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ABSTRACT 

Over the last two d ad th r ha been an increasing desire to make 
organizations more i ibl , nmntabl , transparent and responsible not only to 
th owners but also lt) tlw nllwr slak holders and the community in general. 

orporah.' go l'rn~ul • i: a ut promoting corporate fairness, tr~sparency and 
a ounlability. Th f has be n on strengthening the boards so that they can 
be in a po ition l direct the affairs of the corporation as a distinct body separate 
and independent of the management. 

In the SACCO sub sector, the issue of corporate governance is increasingly 
becoming a matter of concern. This has arisen due to the huge amounts of funds 
and diversified financial products that have been introduced, which calls for 
boards to be transparent and accountable on the use of such resources. The 
regulation of the SACCOs has not ensured the highest standard of governance. 

This study was conducted with the objective of establishing the current 
governance practices within the Kenya Union of Savings and Credit Co­
operatives Ltd (KUSCCO). KUSCCO is the umbrella body for all SACCOs in the 
country and is charged with the responsibility of providing products and 
services and ensuring proper internal management of SACCOs. This is a case 
study that has tried to establish the prevailing governance practices in KUSCCO . 

. Th pillar and principles of corporate governanc as p stulat d by the privat 
t r initiative f r the c rp rate governan (1999) w r explor d in th tudy. 

'In tud f und ut that wh r th re is an ind p nd nt dy 
fr m manag m nt, in pr this d inv lv i lf in 

m n, g •m nt. Thi ar · au rd m m rs did n l rl 
distin~~uish •lw n wh t r rd nd what r ma.nag m nt r \ s nd 
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The study also found out that the legal framework in terms of holding the board 
accountable and ensuring transpar ncy was weak and that members were not 
quite aware of the s t ms nd procedures required to hold the board 
accountable. It was als) l blish d that the level of member participation was 
rath r low. Tlw bo,m.l, it wa. establish d has endeavored to put into practice 
g(x>d corporall' go •rnan . However there are still several areas that need 
attention. Th -'S _. in lud the criteria for board election, evaluation of performance 
for the board members, the CEO and the organization in general, human 
resource practices, assessment and mitigation of risks and the policies and 
procedures in general. 

Arising from the above findings, several recommendations have been put 
forward. In terms of the board minimum academic and professional criteria 
should be set and a system be put in place to ensure that there is a balanced mix 
in the board skills. Criteria should also be developed to evaluate the performance 
of the board collectively and individually, the C.E.O, and the organizational 
performance in general. It is further recommended that the human resource be 
thoroughly evaluated in order to attract and retain the right caliber of staff. This 
should be coupled with a proper structure, systems and procedures that ensure 
proper internal controls in order to minimize the operating risk. It is also 
recommended that the union's internal audit be strengthened and that the union 
gives the C.E.O power to operate professionally without political influence. 

For furth r r arch it is suggested that replicativ studies could be carri d out 
aft r a f w y ars to determin what practices may have changed, or studi t 
d t nnin th r lati nship betw n c rpora g v man and r anizati n 1 
p rforrn n . ti nal also arri mp r 

rporatl 
, 

n 
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CHAPTER ONE: INTRODUCTION 

1.1 Background 

Th lnt 'rnational p rative Alliance (1995) defines a cooperative as an autonomous 
association of per ons united voluntarily to meet their common economic, social and 
cultural n eds and aspirations through a jointly- owned and a democratically controlled 
enterprise. Cooperatives are based on the values of self-help, self-responsibility, 
democracy, equality, equity and solidarity. In the spirit of their founders, cooperatives 
believe in the ethical values of honesty, openness, social responsibility and caring for 
others. The ICA recognizes seven principles of cooperatives: voluntary and open 
membership; democratic member control; member economic participation; autonomy 
and independence; education, training and information; cooperation among 
cooperatives and concern for community. 

