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ABSTRACT

Credit management is a critical management function in mitigating credit risk that
contributes significantly to the economic well-being of companies in many industries,
more 56 in the financial scotor. Whilc SACCCs have faced challenges for a varicty of
reasons over the years, the major cause of their serious financial problems remains lax
credit standards for counterparties and borrowers. Adequate credit management in
SACCOs 1s essential for their survival and development. The objective of the study was
to determine the effect of credit management on the performance of SACCOs.
Specificaily, the study sought to estabiish the effect of credit risk environment, credit
granting process, credit information management, bad debts, write off procedures and
provisions on the financial performance of regulated SACCOs within Kiambu County.
The study was anchored on the information asymmetry theory and transaction cost theory.
Descriptive research design was adopted in this study. The study population was 55
SACCOs in Kiambu County that are regulated by SASRA. A structured questionnaire
was applied to gather primary data whereas secondary data was gathered using a data
collection sheet. The analysis of data entailed applying both descriptive analysis and
inferential analysis techniques. Frequencies, means, percentages and standard deviations
were the descriptive analysis measures that were developed. The study also applied
multiple linear regression to assess the influence of the predictor variables (credit risk
environment, credit granting process, credit information management and bad debts,
write off procedures and provisions) on the financial performance of regulated SACCOs
in Kiambu County. The study findings indicated that credit risk environment, credit
granting process, credit information management and bad debts, write off procedures and
provisions had a significant and positive effect on the financial performance of the
SACCOs. The study recommends to senior management in SACCOs to have formal and
well-defined processes for approving new loans. Moreover, the study recommends to
sentor management in the SACCOs to always ensure that employees in the credit
management departments have access to the information they need to perform their duties.
Lastly, the study recommends to SACCOs' external auditors, top management and
SASRA to ensure that the SACCOs have a very clear policy and process of aging and
writing off debts and adequate reserves and provisions for bad debts.




CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Credit management is a critical management function in mitigating credit risk that
contributes significantly to the economic well-being of companies in many industries,
more so in the financial sector. Any organization's existence will be determined by how
fast money is coiiecied and how jong clients take io setile their obiigations io the entity
(Waldron, 2021). Organizations must address both the risk contained on individual
transactions or credit and the overall credit risk of their portfolio for them to achieve their
performance objectives. Credii management is a key elemeni of a compieie risk

management strategy and is important to the long-term performance of any organization.

Savings and credit cooperaiives being pari of the players in the financial secior providing
credit to their members are also exposed to credit risk. In addition to providing loans and
investment financial services, SACCOs are also mandated to protect members’ money
and other assets {ikua, 2015). Credit generation is the primary source of revenue for
SACCOs. SACCOs, however, face significant risks as a result of these credit transactions.
There is an inherent risk of members failing to meet their contractual obligations, which
might threaten the smooth operation of a SACCU's business and financial performance.
Credit risk management seeks to optimize a SACCO's risk-adjusted rate of return by

keeping their exposure to credit risk within allowable limits.

This study was anchored on the transaction cost theory and the asymmetric information

theory. The transaction cost theory by Schwartz (1974) contends that there are three kinds




of transaction costs which are search and information costs, enforcement and policing
costs and bargaining costs. This theory is applicable in this study since to enhance
financial performance, SACCOs must seek cost advaniages. This can be atiained by
having an efficient credit risk environment, credit granting process and credit information
management which are vital in reducing collection costs and bad debts. This can
therefore influence financial performance of SACCOs. Asymmeiric mformation theory
by Akerlof (1970) posits that in economic contracts, one party usually has better and
more knowledge than the other. In loan contracts, the borrowers usually have more
information about themselives than what they share wiih ihe iender. The iender, therefore
needs to engage in credit management to reduce the risk that emanates from this

information asymmetry.

This study was conducted amongst SACCOs in Kiambu County which is located in the
former central province of Kenya. Kiambu Town is the capital, while Thika is the biggest
fown In the county. according o the Kenya Nailonal Bureau of Statistics (2019) Kiambu
County has a population of 2,417,735. Nairobi's continuous expansion Northwards has
resulted in Kiambu County being 40% rural and 60% urban. Kiambu County has many
SACCOs in various seciors including agriculture, transport, education, nealth, trade and

commerce among others. These SACCOs were the subject of this study.

i.i.1 Credit Managemeni
Credit management is the process of reducing losses by ensuring the appropriateness of a

financial institution’s capital and provisions for loan losses at any given time, a process




that has proven difficult for many financial institutions. In the financial sector, credit risk
1s the most essential aspect of risk management. Berrios (2013) stated that the purpose of
credii management 1s to prevent a financial firm from incurring unaccepiably large losses
from its loan advances, and thus optimizing the institution’s risk-adjusted rate of return.
According to Rehman ‘et al. (2019), credit management in the financial sector involves
ihe steps of credii risk 1deniificaiion, measurement, moniioring, conirol and evaluation. It
entails recognizing probable credit risk factors, monitoring activities that could be
influenced by the recognized risks, assessing consequences of identified threats, and

putiing conirol mechanisms in piace 1o avold or minimize ihe negative impacis.

Effective credit management entails the implementation of credit management strategies
by top management, which is ultimately responsible for approving and revising the credit
poiicics and credit nisk strategy of ihe insiliution. Besides, [t eniaiis having ciear and
proper procedures in credit risk management, communicating all policies and procedures
throughout the firm and ensuring that any employee involved in management of credit is
aware of them. Besides, credit management eniails having sirategies and policies ihat
clearly define the allocation and scope of an entity's credit facilities, as well as the
management of the credit portfolio; how loans are generated, assessed, monitored, and
coliected. Besides, credii managemeni inovolves mainiaining an appropriaie credit
administration unit, which includes measuring and monitoring controls and processes
regarding credit risk. Kibui (2014) noted that in small and medium lenders, credit
Mmanagement pracuices Inciude having a compieie credii applicaiion, assessing

creditworthiness, establishing reasonable credit terms and limits, using clearly worded

L)




contracts, developing and sticking te debt collection policies and having adequate
provision for doubtful debts. In this study, credit management was operationalized
through evaiuation of credit risk environment, credit graniing process, credit information
management and bad debts, write off procedures and provisions.

- - Iy

i.i.zZ Financiai Ferformance of SACTCGs

SACCOs continue to be one of the most vital players in the Kenyan financial sector, with
a more extensive and deeper reach than other financial institutions (Mulinge, 2019). In
Kenya, SACCOs emerged in ihe 1570s, primarily in major urban centers, with ine
primary goal of mobilizing savings from member and aiding them to obtain loans. Some
deposit taking SACCOs function similarly to small comumercial banks, providing
financiai services to ciienteie that was previously unbanked (Kuie et ai, 2020). These
organizations have been critical in mobilizing domestic financial resources for overall
economic growth and poverty reduction (Kibui, 2014). SACCOs, like other entities are
searching for ways to enhance their financial performance and improve iheir
sustainability. According to the Kenya Union of Savings and Credit Cooperatives (2020),
the cut throat competition due to the development of new technologies and changes in
indusiry siructure have made it viiai for SACCOs to reduce their operaiing cosis and

improve their financial performance.

SACCGs” financial performance can be evaiuated in reiation o the retum on investment
and total surplus. Common profitability indicators include earnings per share (EPS),

return on equity (ROE) and return on total assets (ROA). ROA shows the SACCO’s




ability in producing surplus with its existing assets (Kibui, 2014). Return on equity (ROE)
measures the surplus divided by the SACCO members’ equity (Ikua, 2015). Earnings per

share (EFS} 1s the amount of surpius in Kenya Shiilings earned for cach member’s share.

ROA was used in this study as the measure of financial performance of SACCOs.

i.1.3 Credii Managemeni and Financiai Ferformance

Credit management is one of the influencers of financial performance since high default
rates result in lower liquidity levels, reduced cash flows, and financial hardship, thus

early deteciton of provabie loan defauit is critical (Mariin ei al., 2019). Failure to

recognize potential default, having ineffective credit risk environment, failure to monitor
and control credit risk and underestimating the contribution of current customers to bad
deots, and spending a 1ot of resources and ume on credit evaluations inaf are unrelaied to

reducing credit defaults can adversely affect the performance of the organization.

