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Abstract

The main objective of this paper is to assess tleeadl opportunities and challenges
of lease financing service in development Banktbiopia. Leasing is financing in
kind and DBE has been providing lease financingiserin the form of supplying
capital goods to small and medium enterprises sk@&6. The research approach
adopted in this study was a mix of quantitative ajdlitative approaches. Both
primary and secondary data were used. In identifyihe respondents from the
study population, purposive sampling was adoptddDistrict offices of the Bank
and selected work units from Head office were idetl in the sample. The study
identified opportunities of lease financing and dagh level of agreement by
respondents. The level of agreement on opportsndigestions responded as lease
business sector, strong support from the governniegding business opportunity for
employment creation, new investment opportunity aodtributing for SMEs
development. The study also found out that the mratiernal and external challenges
of the lease financing in DBE are high lease NRight lease requirements, lack of
hard currency, inadequate MIS, policy and procedareendments repeatedly, and
lack of capital. Based on the survey and interviesults the researcher forwarded its

conclusion and recommendation.
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CHAPTER ONE

1. Introduction

1.1. Background of the study

Lack of access to finance is the biggest obstdtéetang SMEs, micro enterprises and
new firms in developing countries (IFC, 2009). Tlkase of asset started ihe USA
and in Europe to business and industry developnsamte World War Il. After
World War |Il, the victorious allies deciddd create a new international system
to promote world trade and prosperity, which hesl in the establishment of two
new international financial institutions, the Intational Monetary Fund (IMF) and the
World Bank, and also the General Agreement on feaahd Trade (GATT) whose
successor organization was the World Trade OrgaaizdWTO) (Mishkin 2005. At
present thousands of businesses which are longleasiand short on cash is using
leasing as a simple and flexible financing solutionncrease productivity and generate

profits.

Though it is believed that SMEs play a key roleaonomic development and make an
important contribution to employment creation andRGAyyagari et al. (2007), access
to finance remains a key constraint to SME develmmnespecially in emerging
economies. Access to finance is disproportionatdifficult for SMEs in Least
Developed Countries (LDCs), with 41 percent of SMixd.DCs reporting access to
finance as a major constraint to their growth aegletbpment, as compared with 30
percent in middle- income countries, and only 15ceet in high-income countries
(GPFI & IFC, 2011). Yet, many governments have gatxed the SME sector as an
important driver of economic development and emplegt creation, and also see as a
priority (MIDAS, 2009 in CGAP & IFC, 2013).

Similarly, in Ethiopia, as in many developing econes, SMEs have very limited

access to bank credit or other financial servidexording to a survey conducted by
IMF (2013), in 2012/13, 79 percent of total loassued by the banking sector were
allocated to the big public enterprises, with oy percent going to the private
sector (mainly comprises SMES). This is due tofétoe that SMEs possess insufficient



collateral or credit history to access more tradil bank finance.

Among the alternative sources of funding, leasiag be an effective mechanism for
boosting the Ethiopian economy by providing longrtdinance to SMEs (World Bank,
2015).

Leasing companies play an important role in tharfoing of small and medium- sized
businesses, which need funds to expand but oftenatichave the credit history or
collateral sufficient for credit from conventionfashancing sources. Leasing is a highly
flexible alternative as a form of financing with several aubages. One of the most
important advantages of leasing is that the leassdt itself is the principal security in a
lease arrangement. Enterprises through the wortd leasing to finance vehicles,
machinery andequipment. In developed (OECD) countries, up to iirel of private
investment is financed through leasing. Becauseijng gives SMEs the opportunity to
create and modernize their operations hence inageaproductivity, lowering
transaction costs, increasing employment opporasit increasing business
profitability, promoting innovation andreativeness, and increasing prodymbduct
choices (World Bank, 2015).

Currently, leasing industry in Ethiopia is still imfant stages of development despite
the large potential market in the country. The feasing companies and Development
Bank of Ethiopia has been providing lease finan@egvice to micro enterprise and

SMEs respectively as they contribute their path®country economy.
1.2. Statement of the problem

The World Bank (2011) revealed that Ethiopia lagkibd other Sub-Saharan Africa’s
countries and developing countries in terms of ilepdo SMEs. The share of SME
lending in overall lending portfolio in Ethiopia is fact only 7 percent, among the
smallest shares in Sub-Saharan African Countriegetisas far below that of developing

economies.

Moreover, various conducted studies have showedSimall and Medium Enterprise in
Ethiopia have lack of access to bank credit or rofivencial services (IMF, 2013;
World Bank, 2015). This is due to the fact that M6 not have sufficient collateral or



credit history to access more traditional bank ricea A study of SME finance in

Ethiopia by the World Bank (2015) revealed thatydsflo of small enterprises and 23%
of medium enterprises have a loan facility or & laf credit mainly due to extreme high
value of collateral needed for a loan, correspomdin249.3% and 253.5% of the loan

for small and medium enterprises, respectively resja Sub-Sahara African.

Accordingly, the government of Ethiopia has takenimitiative to address Small and
Medium Enterprise (SMEs) in the form of lease ficiag service called equipment
leasing and issued capital goods business Prodtameatd its amendment (no. 103/1998

and 807/2013), council of ministers

regulation providing for the registration of capitgoods and leasing contracts
(Reg.309/2014), minister of trade Directive on thgistration of capital goods leasing
agreements (MOT Dir. 001/2017) and also NBE hase@sDirective no. CGEB

102/2013 for the Licensing of Capital Goods FinaBeevice. The government measures
support those investors who have the desire, krdneleand profession to participate in
various investment activities but could not act doelack of capital and collateral

through creating an enabling environment for thaldshment of alternative sources of

financing.

To this end, in addition to the five leasing comipann Ethiopia, the government has
given additional mission to the Development BanlEtfiopia to provide lease financing
service to small and medium enterprises (SMEs)eptsjin the form of hire purchase

modality.

Globally various researches were conducted witlancego the overall assessment of
lease financing service and due to the newnessasirlg business locally limited
research under taken related to the topic (sudkbasa, 2016; Mohamed, 2014; Kemal,
2012 and Befekadu, 2018) under Addis, Oromiya, KBebub and Waliya capital good
leasing companies. Moreover, the studies haveiftehimany challenges such as lack
of availability of low cost and sustainable fundirlgck of clarity on interpretation of
tax incentives provided by law, lack of leasing estize in the market, existence of
inadequate supply chain linkages, procurement bsydéxistence of limited domestic
suppliers, and absence of specialized leasing ingircenter. DBE is the only

government financial institution that engages inaknand medium enterprises. June



2017 and 2018 Annual reports of the Bank listed amumber of challenges and less
performed plan against actual. Lease financingicemproviding by the Bank is a new
research area and challenges have been facingebBahk initiated the researcher to
conduct in this particular area. In fact, the apoities and challenges of lease
financing service in Development Bank of Ethiopmaai new research topic and needs
further study. Moreover, the researcher is goinglémtify lease financing challenges
in DBE so as to verify whether the identified ckaljes is similar with that of the
conducted studies by international and local reteas. In addition, the conducted
research by Befkadu, 2018 among DBE, OCGF and A@Gfecused only DBE at
head office but, lease financing service is notvgliong at head office level and the
service has been providing through District andnBraoffices. In general, there is no
published research in Ethiopia similar with thipito This study work is differing from
that of the above-mentioned study in that: it isufeed on DBE lease financing activity
and besides the challenges faced, it assessed lamy beneficiaries or SMEs have

benefited from lease financing service providedhisyBank.

1.3. Research questions

To achieve the objectives of the study and addteesresearch problem, the
following research questions were designed:

1. What are the opportunities of lease financing sef¥i

2. Does the current lease financing service DBE isvpling addresses
beneficiaries (SMEsS)?

3. What bottlenecks DBE is facing in lease financingibess? (Is DBE effective

and efficient in lease financing business?)

1.4. Objectives of the study

1.4.1.General objective

= The purpose of this research is to assess the topjitees and challenges of lease
financing service in development Bank of Ethiopiadao provide possible
recommendations based on the findings.



1.4.2.Specific objectives of the study
The specific objectives of the study are:

» To identify the opportunities of lease financingvéee

» To evaluate the overall lease financing activitéthe Bank
» To examine internal factors that affect lease foirag service
= To assess external factors that affect lease fingrservice

1.5. Scope of the study

Development Bank of Ethiopia is well known by ficarg development projects and
those projects financed by the bank have significapacts on the country’s economy.
In addition, the government has given additionadsion to the Bank to serve SMEs in
lease financing service. In fact, the required dzda easily be found in the bank.
Therefore, due to time and budget constraint thdystvas focused on Development

Bank of Ethiopia head office and selected Branches.

1.6. Significance of the study

Lease financing service is a new product for thentxy like Ethiopia, thus it worth
studying. Accordingly, the study is believed to tdoute and have a paramount
importance in providing a better ground for the Deloepment Bank,
potential SMEs, policy makers, practitioners, shaltders which are keenly
concerned with and engaged in leasing businesak&it as a basis for understanding
the business in Ethiopian context and serve agppistg stone for further research on
the subject. As indicated in the above sectionetiea gap of local publications on
leasing business in Ethiopia.

This work, will contribute to the leasing awarenesgarding the opportunities and

challenges to the general public.



CHAPTER-TWO

2. REVIEW OF RELATED LITERATURE
2.1. Definition of Leasing

A lease is an agreement that allows one party e amother's property for a stated
period of time in exchange for consideration. Lease an alternative method used by
businesses and consumers to finance the acquisitiired assets. A lease agreement
involves at least two parties: a lessor (such hark), who owns the property, and a
lessee, who uses the property. The lessor, edbgratiareditor in the transaction, is
repaid from a combination of lease or rental paysaiax benefits, and proceeds from
the sale or re-lease of the property at the erttiefease term (Comptroller Handbook,
2014).

The concept of leasing is based on the propositiahincome is earned through the use
of assets, rather than from their ownership (Wdkhk, 2000; Fletcher et al. 2005;
IFC, 2009). It focuses on the lessee’s abilitygémerate cash flow from business
operations to service the lease payment, ratherdhahe balance sheet or on past credit
history (IFC, 2009). This explains why leasing @rtgcularly advantageous for young
companies, as well as small and medium businebs¢sld not have a lengthy credit
history or a significant asset base for collatefalrthermore, absence of collateral
requirement with leasing offers an important adagatin countries with weak business
environments. Because the lessor owns the equipineah be repossessed relatively

easily when the lessee fails to meet lease rebtajations.

Leasing in its simplest form is a means of delivgriinance, with leasing broadly
defined as “a contract between two parties where merty (the lessor) provides an
assefor usage to another party (the lessee) for a Bpdqgberiod of time, in return for

specified payments. Leasing, in effect, separdtedegal ownership of an as$sim

the economic use of that asset (IFC, 2009).

Leasing means a financing in kind for productiod aarvice purpose by which a lessor
provides lessee with the use of specified capitaldg on financial or operating lease or



hire purchase agreement basis, without requiremiectdllateral, for a specified period
of time and collects in turn a certain amount atatiment in periodical payments over

the specified period (capital goods proclamatioB/1998)

2.2. Evolution and concepts of leasing

Historically, leasing was first found used in th&Qs in United States to finance horses
and wagons. In mid-1800s, lease financing optiors \wapularly used to finance
locomotives, cars and other railroad equipment Igra011). Short-term leases were
more preferable and widely utilized in mid-1900€ da specific circumstances such as
World War 1l and high demand of goods from custar(@iaylor, 2011).

Modern leasing emerged in the 1950s as a speddiizancial service industry in the
United States and expanded to Europe and Jap#&e ib960s, and has been spreading
through developing countries since the mid-1970ar(N'odd, & Mulder, 2004).