Cooperatives the world over are in a state of flux. They face one or more of the 
following crises: capital, ideology, credibility or management. The collapse of the 
planned model, rapid globalization of the world economy, rise of multinational 
corporations, formation of trade blocks, integration of world markets e.t.c have fore d 
cooperative leaders to pause, ponder and devise ways to strengthen their flanks. Thus 
th c ntral chall nge for co-operativ is to find constructive ways to build and r tain 
c mparative advantage in the mark t pla . This is only p ibl if th y inc rp ra 
g d g v man pra tic in th ir in tituti ns. ( G, 2 ) 

tiv m v m nt had hi 1 f r w alth 
<. r • ti< n m ng i m m rs ri< r t ), c1nd t 'r, a, r nt 
d v I< pn som thing h, s g n wn n p f( li 

ing split-up. .lll th (. tt h.\ • 
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benefited the leaders, and man s vings and credit co-operatives have experienced 
problems arising from fa riti. m in approval of loans, fraud practiced by leaders and 
management, failur<.' b 'mpl l r · lo r mil deductions etc. Poor governance practices 
in som' co-opt'rlltivt' s( il•li )s hav impa ted negatively on sustained growth in this 

,200 ) 

s themsel es have experienced tremendous growth, which has seen an 
introduction of various new financial services similar to those offered by banks and 
micro Finance institutions. However this growth has not been matched by an upgrade 
of the needed skills, nor has the legislation adequately provided for the needed 
accountability to the members. For instance the Co-operative societies Act No. 12 of 
1997 has limited the role of government in regulating, controlling and monitoring the 
development of these institutions. This created a vacuum and left Co-operators and 
their representatives with a responsibility they were ill prepared for. (Kibanga 1998). 

One of the factors, which has been crippling Co-operatives business, is swindling, 
embezzling and non-accountability of monies. This has been the case because 
management in Co-operatives in many cases has played on the ignorance of members 
and has taken up powers beyond their mandate. (Kiwanuka 1998). 

The SACCO sub- sector like other sectors has experienced gov mane problems. The 
Kenya Union of Savings and Credit Co-operatives (KUSCCO) was not spared. B twe n 
19 and 1986 the Union had been put under a car tak r mmitt arising fr m issu 
f m· manag m nt. th r SA , ranging fr m m dium larg hav uff r d 

similar fat . Haram bigg tin K ny and Afri a, f r in tan w run 
by )mmi i n fr m 1992 t 1 

n arri d ut m th i l l rp rat h v rn n in 
. C ' > (2<Xl2) studi I th ' ( { SA 

' (2 ll) l ul , t I c\1\,\~ 11\ nt l 1 



deregulation. The center for orp rat ov rnance (2003) conducted a stratified study 
of governance practi es appli din o-op 'rativ s, while Wangombe (2003) did a survey 

sin Nairobi. While these studies identified 
the govrrtltlnct· issm'~ in g 'n ral, no study has been done for a specific organization. 
This stud looks into d 'tail th governance practices in KUSC:CO. 

1.2 Governance 

Broadly speaking, corporate governance generally refers to the process by which 
organizations are directed, controlled and held accountable. It encompasses authority, 
accountability, stewardship, leadership, direction and control exercised in companies 
and corporations. Governance is concerned with structures and processes for decision­
making, accountability, control and behavior at the top of organizations. Good 
governance is participatory, consensus oriented, accountable, transparent, responsive, 
effective and efficient, equitable and inclusive and follows the rule of law. It assures that 
corruption is minimized and the views of the minorities are taken into account in 
decision making. 

Participation is a key cornerstone of good governance whether direct or through 
representation. It also requires fair legal frameworks that are enforced impartially. 
Transparency means that decisions taken and their enforcement are done in a manner 
that follows rules and regulations and that information is freely availabl and 

ibl . Good gov mane al o requires that institutions produce results that m t th 
n d f th tak hold r by making the best use f the r sour s at their disp al. 
A ountability is a k y r quir m nt. H w v r a c untability ann t nf r d 
without transp and th rul 

1 2 ) 



1.3 KUSCC 

The K 'nya Union f ings and redit .a-operatives Ltd was registered in 1973 under 
lhe ooperative ocieties act. It began operations the following year, 1974. The major 
objectives were to promote SACCOs and disseminate information concerning them, 
coordinate their operating methods and practices, maintain uniformity in bookkeeping, 
and foster education and training of members, officials and employees. It was also 
meant to create a system to protect the funds of SACCOs, promote a common code of 
ethics, and help improve the internal management. 

As at December 2003 there were 1582 SACCOs affiliated to the Union with a share 
capital of Kshs 82. 4 million. These SACCOs can be categorized into employee based, 
farmer based, traders, transport, jua kali and community based. Affiliation to the union 
is by way of payment of a membership fee and the prescribed minimum share holding 
as may be determined from time to time. 

