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Abstract 
 

This study was conducted with the aim of examining determinants of loan repayment 

performance in project financing; in the Case of Development Bank of Ethiopia, Jimma 

district. The data was collected from both secondary and primary source, secondary data was 

collected from 100 individual borrowers, files were reviewed and Five (5) top level employees 

of the bank were selected through purposive sampling technique and were interviewed for 

primary data collection purpose. Of 100 individual borrowers, 52 were successful projects, 

whereas the rest 48 were defaulters. The study used both explanatory and descriptive 

research design with quantitative and qualitative data. The variables used in the study were , 

amount of loan, credit experience, educational status of borrower/manager, equity 

contribution ratio, project profitability, managerial experience of project manager, number of 

project follow-up, project implementation period delay, appraisal, due diligence and Grace 

period. In the study, logit model was used to identify the significant variables which determine 

loan repayment performance. The paper revealed that Educational status, Credit Experience, 

grace period, due diligence, loan amount, project follow up, credit experience and Project 

appraisal are statistically significant determinants of loan repayment performance of DBE’s 

Jimma district financed projects. Researcher suggested that equity contribution ratio of 

borrowers of Development Bank of Ethiopia Jimma district should be increased to make the 

borrowers more ethically responsible; give due attention to minimize the bureaucracy that 

delays project implementation period, and improve its efficacy of customer recruitment 

system/due diligence/ by giving special considerations to educational status of 

borrower/manager, managerial experience of Project managers and credit experience of 

borrowers among the others. 

 

Key words: Development Bank of Ethiopia, Loan Repayment Performance 
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Chapter One 

1. Introduction 

1.1. Background of the study 
 

Financial institutions play a critical role for the growth and development of a country by 

channeling  the  saving  of  individuals,  businesses,  and  governments  into  loans  or 

investments. The most important financial institutions are commercial banks, mutual funds, 

security firms, insurance companies, and pension funds.  

One of the financial institutions that play an intermediation function by mobilizing money 

from those who have an excess  and lend it to others who need it for their investment are 

Banks. As a result, providing credit to borrowers is one means of which Banks contribute to 

the growth of economy, thereby ensuring that the money available in economy is used for 

productive and fertile project purpose which can stimulate the economy as well. Hence, 

proper management of credit not only has positive effect on the Banks performance but also 

on the borrower firms and a country as a whole.  

For that reason, Bank lending is guided by credit policies which are guidelines and procedures 

that put in place to ensure smooth operations. Bank lending, if not properly assessed, involves 

the risk that the borrowers will not be able to pay or willing to honor their obligation (Martin, 

2007). In order to lend, Banks accept deposit from public against which they provide loans 

and other forms of advances and bear a cost for carrying this deposit.  Banks undertake 

lending activities in order to generate revenue. The major source of revenue comprises 

margin, interest, fees and commission (Martin, 2007). 

Beyond the urge, to extend credit and generate revenue, Banks have to recover the principal 

amount in order to ensure safety of depositors` fund and avoid capital erosion. Bank  lending  

therefore,  has  to  consider  interest  income,  cost  of  funds,  statutory requirement, and 

depositor needs and risk associated with loan proposals. For these reasons Banks have 

overtime developed credit policies and procedures which stipulate the lending process. This 

process includes among others the credit appraisal, documentation, disbursement, and 

monitoring and recovery process of lending. However, on average, throughout the world, 

Banks have continued to face an average of between 20-40% bad debt written off yearly 

(Martin, 2007).  
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Development banks are state-backed financial institutions that are concerned with the 

provision of long-term loans to not only profitable projects but also to socially beneficial ones 

(Hussein, et al., 2010).Development banks fill a gap left by undeveloped capital markets and 

the reluctance of commercial banks to offer long-term, medium term and working capital for 

the normal long term and medium term loan (DBE, 2015).   

Since  very  often  lending  begins  at  the  stage  of  the  formulation  of  project  itself, 

development banks are also involved in decisions such as choice of technology, scale, and 

location. This require more than just financial expertise, so that development banking 

institutions build a team of technical, financial and managerial experts, who are involved in 

the decisions related to lending and therefore to the nature of the investment. They undertake 

entrepreneurial functions, such as determining the scale of investment, the markets to be 

targeted by industry, and extension functions, such as offering technical support 

(Chandrasekhar, 2011).  

Development Bank of Ethiopia is one of the financial institutions that play a critical role for 

the growth and development of a country. It is a specialized Bank established to spur the 

national development agenda. The Bank’s focal point is the provision of customer focused 

lending to viable projects in line with government priority areas by mobilizing fund from 

domestic and foreign sources while ensuring its organizational sustainability.   

From its inception up to now (for over hundred years), DBE has remained dedicated in viable 

project financing in different sectors like commercial agriculture, Agro processing, 

Manufacturing, extractive industry and currently lease financing by utilizing the four 

independent loan processing units namely (credit, project appraisal, loan approval and PRLR) 

process and team at corporate and regional level respectively to handle loan- processing 

activities at various stages and responsibility (DBE, 2015).  

The main challenge confronting the DBE is the growing size and ratio of NPLs, which is a 

double sword as it is a reason for provision and other administrative charges and on the other 

hand drastically reduces the banks income and profitability due to suspension of interest on 

NPLs. This undesirable fact tarnishes the image of the bank and negatively contributes to play 

its part in the countries development endeavourers. Besides, ties the bank’s capital, affects its 

liquidity position, and reduces its competitive stance locally or in the global market and hence 
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not compatible with a development bank that is expected to play an active and indispensable 

role by maintaining its sustainability (DBE, 2017).  

They explained that in the 2016/17 fiscal year ratio of NPLs stood at 25 percent, which at the 

time was the worst performance the bank had experienced. This fiscal year, however, NPLs 

escalated even more to 39.4 percent, according to a report presented by DBE management. 

“The National Bank of Ethiopia’s standard is that NPLs not to be higher than 15 percent, 

which is in line with other international trends,” Haileyesus Bekele (2019), the recently 

assigned president of DBE said. He believes that if the hard currency shortages are solved then 

NPLs will decrease significantly. 

Over the past year NPLs have grown rapidly primarily because of problems with rain fed 

agriculture investments and the shortage of hard currency. Power outages and damage to 

investments during periods of political instability were secondary reasons for the increase as 

well. The bank has been affected by the failure of rain fed commercial farming mainly in 

Gambela region. 

Therefore, this paper analyzed determinants of loan repayment performance in project 

financing in DBE and suggested sound strategy for decision makers on how to increase the 

loan collection and finally decrease the growing size and ratio of NPL’s of the bank.  

1.2. Statement of the Problem  
 

Development  Bank  of  Ethiopia  is  a  specialized  financial  institution  established  to 

promote  the national  development  agenda  through  development  finance  and  close 

technical  support  to  viable  projects  from  the  priority  areas  of  the  government  by 

mobilizing fund from domestic and foreign sources while ensuring its sustainability.   

The  Bank’s  vision  is  “100%  success  for  all  financed  projects  by  2020.”  However, 

projects financed by the Bank with huge loan portfolio faced different challenges, which have 

a direct impact on the operational performance as well as in attaining the vision of the Bank 

(DBE, 2015). These different challenges of the projects hinder the bank not to collect the 

amount of loan from its customers /borrowers as per the schedule and create a hesitation for 

the achievement of its vision by 2020. Thus, these challenges contribute a lot  to  fail  in  

collection,  un-attainment  of  its  vision,  and  corrective  measures  are mandatory to be taken.   
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As per data obtained from the central database of DBE, the yearly loan collection of the Bank 

for the past few years could not cover the total amount of demand/due which finally lead the 

NPL’s ratio of medium and long term loans of the Bank for the last few years to be 

significantly higher than the sated standard that is 5% as per NBE’s directives No 

.SBB/43/2008. To diminish such a huge gap, slim study in scope and used data have been 

made on loan repayment performance by, Kibrom (2010), Mulugeta (2010), Muluken (2014) 

Tesfaye (2015) and Ayele (2015), under the Development Bank of Ethiopia. Except Ayele’s 

research which included all sectors that are financed by DBE at Jimma district office, the rest 

of them conducted their research specific to one sector at Branch level. However, the reality is 

that it is not only one sector loan default that increased DBE’s NPL’s rather it is a cumulative 

of the all financed sectors loan though Agriculture sector takes the largest share. So it would 

be better to look for common factors for all sectors by applying  both  primary  and  secondary  

data  as  long  as  the  aim  is  to  identify  the determinant factors of loan repayment and 

recommend to DBE to apply accordingly to minimize the highly increasing NPL’s .   

This  research  work  is  different  from  that  of  the  above mentioned researches: It has 

included all sectors of the financed projects at jimma district office. Secondly, even though 

this study applied mainly secondary data, in addition to secondary data, primary data were 

collected and included to have adequate, accurate and reliable information .whereas the above 

researchers including Ayele used either of the two which create information scarcity that 

finally leads to wrong conclusion. Thirdly, source of data to identify determinants of loan 

repayment was settled projects in which a maturity period was up to Dec 31, 2019 for 

secondary data and top level staffs of DBE for primary data. Whereas those researchers have 

used only the status of the project on the period in which they have conducted to measure the 

success factors of their research works. Hence, the researches output could not fill up the gap 

on loan repayment performance of the Bank.    

This fiscal year 2019 raio of NPLs is 39.4 percent, according to a report presented by DBE 

management. It is the aforementioned evidences that initiated the researcher to identify the 

major determinants of Loan repayment performance in the project financing in the case of 

DBE. Therefore, the main purpose of this study is to analyze and explore determinants of loan 

repayment performance in project financing by taking those projects which were financed by  
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DBE Jimma district office.  The  outcome  of  the  research  could  enable  the  Bank  to  know  

the  key determinants of loan repayment in project financing and apply accordingly.   

