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1. Introduction 

 

There has been an increasing attention towards transport firms from scholars and practitioners globally in the recent past due to 

their significant contribution to economies in both developing and developed economies (Asiedu & Freeman, 2016). They are a 

backbone of many economies. In Europe, for instance, transport firms accounted for almost 85% of net new jobs by 2010 

(Uwonda, Okello, & Okello, 2014). This is also true in the United States where in 2012, the transport firms accounted for almost 

half the number of employees in the economy. According to Caruso (2015), 51.9 percent of all employees were employed by large 

transport firms while the rest were divided between very small transport firms. Thus, about 56.1 million people were employed by 

transport firms in the US by 2012 census data. This is more than double the number that were employed by transport and logistics 

in US by 2004 according to (Kozlow, 2014). Currently, transport firms in US contribute to over half of non-farm GDP.  

 

Nowhere else are transport firms as important as they are in Africa. Transport firms are the biggest job creators in all African 

economies and an engine of national economic growths. They are also touted as the seeds of big businesses playing the role of 

suppliers of large enterprises in Africa. However, small businesses are not only suppliers but also consumers of products (Abor & 

Quartey, 2017). In the national economies in Africa, transport firms account for quarter of the GDP; are more productive than 

large companies, innovate more, have more impact on social and cultural issues, and play a major part in the future of Africa‟s 

economic growth (Uwonda et al., 2014). Transport firms play a significant role in East Africa through alleviation of poverty and 

participation in the global economy through import-export trade. This has helped develop the national economies. For example, 

transport firms account for about 40% of the private sector in Kenya. They are also a major source of employment and wealth 

creation to the masses especially the women and youth and unskilled or low-skilled workers. They are also a major contributor to 

tax revenues and are supplies to larger corporations in terms of supply of goods and services (Ernst & Young, 2016). 

 

Credit (or trade credit) management is the center of a business entity for both short and long-term survival. Credit management 

both the short term and long terms financial aims (Uwonda et al., 2014). It brings together efforts concerned with payment for 

goods or services consumed collection of cash from clients who have consumed products or services on credit and general 

liquidity management (Aminu, 2014). 

 

According to Muller (2015), transport firms must understand credit management if they intend to manage their cash flows. The 

author noted that credit management helps transport firms to project their cash flow requirements. This helps them optimize their 

revenues and expenditure timing and amounts. Further, Yaqub & Husain (2015) noted that in order for small businesses to grow, 

they must address factors that lead to their failure such as cash flow problems. This can be done through better credit management 

practices. 
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There are numerous objectives of credit management. According to Aminu (2014) credit management seeks to accelerate cash 

inflows, delay cash outflows, and invest excess cash to earn a return, borrow cash at the best rates available, and maintain an 

optimal cash level. With better credit and cash flow management practices, a business is capable of holding the right amount of 

cash and gives the business an opportunity to make and receive payments in time. The objective of credit management is to ensure 

that a business identifies its needs in good time in order to avoid cash flow crisis (Horner, 2014). 

 

1.1 Transport firms in Mombasa 
 

Mombasa plays a critical role in international trade within the east African region as a gateway for imports and an avenue for 

exports through its ports. Other than exporters and importers, the other players in international trade are the logistic agencies that 

include Non-vessel owning consolidating companies (NVOCC), freight agencies, transport companies and clearing and 

forwarding entities (Ashraf & Zheng, 2016).  

 

The clearing and forwarding industry comprise economic activities that relate to all imports and exports conducted in respect 

of goods entering or leaving Mombasa as well as those transiting the country. It excludes exporters and importers whose core 

activity is not clearing and forwarding. Thus, the Clearing and forwarding industry serves as an input into every other industry in 

the national economy as well as many of those across the Kenyan borders. Cognizance is taken of the fact that the Kenyan 

Clearing and forwarding industry is a very complex one, involving various activities including freight management and supply 

chain logistics (John & Morris, 2016). 

 

The clearing and forwarding industry are associated with all modes of transport, be they shipping lines, airlines, railways or 

road transport, that might be involved in the carriage of cargo as well as, service providers such as warehouses and transit sheds 

and the associated management of data. The Kenya revenue authority (KRA), through the customs and excise department licenses 

clearing and forwarding firms in their effort to implement bilateral, regional and international trade arrangements, and supports 

global enforcement efforts against smuggling, the illegal importation and exportation of arms, drugs of abuse, as mandated 

through various international legal instruments. The Customs and Excise Department, as the agency of government entrusted with 

the responsibility to monitor and control imports and exports, is responsible for the implementation of the „trade and customs‟ 

clauses of the regional trade agreements. In 2008, the Customs and excise department licensed 960 clearing and forwarding 

agencies that have local cum foreign promotion (Ngare, 2013).  

   

2. Research Problem 

 

The failure rate of transport firms globally is estimated by experts to be between 70 and 80 percent. It is substantially higher 

for countries in sub-Saharan Africa. According to Uwonda et al., (2014), millions of monies are lost on transport firms through 

avoidable mistakes such as those of poor credit management. Aminu (2014) noted that most transport firms are run by people who 

do not have an idea of how to run a business and, therefore, lack the appreciation of businesses fundamentals. While the problems 

that affect transport firms are numerous, Abor & Quartey (2017) revealed that credit management is one that denies the transport 

firms cash flows to run the businesses smoothly. When businesses extend credit, the assumption is always that the buyers will pay 

promptly (Muller, 2015). This, however, is not always the case. 

