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Abstract

Savings and Credit Cooperative Societies have been recognized worldwide as an important avenue of economic growth
and development. They have created a vibrant and dynamic environment hence enhancing economic growth and also plays a
significance role in the society by facilitating the provision of financial services to the people through savings and providing
credit and investment opportunities to individuals, institution and group members. The objective of the study was to determine
the effects of credit risk management practices on the financial performance of Savings and Credit Cooperative Societies in
Mombasa County, Kenya. The researcher used descriptive research design in investigating the effects of Credit risk
management practices on profitability of Sacco’s in Mombasa County. The study used primary data and secondary data for
primary data collection, questionnaires and observations for confirmation of secondary data was used. Secondary data was
obtained from websites, published journal articles, policy documents and any other official documents that were found
relevant to the study. The study targeted 50 SACCOs in Mombasa County, Kenya. This study focused on the effects of credit
risk management on financial performance of SACCOs in Mombasa County. Since only 64.9% of results were explained by
the independent variables in this study, it is recommended that a study be carried out on other factors on financial performance
of SACCOs in Mombasa County. The research should also be done in other commercial banks or deposit taking SACCOs and
the results compared so as to ascertain whether there is consistency on financial performance.
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1. Introduction

Saving and credit cooperative society have been recognized worldwide as an important avenue of economic growth and
development. According to ICA report (2016), cooperative societies have created a vibrant and dynamic environment hence
enhancing economic growth. For example, Kenya has the most vibrant and dynamic Sacco’s in Africa which range from rural
based Sacco’s such as agricultural related to urban based Sacco’s in urban set up (ICA, 2016).

SACCO:s plays a significance role in the society by facilitating the provision of financial services to the people through savings
and providing credit and investment opportunities to individuals, institution and group members. Therefore they perform an active
financial intermediation function, particularly mediating from urban and semi- urban to rural areas and between the savers and
borrowers while ensuring that the loan resources remain in the communities from which the savings were mobilized (Gathurithu,
2015).

According to Cheruiyot, Kimeli & Ogendo, (2017), the government through the ministry of cooperative development and
marketing empowers the cooperative movement in Kenya and gets support through cooperative bank of Kenya which is the bank
for all SACCOs. A college has been established to teach matters of cooperative movement (cooperative college at Nairobi) hence
enhancing competitiveness in this sector of economy.

The Kenya National Federation of Co-operatives (KNFC) is the only apex society in the movement. It was formed with an
objective of promoting, developing, guiding, assisting and upholding ideas of the cooperative and SACCO principles. KNFC is
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the link between co-operatives in Kenya and the International Co-operative Alliance (ICA). Of special mention here is the African
Confederation of Cooperative Savings and Credit Association (ACCQOS), which are registered under the Societies Act, Chapter
108 of the laws of Kenya (KUSSCO, 2017)

1.1 Credit Risk Management in SACCO’s

The provision of credit facilities is the core function of every savings and credit co-operative society. Loans are the largest
and most obvious source of credit risk in SACCOs. Credit risk is the potential that a borrower will fail to meet its obligations in
accordance with agreed terms. The goal of credit risk management is to maximize the risk adjusted rate of return by maintaining
credit risk exposure within acceptable parameters (Brown & Moles, 2012).

The credit function in SACCOs facilitates efficient management and administration of loans portfolio hence enhances
equitable distribution of funds and effective liquidity planning. The success of Credit management is mainly determined by the
level of risk management in place, policies and procedures, professionalism and governance (Kisala, 2014). According to Makori,
Munene and Muturi, (2015), when a good selection strategy for risk monitoring is adopted this implies good pricing of the
products in line with the estimated risk which greatly affect their profitability.

Management committee in SACCO’s formulate, reviews and amends the loan policy. Supervisory committee on the other
hand ensures that the loan policy is adequately carried out and that it achieves the goals it was created. The committee determines
if the policy is being complied with by periodically reviewing a sample of loans granted and denied. The policy is expected to
achieve the following major goals i.e. to establish a fair loaning system, establish efficient credit admiration procedures, assist in
proper recovery of loan funds and finally to guide staff and board members on the loaning process. Therefore credit management
should be guided by clearly spelt out policies and procedures (Kisala, 2014).

2. Research Problem

The uniqueness of the Sacco movement is its geographical distribution across Kenya in all. There is numerous Sacco’s
providing financial access to hitherto financially excluded Kenyans. Sacco’s in Kenya are gradually responding to the fast changes
in the financial environment and adopting new approaches to the Sacco model. Sacco membership is based on common bonds and
knowledge about the borrower (Gathurithu, 2015).

According to SASRA report (2016), due to increase in competition and credit risk exposure in recent years, SACCOs have not
been able to retain their membership and attract new members through natural affiliation, stemming from the common bond
among members hence reducing their profitability. Therefore they are actively pursuing quantitative approaches to credit risk
measurement and are also using credit derivatives to transfer risk efficiently while preserving customer relationships.
Consequently, portfolio quality ratios and productivity indicators have been adapted (Kisala, 2014).