1.3. Objectives of the Study  

1.3.1.  General Objective  
  

     The main objective of this study is to examine the major determinants of loan repayment 

performance in project financing in the case of Development Bank of Ethiopia, Jimma 

district.   

1.3.2.    Specific Objectives  
 

The specific objectives of this study are:   

1.To investigate the effect of lender‘s (DBE) attributes (appraisal, due diligence and follow 

up) on loan repayment performance in project financing,  

2. To examine the impact of borrower related factors (educational status of 

borrowers/managers,  credit  experience  of  borrowers  and  management experience of 

project manager) on loan repayment performance in project financing 

3. To determine the effect of loan and project related factors (loan amount,  project  

implementation  delay,  equity  contribution  ratio,  grace  period  and project profitability)  

on loan repayment performance in project financing.  

 1.4. Hypothesis of the study  
 

Hypotheses are predictions about the outcome of the results to be estimated (more or less high, 

lower of something). Therefore, the study has been tested based on following hypotheses  

 Hypotheses H1: Educational status of the borrower/manager has positive and significant 

impact on loan repayment in project financing. 

Hypotheses H2: Credit experience of the borrower has positive significant impact on loan 

repayment performance in project financing. 

Hypotheses H3: managerial experience of project manager has positive significant impact on 

repayment of performance of the clients.  

Hypotheses H4:  Project appraisal practice has positive significant impact on repayment of 

performance of the clients.  



 
14 

 

 Hypotheses H5: due diligence has positive significant impact on repayment of performance of 

the clients.  

Hypotheses H6: project follow–up has positive significant impact on repayment of 

performance of the clients.  

Hypotheses H7: equity contribution has positive significant impact on repayment of 

performance of the clients.  

Hypotheses H8: loan amount has positive significant impact on repayment of performance of 

the clients.  

Hypotheses H9: project implementation delay has negative significant impact on repayment of 

performance of the clients.  

Hypotheses H10: project profitability of the financed projects has positive significant impact 

on repayment of performance of the clients.  

Hypotheses H11: grace period of the project has positive significant impact on repayment of 

performance of the clients.  
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 1.5. Significance of the Study  
 

One of the key factors for profitability and sustainability of banks’ is the presence of good 

loan repayment rates. The ability of borrowers to repay amount of loans is crucial for the 

long-term provisions of the credit institutions. However, there are factors that affect the loan 

repayment performance. Analyzing such factors and formulating proper solutions are 

essential to expand the activities of banks in a sustainable manner. As a result, from this study

management of the Bank can understand determinants of loan repayment and corrective 

action will be taken. Policy makers can use to formulate successful credit policies and 

programs that would help in allocating financial resources effectively and efficiently helps 

other researchers to identify the factors behind loan repayment and to make research on 

related issues. Finally, the research findings will be used by the bank for its best achievement 

in relation loan repayment.  

1.6. Scope of the Study  
 

The  scope  of  the  study  has  been  restricted  only  to  Jimma district office  borrowers’  of 

Development Bank of Ethiopia. The researcher has used data of the financed projects at 

Jimma district office level in between 1/1 2010 – 31/12/2019 in which the projects were 

expected to settle their debt up to Dec 31,2019 This is because the credit terms of the financed 

projects were either short, medium or long term; as a result, to determine either the success or 

the default factors of the projects, it is compulsory to go back the loan rendered period to 

review the current status.   
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 1.7. Limitation of the Study  
 

The study is limited to specific borrowers, lenders , project and loan related factors even 

though; macroeconomics like climate condition, natural disaster, price of inputs and out puts 

and etc have a huge impact on loan repayment performance. But they are beyond the control 

of both the lenders and borrowers.  Thus, the study has explored only the borrowers, lenders, 

project and loan related specific factors determining loan repayment in project financing.   

1.8. Organization of   the Thesis   
 

The remaining parts of the thesis are organized as follows. The second chapter deals with 

theoretical and empirical literature review related to the topic. The third chapter of the paper 

describes the materials and methodology part of the paper. In the fourth chapter deals with 

empirical results and discussion is presented.  Finally, in the last chapter constitute the 

summary, conclusion and recommendation
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Chapter Two 

2. Review of Literature 
 

This chapter begins with presenting the theoretical review of project, project management, 

and qualification for credit, loan, successful loans, and defaulting loans.  Next, the empirical 

review of studies presented. This, empirical studies include studies on other countries  and  

studies  in  Ethiopia  are  reviewed by  focusing  on  determinants  of  loan repayment. At last, 

the conceptual model presents.   

2.1. Theoretical Review  
2.1.1 Project theory  

 

PMBOK (1996, p.4) defines a project as: ".... a temporary endeavor undertaken to create a 

unique product or service.  

2.1.2 Theory of project management  
 

The role of management is to integrate resources and tasks to achieve organizational goals.  

Although  the  specific  responsibilities  of  managers  vary  greatly,  all  managers whether  

they  are  corporate  presidents,  agency  directors,  line  managers,  school administrators, 

movie producers, or project managers—have this same role   

Project Management - the integration and application of knowledge, skills, tools, and 

techniques  to  the  management  of  project  activities  to  meet  or,  if  possible,  exceed 

stakeholders’ needs and expectations (Larson and Gray, 2011).  

Project Management – is a series of related and interlinked five major process groups 

executed  during  a  project’s  life  (initiating,  planning,  execution,  monitoring  and 

controlling, and closing) and applied in the management of projects (Baca, 2005). 
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 2.1.3 What qualifies for credit?  
Credit grantors gather information, primarily from credit application and a credit bureau 

report, to determine whether the borrower will be able and willing to repay his debt. In the 

final analysis, every credit grantor attempts to answer the question:  how risky is it to lend or 

extend credit to this applicant? This decision is relatively easy for most because the applicants 

will fall at one end of the continuum or the other of the six “C’s” of credit.  

Capacity: - is a factor in determining creditworthiness. It is assessed by weighing a borrower 

is earning ability and the likelihood of continuing income against the amount of debt the 

borrower carries at the time the application for credit is made.  

Capital:-Factor in determining creditworthiness consisting of a borrower’s tangible assets and 

resources. The presence of sufficient capital in a borrower’s profile is an assurance that a debt 

could be paid from the borrower’s assets if the need arose.  

Character: - Character is determined by analyzing how a borrower has handled past 

obligations.  

Collateral:-is a real or personal property that a borrower pledges for the term of loan. When 

the borrower fails to repay, the creditor may take ownership of the property by following 

legally mandated procedures.  

Conditions:-A factor often considered with the factors of capacity, capital, and character when 

creditors are analyzing an applicant’s creditworthiness. This factor consists of economic  

conditions  that  could  affect  a  borrower’s  ability  to  repay,  such  as unemployment, 

seasonal work.  

Common Sense: - A credit grantor might determine that a borrower has good common sense 

based on how questions are answered from the credit application (William, n.d).   

2.1.4 Loans  
Proclamation No 592/2008 and Directive No SBB/43/2008 of NBE; loans and advances 

means any financial assets of a bank arising from a direct or indirect advance (i.e. 

participation in a loan syndication, the purchase of loan from another lender etc.) or 

commitment  to  advance  funds  by  a  bank  to  a  person  that  are  conditioned  on  the 
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obligation of the person to repay the funds, either on a specified date or on demand, usually 

with interest. The term includes a contractual obligation of a bank to advance funds to or on 

behalf of a person, claim evidenced by a lease of financing transaction in which the bank is a 

lessor, and an over draft facility to be funded by the bank on behalf of a  person.  The  term  

does  not  include  accrued  but  uncollected  interest  or  discounted interest.  

2.1.5 Performing Loans  
Legally, a loan or credit facility refers to a contractual promise between two parties where one 

party, the creditor agrees to provide a sum of money to a debtor, who promises to return the 

said amount to the creditor either in one lump sum or in installments over a specified period. 

The agreement may include provision of additional payments of rental charges on the funds 

advanced to the borrower for the time the funds are in the hands of the debtor.  

The  additional  payments  that  are  in  the  form  of  interest  charges,  processing  fees, 

commissions, monitoring fees among others, are usually paid in addition to the principal 

amount lent. A loan may therefore be considered as performing if payments of both principal 

and interest charges are up to date as agreed between the creditor and debtor. The foregoing 

reveals that loans that are up to date in terms of principal and interest payments are described 

as performing facilities. Repayments of loans are an important factor that shows the efficiency 

of management in terms of risk analysis and monitoring (Yasir, et al., 2012).  

2.1.6 Defaulted Loans  
There  is  no  global  standard  to  define  non-performing  loans  at  the  practical  level. 

Variations exist in terms of the classification system, the scope, and contents. Loan default 

can be defined as the inability of a borrowers to repay the loan as agreed when due. The 

underlying assumption is that every borrower has the intention and willingness to repay the 

loan, but there are certain factors that frustrate their intentions (DBE, 2008).  

The fast increase in NPLs not only increased banks’ vulnerability to further shocks but also 

limited their lending operations with broader repercussions for economic activity. And the 

growth rate of bank’s loans) was found to contribute to higher NPLs in the subsequent periods 

Nir Klein (2013).    

Loans that are outstanding in both principal and interest for a long time contrary to the terms 

and conditions contained in the loan contract are considered as non-performing loans. 
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Available literature gives different descriptions of bad loans. Some researchers noted that 

certain countries use quantitative criteria for example number of days overdue scheduled 

payments while other countries rely on qualitative norms like information about the 

customer’s financial status and management judgment about future payments (Teshome, 

2010).  