Credii management has an impact on ihe financiai performance of the firm since the
greater the quantity of accounts receivables and the longer they have been unpaid, the
higher the financing expenses of keeping them up to date (Odawo et al., 2019). If these
receivabies are not coiiecicd on time and a company's casi requirements are urgeni, it
may be forced to borrow, with the interest charge paid as the opportunity cost. Credit
management, according to Kule et al. (2020) has a significant influence on the success or
failure of ail organizations, more so the organizations in ihe financial secior that engage

in lending business. This is because the quality of loan choices, and therefore the quality




of risky assets, has a significant impact on returns, bad debt and provisions for bad debts

which are critical for financial performance.

1.1.4 Regulated SACCOs in Kiambu County

Kiambu County, located in the previous central province of Kenya has Kiambu Town is
iis capiial, while Thika is iis biggesi iown. The Kenya Nailonai Bureau of Siatisbics
(2019)that Kiambu County has a population of 2,417,735. Nairobi's continuous
expansion Northwards has resulted in Kiambu County being 40% rural and 60% urban.
Kiambu County has 35 SACCTOs reguiaied by SASRA (SASRA, 2020). These are
SACCOs that are licensed to take deposits from their members and offer front office
service activity (FOSA). FOSA allow indicates s SACCO members to have an
inexpensive and easy savings channei for deposits, casi transfers, and withdrawals (A.

Juma, 2021).

Kiambu Couniy being 40% rural and 60% urban, has SACCOs ihai depict rural
properties and others that depict urban properties (A. Juma, 2021). The regulated
SACCO:s are therefore distributed in the various economic sectors of the county. Kiambu
Counity has many SACCOs in various seciors inciuding agricuiiure, transport
(motorcycles, tricycles and motor vehicles), education, health, manufacturing, trade and
commerce among others. According to Juma (2021), some of the regulated deposit taking
SACCUs in ihe county such as Unaiias, Tai and K-Unity, have branches ouiside Kiambu

County.




1.2 Research Problem

Financial institutions may collapse due to flaws in their internal credit management
procedures. An eiiecive credit managemeni sysiem decreases ihe capiial ihal 1s ied i
borrowers and therefore ensures that the financial institution has an efficient cash flow
(Alobari et al., 2018). To manage credit risk effeétively, the 1nstitution should have
approprigic credii managemeni procedures. An  orgamization's credli management
strategics may increase its liquidity, performance, and profitability (Rehman et al., 2019).
In order to achieve stability, financial performance, and sustainability, management
shouid mainiain an equiilbrium detween providing credii and ensuring ihai credii risks

are optimally managed to have bad or doubtful debts below the set maximum.

Whiie SACCOs bave faced chalienges for a variety of reasons over the years, the major
source of their grave financial difficulties remains lax credit standards for counterparties
and borrowers (Mulinge, 2019). Adequate credit maﬁagement in SACCOs is essential for
their survival and development. The probiem of credit risk is of greaier concern in the
case of SACCOs due to the higher levels of perceived risk arising from the nature of their
customer base and business environment in which they operate. In 2019, the provisions

.

for non-performing loans (NFL's) as a proporiton of SACCOs

-

total expenses were 5.35
percent compared to the 2018 figure of 3.62 percent (Kenya Union of Savings and Credit
Cooperatives, 2020). With effective credit management, SACCOs can maintain this rate

within accepiablie ieveis.




There have been numerous studies on performance of SACCOs and their credit
management processes but the divergence and convergence in these studies leave some
gaps that need 1o be expiored. Tkua (Z015) evaluaied the effeci of credit managemeni on
SACCOs’ profitability in the Nairobi’s hospitality sector. The findings indicated that the
credit risk management techniques that SACCOs relied on were inadequate to lessen loan
iosses In a competrilve and dynamic environmeni. Sesides, the siudy defermined ihat
SACCOs lacked effective credit risk environments and adequate credit risk control and
monitoring mechanisms. This study left some contextual gaps as it was conducted on
SACCOs 1n one sector while the curreni study soughi fo Inciude SACCOs from aii
sectors. Mulinge (2019) investigated how profitability of deposit taking SACCOs in
Kenya was influenced by credit risk management. Findings from the study determined
ihat credit recovery, credii risk montioring and credii risk appraisai had a significantly
influenced profitability. This study did not include management of bad debts and bad
debts provisions which are critical in credit management. Kule et al. (2020) conducted a
study 1n Uganda and determined ihat adequaie clieni appraisai, credit policy and
conditions and terms had a significant influence on the profitability of SACCOs. This
study did not include credit risk environment, credit information management and bad
debts write off procedures and provisions which were considered in ihis study. The
current study sought to fill these gaps and to answer the question; what ié the effect of
credit management on the financial performance of regulated SACCOs within Kiambu

County?




1.3 Research Objectives
The objective of the study was to determine the effect of credit management on the
performance of SACCUs. Speciiicaily, ine siudy soughi io;
1) Establish the effect of credit risk environment on the financial performance of
regulated SACCOs within Kiambu County.
1) Determine the effect of credit graniing process on the financial performance of
regulated SACCOs within Kiambu County.
11} Establish the effect of credit information management on financial performance of
regutaied SACCOs within Kiambu County.
1v) Determine the effect of bad debts, write off procedures and provisions on the

financial performance of regulated SACCOs within Kiambu County.

1.4 Value of the Study

The study's findings shall be of value in providing evidence that can be useful for policy
making, deveiopmeni of theones and pracitce. The findings will be useful o governmeni
and its regulatory authorities such as SACCO Societies Regulatory Authority (SASRA)
to improve policies and regulations regarding credit management in SACCOs. Besides,
ihe state depariment of cooperaiives i the Minisiry of Indusirialization, Trade and
Enterprise Development can use the findings to design interventions aimed at improving

credit management in SACCOs for their sustainability growth and development.

From a theoretical standpoint, the research shall provide a vital addition to the extant

literature on the subject. Besides, organizations in other economic sectors may also



benefit greatly from the study findings because the findings will assist entities that
engage in lending in reviewing their credit management strategies, practices, and policies
In order 0 come up with betier poiicies, procedures and processes 101 managing credit

risk.

The study findings wiil aiso be valuabie for praciice as they wili educaie management on
the efficacy and efficiency of various credit management policies and procedures and will
also recommend ways to enhance them. The findings from the study will also be largely
imporiant to the managemeni of SACCUOs in Kenya because they wili provide insights
into how financial performance 1s influenced by credit management. This will enhance
their understanding as they pursue the ultimate goal of ensuring sustainability and growth

of SACCGs while providing maximum penefli o members,

10




CHAPTER TWOQO: LITERATURE REVIEW
2.1 Introduction
The theoretical review, the factors influencing financial performance of SACCOs, and
the review of empirical studies on the study subject are provided in this chapter. Besides,
the chapter offers a summary of the literature reviewed and a review of the research gaps

that jusiified the current study.

2.2 Thecoretical Review
This section provides the two main theories that the study was anchored upon. For each
iheory, s proponenis, lis Key proposiions and how they inform ihe curreni siudy’s

relationships among the variables is provided.

2.2.1 information Asymmeiry Theory

Akerlof (1970) is the proponent of the information asymmetry theory which indicates that
information asymmetry occurs when sellers or providers of products or services have a
better understanding of thelr producis or services than buyers. It refers 1o a situation in
which all stakeholders engaged in a contract are unaware of critical facts. In the financial
market, information asymmetry is inherent in the lending transaction since the Iender has
iesser information about the risks of the borrower than the borrower has (Noor et al.,
2018). Perceived information asymmetry, according to Onuora and Ifeacho (2017),

causes two difficulties for banks, adverse selection and moral hazard.

11




Committing resources to assessment and monitoring of borrowers when lending for
relatively modest sums is not cost effective and hence SACCOs may have a tough time
overcoming these 1ssues. This is due 1o ihe fact that SACCOs may lack access to ithe daia
required to evaluate credit applications and monitor borrowers. When evaluating loan
applications, SACCOs confront an information imbalance (Kule et al., 2020). The
informatnon needed 1o evaiuaie the borrower's capactty, risk as weil as characier, 1s eliner
unavailable, too expensive, or impossible to understand. The SACCO faces two kinds of
risks emanating from this; the risk of adverse selection that arises when the SACCO lends
to borrowers that fall to pay later, or do not iend io borrowers thai would be abie 1o repay
(Kipkirui & Omagwa, 2018). This theory links credit information management and
management of bad debts and provisions to financial performance. When the SACCO
effectively coliects, analyzes and uses credii informaiion, it is expecied o enhance iis
financial performance. This 1s also expected to reduce bad debts and provisions, which in

return will lead to improved financial performance.

