



IMPACT OF INNOVATIVE DEBT MANAGEMENT STRATEGIES ON FINANCIAL PERFORMANCE OF COMMERCIAL BANKS: A CASE OF SELECTED COMMERCIAL BANKS IN MBARARA CITY, UGANDA

ABSTRACT

Commercial banks play a vital role in the provisional of financial services, a key component in economic development of any country. However, their underperformance financially is affecting banking sector and consequently hinder development in many sectors. Therefore, the study investigated the contribution of innovative debt management strategies towards financial performance of commercial banks. The objectives were to: examine debt collection policy, internal control system and client appraisal on financial performance. The study was anchored on Principle-Agency Theory. descriptive research design and quantitative research approach were adopted. The target population was 124 and sampled 95 respondents. Sampling techniques were stratified random sampling and simple random sampling. The questionnaire was used to collect data from respondents. The data was analyzed using multiple linear regression technique with help of SPSS.The results showed significant impact of debt collection policy on financial performance (t=2.952, p=0.004, p<0.05), internal control systems on financial performance (t=2.901, p=0.014, p<0.05) and also the same was reflected in client appraisal on financial performance (t=2.646, p=0.02, p<0.05).Therefore, the study concluded that debt collection policy, internal control system and client appraisal have an influence on financial performance of commercial banks. The study recommended innovations on these key components in an effort to improve financial performance. The findings would benefit the management of commercial banks, policy makers, scholars and investors
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1.0 INTRODUCTION 
Commercial banks serve as pivotal institutions driving economic growth and stability, particularly in emerging markets. Understanding the factors that affect or determine their financial performance  is crucial (Kapaya, 2021).The performance indicators consist of  profitability, return on assets, return on equity, and sales volume(Nurmakhanova, Kretzschmar & Fedhila, 2019).Commercial banks in USA have had challenges in financial performance in that  there was a notable decline in the number of operating banks which drastically reduced from 10,222 in 1999 to 5,002 by the end of 2020, approximately 51% reduction (Federal Reserve Bank of St. Louis Review, 2020).The contribution to decline was largely from banks failures in their management systems. The performance was further affected by emergence of Covid 19 pandemic disease resulting to increased loan defaults (American Bankers Association, 2022). In Europe, commercial banks are experiencing low financial performance due to losses caused by bad debts and fluctuations in profitability levels(Sahib et al.,2023; IMF, 2024;Gitman, Juchau & Flanagan, 2022).

The situation in Africa is similar to developed countries. For instance, in Ethiopia, commercial banks experienced significant changes in an effort to make them vibrant to help in economic development (Anteneh et al.,2016). Despite these changes, financial performance has been characterized by limited access to loans and none performing loans although trying to expand (Abebaw,2016; Tassew et al., 2019). In Tanzania, also debt management strategies have been introduced in order to make commercial banks profitable and assist in economic development
(Bank of Tanzania report, 2022; Mulbah et al., 2024; Jeje, 2015; Ali, 2018). With all these efforts, still financial performance kremains a major challenge in banking industry.

The situation in Uganda has not been any better in financial performance of Commercial banks. The banking sector has adopted many strategies such as technological innovations, policy review and regulations in the financial services ecosystem (Wilbrod, 2023).Trendy analysis show that there is still exist high level  of  non-performing loans  due to huge defaults of loan repayment, consequently  affecting financial performance((Minney,2020; Tyson,2020; Barua &Barua 2020).The banking sector has been considered as  being inefficient with inadequate control systems and has low degree of monetization of the economy((Katusiime, 2021; Khine, 2023).Also Covid 19  pandemic disease accelerated the decline further in  financial performance due to huge defaults in loan repayment((Katusiime, 2021;Uganda Banking Sector Report, 2023).Trendy on loan portfolio at risk(PAT) or Non-performing loans(NPL) ratio increased from 4.2% in December,2012 to 5.6% in December,2013, and again  in December,2019,it increased from 4.7% to 6.0% in 2020((Bank of Uganda Annual Supervision Reports, 2014-2020).The same situation is also reflected in commercial banks operating from Mbarara City, where  the banks have experienced low financial performance occasioned  by loan default risk(Kyarunzi & Mambule, 2020; BOU, 2020)
1.2 Statement of the problem