Default occurs when a debtor has not met his or her legal obligations according to the debt 

contract. For example, a debtor has not made a scheduled payment, or has violated a loan 

covenant of the debt contract Ameyaw-Amankwah,I.(2011). Loan default can be defined as 

the inability of a borrower to fulfill his or her loan obligation as at when due (Balogun and 

Alimi, 1990).  

2.2. Empirical Review  
 

A number of socio-economic and institutional factors affect loan repayment positively and 

negatively. Regarding to the loan repayment performance of borrowers, several studies have 

been conducted in many countries by different authors. However, almost all have done in 

microfinance. Some of the studies summarized as below.  

2.2.1. Empirical Evidence in the World  
Norhaziah and Mohd (2013) on the study of loan repayment problems in micro- finance 

programs that use individual lending approach, applied qualitative analysis through in- depth 

interviews with microfinance institution staffs and clients in Peninsular Malaysia. The 

researchers did face-to-face interviews where 30 respondents were selected equally from  

good  borrowers,  delinquent  borrowers,  and  default  borrowers  .In  addition,  six 

microfinance institution state managers in Peninsular Malaysia were chosen to get in depth 

information about borrower's behavior towards their loan repayment performance. Based on 

the interview with micro-finance institution state managers, the result found that  business  

characteristics  are  the  main  factor  to  be  good  borrowers  where  if  the borrowers have a 

good business and can make a profit, they can payback the loans on time but if their business 

loss or failed, it can ruin their loans repayment. Besides, borrower's attitude towards their debt 

was also the main reason in determining loan repayment performance. Borrowers who set 

their mind that every debt must be repaid have higher chances to repay on time. The result also 

stated that borrowers who have regular savings tend to become good borrowers. These 
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borrowers usually manage their income well and are not lavish with the profit received. 

Generally, the result stated that the factors affecting the ability of the borrowers to repay their 

loans were business factors,  borrower's  attitude  towards  their  loans,  other  debt  burden,  

amount  of  loan received, business experience, and family background.   

Yasir, et al. (2012) analyzed different factors affecting the repayments of agricultural credit in 

district Kasur of Punjab province. Purposive sampling was adopted and 60 respondents were 

selected after booting a list of defaulters from respective branches of UBL. The researchers 

used well-structured questionnaires for data collection from the respondents. The data were 

summarized using descriptive statistics and found that sloppy supervision  by  the  bank  

employees,  miss-utilization  of  loans,  high  interest  rate  and change in business/residential 

place of the borrowers etc caused delay in repayments of agricultural credit in a case study of 

District Kasur of Punjab Province. 

Koopahi  and  Bakhshi  (2002)  identified  defaulter  farmers  from  non-defaulters  of 

agricultural bank recipients in Iran by using a descriptive analysis. They found use of 

machinery,  length  of  repayment  period,  bank  supervision  on  the  use  of  loan  had 

significant and positive effect on the agricultural credit repayment performance. In the other 

hand incidence of natural disasters, higher level of education of the loan recipient and length 

of waiting time for loan reception had a significant and negative effect on dependent variable.  

Matin (1997) has conducted a research on the impact of loan repayment performance and the 

output of the research shows that borrowers having relatively small loan size have a very 

strong demonstration compared to loans which large in size. The education statuses of the 

households were strong positive effect on non-defaulter status irrespective of the household’s 

income position. Other variable which is land-holding of the households were negatively 

affected with the loan repayment  

Mohammad  &  Hooman  (2008)  investigated  the  factors  influencing  on  repayment 

behavior of farmers that received loan from agricultural bank by using a logit model and a 

cross sectional data of 175 farmers of Khorasan-Razavi province. Results showed that 

farmer’s experience, income, received loan size and collateral value have positive effect while 

loan interest  rate, total  application costs and number of installment implies a negative effect 
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on repayment performance of recipients. Farming experience and total application costs are 

the most important factors for the model respectively  

2.2.2. Empirical Evidence in Africa  
There are few studies that have been conducted on credit repayment in Africa among these, 

Research made in Kenya, Nigeria, Tanzania, Ghana and Eritrea are some of them. Awoke 

(2004) described that large rate of default has been a recurrent problem in most agricultural 

credit schemes organized or supported by governments. Most of the defaults arose from poor 

management procedures, loan diversion, and unwillingness to repay loans. For this reason, 

lenders devise various institutional mechanisms aimed at reducing the risk of loan default 

(pledging of collateral, third-party credit guarantee, use of credit rating and collection 

agencies, etc.). In the context of providing credit to the rural asset- poor, what is required is 

institutional innovation that combines prudent and sustainable banking principles with 

effective screening and monitoring strategies that are not based on physical collateral (such as 

land).   

Ibeleme,  et  al.  (2013)  investigated  that  loan  size  and  repayment  performance  of 

smallholder oil palm producers and processors in Nigeria, Abia State as a case study. Ninety 

respondents, comprising 54 producers and 36 processors, selected randomly and interviewed.  

Ordinary  Least  Square  technique  was  used  in  analyzing  the  data  and drawing 

conclusions. The analysis of data revealed that loan size by oil palm processors was 

significantly determined by processing experience, gross annual income, and interest rate. For 

the farmer-borrowers, the major determinants of loan size were educational level and interest 

rate all of which fell in line with a prior expectation as indicated by the signs of the 

coefficients of relevant variables. On loan repayment rate and credit worthiness rating, results 

of data analysis showed that loan-asset ratio and distance between home and source of loan 

were significant determinants of loan repayment rate.  

Munene, et al.(2013)  studied the Microfinance institutions in Kenya  to establish the causes of 

repayment defaults in Imenti North District, Kenya using a descriptive survey design by 

incorporating  400 respondents of  individual microfinance loan beneficiaries and 

microfinance institution officials  using census  and cluster sampling procedures for micro 

finance institutions officers and loan beneficiaries respectively . The data collected using both 

structured and unstructured questionnaires and analyzed using descriptive and inferential  
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statistics.  The  result  of  the  study  revealed  that  there  was  significant relationship between 

the type of business, age of the business, number of employees, business profits and loan 

repayment default. The study further indicates a strong link between technical training for 

loan beneficiaries and the performance of entrepreneurial businesses among the remote 

communities. Tundui and Tundui (2013) examined the sources and determinants of loan 

repayment among women microcredit clients in Tanzania by taking 286 business owners in 

random sample. The results have demonstrated that business skills and management practices 

play a very significant role, household size, the number of household members with fixed 

salaries and decision making regarding loan use to have a significant influence on loan 

repayment.  

Theresa, et al. (2014) examined the determinants of loan repayment among cooperative 

farmers in  Awka North  L.G.A of Anambra state, Nigeria. This  study  examined the 

determinants of loan repayment using SPSS version 17. The study provides empirical 

evidence on the farmers’ socio-economic characteristics as well as determine which of the 

characteristics that influence loan repayment, the range of amount of loan applied for, amount 

received and amount repaid by the cooperative farmers and organizational factors affecting  

the  farmers’  credit  repayment  ability.  Two  coefficients  (educational qualification  and  

farm  size)  are  significant  at  5%;  and  (loan  application  cost  and collateral  value)  are  

significant  at  1%  respectively.  Age, membership  duration,  and income of the farmers were 

not significant but it shows a positive relationship with loan repayment. There was a 

significant difference between the amount of loan received and amount repaid by the 

cooperative farmers. All the organizational factors affecting the farmers’ credit repayment 

ability were significant at 0.000 significant levels.   

Osakwe and Ojo (1986) found that large rate of default has been a perpetual problem in most 

agricultural credit schemes organized or supported by Nigerian government. Most of  the  

defaults  arose  from  poor  management  procedures,  loan  diversion,  and unwillingness to 

repay loans.  

Oladeebo and Oladeebo (2008) confirmed that  income, sex, farm size, age of farmers, years 

of farming experience with credit, size of loan, household size, timeliness of loan 

disbursement, level of education of farmers, sales of crops, degree of diversification, income 

transfer and the quality of information were positive and significant determinants of 
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agricultural credit repayment. Afolabi  (2010) examined  loan  repayment  among  small-scale  

farmers  in  Oyo  State, Nigeria. A multi stage sampling technique was used to select 286 

respondents in the study area and structured questionnaire administered on them to collect 

data. Descriptive statistics was used to analyze the socio-economic characteristics of the 

respondents while multiple regressions using ordinary least square (OLS) to quantitatively 

determine the socio-economic characteristics that influence the level of loan repayment .The 

descriptive result showed that 60.23% of the respondents were more than 50 years old and 

92.35% of them were males. Analysis also revealed that 83.92% of these farmers operated 4.9 

hectares or less as farmland. About 82.17% of the respondents obtained their loans from 

informal sources while 17.83% patronized formal sources. The estimated coefficients had 

positive signs, which indicate that an increase in the quantity of these variables would leads to 

an increase in the level of loan repayment among the respondents keep other things constant. 

The coefficients of family size and non-farm expenses that had negative sign implied that an 

increase in these variables would lead to a decrease in level of loan repayment.  

Yacob  (2014)  analyzed  the  socio-economic  factors  that  affect  the  institution’s  loan 

repayment performance Eritrean Saving and Micro Credit Program of Dekemhare Sub- Zone 

using the stratified sampling technique. The data collected from a sample of 134 respondents, 

which were 67 defaulters and 67 non-defaulters. A structured questionnaire was used to 

collect the primary data and descriptive statistics and the probit model were employed to 

analyze the data. The socio-economic characteristics of the respondents were described using 

averages, percentages while the factors influencing loan repayment performance of the 

saving, and Micro Credit Program loans were analyzed using the binary probit regression 

model. Results of the regression analysis revealed that the level of education, loan amount and 

loan category have insignificant effect on the probability of the loan repayment. On the other 

hand, age, gender, type of business and credit experience are significant determinants where 

age and type of business have negative relationship and gender and credit experience have 

positive relationship with the loan repayment probability.  