The Union is managed by an elected board of thirteen members and a management 
team led by the managing director. In its annual meetings the union uses the delegate 
sy t m that is elected at th provincial meetings, which ar held pri r to th annual 
g n ral m ting. 

urr •ntl th Uni n ff r diff r nt typ f pr u whi h in lud fin n i 1 rvi 
risk m nag m nt rvi , du ati n and tr ining, r 

finan ing nd th r sp · liz d pt:,odu t • s rna 

rvt ~is nfin d t l th • .1 fili t ~ S 

n ultan , m 

th m m ,, 

n i nti 1 i r thi tud ' l .tu • it is lll tMllon. 1 (ll •,\1\iZ ti n ol 
u • it h 1ti n t, m. • t t nl t th • 



movement but also to the K n an on my. Given the complexity of its services it 

forms a good basis for the , tud , nd it an be us d as blue print for the SACCOs. 

1.4 Co-operativ I gal framework in Kenya 

Sin c ind p "nden e, it has always been the responsibility of the government to 

formulate policy. The first government action was in 1965 through sessional paper no. 

10 on "African socialism and its application to planning in Kenya". This was then 

followed closely by the first Co-operative societies Act, 1966, which indicated that the 

government would take a leading role in cooperative development, but that as 

cooperatives matured, they would take up the responsibility. The major objective of the 

1996 Act was concerned with the constitution, regulation and other incidental purposes. 

The Act bestowed upon the commissioner for Co-operatives with a lot of powers. The 

1980s however saw a period of global economic changes. Thus a new global thinking 

about government was emerging which meant the roles would be reversed - with the 

government taking a backseat in people owned organizations and the owner taking fore 

&ont. Thus, in line with these changes, it was felt necessary to repeal the Act and hence 

place more emphasis on co-operators themselves. (Kibanga, 1998) 

Consequently, sessional paper No. 6 of 1997 on "Co-operatives in a liberalized 

economic Envir nment" was put in place to enable the repeal of the Act. The th m of 

this pap r was that a-operatives must be run by their own m mbers. This th n aw 

th' birth f th Co-op rativ Soci ti Act No. 12 of 1997. Wh r as the 1996 Act had 

r>atcd a ituati n f f ar f r m val fr m ffic by , th 1997 A cr a d a hift f 

mphasi fr m g mm nt t m m r c ntr l. had pri r t 1997 nj d 

gov •mm •nt pr t ti< n fr m th mp titiv 

m .mt th t 1 ad 

th through th • 

h, n II t 1 thr .lt < f th' l )Jllf titiv 

nm nt ntr I ·rt< u m lJ r. ti 

ir nm nt. Th 1 7 A l 

· t st r 

r.1l pr f si , ll in nl r 

n in nm nt. \: ith th \'\ ithdr,\w,\1 

itn 1 it th ) 



gross mismanagement, misus , t aHng and mbezzlement of member's funds, splits of 
Co-operatives, unsanction 'd in stnwnt<;, orruption, unauthorized payment etc. 
Arising from Lhcsc nd with th' rl'inslalement of the Ministry of Co-operative 
d vclopment in 00' it as f< und nc •ssary to review the 1997 Act, which led to the 

o-op<.'rativ<.' soci li ,, (am ndment) Bill, 2004. The expected outcomes of the 
amendments includ impro ed governance in Co-operatives; Elimination of corruption; 
Enhanced accountability; Enhanced facilitative role of government; enthused 
membership if they can get value for their money and creation of a vibrant co-operative 
movement. (Kibanga 2004) 

This bill generally addresses all types of cooperatives and thus the legislation of 
SACCOs in Kenya is not specialized. Equally there is lack of a strong and effective 
official supervision, weak corporate structure, and a lack of deposit protection 
mechanism. In a Co-operative leader's conference on 'the future of the Co-operative 
movement in Kenya' (2000) the need for a specialized SACCO legislation was 
unequivocally expressed in the following terms: -

" Recognizing the potential threat posed to the Co-operative financial systems by the 
effects or liberalization and realizing the existence of competition within the sector, the 
Co-operative sector appreciates the need for a financial system that is sustainable and 
has linkages from the apex to the grassroots Co-operative organizations and vise versa" 
(Kibanga 2004). 