Commercial banks play a vital role in economic development of any a country through the provision of financial services to governments and citizens or customers (Nyamugabwa,2019). Therefore, financial institutions often develop and implement innovative debt management strategies to ensure there is sustainable profitability (Uganda Debt Network,2020).Despite these efforts made toward debt management, the financial performance  of commercial banks in Uganda is still low due to huge non-performing loans(UDN,2021).The situation in 2022  was bad in that recovery rate dropped by 38%,bad debt write offs was at 42%,decrease in profitability by 5%,portfolio at risk increased to 27% and membership dropped by 31%(BOU,2022).The issues of concerns include debt collection policy, internal control system and client appraisal, their effect on financial performance of commercial banks have hardly been  analyzed. If the situation of low financial performance in commercial banks is not addressed, there will be increased poverty, unemployment, low standards of living and decline in economic growth. This in the long run will make it difficult for Uganda to achieve development agenda.
1.3. Objectives of the study

i)To examine effect of debt collection policy on financial performance of commercial banks
ii)To assess effect of internal control system on financial performance of commercialbanks
iii)To establish effect client appraisal on financial performance of commercial banks

1.4 Research Hypotheses
HO1: There is no significant effect of debt collection policy on financial performance of commercial banks

HO2: There is no significant effect of internal control system on financial performance of commercial banks

HO3: There is no significant effect client appraisal on financial performance of commercial banks

1.5 Conceptual Framework
The conceptual framework is shown in figure 1 below.
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Source: Field data,2024
Figure 1. Relationship between dependent and dependent variables
2.0 LITERATURE REVIEW
 Debt Collection Policy and Financial Performance

Baluku (2023) studied the relationship between debt collection procedures and financial performance of SACCOs in Mbarara City, Uganda. Collected data through questionnaire and  analyzed  by use of correlation analysis technique with help of SPSS. The findings indicated positive relationship between the two variables.
Gichuki (2023) conducted a study on the influence of collections policy on the financial performance of the Savings and Credit Cooperative Societies in Nyeri Central Sub County of Kenya. The data was analyzed using multiple regression technique. The results revealed that collections policy was a statistically significant predictor of financial performance. The study recommended improvement on debt collections policy through implementation of stringent measures.

Esther et al, (2021) evaluated the effect of collection policy on portfolio quality of microfinance banks in Adamawa State, Nigeria. The data was analyzed using regression analysis technique and findings showed that debt collection policy had an effect on financial performance. Therefore, recommended effective implementation matrix   on debt collection policy.
Moma (2019) carried out a study to investigate the effects of credit policy on financial performance of Savings and Credit Cooperative Societies at Premier Credit Organization in Kampala, Uganda. The collected data was analyzed by using regression analysis and findings revealed that debt collection policy (Default rate) significantly increased return on asset(ROA) and also reduced or lowered nonperforming(NPL) ,consequently resulting into increased  profitability.
Irene (2015) studied the influence of debt management on the financial performance of commercial banks in Uganda, case study of centenary bank Kabalagala, Uganda. The data was collected by use of questionnaire and analyzed using SPSS tool. The findings indicated that credit policy significantly affected financial performance.

Wakhungu and Nekesa (2021) examined the impact of debt collection strategies on financial performance of Private Universities in Kenya. The data was analyzed using Pearson correlation and regression analysis   techniques. The findings showed that there was a positive and significant relationship between debt collection strategy and financial performance.