2.2.2 Transaction Cost Theory

The transaction cost theory was originally proposed by Schwartz (1974) and it contends
ihai ibere are ifree Kinds of iransaciion cosis which are search and informadon cosis,
enforcement and policing costs and bargaining costs. The information and search costs
are those associated with the search of appropriate information regarding the transaction
in question, meeting with the parfies invoived, and setiing the environment necessary o

actualize the transaction (Mulinge, 2019). Bargaining costs are incurred in entering into

12




an economic agreement while enforcement and policing costs are incurred when the

transaction or contract has been entered into.

To enhance financial performance, SACCOs must seek cost advantages. One of the main
source of cost advantage 1s for lenders to get quicker and at a cheaper cost, the
information on cusiomers, in e reguiar course of business (Muriuki, Z017). Moreover,
lenders can have a cost advantage by following an effective credit granting process and
having an effective environment that ensures a robust credit risk management. This
theory informs the study Dy Imking credit risk environment, credii granting process and
credit information management as vital in reducing collection costs and bad debts. This

can therefore influence financial performance of SACCOs.

2.3 Determinants of Financial Performance of SACCQOs

Credit management practices are vital in the financial performance of SACCOs. Some of
ihe viial credii munagemeni praciices inciude seiiing an eifeciive credii risk environment,
having a clear credit granting process, credit informatiqn management and management
of collections, bad debts and provisions. It is the role of top management to facilitate the
establisiiment of an effeciive aimosphere for credit risk management. Credit graniing
process entails having a well-established and clear procedure for lending while credit
information management ensures that the SACCO has an effective system to capture and
analyze data on the loan book. Bad debis, wriie off procedures and provisions entaii
having effective procedures to monitor the quality of the loan book and adequate

provisions. Though these credit management practices are hypothesized to influence




financial performance of SACCO, there are other aspects that can influence profitability
of SACCOs. These include corporate governance, management efficiency, and size of

membpersip.

2.3.1 Corporate Governance

Accountability, openness, and credibility are all aspects of corporate governance, as is the
capacily {0 sei up cifecilve channels for disclosing informailon in a way ihai promoies
excellent company performance (Omwenga, 2017). Corporate governance takes place
inside the business, and its performance is largely dependent on the shareholders, the
poard of directors, and ithe corporaie executives. When a SACCO observes effective
corporate governance mechanisms, it can be able to influence its financial performance
effectively. Some of the aspects of corporate governance that could influence financial
performance of SACCOs inciude CEG duality, board accouniabiiity, board size, board
transparency and stewardship (Rehman et al., 2019).

- ar

2.3.Z Managemeni Eificiency

Management efficiency is the output of the organizations’ management in relation to
resources available to them (Barus et al., 2017). Management efficiency can be indicated
by the eifectiveness of the management in managing liquidity, asset quairly, and their
capacity to invest in information technology. Moreover, the efficiency of management
can be indicated by growth sustainability, resource mobilization, income growth, and
efficiency in ihe managementi of cosis. The financiai performance of a SACCO is

determined by how well financial management choices are made. Management efficiency

14




in managing finances entails resource mobilization, the use of those resources, working
capital management, application of resources in investment projects, management of

capital structure, and dividend payout poiicies (Njenga & Jagongo, 2315).

2.3.3 Size of SACCO Membership
Membership of the SACCO is another element that influences SACCQO’s financial

ot
1

perionmance (Mmari & Thinyane, 2619). This means ihai a SACCO wiih many members
can amass significantly higher income and capital, and as a result, advance more loans to
members than a SACCO with fewer members. Additionally, SACCQO's vast membership
base guaraniees consiani and reguiar income flow, and as a TesSUit, increases 1is financiai
performance. Mulinge (2019) observed that SACCOs that had a good reputation and
those that observed effective corporate governance had been able to improve the
SACCO s membership through attraction of new members and improved membership
retention. Moreover, such SACCOs had improved membership which means a robust

capital base than SACCOs with fewer members.

2.4 Empirical Studies

This section provides a review of empirical studies on how the financial performance of
organizailons is influenced by credii managemeni. The seciion is divided inio giooal and
local studies.

2.4.1 Global Studies

A siudy In Bangladesh by Noor et ai. {2018) cxamined how financial performance of

commercial banks in the country was influenced by credit management. The study used
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secondary data (2011 — 2015) which assessed the effect of asset quality (NPLs) on
profitability. Twenty commercial banks were the study’s population. The study applied
panet daia regression anaiysls technique and assessed for coinmiegraiion amongst ihe
vanables. Financial performance in the study was measured by means of ROE and ROA.
The findings determined that the level of NPLs had a significant influence on profitability.
This study was conducied in a differeni coniexi {0 Kenya and was on commerciai panks
rather than SACCOs. Besides, the study only considered non-performing loans and left
the other credit management components such as credit granting process and credit risk

environment. The study therefore, iefl some contexiual and concepiual gaps.

A study in Somalia by Omar et al. (2018) had the objective of assessing the influence of
customer evaluation, collection policies and credit risk control on profitability of
feiecommunication businesses in Garowe. The research was conducied using
questionnaires that were administered to employees in 15 telecommunication companies.
Multiple linear regression was conducted to analyze the data which enabled the study to
answer ihe research questions. From ihe study findings, it was determined that credit risk
control and customer evaluation significantly influenced company profitability. The
research also established that collection strategies, had a significant and positive effect on
financial performance of teiecommunication companies. The focus of the study was
telecommunication companies and the findings may not be generalizable to SACCOs due

to the contextual differences.
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In Nigeria, Onuora and Ifeacho (2017) assessed how the financial performance of
manufacturing companies listed on the Nigerian stock exchange was influenced by credit
management. The study objectives soughi 0 deiermine whether profiiabiiity of the
studied firms was influenced by credit management practices such as credit policy,
liquidity management, and debtor turnover. The secondary information was collected
from financiai reporis of the companies for 2010 o 2014 period. The siudy hypotheses
were tested using pooled multiple regression. The findings from the study indicated that
liquidity management and credit policy have a significant negative influence ROA.
However, dedtor turnover had a sigmficant posiiive infiuence. The study however did not
consider credit risk environment, credit granting process, credit information management

and bad debts, write off procedures and provisions which were included in this study.

A study conducted in Rwanda on commercial banks by Kagoyire and Shukla (2016)
investigated how profitability of banks is influenced by credit management. The study
adopied a case study approach where all 57 Equity Bank empioyees from ihe credit
department were picked as respondents and were given questionnaires to respond to.
Inferential and descriptive analysis techniques were utilized to analyze the primary data.
Coliection straiegy, ciieni assessmeni, and credii environment aii had an influence on
Equity Bank's profitability, according to the findings ‘of the study. This study only

focused on one institution while the current study focused on 55 regulated SACCOs.

In a study on Jordanian commercial banks from 2005 to 2013, Alshatti (2015) assessed

the influence of credit risk management on profitability. The study sample was 13
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commercial banks in Jordan. The study collected secondary data that was analyzed using
multiple regression. The study applied ROE and ROA to measure financial performance.
The siudy findings deiermined that profliability of commcfciai panks In jordan was
signmficantly influenced by credit risk management. Specifically, the study determined
that financial performance of the commercial banks was significantly influenced by NPLs
as a proporiion of gross loans and provision for ioan iosses. Tius study was conducied in
the commercial banking sector which is different from the SACCO sector that was the

subject of the current study.

2.4.2 Local Studies

In Kisumu County, Olweny (2019) conducted a study whose objective was to assess how
profiiabiiiiy of SACCUs 1n ine couniy was aliccied by credli management praciices. The
study population was 120 SACCO employees and the study sample was 72.
Questionnaires were applied in the study to gather data. The study applied multiple linear
regression and descriptive analysis 10 analyze the primary daia coliecied. Study resuits
established that the SACCOs” profitability was positively influenced by credit
management practices. The study, however, only considered collection practices and
reminder sysiems as credii managemeni pracilces while exciuding credii information

management and credit granting process which were included in this study.
Kipkirw and Omagwa (Z018) assessed the association between profitability of MFIs in

Kenya and credit management practices. Specifically, the study examined how

profitability of MFIs in Nairobi, Kenya was affected by collection policy, client appraisal,
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credit risk environment, and credit terms. From a population of 165 employees from
MFIs, data was gathered using a questionnaire. The study used multiple regression
analysis to answer ihe research quesilons. Findings from the siudy indicaied that credit
risk control, client appraisal, collection policy, and terms of credit significantly
mfluenced profitability of the studied MFIs. This study, however, was on MFIs and not

SACCGs which were the targei of tnls study.