Wachira, (2015) looked into the effects of corporate governance on Savings and Credit Cooperative Societies financial
performance in Kenya and concluded that financial monitoring by the board affected the performance of the SACCO. Langat, et
al., (2013) on the other hand undertook a study on factors influencing performance of Savings and Credit Co-operative Societies
in Bomet County. The study was guided by modern portfolio theory which guides institutions and savings investors on how to
construct their investment portfolios and how to mitigate risks through portfolio diversifications and thus increase returns to
investors. It was found that despite the fact that they have put in place strict measures to credit risk management, still it is a
challenge in majority of the SACCOs.

There has been a challenge on sustainability of urban based SACCOs in Mombasa County due to credit risks that this financial
institution faces leading to reduced profits. Therefore the fundamental question is how significant is the credit risk manage ment
practices on the financial performance of this institutions. This study aims at addressing this by studying the effects of the credit
risk management practices on profitability of this urban based SACCOs in Mombasa County.

3. Objective of the Study
This study was guided by both general and specific objectives:

3.1 General Objective

To investigate the effects of credit risk management practices on the financial performance of urban based SACCOs in
Mombasa County,

3.2 Specific Objectives
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Specific objectives of the study were:

i. To analyze the effect of debt recovery process on financial performance of urban based Sacco’s in Mombasa County.
ii. To establish the effect of credit appraisal procedures on financial performance of urban based Sacco’s in Mombasa
County.
iii. To determine the effect of credit monitoring techniques on financial performance of urban based Sacco’s in Mombasa
County
iv. To determine the effect of credit risk governance practices on financial performance of urban based Sacco’s in Mombasa
County.

4. Research Hypotheses
The study sought to test the following null hypotheses:

Hoz - Debt recovery process has no relationship to financial performance of urban based SACCQOs in Mombasa County.

Hg, - Credit appraisal procedure has no relationship to financial performance of urban based SACCQOs in Mombasa County.

Hos - Credit monitoring technique has no relationship to financial performance of urban based SACCOs in Mombasa County.

Hos - Credit risk governance practices have no relationship to financial performance of urban based SACCOs in Mombasa
County.

5. Justification of the Study

The study assisted the management and members of various SACCOs on improving their credit quality through effective
credit management practices hence increased profitability which implies more returns on their shares in form of dividends.

The study assisted Government and its agencies in coming up with policies through the Sacco regulatory authority, SASRA.
They used the findings of the research to monitor, review and make appropriate decisions and adjustments in regard to the prudent
financial management as specified by the Co-operative Act. The study assisted SASRA in the implementation of the new
regulations to deal with the investment of SACCO funds, funds misappropriation, savings and deposits, and business continuity as
a way of promoting SACCOs and avenues of poverty eradication.

The study was of great importance to future scholars and academicians as there is inadequate literature in the field of
SACCO’s regulations, especially in the developing countries. This study formed the basis for future researches as it provided
literature basis.

6. Review of Literature
6.1 Theoretical Review

Theories are formulated to explain, predict, and understand phenomena and, in many cases to challenge and extend existing
knowledge within the limits of the critical bounding assumptions (Swanson & Chermack, 2013). The theoretical framework
introduces and describes the theory which explains why the research problem under study exists. A theoretical framework consists
of concepts, together with their definitions, and existing theory/theories that are used for the study (Sekaran, 2015). This study
will be modeled along three integrated theories as; Credit risk management theory, Portfolio theory and Contingency planning
theory.

6.2 Credit Risk Management Theory

According to Essendi, (2016), credit markets are shaped by lenders strategies for screening potential borrowers and by
addressing opportunistic behavior encouraged by the inter-temporal nature of loans contracts. Credit risk is the potential that a
borrower will fail to meet its obligations in accordance with agreed terms. The goal of credit risk management is to maximize the
risk adjusted rate of return by maintaining credit risk exposure within acceptable parameter (Brown & Moles, 2014).

When a SACCO grants credit to its customers, it incurs the risk of non-payment. Therefore, systems have to be put in place to
ensure that efficient collection of customer payments is done and that the rate of non-payments is minimized (Wachira, 2015). The
quality of credit contracts varies to differences in the credit worthiness of borrowers. The transaction is inter-temporal since credit
is exchanged for a promise to repay later. It is influenced by the level of risks and profitability of projects. Therefore, lender raises
the prices of credit to a suitable level where they expect returns to be maximized which often excludes small, risky and costly
borrowers. Credit consumption tends to be inversely related not only to interest rates but also to collateral requirements (Wachira,
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2015). This theory will help to guide this study since Sacco’s have mechanisms of monitoring and managing credit especially
through adoption of proper credit risk management practices.

6.3 Portfolio Theory

According to Reilly & Brown, (2011), Portfolios are an effective way of increasing returns while decreasing risk in
investment. For this reason, portfolio selection strategies have received quite some attention in financial literature. The modern
portfolio theory introduces approximate mean-“variance” analysis to simplify the portfolio selection problem. Portfolio theory of
investment tries to maximize portfolio expected return for a given amount of portfolio risk or equivalently minimize risk for a
given level of expected return, by carefully choosing the proportions of various assets. Although portfolio theory is widely used in
the finance industry and several of its creators have won a Nobel prize for the theory, in recent years the basic portfolio theory has
been widely challenged by fields such as behavioral economics (Markowitz, 1952).