Ari ing fr m th p rative 1 aders c nference, a pr dSA 
bill has n draft d. Thi bill in rp rat imp rtant uch a wn r hip and 
g v man whi h sh uld in lud parati n fp w r tw th A 

1f t r nd th u rvi. 

SUpt. r :ISIOO th ' minist r f r d m nt; . ntr 1 liquidi t 
fund; S< ings guarant ' fun 1 a.n i tmpn n , unting .1nd • udil f 

• '-'·-"-"~ . Ill l ill h s l 

1 rli n n 

l 1 u t is • l l l f r n l l l ) 



1.5 Statement of th probl m 

Th' quality of g ernance at all levels is increasingly being seen as the most important 
fa lor in the success of any organization. As indicated above poor governance practices 
have impacted negatively to the growth of the co-operative sector. Thus the need for 
good governance practices is critical if the sector has to have sustained growth. 
KUSCCO as the National Union of SACCOs should take a lead in the SACCO sector to 
spear- head good governance practices. This study shall address the question: What are 
the governance practices found in KUSCCO as apex the Union of SACCOs? 

1.6 Objective of the Study 

To establish the governance practices in the Kenya Union of Savings and Credit Co­
operatives Ltd (KUSCCO). 

1. 7 Importance of the Study 

It is anticipated that the study will provide valuable information to the following 
group f p ple: -

1. The manag m nt, lead r hip and m m r hip f KU by highlighting 

th typ pra ti d within th rganizati n . Typi al v man 
pr bl 

ll. nd m mlx>r hip f s , f tliat' l t) 1 

'-'-·~'' 1< >k t th n l th m :lings .1nd r mm d. ti n 
th tud 'sh II form c v ltt.lhl l.lsis ( r g( v rn Hl pr. ti ·sinS/\ 
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iii. To the entire Co-op rativ m v m nt, there shall be a better appreciation of 

the need to pra ti c g d orporat governance and form a blue print upon 

whi h SA ·c ) go •m. n ' an b bas d. 

IV. To tlw g\Wl'rnnwnl and in particular the Ministry of Co-operative 

I ·v •lopm •nl it uld form a basis of future re review of the Co-operative Act 

<md the institution of any regulatory issues in the sector. 

v. ln Africa, Ken a has the largest SACCO movement which is represented at 

the National and Regional level by KUSCCO. This research shall be useful as 

a case study to be emulated by the other National SACCO organizations in 

other African Countries. 

vi. To the academicians, the study will seek to improve understanding of 

corporate governance in the sector and a replicative study can be carried out 

after a few years to find out any changes that may have occurred. 



CHAPTER TWO: LITERATURE REVIEW 

2.1 Introduction 

This hapter onlains a re iew of available literature on corporate governance. It 

includes the meaning, importance and the pillars and principles of good governance. It 

further outlines how cooperatives are managed and controlled including the legal 

framework. 

2.2 What is Corporate Governance? 

Corporate governance can be seen as the manner in which power is exercised in the 

management of economic and social resources for the sustainable human development. 

It is a vital ingredient in the maintenance of a dynamic balance between the need for 

order· and equality in society, and-the efficient production and delivery of goods and 

services, accountability in the use of power, the protection of human rights and 

freedoms, and the maintenance of an organized corporate framework within which 

each citizen can contribute fully towards finding innovative solutions to common 

problems. (PSICG,l999) 

Corporate governance is the system by which companies are directed and controll d. It 

i a m asur f the way power is exercised over corp rate entities (Cadbury r port 
/ 

1992). J hnson and schol (2002) describe a governance &am w rk, which p ifi .... 
wh m th rganizati n is th r t rv and h w th purpo and pri riti 

org niz ti n sh uld d an th vi w th t he 

lx n driv 'n th n d t >wn r hip nd m n nt 

from tlw prin ip, l ( )\"\'O rs)/ ~ gt. nt man g ml nt) r l, ti nship. hil 

I rt-t p i II , "h r • th · ~! I tl t h i r H '} ·n < ti n \ c\ k.l •• . ll \l' 



business for social responsibility (B R) on th ther hand, defines corporate governance 

as the range of rules, regulation., and poli i and practices that boards of directors use 

to manage th 'msclv 'S and ulfill their r sponsibilities to investors and other 

stak holders. 

