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Abstract
Purpose: This study focuses on establishing the effect of credit risk
l management on the profitability of the Centenary Bank Kabale
Branch. Credit Risk Management was operationalized as credit risk
identification, risk assessment, and risk control, while profitability
was operationalized as Return on Equity, Return on Assets, and
Non-Performing Loans.
Research methodology: The study population comprised of 140
respondents. A sample size of 103 respondents was obtained using
the Krejcie and Morgan 1970 table for sample determination. This
Avrticle History study adopted a mixed method approach. Quantitative data were
Received on 22 January 2024 collected using Self-Administered Questionnaires and analyzed
1* Revision on 17 February 2024 |using Pearson’s linear correlation coefficient. Qualitative data were
2" Revision on 26 February 2024 | collected through in-depth interviews and analyzed using content
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Accepted on 16 April 2024 Results: The findings indicate that the majority of the respondents
were male, aged 31-40 years, and bachelor’s degree holders. Risk
identification (r=0.882), risk assessment (r=0.776), and risk controls
(r=0.829) have a significant positive relationship with profitability
at the central bank.
Limitations: The limitations include bias from the respondents and
the study being conducted in only one branch, making
generalization difficult.
Contribution: These investigations have informed Centenary
Bank managers of the importance of credit risk identification, risk
assessment, and risk control. Managers should focus on mitigation
measures to reduce risks, create a credit risk assessment team to
evaluate risks, establish strategies, and prioritize risk management
practices by implementing policies in place. The findings contribute
to the literature on credit risk management in terms of the central
bank.
Novelty: Previous similar research only studied how environmental
accounting is implemented in a hospital and did not compare its
implementation before, during, and after a pandemic.
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1. Introduction

Profitability and adequate capital are key factors in determining the stability of the banking industry
(Wang, Ding, Yu, & Zhao, 2020). The provision of credit facilities to clients is a major source of bank
revenue (McKee & Kagan, 2018). However, the profitability of Commercial Banks has been questioned
recently. For example, the profitability of private banks fell by more than 30% worldwide due to the
global financial crisis of 2008. According to Alabdullah (2022), in addition to the legal instruments
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issued by the National Bank, commercial banks have also established a Credit Department to manage
the credit risks associated with loans. Despite these measures, according to Gabriel, Victor, and
Innocent (2019), credit risks are drastically rising and are becoming uncontrollable since there is a lack
of risk source identification, risk assessment, and risk control.

In Uganda, Commercial Banks have long been exposed to impairment losses on loans and advances
owing to weak credit risk management practices. This has led to the collapse of some Banks such as
Green Land Bank, Global Trust Bank, National Bank of Commerce and Crane Bank (Opiding 2018).
Other Commercial Banks closed by the Central Bank of Uganda include the Green Land Bank,
Cooperative Bank, National Bank of Commerce, Gold Trust Bank, and Teefe Bank (Hasabubwenje
2020). Some banks closed their branches to curb the effects of low profitability. For example, the
Tropical Bank closed the Mbarara and Mbale Branches (Kirinya 2020).

In the case of Centenary Bank and Kabale Branch in particular, Protase (2022) points out that the
increase in the ratio of Non-Performing Loans to total credits indicated an increase in credit risk.
Similarly, Nathan, Ibrahim, and Tom (2020) pointed earlier that in Centenary Bank Kabale Branch, the
loan growth in the year 2011 to 2012 reduced from 13.7% to 3.2%, 2015 to 2016 reduced from 19.7%
to 3.7%. The decrease in credit growth is due to the fear of making losses arising from the accumulation
of NPLs, which can easily lead to bank insolvency.

Many studies have been conducted in the credit management and profitability fields. Such studies
include liquidity ratio and profitability (Huang, Liu, & Ren, 2018); Non-Performing Loan Ratios,
Capital Asset Ratios, the ratio of client loans to short-term financing, and Loan Loss Provision Ratios
(Nelson, 2020); Client Appraisal and Credit Risk Control (Isaac, 2021); Collection Policy (Omar,
Muturi, & Samantar, 2018); payable accounts, accounts receivable, and financial leverage (Al-Eitan,
Khanji, & Saraireh, 2023); and loan loss vision, risk adjustment margin, and risk management systems
(Kaitibi, Ganawah, Yokie, Jalloh, & Koroma, 2017).

