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Abstract 

The objective of this study was to determine the influence of Credit extension practices 

adopted on growth of SMEs in Kakamega Central Sub County, Kakamega County. This 

study benefits scholars, investors in the growth enterprise market segment and the 

Government. The study recommends that Government puts in place mechanism of having 

SMEs owner and finance officers trained in accounts receivable management practices so that 

they are able to put in place good credit management practices to improve efficient 

management of accounts receivable enhance growth. It targeted 5401 registered SMEs under 

Single Business Permit Registration. Proportionate stratified random sampling technique was 

used to select 359 SMEs. The wards were identified as the unit of sampling. Credit extension 

practices by 1 unit would results to increase in SMEs growth by 0.519 units. Credit extension 

practices positively influence SME growth in Kakamega Central Sub County.  

Key Words: Credit Extension, , SME Growth, Accounts Receivable Management 

1. Introduction 

Growth is regarded as the second important goal of a firm, the most important one being firm 

survival (Bunyasi, Namusonge & Bwisa, 2014). Namusonge (2010) identified several 

strategies used by businesses during the growth process, and further recognized barriers and 

incidents which facilitate or hinder the growth of Small and Micro Enterprises during the 

growth process. In Kenya various studies have been carried out on growth of SMEs. Small 

and medium enterprises (SMEs) make important contributions to economic and social 

development of any country (Ouma and Kilonzo, 2015). Kilonzo et al., (2015) argue that the 

term SMEs covers a wide range of perceptions and measures, varying from country to 

country and between the sources reporting SME statistics. Some of the commonly used 

criterions are the number of employees, total net assets, sales and investment level. (Miller 

and stack, 2009). In the Economic Survey 2014 report, the sector contributed over 80% of 

800000 jobs. SMEs dominate the informal sector in Kenya and they have a potential to grow 

into large companies that support the Gross Domestic Product (GDP) growth and check 

unemployment they are encouraged by Government policy or public procurement authority, 

(Njeru, Namusonge &Kihoro 2012). The Government of Kenya recognizes this potential and 

has taken steps in facilitating trade between it and SMEs.Infact most SMEs in Kenya are 

operated by well educated and trained young men and women. In June 2011, the Public 
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Procurement and Oversight Authority (PPOA) recommended that the awarding of tenders by 

government ministries and department valued at 100 million and below be given to local 

SMEs. This is indeed a good gesture on the part of the Government. Despite their 

significance, statistics however show that in Kenya, three out of five of the youth run small 

enterprises fail within the first three years of operations, and those that continue 80 percent 

fail before the fifth year (Linguli & Namusonge, 2015). 

The competitive nature and pressure of the global market place, has necessitated the practice 

of selling products on credit. However, it can only benefit a firm if the rate of return of the 

added accounts receivables exceeds its associated direct and indirect costs (Mutwiri, 2007) 

but few have a credit policy. Good accounts receivable management practices are necessary 

for a firm’s sustainability, and growth (Salek, 2005). 

Nduta (2013) some customers are slow payers while some are non-payers. The collection 

effort should, therefore aim at accelerating collections from slow payers and reducing bad 

debt losses (Kariuki, 2010). 

Granting of credit most often leads to bad debts which are likely to lead to reduced profits 

and ultimately to sure collapse of any firm. Carrying costs are the costs associated with 

granting credit and making investment in accounts receivable. It includes the delay in 

receiving cash, the losses from bad debts and the costs of managing accounts receivable 

(Omondi,2014). 

SMEs in Kakamega Central Sub County include Financial services, General trade (wholesale, 

retail), Accommodation and Catering, Agriculture, infrastructure and construction, 

Professional & Technical Services: Private Education, Health, Entertainment, Manufacturing 

(including pharmaceuticals), Transport usually known as bodaboda., Storage and 

Communication SMEs cut across all the demographics in Kakamega Central Sub County. 

While rolling out the service “Ready Business,” Ms. Rita Okuthe, Director, Safaricom 

Business said that “The Ready Business platform seeks to empower SMEs to become more 

competitive, more efficient and help them deliver better experiences for their customers 

through the intelligent use of technology.”This is a good initiative; however these customers 
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have to be responsive by paying promptly for the services and goods purchased from the 

SMEs. 