2.3. Characteristics of Leasing

Based on (IFC, 2009) the characteristics of leasgnpased on the proposition that
profits are earned through the use of assets r#therfrom their ownership, it focuses
on the lessee's ability to generate cash flow flmminess operations to service the lease
payments rather than on the balance sheet or theit dnistory, It is particularly
advantageous for SMEs without lengthy credit histor significant asset base for
collateral, and Lack of collateral requirement oéfan important advantage in countries
with weak business environment, especially weaklitygs rights, collateral laws and

weak registries.

2.4. The main parties in leasing Transaction

The main parties in leasing transaction lassor, lessee and supplier and their function
is depicted as follows (IFC, 2009).

In Ethiopia, according to the Capital Goods Leagtngclamation No. 103/1998, leasing
means a financing in kind for production and servjgurpose by which a lessor
provides lessee with the use of specifiepgiteh goods on financial or operating

lease or hire-purchase agreement basis, withoutresgent of collateral, for a specified



period of time and collects in turn a certain amafrinstallment in periodical payments

over the specified period.

Figure 2-1: The main parties in leasing Transaction

Source: Knaer & Lang (2012).

As can be seen from table 1 the main parties selé@ancing service are lessee, lessor
and supplier. Moreover, in the above table thevaironumber one is indicated that the
lessee shall submit lease application to the Idssats capital goods needs. Number two
arrow is indicated financer shall give fund to kaesor to be procured capital goods from
supplier or manufacturer. Number three is showed the lessor will procure capital

goods from the

Supplier and the supplier to be delivered the megumachinery to the lessor ware house
as it indicates in number four arrow. Consequenthg lessor will hand over the

machinery to the lessee as indicates in arrow file lessee shall pay machinery rental
repayment to the lessor so as to cover adminigtrakpense and to be reallocated to
another purchase as indicated in number six. Findde lessor will pay its repayments to

the financer as indicated in arrow seven.



2.5. The importance of leasing

Leasing is often reported to provide a number ofeffies to an economy (IFC, 2009).
Moreover, leasing is more important in which it &tes access to finance that in turn can
create employment opportunities, it provides oppaties for those without a significant
asset base leasing enables small enterprises dmgy an initial cash deposit with the
inherent value of the asset being purchased aegollateral, Offers an important
advantage in countries with weak business enviromsngarticularly those with weak
creditor’s rights and collateral laws and registrfier instance in countries where secured
lenders do not have priority in the case of defau#tr collateral, It is a means to deliver
increased domestic investment within economiess, & way to deepen the activities of
the financial sector by introducing new productsl/an industry players and financial
instruments, It is used as a means of asset fingnby all business types from
microenterprise to large global company for asaetth ranging from tens of dollars to
tens of millions of dollars, Allows smaller scaletepreneurs to become more
economically active by enabling access to finaamo#g subsequently access to income-
producing assets, and Plays a critical role indinig in small businesses into the formal
financial system as informal businesses have atodsase financing, they start building

a track-record of financial transactions.

2.6. Approaches same to Leasing Modalities
2.6.1.Types of Lessors

In different countries various institutions, incing banks, are involved in sponsoring
lease businesses. Bank-owned leasing companiegthatess, dominate the leasing
markets as they have the advantage of accessingdstwublic deposits as sources of
fund.

In most developed lease markets, there are theteditypes of companies sponsoring
or offering leasing facilities (IFC, 2009). The nawf the companies are Banks that offer
leasing as part of their product mix through a seed leasing unit or through their
regular lending units, Leasing companies that adesigliaries of banks or banking
groups; typically banks have a significant sharthincompany, Leasing companies that
are privately owned and have no bank as a majehareholder. These companies are

often subsidiaries of major equipment manufactucgrslealers, and practice “captive



financing”, but there are also many totally statmha leasing companies in many
countries. Moreover, according to Leaseurope anf&R2012) in World Leasing Year

book (2014), 50% of European leasing companies Wwan& related, 18% captives, and
32% independent in 2010. However, in terms of shafenew volumes “90% of the

European leasing market is in the hands of bankeoweasing companies” (Mignerey,
2012; in World Leasing Year book, 2014).

2.7. Types of Leases

The types of leases are Finance Lease, Operategg,leand Hire purchase lease.
Moreover, the accounting treatment of the traneactihe legal right of the lessors and
the lessees, the ownership rights and control ®fafset, maintenance and insurance as

well as price of rentals are the main differencevieen them
2.7.1. Finance lease:

This is also referred to as capital or full pay ¢edise. Under a financial lease the
customer carries the risks and rewards of the 'assetnership although the lessor
remains the legal owner of the asset throughoutctimract. In other terms the lessee
benefits from the economic life of an asset inmailsir way to a legal owner and takes on
related risks, such as maintenance and insuragpensibilities. This includes contracts
where the length of the lease is close to the usefonomic life of the asset, as well as
contracts where the lessee has the possibilitgtoine the owner of the asset at the end
of the lease, automatically or purchasing the agseta specified nominal amount
(Oxford Economics, 2011). Typically, financial leasare used by firms to finance long-
lived assets, instead of resorting to long-termrdo@ing for acquiring these assets
(Clarke, 1996).

FAS 13 (Ross et al., 2003) states that: the presduae of the lease payments is at least
90 percent of the fair market value of the assétastart of the lease, the lease transfers
ownership of the property to the lessee by the @nthe term, the lease term is 75
percent or more of the estimated economic lifehef dsset and the lessee can purchase
the asset at a price below fair market value wienléase expires. This is frequently

called a bargain-purchase-price option.

10



2.7.2. Operating lease

An operating lease is typically of a shorter dunatthan the useful economic life of the

asset and the customer has no possibility to paecitaat the end of the contact, or can

acquire at a higher price than under a financesle@s operating lease is thus essentially

a rental contract for the temporary use of an a&€3efiord Economics, 2011; Kraemer-
Eis and Lang, 2012).

2.7.3. Hire purchase lease

A hire-purchase which is similar to a finance le&ssa way to finance the purchase of

equipment. It is normally used for small items lgd@ving machines and fridges. In hire-

purchase, part of the ownership is transferred wdtth payment. Up on payment of the

last installment, the lessee becomes the full owiHewever, hire-purchase is a type of

installment purchase, with a well-defined purchapgon for the customer, who agrees

to pay the cost of the asset over time, includinggpal amount and interest for the
period the asset is used (ILO, 2003)

Table 2-1: Main Types of Leasing

Feature Operating Lease Finance Lease Hire Purchase Lease
Lessee does not own th®©wnership remains atLessee ownership increases
_ equipment; Equipment islessor until the end gfthrough the lease period with
Ownership q h d ot iod. when | eventual ownership; similar fo
returned at the end ofiease period, when lesseg mortgage system.
rental period. has an option to buy.
Lessee makes regulatessee makes regular fixedlessee makes payments that
rental payment; Does nopayment over an agreedncrease ownership rights
5 pay the full value of the period, paying nearly theuntii the payments are
ayment _
equipment over the rentafull cost of the asset Plusomplete
period charges over the period pf
the lease
Service Responsibility of Lessor.| Responsibility of Less#le Responsibility of Lessee 4dll
Repair, risks usually associatedisks usually associated with

maintenance

damage, and

with ownership, althoug

Lessee does not own.

nownership although Lessé

does not own.

e
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Insurance

Enhanced cash flow withSame as operating lease&Same as operating
Key Benefits | lower payments with option to own at endgradual ownership

of lease period.

leas

5,

Source: Helen Tedla (2014)

2.8. The role and Benefits of Leasing

Generally, leasing fosters economic developmentjandreation, by providing access
to financing to micro, small and medium businegbas often cannot access other forms
of financing (IFC, 2009). According to (ILO, 2003gasing offers several advantages

over other kind of financing. The most importanvactages are:
2.8.1. Absence of collateral requirements

The great advantage of leasing is the absencellateral requirements. The equipment
itself serves as security because the lessor setaamership. If the lessee is unable to
make the payments, the lessor can repossess the &sInost countries this is a
relatively straightforward procedure (ILO, 200Banks usually secure their loans by
requiring additional collateral such as real estatgiipment, inventory, receivables or
house. In fact, it is common practice for bankdil® a blanket lien against all current
and future assets of your company. Whereas, ireléaancing in most instances, the

only collateral is the equipment being leased (IE@9).

2.8.2. Simpler evaluation

A lease can be concluded more quickly and simpdy th bank loan. In traditional loan,
lenders want to see years of financial history andecent credit score, among other
documentation. With an equipment lease, on therdthed, lenders are less concerned
about your credit score and financial history esglcsince the equipment will be used
to secure. Moreover, rather than looking into thedit history and asset structure of the
client, the leasing company only has to make she¢ the client has the ability to
generate sufficient cash through the leased equipnhess detailed documentation is
necessary, and the appraisal can be processadeabiauickly (ILO, 2003).
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2.8.3. 100% finance

Capital goods finance which require huge investméhe lessee is able to avail of 100
percent financing without resorting to any immegidown payment. Thus, the lessee
experiences no hurdles in commencing his businegBowt making any initial
investment and in a lease, 100% of the equipmdneva financed and up-front security
payments seldom exceed 10%. This enables lesseestaim more of their scarce
resources as working capital. Leasing is said twide 100 percent financingwhereas
most borrowing requires a down payment. This isrttagor reason cited by lessees for
why they choose lease financing. However, becaemssel payments are normally made
in advance of each period, this 100 percent fimanbenefit is diminished by the amount
of the first required lease payment. From the lg'ssperspective, leases camrease a
firm’s liquidity. For example, a sale and leaseback transform sonze foi’s fixed
assets into cash in exchange for an obligationdkena series of fixed future payments
(ILO, 2003).

2.8.4. Tax incentives

In many countries, the tax system is conducive&sihg. The lessor, as the owner of the
equipment, registers the full lease payment (ppiaciplus interest) as income but
deducts the depreciation of the asset, usually romaxelerated schedule. The lessee
claims the lease payment as deduction from taxalleme. The lease term is usually
shorter than the economic life of the equipmentthelessee in fact “depreciates” the
equipment more rapidly than if he/she had purchaséiince both parties benefit from
tax relief on an accelerated basis, overall taxnEys on the lease are reduced (ILO,
2003). As lease rentals are considered as a reveqense while determining taxable
profits, it is advantageous for-the lessee in mining tax liabilities. Moreover, the
lessor who is usually in the higher tax bracketspason the benefit of depreciation
advantage to the lessee in the form of reducect Ipayments. The lessee can also
arrange to adjust lease rentals in such a wayttreduces his tax liability and thus helps
him in tax planning. On the other hand, A lot ot &dvantages can be derived by the
lessee through suitably structured rental paymémtsase of heavy taxation rentals may
be increased to lower taxable income. Rental paysnare deductible from income. If
the lessor is liable to tax, the rentals may beel@d. Less income attracts less tax. The

lessor can pass on a part of tax benefit to treeedFC, 2009).
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2.8.5. No risk of fund diversion

In leasing, the funding provided goes to the pusehaf equipment without even passing
through the lands of the lessee. This averts thethiat the lessee might use the funds for
purposes not agreed upon. It also avoids the higkthe lessee might use the credit to
pay back a loan from another financial institut{itO, 2003).

2.9. Regulatory framework for leasing in Ethiopia

The government of Ethiopia has issued capital g@odslamation no.103/1998 and this
proclamation has amended by capital goods proclamab.807/2013. National Bank of
Ethiopia (NBE) has also issued Directive no. CGHER2/2013 for the Licensing of

Capital Goods Finance service. The government measupport those investors who
have the desire, knowledge, and profession togyaate in various investment activities
but could not act due to lack of capital and celak through creating an enabling
environment for the establishment of alternativaurses of financing (Proc.No.

103/1998).

The regulatory and legal environment plays an irtigmtrrole for the development and
promotion of small and medium enterprises for thiirancial needs. Financial
institutions in Ethiopia operates under conducegutatory framework and directives to
ensure financial stability and financial sectorrsdness. The micro financing institutions
licensed by the National Bank of Ethiopia my engageapital goods finance business
without the need to obtain any additional licerRe¢.No. 807/2013).

