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1. INTRODUCTION 

COUNTRY BACKGROUND 

Kenya lies across the equator on the East Coast of Africa. Kenya is bordered by Somalia, 
Ethiopia and Sudan, to the north, Uganda to the west, Tanzania to the south and the 
Indian Ocean to the East. Kenya covers an area of 225,000 square miles (582,646 square 
kilometers). The estimated population of Kenya in 2005 was 33.4 million. Of this, 17.2 
million are women and 16.2 million men. Gross Domestic Product (GDP) per capita in 
2005 was US$ 497. Real GDP growth was 5.8% in 2005 following an increase to 4.9% in 
2004.1  

Some eighty percent of the Kenyan population live in rural areas, with most involved in 
agriculture. Over 53 percent Of Kenyans are poor and seventy-five percent of the poor in 
Kenya are in rural areas. There is also significant variation in the level of poverty across 
provinces; while 31% and 43% percent of the population is estimated to be poor in the 
Central and Nairobi provinces, in Western, North-eastern and Nyanza provinces it is over 
60%.2  

Agriculture plays a major role in Kenya’s economy. Twenty four percent of Kenya’s 
GDP is derived from agriculture and forestry. Over the past decade, agricultural 
productivity has declined and poverty has increased. Over the same period, Kenya has 
been affected by droughts frequently, particularly affecting the primarily pastoral areas. 
Rural Kenya is characterized by poor communications infrastructure, relatively low 
population density, low levels of literacy, low profitability and/or high risk of many rural 
economic activities, and relatively undiversified economies.  

THE FINANCIAL SECTOR  

In 2005, gross domestic savings was 19.2 percent of GDP and domestic credit to private 
sector was 27 percent of GDP.3 The banking sector included forty-five banks. The largest 

                                                 
1 Economic Survey 2006. Central Bureau of Statistics, Ministry of Planning and National Development, 
Nairobi, Kenya. 2006. 
2 Central Bureau of Statistics: Kenya Facts and Figures. 
3 World Development Indicators Database, World Bank Accessed on 02/03/06. 

1 



ones were Barclay’s Bank of Kenya, Standard Chartered Bank, Kenya Commercial Bank 
and Cooperative Bank of Kenya.  

The Kenyan Financial Cooperative (referred to as the Savings and Credit Cooperatives – 
SACCO) sector is by far the largest SACCO sector in Africa. It plays a significant role in 
Kenya’s financial sector. Several of Kenya’s largest SACCOs have capital large enough 
to become banks. In, 2005 there were around 2,700 SACCOs with an estimated 
membership of 2.5 million. These SACCOs together reported nearly US$ 1.66 billion in 
share capital and deposits, and US$ 1.24 billion in loans outstanding. The share capital 
and deposits in SACCOs accounted for over 24% of domestic savings.4  

The microfinance sector is relatively new but has developed rapidly. Association of 
Microfinance Institutions (AMFI), the industry association for microfinance 
organizations in Kenya, currently has a membership of thirty-one institutions. These 
include twenty-four retail microfinance institutions (MFIs), two wholesalers, and two 
commercial banks. In 2005, these institutions together had over two million active savers 
and nearly half a million borrowers. Their outstanding loan portfolio was KSh 16.6 
million (US$ 219 million). Several of the large MFIs have been able to access national 
and international equity and debt capital. Kenya Rural Enterprise Programme (K-REP), 
one of the leading MFIs has transformed into a commercial bank. Faulu Kenya, another 
leading MFI, floated a five year KSh 500 million (US$ 7 million) bond in 2005.5 This 
was the first ever microfinance bond issue in Africa. 

Kenya also has a large number of informal savings and credit groups with primarily 
women as members. These are known in Kenya as 'merry-go-rounds'. These groups are 
primarily self-regulated; each group has its own rules on mobilizing, accumulating and 
using money. Lastly, as in most countries, Kenya has the ubiquitous money lenders. 
Interestingly, they are called shilocks and are very common in rural areas.  

ACCESS TO FINANCIAL SERVICES IN RURAL AREAS 

Two rural household surveys in 2002 and 2004 provide extensive information on credit 
use in rural Kenya.6 Only 39% of rural households sought credit in 2004. The demand 
was primarily for farming (71%) followed by school fees (12%) and consumption needs 
(10%). In the same year, the market share for agricultural credit was dominated by 
commodity-based credit providers7 (63%) followed by SACCOs (21%), money-lenders 
(10%), local traders/input stockists (4%) and Agricultural Finance Corporation (1%). 
Commercial Banks and MFIs had less than 1% of market shares each. 

                                                 
4 Data provided by KUSCCO to consultant. 
5 Agence Française de Dévéloppement, the official French development assistance agency, guaranteed 
75% of the issue (www.faulukenya.com). 
6 These surveys were conducted by the Tegemeo Institute of Agricultural Policy and Development of 
Egerton University. (www.tegemeo.org). 
7 These are primarily processors and traders procuring tea, sugarcane, and French beans. 
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Membership in cooperatives and savings and credit groups is very common. Nearly 79% 
of households had at least one member in such entities.8 The majority were members in 
self-help groups (50%) followed by producer Co-operatives (34%), SACCOs (13%) and 
multipurpose co-operatives (2.5%). Savings and credit groups were highly concentrated 
(over 70%) in low income zones which are generally less attractive to non bank and bank 
financial institutions. Banks and SACCOs have generally ignored the importance of these 
SHGs in their own membership strategies. 

There is little presence of banks and MFIs beyond the district towns. MFIs mostly do not 
penetrate more than twenty five kilometers off the paved road network (hence the 
term“tarmac MFIs”). Rural SACCOs are concentrated in the provinces with large areas 
of major cash crops (coffee, tea, pyrethrum, and cashew). Some of these SACCOs have 
several branches and Mobile Banking Units (MBUs), and serve large areas and clientele.  

Recently, however, banks are increasingly re-entering rural areas. One of the strategies 
employed by banks, the Co-operative Bank in particular, is to link up with SACCOs with 
rural FOSAs to extend their outreach without the costs of “brick and mortar.” They do 
this by providing them services including: credit lines, savings services, ATMs, bankers 
checks, money transfer, and training. 

A relatively recent development in rural finance in Kenya is the emergence of 
Community-based SACCOs and Financial Service Associations. Mbeu Savings and 
Credit Association is a community-based SACCO that has a large presence in remote 
rural area (Box 1). FSAs are similar to SACCOs in the services provided but their 
ownership and control is based on share-ownership (as in a company). K-Rep has 
promoted 70 FSAs that were operating in 2005. These FSAs had 58,897 shareholders, 
70,683 saver, savings of Ksh 1.35 billion, and loans of KSh 524 million. K-Rep has also 
promoted Regional Management Companies, which provide management expertise 
supervision and training to these FSAs and charge a fee of around 15% revenues.  

Box 2. Remote Rural Outreach—A SACCO Case

The Mbeu Savings and Credit Association promoted by the Catholic Diocese of Embu, in the Mount 
Kenya Region, has been very successful at getting significant penetration into very rural areas. It was 
created in 2002 with funding from Caritas Australia. In August 2006, this SACCO had a membership 
of 8,266, 40.6 million Ksh in savings, and 29.7 million Ksh in loans. After five years of operations 
Mbeu Savings and Credit Association is close to breaking even.  

In the remote Mbeere district where the Association operates, 60%of the households have their 
savings with the Association compared to 29% with a commercial bank and 12% with a SACCO. 
The average annual income of the Association’s clients was also the lowest at KSh 108,676, 
compared to KSh 190,439for the bank’s clients and KSh 190,439 for the SACCO’s clients. 