According to the portfolio theory, the larger the expected return the better the investment, and the smaller the standard
deviation of the return the more attractive the investment. Furthermore, the theory shows that we can reduce the standard
deviation of the return or risk by combining anti-covariant securities. However, each asset class generally has different levels of
return and risk and also behaves uniquely so that one asset may be increasing in value as another is decreasing or at least not
increasing as much, and vice versa (Brown & Reily, 2015). In the context of this study, proper credit risk management practices
should be put in place to help in minimizing risks in Sacco’s and therefore maximizing on the expected returns hence leading to
improved financial performance.

6.4 Contingency Planning Theory

Contingency planning is a crucial element of risk management. Its fundamental basis is that residual risks always remain, since
all risks cannot be totally eliminated in practice despite the effort to avoid, prevent and mitigate them (Henderson, 1980).
According to this theory, particular situations, combinations of adverse events or unanticipated threats and vulnerabilities may
conspire to overwhelm even the best information security controls designed to ensure confidentiality, integrity and availability of
information assets (Hisnson and Kowalski, 2008).

In the context of this study, contingency planning involves the totality of activities, controls, processes, plans etc. relating to
major incidents and disasters in preparing for major incidents and disasters, formulating flexible plans and marshaling suitable
resources that will come into play in the event, whatever actually eventuates. Therefore, credit risk management should ensure
that preparations are done to curb the risks of uncertainty that arise in the market that can have a negative impact on the general
financial performance of the Cooperative societies. The basic purpose of these measures is to minimize the adverse consequences
or impacts of incidents and disasters (Odhiambo & Waiganjo, 2014).

6.5 Conceptual Framework
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Figure 1 Conceptual Framework

6.6 Review of Study Variables

6.6.1 Debt Recovery Procedure

There are various policies that an organization should put in place to ensure that credit management is done effectively, one of
these policies is a collection policy which is needed because all customers do not pay the firms bills in time. Some customers are
slow payers while some are non-payers. The collection effort should, therefore aim at accelerating collections from slow payers
and reducing bad debt losses (Kimeu, 2017).

According to Wachira (2015), collection policy is a guide that ensures prompt payment and regular collections. The rationale
is that not all clients meet their obligations, some just take it for granted, others simply forget while others just don’t have a
culture of paying until persuaded to do so. Collection procedure is required because some clients do not pay the loan in time some
are slower while others never pay. Thus collection efforts aim at accelerating collections from slower payers to avoid bad debts.
Prompt payments are aimed at increasing turn over while keeping low and bad debts within limits.

Locally studies have been done on effects of credit risk management, among them Silikhe (2014) on credit risk management in
microfinance institutions in Kenya found out that despite the fact that microfinance institutions have put in place strict measures to
credit risk management loan recovery is still a challenge to majority of the institutions. Kimeu, (2017) conducted a survey of
credit risk management techniques of unsecured bank loans. The fundamental question is how significant the credit risk
management practices on the financial profitability of SACCO’S are and by extension their survival in the future. SACCOs should
categorize loans and provide for bad debts where the loans should be described as defaulted, performing, watch, substandard,
doubtful and bad debts then a specific provision should be set for each category (Essendi, 2016).

6.6.2 Credit Appraisal Procedures
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Makori, et al., (2015) studied the challenges facing deposit-taking Savings and Credit Cooperative Societies’ regulatory
compliance in Kenya, where it was concluded that credit risk management has gained an increased focus in recent years, largely
due to the fact that inadequate credit risk policies are still the main source of serious problems within the industry. The chief goal
of an effective credit risk management policy must be to maximize a financial sector’s risk adjusted rate of return by maintaining
credit exposure within acceptable limits. Moreover, there is need to manage credit risk in the entire portfolio as well as the risk in
individual credits transactions (Cheruiyot, et al., 2017)

According to Bridgeforce, (2016), managing credit relationships that are based upon all available customer information and
consistent throughout the credit life cycle greatly increases profitability and reduces surprises. It also requires a greater investment
of management focus, analytical skills, and technology. Brown and Reily, (2015) pointed out that it is important to understand that
credit score only looks at the information contained on the credit report and does not reflect additional information that the lender
may consider in its appraisal. Financial institutions use credit scores to evaluate the potential risk posed by lending money to
consumers and to mitigate losses due to bad debt and to determine who qualifies for a loan, at what interest rate, and what credit
limits; to determine which customers are likely to bring in the most revenue. The use of credit scoring to identity creditworthy
clients for granting credit has been found to be a reliable system which may result into increased financial performance Buck (Liu
and Skovoroda, 2008).

Onaolapo, (2015) studied on the analysis of credit risk management efficiency in Nigeria commercial banking where it was
concluded that the sector of credit administration system provides the relevant information for senior management to make its
experienced judgments about the credit quality of the loan portfolio and provides the foundation upon which loan losses or
provisioning methodology is built. Establishing an efficient administration system would help senior management to monitor the
overall quality of the total credit portfolio and its trends. Consequently, the management could fine tune or reassess its credit
strategy or policy accordingly before encountering any major setback.

