Kwara State. A sample of 140 managerial and
senior staffers (7 from each bank) was drawn from the 20 MFBs operating in llorin, the state
capital using convenience sampling technique. This is based on the suggestion of Owino
(2013), that these are the most conversant individuals to the issue related lending policies and
non-performing loans. 5-point likert scale (for independent variables) and ordinal scale (for
dependent variable) questionnaire was used to collect the data. Data were analysed and the
hypotheses were tested using ordinal logit regression model. Following the theoretical
postulation of the institutional theory, a multiple regression model is specified here by
adapting the model from the study of Abugah et al. (2017) as follows:

LP; = o+ BiCRPP; + BoCPY; 4 & oo 1

Whereas:

LP is loans performance of Microfinance Banks in Kwara State

CRPP is credit appraisal procured policy

CPY is collection policy

Bois the intercept term

B — B.are the coefficients of the independent variables

€ 1s the error term

A priori expectations: B1 >0, 2> 0,

4. Results and Discussions

Descriptive Statistics

Out of the 140 questionnaires distributed only 135 were returned and this represents 97.8%
response rate which is considered adequate for the study.

Demographic Information of the Respondents
Table 2: Demographic Distribution of Respondents

Frequency  Percent Cum. Percent
Gender
Female 36 26.67 26.67
Male 99 73.33 100.00
Age



18 — 27 years 11 8.15 8.15

28 — 37 years 41 30.37 38.52
38- 47 years 58 42.96 81.48
48-57 years 20 14.81 96.29
58years and above 5 3.71 100.00
Marital Status
Single 39 28.89 28.89
Married 82 60.74 89.63
Others 14 10.37 100.00
Education
Secondary/Technical 12 8.89 8.89
OND/NCE 25 18.52 27.41
BSC/HND 74 54.81 82.22
Postgraduate 24 17.78 100.00
Position
Managing Director 16 11.85 11.85
Manager/Head of unit 79 58.52 70.37
Senior staff 40 29.63 100.00
Experience
Less than 5years 23 17.04 17.04
6-10 years 62 45.93 62.97
11-20 years 31 22.96 85.93
Over 20 years 19 14.07 100.00

Source: Author’s Computations, 2022.

As for the respondent gender, there is wide difference in the number of male and female
gender of the respondents. Only 26.67% (36respondents) of the surveyed managing directors,
managers and senior officers are female whereas male group makes up to 73.33% (99
respondents).

Regarding the respondents age, results show that majority (representing 42.96%) falls within
the age group of 38 — 47 years. 8.15% (11 respondents) fall within age-range less than 18-27
years, 30.37% (41 respondents) fall within age-range less than 28-47 years, 14.81% (20
respondents) fall within age-range less than 48-57 years and only 3.71% (5 respondents) fall
within age-range 58years and above. With regards to marital status of the respondents,
28.89% (39 respondents) are single, 60.74% (82 respondents) are married while only 10.37%



(14 respondents) fall within the categories of others who may be window, divorced among
others.

Regarding their highest educational qualifications, majority of the respondents have attained
B.Sc./HND degree level. 54.81% (74 respondents) have B.Sc./HND as their highest
educational qualification, 18.52% (25 respondents) are OND/NCE holders, only 8.89% (12
respondents) are Secondary/Technical certificate holders and 17.78 (24 respondents) have
postgraduate qualifications. As for the distribution of the respondents regarding the position
they occupy in the organization, results show that majority of them are managers or unit
heads with 58.52% (79 respondents) being managers or unit heads, 29.63 (40 respondents)
are senior officials and 11.85% (16 respondents) being managing directors of their various
banks. In terms of experience on their current positions, the results show that majority of the
sampled respondents 45.93% (62 respondents) have being on their current position for
between 6-10 years. 17.04% (23 respondents) have spent less than 5 years on their current
role, 22.96% (31 respondents) have between 11-20 years of experience and only 14.07% (19
respondents) have over 20 years’ experience on their current role in their banks. Over all, the
descriptive results of the demographic characteristics of the respondents reveal that the
sampled respondents are relatively mature, and possess the least educational exposure and job
experience required to reasonably provide answers to questionnaire items.

Preliminary Analysis of the Data

This section presents the results of the preliminary ‘check and balance’ analysis both prior to
and after the main analysis. The tests carried out include Reliability test (using
cronbach’sAlpa) and Multicolinearity Test (Variance Inflation Factor) and model
specification tests (using linktest). Normality test was not conducted as it is not a pre-
requisite for Linear Probability Models.

Reliability Test

The result as presented in Table 3 depicted that the cronbach alpha statistics of 77%, 74% and
71% for loan performance, Credit Appraisal Policy and Collection Policy respectively which
are adjudged adequate. An acceptable standard is that it should range between 0.7 and 0.8
(Field, 2006). This attests to the reliability of research instrument of data gathering.

