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ABSTRACT 

The purpose of this study was to investigate the credit risk management practices on the financial 

performance of deposit taking savings and credit cooperative societies in Mombasa County. The study 

adopted descriptive survey research design. The total population of the study was 55 employees drawn from 

five deposit taking savings and credit cooperative societies in Mombasa County. Stratified sampling 

technique was used to choose a sample of 48 respondents. The study used primary and secondary data. The 

collected data was analyzed by the data analysis tool, Statistical Package for Social Science (SPSS) version 25. 

The data analysis techniques employed by the study were descriptive and inferential statistics. Descriptive 

analysis computed mean and standard deviation while multiple regression and correlation analysis indicated 

the nature and the extent of the relationship existing between the study variables. Results were presented in 

frequency and descriptive table. The study findings revealed that the Saccos do credit referencing with CRB 

regarding lending decisions to borrowers and effective credit risk identification mechanisms. The credit 

department of Saccos search for the client historical records to determine risk level and that the Sacco has 

information gathering techniques which are effective and also they interview the credit applicant and carries 

out check list analysis prior to credit consideration. The study concluded that Sacco conducts business plan 

analysis to identify risk exposure and that the Sacco considers cash flow projections before credit approval. 

Also the collateral provided by the loan applicant is valued before the credit approval and that the borrower’s 

capability is established before credit approval. The results showed that the conditions of loan are assessed 

by the Sacco and that the capital of the business is assessed before credit approval. The study recommended 

that the management of the deposit taking Saccos should perform credit referencing by engaging Credit 

Reference Bureau whenever making lending decisions. This would serve as an effective way to identify 

potential defaulters and delist them from credit consideration. The Saccos credit department should be 

empowered financially to be able to effectively gather historical information of an individual so as to 

determine that individual’s risk level in addition to conducting check list analysis before granting credit to the 

applicant. 
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INTRODUCTION 

Globally, the challenge of management and control 

of risks has metamorphosed in to complexities 

occasioned by dynamics in the business 

environment (Levy, Hipel, & Howard, 2017). In 

many instances, risks appear in different facets and 

are strongly dynamic and incognito. The global 

financial crisis witnessed in the last decade coupled 

with a number of high profile corporate failures 

across the globe have made management of risk a 

key aspect in financial institutions sphere. Among 

all existing known risks, credit risk has posed a 

paramount issue worth attention by financial 

institutions globally which has caused financial 

institutions to ensue concerted efforts in taming 

and minimizing the adverse effects of credit risks 

usually through lending. The world’s credit union 

system has a combined savings of $ 1.5 trillion (US 

dollars) and an asset base of $ 1.8 trillion (US 

dollars) out of which $ 1.2 trillion (US dollars) 

constituted the loan portfolio.  

In Kenya, Savings and Credit Corporative Societies 

have faced myriad of challenges in their attempt to 

develop optimal credit risk management 

parameters partially due to constant unpredictable 

thrusts in local economic environment. Local 

empirical studies indicate that requests for loans 

are acted upon based on subjective intuitions 

informed by the borrowers’ repayment track record 

(Fayman & He, 2017). Schroeck (2017) argue that 

majority of financial institutions have adopted 

credit scoring as their sole tool of evaluation. The 

34 percent of the national savings are contributed 

by Saccos and 24 percent of domestic credit 

outstanding (CBK Report, 2017). The credit for the 

borrowers is generated from the deposits Saccos 

receive thus exposing the Saccos to higher credit 

risk which has the potential to plunge the Saccos to 

the financial distress and if unchecked can lead to 

bankruptcy. 

The business environment of the deposits taking 

SACCOs is littered with high risks. The success of the 

Saccos to be sustainable lie with the approach it 

employs to curb these risks (Khan & Ahmed, 2017). 

Saccos reliance on finance lending to individuals 

and institutions justifies the need for prudent credit 

risk management which has the ability to affect the 

Sacco financial performance. Credit risk acts as an 

obstacle to the performance of Saccos since it leads 

to huge capital loses if not well managed (Schroeck, 

2017). 

Since 2014, 184 Saccos with permission to take 

deposits were licensed in Kenya. However, in 2018, 

the operating licenses of three deposit taking 

Saccos were revoked due to non-compliance issues. 