1.1 Statement of the Problem 

FSD (2016) explains that although scholars are in agreement about the important role played 

by SMEs in Kenya’s growth, there is still a fundamental lack of knowledge as to why some 

firms manage to grow, while others remain stuck at small-scale and low productivity levels. 

SMEs still experience the impact of increased interest rates in the Market; their inability to 

shield themselves against high cost of credit is as result of their lack of strong bargaining 

power to negotiate for lower interest rates from financial institutions. The alternative still 

remains internal financing. Millions of SMEs go bankrupt every year, due to poor cash flow 

and one of the most common cash-traps is uncollected amount on cash sales, which are 

accounts receivables (Richard 2008). Even large profitable firms can collapse if they fail to 

manage accounts receivables effectively, (Prere, 2010, Njeru, Mbula, &Memba, 2016). John 

G Salek (2005) argues that management AR which is one of the largest tangible assets on a 

firm’s balance sheet receives little or no attention, except when there is a serious problem. 

Despite their significance, statistics however show that in Kenya, three out of five of the 

youth run small enterprises fail within the first three years of operations, and those that 

continue 80 percent fail before the fifth year (Linguli&Namusonge, 2015). Connolly (2013) 

observed that many enterprises rarely maintained customer details and credit information; 

appropriate credit terms and billing cycle which affected timely collection of payments from 

the customers. Wanjala, Bwisa, Wandera & Wanyama (2014) in their study on Effects of 

bookkeeping Management Practices show that most of the MSBES in Bungoma District did 

not practice accounts receivable management which may negatively affect business 

performance. The failure of an individual SME will never attract the media attention that may 

be associated with the collapse of bigger firms like Enron in USA, or Kicomi or Pan paper 

sugar millers in Kenya however the consequences of the failure of smaller firms are certainly 

a serious matter for those stakeholders who are directly involved. Poor management of 

accounts receivable is disastrous for a firm and more often leads to liquidity problems to 

many firms (Njeru et al, 2016). This does not only affect the individual firms but their failure 

affects the entire nation. Atrill (2006) asserts that small and medium enterprises often lack the 

resources to enable them collect amounts owed by trade debtors (accounts receivable) 
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effectively. SME also lack proper debt collection procedures, such as prompt invoicing and 

sending out regular statements. 

The literature survey strongly proved need for growth, development and contribution of 

SMEs for economic development. However present literature relating to SMEs in Kenya 

has not related credit extension to the net profit and hence growth. While the focus in 

previous researches was on financial management broadly, this research narrows on credit 

extension practices. It was evident no research had been conducted on the influence of 

credit extension practices on the growth of SMEs in Kakamega Central Sub County.  

1.2 Objectives  

The study was to determine the extent to which performance reporting had influenced 

performance. 

1.3 Research Hypotheses 

The null hypotheses (H0) tested in this study were the following: 

H01: There is no significant relationship between Extensions of credit practices and growth 

of SMEs. 

2. Literature Review 

2.1 Conceptual framework 

The credit extension is the independent factors influencing growth of SMEs and growth is 

the dependent variable as measured in terms of profitability and sales turnover obtained 

from the SMEs. This is shown in figure 2.1. 

 Independent variable                                               Dependent variable 

 

 

 

 

 

             Moderating Variable 

Figure 2. 1 Conceptual framework  

2.2  Review of Variable 

Credit Extension Practices: 

- Setting Guidelines 
- Written agreements 
- Credit terms 
- Credit limits 

Financial literacy 

Growth: 

- Profitability 

- Sales Turnover 
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This section focuses on the review of empirical and relevant findings on the study variables 

which motivated this study. These variables are the components of credit extension Practices. 