The minimum paid up capital requirements Directd@ CGFB/07/2017 states that, the
minimum initial paid up capital required to estahlia company that targets lessees
having capital goods finance requirement up to Bj@00,000.00 (Birr One million) per
single lessee and to obtain a capital goods findmegness license shall be Birr
200,000,000.00 (Birr Two Hundred million). The nmmum initial paid up capital
required to establish a company that targets les$ewing capital goods finance
requirement not exceeding Birr 30,000,000.00 (Hihirty million) and to obtain a
capital goods finance business license shall be4®i©,000,000.00 (Birr Four Hundred

million).
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A recent directive issued by National Bank of Effi#o(NBE), the limit on capital Goods
Finance exposure to a single lessee Directive NGFE08/2019 states that, the
aggregates sum of capital goods finance grantexhdooutstanding at any one time to
any single lessee shall not exceed 2.5% of thé ¢afatal of the company. The capital
Goods Finance exposure of a company intending teeskessees having relatively
higher capital goods finance requirements througeetmg to Birr 400,000,000
minimum paid-up capital requirements for any singME shall not exceed 15% of the
total capital of the company. Whereas, the aggeegaim of capital goods finance
granted to and outstanding at any one time to gelausiness to a large business that

does not constitute a SME shall not exceed 25%edfdtal capital of the company.

To this end, the Development Bank of Ethiopia (DBias developed its internal lease
financing policy and procedure to entertain smailtl anedium enterprises (SMES).
Moreover, based on credit policy and procedure hef Bank dated October, 2015,
Capital Goods Proclamation N0.103/1998 and 807/2€18 Bank has customized and
endorsed its lease financing policy and procedurdanuary, 2016 so as to operate lease

financing service.

2.10. Enabling Environment for Leasing: Legal & Regulatory
framework

According to World Bank (2004) an enabling enviramhis crucial for the development
of leasing as for any economic activity. Two crh@kements are clear legal basis and
minimal regulation. The use of internationally gueel accounting standards and a tax
code that is not biased against leasing would éuréimhance leasing sector development.
Additional factors such as a clear property rigietgime, adequate creditor protection,
and well-functioning asset registries and creditebus (that enable financial activity in

general) also contribute to the development of@ngtleasing market.

2.10.1.Legal Framework

World Bank (2004) study revealed that in most coastthe civil code provides the legal
basis for leasing. Some countries such as Unitede§t France, Argentina, Brazil,

Russia, Korea, Indonesia, Morocco, and Ghana hpgeifgc leasing laws. Tajikistan,
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Uzbekistan, and Kyrgyz Republic have recently esthé¢asing laws with support from
IFC. Whether provided by a specific leasing law byr the general civil code, the
effectiveness of the legal framework will dependfiost the Clarity in defining a lease
contract, leased assets, and responsibilities ayidsrof parties to a lease contract,
secondly Liability, third Priority of lessor's clai over leased asset and finally

Repossession.

Moreover, Repossession: Easy and fast repossesileased assets is one of the main
advantages the lessor has compared with the lemberlegal framework should permit
non court repossession, so that lessors can reggolessed assets without going to court
as long as the lessee does not contest the repmss@d/orld Bank, 2004).

2.10.2.Fundamental Elements of Financial leasing law

According to Amembal et. al. (2000) in some circtanses, a separate legal and
regulatory framework for leasing companies can ledpfhl to create a suitable
environment for leasing and promote confidence hia tndustry. Many developed
countries, despite their long history of leasing,nbt have a separate leasing law. Those
countries usually have well-developed common anrd leiws that provide an adequate
basis to support leasing transactions. In countsilesre the leasing industry is still in
the very early stages of development, a negal and regulatory framework could

help promote confidence in the efficiency and fagsof the market.

Fundamental elements of efficient financial leastogprise (IFC, 1998): Elements of
efficient financial leasing comprise are Freedoncaofftract, Recognition of the three-
party structure of the modern financial lease, efutionsistent with party’s role in the
transaction, lessee’s duty to pay after acceptaressor lack of equipment
responsibilities, lessee’s recourse against théersetquipment not liable to other
creditor’s claims, transfer freedom and restraiefault remedies, including the right to

accelerate the remaining lease payments, and expedpossession and recovery.

In the contractual agreement the rights and dufi¢lse lessor as legal owner of the asset
and the rights and duties of the lessee as usereadisset should be clearly stated. The
legal owner needs a clear, simple, workable, tinprycess to reclaim an asset if the
terms of the lease are breached by the user, ingude automatic right of repossession
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without lengthy court proceedings and the rightctaim payments due and other

damages. The lessee must have the right to usaset unimpeded and gain the full

productivity of the asset. In some countries, ifyrba necessary to clarify that the lessee
does not have the right to create a lien on leassdts (IFC, 1996).

2.10.3.Regulatory framework for Leasing

Prudential requirements for lessors are generalg Istringent than those for banks,
because lessors are not usually allowed to atttappsits. Nevertheless it is in the
interest of shareholders as well as lessees thate tare minimum prudential

requirements. This helps to maintain a stable am@nt leasing industry (ILO, 2003).

The regulation and supervision of lessors is uguasted in a country’s Central Bank or
Ministry of Finance. The regulating authority wiipell out certain financial and
administrative requirements for all leasing companiAccording to ILO (2003), the
most common of these are: minimum capital requirggjemaximum debt to equity

ratio, standardized financial statements, as veelbeeign exchange and customs.

2.10.3.1. Minimum capital requirements

Financial institutions and banks are required tgeha minimum amount of capital.

Capital requirements for leasing companies are afbyrfrower than those for banks.

2.10.3.2. Maximum debt to equity ratio

The debt-equity ratio compares the amount of chpitarowed by the lessor with
amount of capital injected by shareholders. Itdgisable that this does not exceed 10:1,
meaning that no more than 10 units of capital shbel borrowed for every unit invested
by the shareholder. The 10:1 maximum ratio was megended by the International
Finance Corporation after many years of experiendeasing ventures throughout the
world (IFC, 1996)

2.10.3.3. Standardized financial statements

Financial statements are a means by which extgrawdies can evaluate the financial
health of the lessor. To stabilize the leasing stguin the country, the regulatory
authority may make specific rulings concerning pnesentation of the lessor’s financial

statements.
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2.10.3.4. Foreign Exchange and customs

Lessors need to be able to freely convert locateounty into foreign exchange. This
enables them to buy equipment with foreign currewtyle setting lease payments in
local currency. It is important that any customdydthat lessors pay on imported
equipment is the same or less as would be paitidgntrepreneurs if they imported the
equipment themselves. Many countries have adopedrdble regulation regarding

customs duty in leasing.

2.11. Sources of funding for leasing companies

As per (ILO, 2003) an institution offering leasingeds to attract matching resources to
finance the leasing scheme. A lessor offering leagéh 2 or 3 years lease terms needs
medium term financial resources at the liabilitglesiof its balance sheet. Leasing
companies are generally not deposit-taking ingbitist — they rely on capital markets for

equity and debt. In developing countries, the m@diarm debt needed to finance the
leasing scheme can be difficult to attract. In slaene notion, (IFC, 2009) asserts that
funding is critical to leasing companies. Standialéeasing companies have no parent
from whom to receive assured funding compardd iank owned leasing companies
that have access to funding from the bank. Thasdsalone leasing companies without
secure financing can find its sources of fundintglly disappearing and, even if it can

have access to finance, its cost of funds will itadly rise, not only affecting its profits

but also its ability to on-lend at a reasonabld.cbs this end, (IFC, 1996) suggested that

leasing companies should be allowed to mobilizer téeposits, but not demand deposits.

Many bank-owned leasing companies will have delseoity ratios of 10:1 (or even
more) but stand-alone will only be permitted (bgitifunders) to leverage up to around

7:1 and in their early phase perhaps only 2 o(IB:C, 2009).

2.11.1.Tax issues of Leasing Businesses

Income or profit tax and value-added taxes (VATg@ &wo major taxes that have
significant implications for leasing. Actual impaaf taxes on leasing is however much
more complicated. (Deelen et al., 2003) discussesaddlitional taxes (capital gains tax,

property tax, stamp duty, etc.) which impact legsmsome countries.
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Income or profit tax: Two factors of particular e@ednce are: First whether lessors are
allowed to deduct depreciation and lessees de@aske! payments from their taxable
income; and secondly, whether accelerated depi@tiad permitted. The first factor
depends on whether a country follows a "form" appho or "substance" approach
towards lease taxation. In “form” countries, lessoan deduct depreciation only if a
lease satisfies criteria specified in the tax ratjahs that qualify it as a 'true lease.' As
for (b), some countries permit lessors to depredia¢ leased asset over the lease period
(typically shorter than the economic life periodeowvhich normal depreciation is
allowed). This further increases the tax-gains bseaaxes are deferred (and thereby

have lower present value).

One of the advantages of leasing is that it alldveslessor to use depreciation as a tax-
shield. Additionally, the lessee gains from theéartax shields arising out of deducting
lease rentals rather than interest on a loan apdedi@ation on equipment. Operation
leases automatically benefit from the typical teeatment of leasing. “Form” approach
to lease taxation encourages leasing since it allven full- payout leases to obtain tax
savings usually associated with leasing. This ipeeglly relevant to developing
economies where simple finance leases form the myajoportion of leasing, and
particularly for microenterprises and SMEs that amere likely to use finance leases
rather than operating leases.

Although, using form approach results in governmedategoing tax revenue, the gains
to the economy from higher investments resultingabee of the favorable treatment
could be larger. It is also worth noting that admptof IAS-17 for accounting purposes
(which requires lessees to capitalize all finareasés) does not restrict the use of the
form approach for taxation purposes. This wouldyamquire lessors and lessees to
maintain an additional set of accounts for taxapomposes and reconcile it with their
primary accounts (Boobyer, 2003).

The most common arrangement is for lessor to pay W&ing equipment purchase, and
for lessee to pay VAT on lease payments and onevafuthe asset if ownership is
transferred at the end of the lease period. (Amé&n20®0) recommends waiving VAT
on lease payments in emerging markets since irethemkets most leases are simple

finance leases that are close substitutes for leams; VAT is typically not charged on
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loan payments. (Westley, 2003) also argued thatsland finance leases need to be

treated similarly for tax purposes (since theycdose substitutes).

Thus, VAT has a profound impact on the leasingrmss. According to the IFC (2009),
the tax treatment of leases for both the lessorthadessee is a major determinant of
whether a country develops leasing as a succefséunicial product. As per the IFC’s
assessment, countries with laws that create naceadile tax treatment differences
between finance leasing and bank loans have thd wimsant leasing sector. What
matters most is the existence of a level playieififbetween leasing and other forms of
credit. It is a plain fact and for policy reasogsyvernments should retain the right to
introduce preferential tax treatment to the leasinginess in the interests of encouraging

domestic investments in the economy (IFC, 2009).

2.12. Lesson from Bangladesh about Lease financing Serec

Based on Haradhan (2012) Bangladesh is a develaauogtry; the national calamity
and political unrest slow the industrial growth aell as economic growth of the
country. In this country most of the people dependagriculture only. Lease financing
was first introduced in Bangladesh in the early@©98Industrial Development Leasing
Company of Bangladesh Limited (IDLC), the firstde®y company of the country, was
established in 1986 under the regulatory framevadrBangladesh Bank. It was a joint
venture of the Industrial Promotion and DeveleptiCompany of Bangladesh Limited
(IPDC), International Finance Corporation, and ré& Development Leasing
Corporation. Another leasing firm, the United LeasiCompany Limited started its
operations in 1989. The number of leasing compagiew quickly after 1994 and by the
year 2000, raised to sixteen. The objectives afddaancing in Bangladesh are to assist
the development and promotion of productive enisggrby providing equipment lease
financing and related services, to assist inrimaty, modernization, replacement and
expansion of existing enterprises, to extendnitiel support to small and medium scale
enterprises, to provide finance for various agtimeél equipment, and to activate the
capital market by operating as managers to theejssmderwriters, or portfolio

managers.