 

Most Kenyan transport and logistics companies have been unable to maintain that balance due to the competitive nature of the 

industry and hence some of the companies have been forced to close shop or downsize (Netherlands-African Business Council, 

2014). Thus, their survival rate has tended to worsen (Gichuru, 2015) and credit management may be one of the courses of such 

low survival rates of these firms. 

 

Loveline, Uchenna, and Karubi (2014) assessed the challenges facing women-owned enterprises and noted that credit 

management issue was a significant challenge. From the study, the results showed that small businesses were severely hurt by the 

inability of some of their trade creditors to pay up their debts on time thus affected their working capital. In Kenya, studies on 

credit management have only focused on the management of credit facilities provided by financial institutions and working capital 

management practices of firms in general. None has so far examined this issue in terms of how it affects the survival of transport 

firms or the performance. This is a gap that the present study sought to bridge by analyzing how the credit management practices 

of transport firms within Mombasa County affects their performance. 
 

3. Study Objectives 
 

3.1 General Objective 

 

The main objective of the study was to examine the effects of credit management on financial performance of transport firms 

in Mombasa County. 
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3.2 Specific Objectives 

 

The study was guided by the following specific objectives: 

 

i. To examine the influence of credit risk controls on financial performance of transport firms in Mombasa County. 

ii. To determine the influence of credit policy on financial performance of transport firms in Mombasa County. 

iii. To evaluate the influence of account receivables on financial performance of transport firms in Mombasa County. 

iv. To examine the influence of credit terms on financial performance of transport firms in Mombasa County. 

 

4. Review of Literature 

 

4.1 Theoretical Framework 

 

4.1.1 Credit Risk Theory 
 

Although people have been facing credit risk ever since early ages, credit risk has not been widely studied until recent 30 

years. Early literature (before 1974) on credit uses traditional actuarial methods of credit risk, whose major difficulty lies in their 

complete dependence on historical data. Up to now, there are three quantitative approaches of analyzing credit risk: structural 

approach, reduced form appraisal and incomplete information approach (Crosbie et al., 2003). Melton 1974 introduced the credit 

risk theory otherwise called the structural theory which is said the default event derives from a firm‟s asset evolution modeled by 

a diffusion process with constant parameters. Such models are commonly defined “structural model “and based on variables 

related a specific issuer. An evolution of this category is represented by asset of models where the loss conditional on default is 

exogenously specific. In these models, the default can happen throughout all the life of a corporate bond and not only in maturity 

(Longstaff and Schwartz 2015). This theory supports the credit risk objective. 

 

4.1.2 Portfolio Theory 
 

Since the 1980s, companies have successfully applied modern portfolio theory to market risk. Many companies are now using 

value at risk models to manage their interest rate and market risk exposures. Unfortunately, however, even though credit risk 

remains the largest risk facing most companies, the practice of applying modern portfolio theory to credit risk has lagged 

(Margrabe, 2017). Companies recognize how credit concentrations can adversely impact financial performance. As a result, a 

number of institutions are actively pursuing quantitative approaches to credit risk measurement. This industry is also making 

significant progress toward developing tools that measure credit risk in a portfolio context. They are also using credit derivatives 

to transfer risk efficiently while preserving customer relationships. Portfolio quality ratios and productivity indicators have been 

adapted (Kairu 2016). The combination of these developments has vastly accelerated progress in managing credit risk in a 

portfolio context. Traditionally, organizations have taken an asset-by-asset approach to credit risk management. While each 

company‟s method varies, in general this approach involves periodically evaluating the quality of credit exposures, applying a 

credit risk rating, and aggregating the results of this analysis to identify a portfolio‟s expected losses. The foundation of the asset-

by-asset approach is a sound credit review and internal credit risk rating system.  

 

This system enables management to identify changes in individual credits, or portfolio trends in a timely manner. Based on the 

changes identified, credit identification, credit review, and credit risk rating system management can make necessary 

modifications to portfolio strategies or increase the supervision of credits in a timely manner. While the asset-by-asset approach is 

a critical component to managing credit risk, it does not exceed expected losses. Therefore, to gain greater insight into credit risk 

management, companies increasingly look to complement the asset-by-asset approach with a quantitative portfolio review using a 

credit model (Mason and Roger, 2018). Companies increasingly attempt to address the inability of the asset-by-asset approach to 

measure unexpected losses sufficiently by pursuing a portfolio approach. One weakness with the asset-by-asset approach is that it 

has difficulty identifying and measuring concentration. Concentration risk refers to additional portfolio risk resulting from 

increased exposure to credit extension, or to a group of correlated creditors (Richardson, 2017). This theory supports the credit 

policy objective. 

 

4.1.3 Agency Theory 
 

The agency theory explains a possible mismatch of interest between shareholders, management and debt holders due to 

asymmetries in earning distribution, which can result in the firm taking too much risk or not engaging in positive net value 

projects (Mayers and Smith, 2015). The Agency theory was first postulated by Jensen and Meckling in the 1976 article ―Theory 

of the Firm: Managerial Behavior, Agency Costs and Ownership Structure‖ and it helped establish agency theory as the dominant 

theoretical framework of the corporate governance literature and position shareholders as the main stakeholder (Lan and 

Heracleous, 2014). Smith and Stulz (2015) posit that agency issues have been shown to influence managerial attitudes toward risk 

taking and hedging in the field of corporate risk management. Consequently, agency theory implies that defined hedging policies 

can have important influence on firm value (Fite and Pfleiderer, 2015). 
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In order to ensure harmonization of the interests of the principal and their agents the theory posits that a comprehensive 

contract is necessary to ensure that the interests of the principals are met. The relationship between the agent and principal is 

further strengthened by employing experts and systems such as audit and control environment (Jussi & Petri, 2014). Further, the 

theory recognizes that any incomplete information about the relationship, interests or work performance of the agent described 

could lead to selection problem. Adverse selection and moral hazard impact on the output of the agent in two ways; not possessing 

the requisite knowledge about what should be done and not doing exactly what the agent is appointed to do respectively. The 

agency theory, therefore, works on the assumption that principals and agents act rationally and use contracting to maximize their 

wealth (Jensen and Meckling, 1976).    