Source: Kibaara Betty 2006. 

                                                 
8 P. 31 Kibaara Betty, Tegemeo Working paper 20/2006 Rural Financial Services in Kenya: What is Working and 
Why? Nairobi, Kenya 2006. 
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Another institution that has developed significant outreach in rural areas is the Equity 
Bank. It uses MBUs to increase outreach in rural areas. While it needs 1,500 clients to 
break even on a MBU, most have up to 3,000 clients. MBUs contribute 15% of Equity 
Bank’s overall revenues.  

EVOLUTION OF THE FINANCIAL COOPERATIVE SECTOR IN KENYA 

The first SACCOs were registered in Kenya in 1964 after the country became 
independent in 1963. In the following years, several SACCOs based upon common bonds 
linked to residence, occupation and churches were formed. However, in 1969 the 
government required that SACCOs be strictly based on a secure crop or employment 
relationship. In this “check off system” SACCOs received payments directly from 
employers, processors (cooperatives, parastatals or private companies) or marketing 
organizations. This system ensured that a member’s income would have automatic 
deductions to repay loans and was a significant factor in the development of SACCOs. In 
the case of rural SACCOs, the exclusive right to trade for certain crops conferred on 
market cooperatives (monopsony) helped this arrangement. However, urban SACCOs 
proliferated at a much faster rate than rural SACCOs.  

Most of the large rural SACCOs operating now evolved from Union Banking Sections 
(UBSs) of the District Unions of cooperatives. Members in a District Union included 
production, marketing, and consumer cooperatives in a district. The District Unions 
organized the marketing of various produce, had stores for agricultural farm inputs, and 
offered centralized book-keeping services for all their affiliates. UBSs were the Districts 
Union’s financing arm and it made payments to members through the UBSs. In the early 
1990s, following several cases of mismanagement, primarily that of DUs using funds in 
UBSs to cover losses from other operations, the Government required that the UBSs be 
separated into independent SACCOs.  

Liberalization of cooperative sector in the 1990s had several impacts. Separation of the 
UBSs from the District Unions and permitting primary societies to obtain services from 
the market led to serious weakening of the majority of the District Unions. Similarly, 
following the removal of exclusive marketing rights (monopsony), the national 
commodity co-operatives were seriously weakened because they could not effectively 
compete in the market. Not having the assured “check off systems” adversely affected 
repayments in the Rural SACCOs. Once, the cooperative societies were allowed to obtain 
services from the market, secondary institutions such as the Cooperative Bank and the 
Cooperative Insurance Company, which initially exclusively served primary cooperative 
societies, opened up their clientele to individuals and businesses. Although market 
liberalization strained the SACCO structures, it also offered them an opportunity as there 
were widespread bank failures and banks generally withdrew from rural areas. Several 
rural SACCOs significantly expanded their networks.  

Other types of rural SACCOs were introduced following the Co-op act of 1997 which 
allowed the opening of the common bond. These included community based SACCOs, 
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church based and Jua Kali SACCOs (artisans, mechanics metal workers). An amendment 
to the Co-operative Act in 1997 (the Act was revised in 1997 and went into affect on June 
1st 1998) allowed other types of common bond in additional to the original bond. It 
allowed existing Rural SACCOs based upon agriculture to open their common bonds and 
attract a more diverse clientele. Some of the “Urban” SACCOs such as teachers SACCOs 
operating in rural areas were also able to open their common bond. In rural areas this led 
to the development of community-based SACCOs including church-based SACCOs. In 
urban and rural areas, SACCOs were started in non-farm sectors such as artisans (Jua 
Kalis), textile, and transportation.  

A major innovation in the development of the FC sector in Kenya was the development 
of Front Office Saving Activities (FOSAs); the first urban FOSA was started in 1995. In 
their “traditional SACCO operations,” services could only be provided to members and 
the only savings option for members was the non-withdrawable savings (unless the 
member leaves the SACCO). This had a negative impact on the majority of SACCO’s 
ability to attract savings necessary to be viable and created long delays in providing loans 
(sometimes up to six months). 

In contrast, FOSAs offer services to members and non-members9. These services include 
business accounts, withdrawable savings accounts and fixed deposits, check cashing 
services, school fees accounts, sale of school fees checks, and bankers checks, money 
transfer, access to ATMs, mobile banking services in areas not covered by branches10 and 
pay points where members can receive their salary and pensions and farmers can receive 
their crop payments11. Bankers checks are offered in conjunction with Banks such as the 
Co-operative Bank and the Kenya Commercial Bank. Some ATMs are owned by the 
SACCOs and other owned by a financial partner such as Co-op Bank. Some SACCOs 
also provide safe custody of documents.  

New credit products such as microfinance loans are also offered as well as crop advances 
and other credit products. Those SACCOs with FOSAs have been able to dramatically 
increase their saving base (liguidity) and diversify their client base and membership. 
FOSAs allowed both urban and rural SACCO to offer a more diversified range of 
savings, credit and other financial products. Due to the early history of rural SACCOs 
with pay points, savings products, and their size, rural SACCOs were much quicker to 
embrace FOSAs. Compared to urban SACCOs, a much higher percentage of Rural 
SACCOs have formed FOSAs.  

Recently, the divisions between urban SACCOs focused on private sector and public 
sector employees and rural SACCOs focused on commodities farmers (outgrowers) and 
staff of processing companies (Tea sugar etc.) are starting to blur. This change is 
happening with the advent of FOSAs, opening of common bonds, microfinance, and the 
advent of community-based SACCOs. A number of employee-based SACCOs, 
                                                 
9 Overtime, SACCOs with FOSAs developed lower membership requirements (share capital) to allow non 
members to participate in the FOSA. 
10 For example, Kericho Tea Growers SACCO LTD. offers mobile banking services in nine (9) different 
localities. 
11 Depending on the crops there can be mini bonus Main bonus and monthly crop advances. 
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particularly those operating in rural areas, have expanded their branch network and 
opened up their bond to farmers, pastoralist and micro entrepreneurs. The distinction is 
further blurred due to the nature of Kenyan society in which wage earners effectively 
have two residences the first in the village or town from which they come and the second 
where they are working. Thus a wage earner may take a development loan from his/her 
“urban SACCO” which is in fact used to finance building or productive uses in rural 
areas.  

The Co-operative Bank was established in 1968. In 1994, it converted to a commercial 
bank licensed under the Banking Act to offer the complete range of financial services. 
This involves consolidation of the existing co-operatives customer base and diversifying 
through product innovation to serve other sectors of the economy. It entered into an 
agreement with MoneyGram International in 1998 to provide international remittance 
services.12

Kenya Union of Savings and Credit Cooperatives (KUSCCO) was started in1973, 
initially as an umbrella organization for Urban Savings and Credit Societies (SACCOs) in 
Kenya. While in the early years KUSCCO was primarily associated with urban SACCOs, 
currently it has both rural and urban members. Kenya Rural Savings and Credit Co-
operatives Union (KERUSSU), the umbrella co-operative organization for rural 
SACCOs, was started in1998.  

