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ABSTARCT

Purpose: The main objective of this study is to establish the effect of credit collection
practices on the financial performance of manufacturing firms in Kenya. Manufacturing firms
have been experiencing a number of challenges in their application of credit collection
practices to ensure sound financial performance.

Methodology: The study adopted two research designs; descriptive and causal. The
accessible population for the study was 558 registered manufacturing firms. Stratified
sampling technique was used to select the sample size and a sample of 233 manufacturing
firms was arrived at using Yamane’s formula. Questionnaires were the main instruments used
to collect primary data. Both descriptive and inferential statistics were utilized in data
analysis with the aid of SPSS. Data presentation methods used included frequency tables and
percentages. Data collected were tested using, univariate test to provide an insight using both
parametric (F-test) and non-parametric test (Pearson correlation coefficient). Multivariate
analysis was also carried using the multiple regression analysis which indicated the level of
the relationship that existed between the independent variables and the dependent variable.

Results: Findings indicate that the credit collection practices have a significant positive effect
on the financial performance of the manufacturing firms (p<0.05). This can be attributed to
the fact that owners of manufacturing firms have the ability to control and manage credit
through their experienced and skilled credit managers. In conclusion, credit collection
practices positively and significantly affected the financial performance of the firms.

Unique contribution to Theory, Practice and Policy: The study recommends that
registered manufacturing firms operating in Kenya should adopt credit collection practices
since it positively and significantly affects the financial performance. This can be achieved by
setting technigques which are used to collect credit and this helps in reducing chances of credit
defaults.

Key Words: Financial performance, credit collection practices, manufacturing firms and debt
recovery.
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1.0 INTRODUCTION

Credit management practices is a set of guidelines which provide direction on which type of
customers are sold on open account, the exact payment terms. Receivables take a larger
proportion in an organization’s assets and thus it is vulnerable to bad debts and losses, hence
it is therefore essential to manage it appropriately by using Credit management practices
(Oyadonghan & Bingilar, 2014). Credit is a marketing tool for expanding sales (Ifurueze,
2013). Credit management practices can be summarised as accounts receivable which can
broadly be termed as uncollected sales or sales on credit. Accounts receivable is the amount
owed to a firm by its customers who have purchased goods or services on credit; it is one of
the largest assets of a business which has a great effect on the financial performance (Charles,
2009).

Financial performances of firms listed on the Nairobi Securities Exchange have an inverse
relationship between capital structure and financial performance of listed firms in securities
exchange in Kenya. The higher the debt ratio, the less the return on equity which therefore
supports the need for more equity injection rather than borrowing, as the benefits of debt
financing are less than its cost of funding (Siro, 2013) .Net portfolio of loan in Kenyan firms
grew by 13.3%, but the profit before tax dropped by 19% between the years 2010 and 2011
(CBK, 2011). However, decrease in profits was thought to be attributed to increased
provision for nonperforming loans which constitutes credit risk. Credit standards are the
guidelines issued by a firm that are used to determine a customer’s creditworthy, they are
often created after careful analysis of past borrowers and market conditions, and are designed
to limit the risk of a borrower not making credit payments or defaulting on loaned money
(Kalunda & Kabiru, 2012). Financial performance involves performing financial activity. It is
the degree to which financial objectives have been accomplished. It is the process of
measuring the results of a firm's policies and operations in monetary terms (Leah, 2008).

It is used to measure the overall financial health of a firm over a given period of time and to
compare similar firms across the same industry or to compare industries or sectors in
aggregation (Kljelly, 2004). To intelligently understand, analyse, and interpret financial
statements it is crucial to search for the right information, know where to locate it, and then
act swiftly on the findings by analysing how credit management practices and financial
performance correlate, since a firm using weaker credit management practices, plus other
contributing factors is likely to experience financial performance challenges (Oyadonghan &
Bingilar, 2014). The main cause of adverse financial challenges in the manufacturing sector
has been attributed by Continued laxity in credit standards for borrowers and counterparties,
(Ogilo, 2012).