 

Fama (2017) suggested that the agency problems could be minimized through the separation of the ratification and monitoring 

of decisions from the initiation and implementation of decisions. These decisions can be reflected in a conservative management 

of accounts receivables, reducing the risk involved in the business operation, such as to keep high level of inventories beyond the 

process cycle needs, to offer credit terms above the product turnover, to accept low payment terms not aligned to the market 

practices, etc. In that case, these investment decisions would be translated in excess of accounts receivables. Therefore, the theory 

will help us try to investigate if firms that present monitoring mechanisms of managers‟ actions have lower level of accounts 

receivables requirement. This theory supports the accounts receivable objective. 

 

4.1.4 The Financial Economic Theory 
 

Financial economics approach to corporate risk management builds on the Modigliani Miller paradigm and has so far been the 

most prolific in terms of both theoretical model extensions and empirical research (Klimczak, 2013). This theory stipulates that 

hedging leads to lower volatility of cash flow and therefore lower volatility of firm value. The theory argues that the ultimate 

result of hedging, if it indeed is beneficial to the firm, should be higher value – a hedging premium. Jin and Jorion (2016) criticize 

this theory by posting that ―although risk management does lead to lower variability of corporate value which is the main 

prerequisite for all other effects, there seems to be little proof of this being linked with benefits specified by the theory.  

 

The optimum level of inventory should be determined on the basis of a trade-off between costs and benefits associated with 

the levels of inventory. Costs of holding inventory include ordering and carrying costs. Ordering costs is associated with 

acquisition of inventory which includes costs of preparing a purchase order or requisition form, receiving, inspecting, and 

recording the goods received. However, carrying costs are involved in maintaining or carrying inventory and will arise due to the 

storing of inventory and opportunity costs. There are several motives for lower or higher levels of inventories and highly depends 

on what business a company is in. The most widely and simple motive of managing inventories is the cost motive, which is often 

based on the Transaction Cost Economics (TCE) theory (Emery & Marques, 2015). To be competitive, companies have to 

decrease their costs, and this can be accomplished by keeping the costs of stocking inventory to a reasonable minimum. This 

practice is also highly valued by stock market analysts (Sack, 2000). This theory supports the objective of financial performance 

by evaluating the cost of operations and the sales. 

 

4.1.5 Asymmetric Information Theory 

 

Information asymmetry refers to a situation where business owners or manager know more about the prospects for, and risks 

facing their business, than do lenders (PWHC, 2012). It describes a condition in which all parties involved in an undertaking do 

not know relevant information. In a debt market, information asymmetry arises when a client who takes a credit service usually 

has better information about the potential risks and returns associated with investment projects for which the funds are earmarked. 

The transport company on the other hand does not have sufficient information concerning the client (Edwards and Turnbull, 

2014). 

 

Binks (2012) point out that perceived information asymmetry poses two problems for the transport firm, moral hazard 

(monitoring entrepreneurial behavior) and adverse selection (making errors in lending decisions). Transport firms will find it 

difficult to overcome these problems because it is not economical to devote resources to appraisal and monitoring where lending 

is for relatively small amounts. This is because data needed to screen credit applications and to monitor borrowers are not freely 

available to transport firms. 

 

Transporters face a situation of information asymmetry when assessing credit applications (Binks and Ennew, 2015). The 

information required to assess the competence and commitment of the entrepreneur, and the prospects of the business is either not 

available, uneconomic to obtain or difficult to interpret. This creates two types of risks for the transporters (Deakins, 2016). The 

risk of adverse selection which occurs when transporters offers credit facilities to businesses which subsequently fail (type II 

error), or when they do not offer credit facilities to businesses which go on to become" successful or have the potential to do so 

(type I error) Altman (2017). This theory supports the credit terms objective since it incorporates the aspect of risk in extending 

credit facilities to clients. 

 

5. Conceptual Framework 
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Bryman & Bell (2015) defines conceptual framework as a concise description of phenomenon under study accompanied by a 

graphical or visual depiction of the major variables of the study. According to Young (2009), conceptual framework is a 

diagrammatical representation that shows the relationship between dependent variable and independent variables.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Independent Variables                                                                 Dependent Variable 

Figure 1 Conceptual Framework 

 

6. Review of Study Variables 
 

6.1 Credit Risk Controls 
  

Credit risk refers to the probability of loss due to a borrower‟s failure to make payments on any type of debt. Credit risk 

management, meanwhile, is the practice of mitigating those losses by understanding the adequacy of both a transport and logistics 

firms‟ capital and loan loss reserves at any given time – a process that has long been a challenge for financial institutions (Afrifa, 

2015). Credit risk denotes to the risk that a borrower will default on any type of debt by failing to make required payments. The 

risk is primarily that of the lender and includes lost principal and interest, disruption to cash flows, and increased collection costs 

(Aminu, 2014). Effective management of credit risk is inextricable linked to the development of transport and logistics firm‟s 

technology, which will enable to increase the speed of decision making and simultaneously reduce the cost of controlling credit 

risk. This requires a complete base of partners and contractors (Lapteva, 2015).  