As of 2019 there were 181 deposit taking Saccos 

licensed and registered with SASRA (SASRA, 2018). 

SACCO supervision report (2018) shows that 

members’ loan disbursement accounted for nearly 

three quarters of the Saccos’ total assets. The loan 

quality has posed a challenge since mean gross non-

performing loans for licensed deposit taking Saccos 

stood at a whopping 9.6 percent which was far 

above the allowed limit in the prudential guidelines 

of SASRA of 5 percent. Saccos are highly exposed to 

major risks which are facing other businesses 

(Rejda, 2017). In Mombasa County, there are five 

registered deposit taking SACCOs as indicated by 

SASRA (2019) report. These SACCOs however have 

not been immune to the credit risk faced by other 

financial institutions in Mombasa County.  

Statement of the Problem  

Ideally, credit risk management strategies have the 

potential to minimize chances of loan default. 

However, the financial performance of Saccos 

viewed against other financial institutions has been 

rated very low (Gathurithu, 2018). Saccos are prone 

to high credit default rate attributed to the high risk 

strata it serves. For instance, Saccos default amount 

of loans increased from Ksh. 5 Billion in 2015 to 

above Ksh 10 Billion in 2018 (GoK, 2019).  

In Mombasa County, there has been a recorded 

upshot of investment by Saccos in information 

systems and innovative products development like 

Automated Teller Machines (ATM) and other 

financial products in an attempt to compete with 

conventional financial institutions like MFIs and 
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commercial banks. However, despite these 

investments the SACCOs have continued to record 

high default rate (SASRA, 2019). The SACCO credit 

risk identification and appraisal has been poor since 

many clients are employed in private sector where 

there is more high probability of job redundancy 

before settling the loan. This scenario has been 

exacerbated by the emergence of COVID 19 which 

has left many Sacco members without employment 

due to high rate of retrenchment thus cutting their 

contribution to the Saccos and stoppage of their 

repayments. This has necessitated a study to 

investigate the effect of credit risk management 

practices on SACCO performance. 

Various studies have been done on credit risk 

management practices locally. For example, 

Chepkoech (2017) studied credit risk management 

and Micro Finance Institutions performance in 

Nairobi County and showed that credit terms and 

conditions have a significant positive effect on the 

performance of MFIs in Nairobi County. Njeru, 

Mohammed and Wachira (2018) did a study on the 

relationship between effectiveness of credit 

appraisal on loan performance of Commercial Banks 

in Kenya and concluded that credit appraisal was 

found to be very important in influencing 

performance. However, the studies reviewed 

focused on commercial banks and MFIs and none 

focused on deposit taking SACCOs’ performance. 

This study sought to bridge the identified gaps by 

investigating the effect of credit risk management 

practices on financial performance of deposit taking 

SACCOs in Mombasa County. 

Research Objectives 

The general objective of this study was to 

investigate the effect of credit risk management 

practices on financial performance in deposit taking 

savings and credit cooperatives in Mombasa 

County. The specific objectives were; 

 To determine the effect of credit risk 

identification on financial performance of 

deposit taking savings and credit cooperative 

societies in Mombasa County. 

 To assess the effect of credit risk appraisal on 

financial performance of deposit taking savings 

and credit cooperative societies in Mombasa 

County. 

 To examine the effect of credit risk control on 

financial performance of deposit taking savings 

and credit cooperative societies in Mombasa 

County. 

 To establish the effect of credit risk monitoring 

practices influences the financial performance 

of deposit taking savings and credit 

cooperative societies in Mombasa County. 

The study was guided by the following research 

hypotheses; 

 H01: Credit risk identification has no significant 

effect on financial performance of deposit 

taking savings and credit cooperative societies 

in Mombasa County. 

 H02: Credit risk appraisal has no significant 

effect on financial performance of deposit 

taking savings and credit cooperative societies 

in Mombasa County. 

 H03: Credit risk control has no significant effect 

on financial performance of deposit taking 

savings and credit cooperative societies in 

Mombasa County. 

 H04: Credit risk monitoring has no significant 

effect on financial performance of deposit 

taking savings and credit cooperative societies 

in Mombasa County. 