2.3 Importance of good governance 

Good corporate governance aims at the increased profitability and efficiency of business 

enterprises and their enhanced ability to crate wealth for their shareholders, increased 

employment opportunities with better terms for workers, and increased benefits to 

shareholders. The transparency, accountability and probity of business enterprises 

make them acceptable as caring, responsible, honest, and legitimate wealth creating 

organs of society. The credibility of business enterprises enhances their capacity to 

attract investment in an internationally competitive environment. The enhanced 

legitimacy, responsibility and responsiveness of business enterprises within the 

economy and improved relationships with their various stakeholders compnsmg 

shareholders, managers, employees, customers, suppliers, providers of finance and the 

environment enhance their market standin~ image and reputation. (PSCGT 2002) 

According to BSR, 2002, global investor opinion survey indicates a close positive 

relationship between organizational performance and corp rate governance. Th y cite 

im~r v d financial performance, increased attractiven to investors and strengthen d 

r lati nship with ext mal publi as som of th ben fi a cruing from c rp rat 

gov man . 



2.4 Pillars of good governance 

The key components ot and th ' fundamental concerns of governance are 

ac ountabilily, tr.tnsp.H •n ', pr •di tability and participation. Accountability is the 

capa ity to (all IJffi ·i.tls t a ount for their actions. It has two components, namely 

answerability a11d cotL quences. Answerability is the requirement to respond periodically 

to questions con erning ones official actions. There is also a need for predictable and 

meaningful consequences, without which accountability is only a time consuming 

formality (PSICG 1999). 

Transparency entails the provision of complete, reliable, timely, relevant information 

that is understood and at low cost to enable members and stakeholders assess the 

efficiency and effectiveness of those they entrust to govern. Predictability implies there 

are clear laws, regulations and procedures that are known in advance, uniformly and 

effectively enforced. Most importantly, the application of fuose laws, rules, procedures 

and any economic regulations must be effective, fair and uniform. Participation implies 

the active involvement of the governed- being consulted and engaged in the 

formulation of the governance procedures and rules and .allowed to provide feedback 

on the operational efficiency and quality of the services as a means of monitoring and 

valuation of performance (PSICG,l999). 

Th instrum ntal natur of governance impli s that the four governanc pillars ar 

univ rsall applicabl r gardl s of th n mic ri ntati n, strat gic pri riti , r 

poli h i f th g vernm nt in qu , 2003). In all fi ld f human 

n 

uU 

r •garding 

nd ffi i nt us . 

· ~ und d up n th attitu , nd alu 

f ri ht nd wr ng, 

r ur s, th pr t ti n hum. n ri hts and fr d m1 
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2.5 Principles of good corporate governance 

'I. 

The private s tor initiativ ' I )I' <H'poral • governance (1999) summarizes the following 

a th prin ipl( s o g(. d < rp< rat gov rnance. Authority and duties of members 

(sharcholdl'rs), whi h •ntail th • duty to protect, preserve, and actively exercise 

supreme auU1ority in rder to ensure the right people are elected to the board and that 

the board is held accountable and responsible for the management of the organization. 

The leadership principle requires that the organization is headed by an effective board 

that leads in the best interest of the organization based on transparency, accountability 

and responsibility, and that appointment to the board should be done through an 

effective process that ensures a balanced mix of proficient individuals. It is also 

expected that the board should determine the purpose and values and the strategies to 

achieve that purpose. Thus it should ensure that a proper structure in terms of systems 

and people is in place. The board should also monitor and evaluate performance and 

review the viability and financial sustainability of the enterprise, as well as to comply 

with all relevant laws, regulations, accounting and auditing standards. It should also 

ensure effective communication with all its stakeholders and that no one person or 

group of persons has unfettered power in order to create a balance of power within the 

board. 

v-The board should ensure there is an effective internal control system. There should also 

be accuracy in reporting and r gularly as e s its p rformance and effe tiven . This 

w uld requir th board m mbers t indu t d int th ir r l and to c ntinuously 

str ngth n th ir g v man kill . Th y h uld qually id ntify k risk ar as and 

monit r th rn. Th appointrn nt f th ni r taff h uld 

' p •rf rrn rd nd n ur th ard 
should efin , nd pr t t )f nd 



2.6 Governance in Co-operatives 

For co-operatives lh' umh-rl ' ing lu, iness prin iples of user - owned, user - control, 

and user - benc..•fil sp •Us IH w J o-op )ralivc has lo be governed. Governance is a 

r 0<.' lion of tlw quality ( f manag 'mcnt, it relates to the quality of relationship between 

o-opcrativ •s and m mber . lt is the way those with power use that power. For co­

op ratives and companies it is both a political as well as an economic dimension 

(Prakash, 2000). 