Study on the basic lending conditions and procedures in commercial banks concluded that a clear established process of
approving new creditors and extending the existing credits has been observed to be very important while managing credit risks in
Sacco’s. Credit unions must have in place written guidelines on credit approval processes and approval authority’s. The board of
directors should always monitor loans, approval authorities and enhance renewal of existing credit terms and conditions of
previously approved and facilitate credit restructuring which should be fully documented and recorded. Prudent credit practice
requires that persons empowered with the credit approval authority should have customer relationship responsibility. Approval
authorities of individuals should be commensurate to their positions within the management ranks as well as their expertise
(Mwisho, 2016).

6.6.3 Credit Monitoring

In today’s world, credit monitoring is very key in managing credit risk of an individual through accessing previous credit
history. These are organizations which have specialized in offering the service. For instance, in Kenya, credit reference bureaus
offer the service by accessing credit history of individual in various lending institutions and blacklisting those individuals who
defaulted (Mugenyi, 2017).

Gisemba (2015) researched on the relationship between risk management practices and financial profitability of SACCOs. He
concluded that the SACCO’s adopted various approaches in screening and analyzing risk before awarding credit to client to
minimize loan loss. This includes establishing capacity, conditions, use of collateral, borrower screening and use of risk analysis
in attempt to reduce and manage credit risks. He concluded that for SACCO’s to manage credit risks effectively they must
minimize loan defaulters, cash loss and ensure the organization performs better increasing the return on assets.

The study therefore sought to extend the research of Kibui, (2010), the effects of credit risk management practices of
SACCO’S in Nairobi to close this gap by providing further insights and information on the effects of credit risk management
practices on the profitability of deposit taking SACCO’s in Nairobi County. A documented credit management policy that
elaborates the products offered and all activities, play an important role to manage the credit risk. Credit manuals that documents
and elaborates the strategies for managing credit risk also play a major role in minimizing credit risk. However, this depends on
whom, how and what is done at all management levels to mitigate risk (Makori, et al., 2015).

According to Essendi, (2016), delinquent loans refer to any loan in which full payments have not been received as per loan
contract. Therefore, proper monitoring of delinquent loans is key in minimizing credit risk in a SACCO. Hence loans should be
categorized based on the level of performance that is, performing, watch unpaid, substandard and unpaid and proper action should
be taken to ensure timely payments.

6.6.4 Credit Risk Governance
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The Sacco’s play an increasingly important role in local financial economies where competition for customers and resources
with Micro Finance Institutions and other commercial banks is high therefore they require effective and efficient risk control and
monitoring systems. The importance of monitoring risks is to make sure that they can be managed after identification (Mugenyi,
2017).

The risk management feedback loop will involve the management and senior staff in the risk identification and must assess,
process, as well as to create sound operational policies, procedures and systems. Implementation and designing of policies,
procedures and systems will integrate line staff into the internal control processes, thus providing feedback on the Sacco’s ability
to manage risk without causing operational difficulties. The committee and the manager should receive and evaluate the results on
an ongoing basis. Most risk management guidelines in Sacco’s will be contained in the policy manuals e.g. the credit manual
(CBK, 2010).

Sound credit policy would help improve prudential oversight of asset quality, establish a set of minimum standards, and apply
a common language and methodology (assessment of risk, pricing, documentation, securities, authorization, and ethics), for
measurement and reporting of nonperforming assets, loan classification and provisioning. The credit policy should set out the
bank’s lending philosophy and specific procedures and means of monitoring the lending activity evaluated in order to ensure
sustainability in profit (Mugenyi, 2017).

Good governance means going beyond compliance. It means taking a leadership role in instituting and maintaining practices
that represent strong business ethics and ensure consistent communication. However, due to the increasing political interference
in the affairs of the Sacco’s characterized by increasing patronage from the political elite, this leads to distorting the ownership
and governance principles. The ability of the board in terms of the skills mix and commitment to move the Sacco forward attracts
a lot of attention. Most of the boards are manned by individuals that lack the appropriate skills to govern a financial institution
ranging from peasant farmers to primary school teachers (Gathurithu, 2015).

The control environment has a significant effect on the relative size of the Internal Audit Function. Specifically, a supportive
control environment characterized by formalized integrity and clear ethical values, a high level of risk and control awareness, the
perception that risk management is important and the fact that responsibilities with respect to risk management and internal
control are clearly defined is associated with a relatively larger Internal Audit Function. There must be a strong internal control
system and the internal auditor must verify the operations of the system in much the same way, as the external auditor. It involves
the investigation, recording, identification and review of compliance tests of control, they also argued that effective internal audit
procedures provide sufficient relevant and reliable evidence in order to detect and prevent fraud. Proper monitoring should also be
done regularly to ensure compliancy with the set standards (Mugenyi, 2017).

6.6.5 Measurement of Financial Performance

Financial and operating ratios have long been used as tools for determining the condition and the performance of a firm. As
competition intensifies due to changes in the industry structure and the emergence of new technologies, organizations are
determined to reduce their operational costs while enhancing their profitability (Kimari, 2013)

The common profitability measures include: Common-size income statements; Return on total assets (ROA); Return on equity
(ROE); Earnings per share (EPS); Price/Earning (P/E) ratio. Return of total assets (ROA) takes into consideration the return on
investment (ROI) and indicates the effectiveness in generating profits with its available assets, thus the higher the better. Return
on equity (ROE) indicates the return on owners’ equity, hence the higher the better. Earnings per share (EPS) indicate the amount
earned on behalf of each common share, thus the higher the better. Price/earnings (P/E) ratio is the amount investors are willing to
pay for each shilling of earnings, that is indicates investors’ confidence. Therefore, when analyzing a firm’s financial
performance, we are concerned with evaluating a firm’s earnings with respect to a given level of sales / assets / owners’
investment or share value (Kithinji, 2016).

