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RESPONSE OF SACCOs TO COMPETITION FROM COMMERCIAL B ANKS AND
NEW SACCO REGULATIONS IN KIRINYAGA COUNTY, KENYA

ABSTRACT

Using an interpretive research methodology, thisyssought to find out how deposit
taking SACCOs were responding to the competitioomfrcommercial banks and the
implementation of the new Sacco regulations asgbeirforced by Sacco Society Regulatory
Authority (SASRA).The study found out that SACCO®re opening up their common
bonds, were maintaining their low interest ratdmegand engaging in aggressive marketing
and market research. The research also found autSSACCO’s were engaging in branch
expansion and continuous rebranding. Respondinigetmew SACCO regulations, the study
found out that SACCO’s were appointing SASRA comptie officers, upgrading their IT
systems, and employing qualified staffs. The stadlyo found out that Sacco’s were
streamlining their books of accounts to comply wviltle requirement of the new regulation
and were engaging in member’s education and impiéntge policies aimed at encouraging
members to save and deposit more. It was also faundhat SACCOs were engaged in
implementing cost saving policies. It was found thatt competition from commercial banks
and the implementation of the new SACCO regulatioes made SACCOs to become more
responsive to member’'s needs, and that SACCOs emr@ming more transparent and thus
attractive to members as they feel their saving$ @gposits are more secure in regulated
SACCOs. It was found out that Sacco’s had respoadddcoped well with competition from
commercial banks, and that with the implementaiwdrthe new Sacco Regulations, the
confidence of members was high, as they felt thait investments were in safer hands than
before. Further research is recommended on the sgpreecovering a wider area of study.
Further recommendation is a research on financeafopmance of Sacco’s after the
implementation of the new Sacco Regulations asgoefiorced by SASRA.
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ACRONYMS AND ABBREVIATIONS

ATM — Automated Teller Machine

CEO - Chief executive officer

FOSA - Front Office Services Activity

FSA — Financial Services Authority

FSD — Financial Sector Deepening

IFRS — International Financial Reporting Stand
RIA — Regulatory Impact Assessment
SACCOS Savings and Credit Cooperative Societies
SASRA - Sacco Society Regulatory Authority
UK — United Kingdom

US — United States

WOCCU - World Council of Credit Unions



TERMS AND DEFINITIONS

SACCO - Is a Savings and Credit Co-operative Society tegid under Co-operative
Societies Act, of 1997, with objective of poolingvengs for members and in turn provide
them with credit facilities (Cooperative Societisst, 1997).

SASRA - Is an acronym for the SACCO Society Regulatorythdrity which is a semi-
autonomous government agency under the ministrycadperative development and
marketing (The SACCO Societies Act, 2008).

FOSA- Is an abbreviation for Front Office Service Auily which is a section of society
which provides basic and affordable Banking sewvitee meet member’s financial needs.
(The SACCO Societies Act, 2008).

Financial intermediation - Is a process that facilitates the flow of furidsn the savers to
the borrowers. They are financial institutions tlamicept deposits from the public and

advance loans to those in need of credit (Dictipn2013).

Capital adequacy- It is a percentage ratio of a financial instiats primary capital to its
assets (loan and investments), used as a measiisefiaiincial strength and capability. It's
an amount of capital relative to a financial ingiin’s loans and other assets (Dictionary,
2013).

Regulations- are rules designed to control the conduct of@¢ltosvhom it applies. They are
the official rules which have to be followed, antligh are enforced by a regulatory agency

mandated to carry out the purpose or provisioruohdegislation (Dictionary, 2013).

International Financial Reporting Standards — aternational reporting standards set by the
International Standards Board to guide the accognteporting by entities (Dictionary,
2013).

Deposit taking SACCOs- are SACCOS that operate Front Office savingsvitiets (FOSA)
(The SACCO Societies Act, 2008).

Restructuring - it is the process of reorganizing the compositand operations of an
organization completely. It is necessary in denlnperformance to enhance the growth
(Dictionary, 2013).



Mergers - is the combining of two or more entities in toeathrough a purchase, acquisition

or pooling of interests (Dictionary, 2013).

Consolidation - it is the combining of separate entities in t@iagle entity (Dictionary,
2013).
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CHAPTER ONE
INTRODUCTION

1.1Background

There is existing literature that shows SACCOs #&aeing competition from
commercial banks and that they are facing challengeimplementing the new SACCO
Regulations as being enforced by the Sacco SoRiegylatory Authority (SASRA) (Gakunu
P., 2011). Kiweu and Stauffenberg (2007)in tha&idyg found out that SACCOs continued
facing stiff competition from commercial banks, wafihave high levels of liquidity unlike
the SACCOs enabling them to offer loans to custsnmeore liberally. This has resulted in
endangering of SACCOs existence as commercial bapkeme their direct competitors
(Ademba, 2011). SACCOs are further faced with tmplementation of the new Sacco
Regulations as are being enforced by SASRA. Thislystusing interpretivist approach
examines the way the SACCOs are responding to dheetition from commercial banks
and the implementation of the new SACCO regulatembeing enforced by SASRA.

Opondo (2011), in SACCO Star Issue 15 argued tA&C0s have been operating a
closed shop type of business enjoying almost mdgopower on its market niche, which
made them to relax and forget to continually adsertheir products which lead to invasion
of their traditional customer base by commercialksa Commercial banks have become very
liberal in their lending schemes targeting custarfeom all walks of life, including those
from the SACCO sub sector. Commercial banks haweecap with loan buying schemes,
attracting SACCO members with SACCO loans to $edht to commercial banks. This has
resulted in a direct competition for customers leemvthe commercial banks and SACCOs.
Further, SASRA has come up with specific regulaitm be followed by all deposit taking
SACCOs which they must comply with before they atlowed to operate. This has
complicated matters for normal operation of SACC@glemba (2011) found out that with

the implementation of the new Sacco Regulatiorttierdeposit taking SACCOs, the cost of



running the SACCOs is set to go up. This will héaeand wide financial implications to the
running of SACCOs.

There is evidence from overseas that growing réguldourden and the rising cost of
compliance have forced many smaller Credit Unienseek merger partners due to their in-
ability to shoulder the compliance burden, as ewied by the mergers in Sheffield, Cardiff
and Leads (Rick, 1998).

SACCO'’s are important for business and investmenivth due to the fact that they
impact on capital accumulation, including physiead human capital, and on the rate of
technological progress (Kiweu & Stauffenberg, 2008ACCOs have a direct impact on
poverty reduction by widening financial accesshe poor who then can be able to improve
their livelihood (Ongwae, 2006). SACCOs offer thesnwide spread source of financial
services for low income people in both rural antbamr areas and help in creation of
employment, directly and indirectly hence improviegonomic standards in a country
(Ademba, 2011). SACCOs have greater outreach tostiogety than the other financial
institutions like commercial banks and microfinghe&d thus are more preferred where
greater outreach is required (Wanyama F. , 2009).

Credit Unions have been cited as a potential pan&meproblems encountered by
millions of consumers who find themselves excludi®in main stream financial services
(O'Connel, 2005). The importance of Credit Uniom&Jnited Kingdom was emphasized by
O’Connell in his paper titled “idealism of Britisbredit-Union pioneers” where in a symbolic
step, Tony Blair, the British Prime Minister joindte South West Durham Credit Union, and
in March 2005 the Griffiths Commission on PersoRabt, sponsored by the Conservative
Party, strongly supported the Credit-Union movement

There have been suggestions that because of theobtgbution SACCOs make to
the Kenyan economy, the government should creéaga@able environment to enable them

to grow, identify and address the major challertgey face in their effort to play their role in



the financial sector (Ademba, 2011). SpecificdBACCOs are being faced with competition
from other financial service providers especiallg tommercial banks who are competing
for the same customers the SACCOs are servingaagdting. In the past, SACCOs served a
market that commercial banks had ignored. Howeteglay, competition from commercial
banks is real, and SACCOs have to rise up to thispetition or perish. SACCO members
are moving on to get services from commercial bahks seem to be more attractive than
SACCOs (FSD, 2007). Commercial banks are attractioge SACCO members due to the
facts such as not requiring prior share contrilmgito access loans, enabling their customers
to access bigger loans based on their ability togmal not on the basis of shares contributed
and granting of unsecured loans. SACCOs are regutheir members to have prior share
contributions to access loans, base their loanswatiplier of a member’s savings on top of
guarantor ship requirement (FSD, 2007). This maR&£COs to become unattractive,
making their members to move on to commercial bavkgse lending conditions are more
customer friendly. Further to the competition frammmercial banks, SACCOs are faced
with the implementation of the New Sacco Regulaias being enforced by SASRA. With
the implementation of the new Sacco Regulationgpsié taking Sacco Shall be required to
comply with specific requirements as provided by trew regulations. This will come with
additional cost. The cost of running deposit-takilB§CCOs is therefore set to go up
significantly when new regulations come into efféthis will threaten the low interest rate
regime that has for decades given the Sacco Sexiaeti edge over commercial banks in the
lending market as the additional cost means the@3&£have to increase their interest rates
to meet such cost (Sangara, 2011). Faced withiibeea SACCOs have to find out the best
ways to respond to the emerging challenges if #reyto survive in the market.

The aim of this research was to find out how SACE@ere responding to the
challenges they face from competition from comnardianks and the changing Sacco

regulations as being enforced by SASRA.



1.2 Statement of the Problem

SACCOs, like many other business entities in Keaya,facing challenges in their quest
towards survival and growth. The main challengesCE®s are facing in Kenya are
competition from commercial banks and the impleragom of the new SACCO Regulations
as being enforced by SASRA to regulate the depakihg SACCOs Societies. Commercial
banks offer unsecured loans to customers withaguireg them to have saved with them,
and are offering longer repayment periods for loankke the SACCOs, who to lend to a
member, base their lending on a multiplier of theawings, and requires the borrower to
continue saving with them on top of repaying thenloLoan repayment period for SACCOs
are shorter than those for commercial banks (San@fx11). This makes loan repayments
from SACCOs to be limited from two perspectivesattbf requirement for saving before
loans are granted and continued saving after thatgsf the loan and shorter repayment
period for SACCO loans as compared to commerciakdaans. These results in limited
amount of loans granted to SACCO customers as cauga commercial bank customers.
This forces SACCO customers in need of huge loarseek loans from commercial banks
where they are able to access the amounts they 88€LICOs are re-thinking their business
models in a bid to survive growing competition fdeposits from commercial banks.
SACCOs contend that they are facing financial qaisis due to their model of lending ksh.
3 for every ksh. 1 saved by their members, a sttmahat has prompted them to consider
new ways of raising additional revenues (Adembd,120Commercial banks are offering
attractive products on terms that are tempting m8ACCO members to diversify their
borrowings. This has resulted in many SACCO memtmejsin commercial banks (Ademba,

2011).