                                                 
12 This was also the year in which the bank suffered a major setback from terrorist bombing of the US 
embassy in Kenya. A large part of the Bank’s head-office, which was in the same building as the embassy, 
was destroyed in this attack. However, it managed a remarkable recovery and retains the confidence of 
customers and other stakeholders. 
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2. POLICY AND INSTITUTIONAL ENVIRONMENT 

LEGAL FRAMEWORK, REGULATION AND SUPERVISION 

The original legal framework for SACCOs in Kenya was provided by the Cooperative 
Act of 1966. This Act gave the State extended powers to get involved in the day to day 
management of co-operatives. Following economic liberalization, the Co-operative 
Societies Act was revised in 1997 and went into affect on June 1st 1998. The revised Act 
envisaged government giving up control of cooperatives, thereby enable more autonomy 
to members.  

According to the Cooperative Act, operations of a cooperative are defined by their by 
their bylaws which are filed with the Ministry of Cooperatives. The supreme decision-
making body of a cooperative is its General-body, consisting of all members. All 
cooperatives are required to conduct an Annual General Meeting (AGM), Annual 
Delegate Meeting (ADM),13 during which important policy decisions are made and the 
annual audit reports approved, and a managing board elected. The legislation does not 
provide any legal authority for the federations or network structures over the primary 
societies.  

There is no specialized legal, regulatory and supervisory framework for SACCOs. All 
SACCOs and their apex structures/federations are governed by the Co-operative Societies 
Act of 1997. The absence of a regulatory framework that includes prudential regulations 
and financial supervision results in several weaknesses in the system. Absence of rules 
that specify qualifications of board members results in them being selected based upon 
popularity rather than on appropriate skills. There are no prudential rules that limit risk 
exposure and specify disclosure norms, and no liquidity reserves are specified. Audit 
reports are extremely weak; no provisioning or writing off loans is required for non 
performing loans. As a result, portfolio quality is either not monitored or very poorly 
monitored and financial statements of SACCOs overstate revenues and assets. 

General weaknesses arising from the cooperative legislation also affect the performance 
of SACCOs. Under current legislation, SACCOs have “Management Boards,” which are 
different from the traditional boards both in legally and in practice. “Management 
Boards” there is no clear division between the board and management; this results in 
involvement of board members and chairpersons in day-to-day operations. 

                                                 
13 In larger SACCOs, AGMs are attended by delegates. 
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On a positive note, a new SACCO Bill that is expected to address these issues is before 
the Parliament. If enacted, it is expected that the SACCOs will have up to five years to 
comply with the new legislation.The proposed SACCO Bill provides for: a) Registration 
and licensing of SACCOs, b) Prudential rules, c) Standard forms of accounts, d) 
Amalgamations, divisions and liquidations, e) a SACCO Regulatory Authority, f) 
Savings Protection Insurance, g) Central Liquidity Fund, and h) Disclosure norms. 

COMPETITIVE POSITION OF THE SECTOR 

SACCOs face considerable competition from banks and MFIs in urban areas and in the 
large market towns in rural areas. The primary competition is from banks. The banks are 
also seen by clients to be more transparent, and having better governance and operational 
systems.  

Banks and MFIs generally have much smaller boards and managements, which allows 
them to make quick operational decisions to adapt to market changes. Banks have better 
strategic direction, better operational systems and transparent decision making processes. 
Banks and MFIs have been better and quicker in developing new products and providing 
clients with quick access to funds. In the past, the bank’s collateral requirement, charges 
for financial transactions, and minimum levels of deposits were prohibitive for the 
majority of the population. These policies pushed clients, particularly in rural areas, into 
the SACCO sector.  

The banks however have changed their policies to attract clientele. Many provide loans 
quicker, with less paperwork, less charges and less collateral requirements. Banks can 
now provide an employee with a same day personal loan based upon a pay slip. Many 
urban SACCOs have liquidity problems because of not having withdrawable savings 
products and large amounts of funds invested in non-earning assets. Banks, in particular, 
and large MFIs are generally very liquid For example, Faulu Kenya floated its own bond 
issue and KWFT borrows from banks based on their deposits of the mandatory savings 
collected from clients as cash collateral.  

The most notable Banking competitor is Equity Bank, which has seen extraordinary 
growth in recent years. While the SACCOs have focused mainly on the male heads of 
households, Equity Bank targets both men and women. Its primary product is 
microfinance, which is often missing in the market strategy of most rural SACCOs. 
SACCO’s competitive situation in Kenya is also complex because they are both 
competitors and clients to the banks. SACCOs partner with the many banks to use their 
financial products and services, but compete for the same clients.  

In general, SACCOs have been slow in increasing their competitiveness by correcting 
operational and governance issues, developing new products and services, and pricing 
them competitively. For example, only 175 large SACCOs have FOSAs with 
withdrawable savings and time deposits. The very top tier of the most progressive 
SACCOs including most of those with FOSAs are expanding their branch networks and 
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partnering with other financial institutions such as the Cooperative Bank to offer ATM 
and money transfer services. Many SACCOs have invested large amounts of money to 
upgrade their technology capabilities although the investments have not in general been 
very successful. These SACCOs are offering loan products similar to what is offered 
from commercial banks and have modified their interest rates on both savings and loans. 

Rural SACCOs early experience with savings accounts, points of pay system, their 
extensive rural networks, and their quicker adoption of FOSAs gave them a head-start in 
competing with banks. Some SACCOs have used their stronger position in rural areas, 
where they do not face immediate competition, to expand operations to surrounding 
towns and to diversity their clientele significantly.14Now that banks are moving back into 
rural areas rural SACCO face increased competition. While some of the rural SACCOs 
have good liquidity, this still remains a problem for the majority. Rural SACCOs’ 
experience with introduction of new credit products including emergency /express loans 
and microfinance loans has also generally been positive.  

SACCOs are starting to see the need to diversify to survive in a liberalized environment. 
This is leading to interesting partnerships. For instance, rural teachers SACCOs are 
focusing on their regional market rather than being a member of the national teachers 
SACCO. Employment based and commodity based SACCOs are starting to reach out to 
non-traditional groups. This appears to be a very positive way forward as it is difficult for 
small SACCOs to compete in a large and increasingly dynamic financial market. 

ROLE AND INFLUENCE OF GOVERNMENT AND DONORS 

Government has had a critical impact on the development of the cooperative sector, 
including the FC sector. Excessive control by government under the Cooperative Act of 
1966 led to poor-ownership of the cooperatives by their members. This led to non-
repayment of loans, drop in membership, and little accountability or transparency. While 
the requirement that SACCOs be involved in a check off system led to the development 
of the largest SACCO sector in Africa, the failure to create regulatory and supervisory 
framework appropriate for the FC sector limited its competitiveness and sustainability.  

The Scandinavian countries have played a pivotal role in the development of rural 
SACCOs, and in forging the special relationship with Co-op Bank. The Kenya Nordic 
Co-operative Development Program (KNCDP) ran from 1969 to 1997. KNCDP 
personnel designed the withdrawable savings accounts for rural SACCOs which 
dramatically illustrated the potential to mobilize rural savings. In 1997, KNCDP was 
taken over by the Swedish Cooperative Center. The partnership between the Swedish 
Cooperative Centre and the Co-op Bank has continued such support for rural SACCOs. It 
has also supported KERUSSU in developing its strategic plan.  

                                                 
14 For example, a branch of the Baringo Teacher SACCO provides loans to contract farms producing hybrid corn seed, 
small entrepreneurs, and even pastoralists, and reports profits in this activity in the first year of their activity itself. 
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KNCDP expatriate personnel (nearly 50) assisted the development of the District Unions 
and the UBSs. KNCDP supported two major projects, the Co-operative Production Credit 
Scheme (CPCS) and the Co-operative Savings Scheme (CSS). Under the CPCS, KNCDP 
introduced short term (up to 1.5 years) and later medium term credit products (3-5 years). 
KNCDP also provided initial seed funds for the medium term products rollout. Under 
CSS, KNCDP advisors developed a simple low-cost scheme for withdrawable savings 
accounts. The project played a key role in training personnel and designing a rural 
banking manual. 

