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EXECUTIVE SUMMARY  
 
K-Rep’s FSAs have grown both in number of products offered and people reached probably in a 
less costly manner than other Microfinance Institutions (MFIs) have been able to achieve Miller et al. 
The assumption that once established, FSAs would be able to proceed on their own individually as 
effective owner-governed and managed institutions has not been borne out in practice. The FSAs 
have experienced weak management, governance and supervision that have been responsible for 
their poor performance.  
 
The FSA Action Research project being undertaken at the Kenyan Coast Region represents a 
continuing effort to enhance the capacity of FSAs to effectively manage their financial enterprises by 
developing a sustainable system of providing the needed technical and supervisory services. The 
project aims at improving the governance and management structures of the FSA through provision 
of management by contracts. 
 
Assessment undertaken to establish the impact of the management contract approach the FSAs’ 
performance indicated that FSAs under management contract have registered higher growth rates in 
membership, share equity and loan portfolio, and better portfolio quality and operational 
sustainability ratio/index than the non-management contract FSAs. Monitoring and evaluation are 
continuously undertaken to determine the effectiveness of the management contract structure. 
Lessons learned are being used to refine the model before it can be extended to other FSAs. 
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Table 1  K-Repõs FSAs growth over time  

Year of 
launch 

Number of new FSAs 
established 

Cumulative number 
of Shareholders 

Types of products offered 

 
1997 

 
1 

 
202 

 
Savings  

 
1998 

 
9 

 
2194 

 
Savings and Normal Loans 

 
1999 

 
24 

 
12985 

 Savings, Normal loans, emergency loans 
 

 
2000 

 
21 

 
21686 

 Savings, Normal loans, emergency loans, 
fixed accounts, money transfer facility  
 

 
2001 

 
5 

 
27341 

Savings, Normal loans, emergency loans, 
Masomo accounts, fixed accounts, money 
transfer facility  

 
2002 

 
6 

 
33973 

Savings, Normal loans, emergency loans, 
Masomo accounts, fixed accounts, money 
transfer facility  
 

2003 
 
 

1 
 
 

43419 
 
 

Savings, Normal loans, emergency loans, 
Masomo accounts, fixed accounts, money 
transfer facility  
 

By June 2004 
 
 
 

0 
 
 
 

46712 
 
 
 

Savings, Normal loans, emergency loans, 
School fees loans, Masomo accounts, fixed 
accounts, money transfer facility  
 

Totals 67 46712   

 

SECTION ONE  
BACKGROUND & INTRODUCTION  
 
1.1 Introduction 
Extending financial services to remote rural areas of Kenya and Africa in general remains a challenge 
to the Microfinance field. K-Rep’s FSA project is an attempt to develop sustainable financial 
services that operate at the local level with an organisational model that allows for scaling up. It is an 
attempt to design a Microfinance model suitable for the specific needs of the rural areas, which is 
safe, simple, and reliable.  
 
K-Rep’s FSAs have grown both in number of products offered and people reached probably less 
costly than other Microfinance Institutions (MFIs) have been able to achieve Miller et al. Since 1997 
when the first FSA was launched, K-Rep Development Agency (KDA) has established 67 FSAs in 
18 districts of Kenya, with 46,712 shareholders. As of 30th June 2004, these FSAs had a total 
capitalisation of Ksh.55 Million ($687,330). They had mobilised total savings of Ksh.540 million 
($6,751,404) and disbursed 31847 loans totalling over Ksh.267 million ($3,343,113), approximately 
half to women. The average repayment rate for all FSAs was 85%. Behind the rapid increase of 
FSAs was the assumption that once established FSAs would be able to stand on their own 
individually as 
effectively owner-
governed and 
managed 
institutions. The 
model made a 
fundamental 
assumption that 
local ownership 
and management of 
FSAs coupled with 
the ability to find 
and build sufficient 
oversight and 
management skills 
at the local level, 
would lead to the 
needed degree of 
“watchfulness” and 
action on the part 
of an outside entity. 
This has proved 
otherwise. An 
evaluation (Miller et 
al) carried out 
argued that it is 
unlikely that this 
assumption will be 
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borne out in practice. The FSAs were experiencing weak governance and supervision, and 
management that were responsible for their poor performance. Areas of weaknesses identified 
included; 
 
a) Weak governance and supervision of FSAs 
¶ Irregular board meetings with poor attendance 
¶ Boards with insufficient understanding of their role or of the complexities of managing an 

FSA. 
¶ Boards did not demand needed performance information from staff, and the information they 

got in the then reporting system was complex and seemingly was not used by them. 
¶ None of the FSAs were consistently generating the full range of accurate information they 

require for effective management. Cases of delinquency and default by board members were 
not followed-up aggressively.  

¶ Not all FSAs were paying sitting allowances for their boards  
¶ While there were some skilled and motivated board members, most did not have the skills or 

motivation needed to govern such a complex organisation, and most felt their training is 
insufficient.  

¶ The internal audit function of the board was not functioning well. In some FSAs the internal 
auditors are overwhelmed by their tasks.  

 
b) Weak management 
¶ Most of the staff possessed low education level with none or limited work experience at point 

of recruitment.  
¶ Most of the staff did not have the skills and motivation needed to manage a complex 

organisation such as an FSA and this led to a high staff turnover. 
¶ In most of the FSAs, outreach has been limited due to inadequacy on the part of the FSA 

management. 
 
The above revelation called for a significant monitoring and oversight role from an outside 
institution if the FSAs were to survive and prosper. For the FSA program to realise its goals, it was 
necessary to think of governance and supervisory structures that depends exclusively on the market 
and financial incentives. There was also need to examine the organisational and financial 
implications of such external support. An external institution providing support, supervision and 
regulation had to have very durable incentives to provide such services. Such incentives had to be 
very strong to substitute for the unpleasant consequences of non-compliance that a statutory legal, 
regulatory and supervision framework provides. The supervisory institution must in principle 
envisage perpetual existence in one form or another as long as the FSAs exist and new ones are 
established. The FSA Action Research project therefore represents a continuing effort to enhance 
the capacity of FSAs to effectively manage their financial enterprises by exploring the possibility of 
such a sustainable system of providing the needed technical and supervisory services.  
 
1.2 Objectives 
The overarching objective of this project is to develop effective delivery of viable demand led 
financial services in rural areas through FSAs. Achievement of this objective entails improving the 
governance and management structures of the FSA through identification of alternative 
management structure and development of a sustainable system for supporting, supervising, and 
regulating FSAs. 
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1.3 Conceptual framework 
Kenya is yet to come up with an appropriate legal, regulatory, and supervisory environment for the 
microfinance industry. Even the proposed Microfinance Bill will not cover the entire industry; it is 
likely to leave out community based financial institutions like FSA to self regulate. Many developing 
organisations provide supervisory and technical support to grassroot development organisations as 
they continue to build the capacities of those communities. This Action Research project therefore 
is testing possible ways of developing sustainable system of providing the needed technical and 
supervisory services. 
  
1.4 Research methodologies 
 
1.4.1 Research designs   
a) Alternative management structure 
KDA chose to strengthen the local management capacity by providing management services to 
selected FSAs. KDA is offering the FSAs management through a largely pre-defined package. It 
makes considerations of the board’s requirements but will ultimately control the services in the 
interest of meeting client/shareholders’ needs and optimising profitability. KDA has hired the 
managers and is responsible for clearly defined functions and performance standards.  
 