Internal Control System and Financial Performance
Alamye (2021) examined the effect of internal control systems on financial performance in Vivo Energy, Uganda. The data was analyzed using Pearson correlation analysis and regression analysis techniques. The findings indicated that internal control systems significantly affected financial performance Vivo Energy

Muhunyo and Jagongo (2018) examined effect of internal control systems on financial performance in public institutions of have a significant influence on the financial performance of the institutions of higher learning in Nairobi City County, Kenya. Multiple linear regression was used for data analysis. The findings showed that internal control systems significantly affected financial performance.

Ali (2018) investigated the relationship between internal control systems and financial performance in Institutions of higher learning. Internal controls were looked at from the perspective of Control Environment, Internal Audit and Control Activities whereas financial performance focused on Liquidity, Accountability and Reporting. The found that management of these institutions were committed in undertaking internal control systems which includes monitoring, supervision and internal audit. Also the study found a significant relationship between internal control systems and financial performance.
Niyonsenga and Abuya (2017) examined the relationship between internal control system and financial performance in financial institutions in Rwanda, case study of I&M Bank. The study found that there was weak internal control system which exposed financial institutions to risks such as fraud, embezzlement and waste. Further, result showed s positive strong correlation between internal control systems and financial performance. 

Odongkara (2016) investigated the Internal Control System (ICS) that influenced financial performance(FP)  in Municipal Urban Councils in Northern Uganda .The objectives of the study were: to explore the relationship between internal control activities and FP to find out how the internal control environment affects FP and to assess the impact of auditing on FP in MUC. Findings revealed a significant relationship between internal control environments. The study concluded that internal control activities, internal control environment and audit positively affected FP. 
Kijambu et al, (2022) conducted a study on relationship among internal controls, managerial competence and financial performance of ABU SACCO Mbarara. The result showed a significant positive relationship between internal controls and financial performance.

Mpora et al, (2023) assessed the internal control system and the performance of financial institutions in Uganda. The Findings showed a significant positive correlation between the internal control system and firm performance.
Olayode (2020) investigated the effect of internal controls on financial performance of manufacturing firms. The result showed a positive relationship between financial performance of production firms and the system of internal control and therefore concluded that the success of any organization depends internal control systems.
Munganyimana (2024)investigated the effect of internal control components on financial performance of financial institutions in Rwanda, focusing on Bank of Kigali main branch. Results of the study revealed a positive and significant effect (β=0.162, t=2.151, p=0.033<0.05) of control activities on financial performance of Bank of Kigali main branch.

Ahmed (2018) studied the effects of internal control systems and financial performance of VIVA energy in Uganda and their findings (r=0.764,p=0.05) revealed a positive relationship between internal control systems and financial performance. The multiple regression confirmed a significant effect (t=0.782, β = .0.446, p=0.000<0.005). One unit increase in internal control systems would increase financial performance by 0.782 units.

Mangu and Kibati (2016) study results on internal control systems on financial performance of Kenya Farmers Association limited, the results revealed that there is a positive relationship between internal control systems and financial performance (B=0.490, t=1.329, p=0.039, p<0.05).The results of the multiple regression model showed a unit increase in internal control system would increase the financial performance 0.490 units
Client appraisal and Financial Performance

Yusuf and Mahmud (2021) assessed the effect of the effect of client appraisal on the efficiency of microfinance banks in Northern province of Nigeria. The result showed that client appraisal had a positive effect on efficiency and productivity.
Mulyugi (2020), studied the effect of Client appraisal on financial performance of Financial Institutions in Rwanda, a case  of Guaranty Trust Bank Rwanda Plc. The findings revealed a positive and significant relationship between client appraisal and financial performance. Therefore, the study concluded that client appraisal had a contribution towards financial performance of institutions. Further it recommended development of innovative appraisal strategies which could minimize on loan defaulters.