Awunyo-Vitor  (2012)  searched  the  determinants  of  loan  repayment  default  among 

farmers  in  Brong  Ahafo  region  of  Ghana.  The study employed Probit model to investigate 

factors that influence farmer’s loan repayment default. Data used in this study was gathered 

through a survey of 374 farmers in five districts within Brong Ahafo region of Ghana.  The  

results  showed  that  farm  size,  and  engagement  in  off  farm  income generating activities 
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reduces the likelihood of loan repayment default significantly. In addition, larger loan amount 

and longer repayment period as well as access to training are more likely to reduce loan 

repayment default.   

Alex Addae-Korankye(2014) analyzed the causes and control of loan delinquency/default in 

microfinance institutions in Ghana. Random sampling technique was used to select 

twenty-five microfinance institutions and two hundred and fifty clients for the study. 

Questionnaire and interview guide were used to collect data for the study. The study used 

survey design involving both quantitative and qualitative approaches. The study found the  

causes  of  loan  default  include;  high  interest  rate,  inadequate  loan  sizes,  poor appraisal, 

lack of monitoring, and improper client selection.  

2.2.3. Studies in Ethiopia  
There are few studies that have been undertaken on determinant of loan repayment 

Performance in Ethiopia. The existing literatures focused on smallholder farmers in case of 

different microfinance and NGOs in different region of the country.  

Abreham (2002) conducted a research with the aim of identifying the major factors behind the 

loan default problem of small-scale enterprises with particular reference to Development 

Bank of Ethiopia (DBE), by employing tobit model. Sample selection was based on stratified 

sampling and 102 borrowers were selected. The result of econometric model revealed that 

having other source of income, education, work experience in related economic  activity  

before  the  loan  and  engaging  on  economic  activities  other  than agriculture  are  enhancing  

while  loan  diversion,  being  male  borrower,  and  giving extended  loan  repayment  period  

are  undermining  factors  of  the  loan  recovery performance of projects. About the loan, 

rationing mechanism a conclusion that the bank’s rationing mechanism didn’t much with the 

repayment behavior of borrower.  

Fikirte K.Reta (2011) studied determinants of loan repayment performance: A case study in  

the  Addis  Credit  and  Saving  Institution,  Addis  Ababa,  Ethiopia.  This  study  was 

conducted with the objective of analyzing and identifying the factors that influence the loan 

repayment performance of the beneficiaries of Addis Credit and Saving Institution. She used 

primary data from 200 randomly selected clients (100 defaulters and 100 non- defaulters) by 

using structured questionnaire. Moreover, secondary data were obtained from the record of 
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Addis Credit and Saving Institution. For the data analysis, descriptive statistics including 

mean, frequency, and percentages were used to describe the socio- economic characteristics 

of the borrowers. In addition, t-test and chi-square analyses were employed to compare the 

defaulters and non-defaulters group. A binary logit model was used to analyze the 

socio-economic factors that influence loan repayment. Age and five  business  types  (balitina,  

handicraft  etc,)  were  important  in  influencing  loan repayment performance of the 

borrower. In addition, sex and business experience of the respondents were found to be 

significant determinants of loan repayment rate. Million, et al. (2012) examined the 

determinants of loan repayment performance among smallholder farmers in East Hararghe 

Zone, Ethiopia specifically Kombolcha and Babile districts. Structured questionnaire was 

used to gather information from 140 smallholder farmers.  Quantitative data  was  analyzed  

using  descriptive  statistics  such  as  mean, standard deviation, and percentage used. 

Moreover, a two-limit tobit model was used to select  variables  which  most  significantly  

distinguish  between  non-defaulters  and defaulters of  agricultural  loan, from  a set  of 

personal  and socio-economic variables hypothesized to influence repayment behavior. The 

Two limit tobit regression model results indicate that agro ecological zone, off-farm activity 

and technical assistance from 52 extension agents positively influenced the loan repayment 

performance of smallholder farmers, while production loss, informal credit, social festival and 

loan-to-income ratio negatively influenced the loan repayment of smallholder farmers.  

Kibrom (2010) identified that borrower’s characteristics, project characteristics and loan 

characteristics were the determine factors for successful loan repayment performance of the 

private borrowers in Development Bank of Ethiopia, North Region. The types of data were 

mainly primary and secondary.  The data collected from 100 respondents and analyzed 

through probit model. Based on this model, educational level of the borrowers, repayment 

period, availability of other source of income, sector, purpose of the loan and type  of  labor  

determine  successful  loan  repayment  performance  of  the  borrowers positively and 

significantly. Whereas, gender and household size have positive sign, but are not statistically 

significant. Moreover, variables such as age, loan diversion, other source  of  credit  show  

negative  sign  but  not  statistically  significant.  The  variable experience is statistically 

significant but show negative sign.  

Shaik  and  Tolosa  (2014)  studied  performance  of  loan  repayment  determinants  in 

Ethiopian Micro Finance - an analysis to major socio- economic and loan related   
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Factors  that  determine  loan  repayment  performance  of  borrowers  in  Sidama  Micro 

Finance Institution. The study employed explanatory research design with quantitative and 

qualitative methods. The quantitative aspect of the data focused on description of  

socioeconomic variables, loan and related variables, and business related variables and 

analysis of relationship among the dependent and explanatory variables for the study. 

Multi-stage probability sampling technique was used. The result of binary logistic model 

show that age, education, time laps between loan application and disbursement, loan size, loan 

diversion, repayment period, number of dependants, training, and supervision were 

significant.  The  coefficients  of  these  all-significant  variables  were  negative  except 

education level and time laps between loan application and disbursement. On the other hand, 

family size of respondents, repeatedly borrowing, business experience, agricultural type 

business, and non-agricultural type business were found insignificant. Overall, the binary 

logistic model successfully predicted factors contributing to 89.9% of micro credit loan 

repayment problem among Sidama Micro Finance Institution.  

According  to  Addisu  (2006),  even  though  studies  on  the  factors  determining  loan 

repayment finance institutions borrowers give mixed and overlapping results, the general 

consensus is that is determined by willingness, ability and other characteristics of the 

borrowers;  businesses  characteristics  and  characteristics  of  the  lending  institutions 

including product designs and suitability of their products to borrowers. Other external factors 

such as the economic, political, and business environment in which the borrower operates are 

also important determinants of loan repayment.  

The study of Brehanu & Fufa (2008) said that regarding the characteristics of borrowers, 

repayment of loans depend on the willingness and ability of the borrowers to repay. Therefore, 

individual borrowers can either repay their loans or choose to default. Defaults may be 

intentional or unintentional in contrast, intentional or strategic default can happen due to 

moral hazard behavior by the borrowers. This happens when borrowers have enough money 

or have the ability but refuse to repay their loans  

Most of the studies are largely  focused  on  repayment  performance  of  smallholder  farmers  

so  that  it  is  not advisable to assume determinants of loan Repayment performance of 

smallholder farmers are alike with determinants of loan Repayment performance of projects.  
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Considering  this  as  a  gap;  this  research  work  is  different  from  that  of  the  above 

mentioned researches: It has included all sectors of the financed projects at jimma district 

office. Secondly, even though this study applied mainly secondary data, in addition to 

secondary data, primary data were collected and included to have adequate, accurate and 

reliable information .whereas the above researchers including Ayele used either of the two 

which create information scarcity that finally leads to wrong conclusion. Thirdly, source of 

data to identify determinants of loan repayment was settled projects in which a maturity 

period was up to Dec 31, 2019 for secondary data and top level staffs of DBE for primary data. 

Whereas those researchers have used only the status of the project on the period in which they 

have conducted to measure the success factors of their research works. Hence, the researches 

output could not fill up the gap on loan repayment performance of the Bank.    
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It is the aforementioned evidences that initiated the researcher to identify the major 

determinants of Loan repayment performance in the project financing in the case of DBE. 

Therefore, the main purpose of this study is to analyze and explore determinants of loan 

repayment performance in project financing by taking those projects which were financed by  

DBE jimma district office.  The  outcome  of  the  research  could  enable  the  Bank  to  know  

the  key determinants of loan repayment in project financing and apply accordingly.   

2.2.4. Conceptual Framework  
To identify and analyze the determinants of loan repayment in DBE, the conceptual model is 

drawn based on the literatures reviewed. The determinants of loan repayment categorized as 

borrowers' related factors, factors in the side of the lender and project & loan related factors.   

Figure; 2.1 Conceptual frameworks 
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Chapter Three 

3. Methodology 
 

This Chapter discusses the methodology of researches that the researcher employed in 

carrying out the research. This chapter explains the research design, Population and sampling  

technique,  types  and  instrument  of  data  collection,  and  methods  of  data analysis, model 

specification and definition of variable and measurement  

3.1. Research Design  
 

The research design employed was both descriptive and explanatory research design with 

quantitative and qualitative data. The methodology to carry out the research is based on the 

objectives of the paper and the availability of relevant data. To comply with the objective of 

this research, the paper is primarily based on quantitative research, which constructed an 

econometric model to identify and measure the determinants of loan repayment in project 

financing.   