KDA is offering management services to the FSAs through a largely pre-defined package, which 
include the following key areas: 
¶ Recruitment and supervision of the FSA Manager,  
¶ Design and development of policy and procedures manuals,  
¶ Design and development of management information & internal control systems,  
¶ Development of appropriate monitoring and reporting tools,  
¶ Development and marketing of demand-led financial products,  
¶ Treasury management,  
¶ Coordinate internal and external audits,  
¶ Capacity building, strategic planning,  
¶ Loan portfolio and default management,  
¶ Development of an appropriate incentive system,  
¶ Develop and manage FSA annual budgets. 

 
1.4.2 Research Tools 
The research has mainly employed qualitative methods in data collection. Wherever necessary, 
quantitative methods have been utilised. Focus group discussions, in-depth interviews, surveys, and 
selected PRA tools were employed at the various stages of research. Secondary data was utilised in 
analysing financial performance, providing background information, and triangulating field findings. 
Monthly Monitoring Reports (MMR), narrative reports, various FSA documents and audited FSA 
reports have been used to obtain the secondary data. 
   
A baseline study was carried out to assess the performance of the FSAs that were to be involved in 
management contract structure. Qualitative methodologies were utilized in collecting data on the 
management and governance practices. Focus group discussions, in-depth interviews, and secondary 
data were utilized to obtain an in-depth understanding of the performance of the FSAs.  
 
In August 2003, six months into the research an assessment was undertaken to establish the impact 
of the management contract approach on the FSAs’ performance. In-depth interviews alongside 
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secondary data were used. The interviews determined the shareholders’ perception of the 
management contract model. Seventy-three respondents were interviewed, among them 14 Board 
members, 11 FSA staff, and 48 shareholders. Forty one percent (29) of the respondents were 
women.  
 
Trend analysis of ratios was used to determine FSAs’ performance (Ledgerwood). A combination of 
income statement, balance sheet, and monthly monitoring reports (MMRs) were used to develop 
financial indicators for the analysis. Due to the unique nature of FSAs, not all PEARL indicators 
were employed. Only those applicable to the FSAs were used. Other financial ratios were also 
incorporated in the analysis. The indicators included;  
¶ Growth 

Õ Membership 
Õ Share equity 
Õ Loan portfolio 
Õ Total assets 
 

¶ Asset quality  
Õ Total delinquency/ Gross loan portfolio 
Õ Non-earning assets/ Total assets 
Õ Total Delinquency/Total Assets 
 

¶ Effectiveness of financial structure  
Õ Net Loans /Total Assets 
Õ Liquidity Reserves/Total Savings 
Õ Share Equity/Total Assets 
 

¶ Rate of return and costs 
Õ Return on assets ((ROA) 
Õ Return on Capital employed (ROCE) 
Õ Earnings Per Share (EPS) 
Õ Provisions /Total assets 
Õ Operating expenses/Income ratio (ER) 
 

¶ Protection 
 
The qualitative indicators used were: 
¶ Gender desegregation of data  
¶ FSA outreach 
¶ Timeliness and accuracy of reports 
¶ Number and types of reports presented to BODs 
¶ Frequency of meetings and attendance  
¶ Strategic planning and budgets 
¶ Staff competence, dignity and facility appearance  
 
In comparing the performance of both the management and non-management FSAs, a nine-month 
period was considered for financial analysis to capture both the pre and post contract periods. To 
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assess the impact of the contract managers on the FSA performance, the analysis was based on the 
number of months the manager had been in office.  
 

1.5 Monitoring and supervision of the Management Contract FSAs 
 
KDA has hired the managers, trained, and posted them to the FSAs under management contract. A 
KDA field coordinator supervises and provides technical backstopping to these managers through 
weekly visits. Targets that were set based on the baseline performance of the FSAs and the existing 
potential are used in gauging performance. Monthly workshops are held for the managers to report 
and review progress against the targets. The managers are assessed every six months to monitor their 
impact on the FSAs’ performance.  
 
The performance of the contract managers is monitored and evaluated through MMR, monthly 
narrative reports and workshops, field visits, and organised data collection sessions using both 
qualitative and quantitative tools. Monitoring and evaluations are undertaken to determine the 
performance of the management contract approach and the lessons learned have been used to refine 
the approach before it can be extended to other FSAs.  
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Table 2 FSA Peer rankings using WOCCUõs model SACCO qualitative 

score analysis 

Points Class Rank FSA 
Points scored 
by FSA1 

<25 Very poor  6 Mwarakaya  8 

   Tiwi  17 

   Chilulu  18 

60-25 Poor 5 Lukor e 28 

   Chasimba 30 

   Lungalunga  33 

   Msambweni  34 

   Kaloleni  34 

   Ganze 47 

   Mkongani  50 

   Kikoneni  52 

95-61 Fair 4 Matanomanne  

131-96 Good 3 Mwaluphamba  100 

167-132 Very Good 2 Ngerenya 154 

>167 Excellent 1   

 

 
SECTION TWO  
THE MANAGEMENT CONTRACT (MC) MODEL  
 
2.1 Introduction  
The management contract (MC) structure is being implemented in Kwale and Kilifi, which atre 
neighbouring districts in Kenya’s lower coast. Among the MC FSAs are Ngerenya, Matanomanne, 
and Kaloleni FSAs in Kilifi district, and Lukore, Lungalunga, and Mwaluphamba FSAs in Kwale 
district. Msambweni, Kikoneni, Tiwi, and Mkongani are the Non-Management Contract (NMC) 
FSAs in Kwale and Chilulu, Ganze, Mwarakaya, and Chasimba FSAs in Kilifi.  
 
The FSAs in both districts are about three to five years old. Chilulu, Kaloleni, Lungalunga, 
Mwarakaya, Tiwi, and Lukore FSAs are the oldest at about five years; Mwaluphamba, Msambweni, 
Ganze, Chasimba, and Ngerenya FSAs are about four years old while Mkongani, Kikoneni, and 
Matanomanne FSAs are about three years old.  
 
2.2 FSA selection 
Using some set criteria, six FSAs were selected among the 14 in the two districts. The remaining 
FSAs were to serve as the control group. Participating FSAs were selected using multi-stage cluster 
sampling. They were stratified into very poor, poor, fair, good, very good, and excellent FSAs. The 
ranking was done using information on the status of the FSAs and both qualitative and financial 
criteria that were based on the PEARLS1 scores (Legderwood, 1999) and Model SACCO standards’ 
qualitative score analysis adjusted to suit the FSA models.  
 
FSAs were selected from 
each rank based on their 
potential performance and 
returns to the services 
provided because there was 
need to consider the viability 
of the management option. 
Thus the FSAs were 
evaluated in terms of their 
ability to meet the cost of the 
contract in the long run.  
 
Tiwi had been selected 
among the very poor FSAs; it 
was however dropped and 
replaced by Lungalunga due 
to reasons beyond the scope 
of this paper. Lungalunga was 
chosen since it is based in the 
same district and was within 
the poor ranking. The other 
chosen FSAs included; 

                                                 
1 Rating system as used by the World Council of Credit Unions (WOCCU) 
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¶ Lukore and Kaloleni FSAs among FSAs rated as poor 
¶ Matanomanne among the fair FSAs 
¶ Mwaluphamba and Ngerenya among those representing the good and very good categories. 