Others studies include Nyabyenda and Murekeyimana (2022) on credit risk control, credit appraisal and
debt collection policy; Mafumbo (2020) on credit policy, capital adequacy and credit risk control;
Bakashaba, Lutaaya, and Arinaitwe (2022) on default payments and credit risk; Afriyie, Yusheng,
Kaodui, Caesar, and Owusu-Akomeah (2018) on strategies of credit risk management like elimination
of bad debts, state of the economy, quality of staff, credit appraisal, financial stability of the customers
and Dunyoh, Ankamah, and Kosipa (2022) on total loan to total assets, Non-Performing Loans to total
loans, GDP growth rate and Interest rates. From these studies, it is imperative to conduct the current
study because its interest is risk identification, risk assessment, and risk control, the gap of which has
not been investigated by earlier researchers and more so in the Centenary Bank Kabale Branch.

1.1 Problem Statement

Commercial banks in Uganda have established various credit risk management practices, including
credit risk identification, credit assessment, and credit risk control, hoping to improve Loan
Performance (BoU, n.d.). However, commercial banks have experienced poor Loan Performance over
the years, resulting in an upward scale of writing off portfolios at risk and bad debts (BoU, n.d.).
Profitability is important for any commercial bank to attain its going concern or continuity in business,
and commercial banks being at the center of the financial sector can disrupt the entire economy if their
inherent challenge- credit management—is not handled properly. Capital adequacy is a determinant of
profits in commercial banks (Tosin and Otonne, 2019). However, this is not the case on the ground.
For example, the centenary bank ’s profitability decreases every year.

The bank attained an increase in return on equity (ROE) of 28.3 % in 2019 from 24.8 % in 2018 (BoU,
n.d.). However, the centenary’s yearly after-tax profits declined by 28% from Ush. 38.1 billion to Ush.
24.8 billion- between June 2013 and June 2014, while its NPLs increased from 4.0% to 5.8%. From
June 2015 to June 2016, when the highest increase in NPLs was reported (from 4.0% to 8.3%), annual
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after-tax profits reduced from Ush.44.3 billion to Ush.37.6 billion (15.12% reduction) in the same
period.

The issue is worsening despite efforts to lower the amount of non-performing loans at the Kabale branch
of the Centenary Bank. Return on assets, return on, and non- performing loans have a negative impact
on bank profitability. This has been linked to credit risk identification, credit risk assessment, and credit
risk control. Zeng (2012) observes that such situations lead to locking resources in unsuccessful
ventures and makes it challenging for commercial banks to finance new, commercially viable ventures
and threatens the going concern of commercial banks. It is on this background this study is being
conducted to analyze the effect of credit risk management on profitability of commercial banks in
Uganda, a case study of Centenary Bank Kabale.

1.2 Research Objectives

1. To examine the effect of credit risk identification on profitability of Centenary Bank Kabale branch
2. Toanalyze the effect of credit risk assessment on profitability of Centenary Bank Kabale branch

3. To establish the effect of credit risk control on profitability of Centenary Bank Kabale branch

2. Literature review

2.1 Theoretical Review

This study was anchored in the Credit Risk Theory (Merton, 1974) propounded by Robert Merton. The
theory is derived from Merton’s default risk model, built on the borrower’s failure to meet his or her
contractual obligations. According to G. Liu, Mirzaei, and Vandoros (2014) the theory is concerned
with the financial losses resulting from the deteriorating credit worthiness of the borrower to pay. In
terms of extending credit facilities, the risks include loss of principal and loss of interest that may be
completely or partially unpaid by the lender (Graham & Coyle, 2000). Researchers such as Owojori,
Akintoye, and Adidu (2011) posit that lenders charge high interest rates to cover the losses resulting
from failure to meet transactional obligations by borrowers. Almustafa, Nguyen, Liu, and Dang (2023)
observed that banks have provided guidelines for extending credit facilities. Therefore, Credit Risk
Theory is relevant to this study because it provides the constructs under investigation (credit risk
identification, credit risk assessment, and credit risk control) as part of the guidelines, albeit the risk of
lending and meeting the business objective or profitability.