In Nakuru Kenya, Juma et al. (2018) assessed how financial performance of SACCOs
was influenced by the prevalent credit management practices in the entities. The study's
specific objeciives were 1o evaiuaie the impaci of dedi recovery and credit standards on
the profitability of deposit-taking SACCOs. The study's target population was 220
workers from 35 SACCOs in Nakuru Town. The research utilized a sample of 74
employees. Empioyees were asked to fiil out questionnaires, which provided ihe daia.
The regression findings revealed that debt recovery and credit standards significantly
mfluenced the SACCOs' profitability. This study did not consider credit risk environment

and credit Information management thus leaving concepiual gaps.

A study by Ikua (2015) had the objective of assessing how profitability of SACCOs in
the hospitality sector of Nairobi was affected by their credit management techniques. The
study had a popuiaiion of 67 SACCUs and used a sampie of 10 SACCOs. Data was
collected using a questionnaire. In data analysis, the study applied chi-square test of
association. The study's findings established that SACCOs have relied heavily on specific

praciices of managing credii sk wiich were insuiiicieni i reducing WNFLs in a
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competitive and dynamic lending atmosphere. The studies also determined that SACCOs
lacked effective procedures for managing and controlling credit risk, and had deficient
credit envirommeni which resuited in late discovery and determinaiion of NELs and
defaulted loans. Though the study linked the credit management practices to non-

performing loans, it did not link them to financial performance.

Gatuhu (2013) examined how profitability of microfinance institutions in Kenya was
influenced by their credit management practices. The study's population was 59 MFIs
who were members of the association of MFis. The invesiigaiion was carried out using a
census study. A questionnaire was used to gather data. The study tested the study
hypotheses using multiple linear regression. Study findings depicted that collection
poiicy, client appraisai, and credii risk conirol, ail significanily affecied the profitabiiity
of MFIs in Kenya. However, this study was conducted on MFIs and not on SACCOs thus

leaving a contextual gap.

2.5 Conceptual Framework
The study’s conceptual framework is displayed in Figure 2.1. It provides the
nypoihesized fink beiween ihe independeni variabies, conirol varibics and dependeni

variable.
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Independent Variables - Dependent Variable

Credit Risk environment
PN, LT S SRy B rr g
T LGALIL FED PUILUy 1ICVIC VY
o Credit risk policy execution >
o Training on credit risk
management

Credit Granting Process
¢ Credit granting criteria
= Credit limits

v

e Loan renewal process

Financiai Ferformance
3 e Return on assets (Net
surplus/Total assets)

A4

Credit Information Management
e Information management system

e Regularity of updates

e Arcess to information

Bad Debts, Write Off Procedures
And Provisions
e Loan guality monitoring >
s Adequacy of reserves
e Debt collection process

Control variables
e Age of SACCO
e SACCO Membership

Figure 2.1: Conceptual Framework

2.6 Summary of Literature Review

This chapter provides a review of various global, regional and local studies on how a
firm’s profiiabiitiy 15 aifecied by credii managemeni praciices. The reviewed empirical
studies indicated that various methodological, contextual and conceptual gaps which
Justifies the current study. The study by Noor et al. (2018), for example was conducted in
Bangiadesh and assessed the influence of credit management on financial performance of

commercial banks. This study was conducted in a different context to Kenya and was on
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commercial banks rather than SACCOs. Besides, the study only considered non-
performing loans and left the other credit management components such as credit
granting process and credit risk environmeni. 1ne siudy therefore, leaves some coniexiual
and conceptual gaps. Moreover, the study by Onuora and Ifeacho (2017) assessed how
profitability of manufacturing companies was influenced by credit management. The
study however did not consider credit sk environment, credit graniing process, credit
information management and bad debts, write off procedures and provisions which were
included in the current study. Besides, a study by Ikua (2015) had the objective of
assessing e infiuence of credit managementi fechniques on ihe profiiabiitiy of SACCGs
in Nairobi's hospitality sector. Though the study linked the credit management practices
to profitability, it did not include credit information management which is a cntical
component of credii risk management, ithus ieaving a conceptual gap. This study hence

sought to bridge these knowledge gaps.
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CHAPTER THREE: RESEARCH METHODOLOGY
3.0 Introduction
The chapier discusses ihe meibodology ibai was adopied o conduci ibis siudy. The
chapter encompasses the research design, the study population, and the data collection

process. Besides, the data analysis process is provided in the chapter,

3.1 Research Design

This study applied a descriptive research design. Saunders et al. (2019) observed that
descnpiive design noi only provides an accouni of 2 phenomenon and iis characienisiics,
but it can also enable a study to establish relationships. This approach was therefore
suitable for this study as it enabled the study to provide an account of credit management
praciices such as credit risk environmeni, credii graniing process, credii information
management and bad debts, write off procedures and provisions amongst SACCOs in
Kiambu County. The design also enabled the research to examine how financial
performance of reguiaied SACCOs in Kiambu County is influenced by credii

management practices.

3.Z Fopuiaiion

The study population was 55 SACCOs in Kiambu County that were regulated by SASRA
(SASRA, 2020). These are SACCOs that are licensed to take deposits from their
members and offer FOSA services (Juma, 2021). The SACCOs targeied in ihe study were
SACCOs in all sectors including SACCOs in agriculture, transport (motorcycles,
tricycles and motor vehicles), education, health, hospitality, manufacturing, trade and

commerce. The study adopied a census approach.




3.3 Data Collection

A questionnaire (Appendix [) was applied to gather primary data whereas a data
coliection shieel was used 0 gaiher secondary daia (Appendix 1i). The quesilonnaire was
designed to collect primary data on credit risk environment, credit granting process,
credit information management and bad debts, write off procedures and provisions while
the data colicciion sheef was used 10 coliect secondary daia on the SACCOs™ financial
performance (ROA). The questionnaire was administered to credit managers of each
SACCO. The credit managers were the units of observation while the SACCOs were the
unit of anaiysis. Credit managers were seiecied as the respondenis since they are the ones
who have in-depth knowledge of the credit management practices by the respective

SACCOs.

The admimstration of the questionnaires was done through the drop-and-pick-later
method. The questionnaires were printed and administered to the credit managers in their
piaces of work in the SACCT offices in Kiambu County. The researcher then agreed with
each of the credit managers on the date to collect the filled questionnaires. Follow-up was
then conducted and the filled questionnaires collected and filed for analysis. In
administering the questionnaires, COVID-19 heaith guideiines from the Ministry of
Health and Kiambu County Government were observed. Regarding secondary data, the
study collected data on profits/surplus and total assets which was used to compute ROA

-

for the SACCOs. Data for five years (2016-2020) was coliecied. An average of ine ROA
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for the five years was computed and matched with the collected primary data for each

SACCO.

3.5 Data Analysis

The analysis of data entailed applying both descriptive analysis and inferential analysis
iechnigues. The frequencies, Ms, perceniages and siandard Geviailons are ine descripilve
analysis measures that were developed. These were conducted both on the general
information as well as on the questions appertaining to the independent variables. This
was conducied 10 provide an accounti of the prevaience of the credit management
practices in the SACCOs. Moreover, measures were developed for the secondary data
collected to provide an account of financial performance of the SACCOs. The secondary
data coiiecied was data on nei surpius or deficii and ihe fotal assets owned by the SACCO.
These were used to compute the return on assets for each of the SACCOs. This data was

then matched to the data collected for each SACCO through the questionnaires for further

analysis.

The study also applied multiple linear regression fo assess the influence of the predictor
variables (credit risk environment, credit granting process, credit information
management and bad debis, wriie off procedures and provisions) on financial
performance of regulated SACCOs in Kiambu County. The model enabled the study to
conduct the f and t tests at 5% significance level to assess the statistical significance of
ihe Independent vaniabies in influencing the dependent variable. The analytical model

that was used is:
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Y=o+ fiXs+ BaXot+ BsXs + BaXat BsXs+ BsXst+ &

In the model, Y denotes financial performance of SACCOs (ROA), Bi denotes the
coefficients of ihe independent variabies, and o denoies the consiant term. X, denoies
credit sk environment, Xz denotes credit granting process, Xs denotes credit information
management and X4 denotes bad debts, write off procedures and provisions. Moreover,
~ As denotes age in years of the SACCTs, whiie Xs denoies SACCO membership which

were control variables in the study. Further, & denotes the error term. Table 3.1 provides

an explanation of the variables and how they were measured.