Although FSAs in these categories were initially left as control groups, they were later included 
under the management contract option because of their better performance, which was assumed 
would be an attraction to profit-oriented management firms.    

 
2.2 Recruitment and training of managers 
 
2.2.1 Concept introduction 
The management contract concept was introduced to the FSAs using a participatory approach. It 
was important that FSAs accept the concept in order to facilitate its adoption. Focus Group 
Discussions (FGDs) were used both for data collection and introduction of the concept to FSAs. All 
the FGD participants accepted the concept and expressed a lot of interest in the MC managers. The 
boards of Mwaluphamba and Ngerenya FSAs requested that their managers, who met the set 
qualifications, be retained under contract.  
 
2.2.2 Managersõ recruitment  
Once the concept was accepted, the managers’ positions were advertised locally and in Mombasa, 
Kilifi, and Kwale districts by pinning notices/adverts at strategic points. KDA conducted the 
interviews at the FSAs and successful applicants were recruited.  
 
2.2.3 Training  
Recruited managers underwent a series of training prior to being posted to the FSAs. This included:  
¶ One week in-house training on the FSA concept and methodology  
¶ A week of attachment to a well performing FSA and another at K-Rep Bank- Mombasa, and  
¶ A two-week Microfinance Officers’ (MFO) training that covered best practices in 

microfinance and a microfinance officer’s work. 
At the end of the trainings the managers were posted to their respective FSAs.  
 
2.2.4 Reporting to FSAs 
The managers’ reporting time varied due to the baseline study that was going on at the recruitment 
time in the different FSAs. Although two of the managers had been hired in December 2002, they 
reported to their FSAs in February 2003 after undergoing training in December 2002 and January 
2003. The Ngerenya and Lukore FSAs managers officially began working under contract in January 
2003. The manager Matanomanne FSA started in February 2003.  
 
Kaloleni and Mwaluphamba Managers reported to the FSAs in April 2003 and the Lungalunga one 
at end of June 2003. Mwaluphamba and Ngerenya managers were already working in the FSAs by 
the beginning of the research. As indicated above, they were both included in the contract on the 
request of the boards and based on their performance and qualifications. The first Mwaluphamba 
FSA manager was later replaced in August 2003 due to non-performance. 
 
2.2.5 Introduction and handing over  
Audits were done before the managers reported to the FSAs. The managers were officially 
introduced and handed over to the FSA boards during board meetings. The boards then took the 
initiative of introducing the new managers to shareholders and other community members.  
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Table 3 Duration of management contract in the FSAs 

FSA Month Management Contract started Age as MC FSA (months) 

Ngerenya January 2003 20 

Matanomanne February 2003 19 

Kaloleni April 2003 17 

Lukore January 2003 20 

Mwaluphamba April 2003 17 

Lungalunga July 2003 14 

 
 
2.3 FSAsõ performance  
 
2.3.1 Introduction 
To assess the performance of the MC FSAs, comparisons were made with baseline data and that of 
the NMC FSAs. A comparison of performance for the period January to August for both years of 
the study was done for the management contract FSAs to determine whether there was an 
improvement during the period. The comparison would also give an idea of the sort of performance 
growth would be expected in subsequent periods of the MC arrangement. 
  
 
2.3.2 Quantitative Indicators  
a) Growth 

 

i) Membership 
Growth in membership (number of shareholders) gives an indication of how fast the client base of 
an FSA is growing. This is of dual importance to an FSA: 
¶ Being user-owned it only does business with its shareholders. 
¶ Being user- financed, a greater number of shareholders would mean more share capital which 

is the loan capital. 
 
Membership in the six MC FSAs ranged from 581 to 1610 shareholders. The average membership 
per FSA increased from 679 by end of August 2003 to 918 in one year. NMC FSAs had between 
309 and 565 shareholders with an average of 415 shareholders. During the research period, MC 
FSAs registered an average monthly growth rate in membership of 2.9% compared to a rate of 1.2% 
for the NMC FSAs and 1.3% for the baseline study. MC FSAs growth rate varied from a monthly 
average of 1.1% in Mwaluphamba to 4.3% in Matanomanne. NMC FSAs recorded a monthly 
average growth rate of 0% in Msambweni to 4.0% in Chasimba FSA. Despite not being on 
management contract, Chasimba FSA has exhibited improved performance since mid 2003 
following an intervention by KDA to salvage it. The FSA was almost closing doors. Its improved 
performance was a major boost to NMC group averages. 
 
A comparison of performance for the period January to August in years 2003 and 2004 showed that 
there was an increase in the average monthly rate of growth in membership from 2.0% in 2003 to 
2.3% in 2004. Comparison of performance for the same period during each of the two years was 
done so as to get a good indication of changes in performance because it controls for seasonality 
(Table 4). 
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The MC FSAs had attained the WOCCU recommended rate of growth in membership (a minimum 
of 5% per year) but they still need to employ more effort in outreach and promotion if they are to 
realize sustainable levels of operations.  This would be important because FSAs have a lower level of 
members’ participation than the credit unions for which this rate is recommended.  
 
 
Table 4 Management Contract FSAs growth in membership 

FSA Shareholders 
at manager’s 
Takeover 

Shareholders 
at August 
2004 

Growth 
(numbers) 

Baseline 
Average 
Monthly growth 
rate (%) 

Average 
Monthly growth 
rate Jan - Aug 
’03 (%) 

Average 
Monthly growth 
rate Jan - Aug 
’04 (%) 

Average 
Monthly growth 
rate MC period 
(%) 
 
 

Ngerenya 883 1610 727 1.7 3.4 2.5 4.1 

Matanomanne 552 1005 453 2.0 4.1 2.3 4.3 

Kaloleni 698 1100 401 2.5 2.2 3.2 3.4 

Lukore 380 581 201 0.5 1.1 2.6 2.6 

Mwaluphamba 502 594 92 0.5 0.4 1.3 1.1 

Lungalunga 475 616 141 0.2 0.8 2.1 2.1 

 
 
 

Figure 1 Average monthly growth in membership MC FSAs 
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Figure 2 NMC FSAs Average monthly growth in membership 
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Table 5 Non-Management Contract FSAs growth in membership  

FSA Number of 
shareholders end 
of  Dec 2002 

Number of 
shareholders 
at August 
2004 

Growth (numbers) Baseline Average 
monthly Growth rate 
(%) 

Average monthly 
Growth rate for 
the Research 
Period (%) 

Chasimba 217 392 175 1.2 4.0 

Chilulu 362 429 67 0.8 0.9 

Mwarakaya 251 309 58 0.0 1.2 

Ganze 429 565 136 1.6 1.6 

Kikoneni 314 386 72 1.7 1.1 

Mkongani 454 512 58 0.4 0.6 

Msambweni 336 337 1 0.1 0.0 

Tiwi 377 388 11 0.1 0.1 

 
 
The high growth rates among the better performing FSAs were attributed to outreach and education 
programmes and innovative approaches developed by the managers to attract shareholders to the 
FSAs, improvements to FSA facilities, and a closer supervision by KDA. Mwaluphamba FSA faced 
a lot of negative publicity created by a former manager (before the start of the management 
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contract) who had defrauded it of money. However, due to an aggressive awareness creation effort 
by the current manager growth is starting to improve.  
 