The leasing business in Bangladesh involves inlaedeasing activities and is now

involved in stock-market related activities suchsssie management, underwriting, trust
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management, private placement, portfolio managermeditmutual fund operations. The
lease financing services are textiles, food andetzme, transport, apparels and
accessories, paper and printing, pharmaceuticatsistimiction and engineering,
chemicals, telecommunications, agro-based indgstaed leather and leather products.
Private leasing companies attract clients by priogidelatively better services and the
down payments of their leasing are not high andgtibg/th period is low. In Bangladesh
leasing companies face some problems in conduthieig business. The relatively slow
growth of the demand side compared to the fast tr@fvthe lease business is one such
problem. Leasing companies often find difficulttesraise funds through short- or long-
term borrowing from money and capital markets. Taey hard pressed to deal with the
financial assets because of the present laws otdlmtry, which are also not fully
enforceable. The leasing market is becoming nmmmpetitive because of the new

leasing companies are entering in the market (Herad2012).

2.13. Prospects of lease financing

Leasing in Ethiopia has enormous potential. Pravige enabling environment for
leasing is present, Ethiopia has good economic trgnospects and is a large market,
with its population of nearly 90 million, and apgmnmately 80% engaged in agriculture.
IFC’s leasing support analysis points to agricat@quipment such as tractors, irrigation
equipment, basic food processing and drying equiprnaving the greatest potential for
entry in leasing. Currently, access to finance nge of the biggest challenges in the
country. Thus, leasing as an alternative to len#iogld be an attractive option primarily
due to the leasable asset serving as collaterdlegnipment that would have been out of

reach, becoming possible to obtain (Helen, 2014).

Work is ongoing by NBE and IFC to address and clbgegaps and challenges in the
leasing sector. Even the current scarcity of leppnofessionals’/skill sets could improve
in the medium-to long-term, as concerted efforts made to make available extensive
and widely available training and capacity buildibg NBE. The private leasing
companies also plan to address the skills set igahe sector by drawing expatriates to
train their local staff (Helen, 2014).
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2.14. Empirical review

Empirical study by (Victoria Kisyombe) founder anthnaging director of SELFINA,
2014) the challenges and opportunities of leasainMES are developing business idea,
capital, finding the right location, finding of etogees, finding customers, being
competition, and unforeseen circumstance. Besidectiallenges of leasing Effective
promotion of youth entrepreneurship requires adegfumding. In many cases financial
sources include: the government, the private sectmmmercial banks, Development
finance institutions, capital markets, private éguenture capital, crowd funding and
lease finance. These are in addition to own sourmgding family and friends. In most
developing countries governments, donor agencieN&s0Os and own sources are major

sources of funding.

Through financing equipment, leasing provides fmahservices closely linked to a
country’s real economy. It can promote the usedviaaced technologies and eliminate
lagging production capacities. Therefore, such aentan be one of the best tools to
boost China’s traditional manufacturing industrie#o more advanced, high-end
upgrades. The unique nature of leasing makes Hilplesfor manufacturing to become
the most prominent industry in this economic traosj local governments across the
country have rushed to put forward favorable pescfor leasing investment, such as
preferential land or tax treatment and fiscal sdilesi. Also, Better Social Awareness and
Market Infrastructures access to the credit infdaroma of any particular enterprise
nationwide are opportunities for leasing businesShinese (Yanging & Xiaolan , 2015)

Challenges faced by the Chinese leasing markelowsirey down, facing a structural
transformation, the market size increases dramigticat the development quality is still
low, lack of qualified personnel, insufficient fund sources faced by Chinese lessor are

some of challenges faced by Chinese leasing mérkeiging & Xiaolan, 2015).

As empirical study indicates lease financing isitatinfant stage of development in
Ethiopia and has potential prospects for growthneveencounters so many challenges
like law contradiction, there is no law that prahilforeign investors, there is no
mechanism of easy repossession of leased asstt([zaly for hire-purchase product)

without judicial process.
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In addition, lease financing in Ethiopia has higarket potential for growth. Leasing as
an alternative source of financing has many benédit SMEs in Ethiopia. It reduces the
collateral requirement, one of the major challengeSMEs to have access to finance,
since the equipment itself serves as a securitg.réeearch conducted by Asfaw (2016)
and the results of his finding indicates the majuallenges of the lease finance sector in
Ethiopia include: lack of availability of low coand sustainable funding; lack of clarity
on interpretation of tax incentives provided by jaack of leasing expertise in the
market; existence of inadequate supply chain liekags well as procurement hurdles;
existence of limited domestic suppliers; and abseof specialized leasing training
center Asfaw (2016).

Ethiopia leasing sector is at an infant stage, enily characterized by inadequate
regulatory and legal framework and little know-hoivleasing operation by potential
key players and by NBE. To-date, renting of equiphi® more common, typically in the
construction sector. Leasing was limited to a fewgér microfinance institutions that
leased for example small irrigation equipment aeehives, typically to farmers with co-
operatives co- signing. The slow development ofl¢lasing sector to-date may be due to
the uncertainty and lack of clarity surroundingmessible leasing modalities and the
authority that mandates the activity in generaladieg sector is recently experiencing
positive developments. There is a growing intebgsthe government and NBE, as well
as by private sector players, to integrate leaasg crucial instrument to address the gap
in access to finance and meet economic growth t&rden enabling environment for
leasing typically requires appropriate laws andulaipns, in terms of taxation,
operation and ownership, as well as demand andlysugpleasable assets, leasing
operation knowledge by leasing companies, supplérd potential lessees (Helen,
2014).

Asfaw (2016) has conducted the research entitleegSe Financing in Ethiopia: an
assessment of the Five regulated lease financingpanies” The research assessed the
state of lease financing in Ethiopia and invesagae challenges or impediments of the
sector as well as its review of legal and regulafoamework. The research approach
adopted was a mix of quantitative and qualitativethad. Both primary and secondary
data were used as evidence for the study. A mibath random and purposive
sampling was adopted. All the five regulated lefisence companies and supervisory

bodies were included in the sample. The study faurtdhat the major challenges of the
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lease finance sector in Ethiopia include: lack wdikability of low cost and sustainable
funding; lack of clarity on interpretation of tarcentives provided by law; lack of
leasing expertise in the market; existenceir@dequate supply chain linkages as
well as procurement hurdles; existence of limitesndstic suppliers; and absence of
specialized leasing training center in the counbDgspite these challenges, the study
identified that leasing has high market potentiat fjrowth in Ethiopia due to
government’s attention to support the manufactusector and SMEs financing through
equipment leasing. This is evidenced by both thgesuanalysis and interview result.
The study recommends changes to legal and reguldtamework to create an
enabling environment for leasing development ansuen clarity of leasing laws and
regulations as well as challenges of the leasirgjosebe resolved by the concerted
efforts of key stakeholders in a way that spurdeeelopment of leasing in the country.

The study assessed lease financing in Ethiopia gndaltis Capital Goods, Oromiya
Capita Goods and Development Bank of Ethiopia &edstudy mainly tried to focus on
internal and external factors that affect leasarfaing service, nature and benefit of
lease financing and future prospects. The studd b&¢h qualitative and quantitative
method with primary and secondary data collectiapproaches were applied for the
study. Random and purposive sampling methods wadwptad. The data were analyzed
through descriptive statistics that involves tapfesquency distribution and percentage.
The study identified a number of challenges suchlaak of leasing expertise in the
market; existence of inadequate supply chain liekagxistence of limited domestic
suppliers; and absence of specialized leasing imigircenter, lack of stakeholder
integration, shortage of hard currencies, limitation capital goods re-possession,
absence of adequate local manufacturers, long [@asessing time, awareness gap and
rental problem were identified. The study idendfialso leasing has high market
potential for growth in Ethiopia due to governmestpport, economic growth and
industry focus of the country. Based on the resatd findings the study recommends
lease sector should create strong bond with diftertakeholders, promote local

manufacturers to create enabling environment (Badek2018).

In general, the study has reviewed both theoretaoad empirical evidences from
different sources. In theoretical part, the studyiewed the definition of leasing by
different scholars, evolution and concepts of legscharacteristics of leasing, parties of

leasing, importance of leasing, approaches to ngasiodalities, legal and regulatory
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framework and prospects of leasing business. Owttier hand, the researcher reviewed
the empirical evidences which are related to tlésearch topic. Various empirical
studies have been conducted to assess the challandeprospect of leasing business in
different countries of the world. However, few sesglconducted on the challenges and
prospect of lease financing in Ethiopia. The opputies and challenges of lease
financing service in Development Bank of Ethiopsaai new research topic and needs
detail study. Therefore, this study attempted tdresk the opportunities and challenges
of lease financing service in Development Bank thiidpia.

2.15. Conceptual framework

As described in chapter one the main objectivehefdtudy is to assess the challenges
and opportunities of lease financing in DBE by fasiog on the internal and external
factors that affect the leasing operation. In tkerdture part different aspects of lease
financing issues are addressed. As Creswell J9j20@ygests that after summarizing the
literature review, structuring it thematically aiganizing it by important concepts to end
the literature review is commendable. Thereforeview of the various literatures
reviewed the following conceptual framework is deped to provide a rationale for the
study.
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Figure 2-2 Conceptual framework

Source: -Customize from literature review and adopted frdera (2016).
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CHAPTER THREE

3. RESEARCH METHDOLOGY

This chapter presents the methodologies that haee bsed for the study and it explains
about the research design, sampling techniquesplsamesign, population and sample

size, data and collection instruments as well athateof data analysis was given.

3.1. Research design

The research is designed to examine the opporgratind challenges of lease financing
in DBE. The research used qualitative methods émdacting the research because the
overall strength of the study greater from eithealgative or quantitative research
(Creswell and Clark, 2007). Exploratory researebigh was used to gain new insight
about lease financing service providing by the Bartke population of the study were
cover all District offices, Lease financing followp Directorate and Equipment
procurement and supply Directorate from head affice

3.2. Sampling Techniques

The study used employees who are directly invoivel@ase financing operation of the
Bank so as to get pertinent information for acairasult of the study. The method was
applied purposive sampling. Purposeful samplingaistechnique widely used in
gualitative research for the identification andesébn of information-rich cases for the
most effective use of limited resources (PattorQ2X0This involves identifying and
selecting individuals or groups of individuals tlaa¢ especially knowledgeable about or
experienced with a phenomenon of interest (Cresgnmelano Clark, 2011).

3.3. Sample Design

The researcher used purposive sampling based oredgia@rement of information from
the lease experts and managers from all Districtshich directly involved the day to

day activities of lease financing service so aghitain pertinent information. In addition,
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Vice President SME financing, Capital goods promert and lease Financing Follow-

up Directorates and selected lease experts ar@igwed to get more information.

3.4. Population and Sample Size

The Bank has a total of 114 Branches under 13 ibisti~rom the existing 13 Districts
the study took all Districts and selected managasior lease officers and lease officers.
Under Addis Abeba, Adama, Hwassa, Bahir Dar, Ganiigkelle, Jimma, Nekemte,
Wolayta Sodo, Butajira, Dessie, Gambella and DiaevB Districts 12, 7, 16, 9, 5, 10, 7,
7,10, 9,10, 3 and 9 Branches respectively. In daiskrict the Bank has three senior
officers and four officers. All District managersenior officers and officers were
included in the sample of the study. In additi@ade experts in head office from Lease
Financing Follow-up Directorate (LFFD) and Capi@bods Procurement Directorate
(CGPD) work units participated in a given questaines. Also, a kind of interview with
Vice president SME Financing, LFFD and CGPD Dirextiocated in head office were

conducted.