2.2.1 Credit Extension Practices 

The global and competitive environment makes it inevitable for firms to grant credit if they 

have to keep abreast with others. Extending credit to customers is a decision based on the 

credit management and policy of a firm. Granting credit exists to facilitate sales (Njeru et al., 

2016). Al-Mwala (2012) suggests that sales are pointless without due payment and therefore 

the sales and accounts receivable functions must work together to attain the objective of sales 

maximization within the shortest period of time. Gitau, Nyangweno, Mwencha & (2014), 

asserts that the purpose of credit control is to ensure that trade debts are recovered early 

enough before they become uncollectible and a loss to the business. There is need thus for 

setting timelines and credit limits as situations dictates, this exercise will depend on previous 

experiences that the firm has had with its existing customers and the information collected 

from agencies and financial institutions especially for the new customers. In particular, credit 

applications forms, financial statements and participation in industry credit groups can help a 

firm develop the information necessary to making a reasonable decision about extending 

credit to both new and existing customers (Richard, 2008). Sound credit extension policy 

with optimal credit standards and credit terms will result to higher sales that will lead to 

improved profitability for the firm and ultimately enhanced growth. Thorough vetting of 

credit applications before credit is granted will ensure that a firm only extends credit to credit 

worthy customers Pandey (2010). This will in turn reduce the firms’ exposure to risks of 

delayed payments and a firm's investment in accounts receivable depends on volume of credit 

sales period. Granting of credit most often leads to bad debts. Pandey (2004) posits that a 

credit sale has three characteristics. It involves an element of risk that should be carefully 

analyzed; it is also based on economic value. To the buyer, the economic value in goods or 

services passes immediately at the time of sale, which the seller expects on equivalent value 

to be received later on, and lastly, it implies futurity. (Njeru et al.,2016) The buyer is 

expected to make cash payment for goods or services received by him in a future period. 

Reasons for Granting Credit may include: Competition, Generally the higher the degree of 

competition, the more the credit granted by a firm (Pandey, 2004).Secondly, Company's 

bargaining power If a company has a higher bargaining power vis-a-vis its buyers, it may 
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grant no or less credit, thirdly, Marketing tool: Credit is used as a marketing tool, particularly 

when a new product is launched or which a company wants to push its weak product. 

However if the amounts granted are not collected on time the firms suffer losses. Longer 

credit periods are likely to stimulate sales while at the same time a firm forgoes the use of its 

funds for longer length of time and increases the potential for bad debts and losses (Njeru, 

2016). Gitau (2014) state that it is important to set credit terms and payment arrangement. 

Pandey (2008), states that a firm can shorten its credit period if customers default too 

frequently and bad debts building up.Sindani et al (2012) in their study on Effectiveness of 

Credit Management System on Loan Performance: Empirical Evidence from Micro Finance 

Sector in Kenya found out that Credit terms formulated by the microfinance institutions do 

affect loan performance; the involvement of credit officers and customers in formulating 

credit terms affects loan performance. 

2.2.2 Financial Literacy 

According to Blumberg( 2011), intervening variables are the variables that have an effect on 

the phenomenon under study but cannot directly be observed or seen, manipulated or 

measured and therefore the effects are deduced from the effects of the independent variable 

on the dependent variable. these variable can be quite many but for the purpose of this study, 

one Intervening Variable be under study (Financial literacy). Financial literacy is the ability 

to use knowledge and skills to manage financial resources effectively for a lifetime of 

financial well-being (PACFL, 2008). It a involves intimate knowledge of concepts like 

interest rates financial planning, time value for money, borrowings and savings profit and 

loss assets and liabilities etc. ( Njoroge, 2013). Some studies state that the fact that a manager 

has a higher education degree or even a postgraduate degree seems to stimulate the growth of 

the firm, thus having an impact on both survival and growth (Hall, 2000; Barkham et al., 

1996). 

Majority of studies have proved that financial literacy has a positive effect on 

entrepreneurship success. However, there are also cases of illiterate persons running 

successful enterprises. In Kenya where vast majority of SMEs are in informal sector, many 

Jua Kali and farming entrepreneurs are financially illiterate and yet they run very successful 

SMEs. Njoroge, (2013) in his study concludes that there is positive relationship between 

entrepreneur’s success and financial literacy. He noted SMEs that are more successful are run 
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by entrepreneurs who are financial literate and understand key financial concepts that 

include, risk management, interest rates, time value for money and financial market. 