LITERATURE REVIEW 

Theoretical Framework 

Credit Risk Theory 

The theory of credit risk was propounded by Robert 

Merton in 1974. The theory is also referred to as 

structural theory. The theory posits that the event 

of default emanates from the evolution of 

organization’s assets, shaped by infusion process 

with k parameters (constant). These models are 

defined and are based on specific issuer related 

variables. The category evolution is depicted by a 

models set where conditional loss on failure is 

externally defined, nonetheless keeping the 
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endogenous nature of failure occurrence. In these 

models, the failure or default can result throughout 

all the corporate bond life rather than in bond’s 

maturity (Longstaff & Schwartz, 2015, Saa-Requejo 

& Santa Clara, 2016). The dynamics of assets are 

modeled generally as a constrained infusion subject 

to an absorbing barrier. Credit risk theory is 

adopted in this study to support the credit risk 

identification and control since it affects the 

financial performance of deposit taking Saccos’. 

Asymmetry Information Theory 

Asymmetric Information theory was propounded in 

1970 by George A. Akerlof. His basic argument is 

that in many markets the buyer uses some market 

statistic to measure the value of a class of goods. 

Thus the buyer sees the average of the whole 

market while the seller has more intimate 

knowledge of a specific item. Akerlof argues that 

this information asymmetry gives the seller an 

incentive to sell goods of less than the average 

market quality. The average quality of goods in the 

market will then reduce as will the market size. 

Such differences in social and private returns can be 

mitigated by a number of different market 

institutions. 

The theory of asymmetric information argues that it 

may be impossible to distinguish good borrowers 

from bad borrowers (Auronen, 2017). which may 

result in adverse selection and moral hazards 

problems- Adverse selection and moral hazards 

have led lo substantial accumulation of non-

performing accounts in cooperatives (Bofondi & 

Gobbi, 2016). The very existence of cooperatives is 

often interpreted in terms of its superior ability to 

overcome three basic problems of information 

asymmetry namely ex ante, interim and ex post 

(Uyemura & Deventer, 2015). Asymmetric 

information theory is adopted in this study to 

support credit appraisal since the success of Sacco 

on appraising for the borrowers character and 

business viability is through getting timely 

information. 

Principal-Agent Theory 

In the classical principal-agent theory, one party 

(the principal) leaves another one (the agent) some 

decision-making rights in order to do transactions 

for him due to better information availability and to 

do them in the principal's best interest because the 

agent's efforts have a great impact on the latter's 

welfare (Reekie et al, 2015), In business, owners or 

creditors of firms act as principals whereas 

management takes the role of the agent. That is 

why this theory is called principal-agent or just 

agency theory (Wolf, 2016). However, there are 

certain conflicts of interest arising in this 

relationship. Since the principal is unable to monitor 

the agent's activities perfectly and receive the same 

information as the agent without any cost, there is 

a certain risk of opportunistic behavior on the part 

of the agent.  

Agency problems are thus due to information 

asymmetry. While owners of a firm only want to see 

high profits, managers prefer looking at various 

aspects of the business as well, such as their own 

utility, suppliers, costs, employees, customers or 

other investors (Reekie et al, 2015). Agency theory 

is  therefore  adopted  in  this  study  because there  

is  need  to  reduce  costs  resulting from the 

conflicts between the managers, owners and debt 

holders in order to maximize financial performance. 

The theory supports financial performance of 

deposit taking Saccos. 

Credit Management Theory 

Woolcock in 2000 proposed the credit management 

theory which states that the markets for credit or 

loans are highly shaped by the banks (who are 

lenders) strategies for potential borrowers 

screening and by addressing the opportunistic 

behavior which is encouraged by the nature of loan 

contracts. Accordingly, lenders usually increase 

credit pricing to a level that they expect returns to 

be maximized. This often excludes small, risky and 

costly borrowers. The consumption of credit tends 

to be inversely related to both the interest rates 

and the required collateral. Financial institutions 

tend to apply the credit management theory taking 
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advantage of the opportunistic behavior presented 

by potential borrowers. Consumption of credit is 

collated to the collateral requirements and a 

variable interest rate pricing policy might be utilized 

by individual banks (Tanui, Wanyoike & Ngahu, 

2015). Credit management theory is adopted in this 

study because there is need to screen borrowers 

and address the opportunistic behavior in loan 

pricing policies to maximize financial performance. 