Credit management practices has been said to have some bearing on the financial
performance of a manufacturing firm. When a small number of borrowers default their credit
obligations, then it may cost the firm a huge loss (Bessis, 2013), this is because the firm may
not completely do away with the possibility of such losses, it becomes imperative for
management to determine what level of risk is desired. They need to develop, approve and
regularly re-evaluate practices, policies and procedures governing management of risks.
Management need to keep abreast of risk management best practices as they evolve to ensure
that the practices are up to date and can help in ensuring a sound financial performance
(Oyodonghan & Bingilar, 2014).
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1.2. Statement of the Problem

Adoption of credit management practices by manufacturing firms has greatly improved their
financial performance (Kaplan & Bernadette, 2008). The overall goal of the manufacturing
sector is to increase its contribution to Kenyan GDP by at least 10% per annum. The sector is
also expected to raise market share in regional markets from 7% to 15% and attract at least
ten large strategic investors in key agro-processing industries, targeting local and
international markets (Gitau & Gathiaga, 2017). Financial performance of the manufacturing
firms according to the Kenya Economic report 2013 regarding contribution to GDP has
remained below the medium-term plan and Vision 2030 targets (Njoroge, 2015). From the
year 2015 some manufacturing firms in Kenya have closed their business due to poor
performance while others have been forced to relocate their manufacturing plants to other
countries because capital productivity in the Kenyan manufacturing sector is particularly low,
compared to regional and global productivity levels (Gitau & Gathiaga, 2017) .Poor financial
performance in the manufacturing sector is a clear reflection of the inadequate utilisation of
credit management practices (Edem, 2017).

It is prevalent that 95% of Kenya's manufactured goods are basic products such as beverages,
food, building materials and basic materials (KAM, 2016). The growth pattern for the
manufacturing industry in Kenya has not been stable due to poor adoption of credit
management practices which among other factors has contributed to declining financial
performance (Mogaka & Jagongo, 2013). Manufacturing firms in Kenya have faced a number
of challenges one of them being meeting their short-term commitments and they have
extended longer credit periods to those buying on credit as they have shorter credit period
from creditors (Mogaka & Jagongo, 2013), this in turn affected the operations of the firm
making it difficult to meet their current liabilities (Kagoyire & Shukla, 2016). Credit
management practices and financial performance are largely correlated, a study by Mwangi
and Muriuki (2013) found that 18 out of 19 respondents indicated that they had a documented
credit management practices which is 95% strong agreement.

Inadequate adoption of credit management practices by manufacturing firms’ industry has led
to higher capital requirements which have raised the cost of credit (Admati et al., 2011). This
is a terrific example of static, short-term thinking that has put in to mess the financial
performance of manufacturing firms. Recent research survey by Upagade & Shende (2012)
posits that higher capital requirements have a very modest effect on the cost of credit and
substandard management and preservation of a suboptimal allocation of capital. Important
national policy issues will also be affected if the issue of financial performance is not adhered
to. Some of the studies that have been done in Kenyan firms on credit management practices
include: Olweny, Namusonge and Onyango (2012) established the influence of socio-
economic background on individual investor risk tolerance at NSE, the study established the
effect of risk tolerance category of the borrower on loan repayment performance, Mungai,
Maingi and Muathe (2014) studied loan repayment and sustainability of government funded
micro-credit initiatives in Murang’a County, Angaine and Waari (2014) analyzed the factors
influencing loan repayment in micro-finance institutions in Kenya, Meru Municipality. None
of the above studies clearly focused on the credit management practices on financial
performance of manufacturing firms in Kenya. This study therefore sought to fill this gap.

33



JOURNAL AND BOOK PUBLISHING

|
www.iprjb.org

Vol.4 Issue 1, pp 31 - 55, 2019

International Journal of Finance and Accounting Q I P RJ B
ISSN 2513-4311X (online) k—,

2.0 LITERATURE REVIEW
Theoretical Review

This section outlines the reviewed theories that guided the study, which have been tested by
various researchers in the field of finance. They include: Quantitative Theory of Credit, In-
Kind Finance Theory and Asymmetric Information Theory.

Quantity Theory of Credit

This theory was developed by Werner (1992). The theory argues that the credit viewpoint of
money is compatible with the quantity theory of money. The theory was developed in with
the argument that the predictive power of the sectoral approach towards a quantity theory of
credit is weak (Werner, 1997)). As a result of that, the theory developed to a quantity theory
of seigniorage (Werner, 2009. This approach was proposed and further suggest that the
financial system may be held responsible for price and output fluctuations to the extent
commercial bank seigniorage alters the stock of money in circulation, if not, the financial
sector can become the source of instability by influencing profitability in the real sector
through a Goodwin-type interaction (Werner, 2012). These trends could be countered by an
interest rate rule based on deposit habits and on the deposit rate, and supplemented perhaps
by a policy of influencing these habits and manipulating the deposit rate (Werner, 2015).

