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ABSTRACT

Credit management is an important issue in any organization since most business operations are based on credit
terms agreed by both parties. This is because without a proper management of firm’s credit components, it is
difficult for the firm to run its operations smoothly. A range of challenges affects SACCOs because most of their
clients earn a modest income. As a result members default paying the loans disbursed to them. The purpose of
this research was to determine the influence credit policy on the financial performance of SACCOs in Kakamega
County. Dependent variable was financial performance of the SACCOs. The study employed descriptive research
design. Structured questionnaires were used as the instruments for data collection. The sample size was 99. The
study employed purposive sampling technique in identifying the SACCOs and the respondents from the sampled
SACCOs. Data was analyzed and presented with the aid of statistical package for social sciences (SPSS). The
findings indicated that credit policy significantly affect financial performance. In order to recover cash lost the
management should take key issues on customer assessment and evaluation. The SACCO management should
develop credit procedures, policies and analytical capabilities.
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INTRODUCTION

A credit policy outlines a structure or framework
that act as guidelines when dispensing credit
decisions which are some aspects and
arrangements that an institution can set. This
structure is fundamental principles and procedures
for getting money back from clients, bearing in
mind that not all borrowers will pay back since
some of them will default since some customers are
pay while others don't pay back their loans (Moti et
al., 2012). The accumulation exertion should also
consider going for quickening accumulations from
averagely those who pay and as such reducing the
possibility of a huge obligation burden (Loona &
Zhong, 2014). An effective credit policy allows and
insights full development of a chance for
advancement in allocation and collection of credit.
It is advisable for the SACCOs' management to
ensure an efficient and effective credit policy
(Kipkoech, 2015). Properly formulated credit policy,
implemented and well comprehended at every level
of an organization enables the management to
maintain and uphold proper standards of the credit
possible

uncertainties and risks thus aiding in assessing and

amount, therefore, avoiding any
selecting investment opportunities that lead to the

growth of the business (Gatuhu, 2013).

The Banking Act (2013) provides for the setting up
of Credit Reference Bureaus and their operations.
Specifically, it provides for registered CRBs to
collect and disseminate prescribed credit
information from clients of licensed institutions
under the Banking Act (2013) the Microfinance Act
(2006) and the SACCO Societies Act (2008).
Resultantly SACCOs which are licensed are not
barred from giving client information to CRBs but
will require written consent for both positive and
negative information sharing. Therefore, SACCOs
need the approval to request credit information
from bureaus with the aim of credit appraisal and
give feedback on how the loan is performing
(Kimondo & Muthemba, 2015). According to

KUSCCO (2017) SACCOs have been added in the

Credit Information Sharing mechanism to help in
tightening the noose on borrowers who default
loan payment and for quite some time have been
taking advantage of SACCOs by seeking credit from
some financial institutions lack information their
credit history.

Ondieki et al. (2017) Acknowledged that Kenyan
Cooperatives, SACCOs have a significant role in
Kenya's financial sector. A Savings and Credit
Cooperative main aim is to collect savings from
members and in return provide them with credit
(UN-HABITAT, 2010). (2011)
asserts that SACCOs are voluntary associations or

facilities Waweru

cooperative financial institutions owned and
controlled by their members to promote saving,
providing credit at low-interest rates and providing
other financial services to its members. The
common aim of SACCOs is to foster the economic
interests and general welfare of its members.
According to World Council of Credit Unions 2015
Statistical report. There are 60500 Credit Unions
worldwide; in 109 countries on six continents,
serving 223,000,000 members,

penetration of 8.3%, penetration rate computed by

having a total

portioning out the sum of proclaimed credit union
members by the economically active population,
age 15-64 years old (WOCCU, 2016). Further, the
report illustrates that the largest markets in Africa
by some members as of December 31st, 2015 are
(Kenya, 5,432,009; Senegal, 1,767,506; Rwanda,
1,607,560; Uganda, 1,325,517; and
1,272,020) (WOCCU, 2016).