Thus it supports credit risk monitoring and control 

variables. 

Conceptual Framework 

 

Independent variables                                                                   Dependent variable 

Figure 1: Conceptual framework 

 

Empirical Review 

Byaruhanga (2017) did a study to establish the 

effect of credit accessibility, terms of credit on 

agricultural cooperatives performance in Rwanda. 

The study targeted population was 196 agricultural 

cooperatives which were selected from the 

southern province districts in the country. The 

primary data was collected by use of 

questionnaires. Data analysis was done by use of 

SPSS tool and both descriptive and regression 

analysis were done on the collected data. The study 

results showed that there was a significant positive 

effect of credit terms, credit accessibility on 

agricultural cooperatives performance. 

Aboagye and Otieku, (2016) did a study to 

investigate the effect of credit risk management on 

financial institutions profitability in Sweden. The 

specific objective was to assess if management of 

the risk related to that credit affects the profitability 

of the financial institutions. Secondary data was 

collected in the study and the results indicated that 

management of credit risk in financial institutions 

has become more important not only because of 

Financial performance 
Non-performing loans 
Return on Assets 
Profitability 
Return on Investment 

 
 

Credit risk control 
 Loan securitisation 
 Credit rationing 
 Portfolio guidelines 
 Credit data management 

 

Credit risk appraisal 
 Borrowers capability 
 Business plan analysis 
 Business viability 
 Collateral valuation 

 
 

Credit risk monitoring 
 Loan payment checks 
 Credit disbursement review 
 Funds usage 
 Monitoring resources adequacy 

 

Credit risk identification 
 Credit referencing 
 Past payment history  
 Risk exposure 
 Info gathering techniques 
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the financial crisis that the world is experiencing 

nowadays but also the introduction of Basel II.  

Chepkoech (2017) carried a study to investigate the 

effect of credit risk management on MFIs 

performance in Nairobi County. The study target 

population was all the 261 employees drawn from 

selected Micro-Finance Institutions in Nairobi 

County. The study adopted a multiple regression 

analysis. The study findings indicated that the terms 

of credit and credit conditions have a significant 

positive effect on the performance of MFIs in 

Nairobi County. 

Kalui and Kiawa (2015) did a study to determine the 

credit risk management procedures effect on 

financial performance of MFIs in Kenya. Credit 

management procedures studied were 

identification of risk, risks monitoring procedures, 

and risk analysis and assessment procedures. The 

study employed descriptive research design. The 

study population comprised of credit managers and 

officers derived from fifty four MFIs in Nairobi 

County. The study results revealed that MFIs 

considered risk identification, risks monitoring, risk 

assessment, risk analysis as a process in credit risk 

management.  

Korir (2015) did a study on the impact of credit risk 

management practices on the financial 

performance of Deposit Taking Microfinance 

institutions in Kenya. The research concluded that 

credit risk management practices are adopted by 

Deposit taking microfinance institutions in Kenya to 

mitigate against the credit risks which they are 

exposed to. The findings of the study show that 

credit collection practices have a significant positive 

relationship with performance of deposit Taking 

Saccos. 

Njeru, Mohammed and Wachira (2017) study 

investigated the relationship between effectiveness 

of credit appraisal on loan performance of 

Commercial Banks in Kenya. Descriptive research 

design was used. Data was collected using a self-

administered questionnaire. Credit appraisal was 

found to be very important in influencing 

performance of commercial banks. Findings also 

revealed that lending placed much reliance on use 

of past information. 

METHODOLOGY 

This study adopted a descriptive survey design 

which describes in detail events, situations and 

interactions between people and things (Cooper & 

Schindler, 2014). The study targeted management 

employees of deposit taking SACCOs in Mombasa 

County. According to Sacco Society Regulatory 

Authority (SASRA) (2020) there were five deposits 

taking SACCOs operating in Mombasa County. The 

study targeted 55 management employees of the 

three SACCOs. 

The stratified sampling technique was used select 

sample size from the target population. A 

structured questionnaire was used to collect 

quantitative data for the purposes of 

answering the research questions for this study. 