The theory is relevant to this study in that institutions enjoy the privilege of using their
liabilities as a form of money; their lending decisions based on private interest affect in the
aggregate the stock of money and thus social welfare. To maximize profit, institutions tend to
minimize their level of deposit reserve holdings, loaning out as much of their funds as
possible at the market rate of interest. Banks create money, out of thin air, as the saying
meaning that money, chasing a given volume goods, decreasing afterwards individuals’
buying power, no differently than what would have been done with forged money.

The Austrian School of Economics argues that the government tolerates the lending practices
of banks in exchange for banks’ commitments to buy debt from the government to fund
government’s ambitions (Myers, 2012). Graeber (2011), argued against this statement that for
most of human history, money has been widely understood to represent debt. So, this is the
environment in which the institution of commercial banking had to develop. Nowadays most
of the money in circulation is credit money (Werner, 2015). It is income earned by banks by
expanding lending under fractional reserve banking, and labelled through the term
commercial bank seigniorage (Huber, 2014). Credit is powerful in disturbing economic
activity in the short- and medium-run (lacoviello, 2015). Theoretically, the credit approaches
to money that have been advanced fall into a broader category of study which postulates that
monetary creation is endogenous (Wray, 2016).

However, the theory has some criticisms. Werner’s sectoral approach towards a quantity
theory of credit is too vague in its predictions. A quantity theory of commercial bank
seigniorage approach is proposed in its place, arriving at the conclusion that the financial
system may be held responsible for price and output fluctuations to the extent commercial
bank seigniorage. These trends could be countered by an interest rate rule based on deposit
habits and on the deposit rate, and supplemented perhaps by a policy of influencing these
habits and manipulating the deposit rate (Wray 2016). The quantity theory of money wants
money to be exogenous, with independent causal role, whereas commercial bank seigniorage
refers to money endogeneity. Such has been the standard doctrinal standpoint. Thirlwall
(2017) distinguishes three versions of the quantity theory: the equation of exchange, the
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income quantity theory, and the cash balance equation. But, none of these is actually a theory.
They are all equations, alternative expressions of a single analytical tool adapted to the needs
of the particular hypothesis.

Empirical Review

Financial performance is an important aspect of financial risk management (Cheruiyot,
2010). On their study, Hgokgehan and Waseem (2014) investigated the factors that affect the
financial performance of manufacturing firms listed in Borsa Istanbul, Turkey, during the
recent financial crisis during the period 2008-2013, using a sample size of 140 listed firms,
using factor analysis. The study findings suggest that liquidity of the firm affects the firm’s
market value positively and that firms with good liquidity perform better during crises period.

According to a study which was done by (Makori, Munene & Muturi, 2013) on the
challenges facing deposit-taking SACCOs regulatory compliance in Kenya, Gusii region. The
study adopted cross sectional survey research design and it was conducted for a three-year
period between 2010- 2012. The population of the study was 215 deposits taking SACCOs
with a sample size of 30 banks. Data was collected using both primary and secondary
methods. Questionnaire was the main tool of data collection. Data was analysed by multiple
regression and Pearson correlation analysis. Findings indicated that adoption and
implementation of sound credit risk management practices, favourable external business
environment, appropriate credit risk policy, and setting of credit risk limits had an impact on
the financial performance of the SACCOs. Appropriate credit risk policy was regarded as
having the greatest impact on the financial performance of SACCOs in Kenya and that
financial analysis of a firm helps in assessing the financial position and the financial
performance over a given period of time.

Past literature by Cheptum and Otuya (2016) on the relationship between employee relations
and performance of firms in Kenya, which adopted the descriptive research design and target
population of 6,335 out of which a sample size of 108 was used for the study? Both primary
and secondary methods were used to collect data whereby questionnaire was the main tool of
data collection. Inferential and descriptive methods were employed and multiple regression
model was used in analysis of data found that, performance of a firm comprises of the actual
output or results of a firm as measured against its intended outputs. Ongoing and on-the-job
training can help employees succeed in their current job and position them for future
responsibilities within the firm. Investments in employee training and development can help
to build the firm’s overall capacity enabling it to achieve its business goals hence increasing
its financial performance (Cheptum & Otuya, 2016).