 

Credit risk is one of significant risks of banks by the nature of their activities. Through effective management of credit risk 

exposure transport firms not only support the viability and profitability of their own business but also contribute to systemic 

stability and to an efficient allocation of capital in the economy (Psillaki, Tsolas, and Margaritis, 2014). “The default of a small 

number of customers may result in a very large loss for the bank” (Gestel & Baesems, 2013). It has been identified by Basel 

Committee as a main source of risk in the early stage of Basel Accord.  

 

A number of ratios are available for measuring credit risk. Demirgiic-Kunt (2013) showed that the ratio of the Loan Loss 

reserve to Gross Loan is a measure of transport firms‟ quality of asset that indicates how much of the total portfolio has been 

provided for but not charged off. The loan portfolio risk rises when the quality is poor, and the ratio is high. There is a positive 

relationship between measures of risk and loan to asset in transport firms because their loans are subjected to high risk of default 

than other assets and are more illiquid hence in assessing the impact of loan activities on transport firms‟ risk, the ratio of 

transport and logistics firm‟s loans to asset ratio is used (Brewer,2015).  

 

6.2 Credit Policy 
 

Credit Risk Control 

 Credit Risk 

 Capacity to Repay 

 Interest Rates Risks 

 

Accounts Receivable 

 Creditworthiness 

 Lenient Policy 

 Early Recovery 

 

Credit Terms  

 Credit Period 

 Collection period 

 Reduced debtors 

 

Credit Policy 

 Terms for offering credit 

 Debt collection policy 

 Circumstances for credit 

 

Financial Performance 

 Profitability 

 Return on Assets 

 Liquidity Increase 

 Solvency 
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According to Kariuki (2010) to ensure regular and prompt collection a collection policy is needed which should also aim at 

fastening the collection from slow payers and reducing bad debt losses. Some customers are non-payers completely and others 

don‟t even put the time factor in consideration, hence the policy of collection caters for all these. He further found out that for fast 

turnover of working capital, keeping costs of collection and bad debts within limits and efficient maintenance of collection, 

prompt collection is needed. 

 

Pandey (2015) argued that policy of collection should lay down clear methods of collection. Ineffective collection of loans 

depicts inefficiency in management level. Inefficiency in distributing loans to customers is therefore a policy that is determined 

through cost per loan asset as an average cost per loan advanced to clients in monetary terms determined by total cost and total 

amount of loans ratio.  

 

Abdi (2018) examined the effects of credit policy on non financial performance of trucking firms in Kenya. The study 

concluded that Information technology plays a major role in the performance of organizations in the trucking sector. This is due to 

the fact that, it offers to the organization, competitive and effective communication channels. Secondly, organizational structure 

supports, effective controls as well as, it offers a visual explanation of decision-making process and resource allocation. Thus, the 

organizational structure assists management in determining departments and functions within the firm. Employee skills are a 

major contributor to organizations success by offering competitive and effective communication channels. This also plays a 

crucial role in influencing the firms‟ effectiveness and efficiency and, the level of competence varies with the size of the firm.  

 

6.3 Account Receivables 
 

Overdue accounts receivable is delayed payment by customers and is a potential ground for bad debts and subsequent low 

profitability. Although extension of Credit as stated by Gill, et al., (2014) should only be on the basis of customers 

creditworthiness in order to minimize the level of default and bad debts, firms that use a lenient credit policy tend to give credit to 

customers on very liberal terms and standards that credit is granted for longer periods even to those customers whose credit 

worthiness is not well known (Krueger, 2015). Gitau et al., (2014), state that the purpose of credit control is to ensure that trade 

debts are recovered early enough before they become uncollectible and a loss to the business.  

 

In an attempt to pursue customers who do not pay on due dates, a firm may follow different procedures. Dunn (2014) state that 

a firm seeking to pursue overdue accounts may remind the debtor through a politely worded letter, a strongly worded letter, send a 

representative and eventually contemplate a legal action or writing off the debt altogether. Collection efforts may involve 

reminding the debtor through a demand note and if no response is received, progressive steps using tighter measures are taken 

(Pandey, 2014). Gitau et al., (2014) assert that a creditor should use litigation as a last resort to collect a debt that is bad and when 

there is a major breakdown in the repayment agreement resulting in undue delays and legal action is required to effect collection. 

Finally, a debt may be written off when the creditor feels that it is uncollectable. It is honorable to write off a bad debt from the 

books of accounts to give a true and fair view of the firm‟s financial position.  

 

Mukhoma and Otieno (2016) evaluated the management of account receiveable on financial performance of manufacturing 

firms in Nakuru county. The accounts receivable will be measured using ratios such as turnover ratio which is an accounting 

measure used to quantify firm‟s effectiveness in extending credit as well as collecting debts. This ratio is an activity ratio, 

measuring how efficiently a firm uses its assets. Measures such as days sales outstanding (DSO) which is a measure of the average 

number of days a company takes to collect revenue after a sale has been made will also be looked into to help in the management 

of the accounts receivable. A/R at year end as a percentage of total sales ratio computed by dividing the fiscal year end A/R 

balances by fiscal year net sales will also be used, accounts receivable aging schedule which is a periodic report used to determine 

the priorities of collection activities will also be helpful in the management of the account‟s receivables. Bad debt expense as a 

percentage of total sales ratio computed by dividing year end bad debts expenses by net sales.  