The Nordic countries have a long tradition of collaboration with the Cooperative Bank of 
Kenya (Co-op Bank). The first managing director was from Finland. The Nordic 
countries provided advisers to the Bank for over 10 years, financed staff training in 
Kenya and abroad, and partly financed the construction of the Coop Bank building in 
Nairobi. This tradition continues to date through the Swedish Cooperative Center’s 
program with Co-op Bank.  

USAID has assisted the Co-op bank in developing microfinance products. It financed a 
microcredit program from 1999 to 2004. WOCCU has supported the introduction of 
Pearls and modern management systems in several Kenyan SACCOs. It is also playing a 
pivotal role in developing the new proposed legislation for SACCOs, producing model 
operations manuals, and in developing the design of the proposed independent 
supervisory body for SACCOs. It is envisaged that Financial Depending Trust set up by 
DFID will further support the systems development and capacity building necessary to 
make the proposed SACCO supervisory body a success. 
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3. SACCOS 

OUTREACH AND FINANCIAL PERFORMANCE 

At the end of 2005, Kenya had over 2,700 active SACCO Societies with a membership of 
around 2.5 million. Share capital and deposits is estimated at US$. 1.66 billion and loans 
outstanding at US$. 1.24 billion. Nearly 50% of the SACCOs have membership below 
1,000. However, 80% of the assets in the sector are in the SACCOs with membership of 
over 10,000 (Table 1). Large rural SACCOs often have outreach covering several 
districts with multiple branches and mobile banking services. 

Table 2 gives a snapshot of the financial and operational performance of SACCOs from 
2000-2004. Active societies grew by 16 %, while total membership increased by 88% 
suggesting that membership in some societies increased significantly. Total assets 
increased by 107%. Since the SACCOS are not provisioning and writing off loans, the 
loan amounts are overstated. While it is still very slow, in recent years the SACCOs with 
buildings or those that are planning to build have been selling shares to members. Annex 
1 gives SACCO statistics from 1988.  

Table 1. SACCOs: Distribution by Size and Savings  

Size of SACCOs 
Percentage of 

SACCOs 
Percentage and amount 

of savings 

Large membership over 10,000 20 80; Kshs.96 billion. 
Medium membership of between 1,000 and 10,000 30 10; Kshs. 12 billion 
Small SACCOs—normally with a membership of below 1,000 50 10; Kshs.12 billion 

Source: KUSCCO. 

Table 2. SACCOs Financial Performance (2001–2004)  

Source: KUSCCO. 

Year SACCOs 

Members 
(in 

million) 

Share capital 
and deposits 
(US$ millions) 

Loans 
outstanding 
US$ million) 

Total assets 
(US$ million) 

Reserves 
(US$ million) 

2000 2,389 1.12 532.4 498.3 494.6 26.4 

2001 2,105 1.48 678.2 622.6 712.8 35.8 

2002 2,400 1.50 817.3 741.8 779.6 43.5 

2003 2,500 1.80 986.6 907.7 947.0 51.5 

2004 2,767 2.11 1,156.4 1,020.6 1,021.5 60.1 
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A definitive estimate for rural outreach, and rural savings and loan base of SACCOs is 
not available due to the overlap between urban SACCOS operating in rural towns. An 
increasing number of these urban /rural SACCOs are diversifying their membership to 
include both farmers, herders and microenterpreneurs. These urban SACCOs are not 
generally members of KERUSSU. The data reported by SACCOs that are members of 
KERUSSU, the network of rural SACCOs, gives a rough estimate. In 2004, these 
SACCOs reported over 1.2 million clients, savings deposits of over US$ 78 million and 
outstanding loans of over US$ 34.2 million. This suggests that these SACCOs had over 
50% of the total clientele of the sector but less than 10% of savings and less 5% of the 
loans.  

Most rural SACCOs exist in the areas where predominantly cash crops are cultivated. 
Apart from the rural SACCOs that emerged out of the erstwhile UBSs, tea outgrower 
SACCOs that have linkages with tea companies have been particularly successful post 
liberalization. Rural SACCOs dealing with grains and cereals and pastoralism have been 
less successful. Since the majority of rural SACCOs were tied to agricultural production 
and marketing of cash crops, the rural SACCOs membership is predominantly male. 
Traditionally, only men had title to land and this is only starting to change.  

PRODUCTS AND SERVICES  

Most SACCOs offer only services to members. The main savings product offered is non-
withdrawable shares. These shares can only be withdrawn if a member leaves and often 
members have to wait six months to get their shares back. These shares generally receive 
yearly dividends and members can usually get loans at a ratio of 2-3 times the size of 
their shares. The loan products generally offered include development loans (for business 
or farming activities), emergency/express loans, school fee loans, and investment loans 
(with terms up to 5 years). Some SACCOs also offer general and special savings 
accounts (children’s savings, Christmas, medical, etc.).  

SACCOs with FOSAs offer a much broader range of services to broader clientele. 
Deposit services offered typically include business accounts, savings accounts, and fixed 
deposits. Loan services include school fee loans, advances and personal loans to salaried 
member, advances (for example, to dairy farmers and tea outgrowers) and loans to 
farmers, and revolving credits to business clients, microfinance loans (often through 
groups), and development loans for purchase of equipment, land, buildings etc. An 
innovative loan product offered by some SACCOs (Cent SACCO, Kisumu is one of the 
main pioneers) is the marked day loan. These loans are for just a couple of days to allow 
market women to purchase and sell items. Some SACCOs also provide housing loans to 
members through KUSCCO Housing Fund and loans for solar panels, water tanks and 
bio gas. 

Other services offered typically by SACCOs with FOSAs are sale of bankers checks, 
check cashing services, money transfer, safe-custody of documents, and pay points where 
members can receive their salary, pensions, or crop payments. Some SACCOs operate 
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ATMs and mobile banking services. For example, Kericho Tea Growers SACCO offers 
mobile banking services in nine different localities. ATMs are either owned by the 
SACCOs or operated in partnership with banks such as the Co-operative Bank. Some 
SACCOs offer simple insurance products to members through the Cooperative Insurance 
Company of Kenya (CIC) or private insurers. Most common products are for funeral 
expenses and paying off the loan balance in the case of death.  

Some rural SACCOs with FOSAs also make payments on behalf of government 
programs such as the Poverty Eradication Commission and National Hospital Insurance 
Fund. Progressive SACCOs have a customer care staff member responsible for 
explaining products and services to members, and for resolving minor problems.  

GOVERNANCE, MANAGEMENT AND STAFFING 

The Annual General Body (AGM) meeting is a SACCO’s highest decision making body. 
While in the smaller SACCOs all members are expected to attend the AGM, larger 
SACCOs use a delegate system. In the delegate system the geographic area is specified 
by the SACCO—it may be the province or smaller geographic areas. The AGM elects the 
management board, approving interest rates and reveiws the audit report however most of 
the decisions are made by the management boards this is particularly the case since the 
SACCOs are only know starting to slowly put into place policies and procedures manuals 
and business plans. The Management Boards of the SACCOs are also elected at the 
AGM. The typical number of members in the management board is nine. While most 
SACCO boards are voluntary, some provide honoraria to board members to participate in 
board meetings.  