2.2 Credit Risk identification and profitability

According to Wachira (2017), identification of credit risk is the most crucial component of credit risk
management. According to Barton et al. (2002), credit risk management is concerned with consciously
designed techniques to review, analyze, and determine the probability or possibility of risks involved
in extending credit facilities to borrowers. Al- Tamimi and Al- Mazrooei (2007) point out that the
techniques used in credit risk identification include analyzing the credit worthiness of the borrower,
standards, and rating the risk. Kargi (2011) adds this to the list of borrowers’ financial statements. Other
approaches to credit risk identification include proposal review, checking credit applications, borrower
characteristics, credit history (Geitangi, 2015), and communication, documentation, and
contextualization (Segal, 2011). It has been established that risk management indicators and control
activities are in a good category in predicting profitability (Agustin & Bayunitri, 2020).

Kalui and Kiawa (2015) observed that, in Kenya, microfinance institutions use techniques such as credit
risk identification, monitoring credit risk, and assessing credit risks as a measure of checking clients’
credit worthiness. Y. Liu, Brahma, and Boateng (202arguenes that risk identificaticonsidersunt early
and ongoing detection of events that might ultimately hinder the performance banksnks from attaining
their goals of profit maximization. This entails expressing concern and documenting it. The source of
these events may originate from within or outside the Banks (Belas, Gavurova, & Toth, 2018). Githaiga
(2015) agrees with the importance of credit risk identification and suggests that banks that apply modern
approaches, especially credit risk identification, can easily discover mistakes or errors in the early stages
of credit risk management. Management needs to avoid the use of excessive credit for its potential
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negative effects on the firm’s value over the long term, as investors may react negatively (Oranefo &
Egbunike, 2023).

Empirical studies conducted by other researchers, such as Olobo, Karyeija, Sande, and Khoch (2021),
have indicated that there is a significant relationship between credit risk identification and bank
performance (r = 0.932 at p-value). The study further indicates that credit risk identification contributes
to 35.8% of the bank performance changes. Similarly, the results obtained by Francis, Caleb, and Eton
(2022) found out that credit risk identification and loan performance are positively and significantly
related with r = .601 and sig. <.05. Their findings suggest a linear relationship between credit risk
identification and loan performance. This means that the more banking institutions identify potential
risks, the higher the chances of registering for performing loans. A study conducted by Remy and Njeru
(2020) on the influence of credit risk identification on financial performance indicates that credit risk
identification is crucial for tracking bank risks. Kimotho and Gekara (2016) reveal a positive association
between credit risk identification and financial performance.

Other studies in congruence with the aforementioned ones include James and Lorna (2019), who
realized that credit risk management has a strong relationship with salary loan performance. He
measures credit risk management in terms of credit risk identification, credit risk assessment, and credit
risk monitoring. Shkolnyk, Brychko, Pakhnenko, Semenoh, and Kremen (2017) in Pakistan observed
that growth in the financial sector particularly in banks was much influenced by credit risk detection
including identification by 46%. These findings demonstrate the importance of credit risk identification
for bank growth. Mutembei and Gitonga (2022) realized that credit risk identification significantly
influenced loan repayments. This is because credit risk identification lies in the threshold of 0.0174—
0.05, demonstrating the relationship between credit risk identification and loan payback. All these
studies have not been related to profitability particularly but to general financial performance and loan
repayment. Second, the studies have not been conducted in Kabale district, more so Centenary Kabale
Branch, hence leaving a gap to conduct this study.

2.3 Credit risk assessment and profitability

According to Ma, Hou, and Zhang (2021), credit risk assessment is a methodical procedure that aims at
comprehending the nature of risks and ascertaining the degree of risk that could have an impact on an
organization's profitability. Identifying and analyzing risks is the main goal of assessments so that they
can be regulated and controlled (Phuong, Huy, & Van Tuan, 2020). The likelihood of obtaining targeted
results is a factor that bank managers should consider when determining costs, schedules, and
performance goals. According to Bouteille and Coogan-Pushner (2021), risk assessment is the phase of
the management's problem definition that identifies and examines prospective events in terms of the
likelihood of potential effects. The best practice requires that after risks are identified, they should be
evaluated for their potential impact and the likelihood that they will materialize and boost bank
profitability (Finger, Gavious, & Manos, 2018). Kithinji (2010) outlines some credit appraisals or
assessments to include collateral, character, capacity, and capability since the factors take into
consideration income, capacity to repay, average expenditure in a month, dependents, history of
employment, and years served.