Secondary data was obtained from already existing 

sources which included library books, documents, 

published journals and SACCO reports. Multiple 

regression analysis was used because it provides 

estimates of net effects and explanatory power. The 

statistical package for social sciences, SPSS (version 

25.0) was used for data analysis. 

The multiple regression model that aided the 

analysis of the variable relationships was as follows:  

Y=β0+β1X1+β2X2+β3X3+β4X4+ε 

Where; 

Y  = Financial performance 

β0  = Constant (intercept); 

β1….β4=Regression coefficient of four variables. 

X1 = Credit risk identification 

X2 = Credit risk appraisal 

X3 = Credit risk control 

X4 = Credit risk monitoring 

ε = Error term  
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FINDINGS AND DISCUSSIONS 

Descriptive Analysis 

Descriptive analysis was conducted on the study 

variables to check the mean and standard deviation. 

The results were presented in the following tables. 

Table 1: Credit Risk Identification  

 N Mean Std. Deviation 

Our Sacco does credit referencing with CRB regarding lending decisions to 
borrowers 48 3.20 .961 

Our Sacco has effective credit risk identification mechanisms 48 4.63 1.326 

Our credit department searches for the client historical records to 
determine risk level 

48 4.53 1.196 

Our Sacco has information gathering techniques which are effective 48 4.77 1.501 

Our Sacco interviews the credit applicant 48 4.73 1.363 

Our Sacco performs check list analysis prior to credit consideration 48 4.05 .749 

 

It was observed from table 1 that respondents were 

indifferent to the statement that the Sacco does 

credit referencing with CRB regarding lending 

decisions to borrowers (mean = 3.20). Respondents 

agreed to the statement that the Sacco has 

effective credit risk identification mechanisms as 

indicated by a mean of 4.63. The respondents 

agreed to the statement that credit department 

searches for the client historical records to 

determine risk level (mean=4.53). Respondents 

further agreed to the statement that the Sacco has 

information gathering techniques which are 

effective (mean=4.77) and that the Sacco interviews 

the credit applicant (mean = 4.73). Respondents 

were in agreement with the statement that the 

Sacco performs check list analysis prior to credit 

consideration (mean = 4.05). 

Table 2: Credit Risk Appraisal 

Credit Risk Appraisal N Mean Std. Deviation 

Our Sacco conducts business plan analysis to identify risk exposure 48 4.37 1.474 

Our Sacco considers cash flow projections before credit approval 48 4.40 1.163 

The collateral provided is valued before the credit approval 48 4.70 1.088 

The borrowers capability has established before credit approval 48 4.57 1.278 
The conditions of loan is assessed by our Sacco 48 4.83 1.234 

The capital of the business is assessed before credit approval 48 4.51 .904 

 

It was observed in Table 2 that respondents agreed 

to the statement that the Sacco conducts business 

plan analysis to identify risk exposure and that the 

Sacco considers cash flow projections before credit 

approval as indicated by a mean of 4.37 and mean 

of 4.40 respectively. Respondents also agreed to 

the statement that the collateral provided is valued 

before the credit approval (mean=4.70) and that 

the borrowers capability has established before 

credit approval (mean=4.57). Respondents agreed 

to the statement that the conditions of loan are 

assessed by the Sacco and that the capital of the 

business is assessed before credit approval as 

shown by a mean of 4.83 and a mean of 4.51 

respectively. 
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Table 3: Credit Risk Control 

 N Mean Std. Deviation 

Our Sacco has clear portfolio guidelines 48 3.90 1.539 

Our Sacco has clear documented credit rationing policies 48 4.70 1.088 
Our Sacco has efficient credit data management 48 3.57 1.278 

Our Sacco performs loan securitization by requesting clients to provide 
financial guarantees 

48 4.50 1.280 

The Sacco has credit risk control policies which are effective 48 3.27 1.437 
The Sacco assesses borrowers capacity to repay 48 4.68 .954 

 

From Table 3 it was observed that respondents 

agreed to the statement that the Sacco has clear 

portfolio guidelines and that the Sacco has clear 

documented credit rationing policies as indicated by 

a mean of 3.90 and mean of 4.70 respectively. 