Governance in Kenyan SACCOs is typically weak because of the ‘Management Board’ 
system and the general lack of policies and procedures. As was previously discussed, the 
Management Boards system results in the absence of clear division between the role of 
the board and management needed for effective functioning of organizations. It results in 
poor decision-making, particularly in credit-approvals, and often are the cause for 
corruption. The SACCO skyscrapers in Nairobi and even some districts, which have 
locked significant amounts of SACCO resources in non-earning assets, are also typical 
examples of poor decision making by the management boards. 

The unwillingness of many Boards to delegate authority to managers severely hampers 
manager’s ability to function, and by extension, ability of the cooperatives to function 
successfully in a competitive market. For example, in almost all SACCOs, interest rates 
are fixed only in the AGMs. In a highly competitive environment where interest rates are 
constantly changing, this adversely affects ability of SACCOs to compete. Similarly, 
credit committees are run by board members who usually only meet once a month or 
twice a month. In a competitive environment, this seriously hurts SACCO’s ability to 
compete. 
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The capacity of the boards and managements of most SACCOs is weak including those 
that are very large. A lot of this is because of politics, lack of adequate policies and 
procedures, and inadequate capacity of management board members who may be elected 
for political reasons rather than governance and management skills. Only a small 
proportion of SACCOs have well-qualified paid managers and staff since only these can 
pay attractive salaries and benefits. SACCOs also have difficulty in attracting high-
quality staff because of their public perception as not being modern organizations. Many 
SACCOs hire consultants to develop business plans (required by the Ministry of Co-
operatives) with little involvement from the board and management.  

Lastly, Board memberships in SACCOs being seen as a stepping-stone into politics. This 
causes memberships often being occupied by individuals not necessarily interested in 
enhancing member interests. This is particularly true in the large rural and urban 
SACCOs.  

TRAINING AND CAPACITY BUILDING 

The two SACCO unions, KUSSCO and KERUSSU, both provide training. KUSCCO has 
a greater outreach because of its better-endowed training and consulting services 
department. KERUSSU relies heavily on managers from well-functioning SACCOs for 
most of its trainings. Both Unions also offer international training opportunities through 
their international partners. SACCOs usually have to pay market prices or at least 
payments that cover the costs of the trainings. KUSCOSSO has very limited access to 
donor funds for training. This however results in only the small proportion of large 
SACCOs affording most trainings. Table 3 lists other major providers of training and the 
types of trainings provided by them.  

The progressive SACCOs are using partnerships with service providers, including the 
Cooperative Bank, to strengthen their technical capacity in areas such as international 
remittances, ATMs, internet banking, and loan and accounts management systems. 
SACCO boards and staff also learn from each other by visiting more progressive 
SACCOs who already pioneered a new product or service such as microfinance loans or a 
new loan management software. For example, a number of progressive SACCOs are 
planning to use the same loan management system developed by a software Company for 
Baringo Teachers SACCO. One source of trainings that the SACCOs seem to be 
underutilizing is the training institutions in the microfinance sector. Microsave Kenya 
(www.microsave.com) is a good example of such institutions.  

There are also some donor-funded training activities. WOCCU is planning to work 
directly with a small group of progressive SACCOs to help them to modernize their 
management systems. The Swedish Co-operative Center is also supporting a training 
project through the Co-op Bank to provide training to new rural community based 
SACCOs. The challenge for donors and international TA providers is to build local 
capacities in providing training. In the past, this has not always been the case. 
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Table 3. Local Training Resources 

Organization Type of training 

Co-operative College of 
Kenya

Medium and long term training for the Co-operative Sector and the Ministry of 
Co-operative personnel. Typically, short term (one week) courses.  

Co-operative Bank of 
Kenya

The Coop Bank has a subsidiary Company that conducts trainings focused 
on banking services, including setting up of Front Office Operations. 

Co-operative Insurance 
Company (CIC) of Kenya

CIC provides education and training to Board members and members of Co-
operatives on insurance matters 

Co-operative Development 
Information Centre

Provides training to Co-operatives on information technology. 

Kenya National Federation 
of Co-operatives 

The apex National Co-operative provides general training on Co-operative 
matters. 

Strathmore College The College has courses for Board members and staff of Co-operatives. 

Consultancy Firms and 
Service Providers

Several consultancy firms and service providers provide trainings on areas 
useful to Co-operatives such as information technology, money transfer, etc.  

Ministry of Co-operative 
Development

The Ministry conducts training on an ad-hoc basis due to Government 
budgetary constraints.  

MicroSave Provides a variety of courses on microfinance  

Source: Author’s compilation. 

AUDITING 

The lack of prudential regulations for SACCOs means the audit reports do not have to 
report compliance against such regulations. Audit statements, typically, do not include 
information on portfolio quality and non-performing loans. There are also no standards of 
financial reporting that specially address the needs of institutions involved in small 
financial transactions.  

In addition to absence of external regulations and standards, majority of SACCOs have 
no operational manuals detailing policies and procedures for accounting, cash flow 
management, credit and savings operations, internal controls, procurement and risk 
management. This makes it is almost impossible for auditors to assess compliance or 
detect fraud. 

Internal audit capacity in most SACCOs is very weak. Management board members 
generally do not have any formal training in finance and accounting and there is also 
conflict of interest since the audit committee members also have a role in operational 
decisions through their role in management. Only very few SACCOs have an internal 
control person on staff. 

Lastly, while all SACCOs are required to have annual external audits by certified 
accounting firms, there is a paucity of good-quality audit firms. Outside of the top two or 
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three large accounting firms, the technical capacity of other firms is weak. Furthermore, 
most SACCOs lack the resources to pay for thorough external audits.  

LENDING TECHNOLOGY, RISK MANAGEMENT, AND MIS 

Lending technology, risk management, and MIS are not well developed in most 
SACCOs. This is a significant challenge for the sector, given that large SACCOs have 
several thousand clients and a wide variety of products. New products such as 
microfinance loans and withdrawable savings products require sophisticated cash flow 
and maturity management. Microfinance loans require staff who can assess credit-
worthiness of loan applicants and monitor closely repayment of loans issued. They also 
require loan management systems that allow staff and managers to generate the necessary 
types of reports for proper loan monitoring and recovery management.  

Lack of good computerized systems is a major constraint in efficient operations. In its 
absence, it is very difficult to track loan-delinquencies, aging and provisioning and loan 
write offs, and ensure that accountants and financial managers apply business rules 
consistently. Most SACCOs have manual or simple spreadsheet-based accounting and 
MIS systems. Even in the SACCOs which have computerized systems, these are not 
integrated between front and back office. The exceptions are some of the top SACCOs 
that are using off the shelf software such as Microbanker and some others that have 
developed customized systems. A key factor constraining the adoption of computerized 
systems is the limited capacity of SACCO boards and managements. The weakness of the 
underlying communications infrastructure is also a factor constraining adoption of 
networked systems.  