7. Research Methodology

7.1 Research Design

The researcher used descriptive research design in investigating the effect of Credit risk management practices on profitability
of Sacco’s in Mombasa County. Bryman and Bell, (2018) indicated that a descriptive study aims at finding out who, what, where
and how of a phenomenon as a descriptive study. The design is preferred because it entails complete description of the situation,
thus limiting the level of biasness in the collection of data and eventual reduction of errors in interpreting the data collected.
Descriptive research allows the researcher to evaluate the states of a defined population with respect to certain variables.
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7.2 Target Population

According to Cooper and Schindler (2013), population is a set of entire elements in which deduction can be carried by a
researcher. Therefore, it can be termed as the largest set or segment under observation in which the least segment is referred as a
sample. The target population of this study was 90 respondents comprising of credit managers from the listed SACCOs.

Table 1 Target Population

Category Respondents Population
Active SACCOs credit officers 90
Total 90

7.3 Sample frame and Sampling Technique

Where n = sample size, N = population size, ¢ = coefficient of variation (< 21%), and e = error margin (< 2%). This formula
enables the researchers to minimize the error and enhance stability of the estimates (Nassiuma, 2014).
(Nassiuma, 2014) asserts that in most survey, a coefficient of variation in the range of 21% to 30% and a standard error in the
range of 2% to 5% is usually acceptable. In this study ¢ will be taken as 21% and e to be 2%. Applying the formula:

(90x%0.212)
n= 0.2124(90-1)x(0.022)

n= 50

The sample size will be 50 Credit officers.

Table 2 Sample Size

Level Population Size Sample Size
Credit officers 90 50
Total 90 50

7.4 Data Collection Instruments

The study used of primary data and secondary data for primary data collection, questionnaires and observations for
confirmation of secondary data will be used. Secondary data was obtained from websites, published journal articles, policy
documents and any other official documents that was found relevant to the study.

7.5 Presentation and Analysis

This involves interpreting information collected from respondents when the questionnaires are completed by the respondents.
Data analysis was carried out by use of simple mean, percentages, standard deviations, regression and correlation analysis by use
of computer software application known as Statistical Package for Social Sciences (SPSS).

Regression analysis was used to come up with the model expressing the relationship between the dependent variable and
independent variables. The model will be;

Y = Bo+ BaXy+BoXo+ PaXst e
Where:
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Y= financial performance

Bo= Constant B, B4 =Coefficient of independent variables
X; =Debt recovery process

X, = credit appraisal procedures

X3 =credit monitoring X, = credit risk governance

€ =Error term

The Correlation coefficients provided for the degree and direction of relationships. It measures the association, or co-variation
of two or more dependent variables. The statistical calculation of such correlation will be done and expressed in terms of
correlation coefficients. They provided information on the direction and magnitude of an observed correlation between two
variables (X and Y). Inferential statistics were carried out to establish the nature of the relationship that exists between variables.
Data was interpreted with the help of significance P-values, if the P-value is less than 0.05 the variables was deemed significant to
explain the changes in the dependent variable. The coefficient of determination (R? or r? ) was used to analyze the percentage in
which the independent variables determine the dependent variable. It was indicating the proportion of the variance in the
dependent variable that is predictable from the independent variable. Data was presented by use of tables, graphs and pie chart.

8. Research Findings and Data Analysis

8.1 Descriptive Results

In the research analysis, the researcher used a tool rating scale of 5 to 1; where 5 was the highest and 1 the lowest. Opinions
given by the respondents were rated as follows, 5= Strongly Agree, 4= Agree, 3= Neutral, 2= Disagree and 1= Strongly Disagree.
The analyses for mean, standard deviation were based on this rating scale.

8.1.1 Debt Recovery

The study sought how debt recovery affects profitability of SACCOs in Mombasa County. The Study results revealed that
83.7% of the respondents believe that debt recovery affects profitability of SACCOs in Mombasa whereas 16.3% were of the
contrary opinion with a mean score of 1.16 and a standard deviation of 0.374. This shows that majority of respondents believe that
debt recovery contributes to the profitability of SACCOs as shown in Table 3

Table 3 Debt Recovery

Frequency Percentage
Yes 36 83.7
No 7 16.3
TOTAL 43 100

Further the study sought to establish if the response of the above is yes, how debt recovery affects profitability. The study
results revealed that 86% of the respondents believe that debt recovery increases profitability of SACCOs in Mombasa County
and 14% were of the contrary opinion. This shows that debt recovery increases profitability.