The new SACCO regulations for deposit taking SAGGfave come with their unique

challenges, key among them being their huge firsnamplications. The cost of



implementing and operationalizing these new SaceguRitions is high, and will affect the
way SACCOs have been doing their business if theyta maintain or improve their
financial performance (Ademba, 2011). Since the Baaco Regulations became effective in
June 2010, there has been little research whiclbéas carried out to find out how SACCOs
responded to the new regulations. It is on thikbgemund that the current study sought to
find out how SACCOs were responding to the impletagon of the new SACCO
regulations as being enforced by SASRA for deptadiing SACCOs and the competition

from the Commercial Banks.

1.3Research Aim

The aim of this study was to find out what has b#enresponse of SACCOs to the
changing Sacco regulations as being enforced by R®A&Nd the competition from

Commercial Banks.

1.4Research Questions

To achieve this aim, the study sought to answefal@wving research questions:

(a) In which ways are SACCOs responding to competitiom commercial banks?

(b) In which ways are deposits taking SACCOs respondmghe changing SACCO
regulations as being enforced by SASRA?

(c) To what extent are the SACCOs effective in meetirggneeds of their members with

responses they have put in place?

1.5Motivation for the study
Due to the important role the Sacco Societies playe development of our country, it
is important to ensure that it is vibrant at athéis. Whenever there seems to be an issue, it

should be addressed in a timely manner as SACQ@# the lives of many, and thus the life



line of our economy. In a workshop for World Counafi Credit Unions held on May 21,
2009 in Nairobi Kenya, it was observed that Keny@ACCOs serve nearly 20% of the
economically active population, which was foundb®a very strong penetration rate given
the fierce competition from commercial banks angeotfinancial service providers. It was
further observed that the new regulations haveSJAECOs on a more even footing with
their competitors, thus the need to put in placasuees to fed off the competition and enable
them to survive.

Motivation for carrying out this research was preed on research findings of Kiweu
and Stauffenberg (2007), that SACCOs were facifigceimpetition from commercial banks,
which never answered the question of how SACCOs wesponding to the challenge of
competition by commercial banks against the SACO&sther motivation was founded on
the need to find out how SACCOs were respondingthte challenges brought by
implementation of the new Sacco Regulation as beiigrced by SASRA for deposit taking
SACCOs.

1.6 Significance of the study

The results of this research will help SACCO manmag@s in ensuring that they
serve their customers better which will be gooddoonomic development of our country.
The research results will also help the governnagit the SACCO regulators in coming up
and reviewing the Sacco laws and regulations fttebenanagement of SACCO Societies. A
well regulated and competitive SACCO movement Wl for the benefit of the customers.
This will result to satisfied customers for the b#inof the Sacco sub- sector, and the
economy generally.

The study was significant to customers as it wdlphthem understand the market
better and be able to seek quality services availmbthe market. The results of the study
will be significant to the Sacco Society RegulatoAuthorities as it will make

recommendations for smooth implementation of the 8acco regulations.
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CHAPTER TWO

LITERATURE REVIEW

2.1Kenyan SACCO Regulations

Kenya's SACCO system has grown at a tremendousndtee past several years, but it
has lacked any kind of regulatory oversight andesuipion that would enable them evoke
trust in their customers and compete against cowialdranks and other financial institutions
effectively (Ademba, 2011). It is one year since Bacco Societies Regulatory Authority
(SASRA) commenced implementation of the new regmatramework for deposit taking
Sacco Societies in Kenya. Over the one year, thecdS&ocieties Act and the new
Regulations required the Sacco societies that \akeady operating Front Office Services
Activity (FOSA) as at the date of publication oktiRegulations which was June 2010 to
apply for license with SASRA to be granted pernoissio continue their operations. Out of
the 219 Sacco societies that were authorized toatgp€0OSA, 199 applied for the license, 13
communicated their decision to discontinue FOSAraipens, while 7 did not submit license
application by the deadline of 17th June 2011. l&f 199 applicants, Forty five (45) were
licensed by 30th June 2011; fifty-five (55) had meéssued with letters of intent, an approval
of meeting the minimum licensing requirements gsukited in the Regulations. The seven
(7) who did not apply were directed to cease FOB&rations as their continued operation is
a breach of Section 23 of the Sacco societies ®A&CCO Supervisory Report, 2011).

The new legislation granted the establishment ACSO Societies Regulatory
Authority (SASRA), which would license deposit tagi SACCOS, regulate and supervise
the institutions and manage the deposit guaraaotes dontributed by the SACCOs.

The mandate of SASRA as provided by the SACCQeties Act 2008 includes: licensing
of Sacco societies to carry out deposit taking s in accordance with the Act; regulate
and supervise Sacco societies; do all such otliegshas may be lawfully directed by the

7



minister; and reform such other functions as argeroed on it by this Act or by any other
written law (The SACCO Societies Act, 2008).

Most SACCOs were set up with genuine intentions gneét visions, however, some
faulted in their mission and have since closedhatdisappointment of their membership.
This was mostly due to mismanagement by the manageivoards. The culprits of the
mismanagement remain unpunished. This was blametlidnof proper regulations and
supervision, improper corporate governance, luckrofessionalism, unethical practices all
because there was no Regulatory Authority to regullae affairs of the Sacco Societies.
Proper structures shall be put in place and enthakerule of law reigns. SASRA shall
endeavor to gaining public confidence as a ruthtagh teller and enforcer of the law by
focusing on core mandate of supervision and reigngGakunu, 2011).

SASRA emphasizes that in accordance with Vision02QBe policy objective of
establishing prudential regulation of deposit tgkittacco Societies is to enhance
transparency and accountability in the Sacco stmsethis is consistent with the ongoing
reforms in the financial sector whose ultimate @nto expand financial access, encourage
efficiency and enhance financial stability of fiméal service providers in Kenya. The role of
Sacco societies as convenient vehicles for sawdndredit to individuals, across the income
divide, both in urban and rural areas has been dagumented with every seven out of ten
Kenyans said to belong to a Sacco Society. Thuanéirally strong well governed deposit
taking Sacco Societies are necessary to expandcfadeaccess through deposit services and
credit provision for personal and enterprise degwalent (SACCO Supervisory Report,
2011).

Regulation of SACCOAs triggered a structural transfation that has seen the fading
away of the inefficient cooperatives which are @agingly diversifying their activities and
introducing innovative ventures in order to resptmtheir members needs which resulted in

recording of better performance than they did durthe unregulated era (Wanyama,



Interfacing the State and the Voluntary Sector Africa Development, 2006). Thus, the
indication is that regulation has given depositirtgkSACCOs the impetus to re-examine
their organizational formations with a view to rganizing in their best interest to enable
them cope with the new Sacco regulations which ftawvee with higher running costs. The
SACCO:s are increasingly diversifying their actieftiand introducing innovative activities to
respond to the challenges of the new regulationghey endeavor to satisfy the interests and
demands of their members (Manyara, 2003). With igien and regulation, Credit Unions
in the UK were better than when they were not ragal. Supervision and regulation lead to
strong, secure and professional Credit Union sectggable of meeting the credit needs of a
wide range of persons (McKillop, 2005).

While there have been several reform initiativesSecco subsector in the past in
Kenya, the Introduction of a SACCO specific lawrezognition of the unique financial
intermediation function that SACCO societies playour economy. Thus the operational
regulations and performance standards are speaific prescriptive; not to make SACCO
societies non competitive and stifle their growtht bb ensure that they operate and grow
within a framework that promotes sound financiad dousiness management practices
(SACCO Supervisory Report, 2011).

Firstly, the licensing requirements are designecerisure that a SACCO society
commencing FOSA operations has the minimum findnsisstems and operational policies
to enhance prudential management of the depogigdbusiness and thereby protect the
member funds. These requirements are not new amn@vident from the license applications
submitted to SASRA that majority of the SACCO stere have the systems and operational
policies but they require to upgrade and align thenthe Act and Regulations to enhance
sound business practices. The licensing requiresrartsuch that the past experiences where
unscrupulous individuals started pyramid schemesha name of FOSAs cannot recur

(SACCO Supervisory Report, 2011).



Secondly, licensing brings confidence in the SACOMsch is a prerequisite for the
Sacco subsector to attract new members and profiedsiwho have shied away due to
perceived bad governance practices. A prudentiatiylated and financially sound SACCO
business attracts new business, offers better diabrservices, effective governance
mechanisms and lower risks of failure. For instamceumber of government initiatives have
approached SASRA to issue them with a comprehensivef licensed SACCOs through
which they can channel devolved funds, (SACCO Suapery Report, 2011).

Thirdly, the capital adequacy requirement is a ikeasure of safety and soundness of
a Sacco and serves to protect or cushion membearsidiepand creditors against losses
resulting from business risks that the Sacco, fazaacial institution faces. The need for such
measures can be justified on the grounds that dauof negative externalities may exist in
Sacco’s that can cause risk to be systematicaliieroniced. The minimum capital adequacy
requirement of Ksh.10 million to start FOSA is thmwvest among the deposit taking
institutions in Kenya as the law recognizes the tmamowned nature of SACCO societies.
This is not new to FOSA operating SACCO societissRule 52(3b) of Cooperative Society
Rules, 2004 required SACCO societies operating F@sAaintain a capital adequacy of
10% of total liabilities. Capital adequacy requients generally aim to increase the stability
of a SACCO by decreasing the likelihood of failured to promote public confidence in the
institution, (SACCO Supervisory Report, 2011).

Fourthly, the regulations, in recognition of theancial demands due to the prudential
standards on capital and diversification from norecbusinesses, provide a four year
transitional period within which a SACCO shouldiyutomply with the prudential standards.
This period is long enough for the SACCO societegradually adjust their financial and
operational strategies to comply with capital antieo prudential requirements while
retaining their competitive edge in the financiadrket. It is prudent for Sacco leaders to

evaluate their current financial and business mealgainst the prudential standards and

10



develop business strategies to comply with. Impoigamany SACCOs took full advantage
of the one year to consider feasible options ancta&e their members to ensure buy in to the
plans before presenting the license applicationSASRA (SACCO Supervisory Report,
2011).

The four year period provides room for the SACCQieites to gradually comply
without losing their competitive advantage in regpef returns to member deposits and
interest rates on loans. This in effect minimizes tisk of members migrating to Banks. In
addition, licensed SACCO societies that are finglhcisound and well managed will
leverage on their licensed status to growth businmsrecruiting new members (SACCO
Supervisory Report, 2011).

Upon acquiring the license, the SACCO society iguired to regularly submit
financial returns to SASRA. Thus during the licexgsprocess, SASRA has to be satisfied
that the information management system in the SAQEO produce the reports and with
accurate information on the performance of the SBCThe analysis of these returns will
assist SASRA to monitor the financial performantéhe SACCO and address any financial
risks early enough. A key output from the periofi@ancial returns will also be data and
information on the performance of the SACCO sulmsdct the policy makers and the public
in general. This will tremendously enhance the dpanency and accountability in the
financial management of the SACCO unlike in thet pasere members had to wait for one
year to get the audited accounts (SACCO SuperviReport, 2011).