 

6.4 Credit Terms  
 

Wamasembe (2012) describes credit terms as the stipulation under which credit sales are made to clients by the firm. The 

stipulations involve: cash discount and credit period. An industry culture and practices can direct the credit period of a firm. The 

firm may widen the credit period or shorten the credit time. A firm tightens credit period by increasing sales and extension of 

credits hence increase in operating profits. With increased sales and extend credit period. According to Kakuru (2015), found out 

that cash discount boosts collections due from customers and is used as a tool to increase sales. This will lead to the reduction in 

the level of debtors and associated costs. Terms of credit in practice includes: the time of cash discount, the net credit period and 

the cash discount period. Saleh and Zeitun (2017) showed that credit period is the length of time taken to approve from the 

applicants to the loan disbursement. Failure by customers to pay loan within a specified credit period would result to bad debts. 

The credit terms are measured by determining cost of bad debt arising when microfinance institutions agree to loan a sum of 

assets to a debtor with expected repayment in a fixed period of time.  

 

Nyangoma (2017) carried out a study on credit terms of sales and financial performance of SMEs in Kampala, Uganda. The 

study was based on a correlation survey design. Primary data was collected using self-administered questionnaires issued to 
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respondents who were owners/managers of the business. A sample size of 384 respondents was selected from a population of 

110,714 SMEs using simple random sampling method. Data was analyzed using SPSS version 17. Correlation and regression 

analysis were carried out to establish the association among the variables. The results indicated a significant positive association 

among the variables of credit terms, access to credit and financial performance of SMEs. Credit terms contribute 33.1% of the 

variance in financial performance in SMEs. Regression analysis revealed that access to credit contributed 54.3% of the variance in 

financial performance of SMEs. In order to improve access to credit by SMEs, commercial banks and other lending institutions 

need to adjust credit terms in line with what borrowers can afford.  

 

6.5 Financial Performance of Transport Firms 
 

The sub variables applied for measure of growth for transport firms included: Sales turnover; Profit increase; Employment 

increase; Managerial competences and Business environment where each if was to be applied well it was too had a positive effect 

to the business on growth. As indicated by (Chittenden et. al., 2014) found out that credit management in small businesses usually 

falls behind best practice to be applied. That meant many transport and logistics sectors had no idea of how to use credit control 

techniques like aging receivables, accounts receivable forecasting and collection procedures as indicated by (Singh, & Pandey, 

2016) using impact of working capital management in the profitability. Maina and Njuge (2011) indicated that the effects of the 

financial management on growth of transport firms had positive appropriate credit collection and processing controls that were to 

be in place that was equally important the transport and logistics monitor the growth of the processes. 

 

Failure to regularly monitor any process within a business setting makes it impossible to assess their appropriateness and 

effectiveness. (Pike et al., 2013) identified that small businesses feel that the management of debtor days was the most important 

measurement of the effectiveness of their credit management processes (82 per cent of participants) followed by their achievement 

of cash collection targets. Less than half of the participants reported that reducing bad debts and bad debt to sales ratio a being an 

important measure of credit growth within the business. As indicated by (Ali, 2016) stated that cash management practices and 

growth of transport firms was usually an indication of growth of a business. It was interesting to note that a number of countries 

were implementing or had implemented interest charges on late payments in an attempt to support small business. Generally, the 

interest rates on these late payments were quite high. In Australia the Late Payment Bill was not passed but other government 

bodies were seeking remedies to the problem. 

 

Profitability is the ability to make profit from all the business activities of an organization, company, firm, or an enterprise. It 

measures management efficiency in the use of organizational resources in adding value to the business. Profitability may be 

regarded as a relative term measurable in terms of profit and its relationship with other elements that can directly influence the 

profit. Corporate profitability is a measure of the amount by which a company's revenues exceeds its relevant expenses. It is an 

evaluation of management's ability to create earnings from revenue-generating bases within an organization (Ifurueze, 2013). 

Thus, Management is interested in measuring the operating performance in terms of profitability. Hence, a low profit margin 

would suggest ineffective management and investors would be hesitant to invest in the firm. Profitability is the ability to make 

returns from all the business activities of an organization, company, firm, or an enterprise and the concern of every firm lies with 

its profitability. Profitability shows how efficiently the management can make profit by using all the resources available in the 

market (Nwaechina 2013). Profitability is also considered as the rate of return on investment and a widely used financial measure 

of performance. Hence, if there will be an unjustifiable over investment in current assets then this would negatively affect the rate 

of return on investment. The primary goal of credit management is to control current financial resources of a firm in such a way 

that a balance is reached between profitability of the firm and risk associated with that profitability (Ifurueze 2013).  

 

Whittington and Kurt (2017) found out that objective performance measures include indicators such as profit growth, revenue 

growth, return on capital employed. Financial consultants Stern Stewart and Co. created Market Value Added (MVA), a measure 

of the excess value a company has provided to its shareholders over the total amount of their investments (John & Morris, 2016). 

This ranking is based on some traditional aspects of financial performance including total returns, sales growth, profit growth, net 

margin, and return on equity. 
 

7. Research Methodology 
 

7.1 Research Design 
 

The researcher used descriptive research design. Descriptive study is concerned with finding out who, what, where and how 

much of a phenomenon, which is the concern of the study. Sekaran, (2015) observes that the goal of descriptive research is to 

offer the researcher a profile or describe relevant aspects of the phenomena of interest from the individual, organization, industry 

or other perspective. In addition, the design best fit in the ascertainment and description of characteristics of variable in this 

research study and allows for use of questionnaires, interviews and descriptive statistics such as frequencies and percentages. In 

addition, a descriptive design is appropriate since it enables the researcher to collect enough information necessary for 

generalization.  