3.2 Study population and sampling technique  
 

The target population is described universal set of study of all members of people, events or 

objects to which an investigator generalized the result. The target populations of this study 

were those projects which were financed by Development Bank of Ethiopia at Jimma district 

office level.  From the total, 100 projects that are financed at Jimma district office level in 

between 1/1 2010 – 31/12/2019 in which the projects were expected to settle their debt up to 

Dec 31, 2019 were selected. From the total financed projects, 52 of them were non-defaulters; 

whereas the remaining 48 projects were listed in the loan position of the bank as defaulters’. 

Being the sizes of the population of the study were small, the researcher incorporated all of the 

identified projects under the study.  Thus,  the  total  sample  of  the  study  were  100  financed  

projects  in Development Bank of Ethiopia at Jimma district office level. However, for 

primary data collection purpose five employees were  purposively  selected  and  interviewed    

based  on  the experience and knowledge they have.   
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3.3 Types and method of data collection  
 

In order to carry out any research activity, information should be gathered from proper 

sources. To comply with the research objectives, the researcher of this study applied mainly  

secondary  data  which  was  collected  from  DBE  data  base  and  individual borrowers’  files,  

like  individual  project  financed  appraisal  study  documents,  due diligence documents, 

follow-up reports, and project audited financial statements. The data was collected by using 

the format prepared for this purpose to Jimma district office loaning units and accounts 

management process.   

The more adequate and accurate the data included in the study; the more reliable will be the 

output. Due to this, in addition to secondary data, primary data were collected through an 

interview by preparing open-ended questionnaire for 5 employees of DBE jimma district.  

3.4 Data Analysis Techniques   
 

After the data have been collected, the researcher turns to the task of analyzing the data. The 

analysis of data requires a number of closely related operations such as establishment of 

categories, the application of these categories to raw data through coding, tabulation, and then 

drawing statistical inferences (Kothari, 2004).  

To  measure  the  effect  of  determinant  on  loan repayment  performance  of  the  financed  

project,  logit  regression  analysis  model  is adopted. The model is selected because loan 

repayment, which is the dependent variable, is  binary,  taking  the  value  0  and  1  for  

defaulter  and  non-defaulter  loan  repayment respectively. The use of logit regressions 

considers the simultaneous relationships among the multiple numbers of independent and 

dependant variables found across the regression model, at the same time the significance of 

the impact of the independent variables on dependent variables highlighted in using the 

regressions. Logit regression was further utilized to examine the associative relationships 

between variables in terms of the relative importance of the independent variables and 

predicted values of the dependent variables. 

Thus, the researcher after carried out the above task analyzed the collected data by using 

descriptive  statistics,  and  explanatory  analysis  to  identify  the  determinants  of  loan 
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repayment performance using software called STATA version 14.4. In order to support the 

findings of the questionnaires, the respondents’ opinions and views collected from the open 

ended questions (interview) were also qualitatively analyzed.  

3.5 Model Specification  
 

Logit model: Here, the dependent variable, loan repayment is a dummy variable (successful 

and defaulter) so that the researcher can have an option to use either logit or probit model. 

However, According to Vasisht (n.d), binary logit analysis produces statically sound results, 

which can be easily interpreted, and the method is simple to analyses. Accordingly, the 

researcher preferred to use Logit model rather than using probit model.   

P (Successful=1) = β1 + β2 ES + β3 Cexp + β4 PM exp + β5 LA + β6 ECR + β 7 GP + β8PP 

+ β9Papp +            β10DueD + β11PID + β12PF 

P (Defaulter=0)  

Where;  ES, Cexp, TM, PM exp, LA, ECR, GP, PP, Papp, DueD , PID and PF denoted for    

Educational  status,  credit  experience,  types  of  management,  project  management 

experience, loan amount, equity debt  ratio, grace period, project  profitability,  project 

appraisal, due diligence, Project implementation delay and project follow up respectively.  

β1= an intercept 

Β2, β3, β4, β5, β6, β7, β8, β9, β10, β11, β12, represent estimated coefficient.  

3.6 Descriptions of Study Variables   
 

Selection of variables was based on empirical literature on the factors determining loan 

repayment. While guided by the literature review, the researcher also considered other factors 

likely to influence loan repayment. To establish the factors determining loan repayment, the 

researcher summarized in to borrowers related factors, factors in the side of the lending 

institution and project and loan related factors.   
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3.6.1. Dependent Variable  
 

Loan Repayment; This dependent variable can be explained through the independent 

variables which are specified from the empirical literature. This mean, while execution of 

these variables appropriately makes loan repayment to be flourishing, either missing or 

inappropriate ways of applying will make the loan to be defaulter. If the loan is successfully 

repaid  it will take the value 1 and 0 otherwise.  

3.6.2. Independent Variables   
 

3.6.2.1 Borrowers related factors  

Education status;  

The literate borrowers/managers are expected to have a positive impact in loan repayment, 

because higher level of education enhances borrowers to accept new technology easily, keep 

business records, conduct basic cash flow analysis, and make the right business decision.  

Further various researcher  like that of Matin (1997),  Oladeebo (2008) and Amare (2002), 

Michael (2006), Mulugeta (2010), Eze and Ibekwe (2007) has made empirical studies and 

noted that education has a positive impact on the repayment performance through increasing 

awareness of the customer to utilize the loan efficiently. It is a dummy variable and it takes 1 

if the client have above grade ten education level and 0 otherwise. 

H1:1 education has a positive and significant impact on loan repayment performance of the 

clients. 

Credit Experience; 

It is a continuous variable but rearranged as a categorical variable for binary analysis purpose. 

if the borrowers have more credit experience, it is assumed that the probability to be defaulter 

is less since it is assumed that the borrower has developed a knowledge from past experience 

how to properly manage and utilize the financed project fund and inputs based on past 

experience and this could have a positive effect on the magnitude of  project  profitability.  

Thus,  those  who  have  no  or  less experience will have high default rates.   
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H1:2 credit experience has a positive and significant impact on loan repayment performance 

of the clients 

Project management experience; 

It is a continuous variable but categorized for binary analysis  purpose.  It  is  assumed  as  

project  managed  by  highly  experienced manager;  it  could  overcome  different  challenges  

and  this  makes  the  project  to  be profitable and successfully paid its debt. Managers who 

have been in business longer are expected to be more successful with their enterprise. They 

have more sales and cash flows than those who have just started. Thus, those who are more 

experienced would have high repayment rates. This in turn has appositive impact on 

repayment performance. Hence, the variable is expected to have positive impact on the 

dependent variable. The hypothesis is supported by the findings of Oladeebo (2008), 

Wongnaa and Awunyo (2013)  

H1:3 project management experience  has a positive and significant impact on loan repayment 

performance of the clients 

3.6.2.2 Lender Related Variables   

Project Appraisal; 

A loan appraisal is an assessment of loan a request/application by  financial  institution  on  its  

merits.  Among  others  aspects,  the  purpose  of  loan, genuineness of its need, its amount, 

risk level, market availability etc are assessed on some parameters before loan is actually 

granted. Based on this argument proper project appraisal can have positive sign for loan 

repayment and vice versa.  

H1:4 project appraisal has a positive and significant impact on loan repayment performance of 

the clients 

Due diligence; 

 It is an entry point assessment. In this stage the borrower all round aspects  are  assessed  in  

relation  to  its  personal  characteristics  from  past  to  present, fulfillment of legal documents 

to be a creditor, project management,  capital adequacy , credit relation and experience , 
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availability of inputs and identification of risk . Therefore, for adequate due diligence, the 

expected sign for being non default is positive.  

H1:5 due diligence has a positive and significant impact on loan repayment performance of 

the clients 

Projects follow up; 

It is a continuous variable and been measured in number of supervision made on project 

Bank’s credit officers per annum .It is done at different stage of the project. Project follow up 

can be done at the stage of project under implementation, during implementation and 

commencing to commission. If there is a continuous follow up and supervision made by loan 

officers, the client could efficiently utilize the loan for the intended purpose. There is a 

possibility to remind the obligation and motivate the borrowers for repaying the loan. Norell 

(2001) stated that quick follow-up and visit are helping to prevent default rate. Therefore, the 

researcher expects a positive relationship with dependent variable.  

H1:6 project followup has a positive and significant impact on loan repayment performance of 

the clients 

3.6.2.3 Loan and Project related variables  

Loan Amount; 

  This variable is  a continuous variable.  Its relation with loan diversion is ambiguous because 

it all depends on the amount of loan requirement to run a particular project and managerial 

capacity of the borrower. Increasing the loan size will increase  the  production  capacity  

leading  to  better  repayment.  Thus,  the  sign  of  the variable for non default is positive.  

H1:7 loan amaount has a positive and significant impact on loan repayment performance of 

the clients 

Equity contribution; 

It categorical variable that is defined as the ratio of equity/ Initial capital contributed by the 

borrower to the total loan approved by the Bank. It is assumed that as the ratio of equity 
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contribution increases, the borrower becomes more dedicated to the implementation of the 

project. This in turn has a positive impact on the sustainability of the project. Hence it is 

predictable that it has a positive impact on loan repayment performance. It is supported by 

Mulugeta (2010)  

H1:8 equity has a positive and significant impact on loan repayment performance of the 

clients 

Grace Period; 

It is a continuous variable. It is assumed, if large grace period is given, the project will have 

sufficient time for implementation so that borrowers could properly utilize the loan for the 

intended purpose and generate adequate income after it starts its operation. herefore, it will not 

face repayment problem when the loan due later. This is supported by Abreham (2002).  

H1:9 grace period has a positive and significant impact on loan repayment performance of the 

clients 

Project Profitability; 

 It is a dummy variable, which takes 0 for net profit and 1 for loss. Balogun and Alimi 

(1990) also identified the major causes of loan default as non-profitability enterprises.  Some  

authors  link  the  repayment  performance  with  firm characteristics such as Oke et al. (2007) 

mention that firm’s profitability can significantly influence loan repayment. The more 

profitable projects, the less the probability of being default. 