KUSCCO has identified three good systems that the SACCOs can use and is encouraging 
SACCOs to choose one among the three. However, the SACCOs would need further 
guidance and assistance in this arena. It might be better for the large SACCOs with 
FOSAs to purchase modular banking softwares such as the Temenos eMerge or Cubis. 
This will allow them to add features as new products are introduced and will have better 
audit trails and security features.  
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4. SECONDARY INSTITUTIONS  

KENYA UNION OF SAVINGS AND CREDIT COOPERATIVES 

Outreach and Financial Performance 

At the end of 2005, KUSCCO had a membership of 1,766 SACCOs, share capital base of 
US$1.69 million, and assets of US$ 25.8 million.15 Around 65% of active SACCOs are 
KUSCCO members. Table 4 shows that 50% of KUSCCO’s member SACCOs are in 
Nairobi and Central province. These are areas with the highest level of economic activity 
in Kenya. Nairobi, which is the location of the national employee-based SACCOS has 
39% of KUSCCO membership and 36% of total shares in KUSCCO. Over the past five 
years KUSCCO membership has grown by 18% and share capital has grown by 156%. 
Nearly all large SACCOs and about 85% of the medium sized SACCOs are members of 
KUSCCO. KUSCCO has its head-office is Nairobi, five regional offices, and six sub-
regional offices.  

Table 4. KUSCCO: Distribution and Growth in Membership and Capitalization (US$ million) 
 2001 2002 2003 2004 2005 

  Members USD Members USD Members USD Members USD Members USD 

Nairobi 579 0.21 590 
 

0.23 612  0.45  666 0.54 682  0.61 

Rift Valley 247 0.09 249 
 

0.09 257  0.12  273 0.14 281  0.17 

Coast 238 0.09 244 
 

0.11 246  0.13  259 0.16 266  0.19 

Central 166 0.04 166 
 

0.06 174  0.07  191 0.11 205  0.18 

Nyanza 114 0.05 113 
 

0.07 115  0.08  132 0.11 137  0.13 

Eastern 90 0.06 101 
 

0.07 104  0.09  112 0.15 117  0.21 

Western 68 0.12 70 
 

0.13 74  0.14  77 0.18 78  0.21 

Total  1,502  0.66  1,533  
 

0.76  1,582   1.09   1,710  1.39  1,766   1.69 

Source: KUSCCO Annual Reports 2002, 2004, 2005. 

KUSCCO’s turnover has increased by 39.4% over the past five years and it made an 
after-tax profit during each of the past five years. It has issued yearly dividends to its 
members during the same period. The two main drivers of revenues are the Central 
                                                 
15 KUSCCO 2005 Annual Report.  
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Finance Program and the Risk Management Program, which contributed 58% and 22.5% 
percent of operating income in 2005. Assets increased by 36% in 2005 over 2004.  

Table 5. KUSCCO: Financial Performance and Balance Sheet (2001–2005)  

US$ 2001 2002 2003 2004 2005 

Turnover 2,015,366 2,230,452 2,324,079 2,494,346 2,809,845 

Trading surplus 8,618 4,769 16,118 77,983 137,990 

Taxation 2,198 1,431 (10,928) (33,150) (41,397) 

Surplus after taxation 3,380 6,342 5,190 44,833 96,593 
Transfer to statutory 
reserves (1,605) (835) (1,297) (8,967) (19,319) 

Director's honorarium   (2,279) (3,340) (3,781) 
Retained surplus for 
the year 4,815 2,504 1,614 32,526 73,494 

Dividends/rebates 33,140 22,900 75,957 111,338 126,023 
 

US$ (in millions) 2001 2002 2003 2004 2005 

Shares 0.66 0.76 1.09 1.39 1.72 

Net assets 1.96 1.95 2.31 2.76 3.67 

Net current assets 0.49 0.42 0.61 0.76 0.05 

Current liabilities 9.87 11.66 14.59 16.18 22.14 

Current assets 10.36 12.08 15.19 16.94 22.19 

Total assets 11.82 13.61 16.91 18.93 25.81 

Turnover 2.02 2.23 2.33 2.49 2.81 
Source: KUSCCOs audited financial reports. 

Products and Services  

KUSCCO offers both non-financial and financial services to its members. As the industry 
association of SACCOs in Kenya, its non-financial services are critical to the sector. 
These services include representation, advocacy, education and training, and business 
development and consultancy services. Its financial services include savings, credit and 
insurance products. 

Representation:KUSCCO represents Kenyan SACCOs in various national and 
international organizations and forums. It is affiliated to the Kenya National Federation 
of Co-operatives, the East African Regional Associations of SACCOs, the African 
Confederation of Savings and Credit Co-operatives, World Council of Credit Unions, 
International Raiffesen Union, and the African Rural and Agricultural Credit Association. 

Advocacy: KUSCCO has advocated against the retrenchment of public-sector employees 
who are SACCO members and taxation of SACCO Societies. KUSCCO has also been 

18 



consistently advocated for sound co-operative policies and legislation. KUSCCO 
participated in the review of the Co-operative Societies Act of 1997 as part of the 
Government and Parliamentarian initiated task force.  

Education and training: KUSCCO trainers conduct national and regional seminars as 
well as in-house program for board members and all cadres of staff. It provides assistance 
and training in all aspects of micro enterprise development including capacity building, 
training, marketing, credit, and monitoring and evaluation. KUSCCO also organizes 
education tours and visits locally and abroad for SACCOs.  

Business development and consultancy: KUSCCO has well-qualified and experienced 
professionals with expertise in various fields. Consultancy services provided include 
feasibility studies, product development, revision of SACCO bylaws, training needs 
analysis, FOSA technical and operational procedures, FOSA User tools, curriculum 
development, salary and benefits survey, strategic planning, job description and 
evaluation, organizational strategy and restructuring, and proposal writing. KUSCCO 
also provides recruitment services for SACCO. KUSCCO has been contracted by the 
Tanzania Government to re-structure the Savings and Credit Union League of Tanzania. 
KUSCCO publishes the SACCO Star Magazine.  

The Central Finance Program was started in 1989 and provides loan and deposit 
services to member SACCOs. In December 2005, 750 SACCO had deposits of over 
US$17.8 million in the program. Over US$136.8 million has been lent to SACCOs from 
the program. Currently, the loans are provided at an interest rate of 11.5% on monthly 
declining balance. SACCOs on-lend to members at 12% or more.  

General loans: Some of loan products include: a) Education loans, b) the Jua Kali 
(Artisan) Booster Loan (micro and small business loans), c) the Rural SACCOs Mavuno 
Loan (loans to farmers to be paid in, semi-annual installments with main payment at 
harvest time.), d) Express Loan Scheme ( loans for up to one year disbursed within seven 
days), and e) Smart Tech Loan Scheme (for SACCO computerization). Loans provided 
by KUSASA (KUSCCO’s FOSA) include: Welfare/Emergency loans, Working Capital 
loans, Capital Development loans, and Advance Facilities for individuals or SACCOs to 
meet short term liquidity needs. 

KUSCCO Housing Fund: This fund is used to provide medium to long term loans (3-15 
years) to clients who are members of a SACCO. Loans between US$ 4,100 and US$ 
62,000 can be taken for construction or purchase of a house. Currently, the interest 
charged is 14%. A deposit of 20% of the purchase or construction cost is required and an 
interest of 2% is paid on this deposit. Repayments are channeled through SACCOs. 

Savings products: Through KUSASA, KUSCCO offers a variety of savings products. 
These include ordinary savings, Children’s savings accounts, Special Deposits accounts 
(Fixed Deposits), Medical savings accounts, Christmas & Id-ul-Fitr savings accounts, and 
education savings accounts. 
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The Risk Management Program assists SACCOs to pay off outstanding balances of 
member’s loans in the case of a member’s death and provides funeral expenses. The 
program also provides funeral expenses in the case of death of management board 
members and SACCO’s staff. Six hundred seventy five SACCO Societies have joined in 
the program.  