Table 3.1: Variable Operationalization and Measurement

Variable Description Measurement
Financial performance  Profitability Profit or surplus/
Totai assets
Credit risk environment  Practice of top management of Likert scale
establishing an effective atmosphere  questions

for credit risk management

Credit granting process  Having a well-established and clear  Likert scale
procedure 101 lendiny yuesions

Credit information Having an effective system to Likert scale

management capture and analyse data on the loan  questions
book

Bad debts, write off Having effective procedures to Likert scale

proccdurcs and  monitor quality of the lcanbook and  gucstions

provisions adequate provisions

Age of SACCO Number of years the SACCO has Ratio scale
been in operation

SACCO membership Number of active members the Ratio scale

SACCO hag

26




CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION
4.1 Introduction

The process undertaken in data analysis, the study results and the discussion of the results
is provided in this chapter. First, the chapter presents the study's response rate, the results
of the reliability and validity test of the questionnaire and the descriptive statistics of the
study variables. Further, the results of the correlation analysis, and the multiple
regression analysis and hypotheses testing are provided. Lastly the chapter provides the
discussion of ine research findings relaiive io the reviewed empirical and theoretical

literature.

4.Z Kesponse Rate

The study had targeted a population of 55 SACCOs in Kiambu County that are regulated
by SASRA. Questionnaires were issued to the credit managers in their offices in the
seiected SACCTs. The questionnaires that were coilecied by the rescarcher were 49
which was a response rate of 89.1%. Based on the recommendation by Saunders et al.
(2019) that a response rate of above 60% for a paper based questionnaire survey is

adequaie, the response raie of 85.1% in this study was considered adequaie for analysis.

4.3 Demographic and General Information

The study collected various demographic and general information relating to the
SACCOs that formed the sample of the study. This included information on the
respondents’ highest level of education, the number of years they had worked in the

SACCOs, the period they had served in their positions at the time of the study, and the
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period that the SACCOs has been operational. Concerning the level of education attained

by the respondents, findings are presented in Table 4.1.

-wa

Tabie 4.1: Hignest Level of Educaiion of Kespondenis

Education level Frequency Percent

College diploma 14 28.6
Undergraduate degree 27 57.1
Master's degree 8 16.3
Total 49 160.0

The findings provided in Table 4.1 show that 28.6% of the respondents had diplomas,
57.1% of the respondents had undergraduate degrees while only 16.3% had master’s
degrees. This information indicates that the targeted respondents from the regulated

CACCO all had af o minimum tartiaru lavel Af advicatian
- AU 2l nad at a mmmum fertiary level of egucation,

o et g

Concerning the period of service to the SACCOs by the respondents, the study results are

provided in Table 4.2,

Tapie 4.2: Years Worked in ine SACCG

Number of years Frequency Percent
Less than 5 years 9 18.4
5to 10 years 13 26.5
1110 15 years 1% 38.8
Above 15 years 8 16.3
Total 49 100.0

The resuits summarized in Tabie 4.2 show that 38.8% of the study respondents had
served their SACCOs for 11 to 15 years while 16.3 percent had worked in the SACCOs

for over 15 years. Besides, the study findings indicate that 18.4% had served in the
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SACCOs for below 5 years while those who had worked in the SACCOs for 5 to 10 years

were 26,5%.

The study also collected data on the period that the respondents had served in the
positions they occupied during the study. The results are summarized in Table 4.3 and
ihey indicated that 51% had served in their current posiilons for less than 5 years. Those
who had served in their current positions for more than 15 years were 4.1%. The study
also determined that 30.6% had worked in the SACCOs for 5 — 10 years while 14.3% had
worked 1n the SACTTs foril to 15 years.

Table 4.3: Years Served in Current Position in the SACCO

Number of years Frequency Percent
Less than 5 years 25 51.0
5 to 10 years 15 30.6
11 to 15 years 7 14.3
Above 15 years 2 4.1
Total 49 100.0

The study also collected data on-the age of the SACCO with the number of years that the
SACCO has been operational being the measure used. The results are displayed in Table
4.4. The resuits indicated that 45% of the SATCOs were aged between 10 and 20 years
while only 10.2% were aged over 30 years. Those who were aged between 21 and 30
years were 22.4% while 18.4 had been operational for less than 10 years.

Tabie 4.4: Years of Gperaiton of e SACCG

'Years of operation of the SACCO Frequency Percent

Less than 10 years 9 18.4
10 to 20 vears 24 49.0
2116 30 years H 224
Over 30 years 5 10.2
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' Total | 49 100.0

4.4 Data Validity and Reliability

The study assessed the validity and reliability of the questionnaire and data collection
sheet to certify that the collected data was reliable and useful for the study. Content,
construct and face validity of inie quesiionnaire was fested ihrough experi reviews whiie
Cronbach alpha tested reliability. The findings of the reliability test are provided in Table

4.5.

Tabie 4.3: Reliabiiity of Questionnaire

VYariable No. of items Cronbach alpha
Credit risk environment 6 0.817
Credit granting process 6 0.823
Credit inlonnation management 5 0.511
Bad debts, write off procedures and provisions 6 0.886

The results presented in Table 4.5 indicate that all the Cronbach alpha coefficients were
above 0.7 indicating reliability. The credit information management variable had the

highest score of 0.911 while credit risk environment had the least score of 0.817.

Haowever the raculte af tha reliahility and validitv tecte indicatad that the mractiannaire
SOWCVET, 1N TOSUNE of Tne refiabindy anc wvalidrty tegte mdacated that the gueshonnaire

was appropriate for data collection.

4.5 Descriptive Statistics

This section provides the descriptive statistics of credit environment, credit granting
process, credit information management and bad debts write off procedures and
provisions are provided in this section. Thereafier, descripiive siatistics for age of

SACCO, membership size and financial performance are provided.
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4.5.1 Credit Risk Environment

The study provided respondents with statements on credit risk environment and then
requested them to indicate the extent that those statements applied in their SACCOs. A
five-point rating scale was provided. Means (M) and standard deviations (SD) regarding
statements on credit environment are summarized in Table 4.6.

Tabie 4.6: Credii Kisk Epvironmeni in the SACCOs

Std.
Statements on Credit Risk Environment in the SACCQOs M Deviation
The board of directors in this SACCQO approve and regularly 479 946
feView ihe Credit risk policies and siraiegy of ihe SACCO ] )
Top management in this SACCO effectively implement the
. .. 3.92 905
credit risk strategy and policies approved by the board
The SACCQO identifies and manages credit risk for all the loan
. ) 4.04 872
products in its portfolio
All employees m the credit department are well trained and 304 876
knowledgeable to perform their responsibilities effectively > )
The SACCO’s board always ensures that top management are
capable of managing credit risk emanating from the credit 396 815
operations of the SACCO
The SACCO ensures that its remuneration policy is always in 3 86 957
line with credit risk policies and strategies > '

The results provided in Table 4.6 show that the study respondents agreed to all the
provided statements regarding credit risk environment. Specifically, respondents agreed
that the board of directors in the SACCOs approved and regularly reviewed the credit risk
policies and strategy of the SACCOs (M = 4.22, SD = 0.846) and also agreed that the
SACCOs identify and manage credit risk for all the loan products in their portfolio (M -
4.04, SD = 0.87Z). Besides, respondents aiso agreed thai the SACCOs' board aiways
ensures that top management are capable of managing credit risk emanating from the

~
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credit operations of the SACCOs (M = 3.96, SD = 0.815) and also agreed that all
employees in the credit department are well trained and knowledgeable to perform their
responsibliities effectively (M = 3.94, SD = §.876). Turiher, ihe findings show thai
respondents agreed that top management in the SACCOs effectively implement the credit
risk policies and strategy approved by the boards (M = 3.92, SD = 0.905) and further
agreed ihat the SACCUs ensure that fhelr remuneraiion policies are aiways in iine wiin

credit risk policies and strategies (M = 3.86, SD = 0.957).