 

7.2 Target Population 
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Zikmund, Babin, Carr and Griffin, (2017) defined a population in research as any group of institutions, people or objects that 

have at least one characteristic in common. Sekaran (2015) further explains that a target population in experimental research refers 

to the total number of all possible individuals relating to a topic which could, if funds were available, be included in a study. This 

study targeted chief finance officer, and credit manager of 110 transport firms operating in Mombasa County. Therefore, the study 

targeted 220 officers working in transport firms operating in Mombasa County as shown in Table 1 

 

Table 1 Target Population 

Category Target Population Sample Size Percent 

Chief Finance Officer 110 70 50 

Credit Manager 110 70 50 

TOTAL 220 140 100 

 

7.3 Sampling Technique 
 

The study adopted stratified sampling technique with total sample size drawn from each stratum (sub-sector) and elements 

selected from each stratum using simple random sampling. A stratified sampling technique was used because target population is 

classified in strata.  As Bryman and Bell (2015) explains, stratified random sampling is used to reduce extent of variability of 

heterogeneity of the study population with respect to the characteristics that have a strong correlation with what one tries to 

ascertain. The study therefore adopted this method since transport companies have various sub-sectors with varied characteristics 

that would be useful to study to achieve greater accuracy.    

 

7.4 Sample Size 
 

Sample size determination is the act of choosing the number of observations or replicates to include in a statistical sample. The 

sample size is an important feature of any empirical study in which the goal is to make inferences about a population from a 

sample (Bryman and Bell, 2015). The total sample size for this study was obtained using the formulae developed by Cooper and 

Schinder, (2013) together with (Kothari, & Garg, 2018). The sample size was 140. 

 

n = N / 1 + N (α) ²  

 

Where, 

 

n= the sample size,  

N= the sample frame (population)  

α= the margin of error (0.05%).  

 

n =  220 / 1+ 220(0.05)
2
   

 

   = 140 

 

7.5 Data Collection Procedure 
 

The data collection instrument in this study was a questionnaire. The research instrument was conveyed to the respondents 

through the drop and pick technique. The researcher approached each respondent, introduced him to the respondents by explaining 

to them the nature and purpose of the study and then were left the questionnaires with the respondents for completion and picked 

later within three days. Before the questionnaire is given out, the researcher sought for authorization from the management to 

collect data.  A covering letter explaining the objectives of the study and assuring the respondents‟ confidentiality and asking them 

to participate in the study accompanied the questionnaire. Respondents were asked to willingly to participate in the survey and 

give the data. Respondents were required to fill the questionnaires that included responses on measurement of sustainable 

performance as well as the demographic information. Bryman and Bell, (2015) narrate that questionnaire method is an 

inexpensive method for data collection. The use of questionnaire has many advantages which are as follows: they have standard 

questions which can be administered to a large number of respondents in within a short time and at a minimal cost. Respondents 

were assured of anonymity and confidentiality.  

 

7.6 Data Analysis and Presentation 
 

According to Zikmund, Babin, Carr and Griffin (2017), data analysis refers to the application of reasoning to understand the 

data that has been gathered with the aim of determining consistent patterns and summarizing the relevant details revealed in the 

investigation. The study expected to produce both quantitative and qualitative data. Therefore, both descriptive and inferential 

statistics were used to analyses the data. The multiple regression analysis was used to explore the relationship between credit risk 

control, credit policy, account receivables and credit terms as the independent variables and financial performance of transport 
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firms in Mombasa County as the dependent variable. Pearson's product moment correlation analysis will also use and it's a 

powerful technique for exploring the relationship among variables. Correlation coefficient was used to analyze the strength of the 

relations between variables. Correlation coefficients were calculated to observe the strength of the association. A series of 

multiple regression analysis (standard and step wise) was used because they provide estimates of net effects and explanatory 

power. Analysis of variance (ANOVA) was used to test the significance of the model. R
2
 was used in this research to measure the 

extent of goodness of fit of the regression model. The multiple linear to be used to estimate the coefficient is as follows: 

 

The multiple regression equation is as follows; 

 

Y= β0 + β1X1 + β2X2 + β3X3 + β4X4 +e 

 

Where: - 

 

Y = Represents the dependent variable, financial performance of transport firms 

β0= Constant 

β1, β2, β3, β4 = Partial regression coefficient 

X1 = Credit Risk Control 

X2 = Credit Policy 

X3 = Account Receivables 

X4 = Credit Terms  

ε = error term or stochastic term 

 

8. Data Analysis and Results 

 

8.1. Descriptive Statistics 

 

8.1.1 Credit Risk Control 
 

The first objective was to examine the influence of credit risk control on financial performance of transport firms in Mombasa 

County.  The statement that capacity of a debtor is evaluated before credit approval had a mean score 3.46 and standard deviation 

1.564. The statement that condition and terms of the debtor is evaluated before offering credit had a mean score of 3.35 and a 

standard deviation of 1.673. The statement that credit history of debtor had mean score of 3.85 and a standard evaluation know 

your customer policy had a mean score of 3.53 and a standard 1.577. 
 

Table 3 Credit Risk Control 

 N Mean 

Std. 

Deviation 

Capacity of a debtor is evaluated before credit approval 103 3.46 1.564 

Conditions and terms of the debtor are evaluated before 

offering credit. 
103 3.35 1.673 

Credit history of debtors 103 3.85 1.375 

Know your customer policy 103 3.53 1.577 

Valid N (listwise) 103   

 

8.1.2 Credit Policy 
 

The second objective of the study was to evaluate the influence of credit policy on financial performance of transport firms in 

Mombasa County. 
 