H1:10 project profitability has a positive and significant impact on loan repayment 

performance of the clients   

Project implementation  period  delay; 

It  is  the  period  from  the  laying  the foundation to the commencement of operation. It is a 

categorical variable taking a value of  1  for  the  financed  project  implemented  lately  up  to  

six  months,  2  for  projects implemented lately more than six  Months but less than one  year 

and 3 for project implemented lately above one year. It is assumed that projects which are 
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implemented lately have lower repayment rate than implemented based on the expected 

period under the appraised document. The hypothesis is supported by the findings of Tesfaye 

(2015)  

H1:11 Project implementation period delay has a negative and significant impact on loan 

repayment performance of the clients 
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Table 3.1 Expected Sign (+/-) of Explanatory Variables in this Study  

Explanatory 

Variables 

Definition Vari

able 

type 

Expe

cted 

Sign 

Educational status Being literate borrowers well informed and 

contributes for                         successful  positively 

Dummy + 

Credit experience Borrowers who have no or less experience, will 

contribute for default 

Continuous  + 

Project 

management 

Experience 

Those who are more experienced would have high 

repayment rates. This in turn has a positive impact 

on repayment performance 

Continuous + 

Project Appraisal Appraising a loan Properly less probability being 

default 

Dummy + 

Due diligence Performing due diligence 

thoroughly less probability being  

default or high probability of successful 

Dummy + 

Projects follow up Performing fledged follow up as per the schedule Dummy + 

Equity 

contribution 

The more equity contribution the company is 

made, the more willing to repay the loan 

Dummy + 

Grace Period large grace period is given for 

projects, less probability being 

default or vise verse  

Continuous + 

Project 

implementation 

Delay 

Being too late to implement the 

project  on the time, the probability 

of being non-default/successful will 

decrease  

Dummy - 

Loan amount Increasing loan amount ,increasing 

capital , generates revenue, less 

probability being default. 

Continuous + 

Project 

profitability 

The more profitability of projects, 

the less the probability of being 

default or high rate of 

successfulness.  

Dummy + 



 
39 

 

 

 

Chapter Four 

4. Results and Discussion 
 

This  chapter  talks  about  analysis  of  the  result  and  discussion  to  achieve  research 

objectives and lay down a base for conclusion. The first section of this chapter discusses the 

result of descriptive statistics of explanatory variables. Besides, the second section discusses 

the econometrics result of binary logistic & the analysis of significant variables, correlation 

matrix, multicolliniarity test and measures of goodness of fit. Through descriptive statistics, 

the researcher used mean, percentage, standard deviation, and frequency distribution. In 

addition, Chi-square test  statistics  was  employed  to compare defaulter and successful group 

in terms of each explanatory variable.   

Econometric analysis was carried out to identify the most important factors that affect loan 

repayment performance and measure the relative importance of statistical significant 

explanatory variables on loan repayment.  

4.1 Descriptive statics results  
 

        PIPD          100         .47    .5016136          0          1

       PMexp          100        2.14    1.005239          0          5

                                                                       

         ECR          100         .68    .4688262          0          1

          GP          100        4.42    1.334696          2          8

          PF          100         .73     .446196          0          1

          LA          100    810.8977    2646.524   51.87887   26186.53

          PP          100         .43    .4975699          0          1

                                                                       

        Cexp          100        23.1    8.488257          9         41

          ES          100         .92    .2726599          0          1

        Papp          100         .77    .4229526          0          1

        DueD          100         .61    .4902071          0          1

          lr          100         .52    .5021167          0          1

                                                                       

    Variable          Obs        Mean    Std. Dev.       Min        Max

 

Table 4.1 summary of the variables 
Source: stata output 
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4.1.1 Due diligence Vs Loan Repayment   
 

Due diligence is one of the independent variables that is classified under Banks’ related 

factors that determined loan repayment performance of the borrowers. Hence from the total 

observed population, the due diligence report of 61% loans were done in good manner by 

investigating the key components of due diligence were as the due diligence report  of  61%  &  

39%  of  loans  were  Somehow  lacks  deep  investigation  and comprehensiveness and were 

not done in a well manner at all. 

     Total          39         61         100 

                                             

         1          11         41          52 

         0          28         20          48 

                                             

 repayment           0          1       Total

      loan       due deligence

 

Table 4.2 loan repayment and due diligence 
Source: stata output 

 

4.1.2 Appraisal Vs Loan Repayment   
 

From the total observed population, Appraisal reports of 77% loans were done deeply and 

comprehensively by analyzing the key components of appraisal. However the appraisal 

reports of 23% loans were of weak & shallow that overlooked most of appraisal components 

appraisal was made respectively.  

     Total          23         77         100 

                                             

         1           5         47          52 

         0          18         30          48 

                                             

 repayment           0          1       Total

      loan     project appraisal

 

Table 4.3 loan repayment and appraisal  
Source: stata output 
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4.1.3 Educational status of the Project Manager/Owner vs Loan 

Repayment  
 

From the total projects, 92% of them are above grade 10. Among project managers/owners 

who are below grade 10 are 8 percent from the sample. The table below implies that the 

financed project managers/owners, with higher education status have more probability of 

being successful to effect the  loan repayment. In other word, most of the projects that were 

managed by managers/owners who have lower educational status were defaulters. This result 

contradicts the result of Yacob (2014) that the clients with lower education have fewer 

financial options and thus they would improve on their loan repayment performance in order 

not to lose their only formal source of credit.   

     Total           8         92         100 

                                             

         1           2         50          52 

         0           6         42          48 

                                             

 repayment           0          1       Total

      loan    educational status

 

Table 4.4 loan repayment and education status  
Source: stata output 

 

4.1.4 Credit Experience of the Borrowers  
 

Credit experience of the borrowers is a continuous variable, the values are stated with 

numbers in years. 

 

4.1.5 Project profitability Vs Loan Repayment (Dummy)   
 

Table below revealed that, 43% of the projects scored net profit where as 57% got net loss. 

The relationship between loan repayments is stated in the table below. 
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     Total          57         43         100 

                                             

         1          32         20          52 

         0          25         23          48 

                                             

 repayment           0          1       Total

      loan   project profitability

 

Table 4.5 loan repayment and project profitability  
Source: stata output 

 

4.1.6 Loan amount Vs Loan Repayment (Continuous)  
 

It is defined as the amount of the loan that the Bank has disburses to the respective projects.  

According  to  the  study  result  shows,  on  average,  the  Bank  has  disbursed minimum and 

a maximum amount of Birr. The  mean  of  loan  amount  disbursed  by  the  Bank  were  Birr  

8,108,977.When  the  amount  of  loan increases, the probability of being default is decreased. 

It can be the fact that an increase in amount, borrowers can do their project in a wide range 

with the inclusion of quality and quantity of products. Therefore, their project can generate 

huge revenue and can repay the due amount of loan on time. This is the same as Ali 

AL-Sharafat, et al. (2013) that the volume of loans borrowed the most important factor and 

had a positive effect on the repayment. This is also the same as (Ifeanyi and Blessing, 2012) 

and Muluken (2014)   

          LA          100    810.8977    2646.524   51.87887   26186.53

                                                                       

    Variable          Obs        Mean    Std. Dev.       Min        Max

 

Table 4.6 loan repayment and loan amount  
Source: stata output 
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4.1.7 Number of Project Follow-Up Vs Loan Repayment  
 

Repeatedly  making  Project  supervision/  follow-up  is  an  important  factor  of  loan 

repayment performance of the financed project. Continuous follow up of projects reminds 

borrowers to pay  attention  toward  their  business  and  enables  to  increase  their  perception  

of responsibility toward loan repayment. The result is the same as Yasir, et al. (2012) and 

Koopahi and Bakhshi (2002).  

     Total          27         73         100 

                                             

         1          12         40          52 

         0          15         33          48 

                                             

 repayment           0          1       Total

      loan     project follow up

 

Table 4.7 loan repayment and project  follow up  
Source: stata output 

 

4.1.8 Grace period vs Loan Repayment  
 

Grace  period  is  an  important  factor  that  affects  the  successful  loan  repayment 

performance of projects. For that reason it has a significant impact on production and revenue 

schedule of the project. As shown in Table below the study result indicated that on average 

number of grace period given for an individual project by the Bank were 4.42 years and the 

relationship with loan repayment is discussed in the regression result part. 

          GP          100        4.42    1.334696          2          8

                                                                       

    Variable          Obs        Mean    Std. Dev.       Min        Max

 

Table 4.8 loan repayment and grace period 
Source: stata output 
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4.1.9 Equity Contribution VS Loan Repayment  
 

The study result shows that about 68% and 32% percent of the projects were contributed 

equity of  > 0.5% and < 0.5% respectively . 

     Total          32         68         100 

                                             

         1          17         35          52 

         0          15         33          48 

                                             

 repayment           0          1       Total

      loan           ratio

              equity contribution

 

Table 4.9 loan repayment and equity contribution 
Source: stata output 

 

4.1.10 Project management experience Vs Loan Repayment   
 

Table below depicts the relationship between the project statuses with managerial experience. 

The result indicates that from the observed population, the minimum value equal to 0 years of 

managerial experience and the maximum value is 5 years of project management experience. 

The average value for project management experience is 2.14 years. 