For effective enforcement of the regulations, SASR&ranted specific powers in the
law to deal with SACCO societies that fail to cogprhis is imperative as compliance
cannot be left at the discretion of the SACCO Sgcitn addition to financial capacity,
licensing is testimony that a Sacco society hagrbigtutional capacity, in terms of human,

technology and business processes to comply weheims and conditions of the license.
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Thus failure to comply cannot be condoned as it gnlcourage impunity (SASRA Media
Report, 2011).

SASRA recognizes that as a new law it is certaibring challenges and impact on
the Sacco societies in different ways and extdnts lthe responsibility of the board of
directors and the management to analyze their bssimeality against the operational
regulations and prudential standards; and deveigpegies through the business plans for
consideration by the Authority as part of the lisieg process. However, the business plans
must be within the regulatory provisions for fageeand equity to all license applicants
(SASRA Media Report, 2011).

SASRA has noted that the challenges to the suedessplementation of the new
regulatory framework differ significantly both bese of the size and diversity of the
SACCO societies. However, inadequate technicalsskidoth at board and management
levels remain the key challenge. While the Authorg addressing this in the short term
through training and technical materials, a sustam solution will require holistic approach
involving all the SACCO subsector stakeholders. Ra¢hority will continue to work with
these stakeholders to ensure that key areas likergance, management capacity, financial
management, credit management and automation aménweally addressed and in a
sustainable manner (SASRA Media Report, 2011).

In addition to addressing the current challengeBSFBA recognizes the need to
ensure that the licensed SACCO societies expleit thull potential and deepen financial
access in the country. Thus SASRA will soon comraethe development of regulations to
allow credit information sharing as provided in tI8ACCO societies Act and also
participation of licensed SACCO societies in thesemg credit information sharing initiative
in the Banking sector. However, it must be apptediathat prudential regulation is a
prerequisite to integration and mainstreaming ef #acco societies in the Kenya financial

sector (SASRA Media Report, 2011).
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The prudential regulation is aimed at improvingahgial condition and soundness of
these SACCO Societies, thereby protecting membeodgis. This will enhance public
confidence and increase the level of savings amditcto members, a key goal of Vision
2030 (Gakunu, 2011).

SASRA through effective implementation of the opiersal and prudential standards
envisions a vibrant and sound SACCO subsector ¢tapafbocompeting in the financial
market through demand driven products and serviteaever, this will not happen by doing
the same thing, the same way over and over agéie. dur new constitution, the SACCO
societies Act and the Regulations anticipate chamgehe way of doing Sacco business for
the benefit of members and the national economysTds democratic institutions, SACCO
societies must embrace policies and business gesactthat promote good corporate
governance, accountability and transparency (Gakamid).

According to SACCO CAP NEWS Issue 1 July 2007, luettently, SACCOs have
been able to maintain their membership and attveat members through natural affiliation
stemming from a common bond among members. In tdoaas, financial institutions are
targeting the mid to low income earners, who foitme basis of SACCO membership.
Commercial banks are now down streaming to readht@munore people in rural areas.
SACCOs have reacted to the threat posed by comahdranks by opening FOSAs where
they provide a wide range of products and servicgbeir members. Some SACCO FOSAs
have opened membership to non-SACCO members.

SACCOs in Kenya are gradually responding to thé &tmnges in the financial
environment and adopting new approaches to the SA@®del. They have adopted the
concept of FOSA and developed products that ardiemtto the traditional SACCO model,
which relies on the tied share deposits (FSD, 2007)

SACCO CAP NEWS July 2007 further reported thatstwvive SACCOs need to

address the reasons that make competitors seem atiaetive some of which were:
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competitors do not require prior share contributmaccess a loan or advance; customers can
access bigger loans without guarantors.

SACCOs have great potential but they are limitingmselves through their lending
procedures, limited product offering and closed ocmn bonds SACCOs need to build their
institutional capacity in tandem with ever changmgrket demand. Clients want products
that match their needs. They need products thaflexible enough to respond to the varied
requirements of their different business situatioBsoperative societies need to handle
customers in a more professional manner and dewetpprtise in areas such as product

development, financial management, customer cateraketing (McKillop, 2005).

2.2Empirical Studies on SACCOs

Studies on SACCOs are few and far in between. 052the world council of Credit
Unions (WOCCU) carried out a study namely the Ratguy Impact Assessment (RIA) on
148 SACCOs with Front Office Service Activities (BA) in Kenya. The purpose of the
study was to find out whether SACCOQO’s were readgdmply with the proposed SACCO
bill once it becomes law. The study found out that of the 148 SACCOs which were
surveyed only about seven would comply. The maas@as which were given as obstacles to
compliance included:

Firstly, most SACCOs were undercapitalized and thember’s funds were at risk.
Secondly, most SACCOs hand huge non-performing sloasome of which were not
recoverable. Thirdly, SACCOs were not adheringriadpntial standards as there were none
developed. Fourthly, some SACCOs hand no instialicCapital. The members owned the
total Capital which they used to guarantee oneleamofhis made the societies liabilities to
exceed the assets, a scenario that lend to a wstghle situation.

A desk review done by a taskforce on the SACCO uRegry in July 2009

confirmed that out of the 148 SACCOs originally wayed by the Regulatory Impact
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Assessment (RIA), 70% were now capable of complywth the SACCO Societies Act and
the Regulations when they come into effect. This ewa@eneral study however, which did not
delve into the issues of how SACCOs responded tapetition and regulatory change
(Sacco star June, 2010).

Kiweu and Stauffenberg (2007) in their study cafmeit using secondary data found
out that SACCOs were unable to provide members gvgdit at affordable interest rates due
to low levels of liquidity in the sector, and trtaey continued facing stiff competition from
other financial service providers like commerciahks, which have high levels of liquidity
which enables them to give out loans without asKimgany securities or requiring prior
savings. The banks also allow longer repaymenbgsriThis study does not however, reveal
how SACCOs are responding to the challenges fatisgector.

Turner (1996) in a research on how commercial banéw credit unions found out
that Commercial Banks in the United Kingdom dismtssthe credit unions as small
institutions seeking to provide credit to the urleh public who are denied access to
reasonably priced loan facilities by their luckooédit worthiness track record. He found out
that this could be a mistake by commercial banksr@dit unions are competing for the same
clients with the banks. In this study, Turner foumdiumber of reasons for joining a credit
union which ranged from opportunity to save redulém opportunities of borrowing at low
interest rates. Other reasons given included coareg, ease and speed of arranging loans,
the friendly and sympathetic way in which customeese treated and the idealism of the
movement. This study does not however contend koth SACCOs are affected when bank
feel threatened by them.

O’Connell (2005) in his research on the effectegn of Credit Unions carried out
through a survey of several Credit Unions in the fdKnd out that Credit Union borrowers
faced hidden costs through the requirement to bafare a loan is granted. In the UK, the

main challenger to Credit Unions was found to leedborstep money lenders. This research
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found out that if Credit Unions are to offer a seevthat does, for the first time, offer an
element of competition to the doorstep lendersy thés also clear that higher interest rates
will be necessary in order to cover the higher £dbat will be encountered. O’Connell,
(2005) concluded that such higher interest ratesldveflect a greater level of transparency,
as the purported low interest rates offered by SBE® not accurate due to the hidden costs
associated with prior saving requirement. O’ConasBerted that if the Credit Unions were
to succeed, they will have to establish the meéyswhich they can grow as organic
enterprises, whilst being supported by greater rarrabprofessionalized staff, augmented by
business plans and more sophisticated and targetetmsy. This has been a difficult
balancing exercise which has so far proved to yeribthe capabilities of the British Credit-
Union movement. To achieve more material and prakctiesults O’Connell suggested that
SACCO'’s should operate more like business placess lemphases on issues like self-
fulfillment of members and the creation of ‘commyhobn low income estates and instead
place emphases on simple extension of membersHipasic financial services. Whether the
changes proposed by O’Connell have eventuated esmgirical question.

Baker (2005) argues that Credit Unions neededttachtyounger membership as they
are in the borrowing phase of life and the oldemggation who are more likely to maintain
higher levels of savings. This will help developedf- sustainable model Credit Union which
will exploit the full membership potential withitné common bond area. It is the turn for
more professional and business- like approach #&oliCunions which will be offering wider
services. Rebranding and restructuring by mergacs @nsolidations is the correct and
Natural way forward. To survive, the smaller uniomsy be forced to merge. Again these are
theoretical suggestions that require empiricalfiction.

These theoretical proposals were evident in Wamayai2009), who argued that to
create commercially autonomous, member based caibpes that would be democratically

and professionally managed, self controlled, antf ssliant business ventures; the
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cooperative movement had to be liberalized. He doout that market forces had triggered a
structural transformation that has seen the fadwqy of the inefficient cooperatives as
members demand better service provision. Wanyamaluted that Cooperatives should
diversify their activities and introduce innovativentures in order to respond to their
members’ needs.

While the above studies were certain about wha€S@s need to do to remain
competitive (Opondo, 2011), in SACCO Star Issuarued that this is a bigger puzzle. She
argued that SACCQO’s had been operating a closed shpe of business enjoying almost
monopoly power on its market niche, which made themelax and forget to continuously
advertise their products which lend to invasionghafir traditional market by commercial
banks. She further argues that the traditionalelelithat SACCOs offer cheap loans was
being challenged. It is being held that SACCO’senallot of hidden costs, in that for one to
get a loan needs to have saved with the SACCOanal certain period of time. Again the
empirical question as to how SACCOS were respohdeldhot been addressed.

Baker (2008) provides some insight into how SACQ@ight respond following
regulatory change. With supervision and regulatpassing to the Financial Services
Authority (FSA), Baker argues that the new regim# wtimately lead to a strong, secure
and professional Credit union sector, capable afting the credit needs of a wide range of
persons. The main regulatory change in the UK tnadiion laws were increase in lending
capabilities and widening the qualifying bond. Tinew membership qualification had a
significant effect, dramatically widening the scagfemembership to a much wider area than
previously available (Baker, 2008). Baker furthesexts that the most successful credit
unions are the ones where the membership comes droaried income background. The
higher income group will have higher savings, withe lower income groups will seek
higher volume of loans. This will improve the fircgal intermediation, as funds are passed

from those who have (savers) to those who havébaotowers).