However, other scholars contend that lack of financial knowledge of effective receivable 

management combined with the uncertainty of the business environment leads to poor 

performance by SMEs (Abor & Biekpe, 2005). It is important that a firm understands its 

business position as far as its cashflow is concerned, however this can be done quite 

effectively when a manager has a certain level of financial literacy. Nunoo et al (2012) in a 

study to examine how financial literacy influences SMEs in Ghana found that financial 

literacy is crucial in stimulating the SME sectors. The stiff competition in the global market 

that most SMEs face means that the SMEs have to have formal control over their financial 

decisions than ever. This has placed greater demands on financial directors and managers to 

be more financial literate in order to improve decision making. To this end, there has been a 

rising interest in the financial literacy from academic community, international organizations 

and governments recently (Olga, 2011). Nyabwanga (2011) studied the effects of working 

capital management practices on financial performance of small scale enterprises in Kisii, 

South district. In his study, he established that majority of business operators did not have 

business management knowledge and further suggested a study to unravel the impact of 

training on performance of business. Njoroge 2012) concludes that there is positive 

relationship between entrepreneur’s success and financial literacy. Njoroge observed that 

SMEs that are more successful are run by entrepreneurs who are financial literate and 

understand key financial concepts that include, risk management, interest rates, time value for 

money and financial market. Financial literacy would make an entrepreneur more 

knowledgeable and better at making informed decisions as to the kind of accounts receivable 

management practices to adopt. Hartog et al. (2010) used the U.S. National Longitudinal 

Study of Youth to examine the effects of various personal characteristics among 

entrepreneurs and employees. They found that verbal abilities appear to be more important 

for employees, while mathematical, technical and social abilities are more important for 

entrepreneurs. Financial literacy can facilitate the decision making processes such as payment 

of bills on time, proper debt management which can improve the credit worthiness of 

potential borrowers to support firm performance (Adomako.2014). Being financial literate is 

a plus to an entrepreneur. Financial literacy enable investors to evaluate and compare 

financial products, such as bank accounts, saving products, credit and loan options, payment 
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instruments, investments, insurance coverage, so as to make optimal decisions (Miller et al., 

2009). 

2.2.3 Growth 

The main dependent variable is growth. It is regarded as the second most important goal of 

a firm, the most important being firm survival (Bunyasi, et.al, 2014). In Kenya various 

studies have been carried out on growth of SMEs. Namusonge, (2010) identified several 

strategies used by businesses during the growth process, and further recognized barriers and 

incidents which facilitate or hinder the growth of Small and Micro Enterprises during the 

growth process. Mwangombe (2013) studied factors that influence performance of various 

youth groups in Taita, and found that leadership, planning and control of funds affect 

performance. Wanjiru (2103) studied the variables social-cultural factors, education and 

training skills and established that they affected growth positively. Namusonge (2010) 

studied “Determinants of growth oriented SMEs in Nairobi”. He concluded that availability 

and type of finance are key determinants of the growth performance of SMEs. Mwangi and 

Wanjau, (2013) found that, firms which rely on credit grow faster. Yet these firms get 

credit from other firms, what happens to the firms that provide goods or services on 

credit? Do they also grow as fast? Spilling (2001) states that the growth status of a firm 

may be rather temporary. The commonly used measures of firm growth are: (employment 

growth, sales growth, profit, return on equity [ROE], return on assets [ROA]) and 

entrepreneurs’ perceived growth relative to their competitors in terms of increase in 

company value (Leona et al 2010 ). O’Gorman, (2001) posits that SME growth can be 

measured in terms of sales, number of employees, value added, and complexity of the 

product line, production technology or the number of locations. Bosma & et al (2000) 

proposed three measures of success of the entrepreneur, such as: profits of the entrepreneur, 

employment created by the entrepreneur, and the survival period of the firm. In this study, 

the Key measures of growth were: Profitability and sales turnover). 

3. Research Methodology 

The study adopted the mixed research design. The Population of this study was 5401 SMEs 

in (Kakamega Central Sub- County, as at 22nd April 2015 as per the Kakamega County 

Revenue Department Register. This study used the geographical location (ward) as the key 

unit for sampling to categorize firms into twelve strata.  
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Table 3.1 Sampling Frame 

Ward    Population 

Amalemba,       211 

Bukhulunya,                                  89 

Central                                         3957 

Mahiakalo                                     264 

Matende                                         72 

Milimani                                       124 

Musaa                                            52 

Shibiriri                                         120 

Shieywe                                         08 

Shirere                                           08 

Shichirai                                       284 

Total                                           5401 

Source: (Kakamega County Revenue Department, 2015) 

Purposive sampling for data collection was used to target financial officer from every 

SME dealing with credit extension .Wards were used as the unit of sampling. 