Table 4 Credit Policy 

 N Mean 

Std. 

Deviation 

Conditions under which transport offers credit facilities 103 3.39 1.337 

Credit analysis and financial status of debtors 103 3.54 1.564 

Collection policy monitors account receivables to know 103 3.68 1.463 

Circumstances for offering credit to clients 103 3.93 1.078 

Valid N (listwise) 103   

 

The second objective of the study was to evaluate the influence of credit policy on financial performance of transport firms in 

Mombasa County. The statement that conditions under which transport offers credit facilities had a mean score of 3.39 and a 

standard deviation of 1.337. The statement that credit analysis and financial status of debtors had a mean score of 3.54 and 
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standard deviation of 1.564. The statement that collection policy monitors account receivable to know had a mean score of 3.68 

and standard deviation of 1.463. The statement that circumstances for offering credit to clients had a mean score of 3.93 and a 

standard deviation of 1.078. 

 

8.1.3 Account Receivables 
 

The third objective was to determine the effect of account receivables on financial performance of transport firms in Mombasa 

County. The statement in agreement that available debt collection policy has assisted towards effective debt management had a 

mean score of 4.21 and a standard deviation of 1.210. The statement that transport firms sets and follows debt collection policy 

and terms had a mean score 3.26 and a standard deviation of 1.435. The statement that the organization implements these terms 

and policies in case of failure to pay the loan had a mean score 3.60 and standard deviation of 1.374. The statement that 

favourable credit terms stimulate sales had a mean score of 3.59 and a standard deviation of 1.232. 
 

Table 5 Account Receivables 

 N Mean 

Std. 

Deviation 

Available debt collection policy has assisted towards 

effective debt management 
103 4.21 1.210 

Transport firms sets and follows debt collection policy and 

terms 
103 3.26 1.435 

The organization implements these terms and policies in 

case of failure to pay the loan 
103 3.60 1.374 

Favourable credit terms stimulates sales 103 3.59 1.232 

Valid N (listwise) 103   

 

8.1.4 Credit Terms 
 

The fourth objective of the study was to examine influence of credit terms on financial performance of transport firms in 

Mombasa County. The statement that available debt collection policy has assisted towards effective debt management had a mean 

score of 4.21 and a standard deviation of 1.210. The statement that transport terms of sales had a mean score of 3.76 and a 

standard deviation of 1.302. The statement that credit collection period had a mean score of 3.57 and a standard deviation of 

1.684. The statement those terms of extension of credit facilities as shown in Table 6 
 

Table 6 Credit Terms 

 N Mean 

Std. 

Deviation 

Available debt collection policy has assisted towards 

effective debt management 
103 4.21 1.210 

Transport terms of sales 103 3.76 1.302 

Credit collection period 103 3.57 1.684 

Terms of extension of credit facilities 103 3.51 1.552 

Valid N (listwise) 103   

 

8.1.5 Financial Performance 
 

The statement that business growth has been as a result of proper financial management practices undertaken by the firm had a 

mean score of 3.68 and a standard deviation of 1.463. 
 

Table 7 Financial Performance 

 N Mean 

Std. 

Deviation 

Business growth has been as a result of proper financial 

management practices undertaken by the firm. 
103 3.68 1.463 

There had been an improvement in debtor's collection by using 

credit collection policies 
103 3.48 1.259 

The business growth depends on sales returns in terms of price 

of the product, sales in the period, number of customers in a period 

and credit collection policy in place 

103 3.13 1.525 

Solvency-Long-term debt against your assets and equity  103 3.58 1.492 

Valid N (listwise) 103   
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The statement that business growth has been as a result of proper financial management practices undertaken by the firm had a 

mean score of 3.68 and a standard deviation of 1.463. The statement that there had been an improvement in debtor‟s collection by 

using credit collection policies had a mean score of 3.48 and a standard deviation of 1.259. The statement that business growth 

depends on sales returns in terms of price of the product, sales in the period, number of customers in a period and credit collection 

policy in place had a mean score of 3.13 and a standard deviation of 1.525. The statement that solvency-Long-term debt against 

your assets and equity had a mean score of 3.58 and a standard deviation of 1.492. 

 

8.2 Inferential Statistics 

 

8.2.1 Correlation Analysis 
 

Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (Financial 

Performance) and the independent variables (Credit risk control, Credit Policy, Account Receivables and Credit Terms). 

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 & Gang, 2014). 

 

In trying to show the relationship between the study variables and their findings, the study used the Karl Pearson‟s coefficient 

of correlation (r). This is as shown in Table 8 above. According to the findings, it was clear that there was a positive correlation 

between the independent variables, Credit risk control, Credit Policy, Account Receivables and Credit Terms and the dependent 

variable financial performance. The analysis indicates the coefficient of correlation, r equal to 0.215, 0.551, .267 and .167 for 

Credit risk control, Credit Policy, Account Receivables and Credit Terms respectively. This indicates positive relationship 

between the independent variable namely Credit risk control, Credit Policy, Account Receivables and Credit Terms and the 

dependent variable financial performance. 

 

Table 8 Pearson Correlation 

 

Financial 

Performance 

Credit 

Risk 

Management 

Credit 

Policy 

Account 

Receivable 

Credit 

Terms 

Financial 

Performance 

 1     

      

 103     

Credit 

Risk 

Management 

 .215
*
 1    

 .000     

 103 103    

Credit 

Policy 

 .551
**

 .007 1   

 .000 .000    

 103 103 103   

Account 

Receivable 

 .267**  .736
**

 .339
**

 1  

 .004 .000 .000   

 103 103 103 103  

Credit 

Terms 

 .167** .247
*
 .445

**
 .136 1 

 .000 .000 .000 .172  

 103 103 103 103 103 

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

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

 

8.2.2 Coefficient of Determination (R
2
) 

 

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 

(Credit risk control, Credit Policy, Account Receivables and Credit Terms), and the dependent variable (Financial Performance). 