17



2.3 Theoretical Framework

The theoretical framework informing this study wdrswn from the literature on how
organizations change when faced with adversity.tePo2008) suggested the Five
Competitive Forces That Shape Strategy for orgéioiza faced with adversity from within
the industry and beyond. Porter, (2008), furthéudsld that in essence, the job of the
strategist is to understand and cope with compatitiOften, however, managers define
competition too narrowly, as if it occurred only @ng today’s direct competitors. Porter,
(2008) acknowledges that Competition for profitegdeyond established industry rivals to
include four other competitive forces as well: onsérs, suppliers, potential entrants, and
substitute products. Understanding the competifvees, and their underlying courses,
reveals the roots of an industry’s current profltabwhile providing a framework for
anticipating and influencing competition and pralbility over time. Understanding industry
structure is essential to effective strategic pasihg, and defending against the competitive
forces and shaping them in a company’s favor areiakrto strategy (Porter, 2008). Ademba
(2011) in his presentation to SACCO managers omllehges facing SACCOs in Africa”
alluded that SACCOs, like many other businessiestih Africa, are faced with challenges
in their quest towards survival and growth and gateed the SACCO challenges as internal
and external. He identified the internal challengassdeficiency in contemporary skills,
leadership and governance problems, and inadeqfaegources, insufficient technological
development and quality service demand. He listedl éxternal challenges as economic
liberalization and regulation of business, priceatgrol, competition for scarce resources
and competition from commercial banks. Along withstcategorization, Ademba (2011)
suggested that SACCOs should change their strategpgecome more competitive through
better focus, products and service provision, wtdading customer needs and wants and
become creative and inject business culture. At mhecro level, he suggested that

governments enact legislation that favors SACCOemnwent. The essence of this speech and

18



the organization change literature is that wheedawith challenges, organizations change in
order to survive and thrive. They have to changewhy they transact their business to align
with the new changes if they are going to survivkey must be ready to invest in new
technology especially the IT which will lead to teaving and reduction. They must invest
in human resources by acquiring the right employaes$ equipping them with the right
knowledge.

The Kenya SACCOs are regulated by the Sacco Sexiatt (No. 14 of 2008). The
SACCO Societies Regulations of 2010 provide minimaperational regulations and
prudential standards for deposit-taking SACCOs enya. The regulations include various
prudential, operational, and reporting requiremenish as: appointment of Chief Executive
Officers (CEQO’s) to manage the affairs of the SAGCOeposit a statutory reserve with
SASRA of Kenya shillings 10 million (capital adegyg appoint both internal and external
Auditors; prepare financial statements on the ba$@sternationally accepted standards and
adhering to International Financial Reporting Stadd (IFRS); maintain a financial system
capable of producing timely reports with accurat®nmation on the performance of the
SACCOs.

The cost of running deposit taking SACCOs aresefo up significantly as the new
SACCO Society regulations come into effect which affect the loanable funds available to
them. This will affect their ability to continue fefing the low interest loans, potentially
making their loans more unattractive to member® djrerating costs may at the end come at
par with those of commercial banks thus eliminatimg competitive advantage the SACCOs
hand over the commercial banks. This will leadise in the cost of SACCO loans, further
complicating the matters for the SACCOs which dreaaly feeling the heat of competition
from commercial banks. There have therefore beggestions that innovation will drive
competitiveness of SACCOS because of direct commpetirom Banks when regulations

take place (Mbui, 2010).
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Porter (2008) wrote that the job of a strategsstta understand and c®pvith
competition. This research seeks to understand 3_@COs seek to cope with competition
from commercial Banks and changes in regulatiory #&xisting business within an industry
expects competition from among its rivals withine tindustry. It also faces potential
competition from potential entrants, from the sugygl from the threat of provision of
substitute products or services. It will also faemand from the buyers of their service or
products. All the above will determine the surviedlany organization. For the SACCOs,
they are in financial industry and thus their ficeimpetitor is the Commercial Banks and
other financial service providers such as the mfgrance institutions. The buyers of their
services are demanding better services at affoedadies. This will force the SACCOs to
review how they handle their customers. The custsrbargaining power may lower the
SACCO profits. Porter’s theory will be applicabtethe SACCOs as they try to survive the
competition from the commercial banks and adhetanpe new SACCO regulations.

The new regulation of SACCOs will restore transpay and accountability and will
lead to a strong, secure and professional secpabda of meeting the credit needs of a wide
range of persons (Baker, 2008). Regulations wilfome professionalism which will
however, lead to increased administrative cost&sé&lcosts may be unsustainable forcing
smaller credit unions to merge or consolidate t@bénthem enjoy economies of scale. This
will limit the number of new SACCOS due to the dhiffities of starting up new ones
(Wright, 2003). Operational regulations will lewéle playing ground making Sacco’s more
competitive among themselves and with other fir@neervice providers which will enable
them to operate and grow within a framework thatnprtes sound financial and business
management practices. This will bring confidencéhen SACCOs movement which will lead
to attraction of new members and professionals dwe shied away of the movement due to

the perceived bad governance practices (Anthor§QR0
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There is some evidence from overseas that the ggpwagulatory burden and the
rising cost of compliance have forced many smaltedit unions to seek out merger partners
because of their inability to shoulder the compimburden, the primary reason for reduction
in credit union numbers is as a result of merger eonsolidations between existing credit
unions into larger entities, as evidenced by thegars in Sheffield, Cardiff and Leads (Rick,
1998). This was aimed at spreading the cost burdamer credit unions are able to offer
more services without disproportionate increaseéncost of providing such services due to
the economies of scale. They are able to compédte evien the big commercial Banks. In
USA and Australia large scale consolidations ledctedit unions coming into direct
competition with the banking industry (Deborah, 200

This research study therefore conceptualizes 8&C€CCOs have responded to
competition from commercial banks and changes gulsgory framework by implementing
various strategies in order to comply with the megulatory requirements and cope with the
new competition. This may in turn lead the changh@acco’s values and objectives away
from non-profit, communitarian, volunteer drivenluas to profit seeking, and efficiency
ones. Such a shift may also affect the effectiverdéghe services provided to members and

ultimately, their performance.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1Introduction

This chapter outlines the research design, the lgardpta collection, data analysis and

reporting.

3.2Research Design

This research study adopted a qualitative reseaesign based on unstructured
interviews, guided by an interview protocol and duseterpretive research methodology.
Qualitative research is research whose findingsnatearrived at by statistical or other
guantitive procedures. Qualitative research is naéiiic, thus its goal is to understand
behavior in a natural setting, understanding a ph@Emon from the perspective of the
research participants and understanding the meap@gple give to their experience (Butler,
2006). The current study aimed at understanding IMCCOs were responding to
competition from commercial banks and new SACCQulagns, and thus qualifies to be a
gualitative research. Interpretivist research mgdhmgy was chosen because the reality to be
known was in the minds of the actor and the rebeascrole was to interpret what the actor
was saying. This helped the researcher to gainedagplerstanding of how SACCOs were
responding to competition from commercial banks sméhe new SACCO Regulations as
being enforced by SASRA. A key strength of qualiatresearch is its ability to give the
researcher a comprehensive perspective of the pieran under study (Glaser, 1967). This
approach allows for the discovery and understandingctions, beliefs and decisions that
cannot be easily detected by quantitive methodsesi@ell, 2009). This methodology centre’s
on the way in which human beings make sense of shjective reality and attach meaning

to it (Claire, 2009). It is based on the premisat thnderstanding human experiences is as
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important as focusing on explanation, predictiord aontrol (Goulding, 2002). Interpretivist
contends that only through the subjective integireh of and intervention in reality can that
reality be fully understood. The interpretivist pdigm posits that researcher’'s value is
inherent in all phases of the research processtlams| the truth is negotiated through
dialogue. Findings are created as investigatiortgeds, and that findings emerge through
dialogue in which conflicting interpretations aregotiated among members (Turner, 1981).
This methodology relies on qualitative data coltattmethods and used unstructured
interviews to collect data.

The use of unstructured interviews was to allowifdormal, guided conversations from
a set of common questions.

3.3Sample Design

In this study the unit of analysis was the deptaing SACCOs in Kirinyaga County
which had been licensed to carry out deposit takictiyities by SASRA. There were three
deposits taking Sacco’s in Kirinyaga which had bedlowed to carry deposit taking
activities and due to the small number, all of the@ere chosen for interrogation. Kirinyaga
County was chosen for convenience purposes duketdact that the researcher had deep
connections in the SACCO societies in this areathus was easier to get information which
otherwise would have been difficult to get from atlareas (Maxwell, 2005). This network
helped in building the confidence in the interviesefrom the targeted SACCOs, who
disclosed inside information which would otherwisere been difficult to get.

The study employed purposive sampling. This is a-prmbability sampling method
which allowed us to select SACCOs that were reprteasiee of the purpose of the study
(Babbie, 2007).

The sample consisted of nine senior managers fnenthree deposit taking SACCOs in
Kirinyaga County licensed to carry deposit takirghaty by SASRA. They were the chief

executive officers, chief finance officers and 8&SRA compliance officers of the selected
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SACCOs. These representative samples were convignienosen because they were
believed to possess deeper understanding of tipensss of SACCOs to competition from
commercial banks and the implementation of the B&ZCO regulations as being enforced
by SASRA. Subjects must be chosen on the basishgfwe think their understanding is
important because they have some ability to acttlmn basis of their understanding
(Rowlands, 2005). There is significant potential iespondents to place a different meaning
on our questions than we intended and to avoicecitig what would essentially be invalid
data, we must test our respondents’ understandinguo questions through discussions
(McDonald, 1985) The selection of the small numiifenterviewees was due to the fact that
to interview the respondents required more timgdbthe detailed information which was
needed for this study, and that the selected ire@ees were believed to possess the needed

information and therefore a large sample was nahike.

3.4Data Collection

Data was collected using unstructured interviewsr&la face to face interview of around
one hour duration was conducted in a private gpettiat ensured comfort and confidentiality.
Interviews were conducted at SACCO offices at thevenience of the interviewees. The
interviews were digitally recorded and transcribed.

The interviews were guided by open ended questidnish gave an opportunity to the
respondents to express their opinions freely. Tlestions were designed to elicit narratives
from the participants about their experiences oa thsponses of their SACCOs to
competition from Commercial Banks and the new SAGR#gulations as being enforced by
SASRA. Interview questions were pilot tested ang m@cessary revision made to enrich the
data collection (Maxwell, 2005).

Interviewees were contacted physically to schedbk interviews which were later

confirmed by phone before the scheduled date. mtexviews were conducted within the
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normal business hours. An interview protocol (AmtignA) was used to guide and ensure
consistency of the interviews. All interviews waetigitally recorded. Before recording the

interviews, consent of the interviewees to be edrwas solicited. The interviewees signed
consent forms to indicate permission to recordititerviews. The researcher reviewed the

transcriptions to ensure accuracy.