Wambura et al. (2022) examined the effect of client appraisal and loan monitoring strategies on the repayment of revolving funds in Kenya. The findings showed a positive and significant effect on the repayment performance of revolving funds and concluded that there exists a strong positive relationship between client appraisal strategies and repayment performance of revolving funds.
A study by Aliija and Muhangi (2017) revealed that client appraisal had a positive strong relationship with credit performance of MFIs. Further, findings showed that a unit increase in client  appraisal  would lead  to  an increase in credit performance of MFIs.
Agaba and Turyasingura (2023) assessed how lending appraisal affected SACCO performance Rukiga district, Uganda. The findings revealed that loan appraisal had a positive influence on the performance of SACCO. Therefore recommended for development and implementation of good  strategies.
Kiplimo and Kalio (2018) conducted a study on the influence of client evaluation on loan performance of Microfinance Institutions in Baringo County, Kenya. The main objective of the study was to determine the client appraisal on loan performance of microfinance institution. The findings indicated that there was a strong relationship between client appraisals and loan performance in Microfinance institutions. Also the result showed that an increase in client appraisal led to a rise in the performance of loans in MFIs. According to study by Stanley et al. (2016) digital debt management and client’s evaluation influences performance of microfinance. The findings revealed that debt impacts positively to growth of financial institutions.

Turyasigura (2022) conducted a study on lending appraisal and performance of SACCOs in Uganda, the results showed a (coef. = -0. 635, p-value=0.000) found there was a positive influence on performance of SACCO. Findings demonstrated that loan appraisal showed a substantial positive relationship (r=0.656*; p-value 0.05) with the performance of SMEs. 
3.0 RESEARCH METHODOLOGY

 The study adopted descriptive research design and quantitative research approach. This type of research design helped in guiding the testing of hypothesis while the quantitate approach assisted in collecting quantitative data (Kombo&Tromp,2006: Reswell & Creswell, 2018; Michelle & Jolley,2019). Target population was 124 from which a sample size of 95 was determined through the use of Slovin (1960) formula at 5% significance level (Byabashaija, 2023). The Slovin formula: n/1+Ne2
The study used three sampling techniques namely stratified random sampling, simple random sampling and purposive sampling. The data was collected using questionnaire (Kombo&Tromp,2006; Saunders et al., 2018). Both validity and reliability of research instrument were tested and accepted level set at 0.70 (Kothori,2009; Durrheim &Wassenaar, 2002; Connelly,2008; Gray, 2009).The data was analyzed using  regression analysis and adopted Multiple linear technique with the help of SPSS. The Multiple model equation for this study was formulated as : Y= β0 + β1X1 + β2X2 + β3X3 + ε. The assumptions were tested also which included Normality, Multicollinearity and Homoscedasticity (Gall & Borg ,2021; Scott, 2022; Andy Field 2018; Richard , 2022). All the necessary research ethical considerations were also observed (Resnik, 2020).
4.0 RESULTS
4.1 Results  based on objectives

 Effect of  debt collection policy on financial performance of Commercial Banks
The result is shown in table 1 below.
Table 1: Debt collection policy and financial performance
	Statement
	
	DS
	D
	N
	A
	SA
	Mean
	SD

	Proper adherence and strict collection policies provide chances for loan recovery
	N              
%
	4

4.7
	2

2.4
	3

3.5
	45

52.9
	31

36.5
	4.08
	.651

	Our bank has debt issuance terms
	N
%
	1

1.2
	2

2.4
	6

7.1
	40

47.1
	36

42.4
	3.97
	.989

	All payment options are stated clearly on invoices to make it easier for customers to pay  loans
	  N  

  %      
	4

4.7
	3

3.5
	4

4.7
	46

54.1
	28

33.0
	4.02
	.715

	There is regular contact and reminders sent to the customers
	N
 %
	8
9.4
	7

8.2
	3
3.5
	49

57.6
	18

21.2
	4.03
	.899

	Bank ensures a good credit history of a client before loan disbursement is done
	N
%
	2