Benin,

Statement of the Problem

A range of challenges affects SACCOs because most
of their clients earn a modest income. As a result,
members default paying the loans disbursed to
them, thus struggling to reach a balance between
their running costs and satisfying the clients' needs
(Kipng'etich & Muturi, 2015). Also, there are no
stringent policies set by SACCOs in the country that
regulate issuing of loans and collecting payments.
Besides, limited credit appraisal poses a hitch in
that SACCOs in Kenya carry out an inadequate
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financial assessment of clients and their guarantors
leading to disbursing of loans to credit unworthy
members who eventually default (Hyman, 2016). All
these challenges result in loss of revenue hence
SACCOs collapse, and as such lose their bargaining
power in the investment sector, their businesses
also risk being liquidated, and they even lose
2011). SACCOs
should, therefore, solicit for new members who are

potential customers (Musyoki,
high-income earners and should consider using
liquid assets like Vehicle log books, title deeds and
premises as collateral security (Olando et al., 2013).
They should also formulate policies that meet the
current market standards. The SACCOs should work
with the Credit Reference Bureau to allowing
gathering substantial information that will aid in
proper credit appraisal (Banking Act, 2013). A
number of studies have been done to determine
SACCOs

technology (Mosongo et al, 2013) managerial

financial performance of including
competency (Lwanga et al.,, 2014) dividend policy,
loan portfolio and surpluses (Maingi, 2014) and
thus, the studies recommend for further research
on credit management while looking at SACCOs as
business units aimed at benefiting their members,
their profitability and ability to achieve long-term

goals in a competitive market.

Research Objectives

To determine the effect of credit policy on the
financial performance of SACCOs in Kakamega
County.

LITERATURE REVIEW

Theoretical Review

C's of Credit

Lending foundations build their credit policy around
the 5 C's of credit: A client with an excellent
reputation with open and disclosed information
about them in the process of the decision making.
Reviewing sources of income versus obligations
helps to determine the payment ability of the
borrower based on past information about him or
her. The wealth position of a borrower usually
estimated by market standing and soundness of his

or her finances is called capital. Conditions such as

socioeconomic, political environmental and
commercial are used to assess the implementation
of the recovery of the credits issued. The credit
issuer is guaranteed of income in case of failure by
the credit holder to pay back the loan by using
collateral as guarantee (MacDonald et al., 2006).
This theory aided in understanding the policies and
procedure laid down to regulate the issue and
collection of credit. The rate of extension to
borrowers will help know when, how and to whom
thus resulting in efficient credit decision making.

This theory informed the second objective of the
study which sought to determine the effect of
credit policy on the financial performance of
SACCOs in Kakamega County. The 5 C’s which
comprise of Cash Flow, Collateral, Capital,
Character, and Conditions helps SACCOs to put
strategies in place on specific procedures and
means of monitoring the lending activity. This
strategies include collection policy and credit period

policy.

Conceptual Framework

Credit policy Financial Performance
= Collection policy —» = ROE
= Credit period policy = ROA

Independent Variable Dependent Variable
Figure 1: Conceptual Framework

Source: Author (2018)

Empirical Review

Ahmed and Malik (2015) evaluated the influence of
credit risk management practices on loan
performance (LP) while taking the credit terms and
policy (CTP) as the dimensions of the credit risk
management practices. For statistical evaluation,
the primary data in cross sectional form has been
taken into consideration. The data is collected from
the managerial level credit risk management staff of
microfinance banking sector. Multiple regression
analysis has been used for empirical relationship
evaluation of the credit risk management practices

on the performance of loan. The results of the
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analysis are showing that the credit policy have

positive but insignificant impact on loan
performance.

Byusa and Nkusi (2012) investigated the effects of
credit policy on bank performance using data on
selected Commercial Banks. Using a triangulation of
methods such as quantitative data collection,
guestionnaire, and review of the existing literature,
the paper evaluates the banking sector
performance: its deepening over time, profitability,
and efficiency in the light of post-liberalisation
policies. The results obtained indicate banks have
unusually high and increasing average interest rate
spreads and interest rate margins showing both
highly poor competition and inefficiency. Bad debts
still exist though declining and therefore banks
should continue to improve their credit policies.
Mwaura and Jagongo (2017) sought to investigate
the effects of credit policy on financial performance
of commercial banks in Kenya. Descriptive research
design was adopted. The population for the study
banks

headquarters located within Nairobi CBD Primary

was all the forty three commercial
data was collected through the use of close
guestionnaire. The results shows that the nature of
loan competitiveness, the study also found that
most commercial banks rely to a large extent on the
borrower’s credit history in awarding loan amounts.
The results shows that credit policy positively affect
the performance of commercial banks.

A study carried out by Nyawera (2013) with the
purpose of establishing the effects of credit policies
on the financial performance of Micro finance
institutions. Descriptive design was adopted. The
researcher used a census approach for the six
deposits taking micro finance organizations in
Kenya. Secondary data was obtained from the
central bank of Kenya and the individual
The findings

significant relationship implying that credit policies

institutions. indicated a positive
affects the financial performance of deposit taking
micro finance organization with a minimal effect
since there other more factors that affect financial
performance with a greater effect.