Respondents were indifferent to the statement that 

the Sacco has efficient credit data management 

(mean=3.57). However, respondents were in 

agreement to the statement that the Sacco 

performs loan securitization by requesting clients to 

provide financial guarantees (mean=4.50). 

Respondents were indifferent to the statement that 

the Sacco has credit risk control policies which are 

effective (mean=3.27). However, respondents 

agreed that the Sacco assesses borrower capacity to 

repay as indicated by a mean of 4.68. 

Table 4: Credit Risk Monitoring 

 N Mean Std. Deviation 

Our credit department subjects individual credit exposure to a final check 
before credit disbursement 

48 4.47 .973 

Our credit disbursement review covers compliance with set internal 
guidelines 

48 4.43 .728 

Our credit department checks the loan payment process to ensure it is paid 48 4.60 1.003 
Our credit department has capacity to monitor the loan status 48 4.47 .730 

The Sacco has adequate resources to follow up on loan repayment process 48 4.90 1.155 

The Sacco performs routine checks on borrowers business 48 4.78 .591 

 

From Table 4 it was observed that respondents 

agreed to the statement that the Sacco credit 

department subjects individual credit exposure to a 

final check before credit disbursement and that the 

credit disbursement review covers compliance with 

set internal guidelines as indicated by a mean of 

4.47 and mean of 4.43 respectively. Respondents 

also agreed to the statement that the credit 

department always checks the loan payment 

process to ensure it is paid (mean=4.60) and that 

the credit department has capacity to monitor the 

loan status (mean=4.47). Respondent were in 

agreement to the statement that the Sacco has 

adequate resources to follow up on loan repayment 

process and that the Sacco performs routine checks 

on borrower’s business as indicated by a mean of 

4.90 and mean of 4.78 respectively. 

Correlation Analysis 

Before running the regression analysis, the 

researcher run the correlation matrix in order to 

check whether there was association between 

variables and also checked whether there was a 

multi-collinearity within the variable. Pearson 

product moment correlation coefficient (r) was 

used to aid in establishing correlation between the 

study variables of interest. Correlation coefficient 

shows the magnitude and direction of the 

relationship between the study variables.  Pearson 

correlation coefficient was used to gauge the 

relationship between credit risk management 

practices and financial performance. 
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Table 5: Correlation Coefficient 

 
Risk 

identification 
Risk 

appraisal 
Risk 

control  
Risk 
monitoring 

Financial 
performance   

Credit risk 
identification 

Pearson 
Correlation 

1     

Sig. (2-tailed)      
 N 48     
Credit risk 
appraisal 

Pearson 
Correlation 

.586** 1    

Sig. (2-tailed) .000     
 N 48 48    
Credit risk 
control 

Pearson 
Correlation 

.319** .226** 1   

Sig. (2-tailed) .000 .000    
 N 48 48 48   
Credit risk 
monitoring 

Pearson 
Correlation 

.253** .560** .379** 1  

Sig. (2-tailed) .000 .000 .000   
 N 48 48 48 48  
Financial 
performance 

Pearson 
Correlation 

.493** .427** .380** .418 1 

Sig. (2-tailed) .004 .000 .000 .000  

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

Correlation analysis findings revealed that there is a 

positive correlation between risk identification and 

financial performance (r=0.493, p-value=0.004). 

Therefore, an increase in risk identification leads to 

an increase in financial performance. Regarding risk 

appraisal, the correlation coefficient was also 

positive (r = 0.427, p-value < 0.000). This means that 

an increase in use of risk appraisal in Saccos leads to 

an increase in financial performance. 

Results of the study also showed that there is a 

significant positive correlation between risk control 

and financial performance (r=0.380, p-value <0.05) 

implying that an increase in use of risk control 

improved the rate of financial performance. 

Correlation analysis findings revealed that there is a 

positive correlation between risk monitoring and 

financial performance (r=0.418, p-value=0.000). 

This means that the variables could be selected for 

statistical analysis like regression analysis.  