Co-operative corporate governance is about the system by which co-operative are 

directed and controlled. It calls upon for adherence of the basic values and principles of 

co-operatives. It is about accountability, transparency, predictability, and participation. 

Boards represent members and are the steward of interests - they should consider what 

is best for the co-operative membership as a whole (Chambo and Kaleshu 2002). 

WOCCU identifies four most serious challenges to the financial sustainability and 

outreach of cooperatives as governance, delinquency, business orientation and lack of 

external supervision or authorizing legislation. Ironically it is the complexity of 

managing financial institutions that kills good corporate governance in cooperatives. As 

SACCOs become larger, they engage in more sophisticated operations and officials lose 

th m mber 1 client interface. As SACCOs grow larg r most of th d isi n are 

d l gated t hired prof ssionals, which d mand a new approa h to gov mane 

(Bran h, 2002). 
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• Insufficient knowledge of int mal w rking systems of their SACCOs 

• They are not interest 'd in de, ling with the hard facts and figures of their Co­

operative 

• They lack d fonllc.ll s •Sl 1111 ( f up rvision of manageme'nt with input - outputs­

ons 'qucn c de isi n . 
... 

• Th r' isla k of inl n1al audit services and supervisory committees are weak and 

compromised as part of the board. 

With such weaknesses the Board members are facing the traditional directorial dilemma 

"you cannot know everything, but ultimately you will be held responsible for 

everything by the members "(Chambo 2002). 

2. 7 Management and Control of Co-operatives. 

Co-operatives are democratic organizations controlled by their members, who actively 

participate in setting their policies and making decisions, men and women serving as 

elected representations are accountable to their membership. In primary cooperatives, 

members have equal voting rights (one member one vote) and Co-operatives at other 

levels are also organized in a democratic manner. This principle of democratic member 

control leads us to put the control of co-operatives into three basic levels; Members who 

t th g als, policies and related decisions; elected management who ar charged with 

the execution of polici s and related decisions; contracted management who ar 

h rg ~with th xecuti n f p rations and r ponsibl to th board of dir 

ar pyramidi al in natur . M mber giv auth rity f 

dir l< rs t m nag n th ir half and th B ard p this fun tion t ntra t d 
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Co-operatives are not own r f manag d organizations. The owner delegates 

management to the board of dir tt. rs. l11e I t d board has the responsibility to lay to 

the member's orr t a ounts, pn id ' finan ial regulations and lay before the general 

meeting audited finan ial st.ll 'Ill •nL~ . llowever, the major question arises as to whether 

laying of ·u h a w1ts d · r ally indi ate that there is accountability and 

responsibility. Thi, w uld lead us to the issues of companies like Enron and World 

om. ln both case audited accounts were presented and companies were viewed as 

exemplary in performance, yet they collapsed under the combined weight of falsifying 

accounts, heavy directors remuneration, and sheer and deliberate negligence of 

shareholders' rights to maximization of share value (SCCUL T, 2003). 

In the corporate world, often the relationship between auditors and board of directors 

has been called to question. Auditors in some cases have succumbed to pressure from 

directors especially where fees are huge and material. This scenario is no different in 

Co-operatives. In Kenya we had the case of Kenya Planters Co-operative Union where 

two different auditors produced two different sets of accounts. In companies as in co­

operatives the Board is responsible for corporate governance. The link between 

directors and members/ shareholders is therefore the auditors who should provide the 

external objective check on the directors produced financial statements (Chambo, 2002). 

Corporate governance in co-operatives arises due to the fact that m mbers are duty 

bound to ex rcise direction and control of th irs ieties. However, experienc sin Co­

perativ show that there is a big distance between members and th ir o-operative, 

whi h cr at a maj r governan problem. Fir t this is attribut d t 1 w du ation f 

mm and perati n. M t fth m mber ar m 
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On the other hand, some Board m mbers lack the ability to lead and monitor complex 

business operations. Thi , coupl d ' ith th twin problem of hired management that 

provides information with ital gap , do s not aid the decision making process. 