Maiti (2015) sought to answer the question what is
the effect of credit policy on financial performance
of SASRA regulated SACCOs in Nairobi. The study
adopted correlation research design. The study
population consisted of all 40 SASRA Regulated
SACCOs registered under the Societies Act in
Nairobi, Kenya .The data was collected from
regulated SACCOs financial books and financial
reports of the societies. The study revealed that
regulated SACCOs had adopted credit standards as
a credit policy and credit term policy loan ratio in
determination of how much a client would borrow.
The study concluded that credit terms policy
significantly increased ROA of regulated SACCOs
hence decreasing loan to assets ratio significantly
leading to increase in financial performance.

Mutua (2016) researched on the impact of credit
risk management on the financial performance of
savings and credit co-operative societies in Kitui
County finding that credit monitoring was very high
hence sound financial performance. She also
established that SACCOs

policies governing issue and collection of loan

had effective credit

amounts since most of these institutions carried out
credit investigation and also followed up on the
projects that their borrowers ventured to make
sure that loans disbursed were invested well and as
such an efficient system of financial performance.

METHODOLOGY

The research applied descriptive research design.
According to Cooper and Schindler (2014) research
design constitutes the blueprint for the collection,
of the data. In
compliance, Bryman and Bell (2003) argue that

measurement, and analysis
analysis design offers a framework for the collection
and analysis of data. There were 5,769 SACCOs in
Kenya (WOCCU, 2016) but the research targeted a
population of one hundred and thirty-two (132)
SACCOs within Kakamega County (KUSCCO, 2016).
In this study, the sample frame included mangers of
SACCO such as Audit & Risk Managers, Finance
managers, Credit managers, FOSA managers, CEO

and Accountants. The researcher applied the
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following Neyman allocation sample formulae to
calculate the sample size:

n=N/1+N (e)?

Whereby,

N is the target population,

n is the sample size

e is the level of precision and in this study, 95%
level of confidence was used which gives 0.05
chance of deviation from the actual.

Therefore: n= 132/ (1+132(0.05)?)

= 99 Respondents.

Collection of data was by the use of questionnaires
administered by the researcher whereby and built
from the objectives of the study in chapter one. The
likert

researcher administered scaled

Table 1: Credit Policies

questionnaires with both closed ended and open
ended questions to get information from the
intended respondents (Saunders et al., 2009). SPSS
software conduct

(Mbucho,

application was wused to
Correlation and Regression analysis

2015).

RESULTS

Credit Policies

To measure credit policies, a set of nine statements
were formulated. The respondents were asked to
indicate the extent of agreement with each of the
credit policies statements. The relavant results
were presented in Table 1.

Responses SD

D NA/ND A SA

We have formulated collection 0(0%)
procedures and systems to secure
repayment from customers

We enforce guarantee policies to
provide chances for loan recovery in
case of loan defaults

We have regular reviews on collection
policies to improve the state of credit
management

We maintain a credit policy manual to
help in debt recovery

Flexible repayment duration enhances
loan repayment

Penalty for late repayment encourages
customers commitment to loan
repayment

Staff incentives are effective in
improving recovery of delinquent loans
We have stringent credit period policy

0(0%)

16(30%)

0(0%)
0(0%)

0(0%)

7(10%)

12(20%)

0(0%) 7(8%) 8(10%) 43(80%)

2(6%) 2(8%) 11(18%)  38(70%)

12(20%)  7(10%) 6(8%) 17(30%)

5(8%) 7(10%) 14(24%) 35(66%)

6(8%) 12(20%) 17(30%) 24(42%)

7(8%) 19(32%) 0(0%) 33(60%)

7(10%) 12(20%) 15(28%) 18(32%)

14(24%)  4(6%) 12(20%)  22(40%)

Key: SD=Strongly Disagree, D=Disagree, NA/ND=Neither Agree/Neither Disagree, A=Agree, SA=Strongly

Agree

Table 1 showed that 80% strongly agreed that
SACCOs had formulated collection procedures and
systems to secure repayment from customers.
None of the respondents strongly disagreed nor
disagreed with statement with 8.0% remaining
undecided to disagree or agree. Based whether
SACCOs had enforced guarantee policies to provide
chances for loan recovery in case of loan defaults

70% strongly agreed and 18% agreed. None of
sampled respondents strongly disagree while 6%
disagreed. The results revealed that 30% strongly
agreed that SACCOs have
collection policies to improve the state of credit

regular reviews on

management while 8% agreed. On the other hand,
30%
Further, 66% strongly agreed that they maintained

strongly disagreed and 20.0% disagreed.
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a credit policy manual to help in debt recovery and
24% ageed. On the other hand, none strongly
disagreed while 8% disagreed. Credit policies
positively influence financial performance of
SACCOs. This findings concurs with Bagchi and
Khamrui, (2012) that organizations which can
collect back debts and minimize the level of bad
debts shall increase their profitability.