Multiple Regression Analysis 

A multiple regression model was adopted in the 

study to establish the statistical relationship 

between the independent and the dependent 

variables. The F-test was used further to determine 

the validity of the model while R squared was used 

as a measure of the model goodness of fit. The 

regression coefficient summary was then used to 

explain the nature of the relationship between the 

dependent and independent variables. 

Table 6: Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .692a .479 .396 .26265 2.446 

a. Predictors: (Constant), Credit risk identification, Credit risk appraisal, Credit risk control, Credit risk 

monitoring 

b. Dependent Variable: Financial performance 
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The regression results in Table 6 indicated that the 

coefficient of determination (R2) is 0.479. This 

implies that 47.9 percent of variance in financial 

performance was explained by credit risk 

management practices (Credit risk identification, 

credit risk appraisal, credit risk control, and credit 

risk monitoring). However, the model did not 

explain 52.1 percent of variation in financial 

performance, suggesting that there are other 

factors associated with financial performance which 

were not included in the study.  

Table 7: Analysis of Variance 

Model Sum of Squares df Mean Square F Sig. 

1 
Regression 1.587 4 .397 9.925 .002b 
Residual 1.725 43 .040   
Total 3.311 47    

a. Dependent Variable: Financial performance 
b. Predictors: (Constant), Credit risk identification, Credit risk appraisal, Credit risk control, Credit risk 
monitoring 

 

ANOVA results in Table 7 showed that the 

significance value in testing the reliability of the 

model for the relationship between the credit risk 

management practices and financial performance 

was obtained as 0.02 which is less than 0.05, the 

critical value at 95% significance level. Therefore, 

the overall model was statistically significant 

(P<0.05) in predicting the relationship between the 

study variables. 

Table 8: Regression Coefficients 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) 2.991 .998  2.998 .006 

Credit risk identification .465 .231 .404 2.013 .029 

Credit Risk appraisal .427 .168 .059 2.541 .005 

Credit risk control .363 .187 .157 1.941 .017 

Credit risk monitoring .413 .118 1.009 3.509 .002 

a. Dependent Variable: Financial performance 

 

Y = 2.991 + 0.465X1 + 0.427X2 + 0.363X3 + 0.413X4 

The regression results in Table 8 showed that for a 

1-point increase in credit risk management 

practices, financial performance was predicted to 

increase by 2.991, given that all the other factors 

are held constant at zero. Further in the model it 

shows that a unit increase in credit risk 

identification would lead to an increase in financial 

performance by 0.465. A unit increase in credit risk 

appraisal would lead to an increase in financial 

performance by 0.427, a unit increase in credit risk 

control would lead to an increase in financial 

performance by 0.363, and a unit increase in credit 

risk monitoring would lead to an increase in 

financial performance by 0.413. The predictors had 

significance level of 0.05 and below meaning that 

they were all statistically significant at P<0.05. This 

implies that all independent variables significantly 

affected financial performance. 

Discussion of Key Findings and Hypothesis Testing 

The first objective of the study sought to investigate 

the effect of credit risk identification on financial 

performance. Regression analysis conducted proved 

that there was a positively significant effect of 

credit risk identification on financial performance as 

indicated by the values β1 = 0.465, t = 2.013, p<0.05. 
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The study concludes that a unit change in credit risk 

identification would lead to 0.465 unit change in 

financial performance. Further, since the p<0.05, 

the null hypothesis that credit risk identification has 

no significant effect on financial performance is 

rejected. 

The second objective was to investigate the effect 

of credit risk appraisal on financial performance. 

Regression analysis result showed a positively 

significant effect of credit risk appraisal on financial 

performance as indicated by the values β2 = 0.427, t 

= 2.541, p<0.05. The study concludes that a unit 

change in credit risk appraisal would lead to 0.427 

unit change in financial performance. On hypothesis 

testing, since p<0.05 null hypothesis that credit risk 

appraisal has no significant effect on financial 

performance is rejected. 

The third objective of the study sought to 

determine the effect of credit risk control on 

financial performance. Regression analysis 

conducted showed that there was positive 

significant effect of credit risk control on financial 

performance as indicated by the values β3 = 0.363, t 

= 1.941, p<0.05. The study concludes that a unit 

change in credit risk control would lead to 0.363 

unit change in financial performance. On hypothesis 

testing, since p<0.05, the null hypothesis that credit 

risk control has no significant effect on financial 

performance is rejected. 