2.4
	10
11.8
	0
0.0
	60

70.6
	13

15.3
	4.16
	.630

	The institution ensures regular credit reviews are done on collection policies to improve the state of credit
	N
%
	4

4.7
	4

4.7
	4

4.7


	45

52.9
	28
33.0
	4.05
	.978

	The bank has set safe customer credit limit
	N
%
	7
8.2
	9
10.6
	2

2.4
	42
49.4
	25
29.4
	4.18
	.704

	Overall
	
	
	
	85
	
	
	4.07
	.795


Source: Field data ,2024
Key:1-Disagree Strongly(DS),2-Disagree(D),3-Neutral (N),4-Agree(A),5-Strongly Agree(SA)
On proper adherence and strict debt collection policies and provision of chances for loan recovery,4 respondents (4.7%), disagreed strongly,2(2.4%) disagreed,3(3.5%),45(52.9%) agreed while 31(36.5%) agreed strongly. The mean was 4.08 and SD of was.651.As for the bank having debt issuance terms,1(1.2%),disagreed strongly,2(2.4%)disagreed,6(7.1%) were neutral,40(47.1%) agreed and 36(42.4%) strongly agreed. The mean was 3.97 with SD of .989.As regards  stating  all payment options on invoices to make it easier for customers to pay their loans,4(4.7%) respondents disagreed strongly,3(3.5%)disagreed,4(4.7%) were neutral,46(54.1%) agreed and 28(33%) strongly agreed. The mean was 4.02 with SD of .715.Regarding regular contact and reminders sent to customers,8(9.4%) disagreed strongly,7(8.2%) disagreed,3(3.5%) were neutral,49(57.6%) agreed while 18(21.2%) strongly agreed. The mean was 4.03 and SD of .899.For the bank ensuring that a good credit history of a client before loan disbursement is done,2(2.4%) disagreed strongly,10(11.8%) disagreed,60(70.6%) agreed and 13(15.3%) agreed strongly. The mean was 4.16 and SD of .630.
As for regular reviews on debt collection policies to improve state of credit,4(4.7%)disagreed strongly,4(4.7%) disagreed,4(4.7%) were neutral,45(52.9%) agreed and 28(33%) strongly agreed., the mean was 4.05 and SD of .978.As for the bank setting safe customer credit limit,7(8.2%) disagreed strongly,9(10.6%) disagreed,2(2.4%) were neutral,42(49.4%) agreed and 25(29.4%) with mean of 4.18 and SD of .704. The overall mean was 4.07 and SD of .995.This implies that majority of respondents were in agreement that debt collection policy affects financial performance of Commercial Banks.
Effect of Internal control system on financial performance of Commercial Banks
The results are in table 2 below.
Table 2: Internal control system and financial performance
	           Statement
	
	  DS         
	   D
	    N
	    A
	   SA
	Mean
	SD

	Appropriate measures are taken to correct misfeasance in operations of our accounting and finance management system
	N
%
	9

10.6
	7

8.2
	     7

8.2
	46

54.1
	16

18.8
	3.62
	.959

	Management is committed to the operation of the system
	N
%
	7

8.2
	1

1.2
	3

3.5
	46

54.1
	28

32.9
	4.02
	.894

	Management closely monitors the implementation of internal controls in our institution
	N
%
	15
17.6
	2

2.4
	3

3.5
	42
49.4
	23
27.1
	4.11
	.729

	There is appropriate supervision by senior staff on the work of their juniors
	N
%
	10
11.8
	1

1.2
	2

2.4
	44

51.8
	28
33.0
	4.12
	.881

	Internal audit staff conduct regular audit activities in our institution
	N
%
	3

3.5
	7

8.2
	5
5.9
	54
63.5
	16

18.8
	3.89
	.753

	Internal audit reports address weaknesses in our internal control system
	N
%
	7

8.2
	2

2.4
	2

2.4
	40

47.1
	34

40.0
	4.08
	.944

	institution has strong internal control systems with well-developed chart of accounts
	N
%
	11