Table 4 Descriptive Statistics Debt Recovery

Std.
Statement N Mean Deviation
Debt recovery process have a favorable effect on the financial
performance of SACCOs 43 3.56 548
Inefficient remittances is one of the major factors affecting financial
performance of SACCOs 43 3.86 601
Appropriate debt recovery practices are likely to enhance the 43 412 625

financial performance of SACCOs
Valid N (list wise) 43

The first objective of the study was to assess the effect of debt recovery on financial performance of SACCOs in Mombasa
County. Respondents were required to respond to set questions related to debt recovery and give their opinions. The statement that

99 | August, 2018: Vol. 1, Issue 1




INTERNATIONAL JOURNALS OF ACADEMICS & RESEARCH ISSN: 2617-4138 | www.ijarke.com
IJARKE Business & Management Journal

debt recovery process has a favorable effect on the financial performance of SACCOs had a mean score of 3.56 and a standard
deviation of 0.548. This agrees with (Mugenyi, 2017). The statement that inefficient remittances is one of the major factors
affecting financial performance of SACCOs had a mean score of 3.86 and a standard deviation of 0.601. The statement in
agreement that appropriate debt recovery practices are likely to enhance the financial performance of SACCOs had a mean score
of 4.12 and a standard deviation of 0.625. This is in agreement with Tsuma and Gichinga, (2016) who posits that recovered debt
reduces provision for bad and doubtfull debts and therefore contributes to profitability.

8.1.2 Credit Appraisal Procedures

The study sought to establish the effects of credit appraisal on financial performance of SACCOs in Mombasa County. The
study results revealed that 90.7% of the respondents believe that credit appraisal procedures affects financial performance and
9.3% were of the opposite opinion with a mean score of 1.09 and a standard deviation of 0.294 (Tsuma & Gichinga, 2016).
Further the study established that credit appraisal increases profitability as recorded by 90.7% of the respondents.

Table 5 Descriptive Statistics Credit Appraisal Procedures

Std.
Statement N Mean Deviation
Credit appraisal procedure have a favorable effect on the financial 43 367 680
performance of SACCOs ' '
Credit scoring is one of the major credit risk management factors 43 372 701
affecting financial performance of SACCOS. ' '
Appropriate credit appraisal procedures are likely to enhance the 43 405 925

financial performance of SACCOS.
Valid N (list wise) 43

The second objective of the study was to assess the effect of credit appraisal procedures on financial performance of SACCOs
in Mombasa County. Respondents were required to respond to set questions related to credit appraisal procedures and give their
opinions. The statement that credit appraisal procedure has a favorable effect on the financial performance of SACCOs had a
mean score of 3.67 and a standard deviation of 0.680. The statement credit scoring is one of the major credit risk management
factors affecting financial performance of SACCOs had a mean score of 3.72 and a standard deviation of 0.701. The statement in
agreement that appropriate credit appraisal procedures are likely to enhance the financial performance of SACCOs had a mean
score of 4.05 and a standard deviation of 0.925. This agrees with Ongore and Kusa, (2015) who posits that thorogh credit
appraisal reduces loans limits and loans to individuals and corporates that are deemed most likely to default in repayments thus
allowing credit to be advanced to persons who have the ability to repay thus increasing interest income wihich increases
profitability.

8.1.3 Credit Monitoring

The study sought to establish how credit monitoring affects financial performance of SACCOs in Mombasa County. The study
results revealed that 86% of the respondents believe that credit monitoring affects profitability in SACCOs in Mombasa County
while 14% does not with a mean score of 0.357. Further it was established that credit monitoring increases profitability.

Table 6 Descriptive Statistics Credit Monitoring

Std.
Statement N Mean Deviation
Credit monitoring have a favorable effect on the profitability of
SACCOs in Kenya 43 3.72 766
Loan delinquencies is one of the major factors affecting profitability of
SACCOs in Kenya 43 3.88 793
Appropriate credit monitoring practices are likely to enhance the 43 491 773

profitability of SACCOs in Kenya
Valid N (list wise) 43

The third objective of the study was to assess the effect of credit monitoring on financial performance of SACCOs in
Mombasa County. Respondents were required to respond to set questions related to credit monitoring and give their opinions. The
statement that credit monitoring has a favorable effect on the profitability of SACCOs in Mombasa County had a mean score of
3.72 and a standard deviation of 0.766. The statement that Loan delinquencies is one of the major factors affecting profitability of
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SACCOs in Kenya had a mean score of 3.88 and a standard deviation of 0.793. The statement in agreement that appropriate credit
monitoring practices are likely to enhance the profitability of SACCOs in Kenya had a mean score of 0.773. This statement are in
agreement with (Ongore & Kusa, 2015) and (Tsuma & Gichinga, 2016).

8.1.4 Credit Risk Governance

The study sought to establish effects of credit risk governance on financial performance of SACCOs in Mombasa County.
90.7% of the respondents believe that credit risk governance affect financial performance of SACCOs in Mombasa County and
9.3% are of the opposite opinion. Credit risk governance increases profitability of SACCOs.