Nelson (2002) on a study on commercial banking crises in Kenya, investigated the reasons
for nonperforming loans and the actions that bank managers undertook to mitigate the issue
of non-performing loans (NPLs) and the level of success of such actions, the study used
descriptive design with a sample size of 30 bank managers. Findings of the study agreed that
national economic downturn was perceived as the most important external factor. Customer
failure to disclose vital information during the loan application process was considered to be
the main customer specific factor that inhibited the collapse of financial institutions in Kenya
since 1986 due to non-performing loans. Conclusions drawn from the study was that lack of
an aggressive credit collection practices was perceived as the main bank specific factor,
contributing to the non-performing debt problem in Kenya (Nelson, 2002). On their study,
Acharya and Naqgvi (2012), defined Collection Period as the average time taken to collect
trade debts. A reducing period of time is an indicator of increasing efficiency. Acharya and
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Naqgvi (2012) on their study further found out that, collection period enables the firm to
compare the real collection period with the granted theoretical credit period.

A study by Mwangi and Muriuki (2013), on Credit Risk Management Practices by Oil
Companies in Kenya puts that, Collection policy involves all processes and strategies an
organization employs to ensure that credit sales is fully collected and on time. The study
further clarified that a good credit collection policy should have clearly defined procedures
which should be communicated to customers. Firms strategize to embrace policies which
should reduce the debt collection cycle as long cycles affect both cash inflows and liquidity
adversely. In order to avoid incompatible collection policies which, manage debt collection
poorly, all essential departments of an organization including finance and sales department
must sit and decide on unified ideas in structuring the collection practices. Most of the studies
done on trade credit collection deliberate on credit period, late payment, and collection period
Kljelly (2004). Credit period is the length of time allowed to the buyer before payment is
considered past due. The period is usually conveyed, as credit term, to the credit customer
either verbally or expressed in writing. Late payment is the fulfilment of debt obligation at a
date beyond the credit period. Collection period is the number of days taken by customers to
pay their bills. Late payment occurs when the collection period exceeds the credit period.

Collection period can be calculated from the financial statements (Howorth & Reber, 2004).
The Aging Schedule is a popular accounts receivable tool (Pike & Cheng, 2001). It
comprises a classification of outstanding balances according to the period of time they have
been outstanding. The age categories can be calibrated according to months, weeks and days,
depending on the firm’s requirements. They are frequently expressed as a percentage relative
to the total accounts receivable. If debts are collected on time then most of the debts should
be younger and few should be older. Increased collection efficiency would reduce the
percentage of debt in the older categories (Kargi, 2011). Collection department and sales
department in a firm get involved in a number of conflicts in circumstances where their ideas
are not unified in a policy. This sales department in turn complains so that they can win new
credit customers but then the collection departments scare them away with threatening letters
Myers and Brealey (2003). Good administration of debtors can only be achieved through a
clear, concise and well communicated collection policy. He further suggests three principles
towards a maintaining a good collection policy i.e. being strict with credit limits, sending
invoices promptly and systematically reviewing debtors. Arnold (Arnold, 2003). The study
revealed that commercial Banks in Rwanda use collection policy in Credit Management to a
great extent.

Formulation of collection practices in the manufacturing sector have been a challenge in
credit management, enforcement of guarantee policies provide chances for credit recovery in
case of credit defaults, staff incentives are effective in improving recovery of delinquent
credit, a stringent policy is more effective in debt recovery than a lenient policy, regular
reviews have been done on collection practices to improve state of credit management, and
finally that available collection practices have assisted towards effective credit management
(Kargi, 2011) . Credit committees involvement in making decisions regarding credit are
essential in reducing default/credit risk, the use of credit checks on regular basis enhances
credit management, penalty for late payment enhances customers commitment to credit
repayment, the use of customer credit application forms improves monitoring and credit
management, flexible repayment periods improve debt repayment and finally that the use of
credit checks on regular basis enhances credit management (Myers & Brealey, 2003).
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A common goal of accounts receivable management in manufacturing firms is to ensure
debts are collected within specified credit terms and to identify delinquent accounts to reduce
the total trade credit which is written off as a bad debt (Jackling, Raar, Wigg, Williams &
Wines, 2004). Delinquent customers reduce the size and age of accounts receivable and the
probability of accounts defaults. (Peacock et al., 2003). Accounts receivable collection
efficiency measures indicate the performance of accounts receivable processes and the
success of policies applied hence sound financial performance of a manufacturing firm (Ejoh
& Sackey, 2014).