Table 3. 2: Sample Size 

Ward                                                       Population(X)                             Sample Size 

Amalemba,                                                        211                                               14 

Bukhulunya,                                                       89                                                 6 

Central                                                              3957                                             263 

Mahiakalo                                                         264                                               18 

Matende                                                              72                                                14 

Milimani                                                            124                                                5 

Msaa                                                                  52                                                 3 

Shibirir                                                              120                                                7 

Shieywe                                                              08                                                 1 

Shirere                                                                08                                                 1 

Shichirai                                                            284                                               19 

 

Total                                                                5401                                             359 

 

Both primary and secondary data was used. Questionnaires (both open and close ended) 

were administered to 359 respondents. Questionnaire with 5 point Likert scale showed the 

respondents’ level of agreement towards the statement in the questionnaire. The study 

employed both descriptive as well as inferential statistics for data analysis. Descriptive 

statistics was used to test for normality of data; Homoskedascity was used to determine 

whether the variance of the error term is constant and same for all observations. 
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Hypotheses were tested at 5% level of significance using t-test, and F-test. Ordinary least 

square method was used to determine the cause-effect relationship among the variables. 

Multiple linear regressions were used to determine the degree and magnitude of the 

relationship that existed between variables. Hypotheses were tested at 5% level of 

significance using inferential statistics. Ordinary Least squares method was used to 

determine the cause and effect relationship among the variables. Regression analysis is a 

statistical tool that examines the relationship between the variables by analyzing 

coefficients for the equation in a straight line (Faraway, 2002). In answering the research 

questions and objectives, multiple regression analysis was used to test the identified 

hypotheses. Regression consists of R Square, which was used to test the overall significance 

of the model (Malholtra, 2007).SMEs growth was proxied by: sales growth and 

profitability rate 

Model specification 

The regression model was specified as follows: 

Y=𝛽0+𝛽1𝑋1+µ
 

𝑋1, 𝑋 2 = Predictor Variable Coefficient (or parameters to be estimated) 

Y = SME growth proxied by sales growth and profitability 

𝑋1 = credit extension practices (measured by tracking of customer records and third party 

references, security or guarantee 

µ = error term  

𝛽0 = Intercept 

4. Findings 

4.1 Credit Extension Practices 

The study sought to establish the influence of credit extension practices on growth of 

SMEs. Results in Table 4.1 show that 77.9% of the respondents indicated that they have 

developed a written plan (showing credit terms), 69.6% of the respondents also agreed that 

they use formalized credit processes (documentation of agreement) while 52.2% of the 

respondents agreed that they used third party provided intelligence. Results also revealed 

that 77.9% of the respondents agreed that they granted credit only when amount was 

guaranteed, 78.1% of the respondents agreed that they extended credit to regular 

customers who have had good records while 47.1% of the respondents agreed that they 
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used portfolio strategy to segment categories of customers. The results show good practice 

of the credit extension practices. This can be supported by the mean of the responses 

(3.67) which means that majority of the respondents were agreeing to the statements in the 

questionnaire. 

Table 4.1 Credit Extension Practices 

 

4.1.1 Relationship Between Credit Extension Practices and SME Growth 

Regression analysis was used to find out if there is a relationship between credit extension 

practices and SMEs growth by evaluating the contribution of the credit extension practices in 

explaining SMEs growth, when the other variables are controlled; the R Square value was 

obtained in this case. 

From the results in Table 4.2, credit extension practices were found to have an R Square 

value of 0.395 or to contribute to 39.5% SME growth. The R square value is an important 

indicator of the predictive accuracy of the equation. The remaining 60.5% can be explained 

by other factors. The implication of these finding is that credit extension practices plays a 

significant role enhancing SME growth. Ngugi (2014) concluded that the hotels accounts 

receivables were influenced by written manuals indicating the terms of customer payment 
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and the policies were followed when dealing with customers. This further implies that hotels 

value accounts receivables because they affect profitability. 

Table 4.2 Model Fitness 

R                R Square       Adjusted R Square            Std. Error of Estimate 

0.632          0.398                    0.395                                  0.46544 

Table 4.3 provides the results on the analysis of the variance (ANOVA). The results indicate 

that the overall model was statistically significant. Further, the results imply that credit 

extension practices are good predictors of SMEs growth. This was supported by an F statistic 

of 180.873 and the reported p value (0.000) which was less than the conventional probability 

of 0.05 significance level. 