3.5Data Analysis

All transcripts were read several times and theeaeher listened to the recorded
interviews multiple times. The process of data wsial involved breaking down of the
collected data, then conceptualizing and puttinigaitk together to emerge with categories
and subcategories. The transcriptions were injtislibjected to open coding; a rigorous line
by line examination of the data to identify “codabhoments” which was subsequently
categorized and labeled and from which themes dgadsi eventually emerged (Maxwell,
2005). Data analysis followed the constant compearanalyses which involve taking one
piece of data and comparing it with all others timaty be similar or different in order to
develop conceptualization of possible relationsveen pieces of data (Goulding, 2002).

After coding, the data was organized into cohereategories that summarized and
brought meaning to the data. Themes were createdduyng through the data or statements
to find issues that recur in the data (Morgan, 1980comparison was made between the
response of one SACCO against another, and betare@manager and another even within
the same organization with the aim of developingl&xations for responses of the SACCO’s
to competition from commercial banks and the newCE® Regulations as being enforced
by SASRA. In interpretive research, it is usefumiltiple observers claim to have observed
the same thing (Rowlands, 2005). The data was pietén the form of tables which helped

in forming conclusions.
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CHAPTER FOUR

RESEARCH FINDINGS

4.1 Introduction

This chapter presents the findings of the researchow SACCOs were responding to
competition from commercial banks and the impleragom of the new Sacco regulations as

being enforced by SASRA.

4.2 Response of SACCOs to competition from commercialamks.

TABLE 1

Whether SACCOs faced competition from commercial baks

Are SACCOs facing competition from All respondents agreed that SACCOs were
commercial banks? facing competition from commercial banks

SOURCE: author (2013).

The research found out that SACCOs were facing etitign from commercial

banks.
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TABLE 2

Nature of competition from commercial banks againsthe SACCOs

Banks were offering unsecured personal
loans.

Banks were not requiring prior savings by
borrowers to access credit.

Competition faced by SACCOs from Banks had access to cheaper sources of
commercial banks capital due to their broad capital base
allowing them to offer loans liberally.
Banks offered services to all customers
unlike SACCOs who served customers only
from their common bonds.

Banks offered customer oriented products.
Banks buyout of SACCO loans.

SOURCE: author (2013).

The research found out that the main source of etitign from commercial banks
against SACCOs was the ability of commercial baoksffer unsecured personal loans.
SACCOs demand credit guarantee in various formsaditeg share capital guarantee and
ability to pay. Commercial banks do not requiretoosers to have prior savings with them in
order to access credit unlike the SACCOs whichiregicustomer to have prior savings with
them and to continue saving with them even aftedicigrant. This burdens the customers as
they continue saving and repaying the loan uniikedammercial banks where the customers
are only required to repay the loan with no requiat for savings. This allows customers to
be left with more funds to service their loans stlhwe able to access huge loans than SACCO
members who are over burdened with continued saangd loan repayments, thus low loan
amounts. Based on this, commercial banks are afa#ract customers from SACCOs, as it
is possible for them to access bigger loans whachat require any further guarantee other
than the ability to pay and no need for continuedregs. The customer is left with higher

disposable income to service the bigger loan urthkeoverburdened SACCO customers.
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The research also found out that commercial bargte @able to source for cheaper
capital because of their broad capital base. Theszcof cheaper capital enables commercial
banks to advance their loans more liberally unlitee SACCOs who are in shortage of capital
and thus put in place more stringent measures Wdaleng to members.

The research found out that banks offer servicedl types of customers irrespective
of their backgrounds unlike the SACCOs who onlywseaustomers who belong to the
common bond for which they were formed to serves Ebrves as a limiting factor to
SACCOs.

The research found out that commercial banks wiéegimg customer oriented
products, which enabled them to respond to customeds in good time unlike SACCOs
which were found to take longer period before resiotg to customer needs. This was found
to lead to attraction of customers to commerciakisathus becoming a main strong point of
competition of commercial bank as against the SAECO

The research found out that SACCOs were facing etitign from commercial
banks in the form of commercial banks buying ouC&® loans. Commercial banks were
able to offer better lending terms and conditiantheir customers including SACCO
members. Commercial banks offered longer repaymemdds, bigger loan amounts and
with no requirement for savings other than theiigttib pay. This was found to attract
SACCO members who were in need of huge loans tar@ngial banks. SACCOs offered
loans based on amounts of savings a customer ladhem, requirement for guarantor ship
on top of requirement for continued savings. Thesiound to serve as a limiting factor for
SACCOs to effectively compete with commercial baakd thus opened up a direct

competition line of customers, between the commakbanks and SACCOs.
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TABLE 3

Response of SACCOs to competition from commercialamks

Opening up of the common bond.
Longer repayment periods.

Low interest rates than those offered by
commercial banks.

Coming up with tailor made products.
Engaging in aggressive marketing.
Engaging in market research.

How SACCOs responded to competition Eg\t,?;enrgg with other financial service

from commercial banks.
Engaging in branch expansion.

Embracing continuous rebranding.
Engaging in vibrant membership recruitment.
Seeking cheep capital.

Further training of employees.
Employment of qualified staff.

Embracing technology for efficient service
delivery.

SOURCE: author (2013).

The research found out that SACCOs were resporidingmpetition from

commercial banks in a number of ways key amongdoein

Opening up their common bond: It was found out 8&/€COs were formed to serve certain
common bond. Commercial banks serve customers wmtittiscrimination. This has been
identified as one of the reasons why commerciakbantcompetes SACCOs. With
realization of this, SACCOs have resulted in opgnip their common bonds and accepting
membership from other sectors other than from theginal bonds. This finding agreed with
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the findings of O’Connell (2005) who in his studyncluded that Credit Unions should
operate more like business, placing less emphasissaes like self-fulfillment of members
and instead place emphasis on simple extensioreofbarship and basic financial services.
Baker, (2005) in his study concluded that Creditdda needed to attract younger
membership as they are in their borrowing phadiecnd the older generation who are
more likely to maintain higher levels of savingskir, (2008) in his research concluded that
the most successful credit unions are the onesenthermembership comes from a varied
income background. The higher income group willehhigher savings, while the lower
income group seeks higher volume of loans. Thigawgs the financial intermediation

within the SACCO.

The research found out that SACCOs were offeringéo repayment periods for
loans and advances. This was in response of comahkanks granting longer repayment
periods to their customers and attracting custorfnens SACCOs. This was found to allow
customers to access bigger loans as they are sjpreladger repayment period. This agrees
with Kiweu and Stauffenberg (2007), who in theurdst found that banks were allowing
longer repayment periods to afford the customeggdyiloans.

The research found out that the SACCOs were maintpitheir low interest rate
regimes even when the general interest rates wereasing. This ensured that SACCO loans
were affordable unlike in commercial banks thatenvecreasing their interest rates and scaring
away customers. This resulted to SACCOs being moorapetitive against the commercial
banks. Commercial banks were increasing their tepdates according to increase in CBK
base lending rates. The idea of maintaining the ilt@rest rates was aimed at retaining the
existing customers as well as attracting new mesidro were dissatisfied with increasing
commercial banks interest rates. It was found bat with low interest rates, SACCOs were

able to compete more effectively against the cororakbanks.
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The research also discovered that the SACCOs veeneng up with tailor made
products for their customers to respond to custamaeds. To retain and attract new
customers it was found out that SACCOs were commpgith products which suit their
customer needs just like what commercial banks weireg. SACCOs were continuously
engaging themselves in product innovation to redgorcustomer’s needs. This was found to
make SACCOs to be more competitive against the cential banks.

The research found out that SACCOs were engagiaggnessive marketing to boost
awareness of services they offer and their existeflis ensured that SACCOs were able to
compete with commercial banks for customers. It fgaad out that SACCOs had
established marketing departments for the purposesrrying out marketing for their
SACCOs. This agreed with the findings of Opond®,1® who found out that SACCOs
were operating a closed shop type of businessyiagi@most a monopoly power on its
market niche which made them to relax and forgebtttinuously advertise for their
products. This lend to invasion of their tradismarket by commercial banks. With the
aggressive marketing by SACCOs, they have becomme nmmnpetitive against the
commercial banks.

The research also found out that SACCOs engagexiket research to respond to
competition from commercial banks. This ensured 88CCOs were aware of the market
expectations and that they responded to the expmtdanore effectively and in good time.
With effective market research it was found out ®ACCOs were able to offer satisfactory
services to their customers. The resulting be#tarise to customers was found to further
attract new customers. This was found to make SAC®e more competitive against the
commercial banks. This was in agreement with Ade(@ba1) where in his research
concluded that SACCOs had to change the way tlaegact their business to align with the

new changes if they were going to survive in theketa
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The research found out that SACCOs were partnevitigother financial service
providers to offer financial services. SACCOs weaetnering with other financial service
providers such as commercial banks through codgeraank and mobile money transfer
companies such as safari com and air tell. SACCWs bBntered in to partnership with
cooperative bank where they are issuing ATM ca8sJCO LINK) which enable their
customers to access their accounts through ATMisodgh the ATM cards the SACCO
customers are enabled to access their account véraghey are with no need to visit their
SACCO banking halls. SACCO members are now mordadable as they can access their
accounts any time any where they are, thus no fogedoving out the SACCO to join
commercial banks as it was the case before. SAGIXOartnered with mobile phone
companies to offer money transfer services. It fwasd out that SACCOs have entered into
partnership with safaricom’s M-Pesa and Air-Tellmmag transfer services. This was found to
have led to SACCOs being able to compete moretefédg with commercial banks as they
were able to serve their customers more effectively

The research found out that SACCOs were engagibgaimch expansion to enable
them compete more effectively with commercial bar@&CCOs were establishing branches
nearer to the customers to respond to commercdsb@axpansion of their branch networks.
This way, SACCOs were able to compete more effelstiwith the commercial banks as
customers had no reason of moving to commercidtdiom SACCOs due to distance
location of SACCOs. SACCOs brought the servicabéocustomers by opening up branches
in towns near them.

The research found out that SACCOs engaged inntilon@mbership recruitment
drives, which were being carried out through theket@ng department where recruitment
agents were stationed. It was found out that #slted in increased membership in

SACCOs and thus enabled SACCOs to compete moretigély with commercial banks.
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The research found out that SACCOs were sourcingifeaper capital. SACCOs
were employing various strategies to source foapbecapital to enable them offer credit
more competitively. They were encouraging membessat’e more to increase their share
capital. This they did by declaring high divideradghe end of financial period to encourage
members to save. Further, they sought low intéoasis from financing institutions which
enabled them to offer loans at more competitivegefThis was found to enable SACCOs to
compete more effectively against the commerciakbavhich traditionally were enjoying
huge cheaper sources of capital as they were ndemerd with huge cheaper capital which
allowed them to widen their loaning services to rhem which lead to more commitment by
members. This was in agreement with Kiweu and $aberg (2007) who in their study
found out that SACCOs were unable to provide membgh adequate credit facilities due
to low levels of liquidity in the sector and conted facing stiff competition from
commercial banks because of their high levelsauifitlity which enabled them to give out
loans to customers more liberally without askingdoy security or requirement for prior
savings.