The study sought to establish the effect of credit 

risk monitoring on financial performance. 

Regression analysis conducted showed that there 

was positive significant effect of credit risk 

monitoring on financial performance as indicated by 

the values β4 = 0.413, t = 3.509, p<0.05. The study 

concludes that a unit change in credit risk 

monitoring would lead to 0.413 unit change in 

financial performance. On hypothesis testing, since 

p<0.05, the null hypothesis that credit risk 

monitoring has no significant effect on financial 

performance is rejected. 

CONCLUSSIONS AND RECOMMENDATIONS 

The study concluded that the Saccos do credit 

referencing with CRB regarding lending decisions to 

borrowers and they effective credit risk 

identification mechanisms. The study results 

revealed that credit department of Saccos search 

for the client historical records to determine risk 

level and that the Sacco has information gathering 

techniques which are effective and also they 

interview the credit applicant and carries out check 

list analysis prior to credit consideration. 

The study concluded that Sacco conducts business 

plan analysis to identify risk exposure and that the 

Sacco considers cash flow projections before credit 

approval. Also the collateral provided by the loan 

applicant is valued before the credit approval and 

that the borrower’s capability is established before 

credit approval. The results showed that the 

conditions of loan are assessed by the Sacco and 

that the capital of the business is assessed before 

credit approval. 

The study concluded that the majority of Saccos 

have clear portfolio guidelines and that they have 

clear documented credit rationing policies. Further 

the study concludes that the Saccos have efficient 

credit data management and they perform loan 

securitization by requesting clients to provide 

financial guarantees. Also the Saccos were found to 

have credit risk control policies which are effective 

and they all assess borrower capacity to repay. 

On credit risk monitoring, the study concluded that 

the Sacco credit department subjects individual 

credit risk exposure to a final check before credit 

disbursement. Also the credit disbursement review 

covers compliance with set internal guidelines. It is 

concluded that the Sacco credit department always 

checks the loan payment process to ensure it is paid 

and that the department possesses capacity to 

monitor the loan status. The Saccos possess 

adequate resources to follow up on loan repayment 

process and that they perform routine checks on 

borrower’s business. 
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The study recommended that the management of 

the deposit taking Saccos should perform credit 

referencing by engaging Credit Reference Bureau 

whenever making lending decisions. This would 

serve as an effective way to identify potential 

defaulters and delist them from credit 

consideration. The Saccos credit department should 

be empowered financially to be able to effectively 

gather historical information of an individual so as 

to determine that individual’s risk level in addition 

to conducting check list analysis before granting 

credit to the applicant. 

The study recommended that the management of 

the Saccos should frequently perform analysis on 

business plans with a view to identify risk exposure 

of the business credit applicants. The Saccos should 

project the cash flow estimations of an enterprise 

prior to credit consideration. This would answer the 

question of whether the entity will honor its 

obligations or default. In case of collateral, the 

Sacco should value the collateral presented in order 

to determine the credit ceiling for the applicant. 

The study recommended that the management of 

the Saccos should develop portfolio guidelines with 

clarity and should come up with clear credit 

rationing policies which should be clearly 

documented. The Saccos should develop a credit 

data management center to efficiently control 

credit risk and the Sacco should make it a routine to 

perform loan securitization by requesting clients to 

provide financial guarantees.  

The study recommended that the Sacco credit 

department should subject individual credit risk 

exposure to a final check before credit 

disbursement. The Sacco credit department should 

always check the loan payment process to ensure it 

is paid. The management of Saccos should 

empower the credit department by providing 

adequate resources for monitoring the loan status 

as well as to follow up on loan repayment process. 

Areas of Further Study 

The study was limited on establishing the credit risk 

management practices and financial performance 

of deposit taking Saccos in Mombasa, Kenya. 

However, since only 47.9% change in financial 

performance was explained by the independent 

variables in this study, that is, credit risk 

identification, credit risk appraisal, credit risk 

control and credit risk monitoring, the researcher 

recommends that a study be carried out on other 

credit risk management practices and their effect 

on financial performance of other financial 

institutions like Microfinance Institutions or 

insurance firms in Kenya. 
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