Table 3: Cronbach’s Alpha Statistics

Variables Cronbach’s Alpha N
Loan Performance 0.77 5
Credit Appraisal Policy 0.74 8
Collection Policy 0.71 5

Source: Author’s Computation, 2022

Multicollinearity Assessment

Multicollinearity test was carried out on the explanatory variables involved in the multiple
regression analysis using Variance Inflation Factor (VIF). The variance inflation factor also
indicates that problematic multicollinearity is not present in the model. This is obvious from
the average VIF of below 10 as presented in Table 4. Hence, multicolinearity problem is not
severe or nonexistent.

Table 4: Variance Inflation Factor

Variable VIF 1/VIF

Credit Appraisal Policy 2.37 0.2114




Collection Policy 4.82 0.2301
Mean VIF 3.60

Source: Author’s Computations, 2021.

Asteriou and Hall (2016) are of the opinion that VIF values greater than 10 generally indicate
a situation of problematic multicollinearity. This is always the case when R-squared of the
model is exceeds a threshold of 0.9.

Model Specification Tests

Table 5 depicts the test for loan performance model specification with a view to ascertaining
the correctness or otherwise of the model specified for the study. In other words the test is
crucial to detect if the model specified is devoid of specification error.

Table 5: Model Specification Test — Loan Performance Model
Lending Policies

Coefficient p-value
_hat 1.052 0.001
_hatsq 0.108 0.056
Constant 0.231 0.289

Source: Author’s Computation, 2021.

The study employs link test specification test. The test uses the linear predicted value (_hat)
and linear predicted value squared (_hatsq) as the predictors of good model. For the model to
be well specified the variable _hat must be statistically significant and the variable _hatsq
must not have much predictive power except by chance that is, it must not be statistically
significant at 0.05.

Also, as depicted in Table 5 the _hat is statistically significant and _hatsq is not statistically
significant at 0.01 and 0.05 respectively. The statistical significance of _hatsq 0.1 level of
significant is an indication of nothing but a weak importance. Conclusion can thus be drawn
that the model is correctly specified.

Analysis of Effect of Credit appraisal policy and Collection policy on Loan Performance
among Microfinance Banks in Kwara State

To achieved research objective and test the study hypotheses Linear Probability Model
known as Ordered Logit Model with Average Partial Effect was employed. The model is
tagged “model for loan performance”. In the model for loan performance, the study
dependent variable is categorical and can be ordered, taking values of 1, 2, 3, 4 and 5 if the
loan performance status for the MFBs is Loss, Doubtful, Substandard, Pass and watch, and
performing respectively. The set of explanatory variables are also categorized in this model
into Credit Appraisal Policy and Collection Policy.

Table 6: Ordered Logit Regression Model of Lending Policies Effects on Loan Performance

VARIABLES Coefficients p-value

CRPP 0.0316 0.683
(0.0773)

CPY 1.126** 0.034
(0.527)

Observations 135

F-statistic 7.10 ***

Pseudo R-squared 0.4958

Wald test 8.15***




Jackknife Robust Standard errors in parentheses

*x% n<0.01, ** p<0.05, * p<0.1

Source: Author’s Computations, 2022

Estimation of the model was done with Jackknife robust estimates of standard errors to take
care of the probable heteroskedasticity that may affect it. The results reveal F-statistic value
of 7.10 with p-value of 0.01 indicating that the overall model is significantly explaining the
probability of loan performance of MFBs. Reported pseudo R-squared of 0.4958 also shows
that the independent variables (lending policies) explain the dependent variables to a fairly
large extent. The Wald test of joint significance for all the two lending policies shows value
of 8.15 which is statistically significant at 0.01. Therefore, all lending policies (Credit
Appraisal Policy and Collection Policy) are jointly significant in influencing loan
performance.

On the one hand, from the estimation results of the ordered logit regression of the model in
Table 6, Loan Collection Policy is statistically significant lending policy affecting the
probability of loan performance of MFBs as evident from each of their low probability
values. On the other hand, Credit Appraisal Policy is statistically insignificant policy
affecting the probability of loan performance of MFBs (with higher probability values than
conventional significance level). More specifically, the MFBs’ Collection Policy has
increased probability of having a loan performing.

Table 7: Average Partial Effects after Ordered Logit Regression of Lending Policies Effects on
Loan Performance

Loss Doubtful Substandard Pass and Watch Performing
Variables  Coef p-val Coef p-val Coef p-val Coef p-val Coef p-val
CRPP -0.004 0.578 -0.0006  0.555 0.0009 0.572 0.002 0.795 0.026 0.132
(0.008) (0.001) (0.003) (0.03) (0.009)
CPY -0.098**  0.038 -0.043*  0.075 0.032**  0.001 0.132*  0.067 0.034***  0.003
(0.028) (0.022) (0.007) (0.074) (0.006)

Jackknife Robust Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Source: Author’s Computations, 2022

Average partial effect, after ordered logit results, in Table 7 shows how each of these factors
affects the likelihood of each of the loan performance status. From the loan performance
model, the MFBs’ Loan Collection Policy significantly reduces the likelihood of recording a
loss loan This indicates that MFBs” Collection Policy have lower possibility of loan being
loss by 0.098 probabilities.