Table 7 Descriptive Statistics Credit Risk Management

Std.
Statement N Mean Deviation
Credit risk governance have a favorable effect on the profitability of 43 370 558
SACCOs
Credit compliancy and control mechanisms are one of the major credit 43 379 638
risk management factors affecting profitability of SACCOS. ' '
Appropriate credit risk governance is likely to enhance the profitability of
SACCOS. 43 4.23 .684
Valid N (list wise) 43

The fourth objective of the study was to assess the effect of credit risk governance on financial performance of SACCOs in
Mombasa County. Respondents were required to respond to set questions related to credit risk governance and give their opinions.
The statement that credit risk governance has a favorable effect on the profitability of SACCOs had a mean score of 3.70 and a
standard deviation of 0.558. The statement credit compliancy and control mechanisms are one of the major credit risk
management factors affecting profitability of SACCOs had a mean score 3.79 and a standard deviation of 0.638. The statement in
agreement that appropriate credit risk governance is likely to enhance the profitability of SACCOs had a mean score of 4.23 and a
standard deviation of 0.684. This agrees with (Gonzales-Paramo, 2014).

8.1.5 Financial Performance

Table 8 Descriptive Statistics Financial Performance

Std.
Statement N Mean  Deviation
There has been an increased return on investment of the SACCOs for the 43 419 588

last 5 years

There has been an increase on return on total assets for the last five years 43 4.74 .539
Shareholders have been earning dividends steadily for the last five years 43 4.37 125
There has been an increase in profitability for the last five years 43 4.65 .948
Valid N (list wise) 43

The statement in agreement that there has been increased return on investment of the SACCOs for the last 5 years had a mean
score of 4.19 and a standard deviation of 0.588. The statement in agreement that there has been an increase on return on total
assets for the last five years had a mean score of 4.74 and a standard deviation 0.539. The statement in agreement that
shareholders have been earning dividends steadily for the last five years had a mean score of 4.37 and a standard deviation of
0.725. The statement in agreement that there has been an increase in profitability for the last five years had a mean score of 4.65
and a standard deviation of 0.948.

8.2 Correlation Results

To establish the relationship between the independent variables and the dependent variable the study conducted correlation
analysis which involved coefficient of correlation and coefficient of determination

8.2.1 Coefficient of Correlation

Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (Financial
Performance) and the independent variables (Debt Recovery, Credit appraisal procedure, Credit Monitoring and Credit Risk
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governance). According to Sekaran, (2015), this relationship is assumed to be linear and the correlation coefficient ranges from -
1.0 (perfect negative correlation) to +1.0 (perfect positive relationship). The correlation coefficient was calculated to determine
the strength of the relationship between dependent and independent variables (Kothari, & Garg, 2018).

In trying to show the relationship between the study variables and their findings, the study used the Karl Pearson’s coefficient
of correlation (r). The results were as shown in Table 9 below.

Table 9 Correlation Results

Financial Debt Credit Appraisal Credit Credit  Risk
Performance Recovery  Procedures Monitoring  Governance
Financial 1
Performance
43
Debt Recovery 126 1
.000
43 43
Credit  Appraisal 086 .007 1
Procedures 000 000
43 43 43
Credit Monitoring 192 016 485™ 1
.000 .000 .001
43 43 43 43
Credit Risk 362 .086 .050 266 1
Governance 000 002 000 000
43 43 43 43 43

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

According to the findings, it was clear that there was a positive correlation between the independent variables, debt recovery,
credit appraisal procedure, credit monitoring, credit risk governance and the dependent variable financial performance. The
analysis indicates the coefficient of correlation, r equal to 0.126, 086, 0.192 and 0.362 for credit appraisal procedure, credit
monitoring, and credit risk governance respectively. This indicates positive relationship between the independent variables namely
credit appraisal procedure, credit monitoring, credit risk governance and the dependent variable financial performance. These
results agree with Carter and Jones, (2014) that there is a positive correlation between the independent variables credit appraisal
procedure, credit monitoring, credit risk governance and the dependent variable financial performance.

8.2.2 Coefficient of Determination (R?)

To assess the research model, a confirmatory factors analysis was conducted. The four factors were then subjected to linear
regression analysis in order to measure the success of the model and predict causal relationship between independent variables
(debt recovery, credit appraisal procedures, credit monitoring and credit risk governance), and the dependent variable (Financial
Performance).

Table 10 Coefficient of Determination (R?) Model Summary

Mo
del R
1

Std. Error of the Estimate
2.06001

R Square Adjusted R Square
.806% .649 635

a. Predictors: (Constant), Credit Risk Governance, Credit Appraisal Procedures, Debt Recovery, Credit Monitoring

The model explains 64.9% of the variance (Adjusted R Square = 0.635) on financial performance. These results are in
agreement with (Harmon, 2015). Clearly, there are factors other than the four proposed in this model which can be used to predict
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financial performance. However, this is still a good model as Cooper and Schinder, (2013) pointed out that as much as lower value
R square of 0.10-0.20 is acceptable in social science research.

This means that 64.9% of the relationship is explained by the identified four factors namely debt recovery, credit appraisal
procedures, credit monitoring and credit risk monitoring. The rest 35.1% is explained by other factors in the financial performance
of SACCOs not studied in this research. In summary the four factors studied namely, debt recovery, credit appraisal procedure,
credit monitoring and credit risk governance, determines 64.9% of the relationship while the rest 35.1% is explained or
determined by other factors.