Outreach and education activities are central to creating awareness about the FSA and its products 
and services among shareholders and the general community. During the baseline study, 
shareholders in most of the FSAs complained of lack of visits by the FSA board or staff. It was 
evident that most of them lacked about the FSA products and services. Lack of confidence in the 
safety of the FSAs was also cited as a hindrance to patronising the FSAs. The MC managers 
launched vigorous outreach programmes that led to the increase in both membership and 
shareholding. The contract managers have undertaken an aggressive awareness creation exercise in 
the community and are continuously providing information on the FSA concept, products and 
services. This is done during KCM, shareholders’ and community meetings (barazas). In 
Matanomanne FSA the appearance of the FSA after renovations boosted clients’ confidence in the 
FSA. Ngerenya’s new FSA building has played a very big role in drawing new members and 
mobilizing savings.  
 
Closer supervision of the contract managers and monitoring of performance has also contributed to 
the increase in membership. Monthly targets agreed on by the managers and the monitoring and 
supervision staff in KDA’s regional office, motivate them to work harder. Reasons for sub-optimal 
performance have to be provided during the monthly workshops, challenges/issues hindering 
performance discussed and recommendations made by those in attendance. A follow-up report is 
expected during the next workshop. 
 
ii) Share Equity 
Share equity forms the bulk of FSAs loan capital and hence a high rate of growth would be 
favourable. The current share equity for the MC FSAs ranges from Ksh 622800 (US$ 7785) and Ksh 
1683900 (US$ 21049) and from Ksh 288900 (US$ 3611) to Ksh 565200 (US$ 7065) for NMC FSAs. 
The average monthly share equity growth rate for the management contract study period was 4.0% 
for the MC FSAs compared to 1.7% during the baseline study and 2.7% for NMC FSAs.  
 
Among the MC FSAs, Matanomanne reported the highest monthly growth rate in share equity for 
the contract period (9.7%) and Mwaluphamba the lowest (1.5%). During the management contract 
period Ngerenya FSA had the largest absolute growth in share equity of Ksh 849300 (US$ 10616) 
and Mwaluphamba the least at Ksh 144900 (US$ 1811). See Table 6.  Ngerenya, Kaloleni, Lukore, 
and Lungalunga reported monthly average growth rates of 5.1%, 3.3%, 1.9%, and 2.4%, respectively 
in share equity. Though share equity continues to grow, the rate is rather low for most of the FSAs 
particularly given that share equity forms the basis of loan capital and not savings. However, all the 
FSAs under management contract experienced a real economic growth in share capital compared to 
the inflation rate (average 8%) during the period.  
 
Although a case by case examination of the management contract FSAs showed a marked 
improvement in share equity growth in Kaloleni, Lukore and Mwaluphamba FSAs during the two 
years, the monthly average rate for the group increased by a very small margin (from 3.2% to 3.3%). 
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Table 6  Management contract FSA Growth in share equity 

 FSA Share capital at 
start of 
contract (Ksh)  

Share capital 
at August 
2004 (Ksh) 

Growth 
(Ksh) 

Baseline 
average 
monthly 
growth rate 
(%) 

Average 
monthly 
growth rate- 
MC Period (%) 

Average 
monthly 
growth rate 
Jan to Aug ‘04 
(%) 

Average 
monthly 
growth rate 
Jan to Aug ‘03 
(%) 

Ngerenya  834600 1683900 849300 3.7 5.1 
 
3.4 4.3 

Matanomanne 358500 1016400 657900 2.8 9.7 
 
4.2 8.7 

Kaloleni 689400 1077000 387600 1.6 3.3 
 
3.9 2.2 

Lukore 448200 622800 174600 0.4 1.9 
 
3.2 0.9 

Mwaluphamba 571500 716400 144900 1.2 1.5 
 
2.8 0.6 

Lungalunga 574200 764700 190500 0.4 2.4 
 
2.4 2.3 

 
 

 

 

Figure 3 MC FSAsõ monthly growth in share equity 
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Figure 4 Average monthly growth in share equity, NMC FSAs 
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Table 7 Non-Management Contract FSA growth in share equity 

FSAs Share equity at 
December 2002 
(Ksh) 

Share equity at 
August 2004 
(Ksh) 

Growth 
(Ksh) 

Baseline Average 
monthly growth rate 
(%) 

Average monthly 
growth rate for the 
Research period (%) 

Chasimba 132000 382200 250200 0.6 9.7 

Chilulu 269700 377700 108000 7 2.0 

Mwarakaya 228900 288900 60000 0.1 1.3 

Ganze 373200 565200 192000 0.9 2.6 

Kikoneni 189900 340800 150900 5.2 4.0 

Mkongani 380700 525000 144300 2.1 1.9 

Msambweni 306900 308100 1200 1.4 0.0 

Tiwi 463200 467400 4200 0 0.0 
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iii) Loan Portfolio   
Credit operations are the backbone of FSAs as financial institutions. The FSAs are expected to 
invest their shareholders’ funds in loans to maximize returns. Growth in loan portfolio is still low in 
most FSAs. During the study period, the entire management contract FSAs registered an increase in 
loan portfolio. The MC FSAs achieved average monthly growth rates in loan portfolio of between 
2.3% (Lungalunga) and 10.8% in Ngerenya (Tables 8). The average rate for the MC FSAs was 8.9% 
compared to 6.6% for the NMC FSAs during the same period. The MC FSAs’ average monthly rate 
of growth in loan portfolio was the same for the eight months studied in 2003 and 2004 at 4.2%. As 
at the end of August 2004, the MC FSAs portfolio sizes ranged from Ksh.584867 (US$7311) in 
Lungalunga to Ksh.1890489 (US$23631) in Ngerenya. Lungalunga FSA has continued experiencing 
a slow growth in loan portfolio due to lack of sufficient loan capital. The FSA lost quite some bit of 
share capital through a fraud by its first manager who was appointed and supervised by the board. 
However, its share capital has started growing rapidly and thus there is more loan capital. 
 
During the baseline, Lukore FSA had disbursed the highest number of loans at 329 loans worth Ksh 
1566300 ($20609) and Matanomanne the lowest at 51 loans worth KSh 314900($3936). However by 
the end of August 2004, Ngerenya had registered the highest number of new loans disbursed at 452 
loans amounting to Ksh.4976400 (US$62205) and Lukore the lowest at 114 loans amounting to 
Ksh.1046400 (US$13080).  
 
The low disbursement in Lukore FSA was blamed on lack of proper functioning credit groups 
(KCMs). Immediately after reporting to the FSA, the manager embarked on training the old KCMs 
and forming new ones. Most of the share capital, which is the loan capital, was out in form of bad 
debts and thus for the better part of the first year his focus was recovering bad debts and preparing 
the shareholders for credit operations.  
 
Prior to the start of the management contract arrangement, most FSAs seemed to be shying away 
from lending because of default. This was further encouraged by the fact that they could invest their 
money in government securities such as treasury bills, or in fixed deposit accounts at an attractive 
rate of return (more than 15% per annum) and minimal risk instead of lending the same to 
shareholders. The market rates of return on investment instruments have become very low, with the 
treasury bills’ return at below 3% per annum currently, and this has left the FSAs with no other 
alternative of generating income but lending. 
 