3.5. Data and Collection Instruments

The study is employed both primary and secondatg. d&rimary data was collected
through questionnaire and interview. Secondary dataced from the Bank’s annual
report, various available publications of the Bafike five-point Likert rank order scale
measurement was introduced in the questionnainedaests to indicate the level of
agreement as "SA" for "1", "A" for "2", "N" for "3"'D" for "4" and "SD" for "5".

The study used primary data and collected througictsired questionnaires with 26
closed ended and two open ended questions werédistl to 85 respondents and out
of these, 83 were collected from thirteen Distri¢#iSFD and CGPD work units of head
office. The questionnaire was adapted and custahfioen literature review and World

Bank.

Interview questions were also used to ensure thHelityaof information collected
through questionnaires from respondents and aldnéov general overview of lease

financing service of the Bank.

The Bank’s lease financing policy and proceduraséebrochure, lease check list, annual
reports, capital goods proclamation and otherseleadated documents reviewed.
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Moreover, June 2016, June 2017, June 2018 and M20&® annual and quarterly

reports were used for secondary data analysis.

Non structured interview was conducted with viceesent small and medium

enterprise financing, lease follow-up Director &wpital goods procurement and supply
Director. During interview used the researcher rsaa@ne degree of flexibility to gather

the required information for the purpose of thalgtu

3.6. Method of data analysis

The collected data was coded and analyzed using §B6&ftware Package for Social

Sciences) Software. The data collected throughytiestionnaires were analyzed through
descriptive statistics that involves tables, fretpye distribution and percentages.
Information obtained through interview and docuneniew is interpreted qualitatively

and summarized in line with research objective. o8dary data is analyzed

guantitatively. Moreover, the secondary data wasmled, analyzed and comparison
made with excel sheet with table and percentage.
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CHAPTER- FOUR

4. DATA ANALYSIS AND DISCUSSION

4.1. Introduction

This chapter deals with the result of the study clwhincludes descriptive statics
specifically frequency of the variables, mean o tariables, relationship between
variables, correlation coefficient result betweeplanatory variables, and discussion of
the result. The result of the explanatory variahbhas been described based on the
findings of the study in the descriptive statistitbe results of descriptive analysis are
presented in the form of mean, percentages, rakdtip between variables and
correlation coefficient. The researcher has bedagorized the continuous variable by

using frequency distribution formula for the deptivie part of the study.

A total of 85 questionnaires which consisted 2&etbended and 2 open ended questions
were distributed to purposely selected lease peréos of DBE. Accordingly, from
the total questionnaires, 83 were returned for y@mlof the data. Thus,
only two questionnaires were unable to return spoadents. The survey respondents
were located in Addis Ababa, DBE head office, atsd1i3 Districts found in out of
Addis. However, in order to collect the requiredtajathe researcher used each
individual intranet address due to easily accessibl

4.2. Background information of the respondents
The demographic characteristics of the respondeetanalyzed in terms of age, gender,
level of education, work experience. The demogm@plata output of the respondents

from SPSS can be presented and discussed as follows
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Table 4-1Description of respondents by age and sex

Respondents] Frequency|Percent| Valid Percent| Cumulative Percent
Male 68 81.9 81.9 81.9
Sex Female 12 14.5 14.5 96.4
Missing 3 3.6 3.6 100.0
Total 83 100.0 100.0
Age 21-30 44 53.0 53.0 53.0
31-40 21 25.3 25.3 78.3
41-50 11 13.3 13.3 91.6
>50 6 7.2 7.2 98.8
Missing 1 1.2 1.2 100.0
Total 83 100.0 100.0

Source: Survey Result, 2019

The respondents indicated their gender profileerms of either male or female in order
to determine the nature of gender relations withstudy under investigation. As can be
seen from the above table 4-1, most of the respuadme male; they accounted for
81.9% of the total respondents whereas female nefgmis cover only 14.5%. And three
respondents accounting for 3.6% failed to fill thesx.
the majority of the respondents, about 53% will faithin the age of 21-30 years

followed by the age category 31-40 years (25.3%)5@ years (13.3%) and greater than

With regard to age concerned

50 years accounted to 7.2 %. One respondent diohdiohte age.
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Table 4-2 Educational Qualification. Working experience and Current position of Respondents

. Frequenc | Percen Valid Cumulative
Respondents
y t Percent Percent
Degree 57 68.7 68.7 68.7
Educational MBA 25 30.1 30.1 98.8
Qualification Missing 1 1.2 1.2 100
Total 83 100 100
<5 36 43.4 43.4 43.4
6-10 11 13.3 13.3 56.6
Working 11-15 14 16.9 16.9 73.5
Experience 16-20 16 19.3 19.3 92.8
>20 6 7.2 7.2 100
Total 83 100 100 -
Officer 29 34.9 34.9 34.9
senior officer 23 27.7 27.7 62.7
Current Team Manager 16 19.3 19.3 81.9
position Director 12 14.5 14.5 96.4
Missing 3 3.6 3.6 100
Total 83 100 100

Source: Survey Result, 2019

Most of the respondents are first degree holdesscah be seen on the table 4-2, about
68.7% of the respondents or 57 of them are BA/B8ddrs. And the remaining 30.1%
of the respondents are Master's Degree holders.shows that the respondents are

capable and reliable to explore the issues relatédue study.

As far as the work experience of respondents i€@med, they can have a significant
impact in providing the relevant information by waesing the appropriate answers in
cognizant to what has been happening currenthydejscted on the table about 43.4% of
the respondents are having work experience less fiha, 13.3% of them are having
from 6 -10 years, 16.9% of them are having fromlblyears' work experience, 19.3%
of them are having 16-20 years work experience sandf them or 7.2% are having
more than 20 years work experience. Therefore, pitedability of getting reliable
information is very high as most of the respondearts experienced personnel of the
bank.

The position of respondents also has significamtrdautions in providing the reliable
and valid information for this study. As depicterh the above table, the officer
position accounted to 34.9%, senior officer accednto 27.7%, Team managers
accounted for 19.3% and Director accounted for %4.bhree respondents are failed to
explain their position. This indicates that mostha respondents are above officers. And
this in turn assures the probability of gettingaiele information.
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Table 4-3Lease Financing Activity from Inception to March 31, 2019

‘000) in Birr

Source: June, 2016, 2017, 2018 Annual reports andrigh 31, 2019 Quarterly report of the Bank
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o Application Approval Disbursement Collection
< Economic Sector
7 NL Amount Gl AL k5 s Plan Actual k5 s Plan Actual k5 s
o< o< o<
NL Amount
Agriculture 342 3,085,555 210 1,758,25 325,664 47,802
280 2,009,196 196 1,401,024 444919 34,800
Agro-processing
Construction 344 1,686,961 128 752,697, 191,095 19,775
Materials
Manufacturing
Manufacturing 624|  4,405.371 365| 2,130,883 1,487 763 45,252
Mining & 521 4,223,287 248 2,222,461 830,935 57,087
Quarries
Tour operation 51 213,917 38 146,330 30,146 2,452
Agricultural 149 537,231 67 307,691 91,381 4,585
Mechanization
Bulk Purchase 190,469
TOTAL 2,311 16,161,519 13,113,259 1,252 8,719,339 66% 10,285,020 3,592,372| 35% 1,028,539 211,753| 21%
(In




As we can see from the above table 4-3 The Bankréesived 2,311 applications
amounting to Birr 16.2 billion. Out of the total @ations received, the Bank has
approved Birr 8.7 billion for 1,252 lease projeatith performance against plan of 66%.
On the other hand, the Bank has disbursed BirhbBlion to SMEs with performance
against plan of 35%. In contrast, the Bank hasect#d Birr 211.8 million with
performance against plan of 21%. In general, leapproval, Disbursement and
collection of the Bank showed under performed i tport under review (see table 4-
3).

In addition, we have observed a number of leasécapipn under process and from the
total lease application received which is 2,311 SMialy 54% or 1,252 SMEs lease
requests are approved under the report review alyd@1 SMEs started lease operation
(see table 4-4).

In general, DBE has been performing under agaisgilan and small number of SMEs
(491) which is started lease operation mainly duestortage of hard currency, tight
requirements of lease financing service and pradngrocurement process and this

issue evidenced by interview results.
“in 000" in Birr

Table 4-4 Lease outstanding Balance as of March, 29

Outstanding Lease Amount
%
Sr. No. Economic Sector NL | Principal | Interest Total Share
1| Agriculture 106| 284,764 27,812 312,576 11%
2 | Agro-processing 105 424,621 10,707 435,328.43 15%
4 | Construction Materials Manufacturing 2g¢ 133,476 3,205| 136,681.65 5%
3 | Manufacturing 150 1,041,793 36,718|1,078,510.28 37%
5 | Mining & Quarries 75 833,841 33,392| 867,233.31] 29%
6 | Tour operation 11 26,707 724 27,431.90 1%
7 | Agricultural Mechanization 18 82,299 726 83,025.720 3%
TOTAL | 491 2,827,502 113,285 2,940,787

Source: Compiled from March 31, 2019 monthly reportof the Bank
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As we have seen from the above table 4-4, the leat#anding balance of the Bank
stands at Birr 2.94 billion out of which the biggebkare is taken by the manufacturing
sector amounting to Birr 1.08 billion with perceggashare of 37% followed by mining

& quarries sector amounting to Birr 867.2 millioccaunting for 29%.

Table 4-5 Lease Financing Activities for the Fiscal Years 2015/16, 2016/17, 2017/18 and 2018/19

(in 000 birr)
Application Approval Disburse Total
Fiscal Received bp ment . Outstanding
Year Collection Lease NPLs
NL | Amount | NL | Amount | Amount T Ratio
2015/16| 197| 987,126 18| 120,341 2,243 - 2,243
0,
2016/17| 1165 8'639’233 502 3'845’113 697.476] 2,946 222,692 7
0
2017/18| 587 4'724’%8 428 3'240’290 1’395’271 69,224 1,465,645 12%
0
2018/19| 362 1'810’%7 304 1'513’%5 1’4967’:5 139,583 2,940,787 21%
Total | 2311 16’161;)5 1,252 8'719’%3 3’592’327 211,753

Source: Annual report of the Bank for the year endd June 2016, 2017, 2018 and
March, 2019

From the above table 4-5 the application receine2il5/16 F.Y amounted to Birr 987.1
million for 197 lease applicants in which the leag®plication amount increased by
775% in 2016/17 F.Y amounting to Birr 8.6 billioorf1165 lease applicants. In 2017/18
F.Y the lease application amount decreased fronpri@ous year by 98% amounting to
Birr 4.7 billion for 587 lease applicants. For 2(IBF.Y covering the partial year which
has not ended yet, the lease application receirexiats to Birr 1.8 billion for 362 lease

applicants.

Lease approval in 2015/16 F.Y amounts to Birr 120iBion for 18 lease projects in
which the approval amount increased by 3095% in620LF.Y. In 2017/18 F.Y, the
approval amount decreased from the previous yedr6By. For 2018/19 F.Y covering
the partial year which has not ended yet, the legpeoval amounts to Birr 1.5 billion
for 304 lease projects.

Relating to disbursement in 2015/16 F.Y amountBito2.2 million which increased by

30,999% in 2016/17 F.Y amounting to Birr 697.5 mill. In 2017/18 F.Y, the
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disbursement amount increased from the previous lygd00% amounting to Birr 1.4
billion. For 2018/19 F.Y covering the partial yeathich has not ended yet, the
disbursement amounts to Birr 1.5 billion which lsaspassed the disbursement amount

of the previous year at this stage.

As far as lease collection is concerned in 20136, In 2016/17 F.Y, there was a
collection of Birr 2.9 million which increased if027/18 F.Y by 2250% amounting to
Birr 69.2 million. For 2018/19 F.Y covering the pal year which has not ended yet, the
collection amounts to Birr 139.6 million which hewwrpassed by 102% from the previous

year at this stage.