According to Yang, Wu, Zhang, Hong, and Dong (2020), numerous empirical studies on risk
assessment have been conducted with an emphasis on quantifying and reducing risk in the operations
of commercial banks. For example, Ali and Oudat (2020) find that in the United Arab Emirates, the
profitability of domestic banks increases rapidly because of their thorough assessment of credit risks in
lending compared to foreign banks. Huang et al. (2018) noted that commercial Banks carefully consider
credit analysis and valuation. Their study demonstrated that credit risk evaluation and analysis have a
significant and advantageous impact on loan portfolio performance. Isa, Choong, Fie, and Rashid
(2018) advances that to generate profits, commercial Banks must be proficient at gathering savings and
turning them into assets. Khemakhem and Boujelbene (2018) agree with the aforementioned arguments
by emphasizing that effective financial intermediation stimulates favorable economic growth and,
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therefore, Commercial Banks must conduct their own credit risk assessments of the projects they
finance in order to streamline the process.

Other studies that have emphasized the importance of credit risk management include Yegon, Sang,
and Cheruiyot (2014), who realized that credit risk assessment measured in terms of financial
breakeven, leverage, and ratio for leverage provides an opportunity for the optimization of the financial
viability and structure of a company. Financial viability is a key factor in profitability decisions.
Catherine (2019) argued that credit risk appraisal or assessment is a key factor in determining bank
profitability and survival. Her study on the effect of credit risk management on financial performance
revealed that credit risk management factors, including credit risk assessment, contribute to 97% of
changes in financial performance, including profitability.

Similarly, Abdelaziz, Rim, and Helmi (2022) asserts that client's financial situation should be assessed
in order to determine capacity when defining product offers and putting regulations in place for the
common loans. Bank administration should carefully consider all potential risk variables, including
debtors' income and debt levels, credit history, credit score, credit size, and guarantee values. Muhindi
and Ngaba (2018) argue that bank management must determine whether there are operational
procedures and controls in place for support purposes, such as gathering unresolved documents such as
spousal approvals and official papers for indemnification coverage. From the reviewed literature, it is
evident that most of the studies were not conducted in Uganda and more so in Centenary Kabale Brank,
hence the need to conduct this study.

2.4 Credit Risk Control and Profitability

According to Y. Liu et al. (2020), credit risk control is one of the elements of credit risk management.
Other methods include identification and assessment. Therefore, Credit risk managers ensure that the
risk associated with credit transactions is measured, scrutinized, checked, and controlled (Cui et al.
2018). This ensures that credit risks are tolerably recognized, weighed, and subject to controls that
effectively lower credit risk. Commercial Banks must have acceptable measurement, appraisal, and
reporting frameworks. Commercial bank stockholders may use their authority to demand information
to evaluate the effectiveness of risk controls implemented by the management of commercial banks
(Singh et al., 2021).

According to PwC (n.d.), credit risk control is concerned with effective and efficient approaches
acceptable to all organizations’ stakeholders to harness collective efforts in activities of credit risk
management, including creating credit risk awareness, strategies of operating and decision making, and
assurance for risk taking. In terms of commercial banks, Rukundo (2018) views credit risk control as
securitization and diversification of loan portfolios. Therefore, a well-designed and strong credit risk
control system is fundamental because it guides decisions on credit worthiness (Boahene, Dasah, &
Agyei, 2012; Catherine, 2019).

Credit control is a financial control system used by businesses, especially those in the manufacturing
sector, to ensure that sales are made using liquid resources or cash (Boahene et al., 2012). Considering
the complexity and extensive nature of work in the banking sector, a well-disciplined and very strong
credit control system would represent a good foundation for credit risk management, as it guides any
credit decisions (Catherine, 2019). Maliisa (2013) argues that credit risk control includes the
determination of interest in credit facilities, the use of collaterals, and limiting credit facilities.