The initial low rate of growth in credit operations was attributed to non-functioning KCMs; defaults 
caused by lack of proper risk management measures such as loan guarantee and follow-up 
mechanisms, and lack of awareness among the shareholders.  
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Table 8 Management Contract FSAs growth in loan portfolio 

FSA Loan Portfolio 
at manager’s 
Takeover (Ksh) 

Loan Portfolio 
at August 2004 
(Ksh) 

Growth 
(Ksh) 

Baseline 
average 
monthly 
growth (%) 

Average 
monthly 
growth- 
contract period 
(%) 

Average 
monthly 
growth Jan 
to Aug ‘04 
(%) 

Average 
monthly 
growth Jan 
to Aug ’03 
(%) 

Ngerenya 598710 1890489 1291779 6.3 10.8 2.7 7.3 

Matanomanne 167989 1040827 872838 53.4 27.3 5.8 13.4 

Kaloleni 404828 905676 500848 -6.4 7.3 4.0 5.7 

Lukore 348119 584867 550748 0.8 3.4 6.7 -3.0 

Mwaluphamba 547058 777361 230303 -3.3 2.8 3.6 -4.2 

Lungalunga 573942 757688 183746 6.1 2.3 2.6 5.8 

 
 

Figure 5 Average monthly growth in loan portfolio, MC FSAs 
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The negatively monthly growth rates in Kaloleni, Lukore, and Mwaluphamba FSAs were as a result 
of a temporary freeze in loan disbursement at various points when the FSAs were having very high 
delinquency rates (almost 100%, see Table 13 and Figure 8) and most of the loan capital was out in 
form of non-performing loans. The focus at such times was debt collection so the portfolio kept 
going down. 
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Table 9 Non-Management Contract FSAs growth in loan portfolio 

FSA Loan portfolio as 
at December 2002 

Loan portfolio as 
at August 2004 

Growth (Ksh) Baseline average 
monthly growth 
(%) 

Average monthly 
growth- research 
study period (%) 

Chasimba 34710 318618 283908 -16.5 40.9 

Chilulu 118271 315704 197433 -9.1 8.3 

Mwarakaya 224008 209509 -14499 -45.5 -0.3 

Ganze 275324 356971 81647 -1.3 1.5 

Kikoneni 162079 330022 167943 37.6 5.2 

Mkongani 338693 388445 49752 14.8 0.7 

Msambweni 240065 133714 -106351 -4.3 -2.2 

Tiwi 535394 417509 -117885 -8.8 1.1 

 
Information obtained from respondents during the monitoring exercise and available reports, 
indicated that either KCMs were non-existent or most of them appeared when the members wanted 
to borrow. The MC managers have been restructuring and educating the old KCMs, and forming 
proper ones. During the MC period the FSAs has witnessed an improvement in the credit 
operations as evidenced by the number of loans disbursed, growing credit portfolios, and an increase 
in KCM monthly savings (Table 10). 
  
Table 10 Management Contract FSAsõ monthly KCM (compulsory) savings  

FSA Baseline Monthly 
KCM savings 
(Ksh) 

Monthly KCM 
savings at beginning 
of contract (Ksh) 

Monthly KCM 
savings by August 
2004 (Ksh) 

Growth in 
monthly KCM 
savings (Ksh) 

Ngerenya  5780 14179 30319 16140 

Matanomanne 0 2400 24489 22089 

Kaloleni 900 7220 21630 14410 

Lukore 1460 0 9210 9210 

Mwaluphamba 1400 800 11670 10870 

Lungalunga 1640 1760 18620 16860 

 
 
Table 11 Non-Management Contract FSAsõ monthly KCM (compulsory) savings  

FSA Baseline Monthly KCM 
savings (Ksh) 

Monthly KCM savings 
August 2004 (Ksh) 

Growth in monthly KCM 
savings (Ksh) 

Chasimba  100 8775 8675 

Chilulu 1200 2790 1590 

Mwarakaya 0 0 0 

Ganze 120 4520 4400 

Kikoneni 1260 2190 930 

Mkongani 5260 2360 -2900 

Msambweni 1970 0 -1970 

Tiwi 0 0 0 
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As earlier mentioned, the improvement in the appearance of FSA buildings, neatness of the FSA 
staff and instilling of professionalism in the management of FSAs has build shareholders’ 
confidence, leading to an increase in voluntary savings. Introduction of appropriate savings products 
and the money transfer facility have also played an important role in attracting savers. 
Mwaluphamba FSA had suffered a lot of negative publicity due to the fraud it had encountered. The 
fact that it lost a court case that had been filed in relation to the same did not make things any 
better. However, this is slowing being overcome and the FSA has witnessed some remarkable 
increase in voluntary savings this year.  
 
Matanomanne FSA is located in Vitengeni division in the drier part of Kilifi district. The area has 
been severely hit by drought since April this year and this has negatively affected saving operations 
as shown by the drop in savings per month in August 2004 compared to last year. 
 
Table 12 Management Contract FSAsõ voluntary monthly savings  

FSA Baseline Monthly 
voluntary savings 
(Ksh) 

Monthly voluntary 
savings August 
2003 (Ksh) 

Monthly voluntary 
savings August 
2004 (Ksh) 

Growth in monthly 
voluntary savings 
(Ksh) 

Ngerenya  323448 705234 708571 385123 

Matanomanne 26456 779862 488712 462256 

Kaloleni 136914 196323 484963 348049 

Lukore 82119 179790 526188 444069 

Mwaluphamba 12525 13659 69870 57345 

Lungalunga 11790 28070 430036 418246 

 
 

Figure 6 Monthly voluntary savings, MC FSAs (Ksh.) 
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iv) Total Assets 
This refers to current and non-current assets owned by an FSA. Growth in total assets gives an 
overall picture of the growth of an FSA. There is no recommended level of growth in total assets 
but FSAs should strive to achieve the highest rate possible. For an FSA to realize real growth, this 
rate should be higher than the level of inflation which was about 8% on average during the period. 
There was a notable difference in the average growth rate of total assets of the MC and the NMC. 
The average rate for the MC FSAs was 4.3% compared to 1.0% for the NMC FSAs during the 
contract period, and 0.4% against 1.5% during the baseline study. The increase in total assets among 
the MC was attributed to the increase in savings due to renewed confidence in the FSAs.  
 
 

Figure 7 Average monthly growth in total assets 
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b) Asset Quality 
Asset quality is a measure of the impact of assets, which do not generate income; that is delinquent 
loans, buildings and other non-earning assets on the performance of a business. In FSAs the major 
form of non-earning assets has been the delinquent loans. These deprive the FSA income inform of 
interest and decrease the net profit in case of provisions. The following ratios/indicators were used 
to measure asset quality: 
 
i) Total Delinquency/Gross Loan Portfolio 
This gives an indication of the proportion of the loan portfolio that is subject to loss due to failure 
of repayment. It is an idea of the proportion of the FSA’s credit portfolio that is at the risk of not 
being repaid. The recommended level for delinquency rate is below 5%, with 0% being ideal. 
(Loan balances for loans late by at least one day are considered delinquent in the FSA project). 
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During the management contract period, the MC FSAs portrayed varying degrees of ability to 
manage credit risk. As at the end of August 2004, Ngerenya FSA had the lowest delinquency rate 
at 3.1% and Mwaluphamba the highest at 48.1%.  The average delinquency rate for the MC FSAs 
was 25.8% compared to 58.2% for the NMC FSAs and 50.0% as at the end of August 2003. The 
MC FSAs had recorded a group average delinquency rate of 45.5% and the NMC 73.2% during the 
baseline study. The improvement in portfolio quality was said to be as a result of the MC FSAs 
embracing the KCM/group methodology that has led to better management of credit risk. 
 