Consequently d(' isions M t'ith •r p stponed or made with inadequate information, 

whi h I 'ads to poor d is ions. 'Ibi is not the only problem - sometime~ .the balance of 

power is inapproprial . lot of power lies with the CEO, who has monopoly of 

information and agendas about the business. Moreover employed staff may not bother 

with the member's rights. Equally, younger and active members are rarely elected into 

the board (Chambo & Kaleshu, 2002). 

2.8 Good governance guiding questions in Co-operatives. 

Co-operative corporate governance calls for collective and participatory management. 

It also enables members to evaluate directors. The internal and external environments 

should be conducive for accountability, answerability, transparency, predictability and 

participation to ensue and reassert member control. The best indicators for good 

governance could be provided by answers to the following issues/ questions. 

1. How much of awareness the leaders and the members have about the 

principles of Co-operative philosophy 

ii. How clearly do they understand the ethical and moral elements that are 

essential components of Co-operative philosophy as a whole? 

.iii. H w differ nt is the co-operative enterprise fr m privat or parastatal 

rgani.zation? 

iv. H w n i us ar ard m mber about their righ and r p nsibiliti ? 

T what xt nt d th ard m m r r aliz that th y ar untabl 

m m r? 
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viii. Is the code of conduct or thic d v loped and accepted by both the co­

operative and it member ? 

IX. I low smooth is th' ommuni alion betw en the Co-operative and its 

m<.'m lwrs? 

x. Is lh 'rt' an di · ·iplin outlin d in the use of assets of the co-operatives 

xi. I low oft n ar the meetings held on schedule and in accordance with the 

r levant regulations? 

xii. Are the costs of the board so high in relation to the quality of, and how 

e pensive is it to assert the principles of the accountability? 

xiii. What are the roles of the audit committee? (CCG, 2003) 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

This chapt 'r explain · th' r, · ar h design that was adopted. It also explains the 

methods that were used in collecting the data and finally it covers the data analysis 

methods. 

3.2 Research design 

This study will be a case study of KUSCCO. The case study approach has been chosen 

because it has considerable ability to generate answers to the question 'what?' It is also 

USeful when the intention is to gain detailed and in-depth information and a rich 

understanding of the phenomenon being studied. 

3.3 Data collection 

The data was collected by use of personal interviews. This method is flexible and is 

Particularly useful when it is known at the onset what information is needed. The board 

of directors, the C.E.O. and departmental heads were interviewed as they were in a 

position to give detailed information on the organization. Secondary data was also used 

Which involved an assessment of available documentation in the offic . The e included 

the proc dures manual, policy manual, th by-laws, organizati nal chart, board 

rninut , od f onduct £ r board m m r , th urr nt trat gi plan, and vari u 

a ounting d m nts and rep r · 



3.4 Data analysis 

The data coiJe ted was anal zed t y tL <.'of on tent analysis. Most of the 

data collc ted was qu•1lit(1ti l' whi h is bas d on meanings expressed through words 

and r suit in non-st(md.lrdit'd data that does not require classification. Content 

analysis is a mor, ·uitcd form of analysis for this type of data. 



CHAPTER FOUR: FINDINGS AND ANALYSIS 

4.1 Introduction 

This chapt r ontains th re earch findings and analysis and includes the board 

compo ition, their roles and responsibilities and their code of ethics. It also covers the 

appointment of the C.E.O and senior staff, the duties of the C.E.O and the role of 

members. The findings also include the organization purpose, internal controls, 

organizational risks and performance evaluation. 

4.2 Organizational Purpose 

The basic purpose of the union was seen as helping the mobilization of savings with a 

view to making the organization more profitable, have equitable distribution and 

ultimately maximize the benefits accruing to individual members of the SACCOS. The 

development of the organization purpose is done through a process that begins by 

development of regional strategic plans at the provincial level. The SACCO leaders who 

are elected delegates within the province hold strategic planning workshops that are 

facilitated by experts in this area. During these workshops a thorough SWOT analysis is 

earned out These regional strategic plans are then brought together by the BOD who 

USe them to develop the overall organization strategic plan. This is also done through a 

w rkshop h ld jointly by the BOD and seni r manag ment staff and guided by an 

ext mal facilit:at r. Thus th devel pm nt f th organizati n purp is n t a on man 

or B D ffair, rath r it i a j int ff rt fr m all th m m r r pr nt d at th gra -
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national co-operative organization for A in Kenya" while the mission is "To be 

the leading provider of quality and di ~rsifi ~d financial and technical services to 

SACCOS in Kenya in ac ord, n P with th' < op rativc principles." The Organizational 

values were dev lop •d to in ·ludl' n•sp' t for all members, volunteers and staff; trust, 

honesty and inl 'grit ; in lusi n ss, fairness and equity; creditability and 

professionali m; s rvi ori ntation; respect and concern for the members; and co­

operation and strat gic alliance. 