4.5.2 Credit Granting Process

To assess credit granting process in the SACCOs, the study provided respondents with
staternents on credit granting process and then requested the respondents to indicate the
exient that those siatemenis applied m their SACCOs, A five-point rating scaie was
provided (1-5). Means (M) and standard deviations (SD) from the analysis of the
responses are provided in Table 4.7,

R P 3

Tabie 4.7; Credii Graniing Frocess in ine SATTOs

Std.
Statements on Credit Granting Process M Deviation
This SACCO operates within an effective and clear credit- 416 773
graitting Ciiteria ) '
The SACCO has well-known clear credit limits both at the 4.40 677
group and individual lending level ' ]
The SACCO has a clear and well-established criteria for :
. . . 392 934
renewal. amendment. and re-financing of existing loans
The SACCO has a clear and well-defined process for 431 918
approving new loans - '
All approvals of loans in this SACCO are conducted on an
, : 4.18 .858
arm’s-length basis
The credit granting process has been well communicated to all 43 738
employees in the credit department in this SACCO ] 72

(V3]
(1)




The findings displayed in Table 4.6 show that the study participants agreed to all the
provided statements on credit granting process. The findings further indicate that
respondents agreed that the SACCOs have established clear credit iimiis both ai ine
individual and group lending level (M = 4.40, SD = 0.677) and also agreed that the
SACCOs have a clear and well-defined process for approving new loans (M = 4.31, SD =
0.913). Furihermore, respondenis agreed ihat the credii granting process has been weii
communicated to all employees in the credit department in the SACCOs (M = 4.23, SD =
0.738) and further agreed that all approvals of loans in the SACCOs are conducted on an
arm’s-iength basis (M = 4.13, 8D = 0.858). Additionally, the findings show ihat
respondents agreed that the SACCOs operate within an effective and clear credit-granting
critenia (M = 4.16, SD = 0.778) and further agreed that the SACCOs have clear and well-
established criteria for renewai, amendment, and re-financing of exisiing ioans (M = 3.52,
SD = 0.934).

4.5.5 Credit Information Manageiient

The study provided respondents with statements on credit information management and
then requested them to indicate the extent that those statements applied in their SACCOs.
A five-point raiing scale was provided (i-3). Means (M) and siandard deviations (30}
from the analysis of the responses are provided in Table 4.8.

Table 4.8: Credit Information Management in the SACCOs

] ] Clex ]
L.

Statements on Credit Information Management M Deviation

The SACCO conducts monthly review and reconciliation of

accounts and reports for accuracy 4.27 908
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The SACCO has an elaborate system to capture, analyze and

3.90 984
store information on the loan portfolios of the SACCO

The credit information in this SACCO is continually updated

{0 cnsure inal 1t remains curreni

4.35 779

Employees in the credit management department in this
SACCO have access to the information they need to perform 4.39 .866
their duties

The SACCO)’s emplovees utilize the available credit
information in making decisions

4.14 979

The findings summarized in Table 4.8 show that the étudy respondents agreed to all the
provided statements regarding credit information management. Specifically, respondents
agreed that employees in the credit management department in the SACCOs have access
to the information they need to perform their duties (M = 4.39, SD = 0.866) and also
agreed that the credit information in the SACCOs is continually updated to ensure that it
remains current (M = 4.35, SD = 0.779). Besides, respondents also agreed that the
SACCOs conducied monihiy review and reconciliaiion of accounts and reports for
accuracy (M =4.27, SD = 0.908) and also agreed that the SACCOs' employees utilize the
available credit information in making decisions (M = 4.14, SD = 0.979). Further, the
findings show that respondenis agreed thai ine SACCOs have an elaboraie sysiem to
capture, analyze and store information on the loan portfolios of the SACCOs (M = 3.90,

SD = 0.984).

4.5.4 Bad Debts, Write Off Procedures and Provisions

Regarding bad debts, write off procedures and provisions in the SACCOs, the study
provided respondents with statements and then requested them to indicate the extent that

those practices on bad debts, write off procedures and provisions applied in their




SACCOs. A five-point rating scale was provided (1-5). Means (M) and standard

deviations (SD) from the analysis of the responses are provided in Table 4.9.

Table 4.9: Bad Debts, Write Off Procedures and Provisions in the SACCOs

Statements on Bad Debts, Write Off Procedures and Std.
Provisions M Deviation
The SACCO has an effective system for monitoring the 3.90 918
overall quality and composition of the loan portfolio
The SACCO regularly monitors to ensure that it has adequate 389 258
reserves and provisions for bad debts
The SACCO hac an effective svstem for monitoring the
T T 3.98 707
condition of individual loans
The SACCO has a very clear policy and process of aging and 387 28>
writing off debts ) ]
The SACCO has an effective process of debt collection 4.35 779
The SACCO has a mix of manual and automated methods of
contacting borrowers based on the prior history, loan size and 3.90 965
other risk factors

The results summarized in Table 4.9 show that the study respondents agreed to all the
provided statements regarding bad debts, write off procedures and provisions.
Specifically. respondents agreed that the SACCOs have an effective process of debt
collection (M = 4.35, SD = 0.779) and also agreed that the SACCOs have an effective
system for monitoring the condition of individual loans (M = 3.98, SD = 0.707). Besides,
respondentis aiso agreed ihat the SACCOs have an effeciive sysiem for monitoring ihe
overall quality and composition of the loan portfolio (M = 3.90, SD = 0.918) and also
agreed that the SACCOs have a mix of manual and automated methods of contacting
borrowers based on their prior history, loan size and oiher risk faciors (M =390, SD =
0.965). Further, the findings shéw that study participants agreed that the SACCOs have a

very clear policy and process of aging and writing off debts (M = 3.87, SD = 0.882) and
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further agreed that the SACCOs regularly monitor to ensure that they have adequate

reserves and provisions for bad debts (M =3.82, SD = 0.858).

4.5.5 Descriptive Statistics for all Study Variables

The study conducted a descriptive analysis of all the study variables. To have a single
measure for the independent variables, a mean of the independent variable components
(1tems) was computed. The study results are provided in Table 4.10.

Table 4.10: Descriptive Statistics for all Study Variables

I LY. 3 I

M Std. Deviation | Skewness | Ruitosis
Variable Statistic Statistic Statistic | Statistic
Credit risk environment 3.8914 .86546 -.867 ~414
Credit granting process 3.8980 93718 - 745 -.309
Credit information management 4 1139 91844 - 796 -~ RAG
Bad debts, write off proceduresand |, ) 77810 1.018] 1117
provisions
Number of members 8179.59 21408915 6.323 42,295
ROA 2.7912% 1.15248% 1.320 2.816

The findings summarized in Table 4.10 show that the mean of credit risk environment
was 3.8914 while credit granting process had a mean of 3.898. Additionally, credit
Information managemeni bad a mean of 4.11 whereas bad debis, wriie off procedures and
provisions had a mean of 3.76. Further, the mean of SACCO membership was 8,180
indicating that on average, each of the SACCOs had 8,180 members. The financial
performance of the SATCOs {(ROA) had a mena of 2.75% and a standard deviation of
1.15%. The skewhess and kurtosis statistics indicated that all the variables were

normally distributed except number of members.




4.6 Correlation Analysis

The data was subjected to a correlation analysis to determine the association between

financial performance of the SACCOs and all the independent and control variables.

Besides, the correlation analysis was used to assess the multi-collinearity of the

independent variables. Table 4.11 displays the findings.

Tabie 4.11: Correiaiion Anaiysis

Variables 1 2 3 4 5 6
1. Age of SACCO Pearson Correlation 1
Sig. (2-tailed)
N 49
2. Membership Size  Pearson Correlation | .455™ 1
Sig. (2-tailed) .001
N 49 49
3. Credit Pearson Correfation | 724" 1 6107 i
Environment Sig. (2-tailed) 0001 .000
N 49 49 49
4. Credit Granting Pearson Correlation | 679" | 479"} s521™ 1
Process Sig, {2-tailed) 000t 001 000
N 49 49 49 49
5. Credit Information Pearson Correlation | 588" 618" 616"} 621" 1
Mgt Sig. (2-tailed) 000| 000 000 .000
N 49 49 49 49 49
6. Bad Debts Pearson Cormelation 0751 333 307 121 007 1
Procedures Sig. (2-tailed) 6061 0191 374 4081 960
N 49 49 49 49 49 49
7. Financial Pearson Correlation 2500 3207 Te4™| 764T ) 80071 242 1
Performance Sig. (2-tailed) 0691 .028] .000{ .000] 000! .094
N 49 49 49 49 49 49 49

**. Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).

The findings displayed in Table 4.11 show that age of the SACCOs did pot have a

significant association with the SACCOs’ financial performance (r = 0.250, p = 0.069).
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Besides, bad debts, write off procedures and provisions did not also have a significant
association with the SACCOs’ financial performance (r = 0.242, p = 0.094). However,
membership size of the SACCOs had a moderaie, positive and significant association
with the SACCOS’ financial performance (r = 0.329, p = 0.028). Further, the findings
indicated that credit environment (r = 0.794, p < 0.05), credit granting process (r = 0.764,

o

p < G.05} and credit information management (r = 6.860, p < §.05) aii had a sirong and

significant positive association with the SACCOs’ financial performance.

To preciude mujticoilinearity for reilabie regression analysis, the siudy applied the
variance inflation factor (VIF) to examine multicollinearity. The findings of the

multicollinearity tests are displayed in Table 4.12.