12.9
	4

4.7
	10

11.8
	36

42.4
	24

28.2
	3.68
	.830

	Overall
	
	
	
	85
	
	
	3.931
	.856


Source: field data, 2024
Key: 1-Disagree Strongly (DS), 2-Disagree (D),3-Neutral (N),4-Agree(A),5-Strongly Agree(SA)

For appropriate measures taken to correct misfeasance in operations of accounting and finance managementsystem,9(10.6%) disagreed strongly,7(8.2%) disagreed,7(8.2%)were neutral,46(54.1%) agreed and 16(18.8%) strongly agreed. The mean was 3.62 with SD of .959.As for the commitment of management to the operation of the system,7(8.2%) disagreed strongly,1(1.2%) disagreed,3(3.5%) were neutral,46(54.1%) agreed and 28(32.9%) strongly agreed. The mean was 4.02 with .894 SD.As for supervision of staff,10(11.8%) disagreed strongly,1(1.2%) disagreed,2(2.4%) were neutral,44(51.8%) agreed and 28(33%) strongly agreed. The mean was 4.12 and .881 SD. In regard to internal audit staff conducting regular audit activities in the institution,3(3.5% respondents disagreed strongly,7(8.2%) disagreed,5(5.9% were neutral,54(63.5%) agreed and 16(18.8%) strongly agreed, mean was 3.89 with SD OF .751.
As regards internal audit reports addressing weaknesses in internal control system,7(8.2%) respondents disagreed strongly,2(2.4%) disagreed,2(2.4%0 were neutral,40(47.1%) agreed while 34(40%) strongly agreed. The mean was 4.08 and SD was  .944.Concerning whether the institution has strong internal control system with well developed chart of accounts,11(12.9%) respondents disagreed strongly,4(4.7%) disagreed,10(11.8%) were neutral,36(42.4%) agreed and 24(28.2%) strongly agreed. The means score was 3.68 with .830 SD. The overall mean was 3.931 with overall SD of. 856.This implies that majority of the respondents were in agreement  that internal control system function  affects  financial performance of Commercial Banks
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  Effect of Client Appraisal and financial performance of Commercial Banks
The result is shown in table 3 below
Table 3:  Client appraisal and financial performance
	Statement
	
	DS
	D
	         N
	        A
	     SA
	Mean
	SD

	There are penalties imposed on customers who fail to meet the timelines of the loan
	N
%
	1

1.2
	8

9.4
	5

5.9
	50

58.8
	21

24.7
	4.11
	.992

	There is effective communication and feedbacks between clients and credit officers
	N
%
	0

0.0
	8
9.4
	                4

4.7
	        45
    52.9
	      28

32.9
	4.24
	.648

	There is business assessment visits before offering Credit
	N
%
	4

4.7
	10
11.8
	7

8.2
	37
43.5
	27

31.8
	3.98
	.899

	Backgrounds check is made on every client that applies for a loan
	N
%
	1

1.2
	3

3.5
	                7

8.2
	50

58.8
	24

28.2
	3.09
	.935

	Number of follow-up arrear reports generated regularly
	N
%
	6
7.1
	23

27.1
	0
0.0
	39

45.9
	17
20.0
	3.62
	.881

	Frequency of training before loan disbursement
	N
%
	3

3.5
	6
7.1
	3
3.5
	45

52.9
	28

32.9
	4.07
	.605

	There is loan default period consideration
	N
%
	3

3.5
	7

8.2
	0

0.0
	45

52.9
	30

35.2
	4.08
	.895

	There are continuous loan monitoring visits
	N
%
	7

8.2
	9

10.6
	2

2.4
	45

52.9
	22

25.8
	4.15
	.905

	Overall
	
	
	