   Table 13 Management Contract FSAsõ portfolio at risk  

FSA Baseline Study (%) End of August 2003 (%) End of August 2004 (%) 

Ngerenya  10 5 3 

Matanomanne 10 21 18 

Kaloleni 96 56 26 

Lukore 86 71 40 

Mwaluphamba 66 93 48 

Lungalunga 51 52 27 

 
 
Lukore, Kaloleni and Mwaluphamba FSAs put a lot of effort in debt collection. This led to the 
reduction of the delinquency rates from 86% and 96% to 40% and 26% respectively. 
Mwaluphamba FSAs delinquency rate had increased to 96% by the time the present manager was 
taking over after the first MC one was dismissed because of non-performance. The increase in 
Matanomanne’s delinquency was due to two loans that were irregularly disbursed before the start 
of the contract.  
 

Figure 8 Management Contract FSAs delinquency rates (%) 
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ii)  Non-earning assets/Total Assets 
The non-earning assets to total assets ratio is a measure of total assets that are not generating a 
return (income). Non-earning assets include non-current/fixed assets like building, furniture and 
the safe, cash in safe and in current accounts, pre-paid expenses and interest advances. In FSAs the 
major form of non-earning assets has been the non-performing loans. The MC FSAs reported 
individual averages ranging from 17.1% (Ngerenya) to 36.4 %( Mwaluphamba) as at the end of 
August 2004. The average for the MC FSAs was 23.5% compared to 38.9% for the NMC FSAs. 
Most of the FSAs carry out business in their own buildings and this increases the level of there 
assets that do not generate income. The WOCCU recommended rate is less than 5%. In obtaining 
these ratios, balances of all delinquent loans were considered non-earning. 
 

iii)  Total delinquency/Total Assets 
This gives an indication of the proportion of the total assets that is at risk due to default. It should 
tend to zero in a well performing FSA. The average rates varied between 1.0% in Ngerenya to 23.8% 
in Mwaluphamba. The group had an average rate of 9.1% for the period January to August 2004, 
which was an improvement from 12.0% last year and better than the NMC group’s rate of 19.1% 
for the same period. 
 
 

c) Effectiveness of Financial structure 
This group of indicators analyzes the composition of the most important accounts in the balance 
sheet to ensure safety, soundness and real growth. 
 
i)  Net Loans/Total Assets 

The indicator measures the proportion of total assets that is invested in loan portfolio. Net loans 
have been arrived at after deduction of delinquent amounts from the gross loan portfolio. 
Lungalunga had the highest average at 21.8% and Lukore lowest (3.5%). The ideal ratio as per the 
PEARL recommendation is 70- 80%. None of FSA meets this. This is due to increased levels of 
delinquency that have highly eroded the loan portfolios; and the fact that the bulk of the FSA’s 
assets is cash and near cash assets mainly amassed from saving deposits that do not form part of 
their loan capital.  
 
ii)  Liquidity Reserves/Total Savings Deposits 
The ratio is an indication of the ability of the FSA to pay members deposits as and when demanded. 
The range for this ratio was 126.6% (Ngerenya) to 75.9% (Mwaluphamba) and an average of 164.1 
for the MC group by the end of August 2003. A ratio of below 100% implies that the FSA has either 
used the members’ savings to meet operational costs or loaned them out. This is not advisable given 
the FSAs present capacities and their ability to manage default. As at the end of August 2004, the 
group average had improved to 137.0% compared to 143.1% for the NMC FSAs. The NMC group 
had reported a rate of 120.5% by end of August 2003. 
 
The higher the ratio of liquidity reserves to savings the better, but this should not be abnormally 
high as would imply sub-optimal management of cash. The expected rate should be just about 100% 
because FSAs do not lend savings. No prudential guidelines have been put in place to guide the 
FSAs lending voluntary members’ savings while at the same time guarding against risk. The general 
feeling has been that the institutions have not matured enough in terms of credit risk management 
to risk. 
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iii)  Share equity/Total Assets 

The share equity to total assets ratio is used to measure the percentage of total assets that are 
financed by share equity. The difference indicates the level of assets represented by borrowings and 
other liabilities like savings. In the period January to August 2004 the MC FSAs recorded a group 
average of 40.3% compared to 41.1% for the same period last year, and 41.7% for the NMC FSAs. 
For the period January to August 2004, the averages for the MC FSAs were between 56.3% 
(Lungalunga) and 28.0% (Matanomanne).  For the period analyzed, all the FSAs scored above the 
recommended rate of 20%, with Lungalunga, Mwaluphamba and Kaloleni having the highest ratios. 
The NMC FSAs’ ratios are appreciably better than the MC ones because the NMC FSAs mobilize 
fewer voluntary savings compared to the MC ones. (Assets include cash mobilized through savings). 
 
 
d) Rate of Return & Costs 
This group of indicators measures the efficiency in use of assets and other sources of funds to 
generate returns. Determining the rate of return and cost of funds is important because these have a 
direct impact on the growth rates of an institution. 
 
i)  Return on Assets (ROA) 

This is a measure of the ability of management to utilize resources (assets) available to them to 
generate profits. The average ratio for the MC FSAs for the period January to August 2004 was 
5.7% compared to 3.5% for the NMC FSAs for the same period. This was an improvement to an 
average of 1.1% for the MC group for the same months last year. The averages for each FSA for the 
8 month period this year were in the range of 4.1 % (Lungalunga) to 7.4% (Lukore). The 
improvement in performance was attributable to streamlining of credit operations through use of 
the group lending (KCM) methodology. Use of a professional approach to credit operations led to 
increased loan demand and improvement in portfolio quality and hence more income.  
 
Table 14 Management Contract Rate of Return on Assets (ROA) 

FSA January to August 2003 (%) January to August 2004 (%) 

Ngerenya  9.2 5.4 

Matanomanne 4.8 6.6 

Kaloleni -4.1 4.8 

Lukore -1.5 7.4 

Mwaluphamba -2.5 5.9 

Lungalunga 2.3 4.1 

 
ii)  Return On Capital Employed (ROCE) 
The ratio gives an indication of how well the FSA has used the shareholders’ funds and finances 
from other sources to generate income. For the period January to August 2004, the best performing 
FSA out of those on contract was Matanomanne at 23.5% and the worst Lungalunga at 7.4%. The 
group’s average rate for the period was 15.5% compared to 7.3% for the same period last year; and 
4.1% and 8.4% for years 2003 and 2004, respectively for the NMC FSAs.  
 
iii)  Operating Expenses/Income Ratio  
The ratio of operating expenses to income is also referred to as the operational sustainability 
ratio/index. It is a measure of whether an FSA is able to generate enough income from operations 
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to cover its operational costs. In doing the analysis, subsidies to the FSAs in form of managers’ 
salaries were not factored into income.  However, the MC managers’ salaries have been incorporated 
into costs, as there is need to gauge the financial ability of the FSAs to take over the payment of the 
managers’ salaries at the end of the study. The MC managers are paid an average monthly salary of 
Ksh 9000 (US$ 113), compared to an average of Ksh.2500 (US$231) to the NMC managers 
currently.    
 