A ma w, -

Collinearity Statistics
Variable Tolerance VIF
Credit Environment 362 2.761
Credit Granting Process 449 2.228
Credit Information Management 405 2470
Bad Debts Procedures 806 1.241
Age of SACCO 343 2913
Membership Size 440 2.271

The results presented in Table 4.12 show that all the independent and control variables
had VIF values of below 5. According to Saunders et al. (2019), VIF values of below 5 is
an indication thai ihere was no muiticoilinearity. This hence impiles that the variabies
were appropriate to be fitted in a regression model. The following section provides the

results of the fitted regression model.
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4.7 Regression Analysis and Hypotheses Testing

This subpart presents the analysis, and results of the fitted regression model. The
independent variables in the study were bad debts, write-off procedures, and provisions,
credit granting process, credit information management, and credit environment while the
control variables were age of the SACCOs in years and their membership size. Financial
performance which was measured using ROA was the dependent variabie. To standardize
the variables, logarithm to base ten of membership size was used. The results of the
regression model summary are summarized in Table 4.13.

Tabie 4.13: Regression Modei Summary

Model R R Square | Adjusted R Square | Std. Error of the Estimate
1 944 .892 .876 22718

a. Predictors: (Constant), Membership Size, Bad Debts Procedures, Age of SACCOQ, Credit Granting Process, Credit
Information Mgt, Credit Environment

The findings summarized in Table 4.13 show that the linear relationship (r = 0.944)
between financial performance of the SACCOs and the independent variables was 0.944
which ndicaics 4 sirong iinear association. Besides, the findings indicate ihat ihe four
independent variables (bad debts, write-off procedures, and provisions, c;redit granting
process, credit information management, and credit environment) together with the two
coniroi variabies (age of the SACCOs m years and iheir membership size) couid expiain
89.2% of the variation in the SACCOs’ financial performance (r squared = 0.892). This
implies that 10.8% of the variation in financial performance of the SACCOs could be
described by oiber faciors thai were exciuded in the modei and the error term. The
findings of the analysis of the variance of the regression model are summarized in Table

4.14.
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Table 4.14: Analysis of Variance of the Regression Model

Model Sum of Squares daf M Square F Sig.

1 Regression 17.864 6 29771 57686 000
Residual 2.168 42 052
Total 20.031 48

a. Dependent Variable: Financial Performance
b. Predictors: {Constant), Membership Size, Bad Debts Procedures, Age of SACCQ, Credit Granting Process, Credit

Information Management, Credit Environment

The findings provided in Table 4.14 show that the model was statistically significant and
a good fit for the data (F = 57.686, p < 0.05). This shows that the model has some
prediciive power and ai east one of ihe conirol and independeni variabies had a
significant coefficient. To assess the significance of the various variables in the model,

the t test was conducted and the findings provided in Table 4.15.

Table 4.15: Significance of Regression Model Coefficients

Unstandardized Standardized
Coefficients Coefficients

B Std. Error Beta t Sig.
(Constant) 714 468 1.527 134
Credit Environment 339 102 2791 3.312 .002
Credit Granting Process 172 048 2701 3.567 001
L realt nformation 274 072 302| 3781] 000
Management
Bad Debts Procedures 148 073 Jd15) 2.035 048
Age of SACCO .068 053 108 1247 219
Membership Size 160 079 1551 20311 . .049

The findings provided in Table 4.15 shows that the member size of the SACCO had a

significant positive influence on financial performance of the SACCOs (B = 0.160, p =
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0.049). This implies that SACCOs with large member numbers were expected to
outperform their counterparts with smaller member size. Besides, the findings indicated
ihat age of ihe SACCG (in years) did not have a significant influence on the SACCOs”

financial performance.

Regarding ine effect of ihe credit environment, the study findings {Tabie 4.13) indicaied
that credit environment of the SACCOs significantly and positively influenced the
SACCOs’ financial performance (B = 0.339, p < 0.05). These findings indicate that
Improvement in credit environment of the SACCOs by one unii wouid iead to an
improvement of 0.339 in the SACCOs’ financial performance and vice versa. The
findings also indicated that SACCOs with better credit environment were expected to

outperform their counierparis wiith poor credit environment,

The study finding summarized in Table 4.15 indicated that credit granting process of the
SACCOs significantly and positively influenced the SACCQs” financial performance (B
=0.17Z, p < 0.05). These findings indicate that improvement in credit graniing process of
the SACCOs by one unit would lead to an improvement of 0.172 in the SACCOs’
financial performance and vice versa. The findings also indicated that SACCOs with
betier credit graniing process were expecied to ouiperform iheir counterparis with poor

credit granting process.

Regarding the effect of credii information management, ine siudy findings {Tabie 4.15)

indicated that credit information management of the SACCOs significantly and positively
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and positively influenced the SACCOS’ financial performance (B = 0.148, p < 0.05).
These study findings support the transaction cost theory by Schwartz (1974) which
indicaies that when firms incur monitoring and coiiection costs, they reduce ine nisks of
bad debts, thus improving their ﬁn@cid performance. The findings from this study also
agree with the findings by Noor et al. (2018) that bad debts, NPLs and provisions
significanily infiuenced profitabiiitj. Moreover, ihe study results agree wiith ihe findings
by Omar et al. (2018) that collection strategies positively and significantly affected
financial performance. The findings also concur with the findings by Alshatti (2015) that
praciices relaiing to provisions, write off and levei of bad debis infiuenced financial

performance.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS
5.1 Introduction

This chapter comprises the summary, conclusion and recommendations made in the study.

Besides, the chapter also mentions the limitations of the study and suggestions for further

research.

5.2 Summary of Findings

The study determined that credit environment of SACCOs significantly and positively
influenced the SACCOs’ financial performance (8 = 0.339, p < 0.05). Moreover, the
study found that the board of directors in the SACCOs approved and regularly reviewed
the credit risk policies and strategy of SACCOs, and that the SACCOs identified and
managed credii risk for all their loan producis in their porifoilo. Furiher, the siudy found

that the SACCOs' board of directors always ensured that top management are capable of

- managing credit risk emanating from the credit operations of the SACCOs and that all

empioyees In the credii depariments of the SACCOs were well irained and
knowledgeable to perform their responsibilities effectively. Besides, the study established
that senior management in the SACCOs effectively implemented credit risk policies and
sirategy approved by the boards and thai ihe SACCOs ensured ihat their remuneration

policies are always in line with credit risk policies and strategies.

The study findings indicaied thai ihe credii graniing process of the SACCOs had a
significant positive influence on financial performance of the SACCOs (§ = 0.172, p <

0.05). The findings also indicated that the SACCOs had established clear credit limits
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both at the individual and group lending level, and that they had a clear and well-defined
process for approving new loans. Moreover, the study found that the credit granting
process had been well communicaied io ail empioyees n ihe credii depariment n ine
SACCOs and that all approvals of loans in the SACCOs were conducted on an arm’s-
length basis. Additionally, the findings showed that the SACCOs operated within an
effective and ciear credii-graniing criieria, and had ciear and well-established criteria for

renewal, amendment, and re-financing of existing loans.

The study findings further indicated that credit information management of the SACCOs
had a significant positive influence on financial performance of the SACCOs (B = 0.274,
p < 0.05). The findings also indicated that employees in the credit management
departments 1n the SACCUs had access 1o the information iney needed to perform iheir
duties and that the credit information in the SACCOs was continually updated to ensure
that it remained current. Besides, the study determined that the SACCOs conducted
monthily reconciiiafion and review of reporis and accounis for accuracy, and ihat ihe
SACCOs' employees utilized the available credit information in making decisions.
Further, the findings showed that the SACCOs had elaborate systems to capture, analyze
and store mwformation on thetr ivan porifoilos.

The study determined that bad debts, write off procedures and provisions of the SACCOs
had a significant positive influence on financial performance of the SACCOs (B = 0.148,
p < 0.05). The findings also indicated ihat the SACCOs had effective processes of debi

collection and also had effective systems for monitoring the condition of individual loans.
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Besides, the study established that the SACCOs had effective systems for monitoring the
overall quality and composition of the loan portfolio, had a mix of manual and automated
methods of coniaciing borrowers based on their prior history, loan size and other risk
factors and bhad very clear policies and processes of aging and writing off debts.
Additionally, the findings showed that the SACCOs regularly monitored their borrowers

and oan portfoiios to ensure thai they had adequaie reserves and provisions for bad debis.