Governance and Management  

KUSCCO’s board has 13 directors, of which twelve are elected by member SACCOs on 
a regional basis through Provincial Council Meetings. The Commissioner of Co-
operatives is the thirteenth director. The Managing Director is an ex-officio member of 
the board. The elected members of the board are elected for three years at which time 
they must be reelected. KUSCCO uses a delegate system (120 elected delegates) for the 
annual AGM. Board members are nominated from the AGM delegates.  

The board meets quarterly or more often in accordance with business requirements. The 
board has three committees. The Executive Committee is responsible for matters 
requiring immediate policy guidelines, advice on formulation of policies and procedures 
relating to primary societies, discussion and review of monthly cash flow statements, 
financial reports and budgets. The Business Committee is responsible for formulation of 
policies on appropriate business practices, evaluating the performance of various 
departments, approving new business opportunities and vetting the admissions of new 
members. The Audit and Budget Committee ensures that the system of internal control is 
effectively administered by reviewing financial information and reports of internal and 
external auditors. 

The Board delegates day to day management of the Union to the Managing Director, who 
is supported by five department heads and regional managers. The departments are a) 
Central Finance, b) Risk Management Services, c) Education and Training, d) Research 
and Consultancy, and e) Corporate Affairs and Marketing. KUSASA and KUSCCO 
Insurance services are incorporated in Central Finance Department and Risk Management 
Department respectively. Branch offices and sub offices are managed by regional 
managers. KUSCCO’s well defined organizational structure is complemented by a 
detailed policy and procedures manuals to provide a guiding frame work for the 
management team. KUSCCO has both internal and external auditors. 

KENYA RURAL SAVINGS AND CREDIT CO-OPERATIVES UNION (KERUSSU)  

Outreach and Financial Performance 

In 2004, KERUSSU had a membership of 45 out of a total of 110 rural SACCOs active at 
the end of 2004. These SACCOs have over 1.2 million clients, savings deposits of over 
US$ 78 million and outstanding loans of over US$ 34.2 million.  
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The number of members in these SACCOs ranged from 623 to 68,400 with an average of 
about 9,060. However, total clients were much larger because of FOSAs. The largest 
rural SACCOs had a clientele of 183,000. Four SACCOs had more than 100,000 clients 
and eight had over 66,000 clients. Out of the 45 member SACCOs, 10 are SACCOs that 
were formed out of erstwhile UBSs and 21 are Tea out-grower SACCOs. Others include 
multi-crop SACCOs, typically with pyrethrum, dairy, and horticulture producers as 
members (5), coffee-farmers, dairy, and teachers (2 each), and handicraft, rice-farmers 
and sugar-farmers (one each).  

Throughout the period 2001-05, KERUSSU had net-deficits (Table 6). Most of 
KERUSSU’s revenues come from seminars, followed by subscriptions. In 2003 and 
2004, KERUSSU received small grants from Co-operative Bank and Swedish Co-op 
Center respectively. KERUSSU is in the process of setting up a revolving fund for 
members to provide financing and generate some additional revenues for KERUSSU. 

Table 6. KERUSSU: Financial Performance (2001–2005), in US$ 

  2001 2002 2003 2004 2005 

Income           

Bank interest  71   60   458   502  49 

Subscriptions  1,909   7,431   11,181   6,355   8,422  

Seminar income    23,900   31,704   49,019   42,069  

Advisory inspection    2,515   8,682      

Accrued income        2,695    

Sundry income         109 

Grant Co-op bank      4,736      

Grant SCC        3,761    

Sub total   1,981   33,906   56,762   62,333   50,649  

Expenditures            

Sub total   3,068   35,244   57,072   64,062   51,024  

Net surplus/loss  (1,087)  (1,337)  (310)  (1,730) (376) 

Source: KERRUSU Annual Reports. 

Products and Services 

KERUSSU primarily provides non-financial services to its members. The key non-
financial services provided are inspection, advisory and training, and lobbying and 
advocacy services. A Revolving Fund based on member savings is the only financial 
product offered. 

KERUSSU has an inspection unit that carries out inspections of SACCO members with 
FOSA. However, the unit carried out only five inspections since 2002. Demand for the 
service has been low because of inability of members to meet the inspection cost and the 
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absence of any legal requirement to have inspections. KERUSSU provides advisory and 
training services to members on systems development and business processes. It has 
conducted several trainings and workshops on several areas including microfinance, 
strategic planning, management, accounting, and auditing. KERUSSU has been involved 
in the preparation of the new SACCO bill and policy dialogues on taxation of SACCOs. 

Management and Governance Structure  

The highest decision making organ in KERUSSU is the Annual General Assembly. 
KERUSSU is governed by a board of 14 members. Thirteen members are elected by the 
delegates to AGM to represent the provinces and one board member is the representative 
of the Commissioner of Co-operative Development.  

COOPERATIVE BANK OF KENYA 

Outreach and Performance 

Co-op Bank is the fourth largest Bank in Kenya and has a national outreach. At the end of 
2005, it had 35 branches, 10 mobile units, and 77 ATMs. Several of the ATMs are 
operated in partnership with rural and urban SACCOs. The head office is in Nairobi. It 
has two wholly-owned subsidiary companies, namely: Co-op Trust Investment Services 
Limited, a fund management subsidiary, and Co-operative Consultancy-Services (K) 
Limited, the corporate finance, merchant and investment banking subsidiary. The Co-op 
Bank group’s customer base has continued to grow by 10,000 customers per month over 
the past four years. Coop Bank provides services to 5.6 million Kenyans directly and over 
22 million indirectly (ranking it as the single biggest business partner to Co-operatives in 
Africa).16 The Coop Bank and its subsidiaries together employed 1381 staff in 2005. 

The Coop Bank and its subsidiaries reported profits in four out of the last five years 
(Table 7). The Bank group’s net profit more than doubled in 2005 over the previous year 
and was its highest since its inception. Co-op Trust Investment Services Limited is the 
leading locally owned fund management company in Kenya.17 It managed Ksh 7.8 
billion in 2005, an increase in 47% over 2004. The deposits and advances of the group 
have also shown a consistent growth over the past five years (Table 8).  

Products and Services 

Co-op Bank is a full-service bank, providing all services provided by other commercial 
banks in the country to its individual and commercial clients. Additionally, it provides a 
variety of services to its SACCO clients including overdrafts and loans to SACCOs for 

                                                 
16 Coop Bank 2005 annual report. 
17 The Front Runner April 2006 (Newsletter of the Co-operative Bank of Kenya Ltd). 
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portfolio lending (working capital), to develop their FOSAs, educational loans, savings 
products such as fixed deposits, bankers checks and leasing or purchasing of ATMs. 

Table 7. Co-op Bank Group: Financial Performance (2001–2005), in US$ Million 

Particulars 2001 2002 2003 2004 2005 

Operating income 26.2 36.8 41.4 52.8 72.5 

Operating expenses -25.6 -30.3 -32.9 -37.2 -46.8 

Provision for impaired loans -10.8 -5.2 -6.1 -11.1 -15.9 

Profit/loss before taxes -10.2 1.3 2.4 4.5 9.8 

Net profit (loss) -8.3 3.5 2.0 2.6 6.1 

Performance ratios      

Return on capital  -40% 11.0% 7.0% 6.0% 11.0% 

Return on assets -3.0% 1.0% 0.5% 0.4% 0.9% 

Provision charge/advances -4% -1% -2% -2% -3% 

Gross advances to deposits 
% 98% 118% 101% 104% 95% 

Liquidity ratio 21.8% 20.7% 31.3% 27.4% 35.7% 

Source: C-op Bank Annual Report 2005. 