The research found out that SACCOs were engagesbmanding themselves to suit
their greater roles of working outside their comnbamd. Originally, SACCOs were formed
to serve certain common bonds, but with the in@e@@e®mpetition, they opened up their
common bonds to serve customers outside their conbands. To achieve this they had to
rebrand themselves, which included changing thesnes to those which did not depict
names of their common bonds, to names which haderappeal with no limitation. It was
also found out that SACCOs were amending theirtttoitisns to accommodate the new
developments. This has enhanced the SACCO chahe#isacting members from outside
their common bond, thus making them more compet#éigainst the commercial banks as far
as attracting new members is concerned. This agrigleshe findings of Wayama (2009)

who in his research concluded that to build a ssafoé SACCO, the cooperative movement

33



should be liberalized and introduce innovative uess in order to respond to their member’s
needs.

It was found out that SACCOs were carrying outHarttraining of their employees to
equip them with the necessary skills and were eynpdoqualified staffs. This was found to
be enabling SACCOs to offer better services ta ttigstomers in a more satisfying manner
as employees knew what was expected of them. SAGGO®mMers have become more
confident of services offered by SACCOs as theisesvare now as efficient as those offered
by other financial service providers. This was foto have resulted to SACCOs being able
to compete more effectively against the commefmaalks than before as their services were
of the same quality as those offered by commebaak. This finding was in agreement with
the finding of O’Connell (2005), which concludedtlif Credit Unions were to succeed, they
had to establish means, by which to grow as orgamterprises, while being supported by
greater number of professionalized staff. It i®atsagreement with Ademba, (2011) who
observed that for SACCOs to be successful theytdad/est in human resources by
acquiring the right employees and equipping theth #ie right knowledge to be able to
offer quality services.

The research found out that SACCOs were embranfiognation technology to
enable them offer their services more efficientlgis was found to enable the SACCOs to
compete more effectively with commercial banksheey twere able to handle customer issues
faster, which matched commercial bank servicess fésulted to satisfied customers who
were contented in their SACCOs. This was in agregnmvéh Ademba, (2011) who observed
that for SACCOs to survive they must be ready t@#t in information which would result to
cost saving and reduction as work would be doramiefficient manner and in good time.

This was found to enable SACCOs to effectively cetapgainst commercial banks.
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4.3 Response of SACCOs to new Sacco regulations:

With the implementation of the new SACCO regulasiohwas found out that
SACCOs responded in a number of ways, key among beng as indicated in the table 4

bellow:

TABLE 4

Response of Sacco’s to new SACCO regulations.

Employment of SASRA compliance officer

Upgrading of computer and financial
systems.

Employment of qualified staff.
Streamlining the books of accounts.
_ ) Enhanced member’s education.
Response of SACCOs to the introduction of

the new SACCO regulations. Institution of policies to encourage more
member’s deposits and savings.

Institution of cost saving policies.

Institution of policies to encourage increased
share savings.

Calling for a longer compliance period.

Sourcing for cheaper funds.

SOURCE: author (2013).

The research found out that with the implementatibtihe new SACCO regulations,
SACCOs responded in a number of ways. The reséawcil out that SACCO responded to
these new regulations by employing SASRA compliasflieer/s to foresee the
implementation of the requirements of the new Ratiuhs. SASRA had specified specific

requirements to be met by the deposit taking SACk#dsre they are allowed to continue
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with their operations. To meet all the requiremewds found to require a specific person to

be in charge, and thus the compliance officer.

The research found out that SACCOs had upgradedcthraputer and financial
systems to enable them respond to SASRA requirem&his was in line with the
reconditions of SASRA that SACCO Societies offeritgposit taking services had minimum
financial systems and operational policies to enbgrudential management of the business
taking, and there by protect the member’s funde rEisearch found out that the upgraded
financial systems were enabled SACCOs to file thieancial reports in good time with
accurate information on their performance as perdguirements of SASRA.

The research found out that with the implementatibtihe new SACCO regulations,
SACCOs have employed qualified staff to take upeduand responsibilities in specific
areas. It was found out that SACCOs had employpbfgssionally qualified CEQ’s, CFO’s
and internal auditors as per the requirementseohdw regulations. This was found to be in
agreement with SASRA contention that inadequatenieal skills both at board and
management level were among the key impedimergeojper implementation of the new
SACCO regulations.

The research found out that SACCOs were streanglithair books of accounts to be
in conformity with SASRA requirements of timelyifij of financial statements. SASRA
required that SACCOs must put in place a systeralidaemf generating financial reports
automatically and send them to SASRA. This findsgn agreement with SASRA
requirement that information management systemAG@&0O should produce financial
reports and accurate information on performanceAL£ COs to enhance transparency and
accountability in the financial management of SAGCEurther, SASRA requires financial
statements to be prepared on the bases of intenadlti accepted reporting standards and

adhering to International Financial Reporting Stadd.
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The research found out that SACCOs were engagieghanced member’s
education. This was aimed at enlightening membeith® benefits accruing from regulated
SACCOs, which included security of member’s furitiaias found out that when the
members were guaranteed of security of their ineests, they invested more to the benefit
of the SACCOs which required more funds to implettlea requirements of the new
SACCO regulations. The new regulations made theingnof SACCOs more costly, as a
result of the higher operating cost. Member’s etdanded to higher number of members
joining the SACCOs, which led to higher income. Hngher income from the expanded
membership helped in raising more capital whiclpéelin meeting the high expenses in
SACCOs brought about by the requirements of the neglations.

The research found out that SACCOs were institytimlgcies to encourage more
deposits and savings by members. They did thisalging high rates of interest to savings
and deposits by members. The research found auS&@COs needed finances to meet their
financial needs brought about by the requiremehtiseonew SACCO regulations and by
putting in place the above measures helped imigisie required capital.

The research also found out that SACCOs were uttisiif cost saving policies in
order to raise the much needed finances to fundéheSACCO requirements. The new
SACCO regulations have put SACCOs at the samenigpdike any other business venture,
and thus have to fight for its position in the Imesis world. Disclosures which were not
required in SACCOs are now part of the minimum nemuents. These have come with a lot
of financial needs to the SACCO. The additionahfiaial requirement needs SACCOs to
raise the required funds, and one way of raisiegetfunds was found to be putting in place
cost saving policies. By cutting cost, the savedrices were directed towards the
implementation of the new SACCO requirements.

The research found out that SACCOs were engagedlicies to encourage increased

share savings by members. This was in line witthtigee capital needs of the SACCOs and
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the fact that the cheapest source of capital veam fnember’s savings. It was found out that

SACCOs were encouraging members to save more bgghigh interest rates on savings.

The research also found out that SACCOs were sgéiinncreased compliance
period to make sure that they fully comply. Therfgears period given to fully comply with
the new regulations was found to be short. It veasél out that SACCOs needed more time
to fully comply and thus the need for the increasatpliance period.

The research found out that SACCOs were sourcingHeaper funds to finance their
business. It was found out that SACCOs were sogttinfunds from offshore financiers
where they were able to source for low interest$o@ fund their business activities. To
implement the new SACCO regulations, it was fountitbat huge amount of capital was
required. To do this, SACCOs needed to identifyaplee sources of capital which would
save on the cost of finances and leave more funtisance the needs brought about by the

requirements of the new SACCO regulations.
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CHAPTER FIVE

DISCUSION OF THE RESULTS, SUMMARY, CONCLUSIONS AND
RECOMENDTIONS

5.1 Introduction:

This chapter presents the discussions of the fgsdai the research based on the following
outline: Response of SACCOs to competition from pwrcial banks and Response of

SACCO:s to the changing SACCO Regulations as beifmyeed by SASRA.

5.2 Response of SACCOs to competition from commeatibanks.

The study found out that SACCOs were facing competfrom commercial banks.
It was found out that the main reasons why comraklanks were outcompeting SACCOs
were far and wide and key among them were: Comialdreinks offering unsecured loans to
their customers; commercial banks not requiringamasrs to have saved with them in order
to access their loans; banks having broader cdpgiseé (asset base), which enables them to
access loans more easily and cheaply from varimasdiers; banks offering services to all
with no limit unlike SACCOs which served customdrem certain common bonds;
commercial banks employed qualified employees atdired them for a longer period of
time; commercial banks were channels of choicegimrernment funds and preferred pay
points by most employers; commercial banks offerede customer oriented products and
commercial banks offered better terms and conditioinloans to customers which enabled
them to attract customers from SACCOs. Commercaalkb were able to attract SACCO
customers, by offering higher amount of loans &y ttio not require any prior saving nor
continued savings by the customers as is the cabeSACCOs. This left customers with
higher disposable income to finance repayment eir thigger loans. This was found to be
attractive to customers who eventually defect fiI®ACCOs and join commercial banks to
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enjoy the bigger loans. This was found out to @&eatdirect competition between the
commercial banks and SACCOs for customers. If SA€@GEed to effectively compete with
commercial banks, they need to re-think their wapféering loans. They need to be more
liberal in the way they offer loans. The requiremehprior saving and continued saving by
SACCO members need to be reviewed to allow custraeger amount of loans the way
commercial banks does.

The research found out that SACCOs were respondingcompetition from
commercial banks by putting in place far and widsmsures, key among them being:

Opening up the common bond where the traditionataruer base was broken. By
opening up the common bond, Customers beyond thditional target group/s were
accommodated. The research findings that SACCOg wew being run like any other
business which do not discriminate customers, émtesall, irrespective of their background
as long as they can meet the set standard, confeitinghe findings of Baker (2008), who
found out that the most successful credit unio®ZS0Os were the ones whose membership
comes from a varied background. There are indicatihat Sacco’s have opened up their
common bonds and accommodated members outside dhginal common bonds. The
findings of the research also agree with BakerP$%2Gvho in his research found out that,
Credit Unions need to attract younger membership afe in their borrowing phase and
older generation who are more likely to maintaigher levels of savings. The research
findings further agreed with the findings of O’Catin (2005) who in his study found out
that, Credit Unions should operate like businesscipg emphasis on simple extension of
membership and financial services. The researandfout that, SACCOs which were formed
with the objective of serving certain groups of pleg had amended their regulations and by
laws to allow for accommodation of other customeusside their original common bond.
The elimination of the common bond has led to iasesl number of customers as more

customers from nontraditional bonds, join SACCOs.
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Opening up the common bond was found to be onkefrtain solutions to the survival of
SACCO:s in the face of today’s competition. Openupgthe common bond will allow the
SACCOs to attract customers from people of all walk life irrespective of their
background. The secret of success of any businessn its potential to win and retain
customers (Porter, 2008). The increased numbereoflmers was found to have resulted to
higher returns in the SACCOs, which helped the SBS® raise the much need finances.