2.3. Conceptual Framework
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Figure 1: Conceptual Framework of the Study

3.0 RESEARCH METHODOLOGY

The study adopted two research designs; descriptive and causal. The accessible population
for the study was 558 registered manufacturing firms. Stratified sampling technique was used
to select the sample size and a sample of 233 manufacturing firms was arrived at using
Yamane’s formula. A pilot study was conducted to test for the validity and reliability of the
research questionnaire; content validity was used and Cronbach’s alpha to test for reliability.
Questionnaires were the main instruments used to collect primary data secondary data
collection sheet was used to collect secondary data.

4.0 FINDINGS
4.1Background Information Results

Analysis on the demographic characteristics of the respondents was done. This included:
gender, level of education, duration of operation of the firm, and duration respondents had
worked in the firm. A description of the study variables under various sections of the
questionnaire was also analyzed.
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4.1.1 Gender of the Respondents

The questionnaire required the respondents to indicate their gender by ticking against gender
option - male or female. The findings revealed that 150 (68%) of the respondents were male
whereas 71 (32%) were female. This implies that, most of the males engage in business
activities and are ready to take risks and that’s why most of them are credit officers. This was
to ascertain as to whether there was gender balance in the distribution of views as well as
indicating that the researcher was compliant with the gender equality rule as required by the
Kenyan Constitution (2010), which states that no single gender should be more than two
thirds of the total population and that institutions should give equal opportunities to both
males and females. Gender distribution is presented in Table 1.

Table 1: Gender Distribution of the Respondents

Gender Frequency Percentage
Male 150 68
Female 71 32
Total 221 100

4.1.2 Level of Education of the Respondents

The study sought to determine the highest level of education of the respondents. Findings
from the study indicated that, 122 (55%) of the respondents were holders of Bachelor degree,
52 (24%) were holders of Master degree 44 (20%) of the respondents were holders of
Diploma and 3 (1%) were holders of PhD. This implies that, most of the firms when
advertising for jobs indicate bachelors degree as the minimum qualification (Abbas 2015).
There are also organizations who sponsor their employees for degree courses and some offer
scholarships which give employees opportunities to further their education. Respondents with
Masters were 24% as per the study findings, this is attributed to the fact that some employees
having gained experience, opt for masters programs in order to increase their expertise and
level of education for better opportunities. Respondents with Diploma degree stood at 20%,
this follows the establishment of the technical and vocational education and training Act of
2013. The act aims to expand and improve learning institutions in Kenya by imparting
practical and technical skills to the learners. Learners from these institutions have the
practical skills to create their own jobs and this explains the small number in employment as
evidenced in those in State corporations. Respondents with Doctorate were the least with 1%
and this is attributed to the fact that those employees who advance their education to this
level prefer to teach at institutions of higher learning as compared to working in the office.
As per this study’ findings, majority of the respondents were well above diploma level.

The findings are similar to those found by Abbas (2015) in a similar study where he indicated
that a majority of the population had bachelor degrees which are a satisfactory level of
education that enables proper understanding of a research questionnaire. This is because the
level of education influences the decision made by credit managers as observed by Reeve and
Warren (2016). Response on the level of education of the respondents is presented in Table 2.
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Table 2: Level of Education of the Respondents

Level of Education Frequency Percentage

Diploma 44 20

Bachelors 122 55

Masters 52 24

PhD 3 1

Total 221 100

4.1.3 The Duration of Existence of the Firm

The respondents were asked to indicate the duration in years in which the firm has been in
existence. Findings from the study indicated that, 133 (60%) of the firms had existed for a
period of five to ten years, 55 (25%) were in operation for a period of ten to fifteen year 22
(10%) of the firms had been in operation for five years and less, and finally 11 (5%) have
been in operation for a period of over fifteen years. This indicated most firms were in
operation for a period of five to ten years 133 (60%). This is an implication that, a large
number of the manufacturing firms were stable since operation of five years and above is
considered long term (Gichaaga, 2014). The above figures imply that the stability and
experience of the firm over time was good. Findings are presented in Table 3.