For the period January to August 2003 the MC FSAs ratios were in the range 43.6% (Ngerenya) to 
164.5% (Kaloleni). Lukore, Mwaluphamba and Kaloleni FSAs were not able to meet their 
operational costs (their ratios were 100%) then. For the period January to August 2004 all the MC 
FSAs portrayed operational sustainability with ratios of between 44.6% (Matanomanne) and 72.7% 
(Lungalunga). A ratio of more than 100% implies that an FSA is using additional sources of funds to 
income, to meet operational costs. These sources would include operational grants/subsidies, 
members’ savings and share capital. The ratio should be as low as possible to maximize 
shareholder’s returns and enhance sustainability. The average for the MC FSAs was 58.3% and 
46.5% for the NMC FSAs for the period January to August 2004, an indication that they are able to 
meet their current costs.  
 
iv) Earnings Per Share (EPS) 
Earning per share gives an indication of the return/profit that has accrued to each share during the 
reporting period. For the period January to August 2004 the average for MC FSAs was Ksh.46.20 
compared to Ksh.23.10 for the NMC FSAs. The FSAs under management contract had reported an 
average return of Ksh.11.50 per share for the same period last year. 
 

Figure 9 MC FSAs EPS (Ksh.) 
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2 Exchange rate: 1US$= Ksh.80 
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e) Protection 
Protection is aimed at ensuring that the depositors /savers are provided with a safe place for their 
money. Provision for loan losses are the first defence against unexpected losses to the institution3 
All FSAs make a 100% provision for loan amounts that are overdue for more than 120 days. This 
minimizes the risk the savers are exposed to. FSAs are in the process of adopting the PEARL 
system for provisioning for loan losses which is more prudent as all loan amounts, including those a 
day overdue, are provided for. 
 
 
2.3.3 Qualitative indicators 
 
 i) Gender dimensions  
A study by Plan International on Gender dynamics in Financial Services Association in Coastal program area 
(May 2002) indicated that there was gender parity in FSA membership and disparity in shareholding, 
savings and credit services, with women being disadvantaged. During the baseline study gender 
disparity was still evident in most of the FSAs in Kilifi and Kwale districts. The situation was 
relatively the same in August 2003, with no notable difference being observed in the FSAs’ gender 
participation and utilization of services even in the FSAs under management contract.  
 
a) Membership  
During the baseline survey, majority of the shareholders in the FSAs were male. They formed 47% 
of the shareholders with 41% being female and 12% groups, a trend that was maintained at the time 
of the evaluation study in August 2003. At the time of the baseline study FSAs under management 
contract had 46% of the shareholders being men, 42% women and 12% groups, while non-
management contract FSAs had 49% men, 41% female and 10% groups. By August 2003, male and 
group representation had increased to 50% and 11% respectively, with female representation 
dropping to 39% among the non-management contract FSAs as the management contract FSAs 
retained the same ratios. By the end of August 2004, the average proportion of male to female 
members in the MC FSAs had changed to 46% and 41% respectively.  
 
Table 15 MC FSAs membership and shareholding by gender, end of August 2004 

FSA                      Membership (%)                    Shareholding (%) 

 Male Female Groups Male Female Groups 

Ngerenya 43 40 17 49 39 12 

Matanomanne 34 52 14 48 47 6 

Kaloleni 46 45 8 56 37 7 

Lukore 49 35 16 55 29 16 

Mwaluphamba 56 37 7 63 32 5 

Lungalunga 51 37 12 53 34 13 

Average 46 41 12 54 36 10 

 
Among the MC FSAs, Matanomanne continues to be the only FSA with more female than male 
shareholders. By the end of 2004 the proportion of female members was 52% and that of males 
34% in the FSA.  During the baseline survey, half of the NMC FSAs had more female than male 
shareholders. However, by August 2003 only two out of a total of 8 FSAs still had a higher 
proportion of females compared to males. 

                                                 
3 WOCCU: A technical Guide to Savings Mobilization pg 6 
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Although there appeared to be an appreciable change in the average membership proportions in MC 
group in favour of men to 51% by August 2003, there was no notable impact on the gender 
composition of membership by the end of August 2004 in the MC FSAs.  The proportions 
remained relatively the same as during the baseline study.  
 

Figure 10 MC Membership and shareholding gender distribution (%) 
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b) Shareholding  
Men held more shares in the FSAs compared women as per the baseline survey. The study showed 
that on average males held 56% of the total shares while women and groups had 34% and 10%, 
compared to membership proportions of 47%, 42% and 12% respectively. The average shareholding 
for the MC FSAs was remained relatively constant at 57% (men), 34%(women) and 9%(groups) as 
at the end of August 2003, but this improved slightly in favour of women to 54%, 36% and 10% by 
the end of August 2004. This could be attributed to the fact that group guarantee has offered 
women a means of accessing credit in FSAs and thus a motivation to increasing their shareholding 
(FSA loan amounts based on shareholding).  
 
The proportion of shareholding by men at all three point of the study was much higher than their 
proportion of total membership, meaning that average shareholding per shareholder is higher for 
men than for women. In the rural set-up where the FSAs are located, men own most of the 
resources and this gives then more purchasing power than women. 
 
c) Loan Disbursement 
As at the time of the baseline study gender disparity was evident in loan disbursements, with about 
sixty percent (60%) of the loans disbursed having been to men and only thirty percent (30%) to 
women, which is far below the female membership of 41%. Among the Management contract FSAs, 
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male shareholders accessed 59% of the number of loans disbursed with female shareholders 
accessing 32%. The male shareholders accessed more and bigger loans than the females. This is 
expected as FSA loan amounts are proportional to shares held and on average men had a higher 
shareholding than women.  
 
The proportions of number of loans disbursed were more or less the same for the three periods for 
the MC FSAs. However, the FSAs have shown an increasing trend in the proportion of loan amount 
being accessed by female shareholders from 32% (baseline) to 35% (August 2003) and 36% (end of 
August 2004). Among the NMC FSAs, the proportions in number and amounts disbursed remained 
relatively the same. 
 
 
Table 16 MC FSAs loan disbursement by gender, end of August 2004 

FSA               No. of loan disbursed (%)                Amount disbursed (%) 

 Male Female Groups Male Female Groups 

Ngerenya 50 48 2 51 45 4 

Matanomanne 51 49 0 52 48 0 

Kaloleni 61 39 0 68 32 0 

Lukore 60 35 5 58 33 10 

Mwaluphamba 61 36 3 67 25 8 

Lungalunga 56 41 3 60 33 6 

Average 56 41 2 59 36 5 

 
 

Figure 11 MC FSAs loan disbursements by gender (%) 
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d) Savings 
Male clients and groups dominated voluntary savings services in all the FSAs.  Men were 47% of the 
total number of savers, and accounted for 43% of the total savings. Although there were few groups 
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saving with the FSAs (about 20%), the proportion of the amount they had saved was comparatively 
higher at 31%.  
 
At the time of the baseline survey, males comprised the bigger proportion of savers in the MC group 
at 47%, and this has remained the same throughout the contract period. However, their proportion 
of savings decreased from 45% as at time of baseline survey to 39% by end of August 2004. The 
decrease was due to a major increase in group savings. Although groups formed a proportion of 
only 20% of the total savers, their savings comprised 31% of the total during the baseline survey and 
as at the end of August 2003; and 34% by the end of August 2004. 
 
The FSAs under management contract were reported to be becoming very popular with group 
savers particularly because of the cheque clearance facility and the associate membership account 
that do not entail the buying of shares. Improved image and better service has attracted group 
shareholders such as local organizations (CBOs), schools and other institutions that previously did 
not confidence in the FSA due to the way they were being managed. 
 