The research found out that SACCOs were now oifelonger repayment periods for
their loans and advances. This agreed with findofgsiweu and Stauffenberg, (2007) who
in their study found out that, banks were allowimigger repayment period for their loans and
advances which allowed their customers to accegbehi amounts of loans. Longer
repayment period, allowed for bigger spread of Joahich resulted to lower monthly
installments which allowed for access of highenlaammountsCustomers were running away
from SACCOs because of the squeezed repaymentdpentich resulted to high monthly
installments. The longer loan repayment period ammercial banks have afforded the
customers to access higher amounts of loans aray rdlgm more comfortably than in
SACCOs. To respond to the longer repayment perioffisred by commercial banks,
SACCOs have increased their repayment periods foams of 48 months to highs of 60
months. This has resulted to SACCO customers tesacbigger amount of loans, reducing
the movement of customers from SACCOs to commebaaks. The research found out that
with the increased repayment period, customers were committed to their Saccos than
before.

SACCOs have continued offering loans at low interates to their members. This
had always been viewed as the main strength of S2¢&C@&gainst other financial service
providers including the commercial banks whosesratkinterest were high. This was in
agreement with Turner (1996) where in his studyhow commercial banks view credit

unions found out that among the reasons for joir@ngredit union was an opportunity of
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borrowing at low interest rates. It was found duétteven when the interest rates were going
up following the increase in the CBK base lendiages in year 2012, SACCOs never
increased their rates of interests as the comnidrarks increased their rates of interest. It is
believed that if SACCOs continue offering low irgst rates on their loans they will be able
to compete more effectively with commercial banksl ather financial service providers.
Interest rate is a key factor any borrower takés consideration whenever they are making a
decision as from which financial institution to bmw a loan or an advance from.

SACCOs were coming up with tailor made productsegpond to the customer needs.
Customer needs were changing with passage of tmdef@ SACCOs to survive in this
competitive market, they were responding more tyntelcustomer needs. This finding was
in agreement with Mbui, (2010) who found out that EACCOs to survive, they had to be
innovative and responsive to customer needs, whitthdrive their competitiveness. When
SACCOs come up with products which suit the neddtheir customers, they are able to
retain them and attract new ones. An unsatisfiedocoer is destined to move on to where
he/she will derive the satisfaction desired, thysrbesponding to customer needs, the
SACCOs were positioning themselves for competitigthh other financial service providers
among them the commercial banks. Responding t@eestneeds and desires in good time
positions the service provider ahead of their cditggs, and thus wherever there is
competition it's always prudent to understand thet@mer’'s needs and respond to them in
good time. By doing this, SACCOs have been ableotnpete more effectively against the
commercial banks.

To survive the competitive market, it was found that SACCOs were engaging in
aggressive marketing to boost awareness of thenices. This finding was in agreement
with findings of Opondo, (2011) who in his reseafdand out that SACCOs had been
operating a closed shop type of business, enjogimgst monopoly power which made them

to relax. He recommended that for SACCOs to surinvibe competitive market, they had to
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continuously advertise their products. This wileate awareness of their existence and
services they offer, which will lead to maintenané¢he existing customers and attraction of
new members. To create awareness of existenceuddact or a service, a well organized
marketing needs to be carried out. By SACCOs dastaby marketing department, they are
positioning themselves to compete more effectiwgith their competitors, including the
commercial banks.

To survive in the competitive market, SACCOs werernfd to be engaging in market
research. This was found to help SACCOs to be @biespond to market expectation in
good time. This was in agreement with the findio§s\demba, (2011) who recommended
that for SACCOs to be competitive, they had to gjeatine way they transacted their business
to align with the changing customer demands if thagre going to survive in the very
competitive market. Market research helps in urtdadsng the changing market demands in
good time. This helps in understanding the marlesfuirements. This helps in timely
responses to such new market developments in goed This makes sure that customers are
catered for and thus able to retain them and atttaw ones. By SACCOs establishing
market research departments, they are able to kmgeod time the market expectations and
respond to them. This has enabled the SACCOs topete more effectively with
commercial banks, as they are able to offer quabtyices to their customers than before.

The research found out that SACCOs were partnasiitig other financial service
providers to wade off competition from other finaicservice providers, especially from
commercial banks. This they have done by partnestig financial service providers such as
the Co-operative bank. Through partnership withdperative bank, SACCOs are issuing
their customers with Sacco link ATM cards, whichaleles them to access their accounts
from cooperative bank and other commercial bankBIA&Twhich are members of ken switch
family. Those customers who were running away bseaof the inaccessibility of their

account any time anywhere they were now comfortabtéeir SACCOs. Further, SACCOs
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were partnering with mobile phone companies torafieney transfer services offered by the
mobile phone companies. This was in response toribigile phone companies partnering
with commercial banks to offer the money transtawiges. By partnering with the mobile

phone companies to offer money transfer servicdsC@s are able to compete more
effectively with commercial banks as they are dbleffer the same services offered by the
commercial banks. This way, SACCOs are able tarrékeir existing customers and attract
new ones.

Branch expansion: It was found out that Sacco’swesponding to competition from
commercial banks by opening up more branches, ingngheir services nearer to the
customers. Most SACCOs were originally rural based,now they are opening branches in
major towns where they are wooing more customersgwo their unique services they
offer. This led to greater customer outreach, m@aACCOs to effectively compete with
other financial service providers including the eoencial banks. By opening more branches,
SACCOs are able to have a greater outreach andng $ervices nearer to the people. This
resulted to SACCOs offering better services torthe@mbers and attracts new customers,
enabling them to compete for customers againstah@nercial banks more effectively.

The research found out that SACCOs were rebrandiogder to re-align themselves
with the changing nature of doing business. It feasid out that Sacco’s were changing their
names in order to be more appealing to all sectibrise society other than only representing
their original common bond. It was found out thaisthas resulted to increased customer
numbers as the issue of common bond is no longekistent. This was in agreement with
findings of Wanyama, (2009) that to build a sucttdsSACCO, the cooperative movement
should be liberalized and be innovative in orderdgspond to their member’'s needs. By
SACCOs rebranding themselves and changing theiresam represent the bigger society

than their original common bond, has resulted toaetion of customers from the wider
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society thus enabling SACCOs to compete more &gt for customers against
commercial banks.

It was found out that SACCOs were engaging in metabecruitment drives. This
was aimed at creating a broader customer basendtecruitment drives, it was found out
that members were enlightened on the benefits &dngeng to a SACCO convincing
members to remain in the SACCO if they were membejsin the SACCO if they were not
members. This resulted to increased number of SAGE@Mber's enabling SACCOs to be
able to compete with the commercial banks morecifely.

To be able to compete effectively with commerciahks, SACCOs were seeking
cheaper sources of capital. This they were doingutih encouraging members to save more
through share and deposits. Kiweu and Stauffenf#007) found out that SACCOs were
unable to provide members with credit at affordabterest rates and amounts as demanded
by members due to their low levels of liquidity kel their competitors, the commercial
banks, who had high liquidity levels, and had asdescheaper capital due to their huge
capital basses which served as their securitieshfar loans. SACCOs with high liquidity,
will be able to offer loans as demanded by custsraad be able to offer loans at low interest
rates. This leads to satisfied customers, lowetirgg possibility of movement of SACCO
customers to commercial banks and leads to attracii new customers to SACCOs. With
the cheaper sources of capital from various sounssch includes shares and deposits,
SACCOs have better liquidity, and are able to campeore effectively with commercial
banks than before.

SACCOs were training their employees to equip thath the required skills. This
helped SACCOs in offering better services to tloeistomers in a more satisfying manner.
This was in agreement with the findings of O’Cohif2005), that if Credit Unions were to
be successful, they had to establish means by wtheh can grow as organic enterprises

while being supported by greater number of protesdized staff. Ademba (2011) observed
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that for SACCOs to be successful they had to inrestuman resources, by acquiring the
right employees and equipping them with the righowledge and skills. This will ensure
that SACCOs were run professionally. This will makem more competitive in the market
as the employees know how to best serve their ouigtas is the case in commercial banks.
Commercial banks always employ professionally dugaliemployees to handle specific roles
concerning their customers. This has always settvexah well, and if SACCOs are to be able
to compete effectively with commercial banks, thieey have to follow suit. It was found out
that SACCOs have embraced the employment of profesls, which has made SACCOs to
compete more effectively with commercial banks.sTils made sure that existing customers
are retained and new ones attracted as they aredseetter.

SACCOs were found to embrace information technpkogenable them offer better
services to their customers. This agreed with #@mmmendations of Ademba, (2011) that
for SACCOs to be successful they had to investew technology. This will lead to better
service provision to customers and reduction oft adfsservice provision. Information
technology come with a lot of benefits, key amohgm being provision of better services
and at enhanced speed to the satisfaction of cessorihis results to reduction in cost of
providing such services. These savings finds thaiy to capital formation of SACCOs,
helping them raise the much needed capital to skevices to their members. This leads to

SACCOs being more competitive as they offer besgevices to their customers.

5.3Responses of SACCOs to changing Sacco regulatiorssteeing enforced by SASRA.

SACCOs were instituting a number of responseggpand to the implementation of
the new SACCO regulations as being enforced by &Ry among them being:

Employment of SASRA compliance officers: This emsuthat all the requirements
of the new regulations were implemented and adh#éwetully. The SASRA rules and

regulations are specific and have to be implemeniigdin a given time frame, failure to
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which the deposit taking SACCOs shall be forceddase operations. It was found out that to
ensure compliance, SACCOs appointed SASRA commianficers who were bestowed
with sole responsibility of ensuring compliance lwthe requirements of the new SACCO
regulations. By appointing SASRA compliance offgeit was a guarantee that SACCOs
shall be able to comply with the new SACCO requeata within the stipulated time period.
Upgrading computer and financial systems was fountte a key implementation
being undertaken by SACCOs. This was in line with tecommendations of SASRA that
SACCO Societies commencing FOSA operations had mum financial system and
operational policies to enhance prudential managéwfethe business undertaking and there
by protect the member's funds. Upgrading of thearicial systems and setting up of
operational policies shall enable SACCOs to fileitHinancial reports in good time with

accurate information on their performance with SASR

SASRA had identified inadequate technical skillthbat board and management level
as the key challenges in proper implementatiorhefrtew regulations. It was found out that
SACCOs had employed qualified staff to take upedutind responsibilities in management
and board levels as was the requirement of the $®@CO regulations. Having a qualified
management and board leaders propelled SACCOgkehlevels. Qualified managers are
able to lead organizations in a better manner,hag aire able to articulate issues more
professionally. The same applies to qualified managnt boards. They are able to deliberate
issues more professionally. SACCOs licensed by SSfRe now run more professionally,
to the benefit of members.