       PMexp          100        2.14    1.005239          0          5

                                                                       

    Variable          Obs        Mean    Std. Dev.       Min        Max

 

Table 4.10 loan repayment and project management experience 
Source: stata output 

 

4.1.11 Project implementation period delay 
 

From the total observed sample, Project implementation period delay reports of 47% loans 

were delayed to implement them on time. However the Project implementation period delay 

reports of 53% loans were implemented on time as we get from the data.  
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     Total          53         47         100 

                                             

         1          36         16          52 

         0          17         31          48 

                                             

 repayment           0          1       Total

      loan           delay

             implementation period

                    project

 

Table 4.11 loan repayment and project implementation period delay 
Source: stata output 

 

Correlation Analysis  

As noted by Gujarati (2004), the correlation analysis is made to describe the strength of 

relationship or degree of linear association between two or more variables. The purpose of 

undertaking correlation analysis is to check whether there is multi-co linearity problem in the 

model and to indicate whether the variables move together or not in the same direction and the 

correlation coefficient indicates the strength of a linear relationship between two variables.  In  

Pearson  correlation  matrix,  the  values  of  the  correlation  coefficient  range between -1 and 

+1.  

It is common in most studies making correlation analysis among variables before going to 

detail regression analysis. A correlation coefficient close to either –1 or +1 indicates that there 

is strong inverse or direct relationship between variables respectively; whereas  a  correlation  

coefficient  of  zero  indicates  that  the  variables  are  uncorrelated.  

The  correlation  matrix  also  shows  the  linear  relationships  between  each  independent 

variables and control variables used in the study. Figure below presents the result of the 

correlation analysis. 
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         ECR    -0.0443  -0.0090  -0.1609  -0.0104  -0.3689  -0.1467   0.0229   0.0017   0.1175  -0.0693  -0.0154   1.0000

          lr     0.1594   0.3943   0.1838  -0.0954   0.0920   0.2152   0.3808  -0.3385   0.4146   0.3310   1.0000

        Papp     0.1016   0.1013   0.0619   0.0427   0.0423  -0.0582   0.0502  -0.4852   0.1478   1.0000

       PMexp     0.0413   0.0235   0.1447   0.0400  -0.1176   0.0753   0.2144   0.0084   1.0000

        PIPD    -0.0916  -0.2073  -0.1295  -0.0894  -0.2396   0.0197   0.0136   1.0000

        DueD     0.0665   0.0213   0.1442  -0.6721   0.0679   0.0750   1.0000

        Cexp     0.0471   0.0025   0.0741  -0.0964  -0.0275   1.0000

          PF    -0.0963  -0.0790   0.0704  -0.1087   1.0000

          PP     0.1817   0.0751  -0.0870   1.0000

          LA     0.0282  -0.0891   1.0000

          GP     0.0377   1.0000

          ES     1.0000

                                                                                                                          

                     ES       GP       LA       PP       PF     Cexp     DueD     PIPD    PMexp     Papp       lr      ECR

(obs=100)

. corr

 

Table 4.12 correlation analysis 
Source: stata output 

 

Hair (2006) argued that correlation of up to 0.9 may not cause a series problem. Therefore, as we 

understand from the above figure there is no series correlation problem in the analysis. 

 

Test for Multi-co linearity  

The term Multi-co linearity indicates the existence of exact linear association among some or 

all explanatory variables in the regression model. When independent variables are multi 

collinear, there is overlapping or sharing of predictive power. Thus, if multi-co linearity is 

perfect, the regression coefficients of the independent variables are undetermined and their 

standard errors are immeasurable (Gujarati, 2004). The multi-co linearity makes significant 

variables insignificant by increasing p-value since increased p-value lowers the t-statistics 

value.  Thus,  the  panel  regression  results  with  multi-co  linearity  will  shows  significant 

variables as insignificant variables. Hair (2006) argued that correlation of up to 0.9 may not 

cause a series problem.  
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    Mean VIF        1.43

                                    

        Cexp        1.07    0.937246

          GP        1.10    0.908499

          LA        1.12    0.894356

          ES        1.14    0.873970

       PMexp        1.22    0.820336

         ECR        1.31    0.762549

          PF        1.36    0.735163

        Papp        1.40    0.712091

        PIPD        1.59    0.630598

          PP        2.23    0.449246

        DueD        2.23    0.447470

                                    

    Variable         VIF       1/VIF  

. vif

 

Table 4.13 vif analysis 
Source: stata output 

 

Goodness of fit 

The output of the econometrics model by logistic regression shows that strong explanatory power of the 

model based on the result of R
2
. The R

2
 measures the success of the regression in predicting the values of 

the dependent variable in the sample. R2  values indicate the explanatory power of the model and in this 

study adjusted R2  value which takes into account the loss of degrees of freedom  associated  with  adding  

extra  variables  were  inferred  to  see  the  explanatory powers of the models.   

From the figure 4.14 below the value of R2  is 0.6025 There is a rule of thumb which can be used to 

determine the R2  value is as follows: 0.1: poor fit, 0.11 to 0.30: modest fit, 0.31 to 0.50: moderate fit, 

>0.50: strong fit (Muijs, 2004). Here in the study R2  of 0.6025 indicates that the formula is strongest fit 

for predicting the loan repayment. This indicates that the independent variables are collectively 60.25 

percent related to the dependent variable loan repayment. Another way, that  of  changes  that  occur  in  

the  dependent  variable,  60.25%  are  attributable  to  the independent variables.  
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4.2 Econometrics Result  

Note: 0 failures and 1 success completely determined.

                                                                              

       _cons     5.73e-09   2.38e-08    -4.57   0.000     1.68e-12    .0000196

         ECR      1.85597   2.154194     0.53   0.594     .1908074    18.05289

        Papp     10.27454   10.38067     2.31   0.021       1.4183    74.43145

       PMexp     3.174865   1.908295     1.92   0.055     .9774605     10.3122

        PIPD     .4288165   .3313331    -1.10   0.273     .0943137    1.949703

        DueD      16.3067   12.70813     3.58   0.000     3.540038    75.11454

        Cexp     1.111296    .058553     2.00   0.045     1.002261    1.232193

          PF      5.63989   4.941242     1.97   0.048     1.012775    31.40715

          PP     3.435882   2.875206     1.47   0.140     .6664044    17.71489

          LA     1.001853   .0008111     2.29   0.022     1.000264    1.003444

          GP     3.476162   1.298711     3.33   0.001     1.671425    7.229578

          ES     15.47103   13.72412     3.09   0.002     2.719137    88.02526

                                                                              

          lr   Odds Ratio   Std. Err.      z    P>|z|     [95% Conf. Interval]

                             Robust

                                                                              

Log pseudolikelihood = -27.522564               Pseudo R2         =     0.6025

                                                Prob > chi2       =     0.0000

                                                Wald chi2(11)     =      41.92

Logistic regression                             Number of obs     =        100

 

Table 4.14 regression result 
Source: stata output 

 

The logistic regression can be explained both with odds ratio and marginal effect. The above 

figure explains the result with odds ratio, which is the probability of success divided by the 

probability of failure. The pseudo R2 value of the regression is 60.25 %. 

The figure below tells us about the marginal effect of each of the independent variables have 

on the dependent variable, which is by what amount the probability of repaying the loan 

changes when the independent variable changes by keeping other things constant. 
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(*) dy/dx is for discrete change of dummy variable from 0 to 1

                                                                              

     ECR*    .1380495      .26143    0.53   0.597  -.374346  .650445       .68

    Papp*    .5224358      .18866    2.77   0.006   .152669  .892202       .77

   PMexp      .249572      .14111    1.77   0.077  -.026998  .526142      2.14

    PIPD*    -.182922      .16819   -1.09   0.277  -.512577  .146733       .47

    DueD*    .5824879      .13567    4.29   0.000   .316587  .848388       .61

    Cexp      .022797      .01157    1.97   0.049   .000121  .045473      23.1

      PF*    .3955948      .18628    2.12   0.034     .0305   .76069       .73

      PP*    .2537162      .16226    1.56   0.118  -.064299  .571731       .43

      LA     .0003999      .00014    2.82   0.005   .000121  .000678   810.898

      GP     .2691581      .09105    2.96   0.003   .090702  .447614      4.42

      ES*    .5811071      .13073    4.45   0.000   .324877  .837338       .92

                                                                              

variable        dy/dx    Std. Err.     z    P>|z|  [    95% C.I.   ]      X

                                                                              

         =  .68430922

      y  = Pr(foodinscure) (predict)

Marginal effects after logistic

 

Table 4.15 marginal effect result 
Source: stata output 

 

4.2.1 Analysis of Significant Explanatory Variables  

Out of the eleven variables hypothesized as determinants of loan repayment performance of  

the  project  financing,  seven  of them  were  found  to  be  statistically  significant.  The 

maximum likelihood estimates of the logit regression model shows that Educational status, 

Credit Experience, grace period, due diligence, loan amount, project follow up, credit 

experience and Project appraisal were significant factors determining the loan repayment 

performance of DBE’s Jimma District financed projects. The coefficients of Educational 

status, Credit Experience, grace period, due diligence, loan amount, project follow up and 

Project appraisal were statistically significant at different significant level. On the other hand, 

the coefficients of the rest five independent variables were less influential in explaining loan 

repayment performance of DBE’s financed projects.  

Educational  status:-The  result  of  the  logit  model  shows  that  education  level  of 

borrowershas  significant  and  positive  effect  on  loan  repayment performance of the project. 
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It might be because of the fact that project owners/managers, who have higher education level, 

could see things in different angle, find better market for their products, they could be cost 

conscious that is cost-effective usage of resources and they may have future investment plan 

working with the Bank. These and other reasons make the project owner/manager who has a 

higher education status to have a good  repayment  performance.  Having  higher than 10
th

 

grade increases the log odd of non-default verses default that is  significant  at  1%  significant  

levels  keeping other things constant. In other words having above grade ten level of education 

increases the probability of loan repayment performance by 0.581 This implies that a 

borrower will likely have greater loan repayment ability when  he/she  has  a  higher  

educational  level  keeping  other  thing  constant.  This also confirms the results of Wongnaa 

and Awunyo (2013), Mulugeta(2010), Eze and Ibekwe (2007) and Abrham(2002).  