Matanomanne FSA has always had a higher proportion of females in comparison to male savers. By 
the end of August 2004, the proportions were 48% and 35% for females and males respectively. The 
FSA reported an equally high proportion of savings by females (31%) compared to those made by 
males (25%) by end of August 2004. Out of the MC FSAs, Lukore reported the lowest proportion 
of female savers at 22% for the same period. 
 
 
Table 17 MC FSAs voluntary savings by gender, end of August 2004 

FSA               No. of savers (%)                Amount of voluntary savings (%) 

 Male Female Groups Male Female Groups 

Ngerenya 34 32 34 42 26 32 

Matanomanne 35 48 17 25 31 44 

Kaloleni 46 43 11 58 28 14 

Lukore 46 22 32 44 29 27 

Mwaluphamba 74 23 3 27 27 46 

Lungalunga 48 38 14 37 19 45 

Average 47 34 19 39 27 35 
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Figure 12 MC FSAs voluntary savers and savings (%) 
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ii) FSA staff development  
In the MC FSAs, most of the former FSA managers were retained as loan officers except in 
Mwaluphamba and Ngerenya FSAs where the managers met the requirements for contract managers 
and were taken onboard. The former manager for Kaloleni FSA resigned in principle because he was 
not willing to work under the contract manager. Mwaluphamba’s first manager’s contract with KDA 
was terminated in August 2003 due to non-performance. A new contract manager was deployed to 
the FSA in September 2003.  
 
Results of the monitoring exercise have indicated that most of the contract managers have a good 
working relationship with staff, the Board of Directors and shareholders. They have developed the 
much needed communication system with the shareholders that had been missing. The other FSA 
staffs appreciate the role the contract managers are playing in training them on their work. 
  
iii) Staff qualification and recruitment 
The MC FSAs have been able to generate much more income than the NMC ones. They have 
created jobs through increased workloads which have led to additional staff being employed by the 
FSAs.  Ngerenya FSA which had three operations staff at the start of the management contract 
currently has four.  The number of staff in the other MC FSAs has also increased by an average of 
one per FSA.  Previously the FSAs did not have loan officers. 
 
All the contract managers have some professional training in either banking, accounting/finance and 
business management in addition to their school qualifications, and some related working 
experience. Unlike the contract managers, the NMC managers only have school certificates and they 
join the FSAs with little or no working experience at all. In the MC FSAs, KDA also participates in 
the advertisement, interviewing, and recruitment of other FSA staff.  
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“This is just like our own bank; there 

is no difference at all” (a guest from 

one of Ngerenya’s link banks at time 

of the official opening of the building). 

 

“…I was in the process of trying to 

sell my shares…but now I want to buy 

more since there is hope for the FSA” 

(a shareholder in Kaloleni FSA). 

 

 
iv) FSA facilities and staff appearance and personality 
According to WOCCU, tangible security structures increase patronage of financial institutions. This 
was supported by the Matanomanne case where increase in membership and shareholding was partly 
attributed to changes made to the building’s appearance. Renovations on Lukore and Kaloleni FSAs 
were minimal because the buildings are not theirs. Ngerenya FSA 
put up a big building in the last one year and this has made some 
community members who did not know about the existence of 
the FSA aware of it. The building has been a major boost to their 
savings operations. The manager remarked that they have people 
coming to inquire and subscribing unlike before when they were 
operating in the old, tiny building. 
 
Ngerenya FSA staffs have uniform official outfits which has enhanced neatness and made it easy to 
identify them both inside the bank premises and outside, where they go to meet credit groups and to 
do outreach. Although staff in the other five MC FSAs do not have a uniform, they dress neatly. 
This has increased the shareholders’ confidence as was reported during the interviews.  
 
 
v) Work plans and Budgets 
The MC FSAs have work plans particularly in relation to credit operations and outreach. A 
discussion with the MC FSA staff indicated that the managers spent 30-50% of their time in the 
office, with the rest being spent either on outreach and promotion or in visiting KCMs.  Most of the 
NMC managers spent most of their time in the FSAs. The FSAs are working on business plans for 
the period 2005-2008; which are to be finalized by the end of the year (2004). 
 
 
vi) FSA Products and Services 
With an increase in the volume of operations, the MC FSAs have been able to offer competitive 
prices for their products. Matanomanne and Ngerenya FSAs managed to lower their interest rates 
on loans to levels that are competitive compared to what the market. The interest rates are currently 
20% and 18% per annum respectively, compared to 24% per annum which is charged by the MFIs 
who are their main competitors. This has attracted more community members into FSA 
membership and increased loan demand. There has also been an extension of repayment period 
from an initial 3-6 months to a maximum of 12 months.  
 
During the baseline study, respondents had indicated that the 
awareness on the products and services being offered by the 
FSAs was low. This has however changed as most of the 
shareholders interviewed said that they were being visited by the managers and getting information 
on the products and services offered by the FSAs. The FSAs have been able to offer avariety of 
saving and credit products to meet the shareholder needs, resulting in an increase in the level of 
participation by members. Some shareholders who were long disillusioned have found products to 
subscribe to. 
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vii) Meetings and Reports 
Frequencies of BOD meetings have improved in all the MC FSAs, with almost all the scheduled 
meetings being held compared to the baseline findings when most of the meetings were cancelled 
due to lack of quorum. Attendance of board meetings has improved from an average 60% to 75%. 
Although most FSA boards were still not demanding reports during board meetings, the MC 
managers were reporting on performance, and creating an understanding of the reports to the 
boards. KDA continues to undertake a training of board members on what to expect from the 
managers. Since performance reports are provided by the managers to the boards and shareholders 
during the year, timely and appropriate decisions are made and valuable input given to operations. 
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SECTION 3 
LESSONS LEARNED & CONCLUSIONS  

¶ Capacity of the FSA boards is still low. Most of the boards cannot demand performance reports 
from the managers and even if provided, they may not readily understand them. This has a 
negative impact on performance since they cannot effectively supervise the managers. Where the 
board has some understanding of their work, the performance is much better.  

 

¶ There is a probability of the board members becoming too dependent on the managers and thus 
relinquishing their decision-making powers. There are likely to be tendencies of delegation of 
decision-making to the manager particularly by weak boards. Where the manager is very good at 
his work, the board tends to embrace every single piece of advice he gives without making their 
own analysis of it. 

 

¶ The challenges posed by FSAs as financial institutions are many and evolving and thus require 
people with related professional knowledge and skills if the FSAs are to realize their full 
potential. The FSA managers thus require continuous training to cope with the ever changing 
needs of the job otherwise they will get out-paced.  

 

¶ Qualified human resource exists in the rural areas; the main limiting factor is the FSAs’ ability to 
offer them attractive terms. About 90% of the contract managers were residing in the rural areas 
at the time of their recruitment.  Qualified personnel are available and willing to work in the 
rural areas if given the right compensation. 

 

¶ FSAs have high potential that has not been exploited due to factors that relate to management. 
On all indicators used, the MC FSAs portrayed better performance than the NMC FSAs during 
the contract period.  

 

¶ Awareness creation among shareholders is very crucial to acceptance of any new approaches 
being introduced. Like any other aspect of change, the MC approach was not initially readily 
accepted but awareness creation though a participatory approach got it a buy-in by the 
shareholders.  

 

¶ MC Managers require the support of other FSA staff and the board members if their full 
potential is to be realized. 
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