Table 4.3 Analysis of Variance 

Indicator Sum of Squares df Mean Square F 

Regression 39.183 1 39.183 180.873 

Residual 59.358 274 0.217  

Total 98.541 275   

Regression of coefficients results in Table 4.4 shows that there is a positive and significant 

relationship between credit extension practices and SMEs growth as supported by a p value 

of 0.000 and a beta coefficient of 0.519. This was also supported by the t values whereby t 

cal=13.097 > t critical =12.706 at a 95 percent confidence level which depicts that we reject 

the null hypothesis and accept the alternative. This implies that an increase in credit extension 

practices by 1 unit would results to increase in SMEs growth by 0.519 units. 

Table 4.4 Regression of Coefficients 

Variable                                    B              Std. Error               t            Sig. (Constant)                           

    1.798                 0.137                13.097            0.000 

Credit Extension Practices      0.519                0.039                13.449            0.000 

SMEs Growth = 1.798 +0.519 Credit Extension Practices 

4.2 Financial Literacy 

The study sought to assess the financial literacy of the respondents. Results in Table 4.5 show 

that 50% of the respondents were undecided on whether they knew the financing of 

receivable options available, 44.6% of the respondents agreed that they had information on 

how to use credit monitoring methods while 35.8% of the respondents agreed that they had 
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information on how to compute discounts. Results also revealed that 36.7% of the 

respondents were undecided on whether they had information about computation of financial 

ratios, 35.9% were undecided on whether they had information about credit analysis methods 

while 44.2% of the respondents agreed that they used credit collection methods. The results 

show the level of financial literacy among the respondents was low as confirmed by the mean 

of the responses (3.06) which means that majority of the respondents were agreeing to the 

statements in the questionnaire. Nyabwanga (2011) studied the effects of working capital 

management practices on financial performance of small scale enterprises in Kisii South 

district. In his study, he established that majority of business operators did not have business 

management knowledge agreeing with this study that most there is low financial literacy 

among SMEs. 

Table 4.5 Financial Literacy 

 

4.3 Small and Medium Enterprises (SMEs) Growth 

The study sought to assess the growth of SMEs. Results in Table 4.6 reveal that 85.1% of 

the respondents agreed that their sales have increased over the last three years, 87% of the 

respondents also agreed that their contact with new customers has increased while 42.1% of 

the respondents agreed that the total current asset represented by accounts receivable has 

gone down. Results also revealed that 44.7% of the respondents agreed that the business 

percentage of bad and delinquent debts is less than 10% of sales, 87.3% of the respondents 

agreed that the business has been able to generate profits for the last three year, 85.1% of 

the respondents agreed that the profit margin has increased in the last two year while 83.8% 
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of the respondents agreed that they fund the business growth from profits.  

Further, results in Table 4.6 reveal that 74.4% of the respondents agreed that salaries and 

wages of employees have been raised and achieved from profits earned, 60.8% of the 

respondents agreed that the business had increased its branches from profits earned while 

66.9% of the respondents agreed that they are always paid in time as a result of availability 

of profit. Results also show that 39.5% of the respondents disagreed that the total current 

asset represented by accounts receivable has gone down, 45.9% of the respondents agreed 

that expenses on legal actions on problem customers had gone down while 43.4% of the 

respondents disagreed that the fees paid to collection agencies has reduced. The results the 

SMEs growth has improved to a great extent. This can be supported by the mean of the 

responses (3.32) which means that majority of the respondents were agreeing to the 

statements in the questionnaire. This study is in support of Waweru (2011), results that 

showed that there was some relationship between receivable management and firm value. 

Table 4.6 SMEs Growth 

Statement Strongly 

Disagree 

Disagree Undecided Agree Strongly 

Agree 

Mean 

1.Sales have increased 

over 

0.80% 4.60% 9.50% 64.10% 21.00% 4.00 
the last three years.       

2.  My  contact  with  

new 

1.40% 6.90% 4.70% 56.90% 30.10% 4.07 

customers has increased.       