The total lease outstanding in 2016/17 F.Y increasg 9830% compared with the
previous year. In 2017/18 F.Y it increased by 55&¥npared to the previous year while
in 2018/19 F.Y, the outstanding lease balance asmé by 101% compared to the

previous year before the fiscal year has ended.

Lastly, NPLs ratio has been increasing from yeayear and accounting for 6.2%, 12%
and 21% as of June 2017, 2018 and March, 2019 cwspy. During interview

conducted with the Banks higher officials, the cgafor NPLs is mainly due to market
and raw material shortage, unwillingness to paysbgme lessees, social instability in
some part of the country, and partial delivery adcinineries. The Bank should have

been design strategy for NPLs reduction.

4.3. The opportunities of lease financing

The government has given additional mission toBaek to serve SMEs in the form of
capital goods financing. The Product is new Busira®a for the Bank and it has been
providing lease financing service following govermn priority area. Following this the
Bank has categorized priority business sectors runélgriculture, Agriculture
Mechanization service, Agro-processing, ManufaotriConstruction Industry, Mining
and Quarry and Tourism Industry. All these sectwsd capital goods or machineries
and each business sector shall have its own adygsta enhance the leasing market.
The leasing sector has also given a great attefiyothe government in such a way
that no need to pay or exempted from custom duty\eriue added tax. In addition,

the machineries are transferred to the lessee Igidering the capital goods as
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collateral or no need to pledge additional collakeihe service rendering by the
Bank is in the form of hire purchase modality angach machinery rental payment
the capital goods ownership right is proportionatlgnsferred to the lessee and up
on the last payment affected the ownership righdutomatically transferred to the

lessee.

In relation to the opportunities of the lease ficiag, ten (10) questions were presented

to respondent
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Table 4-6 Opportunities of Leases financing activities in DBE: lease performers perception

—cn | © § o S s . [ = ,\g = PN
Sl Opportunities o § S |8 24 S8 E © ?,% S > ?,%3“6 25 3
0 x| H > < z a h A" B <
The areas of leasing business (sectors selectethdyy
Bank) are vital to the growth and development & |th
1| leasing business. 83| 66.27%| 33.73%| 0.00% 0.00% 0.00%]| 100.00%
The government has strong support for the develapme
2 | of leasing business. 83| 31.33%| 66.27%| 0.00% 2.41% 0.00% 97.59%
Lease financing service of the Bank has great dppity
3 | for employment creation 83| 55.42%| 39.76%| 4.82% 0.00% 0.00% 95.18%
Lease financing service is an alternative sourdamahce
4 | by create new investment opportunity 8369.88%| 24.10%| 6.02% 0.00% 0.00% 93.98%
Lease Financing service providing by the Bank maate
5 | opportunities for suppliers and manufacturers 885.42%| 38.55%| 2.41% 1.20% 0.00% 93.98%
Lease financing has high market potential throughioe:
6 | country. 83| 46.99%| 42.17%| 6.02% 4.82% 0.00% 89.16%
Lease financing service of the Bank has contrilgutia
7 | part for promoting export and import substitution 83| 27.71%| 60.24%| 8.43% 3.61% 0.00% 87.95%
The concerned stakeholders have strong support| and
8 | commitment for leasing business B8360.24%| 24.10%| 3.61% 7.23% 4.82% 84.34%
Lease Financing service providing by the Bank ia [th
Form of Hire-purchase modality is assure owner $hip
9 | right of the lessee at each instalment period. 836.63%| 22.89%| 7.23% 8.43% 0.00% 79.52%
Lease financing service of the Bank have been arihgun
10 | SMEs development 83| 44.58%| 15.66%| 16.87%| 14.46% 8.43% 60.24%

Source: Own survey, 20
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According to the survey result with concerning tygportunities of lease financing
activities in DBE, as indicated in the above tadblé all respondents confirmed that the
areas of leasing business (selected by the Baekyitl to the growth and development
of the leasing business. On the other hand, 97.6Bfhe respondents asserted that the
government has strong support for the developmeteasing business. In relation to
employment creation, 95.18% of the respondentsircoedl that lease financing service
of the Bank has created a great opportunity for leympent creation. Regarding
alternative source of finance, 93.98% of the redpaits confirmed lease financing
service as an alternative source of finance bytioganew investment opportunity. In
terms of the opportunity for suppliers and manufests, 93.98% of the respondents
asserted that lease financing service providechbyBank has created opportunities for
suppliers and manufacturers. Relating to markeeri@l, 89.16% of the respondents
support that lease financing has high market ptetmroughout the country. Regarding
the contribution for promoting export and imporbstitution, 87.95% of the respondents
confirmed that lease financing service of the Ben&ontributing its part for promoting
export and import substitution. Concerning the rofe stakeholders in the leasing
business, the concerned stakeholders have strggmpisuand commitment for leasing
business. In relation to ownership of the less8esZP%6 of the respondents affirmed that
lease financing service provided by the Bank in fiven of hire-purchase modality
assures ownership right of the lessee at eachllmsta period. Lastly, 60.24% of the
respondents confirmed that the lease financingsef the Bank have been enhancing
SMEs development. In a nutshell, majority of thependents confirm that enormous
opportunities abound in the lease financing aatisitof the Bank. (See the table 4-6

below).

On the other hand, the respondents were askedetle of their agreement for the
guestion that the areas of leasing business (sestbected by the Bank) are vital to the
growth and development of the leasing businessowaagly, 66.27%, 33.73% of the
respondents have respond as strongly agree and egppectively. This indicates that
the selected lease area of the Business has gpeattonity for small and medium
enterprise. As far as government attention and aupg concerned, the percentages of
respondents who agreed has significant portion @f27% and 31.33% strongly agree

with the issue. The remaining respondents haveorelga as disagree (2.41%). This
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indicates that lease financing service of the Baak given great attention by the

government. The rest of opportunities question® gt high level of agreement and we

can interpret in the aforementioned analysis way.

Table 4-7 Descriptive Statistics for lease financing opportunities

Valid N

Lease Financing N | Minimum | Maximum | Mean Std.
opportunities Deviation
Lease financing has high market poter

83 2 5 4.31 795
throughout the country.
The government has strong support for
. . 83 2 5 4.27 586
development of leasing business.
The areas of leasing business (seq
selected by the Bank) are vital to the gro| s3 4 5 4.66 476
and development of the leasing business
Lease financing service of the Bank
: .| 83 3 5 451 592
great opportunity for employment creatio
The concerned stakelders have stron
support and commitment for leasi s3 1 5 4.28 1.140
business
Lease Financing service providing by
Bank has create opportunities for suppl| s3 2 7 4,58 718
and manufacturers
83

As we have seen from the above table 4-7 the megsponse of the six questions

were more than 3.00 and the standard deviation \ate less than 1.00 except

one question. This indicates that the respondemte the same perceptions towards

the raised questions
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4.4. The challenges of lease Financing

4.4.1. Internal challenges of leasing business

As far as internal challenges of lease financingise of the Bank are concerned, nine
(9) questions introduced to the respondents.

Table 4-8 Internal challenges for Lease financing based on respondents’ perception

Rank

Internal Challenges

)
o

OUUTT
Agree
(1)

()

Agree

Neutr
al (3)

Disag
ree
4)

gly
Disag
ree

Level

of
Agree
ment

Lease Financing requirements of the Bank

are convenient for SMEs so as to get l¢g

financing service easily and they are

considered the potential of SMEs

0.00%

2.41%

33.73%

60.24%

93.98%

Lack of adequate hard currency is obstaclg3

for procuring capital goods from abroad

60.24
%

31.33%

4.82%

2.41%

1.20%

91.57%

Management information system is availaple

and strong network in the District and

Branches under the District for smog
operation of lease financing service.

0.00%

15.66%

4.82%

26.51%

53.01%

79.52%

Lease financing Policy of the Bank has

clearly developed to provide lease financ
service

ng3

4.82%

12.05%

8.43%

18.07%

55.42%

73.49%

Lease financing procedure and guideline
the Bank are suitable and eag

of
|Iy8 3

understandable to address lease finanging

service.

1.20%

13.25%

14.46%

18.07%

53.01%

71.08%

The lease experts have adequate skill about
the product and lease related training is gi\/e%3
to all lease performers, technical experts an

managers to aware of the product.

0.00%

27.71%

7.23%

45.78%

19.28%

65.06%

Strict onsite & periodic follow wup i
undertaken by the respective Branch
monitor the leased asset

°Z)

t@3

0.00%

27.71%

8.43%

46.99%

16.87%

63.86%

Lack of adequate capital is the main problené3

in the Bank.

44.58
%

16.87%

14.46%

19.28%

4.82%

61.45%

Lease financing service cycle time (frg
application receiving to delivering th
machine) is short and satisfied customers.

m
e 83

0.00%

9.64%

3.61%

37.35%

49.40%

59.04%

Source: Own Survey, 2019
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From the above table 4-8 in the first place whxB3.98% of the respondents confirmed
that lease financing requirements of the Bank ateconvenient to get lease financing
service. On the second level, 91.57% of the respatsdasserted that lack of hard
currency the major problem of the Bank to procwagital goods from abroad. In relation

to MIS system, 79.52% of the respondents confirttest inadequate management
information system among Branches contributed foworpservice delivery. Regarding

lease financing policy of the Bank, 73.49% of tlespondents confirmed that lease
financing policy of the Bank is not clearly devedapto provide lease financing service.
In addition, lease financing procedure and guidelof the Bank, 71.08% of the

respondents asserted that lease financing proceshateguideline of the Bank are not

suitable and easy to understand by lease perforrRalating to lease experts of the
Bank, 65.06% of the respondents on support thabniajof lease experts have no

adequate skill about the product and lack of leatsted trainings are created gaps on
the issue. Regarding strict onsite and perioditofelup, 63.86% of the respondents
confirmed that strict onsite follow-up and regufallow-up is not undertaken by the

respective Branches to manage risk of the Bankc@amg the adequate capital of the
Bank, 61.45% of the respondents asserted that dackdequate capital is the main

problem of the Bank. Lastly, 59.04% of the respansleonfirmed that lease financing

service cycle time which is from application reeeg/to delivering of the capital goods

has been taking long time and did not satisfiedarosrs. In a nutshell, majority of the

respondents agreed in all internal challengesasdfddinancing service of the Bank. (See
the table 4-7 below).

On the other hand, the respondents were askedette® of their agreement on each
internal challenge of lease financing and for theedsgion that leases financing
requirements of the Bank are convenient for SMEgetiolease financing service easily.
Accordingly, 60.24% of the respondents were respdras strongly disagree, 33.73% of
the respondents were responded as disagree, 3fah¥#respondents were responded as
neutral and the rest of respondents (2.41%) wexgoreded as agree. This indicates that
lease financing requirements of the Bank to geitabgoods have challenging and they
are not suitable to small and medium enterprise #sl issue also supported by

interview result.

For the question that lack of adequate hard cuyrémmbstacle for procuring capital
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goods from abroad was presented to the respond@ntssequently, the respondents
were responded as 60.24%, 31.33%, 4.82%, 2.41%1&@% strongly agree, agree,
neutral, disagree and strongly disagree respeygtivdlis showed us in sufficient hard
currency to be procured capital goods from inteomai source is a crucial challenge for

the Bank. This kind of challenge shall contribuie ffrolonged procurement process.

As far as management information system of the Bardoncerned, the percentages of
respondents who strongly disagree has significanign with 53.01% and 26.51% of
the respondents disagree with the issue. The rémgaiespondents 15.66% and 4.82%
were responded as agree and neutral respectivialyinidicates that most of Branches of
the Bank have not core banking system and we caalwte that there is in adequate
management information system.