Project follow up is an important factor, which is positively  related  to  borrowers’  ability  to  

repay  their  loans.  Keeping other  things constant, deep follow up of the project increases the 

log odds of non default verses default at 5% significant levels. The marginal effect value of 

project follow up is 0.395, it indicates that having a good project follow up increases the 

probability of loan repayment by 0.395 by keeping other things constant. It is supported by 

theory of william (2007), Mensah (1999).  

Grace period, loan amount and project appraisal are one of the factors which significantly 

and positively determine the loan repayment performance of financed projects of DBE at 1% 

predictive significant level. The econometric model result revealed that, other things being 

constant, well done due diligence in good manner by investigating the key components of due 

diligence verses due diligence not done in a well manner since it lacks both deeply 

investigation and comprehensiveness increases the log odd of none default verses default. As 

grace period, loan amount and project appraisal chages by one the probability to repay the 

loan changes by 0.269, 0.0003 and 0.522 respectively. This also substantiate the results  of  

Oladeebo  (2008),  Wongnaa  and  Awunyo  (2013)  and  Mulugeta (2010),Muluken(2014).  

Due diligence: due diligence is one of the factors which significantly and positively 

determine the loan repayment performance of financed projects of DBE at 1% predictive 

significant level. The econometric model result revealed that, other things being constant, well 

done due diligence in good manner by investigating the key components of due diligence 

verses due diligence not done in a well manner since it lacks both deeply investigation and 
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comprehensiveness increases the log odd of none default verses default. The implication is 

that being it is an entry point assessment, the borrower all round aspects are assessed in 

relation to its personal characteristics from past to present, fulfillment of legal documents to 

be a creditor, project management  capital adequacy , credit relation and experience , 

availability of inputs and identification of risk. Borrower who passed these assessments 

assumed to be punctual to repay his/her loan as per the schedule.  

At the time of interview, the interviewee underlined that due diligence has been done 

thoroughly  but  sometimes  due  to  much  more  flow  of  customers  and  employees 

negligence, the expected due diligence (about customers general back ground, source of 

equity, previous credit status, etc) will not assessed properly.  

Credit experience: Credit experience has a positive coefficient and it is significant at 5% 

predictive significant level. Having an experience of one more year increases the probability 

to repay the loan by 0.022. When  the  number  of  years  of  credit  experience  of  the  

borrower  increase,  the likelihood of the financed project able to pay the loan will increase. 

The implication is that  credit  experience  of  borrower  could  probably  lead  to  quality  

decision  making regarding to incurring cost and profit generation, proper management and 

utilization of the financed project fund and inputs based on past experience and . Experience 

in the business operations helps to amplify borrowers’ problem solving ability including 

seizing opportunities  that  are  important  to  the  growth  of  the  business  and  their  

repayment abilities. This could have a positive effect on the magnitude of project profitability 

and finally loan repayment performance.  

  



 
52 

 

Chapter Five 

5. Summary, Conclusions and Recommendations 
 

In this chapter the major findings of the study are summarized, conclusions are drawn based 

on the finding, and recommendations are forwarded for Development Bank of Ethiopia, the 

regulatory body and policy decision makers at macro-economic level.  

5.1 Summary  
 

Development Bank of Ethiopia was established for the sole purpose of providing project 

financing to strategic projects as well as technical services and advice for those projects 

established by DBE.  Provision of credit only could  not  support  the  economic development 

of the country unless an effective monitoring and evaluation system is put in place to ensure 

efficient and effective utilization of the fund/credit for the intended purpose. More 

importantly, the Bank must ensure in advance that the loan will be repaid timely  in  

accordance  with  the  terms  and  conditions  stipulated  in  the  contractual agreement  

The  main  objective  of  this  study  is  to  investigate  determinants  of  loan  repayment 

performance  in  project  financing  in  the  context  of  Development  Bank  of  Ethiopia jimma 

district. Specifically, the paper is intended to evaluate the effect of borrower, lender, and loan 

and project related factors. The research design employed were descriptive research design 

with qualitative and quantitative data that extracted from primary and mainly secondary data. 

To this end, descriptive and econometrics analysis method was used to analysis the result. In 

order to support the findings of the questionnaires, opinions and views collected from the 

open ended questions from the respondent were also qualitatively analyzed. logit model was 

adopted to determine as to whether the several explanatory variables, as hypothesized in the 

paper, have much to do with the loan repayment performance of DBE-financed projects. 
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Data for the study were collected from 100 files of individual borrowers at Jimma district 

office of the Bank, The study shows that (52%) of the financed project were successful 

projects (non-defaulters), whereas the rest 48%) were non-successful (defaulters). In addition 

primary data were collected through an interview by preparing open-ended questionnaire for 5 

employees.   

The analysis of the study demonstrated that out of the eleven independent/explanatory 

variables, which were hypothesized to determine the loan repayment performance of projects 

financed by  DBE jimma district,  seven  were  statistically  significant.  These variables are 

Educational status, Credit Experience, grace period, due diligence, loan amount, project 

follow up, credit experience and Project appraisal. In contrast,  the remaining four were less 

powerful.  

Educational level of borrowers is one of the significant variables, which determines the 

successful loan repayment performance of project financing borrowers. As estimated, the 

variable was positively related to repayment performance and statistically significant at  

probability level. This result shows that project financed borrowers who have better 

Educational level is more likely to be successful.  

Credit  experience  has  a  positive  coefficient  and  it  is  significant  at  5%  predictive 

significant level. When the business is operated by experienced person than those who have 

just started (beginners) relatively, the risk of failure is less because if borrowers had enough 

experience in the specific business, they already know the potential risks that they will face in 

the business and make themselves ready how to handle it .Therefore, the more  the  number  of  

years  in  a  business,  the  better  would  be  the  loan  repayment performance.  

Due diligence also has been done thoroughly but sometimes due  to  much  more  flow  of  

customers  and  employees  negligence  the  expected  due diligence (about customers general 

back ground, source of equity, previous credit status, etc) will not be produced.  

Grace period, loan amount, project appraisal and project follow up are the other factors which 

significantly and positively determine the loan repayment performance of financed projects of 

DBE jimma district at different significant level. The econometric model result revealed that, 

other things being constant, well done due diligence in good manner by investigating the key 
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components of due diligence verses due diligence not done in a well manner since it lacks both 

deeply investigation and comprehensiveness increases the log odd of none default verses 

default. 

5.2. Conclusion  
 

Based on the findings it can be concluded that project appraisal, education  status,  grace 

period, loan amount, credit experience and due diligence have significant impact on loan 

repayment performance; which means any increase (decrease) on the value of these variables 

leads to an increase (decrease) on repayment performance of DBE’s jimma district financed 

projects.  

5.3. Recommendation and Policy implication  
 

This study has a potential to support the policy makers of Development Bank of Ethiopia to  

take  corrective  measures  on  the  most  important  determinants  of  loan  repayment 

performance of financed projects by DBE. The possible policy implications, emerged from 

the study, are forwarded below.  

Project follow up is an important factor, which is positively related to borrowers’ ability to 

repay their loans. Making effective follow uo in the financed project (business) is insuring his 

or her best efforts toward success and timely repayment of the borrowed fund. If so, the policy 

maker has to include in the credit policy of the bank and the bank has to apply effective follow 

ups. 

Another important policy implication is related to the strong association/relationship existing 

between education and loan repayment performance of project financing. This relationship  

sheds  light  on  the  importance  of  incorporating,  as  well  as  giving  high emphasis on the 

requirement of educational of project managers or borrowers, in the Bank’s credit policy 

before any loan is released. Hence, it is fair to require BA/BSc or above  educational  

qualification  for  both  non-owner-manager  and  owner-manager  intoday’s highly 

competitive world market. This requirement should be stipulated in the credit policy of the 

Bank as a basic requirement for loan provision.  
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Accelerating project implementation period has a positive impact on the loan repayment 

performance of financed projects. Hence, the Bank should, at all times, keep close eye on the 

timely implementation of projects in line with the implementation schedule stipulated in the 

project appraisal study. Simultaneously, there must be an effective monitoring and evaluation 

system to monitor each and every milestone achieved. Accordingly, the bank has to 

implement each and every financed or to be financed projects as much as possible below 6 

months. 

The other most important factors which is statistical significant and determine the loan 

repayment performance of project finance of DBE is credit experience of borrowers. Having 

credit Experience in the business operations, amplify borrowers’ problem solving ability 

including seizing opportunities that are important to the growth of the business and their 

repayment abilities. Therefore, the bank policy maker has to put in credit policy of the bank 

and the bank has act accordingly a minimum credit experience of borrowers that is of equal to 

or more than 10 years.   

Loan amount and grace period are the other significant variables that determine loan 

repayment performance of the borrowers. Therefor the bank should make comfortable and 

enough grace period to collect the loan from the borrowers. 

The last significant factor that need the bank to give high consideration during project 

financing is due diligence. Hence, it is necessary for a bank to make detail investigation about 

the borrowers. That means all round aspects of the borrower has to be  assessed in relation to 

its personal characteristics from past to present, fulfillment of legal documents to be a 

creditor, project management capital adequacy, credit relation and experience, availability of 

inputs and identification of risk before financing  
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