 

Table 9 Model Summary 

Model R 

R 

Square Adjusted R Square Std. Error of the Estimate 

1 .810
a
 .656 .646 1.97094 

a. Predictors: (Constant), Credit Terms, Account Receivable, Credit Policy, Credit Risk 

Management 
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The model explains 65.6% of the variance (Adjusted R Square = 0.646) on Financial Performance. Clearly, there are factors 

other than the four proposed in this model which can be used to predict financial sustainability. However, this is still a good model 

as Bryman and Bell, (2018) pointed out that as much as lower value R square 0.10-0.20 is acceptable in social science research. 

This means that 65.6% of the relationship is explained by the identified four factors namely credit risk control, credit policy, 

account receivables and credit terms. The rest 34.4% is explained by other factors in the financial performance not studied in this 

research. In summary the four factors studied namely, credit risk control, credit policy, account receivables and credit term or 

determines 65.6% of the relationship while the rest 34.4% is explained or determined by other factors. 

 

8.2.3 Analysis of Variance (ANOVA) 
 

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 10 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 = 14.506, p = 0.000 

 

Table 10 ANOVA 

Model 

Sum of 

Squares df 

Mean 

Square F Sig. 

1 Regression 225.404 4 56.351 14.506 .000
b
 

Residual 380.693 98 3.885   

Total 606.097 102    

a. Dependent Variable: Financial Performance 

b. Predictors: (Constant), Credit Terms, Account Receivable, Credit Policy, Credit Risk Management 

 

8.2.4 Regression Coefficients 
 

The researcher conducted a multiple regression analysis as shown in Table 11 so as to determine the relationship between 

financial performance of transport firms in Mombasa County and the four variables investigated in this study.  

 

The regression equation below established that taking all factors into account (Financial Performance of Transport firms in 

Mombasa County) constant at zero financial performance of transport firms in Mombasa County will be 15.430. The findings 

presented also showed that taking all other independent variables at zero, a unit increase in credit risk control would lead to a 

0.223 increase in the scores of financial performance of transport firms in Mombasa County; a unit increase in credit policy would 

lead to a 0.481 increase in the scores of financial performance of transport firms in Mombasa County; a unit increase in account 

receivables would lead to a 0.138 increase the scores of financial performance of transport firms in Mombasa County and a unit 

increase in credit terms would lead to 0.185 increase the scores of financial performance of transport firms in Mombasa County 

(Fama, 2017). 

 

Table 11 Regression Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B 

Std. 

Error Beta 

1 (Constant) 15.430 1.473  10.476 .000 

Credit Risk 

Management 
.223 .099 .290 2.243 .000 

Credit Policy .481 .085 .607 5.685 .000 

Account 

Receivable 
.138 .104 .051 2.362 .001 

Credit Terms .185 .105 .168 3.769 .000 

a. Dependent Variable: Financial Performance 

 

The regression equation was: 

 

Y = 15.430 + 0.223X1 + 0.481X2 + 0.138X3 + 0.185X4 

Where; 

 

Y = the dependent variable (Financial Performance)  

X1 = Credit Risk Management, X2 = Credit Policy, X3 = Account Receivable and X4 = Credit Terms 
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This therefore implies that all the four variables have a positive relationship with financial performance of transport firms in 

Kenya with credit policy contributing most to the dependent variable and account receivable contributing lowest to the dependent 

variable. From the table we can see that the predictor variables of credit risk control, credit policy, account receivable and credit 

term got variable coefficients statistically significant since their p-values are less than the common alpha level of 0.05.  

 

From the table we can see that the predictor variables of credit risk control, credit policy, account receivables and credit terms 

got variable coefficients statistically significant since their p-values are less than the common alpha level of 0.05. 

 

9. Conclusions and Recommendations 

 

9.1 Conclusions 
 

On credit risk control, the study findings rejected the null hypothesis that credit risk control has no effect on financial 

performance of transport firms in Mombasa County. Therefore, the study concluded that credit risk control has a significant effect 

on financial performance of transport firms in Mombasa County. 

 

On credit policy, the study findings rejected the null hypothesis that credit policy has no significant effect of financial 

performance of transport firms in Mombasa County. Therefore, the study concluded that credit policy has a significant effect on 

financial performance of transport firms in Mombasa County. 

 

On account receivables, the study findings rejected the null hypothesis that account receivable has no significant effect of 

financial performance of transport firms in Mombasa County. Therefore, the study concluded that account receivable has a 

significant effect on financial performance of transport firms in Mombasa County. 

 

On credit terms, the study findings rejected the null hypothesis that credit terms have no significant effect of financial 

performance of transport firms in Mombasa County. Therefore, the study concluded that credit terms has a significant effect on 

financial performance of transport firms in Mombasa County. 

 

9.2 Recommendations 

 

The study recommended as follows: 

i. That transport firms should put in place a robust credit risk control mechanism to safeguard the interest of the company 

first. 

ii. That transport firms should be reviewing from time to time its credit policy to be in line with international acceptable 

standards. 

iii. That accounts receivables should be well managed, and its audit reports and suggestions implemented  

iv. That credit terms should be varied from client to client to increase sales volumes. 
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