Table 3: Duration of Existence of the Firm

Duration of Existence Frequency Percentage
Less than 5 Years 22 10

5- 10 years 133 60

10-15 years 55 25

Above 15 years 11 5

Total 221 100

4.1.4 Work Duration

The respondents were required to state the number of years they had worked with the firm.
This was to ascertain the experiences the employees have gained over time. The descriptive
findings from the study indicated that 107 (48%) had worked for more than ten years, 88
(40%) had worked for five to ten years, and further 26 (12%) of the respondents had worked
for a duration of less than five years. This implies that, most of the respondents from the
sampled firms indicated that a minimum of five years’ work experience was considered
adequate for an employee to be considered informative on the study hence the information
provided was reliable. Findings from previous studies indicates that employees stay in
employment for long periods in manufacturing firms leading to lower chances of employee
turnover hence higher employee retention due to permanent and pensionable employment
terms in most of the firms (Gichaaga, 2014). Findings are presented in Table 4.

Table 4: Work Duration of Respondents

Duration Frequency Percentage
0-5 years 26 12
5- 10 years 88 40
Over 10 years 107 48
Total 221 100
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4.2 Descriptive Analysis

The study sought to establish the views of credit managers of selected registered
manufacturing firms in Kenya on credit management practices and financial performance.
The respondents were required to indicate their level of agreement/disagreement in line with
statements on a five- point Likert Scale from 1-5 representing strongly disagree to strongly
agree respectively.

4.2.1 Financial Performance

This section presents the findings and discussions on descriptive analysis of the dependent
variable. The study carried out a thorough scrutiny on the opinions of credit managers on
financial performance of manufacturing firms in Kenya. The results are presented in Table
4.6 in which the financial performance of registered manufacturing firms in Kenya was
measured and the respondents were required to indicate their level of agreement to various
statements on financial performance. Majority of the respondents strongly agreed that
manufacturing firms have proper marketing strategies which help in boosting their sales
volume (Mean=4.83; Std. Dev=0.37). Furthermore, majority of the respondents strongly
agreed that firms have adopted value-based management accounting systems to improve
return on assets (Mean=4.71; Std. Dev=0.54). The findings indicate that majority of the
respondents strongly agree that firms should adopt modern management tools for accounting
to ensure consistency in stabilizing earnings per share (Mean=4.79; Std. Dev=0.50). In
addition, it is evident from the results that manufacturing firms have adopted an improved
and efficient management accounting tools in improving returns on equity (Mean=4.71; Std.
Dev=0.73). The study findings are supported by Chijoriga (2007) who posited that if a high
turnover means better use of assets owned by the firm and hence better efficiency, a higher
profit margin means that the entity has substantial market power. Risk and growth are two
other important factors that influence a firm’s financial performance (Cooper & Schindler,
2018). Since market value is conditioned by the firm’s results, the level of risk exposure can
cause changes in its market value. Another study which supports these findings is by Hall
(2011) who argues that large volume of sales achieved through extensive marketing is a
necessary tool which aids in improving performance. Another study by Ameels and Sheipers
(2012) argues that a sustainable higher growth rate would have a positive impact on
performance for the companies listed at the stock exchange, its ability to distribute dividends
is a proof of stability since the use of value-based management accounting system increases
the value of shareholders by increasing firms returns in excess of its cost of capital and
achievement of the firm’s goals and objectives at large. Results are shown in Table 5 below.
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Table 5: Financial Performance
STATEMENT SD D N A SA Mean Std.
D

Our firm ensures extensive marketing 0% 1% 0% 7% 83% 4.83 0.37
strategies are in place to boost its sales volume.

We adopt value-based management accounting 0% 0% 4% 21% 75% 4.71 0.54
system to improve our return on assets.

Our firm adopted modern management tools 1% 0% 4% 13% 83% 4.79 0.50
for accounting to ensure consistency in the

stabilization of its earnings per share.

Our firm has an improved efficient 0% 4% 4% 9% 83% 4.71 0.73
management accounting tools which facilitates

improved return on equity.