3.The  total  current  

asset 

4.80% 34.70% 18.50% 29.20% 12.90% 3.11 

represented   by  

accounts 

receivable has gone 

down. 

      

4.The business 

p ercentage 

4.00% 19.30% 32.00% 33.80% 10.90% 3.28 

of   bad   and   

delinquent 

      

debts is less than 10% 

of 

      

sales.       

5. The business has 

been 

1.80% 3.60% 7.20% 58.00% 29.30% 4.09 

able to generate profits 

for 

      

the last three year       

6.  The  profit  margin  

has 

1.40% 6.20% 7.20% 58.70% 26.40% 4.03 

increased  in  the  last  two  

years. 

7.   I   fund   the   business 2.60% 9.50% 4.00% 54.90% 28.90% 3.98 

growth from profits.       
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8.  Salaries  and  wages  of 1.10% 15.70% 8.80% 54.00% 20.40% 3.77 

employees     have been        

raised  and  achieved from       

profits earned.        

9The        business has 5.40% 22.10% 11.60% 44.90% 15.90% 3.44 

 

4.4 Multivariate Regression Model 

Regression analysis was used to find out if there is a relationship between credit extension 

practices and SMEs growth by evaluating the contribution of the credit extension practices 

in explaining SMEs growth, when the other variables are controlled; the R Square 

value was obtained in this case. Adjusted R squared is coefficient of determination which 

tells us the variation in the dependent variables due to change in the independent variables. 

R is the correlation coefficient which shows the relationship between the study variables. 

From the findings shown in the table above there was a strongly positive relationship 

between the study variables as shown by 0.712. 

From the results in Table 4.7, credit extension practices were found to have an R Square 

value of 0.706 or to contribute to 70.6% SME growth. The R square value is an important 

indicator of the predictive accuracy of the equation. The remaining 29.4% can be explained 

by other factors. The implication of these finding is that credit extension practices plays a 

significant role enhancing SME growth. The results differ with that of Oluoch (2014) who 

postulated that credit extension practices have no impact on SMEs success, Mathuva (2010) 

study of 30 firms listed in the Nairobi stock Exchange for the period 1993 to 2008 also 

found a negative relation of accounts receivable on profitability, the study agrees with 

(Mwangi 2013). In his study of receivable management practices in CDF funded projects in 
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Kenya, he concluded that the successful CDF funded projects embraced and 

implemented efficient receivable management practices and so their survival was eminent. 

Table 4.7 Model Fitness 

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

0.844            0.712                   0.706                                    0.32443 

Table 4.8 provides the results on the analysis of the variance (ANOVA). The results 

indicate that the overall model was statistically significant. Further, the results imply that 

the independent variables are good predictors of SMEs growth. This was supported by an F 

statistic of 133.245 and the reported p value (0.000) which was less than the conventional 

probability of 0.05 significance level. 

Table 4.8 Analysis of Variance 

Indicator Sum of Squares Df Mean Square      F Sig. 

Regression 70.123 5 14.025            133.245 0.000 

Residual 28.419 270 0.105  

Total 98.541 275   

Regression of coefficients results in Table 4.9 shows that there is a positive and significant 

relationship between credit extension practices and SMEs growth. This was supported by a p 

value of 0.000. This was also supported by beta coefficients of 0.282  

This implies that an increase in customer analysis practices by 1 unit would results to 

increase in SMEs growth by 0.089 units. An increase in credit extension practices by 1 unit 

would results to increase in SMEs growth by 0.282 units 

Table 4.9 Regression of Coefficients 

Variable B  Std. Error T Sig. 

Credit Extension Practice  0.282 0.031 9.226 0.000 

4.5 Moderating Effect of Financial Literacy 

The study sought to establish the moderating effect of financial literacy on the relationship 

between credit extension practices and SMEs growth. Results in Table 4.10 show that 

financial literacy has a positive and significant moderating effect on the relationship between 

credit extension practices and SMEs growth. This was supported by a P- value of 0.000 and a 

beta coefficient of 0.073. This was also supported by the t values whereby t cal=30.834 > t 
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critical =12.706 at a 95 percent confidence level which depicts that we reject the null 

hypothesis and accept the alternative. This implies that an increase in financial literacy by 1 

unit led to an increase in the use of credit extension practices which translated to increased 

SMEs growth by 0.073 units. 