SASRA requires deposit taking SACCOs to instalbinfation management systems
that can produce financial reports and give aceuirgformation on the performance of the
SACCOs to enhance transparency and accountabilitghé financial management of
SACCOs. The financial statements should be preparedhe basis of internationally

accepted standards and adhering to InternationahEial Reporting Standards. To adhere to
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this SACCOs have resulted to streamlining theirkdsoof accounts in order to adhere to the
specific standards specified by SASRA for prepatimg books of accounts. Restructuring
their financial systems in accordance with inteorally accepted financial reporting
standards will expose the SACCOs to internationaha, forcing them to operate in a more
transparent manner and be comparable to othenattenal organizations. This will prepare
them to be ready to join the international arema eompete against the best organizations.
This will boost the confidence of the members @itiSACCOs, leading to greater growth of
SACCOs.

With the introduction of the new SACCO regulatiotige cost of running the deposit
taking SACCOs had gone up. It was found out thaCS®s cannot sustain themselves with
the low number of customers, based on their ti@li common bond. SACCOs had
responded to this by opening up their common bonbsre the traditional bonds were
broken in order to accommodate other members fronside the common bond. This
resulted to increased number of customers whichtdesnproved profitability. To further
improve on profitability, SACCOs resulted to memibeeducation with the objective of
enlightening the members on the benefits of a s#gdl SACCO. This resulted to increased
confidence of members in their SACCOs, which resutb more deposits and savings from
members. The SACCOs were instituting cost savirgjesjies to boost their savings to raise
the much needed finances. Further SACCOs werddutisg policies to encourage increased
share savings and deposits by members. SACCOsdweerg this by increasing interest rates
payments for savings and deposits at the end ahdial year. SACCOs were also sourcing
for cheaper funds to finance their business. Thege aimed at ensuring that SACCOs were
able to raise the much needed finances/ capitalget the SASRA requirements which had
heavy financial implications. The research found that the financial implications brought

about by SASRA requirements were very high and SB€®ad to come up with proper
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strategies to raise the much needed finances taessiully implement these new
requirements by SASRA.

SACCOs which wish to continue offering deposititgkservices and to operate
FOSA have to fully comply with the requirementdiod new SACCO regulations within four
years with effect from June 2010. SACCOs were tiggdor increased compliance period to
enable them comply. The financial implications lgiou about by the new SACCO
regulations were enormous, and the period withirckvbo comply, was felt to be short. To

comply fully, it was felt that compliance periodauked to be increased.

5.4 Conclusions
The study sought to determine how deposit takidgSOs, were responding to

competition from commercial banks and to the newCE® Regulations as being enforced
by SASRA. The research found out that SACCOs waeed with competition from
commercial banks and to survive, they have to @ffely deal with the competition by
responding to issues which make them to be out etedpby the commercial banks. It was
found out that SACCOs were putting in place a numifestrategies to cope with the
competition from commercial banks. To remain contipet SACCOs have to be run on
principals away from the known SACCO principles sgrving their members (common
bond), and operate like other businesses, whosa oigective is to serve customers and
generate as much profits as possible. To achiase ithwas found out that SACCOs have
opened up their common bond and allowed membefsimp beyond their original common
bond. This has resulted to increased membershipeas are no boundaries of those to join
the SACCOs. To remain competitive, SACCOs emplogadtegies to promote their
profitability to increase their capital, hence smurof cheap capital. Capital is a major

drawback in SACCO sub-sector and therefore, SACIKHYe to devise ways of raising cheap
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capital to enable them continue offering the loweiiast loans and other services to their
members and compete effectively against commeoeiaks.

The implementation of the new SACCO regulation rasight with it new challenges
to the SACCO sub-sector. With the new SACCO reguiat the cost of running the deposit
taking SACCOs have gone up, and for them to coatioperating profitably, they need to
have a clear focus. With the implementation of tiee&v SACCO regulations, many deposit
taking SACCOs which were operating FOSA were unaolecomply with the new
requirements. With effect from June 2010, SACCOs=srajing FOSA were required to apply
for operating licence with SASRA. Out of the 21%&a Societies that were authorized to
operate FOSA, 199 applied for licence, 13 commueatéheir decision to discontinue FOSA
operations, while 7 did not apply for an operatimence. Of the 199 applicants, 45 were
licensed by June 30 2011 (SASRA Media Report, 2011). The small numifeBACCOs
which were able to comply with the new regulatiosisan indicator of difficulties which
SACCOs were facing trying to comply with the newgukations. Regulated SACCO sub-
sector is very beneficial to the customers asat gaiarantee that their investment was secure.
SACCO regulation comes with high cost implicationsich the member must be ready to
bear. Regulation allows SACCOS to operate withiinamework which is acceptable both
locally and internationally, therefore regulatiopeas SACCO gates to those who in absence
of regulation would not have considered investimghem. Regulation led to wider market
for SACCOs and other than securing the investonglduit attracted members from outside
the original target group/ common bond, enhancimg ¢competitiveness of the SACCOs
against commercial banks, who serve their custonrera regulated environment. With
capital adequacy requirement by SASRA for all depaking SACCOs, customer’s funds
are secure, and the fear which has been there @C®5% is no longer there. The capital
adequacy requirement ensures that in case of famamlfficulties in SACCOs, the

customer’s funds are secure by SASRA and standsw This has boosted the confidence of
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SACCO customers, as SASRA acts as an insurer offtheds. Therefore regulations have
benefited SACCO sub-sector as they are able to etarfpr customers with other financial

service providers on equal footing.

5.5Recommendations

Based on the findings and conclusions, the studymenends the following:

Sacco’s to operate like a profit making organizati®acco’s have been operating on the
basis of rendering services to the members withroft motive. The key operating policy of
Sacco’s was to offer services to members at low. &cco’s have to change the way they do
business. They need to be business oriented andaaimprofit making away from their
traditional objective of serving their common bofithis way, they will be able to compete
more effectively with other financial service prders.

Sacco’s have to institute cost saving strategiagh Wompetition and implementation
of the new Sacco regulations, the cost of runniacc8's is set to go up. To be profitable, the
Sacco’s should engage in cost reduction strateégieaprove on their profitability. This will
help them generate the much needed finances tcemgpit the requirements of the new
SACCO regulation and enable them to compete welcttmmercial banks.

Compliance period of the new Sacco regulations lshbe increased to allow for
more Sacco’s to be compliant. The four years withimch the deposit taking Sacco’s are to
comply with the new regulations is short and neebd increased in order to allow for more
Sacco’s to comply. SACCOs are important for theagihoof our economy, and thus we need
to give opportunities to all the SACCOs to compghuys the need for increased compliance
period.

Constant review of SASRA regulations: This willeal accommodation of any new

development(s) relevant to the improvement of thec8 sub- sector.
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There should be capital allowances for the inftedtire put in place due to the
implementation of the new Sacco rules. This wik@mrage the implementation of the new
Sacco regulations because the cost shall be rexdalean form of capital deductions.

Sacco’s should not attach borrowing by member$éa savings; rather they should
base their lending to the customers’ ability to.pByis will attract more customers both new
and old customers.

The deposit guarantee fund as per the capital uadggqshould be managed by
SASRA with an objective of developing a fund forc8als to be getting loans from just like
how central banks lends to commercial banks. Thiisawail more and cheap capital to the

Sacco’s.

Limitations of the study:
a) Securing interview with the interviewees was diffic The target interviewees were

very busy with the day to day operations of theigamisations and to book an
appointment was difficult. Some scheduled intengdwad to be re- scheduled.

b) Time was limited. There were many issues in the S®Csub-sector especially
regarding the competition from commercial banks #ra implementation of the new
SACCO Regulations. More time was needed to undeisél what is happening in the

SACCO sub-sector.

Recommendations for Further Research:

a) Same research covering a wider area, the curredy sbvered a limited area (Kirinyaga
County). A larger area would be more representatiVevhat is happening in the
SACCO Sub sector.

b) Financial performance of SACCOs as a result of em@ntation of the new Sacco
regulations. There must have been financial effasta result of the implementation of

the new Sacco Regulations.
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APPENDIX I: Questionnaire.

Interview protocol

My names are Perminus Kariuki Muriithi, an MSC sntlat KCA University (Reg.
No. 08/04279). Currently 1 am undertaking a redeasn “The response of SACCOs to
competition from Commercial Banks and the new SaRegulation”. This research will
provide useful information to SACCO management #mel SACCO Society Regulatory
Authority on how best to tackle the problems oraging from the above.
All information received shall be treated with utshconfidentiality.

The interview protocol is designed to investigate tresponse of SACCOs to
competition from Commercial Banks and the new Sdegulations as being implemented

by SASRA.

Icebreaker:
(1) When was your SACCO started?
(i) What were the original objectives of this SACCQO?
(i)  Who were the original target customers of this SA2C

(iv)  Is there anything which has changed from the oaigbbjectives?

Section A: Response of SACCOS to competition framimercial Banks.
1. Is your SACCO facing any competition from Commer&8anks?
2. What is the nature of the competition being faceddur SACCO from Commercial
Banks?
3. What measures has your SACCO put in place to cofretiae competition from the

Commercial Banks?
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4. What challenges is your organization facing in c@gpng to the competition from
Commercial Banks?

5. What other competition is your organization facotger than the competition from
Commercial Banks?

6. How is your SACCO responding to these competitions?

Section B: The effects of the changing SACCO regulans as being implemented by

SASRA on services offered by SACCOS.

1. Have your SACCO implemented the new SACCO Reguiates being implemented
by SASRA?

2. What specific measures has your SACCO undertak@msare compliance with the
new SACCO Regulations as being implemented by SASRA

3. Do these new Regulations affect services offeregdoy SACCO?

4. What specific measures have your SACCO put in ptaceinimize any negative
effects on operations of your SACCO which may ordge from the implementation
of the new SACCO regulations as being implemenie8ASRA?

5. Does the implementation of the new SACCO Regulatioave any financial effects
on the operations of your SACCO?

6. How have your SACCO responded to those financfaktes?

Section C: Effectiveness of Sacco’s in meeting theeeds of their members given the

above response.

1. Are the SACCOs more effective in meeting the neddbleir members following the
above responses?

2. What challenges are you facing following the abmsponses by your Sacco?
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Probing questions:
In your opinion, do you think the competition byetbommercial banks has strengthened
the SACCOs or weakened them?
Do you think SACCOs have been made to operate midiently by the competition
from the commercial banks, and if yes how?
In your opinion, have the new SACCO regulations ronpd the operations of the
SACCOs? Why do you think so?
In your opinion, do you think the new SACCO reguas as being implemented by
SASRA are the solutions to the problems which SAGG&ve been facing?
What would you want to be included in the new SACf&Qulations which you think

would lead to improvement of the SACCO sub sector?

Thank you for your time and cooperation.
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