Table 8. Co-op Bank Group: Growth in Deposit and Loans, US$ Millions 

Particulars 2001 2002 2003 2004 2005 

Gross loans & advances  296.6 353.0 391.9 507.7 611.0 

Provisions for bad loans -108.2 -128.0 -153.8 -169.1 -211.5 

Net loans and advances 188 225 238 339 399 

Total assets 300.4 364.1 426.1 582.1 709.0 

Customer deposits 219.2 261.9 339.6 440.6 593.0 

Other liabilities 60.7 69.4 58.5 98.9 60.3 

Total liabilities 279.9 331.3 398.0 539.5 653.3 

Net assets 20.5 32.8 28.1 42.5 55.6 

Shareholders funds 20.5 32.8 28.1 42.5 55.6 

Source: C-op Bank Annual Report 2005. 

Co-operative Bank is the first Commercial Bank in Kenya to pioneer mobile banking 
(known by the brand name M-banking). M-banking allows registered Co-operative Bank 
customers to access to their accounts by sending text messages to the Bank through their 
mobile phones.  

Through Co-op Net Fontis, its electronic banking system, the Co-op Bank provides home 
banking privileges to subscribing customers. This system allows customers to view 
account details and transfer funds from one Co-op Bank account to another—a service 
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that has become available only recently in cooperative banks and credit unions in 
developed countries.  

Management and Governance  

The Co-operative Bank is fully-privately owned by over 57,000 Kenyan shareholders, the 
largest private locally-bank in Kenya. Co-operative Societies own 65% of the shares, 
while individual members of co-operatives own the remaining 35%. The Co-op Bank 
Board consists of 16 directors, including the Managing Director. Thirteen directors are 
elected by the shareholders while two are government nominees. The board members 
have fixed tenures of office and represent a good mix of skills and experience in the 
relevant areas of expertise. The full board meets at least six times a year. 

The board has a Board Manual which governs its operations in conformity with practices 
of good governance. The manual includes Terms of Reference of the sub-committees, 
governing statutes under the Co-operative Societies Act, the Banking Act and Central 
Bank prudential guidelines, the bank bylaws, and the duties and responsibilities of 
Directors. The board has four sub committees: Finance, Staff and Training, Audit, and 
Subsidiary Companies.  

The Management Board is responsible for the implementation of the Bank’s business 
plan. It is composed of the Managing Director, General Manager (Finance and 
Administration), General Manager (Corporate and Institutional Banking), General 
Manager (Retail Banking), General Manager (Operations), Treasurer and Company 
Secretary.  
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5. LESSONS 

STRENGTHS AND OPPORTUNITIES 

The initial requirement by the Government of Kenya that SACCOs be based on a check 
off system based on employment and commodities allowed many SACCOs to build up 
membership and assets, which give them a basis to compete in an liberalized 
environment. Some SACCOs have assets large enough to become banks.  

The financial performance of the Coop Bank is another key strength of the system. In 
addition to its strength in providing retail financial services to its clientele, the Bank has 
also demonstrated capacity to assist SACCOs in setting up FOSAs. KUSCCO, the 
industry association, has also demonstrated the capacity to develop services that are 
demanded by SACCOs and also become financially profitable. 

The proposed SACCO law is the biggest opportunity for the sector to consolidate and 
modernize. The bill has benefited from interactions with a broad range of stakeholders—
the SACCO unions, donor agencies, and institutions such as WOCCU. Once enacted, this 
law is likely to significantly strengthen the sector through introduction of modern 
financial management, application of prudential rules, and proper supervision.  

WEAKNESSES AND THREATS 

Lack of financial regulation and supervision is the biggest weakness of the Kenyan 
SACCO system. This is partially responsible for the absence of standardized policies and 
procedures for SACCOs, and the absence of an accounting system appropriate to the 
needs of SACCOs. 

The major threat to SACCOs is the competition from Banks and MFIs as they make 
efforts to increase outreach among low and middle income clients in both rural and urban 
areas and SACCOs own complacency to make the necessary changes to compete in a 
liberalized economy. 

The impact of HIV/AIDs is also a major threat to the SACCO sector. As any other 
economic organization, SACCOs have been significantly affected by the epidemic. 
Majority of the SACCO membership is from the population in the economically active 
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age-bracket of 18 to 55, which is also highly vulnerable to the disease. Large increases in 
loans and withdrawal of savings for medical expenses is reported. With support from the 
National Aids Control Council, KUSCCO has taken efforts to educate SACCO members 
and leaders on the effects and prevention of the disease.  

RECOMMENDATIONS  

The most important action required for the development of the Kenyan SACCO sector is 
the enactment of the proposed SACCO law and its effective implementation. It needs to 
be ensured that a professional supervisory entity is created to enforce the prudential rules 
and that has adequate resources to carry out its mandate. 

Most SACCOs still need significant capacity building in different levels – boards, staff, 
and members. This is particularly true in rural areas where the educational levels are 
generally lower than in urban areas. SACCOs also need assistance in the development of 
operations manuals and systems.  

Lastly, good accounting and MIS systems will greatly enhance the ability of SACCO 
boards and management to efficiently manage SACCO finances. SACCOs should chose 
from among the set of integrated IT systems that have been assessed by KUSCCO and 
recommended by them. This will allow the better access to local and cost-effective 
technical support.  
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ANNEX I. KENYA SACCO STATISTICS, 1988–2004  

 

 

Year 
No. of 

societies 
No. of 

members 

Share 
capital  
(ksh) 

Loans 
outstanding 

(ksh) 
Total assets 

(ksh)  
Reserves  

(ksh ) 

1988 1725 811,452 7,741,553,200 5,689,539,589 6,311,955,516 229,898,255 

1989 1760 826,000 8,515,708,520 6,030,911,964 7,069,390,177 241,393,167 

1990 1828 948,644 8,524,108,751 8,382,544,171 10,350,238,033 175,447,297 

1991 2008 1,242,256 11,071,645,702 9,788,879,984 12,191,148,053 348,991,059 

1992 2042 1,003,254 11,440,575,811 12,191,148,053 14,964,423,247 422,110,265 

1993 2135 1,285,190 14,025,620,636 11,726,227,271 12,591,762,653 333,920,267 

1994 1999 1,089,141 17,625,915,672 14,025,620,636 18,007,140,428 855,142,205 

1995 2215 1,020,056 19,530,527,252 17,625,915,672 20,753,633,985 694,226,289 

1996 2492 1,158,139 21,614,267,680 19,530,527,252 23,605,573,897 619,858,842 

1997 2418 1,229,862 22,859,607,380 21,614,267,680 26,786,699,096 809,866,417 

1998 2003 1,046,412 28,595,262,332 22,859,607,380 27,902,638,939 917,438,948 

1999 2045 1,153,837 33,544,230,455 29,111,987,485 34,686,274,549 1,595,571,904 

2000 2389 1,118,515 40,559,154,712 37,961,312,663 37,675,671,953 2,008,890,477 

2001 2105 1,484,424 53,279,512,130 48,914,626,043 55,996,599,327 2,815,260,568 

2002 2400 1,500,000 65,000,000,000 59,000,000,000 62,006,305,500 3,462,770,498 

2003 2500 1,800,000 75,000,000,000 69,000,000,000 71,987,410,414 3,912,930,664 

2004 2767 2,106,000 92,250,000,000 81,420,000,000 81,489,748,589 4,793,340,063 
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