Empirical studies on the relationship between credit risk control and profitability include those by
Nyabyenda and Murekeyimana (2022), in which credit risk control contributes 73.8 percent to
profitability in terms of ROA and 72.2 percent to profitability in terms of ROE. Mbiti et al. (2018)
suggest that security and credit protection policies lead to increased profitability. Control environment
and monitoring controls bear a significant effects on financial accountability while control activities do
not (Eton, Fabian, & Benard, 2022).
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Shieler, Emenike, and Amu (2017) show that diversification is primary in controlling credit risk and
improving financial performance. The technique is most appropriate in situations where the loan
portfolio can be diversified to various sectors in the economy, which has many benefits compared to
others. Similarly, Mafumbo (2020) observed that credit risk control significantly (p= 0.049) affects the
performance of commercial banks. Olobo et al. (2021) reveals that credit risk control has a significant
relationship with bank performance with r = 0.977 at p-value = 0.000 and influences Asset Quality by
(B =0.371 and p = 0.000). Francis et al. (2022) is in agreement with the fore mentioned studies. His
study reveals a strong and significant relationship between credit risk control and loan performance,
since r results = .684; sig. <.05, which is strong and positive.

A study conducted by Y. Liu et al. (2020) on credit risk and bank profitability in Nigeria found that
100% increase in non-performing loans reduced profitability as shown by Return on Assets (ROA) by
6.4%. According to research, Nigerian Banks should strengthen their capacity for credit analysis and
loan supervision. The study further indicates that 8% of banks apply credit limits, assessments, and
different retrieval strategies to regulate credit risk. Similarly, Lekwauwa and Bans-Akutey (2022)
established that Loan portfolios had an effect on banks profitability

Similar studies, such as those of Du, Liu, and Lu (2021), reveal that identifying NPLs, enforcing proper
assessments, and making loan loss provisions help reduce loan risks. Olobo et al. (2021) adopting cross
sectional design with a sample size of 124 realized that credit risk control contributes to 37.1% changes
in Asset Quality by (B = 0.371 and p = 0.000). Similarly, Francis et al. (2022) realized a strong
relationship between credit risk control and loan performance (r =.684; sig. <.05). Most of these studies
relate credit risk management to financial performance, leaving a gap on credit risk management to
profitability and, in particular, to commercial banks in Uganda.

3. Research methodology

This study was conducted at the Centenary Bank of Kabale Branch. The study population comprised
140 respondents, including branch managers, supervisors or administrators, banking assistants, loan
officers, and borrowers. Using Krejcie and Morgan ( 1970) table of Sample determination, a sample
size of 103 respondents was obtained. A proportionate sampling technique was used to distribute the
sample sizes into the different categories of respondents. Borrowers were selected using convenience
sampling (Amin, 2005).

This study adopted both qualitative and quantitative research approaches (mixed-method research).
Quantitative designs, such as a descriptive design, were adopted to describe the nature of the
phenomenon under study. A correlational design was adopted to explain the extent of the relationship
between study variables (Ellis & Levy, 2009). The researcher also adopted a cross-sectional survey
design because it helps collect the required data in a relatively short period, thus saving time and
resources (Bordens & Abbott, 2011). The qualitative design adopted was phenomenological inquiries
that helped describe the phenomenon under study (Paraskevas & Saunders, 2012).

Data were collected from respondents using both Self-Administered Questionnaires and Interview
techniques. In terms of quality control, a content validity test was conducted, yielding a Content Validity
Index (CVI) of 0.8 > 0.7, indicating that the instruments were valid (Amin, 2005). Using Cronbach’s
alpha method, the instruments were subjected to a reliability test yielding a result of a = 0.9 > 0.7,
meaning the items or the instruments were reliable (Kothari, 2004). Quantitative data were analyzed
using Pearson’s Linear Correlation Coefficient, as provided in SPSS. Qualitative data were analyzed
using content analysis and common themes were generated.

4. Result and discussion

4.1 Socio-Demographic Characteristics of the Respondents

The sociodemographic characteristics covered in this section included gender, age, and educational
level of the respondents. In terms of gender, 43.6% of respondents were female and 56.4% were male.
In relation to age, the majority of the respondents were between the age bracket of 31 and 40 (39.8%),
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followed by respondents who were above the age of 40 (36.9%), and the respondents who lay between
the age bracket of 18 and 30 (23.3%). Education-wise, the majority of the respondents were bachelor’s
degree holders (60.4%), followed by postgraduate degree and diploma holders (28.8), and lastly few
diploma holders (18.8%).