	85
	
	
	         3.917
	       .845          


Source: Field data, 2024
Key: 1-Disagree Strongly (DS),2-Disagree(D),3-Neutral (N),4-Agree(A),5-Strongly Agree(SA)

sAs
For whether penalties are imposed on defaulters who fail to meet set timelines on loans, 1(1.2%) disagreed strongly, 8(9.4%) disagreed, 5(5.9%) were neutral, 50(58.8%) agreed and 21(24.7%) strongly disagreed. The mean was 4.11 with SD of .992. Concerning existence of effective communication and feedback between clients and Credit Officers, 8(9.4%) disagreed, 4(4.7%) were neutral.45 (52.9%) agreed and 28(32.9%) strongly agreed. The mean was 4.24 with .648 SD.As regards business assessment visits before offering credit, 4(4.7%) disagreed strongly, 10(11.8%) disagreed, 7(8.2%) were neutral, 37(43.5%) agreed and 27(31.8%) strongly agreed, mean was 3.98 with SD of .899. For background check on every client who applies for a loan, 1(1.2%) disagreed strongly, 3(3.5%) agreed, 7(8.2%) were neutral, 50(58.8%) agreed and 24(28.2%) strongly agreed. The mean was 3.09 and SD of .935. 11On number of follow-up arrear reports generated regularly, 6(7.1%) disagreed strongly, 23(27.1$) disagreed, 39(45.9%) agreed and 17(20%) strongly agreed. The mean was 3.62 with SD of .881.
For frequency of training before loan disbursement,3(3.5%) disagreed strongly,6(7.1%) disagreed,3(3.5%) were neutral, 45(52.9%) agreed and 28(32.9%) strongly agreed. The mean was 4.07 and SD was.605. As regards loan default period consideration,3(3.5%) disagreed strongly,7(8.5%) disagreed,45(52.9%) agreed and 30(35,2%) strongly agreed, mean was 4.08 with SD of .895.For  continuous loan monitoring visits ,7(8.2%) disagreed strongly,9(10.6%) agreed,2(2.4%) were neutral,45(52.9%) agreed and 22(25.8%) strongly agreed. The mean was 4.15and SD of .905.The overall mean was 3.917 and overall SD of .845.This implies that also majority of respondents agreed that client appraisal affects financial performance of Commercial Banks
4.2. Results based on hypotheses
The findings from multiple linear regression analysis is shown in tables, 4,5,6below.
	

	

	Table 4.Model Summary

	Model
	R
	         R2
	               Adjusted R2
	     Std. Error of the Estimate

	1
	.757a
	.573
	.561
	.33387

	a. Predictors: (Constant), Debt collection policy(DCP), Internal control system(ICS), Client appraisal(CA)

	


The results in table 4 above, R value(R-.757) show good level of prediction of dependent variable(financial performance) while R2(R2-.573) indicate that 57.3% of variability in financial performance in commercial banks can be explained by the three independent variables, debt collection policy, internal control system and client appraisal while  42.7% is due to other factors.
	Table 5. ANOVAa

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	5.346
	3
	1.782
	13.707
	.000b

	
	Residual
	10.608
	81
	.130
	
	

	
	Total
	15.954
	84
	
	
	

	a. Dependent Variable: Financial Performance

	b. Predictors: (Constant), Debt collection policy, internal control systems, client appraisal 




Table 17
In table 5 above, shows that debt management strategies significantly predict financial performance of Commercial Banks, F.05 (df, 3, 84) =13.707, P<.05. Therefore, the model was fit for the data.
	Table 6.Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized     Coefficients
	       T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	
	(Constant)
	0.484
	.209
	