For doubtful loan status, Collection Policy significantly reduce the likelihood of microfinance
bank loan having doubtful status. This indicates that Collection Policy has possibility of
reducing the doubtful loans by 0.043 probabilities. For substandard loan status, the average
partial effect shows that Collection Policy significantly increases the likelihood of recording a
substandard loan. This indicates that MFBs’ Loan Collection Policy has higher possibility of
loan being substandard by 0.032 probabilities.

Regarding the pass and watch loan status which is very close to performing, Table 7 reveals
that Collection Policy significantly increases the likelihood of microfinance bank loan being
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pass and watch status. This indicates that MFBs” Collection Policy increases the possibility of
loan being pass and watch by 0.132 probabilities. For the performing loans status, Loan
Collection Policy is an important factor that influences the likelihood of bank loans
performing. This indicates that MFBs’ Loan Collection Policy increases the possibility of
loan being performing by 0.034 probabilities.

Summary of Hypothesis Testing

Table 8 below depicts the summary of the results of the hypotheses tested, which show the
rejection or otherwise for each of the hypotheses relating to Lending policies and Loan
Performance among Microfinance banks in Kwara State.

Table 8: Summary of Hypothesis Testing

| Numbering | Hypotheses | Technigues | Findings | Remarks |
Ho, Credit appraisal policy does Ordered logit Insignificant Not rejected
not have significant effect
on the loan performance P-value= 0.683

among deposit taking MFBs
in Kwara State.
Ho2 Collection policy does not Ordered logit Significant (+ve) Rejected
have significant effect on P-value= 0.034
the loan performance among
deposit taking MFBs in
Kwara State.

Source: Author’s Compilation, 2022

Table 8 shows that the results of the study offer full support for the rejection of one out of
two study hypotheses. The rejection of hypothesis implies that the explanatory variable
influence the probability of loan performance of MFBs. It follows therefore that Loan
Collection Policy of MFBs influences their loan performance at 5% level of significance
while the credit appraisal policy does not influence their loan performance even at 10% level
of significance. However, for all the lending policies, the Wald test reveals a value of 8.15
with p< 0.01 implying that all the policies are jointly important in influencing the loan
performance for the MFBs in the study area. The consistency or otherwise of these findings
with the theories and previous studies are discussed in the subsequent section in the study.

Discussion of Findings

This section is devoted to discussing the findings that emerged from the results of this study,
particularly, those from the results used to verify the hypotheses of this study. As revealed in
the results that the first hypothesis, which states that credit appraisal policy does not affect
loan performance of MFBs in Kwara State, is not rejected, the findings of this study in this
situation imply that credit appraisal policy has not been effective in determining the
performance of loans granted by MFBs in Kwara State. This finding does not conform to the
stated a priori expectation of this study, which was postulated that credit appraisal policy will
increase the loan performance of these microfinance banks. Furthermore, the finding does not
conform to the studies of Wondimagegnehu (2012), Addae-Korankye (2014), Ngeno (2017),
Namutenda and Muturi (2017), as it was in revealed in these studies that credit appraisal has
effect in reducing non-performing loans and enhancing better performance of loans given out.

Further findings of this study revealed that loan collection policy has positive impact on loan
performance of MFBs in Kwara State. This finding suggests that the second hypothesis is
rejected and consequently makes the finding to conform to the a priori expectation of this
study which was postulated that collection policy will increase the loan performance of these
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MFBs. This finding is also in line with the findings of the Wondimagegnehu (2012) and
Namutenda and Muturi (2017). This finding implies that effective collection policy put in
place by these MFBs have been able to enhance the retrieval of granted loans as at the due
dates and has in turn promote the increase in the level of loan performance of these MFBs.

5. Conclusion, Policy Implication and Recommendations

The study concluded that the collection policy developed by MFBs in Kwara State has been
very effective in helping them to reduce their amount of non-performing loans they
experienced from their customers and consequently increase the amount of performing loans
they experienced. However, that credit appraisal policy put in place by microfinance banks in
Kwara State has not been effective in determining the performance of loans granted by these
microfinance banks. A policy implication which may be drawn from this study is that
inadequate and ineffective credit appraisal practices remain the bane of incessant non-
performing loan usually recorded by MFBs in Kwara State. The inadequacy and
ineffectiveness of credit appraisal procedure might stem from the fact that, policies put in
place by managements of these MFBs have not taken into account, key issues that can enable
them to screen out loans that have strong tendency of becoming non-performing. These issues
include proper investigation of the loan applicants’ past financial history, capital contribution,
financial capacity, collateral adequacy, financial literacy and social engagements and the
lending conditions, all of which can determine his or her loan repayment behaviour. The
study recommended that the credit appraisal policies of microfinance banks in Kwara State
should be restructured and strengthened to capture the relevant information which will help
these banks to determine the default intent of customers. Also, collection policy should be
monitored further in order that its effectiveness in increasing loan performance is improved.
This should be done with increased and consistent reminder on the consequence of loan
default and the benefits in timely repayment.
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