4.2 Correlational Results of Variables

The objective of this study was to examine the effect of credit risk management on the profitability of
the Centenary Bank Kabale Branch Uganda. Credit risk management was conceptualized as credit risk
identification, credit risk assessment, and credit risk control. Return on Assets (ROA), Return on Equity
(ROE) and Non-Performing Loans (NPLs) served as metrics for measuring profitability. The
relationships between the constructs of the independent and dependent variables are presented below:

4.2 1 The relationship between Credit risk identification and profitability

The study hypothesizes a significant relationship between credit risk identification and profitability.
The results of this study are presented in Table 1.

Table 1. Results of the correlation Analysis between Credit Risk identification and profitability.

Variables Profitability Risk identification
Pearson -
Correlation 1 882
Profitabili i -tai
ofitability illg. (2-tailed) 000
Pearson 103 103
Correlation - 1
Sig. (2-tailed) 882
Credit Risk | N 000
Identification '
103 103

**_Correlation is significant at the 0.01 level (2-tailed).
Source: Primary Data 2023

It is evident that from Table 1, there is a positive significant correlation between risk identification and
profitability (r = .882, p< 0.01). This finding implies that an improvement in credit risk identification
leads to an increase in the profitability of commercial banks. This finding supports the views of one
respondent in emphasizing the need for creidt risk identification.

Credit Risk Identification is considered an early and ongoing detection of events that can ultimately
prevent banks from achieving their objective of profit maximization. This viewpoint can assist banks in
understanding investors’ worries and deciding how to respond to them.

The results indicate that credit risk identification is related to the profitability of commercial banks,
particularly the Kabale Branch. Bank managers should, therefore, always emphasize the practice of risk
identification. These findings are in agreement with Alfadli and Rjoub (2020), who opine that the bank
committee in charge of identifying hazards should identify risks by brainstorming on what would
prevent commercial banks from being profitable. The findings again suggest that credit risk
identification is meant to assist managers in systematizing, rationally planning, and controlling the use
of resources to guarantee the meeting of financial goals, that is, to maximize profits. These findings are
supported by prior studies such as Wachira (2017) and Barton et al. (2002); Al-Mazrooeind Al-
Mazrooei (2007) and Geitangi (2015). The findings reveal a relationship between credit risk
identification and profitability. Other studies, in agreement with these findings, include that by Olobo
et al. (2021); Francis et al. (2022); Remy and Njeru (2020) and Kimotho and Gekara (2016).

4.2.2 The relationship between Credit risk Assessment and profitability
The second objective was to determine the effect of credit risk assessment on the profitability of the
central bank Kabale branch. Table 2 presents the findings of this study.
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Table 2. Results of correlation Analysis between Credit Risk Assessment and profitability

Profitability Credit Risk assessment
Pearson ”
Correlation 1 786
itahili Sig. (2-tailed
Profitability Ng ( ) 000
Pearson 103 103
Correlation
Slg (Z'talled) 786**
N )
Credit Risk Assessment 000
103 103

**_Correlation is significant at the 0.01 level (2-tailed).
Source: Primary Data 2023

It is evident from Table 2 that there is a significant positive correlation between credit risk assessment
and profitability (r= .776, p< 0.01). This finding indicates that risk assessment significantly affects
profitability. These findings are in agreement with the responses of key informants. One of the key
informants said:

“When we are conducting risk assessment, we try to understand the possible risks that will occur during
the transaction. The risks that will affect our performance can be referred to as profitability. The basic
objective of such assessments is to identify and analyze risks so that they can be managed and
controlled. We consider issues such as selection expenses, time tables, and performance targets.

The findings suggest that if credit risks are properly assessed by bank officials, risks will be reduced,
and profits will increase. The procedure and the activities involved in credit risk assessment, such as
appraising the collateral, character, capacity, and capability income, capacity to repay, average
expenditure in a month, dependents, history of employment, and years served, need to be given proper
attention. This will reduce the chances of loss and non-payment, thereby attaining the profitability goal.
These findings were in agreement with those reported by Ma et al. (2021), Bouteille and Coogan-
Pushner (2021), Finger et al. (2018) and Kithinji (2010).

Furthermore, this study suggests a significant relationship between credit assessment and profitability.
This finding emphasizes the importance of credit risk assessment. Prior studies such as those conducted
by Yang et al. (et0), Wang e, .t al. (2020) anet al.. agreein agreement with the findings of the current
study.