Regarding of lease financing Policy of the Bank tlasrly developed to provide lease
financing service. Accordingly, 55.42% of the resgents were responded as strongly
disagree, 18.07% of the respondents were respordedliisagree, 8.43% of the
respondents were responded as neutral, 12.05%eofedpondents were responded as
agree and the rest of respondents (4.82%) wereomdsd as strongly agree. This
indicates that lease financing policy of the Baskiot clearly address lease related issue
and we can conclude that it creates confusion aselg@erformers. The rest of internal
challenges have got high level agreement by theoretents and could be interpreted in

similar way.
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Table 4-9 Descriptive Statistics for internal challenges

The internal challenges of lease N | Minimum | Maximum | Mean Std.
Financing Deviation

Lack of adequate capital is the main prob
in the Bank. 83 1 5 3.77 1.328

Lack of adequate hard currency is obstacle

procuring capital goods from abroad 83 1 5 441 801

Lease financing Policy of the Bank has cle

developed to provide lease financing servic{ &2 L 5 4.10 1.255

Management information system is availg
and strong network in the District &l
Branches under the District for smo
operation of lease financing service.

83 2 5 4.17 1.091

The lease experts have adequate skill abol
product and lease related training is giver
all lease performers, technical experts
managers to aware of the product.

83 2 5 3.57 1.095

Lease Financing requirements of the Bank
convenient for SMEs so as to get le
financing service easily and they i
considered the potential of SMEs

83 2 5 4.50 .694

Valid N 83

As we have seen from the above table 4-9 the megponse of the six questions
were more than 3.00 and the standard deviation am@ less than 1.00 for two
guestions and more than one for four questionss,Tindicating that the respondents

perceptions are close to one another.

4.4.2. External factors of lease financing service

Development bank of Ethiopia as a policy Bank paesilease financing service to small
and medium enterprises following government pryodateas and it has established a
number of SMEs projects and created job opporesiior many of country citizens. As
the interview and questionnaire result indicates Bank give priority to domestic
supplier or manufacturer but due to the nature hef product and business sectors
complexity the local suppliers and manufacturesehlmited capacity and are not
competitive. They are also few in numbers and tfmmkBunable to create strong
relationship with local suppliers. The Bank is detivered capital goods at once due to
deplete from supplier stock and time taking in niaety production process. Moreover,
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concerned stakeholders have not cooperative ataboohting with the Bank based on
the interest of the Bank. Also, the issued capjtalds proclamation is its own limitation
to repossess capital goods from defaulted lessedax related issues are not clearly
address in the lease proclamation. The conductedviaw and questionnaire result also
indicate that most of established SMEs projectsehbgen facing raw material and
market problem and as a result some lessees apéeungpay machinery rental payment
as per the contractual agreement and lease arsaacseasing from time to time.

Table 4-10 External challenges for Lease financing based on respondents™ perception

_ 3 8 ~ =~ = S %) _E
o= o 9 S0 0 = S) S o > 3
. o5 £ 7| 32 > 3 @ & 5 35
8) g < < z a a <
There is adequate and clgar
legal and regulatory
framework to repossess the
leased capital goods in case
of default 83| 0.00% | 1.20% | 6.02% | 22.89% | 69.88% | 92.77%
Limited number of suppler
in local source is the main
problem of leasing business
in DBE. 83 | 31.33% | 54.22% | 12.05% | 2.41% 0.00% | 85.54%
All leasing players of
stakeholders have beg¢n
collaborating or working
with the Bank to enhange
leasing awareness of SMEB. 83| 0.00% | 9.64% | 15.66% | 56.63% 18.07% | 74.70%
There is strong relationship
between
manufacturers/suppliers and
lessors/the Bank. 83 | 0.00% | 10.84% | 20.48% | 28.92% | 39.76% | 68.67%
Lack of market is a key
problem of operational leage
projects (SMES) 83 | 30.12% | 28.92% | 8.43% | 24.10% 8.43% | 59.04%
Capital goods and its
accessories have  been
delivering at once to the
lessee 83 | 0.00% | 25.30% | 24.10% | 40.96% 9.64% | 50.60%
Leasing laws and
regulations has clarity
define lease contract, leaspd
assets, responsibilities apd
rights of both parties. 83| 0.00% | 21.69% | 27.71% | 33.73% | 16.87% | 50.60%

Source: Own Survey, 2019
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As indicated in the above table 4-10 generally eseguestions regarding to external
challenges were presented to the respondents,datgly; 92.77% of the respondents
confirmed that there is no adequate and clear lega regulatory framework to
repossess the leased asset in case of default.h©rother hand, 85.54% of the
respondents asserted that limited numbers of sengph local market has been the main
problem of lease financing activity of the Bank. #&s as stakeholders of the Bank is
concerned, 74.70% of the respondents confirmed rtiggority of stakeholders of the
Bank have not been working in collaboration to emealease financing service.
Regarding establishing relationship between thekBamd suppliers, 68.67% of the
respondents confirmed that absence of strong oekitip between the Bank and
suppliers is one of external factors among othBedating to market problem of the
lessee, 59.04% of the respondents support the thatidack of market in some of the
existing operational lease projects (SMEs) and id8se supported by interview result
that have contributed for lease arrears. Regarcapifal goods delivery, 50.60% of the
respondents confirmed that capital goods and tessories have not been delivered at
once to the lessee. Concerning on leasing lawsemndation, 50.60% of the respondents
asserted that leasing laws and regulations hasleatly defined lease contract, leased
asset of the Bank and responsibilities and rightsoth parties. In a nutshell, majority of
the respondents agreed in all eternal challengdsast financing service of the Bank.
(See the table 4-9 below).

On the other hand, the respondents were requdste@vel of their agreement on each
external challenge of lease financing service amdHe question that there is adequate
and clear legal and regulatory framework to repsss$ee leased capital goods in case of
default by the lessees. Accordingly, 69.88% of thspondents were responded as
strongly disagree, 22.89% of the respondents wesponded as disagree, 6.02% of the
respondents were responded as neutral and theofestspondents (1.2%) were

responded as agree. This indicates that leasecfmproclamation is not adequate and
clear to address capital goods repossess in catefanilt by the lessees. In addition, tax

related issues are not clearly stipulated in thrergiease proclamation.

For the question that limited number of supplierdacal source was presented to the
respondents. Consequently, the respondents wemondsd as 31.33%, 54.22%,
12.05%, and 2.41% strongly agree, agree, neutisdgree respectively. This indicates
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that unavailability of eligible suppliers from |dcaource may lead the Bank to be
procure capital goods from international source #msd resulted, the Bank has been

facing shortage of hard currency

With regard to all leasing players or stakeholdsase been collaborating or working
with the Bank to enhance SMEs development. Accolginthe respondents were
responded as 9.64%, 15.66%, 56.63%, and 18.07%,aggatral, disagree and strongly
disagree respectively. This indicates that lackadfaboration and support by concerned
stakeholders is challenging for smooth operatioteage financing service. The rest of
external challenges have got high level agreemgnthb respondents and could be

interpreted in similar way.

Table 4-11 Descriptive Statistics for external challenges

The External Challenges of lease N | Minimum [ Maximum [ Mean Std.
Financing Deviation
Limited number of suppler in local source
the main problem of leasing business g3 2 5 414 718
DBE

There is strong relationship betwee
manufacturers/suppliers and lessors/ Bar
There is adequate and clear legal

regulatory framework to repossess 83 2 5| 461 .659
leased capital goods in case of default

All leasing players or stakeholders viag
been collaborating or wking with the
Bank to enhance leasing awarenessg
SMEs.

83 2 5 3.98| 1.024

83 2 5 3.83 .843

83

Valid N

As we have seen from the above table 4-11 the mesponse of the four questions
are more than 3.00 and the standard deviation afsce less than 1.00 except one

guestion. Thus, indicating that the respondentisqqions are close to one another.
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CHAPTER- FIVE

5. SUMMARY, CONCLUSIONS AND
RECOMMENDATIONS

5.1. SUMMARY of Findings

The main objective of this research project wasidentify the opportunities and
challenges of lease financing service in DevelopgnBamk of Ethiopia and how many
SMEs are benefited from the business in which tla@kBhas been providing lease
financing service. Accordingly, this particular Wdried to assess the leasing business of
the Bank based on the stated research objectives, The research touched the status of
lease financing activities and in what extent SNM&ge been benefited from the product,
and with respect to the challenges the internalextternal factor identified. In addition,
the opportunities of lease financing service alsseased.

The study used qualitative methodology approachhs. population of the study was
considered development Bank of Ethiopia head oHite selected Branches staffs which
are directly or indirectly involved in lease finamg service. This is therefore; purposive
sampling methods were used to draw a sample oftimy. The instruments used to
collect the needed data were questionnaire, irgervand lease related documents

analysis. Finally, Descriptive analysis was useprgsent the result of the study.

Moreover, Lease financing service or supplyingagital goods in kind is a new product
for the Bank and the country as well. The Bank I@sn procured and transferred more
than six hundred capital goods and in other worasenthan six hundred SMEs are
beneficiaries from the leasing business and this daipported by secondary data
collected and compiled by the researcher and atsdirmed by interview result. The
challenges of lease financing are classified asrmal and external factors in general.
For instance: lack of capital, shortage of hardreney, un clarity of lease financing
policy and procedure, in adequate MIS system amdeldinancing skill gap, lack of
follow-up, lease requirements and long process kiain lease financing service are
classified as internal factors. Besides, unavditgbof local suppliers, weak r/ship b/n

supplier and the Bank, in adequate legal and remyldramework, lack of market,
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inadequate stakeholders’ collaboration are alsssiflad as external factors. During

interview conducted with concerned staffs of th@lBdhey explained that, the Bank has
been facing so many internal and external challeage agreed with all questions raised
by the researcher. Moreover, based on the resuteo$tudy lease financing challenges

of the Bank has been identified but not limitedte following.

Lease Financing requirements of the Bank are not cwwenient for SMEs to get lease

financing serviceeasily and also the preconditions set by the BhAdkot consider the

potential of SMEs. There is also a definition misthabetween the country five-year
strategy plan and the Bank lease financing poli@y.the country strategy plan SMEs
means those enterprises whose capital is from H@@sand to 20 million. In contrast, in
DBE context SMEs means those enterprises whoséatapifrom 500 thousand to 7.5
million. The Bank was over ambitious to open 75 rignanches throughout the country.
However, more than 20 Branches are closed recdnttyto unavailability of SMEs at

that particular area.

Lack of adequate hard currency had created obstacldor capital goods to be
procured from international source. As it can be observed from secondary data and
analysis part lease application is birr 16.16 dmlliout of this 8.72 billion is approved.
While, lease Disbursement is 3.60 billion this meler performed due to shortage of hard
currency. This indicates that a number of lease applicatiares under procurement
process. In relation to this finding the empirisaldy conducted by (Victoria Kisyombe)
founder and managing director of SELFINA, 2014) giikfekadu, 2018) clearly
indicate as one of the challenges of leasing basine

Absence of management information system among Digltts, Branches and head
office for smooth operation of lease financing seree. According to the survey and
interview results all newly opened Branches of Bank are offline and they are not
connected with network. Moreover, some of old Bhasc also out of core banking
system and they have poor management informatistersy In addition, the Bank do not
have established data base system to easily adatssuch as suppliers list, proforma,
price list and procurement status of each lessee.

Lease financing Policy and procedure of the Bank ds not clearly developed to
provide lease financing serviceAccording to the survey result and interview resié

49



Bank has been changed and amended lease finanolimy @nd procedure issues

repeatedly.

In adequate and unclear legal and regulatory framewrk to repossess the leased
capital goods in case of defaultAs indicated in survey result the Bank has been
challenged by unclear lease proclamation to regssse capital goods in case of default
happening. For instance, proclamation No 97/9838188 gave the bank the right to sell
asset without the intervention of court if the loover fails to meet contractual
agreement/defaults. Whereas, tax related issugedirhe of early settlement and up on
final settlement of machinery installment paymeatsd capital goods repossession
process are not clearly address in lease proclamati case of default by the lessee.