Furthermore 42% of respondents strongly agreed
that flexible repayment duration enhances loan
repayment and 30% agreed. However, none
strongly disagreed while 8% disagreed with that
statement. Further, 60% of respondents strongly
agreed that penalty for late repayment encouraged
customers commitment to loan repayment and
none agreed. Similarly, none strongly disagreed and
8.0% disagreed. The results also revealed that 32%
strongly agreed that staff incentives were effective

Table 2: Financial Performance

in improving recovery of delinquent loans as 28.0%
agreed. On the other hand 10% of the respondents
strongly disagreed and the same percentage also
disagreed. Lastly, 40% strongly agreed that SACCOs
had stringent credit period policy as 20% agreed.
On the other hand, 20% srrongly disagreed while
24.0% disagreed. This is in agreement with Kariuki
(2010) who states that there are some policies
which an organization should adopt to ensure
proper implementation of credit management.

Financial Performance

To measure performance, a set of six statements
were formulated. The respondents were asked to
indicate the extent of agreement with each of the
performance statements. The pertinent results
were presented in Table 2.

Financial Performance SD D NA/ND A SA
Return On Asset has been increasing over 6 1 13 10 29
the past five years (10.2%) (1.7%) (22%) (16.9%) (49.2%)
Return On Equity has been increasing over 2(3.4%) 5 14 15 23
the past five years (8.5%) (23.7%) (25.4%) (39%)
Return On Investment has been increasing 11 3 20 7 18
over the past five years (18.6%) (5.1%) (33.9%) (11.9%) (30.5%)
Future projections for Return On Assets 1 7 2 24 25
indicate that it will increase in the next (1.7%) (11.9%) (3.4%) (40.7%) (42.4%)
five years

Future projections for Return On Equity 1 11 7 13 27
indicate that it will increase in the next (1.7%) (18.6%) (11.9%) (22%) (45.8%)
five years

Future projections for Return On 5(8.5%) 21 3 5 25
Investment indicate that it will increase in (35.6%) (5.1%) (8.5%) (42.4%)

the next five years

Key: SD=Strongly Disagree, D=Disagree, NA/ND=Neither Agree/Neither Disagree, A=Agree, SA=Strongly

Agree

From Table 2, 49.2% of the sampled respondents
strongly agree and additional 16.9% agreed that
Return On Asset has been increasing over the past
five years implying that more than half of the
respondent confirmed that ROE has been
increasing. On the ther hand, 10.2% and 1.7% of
the sampled respondents strongly disagree and
Despite 23.7% of the
respondents been undecided on Return On Equity

agree respectively.

has been increasing over the past five years, 39%
strongly agree and 25.4% agreed that Return On
Equity has been increasing over the past five years.
On the other hand, only 3.4% strongly disagreed
and 8.5% agreed on the same. However, less than
half of the respondents indicated that Return On
Investment has been increasing over the past five
years of which 30.5% strongly agree and 11.9%
agreed. The results also revealed that 18.6% of the
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respondents strongly disagreed while 5.1%
sdiagreed on the same.

Majority of the respondents confirmed that future
projections for Return On Assets indicated that it
will increase in the next five years of which 40.7%
agreed and 42.4% strongly agreed. However, 11.9%
1.7% disagreed strongly disagree

respectively with the statement. Further, less than

and and
half of the respondents (45.8%) strongly agreed
that future projections for
indicate that it will increase in the next five years
and 22.0% agreed. On the other hand, 1.7%
strongly disagreed and 18.6% disagreed with the
Table 3: Correlation Results for Credit policies

Return On Equity

statement. Lastly, the findings revealed that 35.6%
disagreed that future projections for Return On
Investment indicate that it will increase in the next
five years as compared to 42.4% who strongly
agreed. However, 35.6% disagreed and 8.5%

strongly disagreed.

Correlation Analysis for Credit Policies

The Pearson correlation analysis was used to
investigate the relationship between credit policies
and financial performance. The results were as
shown in are Table 3.