4.2.3 The relationship between Credit risk control and profitability

This study also aimed to establish the relationship between credit risk control and profitability in the
Kabale branch. Pearson’s product-moment correlation coefficient was used to determine the
relationship between the variables, as indicated in Table 3.

Table 3. Correlation analysis between credit risk control and profitability
Profitability Credit Risk Control
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Pearson ok
Correlation 1 829
Profitability Sig. (2-tailed) I .000
N 103 103
Pearson -
Correlation 829
Credit Risk Control Sig. (2-tailed) 000 .000
N 103 103

** Correlation is significant at the 0.01 level (2-tailed).
Source: Field Data 2023

Table 3 shows that there is a significant positive correlation between credit risk control and profitability
(r=.829, p< 0.01). This means that when credit risks are properly handled, banks will realize an increase
in profitability. These findings correlate with the qualitative findings. For example, one respondent said,

The Century Bank Kabale Branch has credit risk control mechanisms in place to prevent unfavorable
outcomes. This strategy aids in boosting profitability within the central bank’s operating and planning
frameworks.

Similarly, another respondent said,

“It is the role of the Centenary Bank's credit risk managers to ensure that the advance risk is calculated,
examined, looked for, and handled to boost earnings. Centenary Bank has a respectable measurement,
evaluation, and reporting framework in place to ensure that credit risks are tolerably recognized,
weighed, and subject to controls that significantly reduce credit risk. The shareholders of the CBT
consistently exercise their rights to information to assess the efficacy of the risk controls adopted by the
bank's management.

This study establishes that risk control affects the profitability of centenary banks at the Kabale branch.
The study also discovered a positive and significant relationship between credit risk control and
profitability. The qualitative findings from key informants confirmed and reinforced the quantitative
findings. These findings are confirmed and supported by other researchers and scholars that risk control
affects bank profitability at the Kabale branch. This is in agreement with Y. Liu et al. (2020) whose
study asserts that that credit risk management in the banking industry includes risk identification,
analysis, control, and assessment. It involves identifying probable risk factors, assessing their influence,
observing the actions that generate the identified risk factors, and implementing control mechanisms to
prevent undesirable consequences. Within the operating and planning framework of a commercial bank,
this approach is helpful. Credit risk managers are responsible for ensuring that the risk associated with
the advance is measured, scrutinized, checked, and controlled (Cui et al., 2018). To ensure that credit
risks are tolerably recognized, weighed, and subject to controls that effectively lower credit risk,
commercial banks must have acceptable measurement, appraisal, and reporting frameworks.
Commercial bank stockholders may use their authority to demand information to evaluate the
effectiveness of risk controls implemented by the management of commercial banks (Singh etal., 2021).
The executives' annual report to shareholders aids in evaluating control procedures and guidelines (Lisa
& Hermanto, 2021). This study examines how regulation is applied, which is important for banking
arrangements that present multiple products and services because management superiority is critical in
the case of credit lending in emerging economies.

Furthermore, the findings of this study are incongruent with those of Nyabyenda and Murekeyimana
(2022). (2018); Kalu, Shieler, and Amu (2018); Olobo et al. (2021) and Y. Liu et al. (2020).
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5. Conclusion

5.1 Findings of the study

The study concludes that credit risk management, with its constructs of credit risk identification,
assessment, and control, impacts the profitability of commercial banks. It is therefore imperative for
bank managers, credit risk managers, and credit risk committees that ever structures are created in banks
to put a lot of emphasis on the issues of identifying risks, assessing risks, and taking control measures
when extending credit facilities to customers or borrowers.

5.2 Limitations

There could be an issue of bias because some of the responses were collected using Self-Administered
Questionnaires. However, an error margin of only 5% was achieved. Second, the study was conducted
in one branch, and views from other branches would yield different results due to variations in economic
activities, especially if the branches located in the cities were involved.

5.3 Suggestions

These investigations have informed branch managers about the importance of risk identification, risk
assessment, and risk control. Therefore, managers should focus on risk identification and mitigation
measures to reduce these risks, create a risk assessment team to evaluate risks, establish strategies, and
prioritize risk management practices. Second, the policy board should come with policies on credit risk
management that credit officers should strictly adhere to.
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