	2.316
	.023

	
	DCP
	.186
	.063
	.246
	2.952
	.004

	
	ICS
	.148
	.051
	.152
	2.901
	.014

	
	 CA
	.131
	.040
	.139
	2.646
	.020

	a. Dependent Variable: Financial Performance
Model equation developed

 Y = 0.484 + 0.186X1 +0.148X2+0.131X3………………………….1
Hypothesis testing



T18HO1: There is no significant effect of debt collection policy on financial performance of commercial banks
The results from table 6 indicates that there was a significant effect of debt collection policy on financial performance in commercial banks (t=2.952 p=0.004, p<0.05). The null hypothesis was rejected and accepted the alternative hypothesis. One additional unit (Programme) of debt collection policy can increase the financial performance of commercial banks by 0.186 units.
HO2: There is no significant effect of internal control system on financial performance of commercial banks.
The results from table 6 above indicates that there was a statistically significant effect of internal control system on financial performance (t=2.901, p=0.014, p<0.05). Therefore, null hypothesis was rejected and accepted the alternative hypothesis. One additional unit of internal control system (Programme) affects financial performance improvement of commercial banks by 0.148 units.
Ho3: There is no significant effect of client appraisal on financial performance of commercial banks

The results from the above table 6 shows that there was significant effect of client appraisal on financial performance of commercial banks (t=2.646, p=0.020, p<0.05). therefore, null hypothesis was rejected in favour alternative hypothesis. Adding one unit of client appraisal in terms of introducing some programmes would affect financial performance of commercial banks by 0.131 units.
5.0 . DISCUSSION 
 Effect of Debt collection policy on financial performance of Commercial Banks
The findings on descriptive statistics indicated an overall mean of 4.07 with SD of. 995 from 85 respondents. This implied that most of the respondents agreed that debt collection policy affects financial performance of commercial banks. Also result of hypothesis showed statistically significant effect ((t=2.952 p=0.004, p<0.05). The findings have been supported by many researchers whose reports show statistically significant relationship between debt collection policy and financial performance of organizations (Baluku, 2023; Gichuki, 2023; Ester, 2021; Moma, 2019; Irene, 2019, Nekesa, 2021)
Effect of Internal control system on financial performance of Commercial Banks
The findings indicated statistically significant effect of internal control system on financial performance ((t=2.901, p=0.014, p<0.05), also the finding indicated an overall mean of 3.931 with SD of .856, implying that majority of respondents were in agreement. These findings are in agreement with the study conducted by many other authors who found similar results (Silvester, 2021;Opiyo,2017;Mawanda,2016;Nsambu,2022;Byamukama  et al.,2023;Oleyode,2020)

Client appraisal and financial performance of Commercial Banks

The study found statistically significant effect of client appraisal on financial performance ((t=2.646, p=0.020, p<0.05). Addition of one unit of client appraisal would affect financial performance of commercial banks by 0.131 units. Also, majority of respondents were in agreement that client appraisal affects financial performance of commercial banks (N-85, mean=3.917, SD-.845). These results were in agreement with other scholars/researchers (Yusuf&Mohamud, 2021; Mulyugi,2020; Wambura et al.,2022; Aliija&Muhangi,2017; Kiplimo&Kalro,2018: Agaba &Turyasingura,2020)
6.0 CONCLUSION AND RECOMMENDATIONS
The study concluded that debt collection policy, internal control system and client appraisal affect financial performance of Commercial banks. Therefore, the following recommendations will help in improving financial performance of Banking Sector 

i) Debt collection policy 
Commercial banks should continually be involved in creativity and innovations on debt collection policies which will enhance debt collection. Some of the policies should focus on technological innovation and routine training of staff. This will help greatly on loan recovery and minimize on debt defaulters. 
ii) Internal control system

There is need to also introduce innovative internal control systems in the Banking Sector. The systems should be geared toward making monitoring and evaluation be water tight systems. Regular auditing of the systems should be conducted. 
iii) Client appraisal

The study recommends an introduction of innovative client appraisal approach and reduce conventional approaches. The current client appraisal considers among others, the character of customers. There should be other new ways of appraising clients to conform so that disbursed loans will be recovered fully or at least 95%.
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