8.3 Regression Results

8.3.1 Analysis of Variance (ANOVA) Results

The study used ANOVA to establish the significance of the regression model. In testing the significance level, the statistical
significance was considered significant if the p-value was less or equal to 0.05. The significance of the regression model was as per
Table 11 below with P-value of 0.00 which is less than 0.05. This indicates that the regression model is statistically significant in
predicting factors of financial performance. Basing the confidence level at 95% the analysis indicates high reliability of the results
obtained. The overall Anova results indicates that the model was significant at F = 28.681, p = 0.000.

Table 11 ANOVA Results

Mean
Model Sum of Squares Df Square F Sig.
1 i Regressio 16 649 4 4.162 981 000"
Residual 161.258 38 4,244
Total 177.907 42

a. Dependent Variable: Financial Performance
b. Predictors: (Constant), Credit Risk Governance, Credit Appraisal Procedures, Debt
Recovery, Credit Monitoring

8.3.2 Regression CoefficientsResults

The researcher conducted a multiple regression analysis as shown in Table 12 so as to determine the relationship between
financial performance of SACCOs and the four variables investigated in this study.

Table 12 Regression Coefficients Results

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 19.142 5.943 3.221 .003

Debt Recovery .218 282 120 172 .005

Credit Appraisal - 5aq 215 233 1310 .00
Procedures

Credit Monitoring .395 .240 .303 1.644 .003

Credit Risk Governance .006 .303 .003 .020 .004

a. Dependent Variable: Financial Performance
The regression equation was:

Y =19.142 + 0.218X; + 0.281X; + 0.395X; + 0.006 X,
Where;
Y = the dependent variable (Financial Performance of SACCOs in Mombasa County)
X1 = Debt Recovery, X, = Credit Appraisal Procedure, X3 = Credit Monitoring, X4 = Credit Risk Governance
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The regression equation above established that taking all factors into account (Financial performance of SACCOs) constant at
zero financial performance of SACCOs will be 19.142. The findings presented also showed that taking all other independent
variables at zero, a unit increase in debt recovery would lead to a 0.218 increase in the scores of financial performance of
SACCOs; a unit increase in credit appraisal procedure would lead to a 0.281 increase in financial performance of SACCOs; a unit
increase in credit monitoring would lead to a 0.395 increase in the scores of financial performance of SACCOs and a unit increase
in credit risk governance would lead to 0.006 increase in score of financial performance of SACCOs.

This therefore implies that all the four variables have a positive relationship with financial performance of SACCOs with
credit monitoring contributing most to the dependent variable and credit risk governance contributing lowest to the dependent
variable. From the table we can see that the predictor variables of debt recovery, credit appraisal procedure, and credit monitoring
and credit risk governance got variable coefficients statistically significant since their p-values are less than the common alpha
level of 0.05.

9. Discussion of Key Findings

9.1 Debt Recovery

On debt recovery, the study results showed that respondents are engaged in debt recovery. Also the results revealed that debt
recovery increases profitability of the SACCOs in Mombasa County. Further, it was established that debt recovery has a positive
correlation with the dependent variable financial performance standing at 12.6%. Lastly a unit increase in debt recovery led to
21.8% increase in financial performance of SACCOs in Mombasa County.

9.2 Credit Appraisal Procedure

The study findings established that credit appraisals procedure helps SACCOs to vet credible customers who are able to pay
without defaulting. Credit appraisal procedures help increase profitability. The study further revealed that there a positive
correlation between the dependent variable credit appraisal procedure and financial performance of SACCOs in Mombasa
standing at 8.6%. A unit increase in credit appraisal procedure leads to 28.1 increase in financial performance of SACCOs in
Mombasa.

9.3 Credit Monitoring

The study results established that credit monitoring increases profitability o SACCOs in Mombasa County. The study also
established that loan delinquencies and appropriate credit monitoring practices enhance profitability of SACCOs in Mombasa
County. The correlation results revealed that there was a positive correlation between the dependent variable financial
performances of SACCOs in Mombasa with credit monitoring standing at 19.2%. A unit increase in credit monitoring leads to
39.5% increase in financial performance of SACCOs in Mombasa.

9.4 Credit Risk Governance

On credit risk governance, the study revealed that it affects profitability of SACCOs in Mombasa. The study results showed
that credit compliance and control mechanisms as a major credit risk management affects financial performance of SACCOs in
Mombasa County. The independent variable credit risk governance had a positive correlation dependent variable financial
performance of SACCOs in Mombasa County standing at 36.2%. A unit increase in credit risk governance leads to 6% increase in
financial performance of SACCOs in Mombasa County.

10. Conclusions and Recommendations

10.1 Conclusion
The conclusions were based on the objectives of the study that credit risk management has an effect on financial performance

of SACCOs in Mombasa County. The study results revealed that debt recovery, credit appraisal procedure, credit monitoring and
credit risk governance has a significant and a positive influence on financial performance of SACCOs in Mombasa.

10.2 Recommendations

The study recommended as follows:
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i That SACCOs should adapt better debt recovery methods to reduce risks related to bad debts.
ii. That SACCOs should embrace use of technology in credit appraisal and other agencies such as credit reference
bureau to help vet credit worth clients from credit unworthy clients.

That SACCOs should pay suppliers and clients to obtain good or services intended to hence ensure that the supplier will pay
through the SACCO and therefore reduce the risk of default.
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