Credit Policies Financial Performance

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Credit policies

Financial Performance

1
59
750" 1
.000
59 59

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

In determining the effect of Credit policies on
financial performance of SACCOs in Kakamega
County, the study established a coefficient of
correlation (r) as 0.750**. The objective answered
what was the result of credit policy on the financial
performance of SACCOs in Kakamega County. This
implied that increase in credit management policies
would results to increases in financial performance
and decrease in Credit policies management would
lead to decrease in financial performance. The
Table 4: Regression Results of Credit policies

results indicated that the relationship between
Credit policies and financial performance is positive,
strong and significant.

Regression Results of Credit Policies

Regression analysis was conducted to find the
proportion in the dependent variable (financial
performance) which can be predicted from the
independent variable (Credit policies). Table 4
showed the analysis results.

Model Summary

Model R
1 .750°

R Square
.562

Adjusted R Square

Std. Error of the Estimate
.554
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Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 .750° .562 .554
ANOVA
Model Sum of Squares Df Mean Square F Sig.
1 Regression 42.739 1 42.739 73.157 .000°
Residual 33.300 57 .584
Total 76.039 58
Coefficients
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta T Sig.
1 (Constant) 0.540 400 1351 .182
Credit Policies .803 .094 .750 8.553 .000

.76434

The results revealed a coefficient of determination
(r’) of 0.562 implying that credit policies can explain
up to 56.2 %
performance of SACCOs in Kakamega County. The

of the variance in financial

adjusted r square attempts to produce a more
the
population. The F test gave a value of F(1,58) =

honest value to estimate r square for
73.157, P<0.01, which was large enough to support
the goodness of fit of the model in explaining the
variation in the dependent variable .It also means
Credit policies is a useful predictor of financial
performance.

The
becomes:

Y =0.540 + 0.803CP

The findings of this study was in line with Mwaura

regression equation for Credit policies

and Jagongo (2017) who showed that credit policy
positively affect the performance of commercial
banks. Similar results were obtained by Nyawera
(2013) who indicated indicated a positive significant
relationship implying that credit policies affects the
financial performance of deposit taking micro
finance organization. However, Ahmed and Malik
(2015) showed that showing that the credit policy
have positive but insignificant impact on loan

performance.

SUMMARY

The second objective of this study was to determine
the effect of credit policy on the financial
performance of SACCOs in Kakamega County. The

likert scale results indicated that many of the
that they had
formulated collection procedures and systems to

respondents strongly agreed

secure repayment from customers. They also
affirmed that they enforced guarantee policies to
provide chances for loan recovery in case of loan
defaults and consequently administer penalty for
late repayment encouraging customer commitment
to loan repayment. Further, confirmed that they
maintain a credit policy manual to help in debt
recovery. On the other hand, a considerable
number of them did not confirm that they have
stringent credit period policy, indicating also that
they did not regularly review collection policies to
improve the state of credit management.

Pearson correlation analysis revealed that there is
significant positive relationship between credit
polcicies and financial performance of SACCOs.
Simple linear regression revealed that a change in
financial performance significantly accounts for
credit policies. Multiple linear regression analysis

implied that a unit change in credit policies would

results to a significant change financial
performance.

Conclusions

The study concluded that credit policy has
significant positive effect on the financial
performance of SACCOs in Kakamega County as
indicated by Pearson Correlation results. This

implied that an improvement in credit policies
would result to significant increase in financial
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performance. Regression results revealed that a

variation in financial performance significantly
accounts for credit policies. Further, a unit change
in credit policy would lead to significant change in
financial performance of SACCOs in Kakamega
County in same direction. Hence, credit policies is
significant predicator of financial performance.
Therefore SACCOs which have good collection
policy and robust credit period policy would achive
improved financial performance. This policies
include obtaining credit history report of the
borrower before advancing credit to them,
assessing credit worthiness of the borrower and
determining guarantor’s intention to guarantee

before disbursement of funds.

RECOMMENDATIONS

Most of the SACCO were found to have had
formulated collection procedures and systems to
secure repayment from customers. The study
recommended that SACCO managers should have
formalized structures to support secure collection
and repayment from customers. Mojarity of
SACCOs enforced guarantee policies to provide
chances for loan recovery in case of loan defaults,
therefore, the study recommends that SACCO
management need to improve credit terms in
conditions and terms and the customers should be
aware before loan release.

Most of the SACCOs had staff incentives which were
effective in improving recovery of delinquent loans.
The study recommended that SACCOs should avail
the required resources need for effective
implementation of debt collection policy in the
organization. This included competent and
motivated staff; efficient information systems to

make data processing quicker and more accurate
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