Table 4.10 Regression of Coefficients 

 

4.6 Hypothesis Testing and Discussion 

This section presents the hypothesis testing of the study variables. The rule of thumb was to 

reject the hypothesis if the independent variable had a significant with the dependent variable. 

The significance was tested at a critical P value of 0.05. 

Table 4. 11 Hypothesis Testing and Discussion 

Objective Hypothesis Rule P value 

for 

Bivariate 

Regressi

on 

P value 

Multivari ate 

Regression 

Comment 

To 

establish the 

influence 

of      credit 

extensions 

practices 

on   growth 

of SMEs. 

H01: 

There   is no 

significant relations 

hip between 

extension s          

of credit practices 

and growth of 

SMEs. 

Reject 

H01   if p 

value for 

SMEs 

growth is 

<0.05 

0.000 0.000 The hypothesis 

was rejected 

for both       

the bivariate 

regression and        

the multivariate 

regression. 

5. Summary of Findings, Conclusions And Recommendations 

5.1 Credit Extension Practices 
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Results revealed that the SME owners practice various credit extensions practices. These 

practices include; developed a written plan (showing credit terms), formalizing credit 

processes (documentation of agreement), use third party provided intelligence, granting credit 

only when amount is guaranteed, extending credit to regular customers who have had good 

records and using portfolio strategy to segment categories of customers. 

The bivariate regression results revealed that there is a positive and significant relationship 

between credit extension practices and SMEs growth as supported by a p value of 0.000 and a 

beta coefficient of 0.519. This was also supported by the t values whereby t cal=13.097 > t 

critical =12.706 at a 95 percent confidence level which depicts that we reject the null 

hypothesis and accept the alternative. This implies that an increase in credit extension 

practices by 1 unit would results to increase in SMEs growth by 0.519 units. 

The multivariate regression analysis revealed that there is a positive and significant 

relationship between credit extension practices and SMEs growth as supported. This was 

supported by a p value of 0.000 and a beta coefficient of 0.282. Hence, an increase in credit 

extension practices by 1 unit would results to increase in SMEs growth by 0.282 units.. 

5.2 Financial Literacy 

Results revealed that the SME owners were informed about various aspects of finances such 

as using credit monitoring methods, computing discounts and using credit collection 

methods. However, results revealed that the SME owners were undecided on whether they 

knew the financing of receivable options available and computing financial ratios. 

5.3 Conclusion 

The study concluded that credit extension practices influence the growth of SMEs in 

Kakamega County (Central Sub County), Kenya. This can be explained by the bivariate and 

multivariate regression results which revealed that the influence was positive and significant. 

However, the magnitude of influence varied whereby the influence of credit extension 

practice individually was greater (0.519). 

5.4 Recommendations 

5.4.1 Credit Extension Practices 
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SMEs owners should continue in the practice of credit extension practice for consistent 

growth. Additionally, the SMEs owners should endeavour to use other credit extension 

practices that are not outlined in this study. 

5.4.2 Financial Literacy 

Financial institutions within Kakamega County should endeavor to educate SME owners 

about the credit extension practices. This would result to economic growth within the county 

which would also impact them positively. The study also recommends that SMEs owners 

should take the initiative to be financial literate. This would help to speed the growth of their 

businesses. Government should encourage entrepreneurs to learn about Accounts Receivable 

Management Practices, SMEs growth translates to economic growth for the entire Nation 

which will mean reduction in poverty levels. SMEs would be able to sustain themselves 

5.5 Areas of Further Research 

The study recommends that a similar study should be conducted in the mid-sized enterprises 

within Kakamega County for comparison purposes. The study also recommends that a study 

seeking to establish other Accounts Receivable Practices other than credit extension that 

affect SMEs growth should be conducted. This would help to give insight to SMEs and other 

organizations on other kinds of ARM practices they can use in their businesses. As a result, 

this would translate to better performance. 

Similar studies should be conducted in a different sub-counties and counties in Kenya. This 

would assist to establish whether SMEs across different counties use the same ARM practices 

and whether the impact of these practices is different. Further, the study recommends that a 

study seeking to establish the direct effect of financial literacy should be conducted. This 

would help to determine whether the direct effect differs from the moderating effect. 
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