Average 476  0.53

4.2.2 Credit Collection Practices

Descriptive analysis of credit collection practices was conducted. The study sought to
establish if manufacturing firms have in place collection of credit techniques. Most of the
respondents were in strong agreement (Mean= 4.48; Std. Dev= 0.71). A large number of the
respondents agreed that manufacturing firms impose size limits on credit to clients as a viable
strategy in credit management (Mean= 4.31; Std. Dev= 0.86) The respondents were largely in
agreement that internal credit controls applied by manufacturing firms ensure sound risk
management by disclosure, and transparency requirements introducing control by the firm
and customers (Mean= 3.92; Std. Dev= 1.11). Further, the study sought opinions from the
respondents on the statement as to whether manufacturing firms ensure regular credit reviews
are done on collection policies to improve the state of credit management (Mean= 4.00; Std.
Dev=1.10).

The respondents largely agreed that manufacturing firms consider a stringent policy as more
effective in debt recovery than a lenient policy (Mean= 4.11; Std. Dev= 0.84). The findings
also indicate that majority of the respondents strongly agreed that manufacturing firms ensure
they meet adequacy in capital to minimize shortage of finances to lend to their clients
(Mean= 4.73; Std. Dev= 0.54). Respondents strongly agreed that firms enforce collateral
policies to provide chances for credit recovery in case of loan defaults (Mean= 4.82; Std.
Dev=0.48).

As to whether the manufacturing firms have strong credit control mechanisms to minimize
chances of credit default, most of the respondents largely agreed (Mean= 4.47; Std. Dev=
0.94). The findings also indicate that majority of the respondents agreed that manufacturing
firms allow flexible repayment periods to improve on loan repayment (Mean= 4.60; Std.
Dev= 0.78. Furthermore, findings indicated that firms give penalties for late repayment of
loans to enhance customer commitment to credit repayment within the stipulated period
(Mean= 4.73; Std. Dev= 0.62). Descriptive findings are presented in Table 6 below.
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Table 6: Credit Collection Practices

STATEMENT

SD

SA

Mean

Std.
D

Our firm has in place collection of
credit techniques.

We impose size limits on credit to
clients as a viable strategy in credit
management.

Internal credit controls applied by our
firm ensure sound risk management
by disclosure, and transparency
requirements

introducing control by the firm and
customers.

Our firm ensures regular credit
reviews are done on collection
policies to improve the state of credit
management.

We consider a stringent policy as
more effective in debt recovery than a
lenient policy.

Our firm ensures its adequacy in
capital to minimize shortage of
finances to lend to its clients.

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

We ensure that we have strong credit
control mechanisms.

Our firm allows flexible

repayment periods to improve loan
repayment.

Our firm gives penalties for late
payment  enhancing  customer’s
commitment to credit repayment
within the period.

Average

0%

0%

0%

5%

0%

0%

0%

2%

0%

1%

0%

0%

17%

4%

0%

0%

0%

9%

4%

0%

13%

26%

22%

26%

31%

4%

4%

5%

5%

9%

26%

17%

12%

17%

27%

18%

9%

17%

17%

9%

61%

57%

49%

48%

42%

78%

87%

69%

74%

82%

4.48

4.31

3.92

4.00

411

4.73

4.82

4.47

4.60

4.73

4.42

0.71

0.86

111

1.10

0.84

0.54

0.48

0.94

0.78

0.62

0.80

4.3 Inferential Analysis

Correlation was done to test the relationship between variables and multiple regressions to
determine the relationship between dependent and independent variables.

4.3.1 Correlation Analysis Results

This section presents the correlation of each independent variable and the dependent variable
and later carried out an overall correlation between the independent variables and the

dependent variable.
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4.3.1 Relationship between Credit Collection Practices and Financial Performance

The study examined the relationship between credit collection practices and financial
performance of selected registered manufacturing firms in Kenya. The correlation analysis
results are presented in Table 7.

Table 7: Correlations Coefficients of Credit Collection Practices and FP
Financial Performance

Credit Collection Practices Pearson Correlation 578
Sig. (2-tailed) .027
N 221

Pearson correlation coefficient (R) was used to indicate the direction and strength of the
relationship between credit collection practices and financial performance. The study findings
indicate that the relationship was positive and significant (r=0.578; p<0.05). This is an
implication that credit collection practices significantly affected financial performance.

4.3.2 Regression Analysis

The study determined a combined effect of credit collection practices, credit standards,
debtor’s approval and credit risk controls on financial performance. Table 8 below therefore
represents the regression results of different credit management practices and financial
performance.