5.3 Conclusion

Based on the findings derived from the study, the following conclusions were made. First,
the study concludes that credit environment of SACCOs is vital for financial
performance . The study also concludes that having an effective credit granting process in
the SACCOs 1s essential for the financial performance of the SACCOs. Besides, the
study conciudes ihai effeciive credi info;*rnation management m SACCOs 18
indispensable for the SACCO's financial performance. Lastly, the study concludes that
having effective bad debts, write off procedures and provisions in SACCOs is

instrumentai for the financial performance of the SACCO.

5.4 Recommendations

Based on the conclusions made, the study provides the following recommendations. First,
since the study concludes that credit environment of the SACCQs is vital for the financial
performance of SACCOs, SACCOs should enhance their credit tisk environments. This
can be operationalized through adoption of a formal credit risk policy and strategy that is

reguiarly reviewed. Besides, ihe regulaiory auihoniles such as SASRA should ensure ihai
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SACCOs bave competent boards. Moreover, the study recommends to the board in the
SACCOs to ensure that top management in the SACCOs have the capacity to manage the

credii risks emanaiing from the credii operaiions of the SACCOs.

Regarding the credit granting process in the SACCOs, the study recommends to senior
management in SACCOs to have a formal and well-defined process for approving new
ioans. Moreover, top managemeni in the SACCOs shouid ensure that procedures for
credit granting should be formally and clearly communicated to all employees in the

credit department in the SACCOs.

Concerning credit information management, the study recommends to senior
management in the SACCOs to always ensure that employees in the credit management
depariments have access 10 information that they need to perform their duties. Besides,
the study recommends to top management in SACCOs to ensure and oversee continuous
update of credit information. The study also recommends to the management of SACCOs,
its audriors and SASRA to ensure thai SACCOs conduct monihly reconciilation and

review of reports and accounts for accuracy.

Regarding bad debts, wriie off procedures and provisions, the study recommends o the
SACCOs' external auditors, top management and SASRA to ensure that SACCOs have a
very clear policy and process of aging and writing off debts, adequate reserves and
provisions for bad debis. The management should aiso ensure that their SACCOs have an

effective process for debt collection.
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5.5 Limitations of the Study

This study provides evidence regarding the effect of credit management on the financial
performance of regulated SACCOs within Kiambu County. However, the study has some
limitations which should always be considered when applying or generalizing the study
findings. First, the study only focused on SACCOs in Kiambu County and did not include
SACCUs from other couniies in Kenya. Therefore, the findings may not be readily
generalizable to other SACCOs operating in counties with material contextual differences

to Kiambu County.

Secondly, the study only focused on SACCOs. Since credit management is vital for all
companies and mostly for companies in the financial sector, the findings may not be
generaiizabie to other firms in the financial services secior such as commercial banks and
microfinance institutions. Moreover, the study only considered four credit management
components (credit environment, credit granting process, credit information management
and bad debis wriie off procedures and provisions). The study did not Inciude other
critical components of credit management such as credit risk assessment, credit

monittoring, and client management.

5.6 Suggestions for Further Research

Though this research offered information on the impact of credit management on the
financial performance of Kiambu County's regulated SACCQOs, there are several areas

that still remain and should be explored. To begin with, the research only considered

g
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SACCOs in Kiambu County and excluded SACCOs from other Kenyan counties. The
study therefore suggests for a study to investigate how credit management affects
financiai periormance of SACCOs in other couniies in Kenya thai are dissimilar o

Kiambu County.

Because credii management is important for ail businesses, pariicularly for those in the
financial services industry, the study recommends conduct of research in other financial
services organizations such as commercial banks and microfinance institutions.
Furihermore, since the research only inciuded four aspecis of credii management {credit
environment, credit granting process, credit information management and bad debts write
off procedures and provisions), a further study should be conducted that will incorporate
other Important aspects of credii management, such as credit risk assessment, credii
monitoring, and customer management, and determine how they influence financial

performance of SACCOs.
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APPENDICES
APPENDIX I: QUESTIONNAIRE

PART A: GENERAL INFORMATION

1. What is the highest level of education you have attained?

Doctorate Pl Master’s Degree [ ]
Undergraduate degree [ ] College Diploma [ ]
College Certificate [ ]

2. What is the name of this SACCQO?

LI

How many years have you worked in this SACCQO?

Less than 5 years [ 5 to 10 years [ ]

11 to 15 years [ ] above 15 vears [ ]
4. How many years have this SACCO been operational?

Less than 10 years L] iU 10 20 years L]

21 to 30 years [ ] Over 30 years [ ]
5. How many years have you served in your current position?

Below 2 years [ 1] 2 to 5 vears []

6 to 8 years [ ] 9to 11 years []

More than 11 years [ ]
6. Which sector does this SACCO serve?

=]
I
3
]
2
3
3
£

marmbare dnoe tha QA YUY Ty ra
ARV O MU wav O Ao DaYE

PART B: CREDIT RISK ENVIRONMENT

For the statements on credit risk environment provided in the table below, kindly indicate

the extent of your agreement to the Statements in relation to this SACCO. Kindly use the
following key.

Key: | 1-Strongly Disagree | 2-Disagree | 3-Neutral | 4-Agree | 5-Strongly Agree

Cborn b v suen b ] 2
ALY LA AR AR -r

| 121304
B The board of directors in this SACCO approve and regularly review ‘ ’

th

A
-

L




the credit risk policies and strategy of the SACCO

Top management in this SACCO effectively implement the credit
risk policies and strategy approved by the board

The SACCO identifies and manages credit risk for all the loan
products in its portfolio

All employees in the credit departments are well trained and
knowledgeable to perform their responsibilities etfectively

The SACCO’s board always ensure that top management are

capable of managing credit risk emanating from the credit
operations of the SACCO

G

L

The SACCO ensures that its remuneration policy is always in line

with credit risk policies and strategies

|

PART C: CREDIT GRANTING PROCESS

For the statements on credit granti

ng process provided in the table below, kindly indicate

the extent of your agreement to the statements in relation to this SACCO. Kindly use the
following key.

Key: | 1-Strongly Disagree f

&

2-Disagree | 3-Neutral | 4-Agree | S-Strongly Agree

|

! Statemant

t11273T4aT5]

This SACCO operates within an effective and clear credit-granting
criteria

The SACCO has established clear credit limits both at the individual
and group lending level

The SACCO has a clear and well-established criterial for renewal,

amendment, and re-financing of existing loans

i

re Pl W Ve o N') . .1 . 1 Tt hd ~ T ~ *
LIS DAL DaS 4 Ciear A0 WELI-QeL e process 1or i:l.pp!.’UVl[lg ew

loans

All approvals of loans in this SACCO are conducted on an arm’s-
length basis
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i

The credit granting process has been well communicated to all

employees in the credit department in this SACCO

H

|

PART D: CREDIT INFORMATION MANAGEMENT
For the statements on credit information management provided in the table below, kindly

indicate the extent of your agreement to the statements in relation to this SACCO. Kindly

use ihe foliowing key.

Key: | 1-Strongly Disagree |

2-Disagree | 3-Neutral | 4-Agree | S-Strongly Agree

Statement

1

2

:

1]

The organization condncte monthly reconciliation and review of

reports and accounts for accuracy

|

The SACCO has an elaborate system to capture, analyze and store
information on the loan portfolios of the SACCO

The credit information in this SACCO is continually updated to
ensure that it remains current

Employees in the credit management department in this SACCO

;
|
/
f
|

_

The SACCO’s employees utilize the available credit information in
making decisions

I

:
A
W

PART E: BAD DEBTS, WRITE OFF PROCEDURES AND PROVISIONS

For the statements on management of bad debts, write-off procedures and provisions

provided in the table below, kindly indicate the extent of your agreement to the
Statements in relation to this SACCO. Kindly use the following key.

Key: I 1-Strongly Disagree 2-Disagree

! 3-Neutral ’ 4-Agree ’ S-Strongly Agree

f 1

2'3

4

‘E.

The SACCO has an effective system for monitoring the overall
quality and composition of the loan portfolio

/

T

a
i
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The SACCO regularly monitors to ensure that it has adequate

reserves and provisions for bad debts

The SACCO has an effective system for monitoring the condition

of individual loans

The SACCO has a very clear policy and process of aging and
writing off debts

The SACCO has an etfective process of debt collection

The SACCO has a mix of manual and automated methods of
contacting borrowers based on the prior history, loan size and other

risk factors

* Thank you for your input*
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APPENDIX II: SECONDARY DATA COLLECTION SHEET
Measure ‘ 2016 |1 2017 | 2018 | 2019 | 2020

Net profit/ Surplus / deficit
Total assets
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