Moreover, the issue is ascertained by Abera (2016)

Limited number of suppler in local source is the ma problem of leasing business
in DBE. This can be also challenging to the Bank and itdessy procuring a number of
capital goods from international source due totlehinumber of suppliers in local source
and the existing suppliers have no adequate cgpacgupply capital goods. This issue
leads the Bank to suffering in shortage of hardenay. To resolve the issue, the Bank
has been working with World Bank. However, to disleuthe fund/Hard currency World
Bank is requested the Bank to reduce NPLs andliatsied to selected business sectors.
Moreover, the approved fund is disbursed by WorldniB phase by phase after
confirming the performance of the Bank. This is@ialso confirmed by Abera (2016)
and Befkadu (2018).

All leasing players or stakeholders have been nobliaborating or working with the
Bank to enhance leasing financing serviceAccording to the survey and interview
results the concerned stakeholders have been ppbgad the Bank. At the beginning
lease financing service was considered strong stigpd collaboration from concerned
stakeholders in the form of recruiting potential &/ construct manufacturing premises
and supply power. However, all these things hawenbzhallenging for the Bank and
obstacle for smooth operation of lease financingise. This issue is also confirmed by
Abera (2016) and Befkadu (2018).
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Lease arrears has been increasing from time to time&hich leads to have high NPLs
ratio (as indicated in secondary data and inforomatibtained through interview). This
can be challenging to the Bank in exhibiting po@rfprmance and the issue is

contradicting with its vision and mission.

5.2. CONCLUSIONS

This is the final chapter which presents the cosiolu and recommendations part of the
study based on analysis and findings of the studyEthiopia capital goods financing or
lease financing service is a new concept and gleness of the product is too much
high. Thus, the business has its own opportuniied challenges. The following
conclusions have been drawn on the basis of tHgsamaf the study.

In kind contribution or capital goods financing $MEs is initiated by the government
and additional mission has given to developmentkBainEthiopia to serve SMEs. To

this end, the government has also given directiothé concerned stakeholders to work
in collaboration with DBE to recruit potential SMBE® construct and avail shade and

infrastructure, to supply power and the like.

Based on secondary data collected and compiledhbyrésearcher lease financing
service of the Bank has been beneficiary a numbenwll and medium enterprise.
However, with regard to the opportunities of lesancing serve is concerned different
guestions were presented and distributed to regmedand majority of them have

shown their level of agreement on the issues asgly agree and agree.

In general, regarding to challenges of lease Fimgnservice of the Bank nine internal
and seven external challenges was presented toefipondents and these issues are
supported by interview results and the level ofeagnents on the issues have showed

there is strong agreement on the issues and mamian needs the business.

5.3. RECOMMENDATIONS

Leasing business is a new concept for the Bankthadstudy tried to identify the
opportunities and challenges of lease financing@BE. Further studies have to be
expected due to the newness research area of girebs. Furthermore, the study

touched only the lessor side due to time and budgestraints and it is better to see the
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effectiveness of the lessees and lease repayméotmance of the lessees and so on.
Therefore, the study forwarded the following recoemaiations based on the findings

and analysis of the data:

The Bank ought to reduce lease NPLs ratio to rd&éh and below to be fulfilled NBE
requirements. In order to reduce lease NPLs thek Berould undertake periodic
monitoring, supervision and follow-up on operatib8MEs to identify the problem and

to take immediate action.

The Bank ought to revisit the requirements or pneldmons of lease financing service.
Because there is miss match on the definition oESMetween the Bank lease financing
policy and the country small and medium enterpssgategy policy. It should be

reconciling the issue against the country SMEstexisa policy. The Bank had been
incurring operational cost on some newly opened @oded Branches due to tight
requirements of lease financing service. In fabe Bank had conducted Branch
rationalization study to close, upgrade and reatidcsome newly opened Branches.
Rather, it is better to make adjustment on leageirements to be benefited of small and

medium enterprise.

So far, shortage of hard currency happened in thumtcy was affect the Bank lease
financing activity significantly. The Bank has oiokad hard currency from world Bank
and it is not adequate. Therefore, the Bank hasetsearch additional fund owners to
resolve shortage of hard currency. In addition, Benk ought to invite potential

manufacturers from local source to submit theiedfso as to resolve the issue.

The Bank shall in place adequate management intfamaystem in all Districts, and
Branches and they should be networked with headeofh core banking system for
smooth operation of lease financing service. Initaaig central data base system is
needed to access data such as supplier list, lgtcend machinery procurement status

report and the like.

According to the result of survey and interviewulesll newly opened Branches of the
Bank are offline and they not connected with nekw&foreover, some of old Branches

also out of core banking system and they have pworagement information system. In
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addition, the Bank do not have established data bgstem to easily access data such as

suppliers list, proforma, price list and procuretrs&atus of each lessee.

The Bank shall review lease financing Policy andcpdural manual to create common

understanding among lease performers for smoottabpe of lease financing service.

The Bank ought to request ministry of trade andugtg office to review capital goods
proclamation based on the gap observed to maledt on capital goods repossession

and tax related issues.

The Bank shall work in collaboration with concerrstdkeholders for smooth operation
of lease financing and to be ascertained benefsiaof small and medium enterprise.
The Government of Ethiopia has identified the depeient of SMEs as a key industrial
policy direction for creating employment opportugst for millions of Ethiopians,

enhancing industrialization and creating wider nfaciuring base. The Government also
needs to consider SMEs as one of the major comitndpsectors for the transformation

of the economy from agriculture led to industry &mbnomy.

5.4. Directions for Further Study

The study examined only the opportunities and ehgks of lease financing service of
Development Bank of Ethiopia; however, the scopthefstudy can be further expanded
in to country level. Therefore, the study might dmed as best references for further
researches to be conducted regarding in deternsinahtlease repayments, lease
financing risk and others similar topics. Finallye study is not limited to these variables
and recommended for future research to includerattiternal and external challenges

that affect lease financing service of the Bank.
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Appendix (1)
Addis Ababa University
College of Business and Economics
MBA in Financial Service
Research Questionnaire

Dear Respondent,

This questionnaire is prepared to collect data fridevelopment Bank of Ethiopia
especially directly engaged in daily lease finagcservice operation to undertake this
for partial fulfilment of MBA in Banking on thette “The Opportunities and Challenges
of Lease Financing Service of Development Bank tfidpia’. The information you

provide will be used only for analysis of the studitich | am conducting as partial

fulfillment of the MBA degree in Banking.

| kindly request you to respond freely and honeayyour response has great value in
assessing the opportunities and challenges of Fezm#cing service in the Bank’s lease

operating units.

Moreover, | assure you that all your responses lvdlkept strictly confidential and used

only for academic purpose.

If you need any clarifications, please contact nmeough my e-mail address:
santazeway@gmail.coor please give me a call at 0911-56-68-54.

Thank you for your valuable time and response waade.
Yours Sincerely,

Sintayehu Abebe

General instruction:

+ No need to write your name

% Please make/() mark in the box that best describes your response

% Please write your opinion on the blank space pexvidnd for some items you can
use other sheets of paper if the space providedtisufficient.



1. Age <20 0OJ21-3000 31400 41-50 0O1>50
2.Gender Male [ Female [l
3. Educational level Diplomald I'Degree] Z2“Degree 0 PHD O

4. Years of service in the Bank

Lessthan5years[1 6-10years [0 11-15years [116 - 20 year§]l Over 20 years

O

5. Current position in your

(0T T 112 1T o AP

In the following sections, please kindly indic&t€) mark to express the extent to whicur

agreement or disagreement on the given statenmanttfre choices:
1) 1= SA=Strongly Agree

2) 2= A= Agree

3) 3= N = Neutral

4) 4=D = Disagree

5) 5= SD = Strongly Disagree

Section II: Lease financing in DBE.

Please indicate the extent of your agreement markin(x) sign for all the following questions

which are groped in to 5 parts based on the resedrduestion.

1 What are the opportunities of lease financing seree in SAlA [N D |SD
Development Bank of Ethiopia?
P P @ | (3 (@ |6
1.1 Lease Financing service providing by the Banthe Form of Hire-
purchase modality is assure owner ship right ofeksee at each
installment period.
1.2 Lease financing has high market potential thhawt the country
13 The government has strong support for the dewednt of leasing business.
1.4 The areas of leasing business (sectors selegtéad Bank) are vital to the




growth and development of the leasing business.

15 Lease financing service providing by the Baakehbeen enhancing SME$s
development.

1.6 Lease financing service of the Bank has grppbaunity for employment
creation

1.7 Lease financing service of the Bank has cauinl its part for promoting
export and import substitution

1.8 Lease financing service is an alternative soofdinance by create new
investment opportunities

1.9 The concerned stakeholders have strong suapdrtommitment for
leasing business.

1.10 Lease financing service providing by the Bhag create opportunities for
suppliers and manufactures

2 What are the challenges of lease financing sereian
Development Bank of Ethiopia?

2.1 | Internal Factors

2.1.1 | Lack of adequate capital is the main prohlethe Bank.

2.1.2 | Lack of adequate hard currency is obstaclprfacuring capital goods from
abroad

2.1.3 | Lease financing Policy of the Bank has cledeveloped to provide lease
financing service

2.1.4 | Lease financing procedure and guideline @Bank are suitable and easily
understandable to address lease financing service.

2.1.5 | Management information system is availabtestrong network in the
District and Branches under the District for smomleration of lease
financing service.

2.1.6 | The lease experts have adequate skill abeyiroduct and lease related

training is given to all lease performers, techihicgoerts and managers to




aware of the product.

2.1.7 | Strict onsite periodic follow up is undertak®y the respective Branch to

monitor the leased asset

2.1.8 | Lease Financing requirements of the Bankaneenient for SMEs so as to
get lease financing service easily and they arsidered the potential of
SMEs

2.1.9 | Lease financing service cycle time (from aaion receiving to delivering

the machine) is short and satisfied customers.

2.2. | External Factors

2.2.1 | Limited number of suppler in local sourcéhis main problem of leasing

business in DBE.

2.2.2 | Thereis strong relationsip between mantfacturers/supplirs and
lessors/the Bank.

D

2.2.3 | Capital goods and its accessories have beiering at once to the lesse

2.2.4 | There is adequate and clear legal and regulatarggwork to

repossess the leased capital goods in case ofidefau

2.2.5 | Lack of market is a key problem of operational é&epsojects (SMEs

2.2.6 | Leasing laws and regulations has clarity definedeaontract, leased

assets, responsibilities and rights of both parties

2.2.7 | All leasing players or stakeholders have been botating or
working with the Bank to enhance leasing awarenéSSVIEs.

Please express your opinion for the following quesins in the space provide below and if

not sufficient you can write on the back of the paer.

45.In your opinion, what are the opportunities of keisancing service in Development
Bank of Ethiopia?

vi




46.1n your opinion, hat are the major challenges of lase financing service

encountered by the Bank?

Interview Questions

Dear Sir/Madam,

S T o

What does it mean lease financing service in Dewvetnt Bank of Ethiopia context?
What types of requirements shall be fulfilled bg thssees?

What seems lease financing service in general i Bavel?

What are the opportunities of lease financing seriui Development Bank of Ethiopia?
What are the main challenges of lease financinge®aim the Bank?

What are the ways forwarded to tackle those chgdis®

Do you have available funds/budget/Hard currenogrtiertain SMESs? If not, what kinds
of solutions are taken at time of budget deficitheurrency?

What seems lessor and suppliers/manufactures amrsdfiip? Are there available
suppliers/manufacturers in local source?

Lease financing policy and procedure and otherssraind regulations issued by the
government are suitable and workable for leasingratpn? Have you changed lease
policy and procedure? Why?

Do you believe thathe lease financing requirements, cycle time and ofénese related

issues are satisfied customers?

Vii