Table 8: Regression Model Summary

R Adjusted R
Model R Square Square Std. Error of the Estimate

1 .808° .653 .639 56778

a. Predictors: (Constant), Credit Collection Practices, Credit Standards, Debtor’s Approval
and Credit Risk Controls

b. Dependent Variable: Financial Performance

From the results obtained, an R of 0.808 (R=0.808) shows that there is a positive correlation
between credit management practices and financial performance. The adjusted R square of
0.639 indicates that; credit collection practices, credit standards, debtor’s approval and credit
risk controls in exclusion of the constant variable explained the change in financial
performance by 63.9%, the remaining percentage can be explained by factors not included in
the model.

The coefficient of determination (R? =0.653) indicates that 65.3 % of financial performance
can be explained by credit collection practices, credit standards, debtor’s approval and credit
risk controls. The remaining percentage can be explained by other factors not investigated by
the study and the error term.

4.3.3 Assessing the Fit of the Multiple Regression Model

This involved the assessment of the multiple regression model fitness for the data analysed.
ANOVA was conducted which aided in identifying whether financial performance could be
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predicted without relying on credit management practices analysed in the study. ANOVA
results are presented in Table 9 below.

Table 9: Regression Coefficients

Unstandardized Standardized 95.0% Confidence
Coefficients Coefficients Interval for B

Std. Lower  Upper

Model B Error Beta t Sig. Bound Bound

1 (Constant) 3.332 .375 8.884 000 2593 4.071

Credit collection .321 .069 A17 4.674 .000 457 .186
practices

Credit Standards .202 .030 .248 2.558 .001 .458 .054

Debtor’s Approval ~ .212 .062 .266 2.311 .021 107 .532

Credit Risk .620 .091 522 6.817 .000 440 799
Controls

a. Dependent Variable: Financial Performance

The t- test results proved that all the independent variables were significant at 5%
significance level. All the p- values were less than 0.05 hence the resulting regression
equation.

The study findings indicate that credit techniques are a significant predictor of financial
performance in registered manufacturing firms (t=4.674; p<0.05). The study findings also
indicate that credit limit is a significant predictor of financial performance in registered
manufacturing firms (t=2.558; p<0.05). Further, findings indicated that internal controls is a
significant predictor of financial performance in registered manufacturing firms (t=2.311;
p<0.05). The study findings indicate that credit review is a significant predictor of financial
performance in registered manufacturing firms (t=6.817; p<0.05).

5.0 SUMMARY CONCLUSIONS AND RECOMMENDATIONS
5.1 Summary of findings

The study was to determine the effect of credit collection practices on financial performance
of selected registered manufacturing firms in Kenya. Descriptive statistics, parametric
analysis and regression analysis were used to arrive at the findings of the study which
revealed that manufacturing firms have set techniques which are used to collect credit and
this helps in reducing chances of credit defaults. Moreover, sound risk management by
disclosure and transparency requirements applied by internal credit controls helps in creating
good business relationship between firms and borrowers. Findings also revealed that firms
have enforced guarantee policies which aids in recovering credit. The overall mean score of
responses of credit collection practices showed that majority of the respondents agreed that
credit collection practices affects the financial performance of manufacturing firms. Further
still, reliability analysis results showed that all the coefficients of the constructs were positive
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and significant. This can be attributed to the fact that manufacturing firms are very keen when
offering credit and the measures out in place to guide the administration of credit are very
strict.

5.2 Conclusion

The first hypothesis of the study, HO;; was credit collection practices has no significant effect
on financial performance of selected registered manufacturing firms in in Kenya. When this
hypothesis was tested the credit collection practices was found to have a significant statistical
effect on financial performance of selected registered manufacturing firms. Therefore, it can
be concluded that credit collection practices were statistically significant in explaining the
financial performance of selected registered manufacturing in Kenya.

5.3 Recommendations

The study recommends that registered manufacturing firms operating in Kenya should adopt
credit collection practices since it positively and significantly affects the financial
performance. This can be achieved by setting techniques which are used to collect credit and
this helps in reducing chances of credit defaults. Credit management practices also help in
ensuring sound risk management by disclosure and transparency requirements applied by
internal credit controls which help in creating good business relationship between firms and
borrowers. The study further recommends that manufacturing firms should enforce guarantee
policies which aids in recovering credit when defaulted hence ensuring a sound financial
performance of firms.
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