£n the strategic plan 2004-2008 the strategic corporate objectives were also reviewed. 

The objectives include the achievement of a conducive policy and legal framework for 

SACCOs; to protect the interests of SACCO movement in Kenya; to have an 

enlightened, knowledgeable and empowered SACCO membership which understands 

SACCO approaches, principles, values and business; to provide the necessary support 

to all levels and sizes of SACCO societies on the basis of needs; to promote, recruit and 

SUStain saving and credit societies; to ensure the unions prudent business and product 

portfolio; and to be sustainable financially, technically and professionally. 

4.3 Board roles, duties and responsibilities 

As outlined in their code of ethics the role of the board of directors is to formulate 

policies and ensure appropriate decision making for the organization; to p rform an 

advisory function for both the management and the SACCO societies; to act as a trust 

for member societies, creditors and the general public for th ff tiv administration f 

th • uni n; t nsur c ntinuity of th rganizati n and that apable manag ment · 

'mploy d ~ r 
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to run the union profitably and plan eff tively to build stability and self sustainability 

in line with the union vision and mi ion stat m nt '. 

The board is divided into thn ' su ommitt es namely the executive board, the 

business sub-commilh.'t' .md th' audit and budget committee. The role of the executive 

board includ 'X •culion of urg nt matters that require immediate policy guidelines or 

decisions, planning and ad ice on board meetings, international and national activities 

and the general administration of the union business. The business committee on the 

other hand deals with formulation of sound policies on appropriate business practices 

for the various union products and services, and evaluating the performance of the 

Various departments. They also approve new business opportunities or closure of non­

viable activities. The audit and budget subcommittee is charged with the responsibility 

of reviewing financial statements, compliance with accounting standards, disclosure 

and legal requirements, recommendation or dismissal of external auditors, review of 

internal controls and review of budgets for approval by the full board. 

The board also ensures the implementation of the resolutions of the annual delegates 

meeting. However in their operations they do not have a structured work-plan, rather 

their plans are picked out from rrrinutes of their meetings. The decisions by the board 

are made through consensus. However in the event that disagreements do arise then 

the decisions are made in accordance with the co-operative principle of the majority 

vi w. Whereas the bulk of the communication is done by managem nt the b ard has a 

r ponsibility to constantly seek feedback from the m mbers. Th they do by visiting 

th SA OS and c II ting both their view and c mplain . 

Whil th • ard has to a larg xt nt p rf rmcd th ir r )l r l tiv ly w 11, th 1 v 1 f 

st, ff m ti ti n w s . n a w nting. 
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through an early retirement initiated b manag m nt. Some of the reasons for low 

morale included duplication of dutil's, Ia k of proper guidelines, discriminatory 

implementation of policies et . 

4.4 Board compo ition, kills and code of ethics 

The BOD is limited in the mix of skills available. It is composed of 2 administrators, 4 

teachers, 1 clinical officer, 1 auditor, 1 accountant, 1 chemist, 1 plantation manager, 1 tax 

officer and 1 public relations officer. As earlier indicated, these board members are 

elected by and from the delegates who are elected at the grass-root level. Some of the 

leaders come from SACCOS that handle very small volume of business without any 

complex operations. Once they get into the board there is no system or procedure of 

converting these leaders into policy makers. The situation is made worse by the fact that 

there are no minimum professional and ethical standards set out as a pre-requisite to 

becoming a board member. This leads to the board becoming the worst enemy of the 

institution. This is because they make decisions that favor them rather than those that 

benefit the membership, they want to be seen as bosses, in other words they do not act 

professionally. The situation is made worse by the fact that there is no direct 

supervision of the board. As the chairman put it "there is no one to guard the 

guardians. 

In t rms of the board powers, there is unequal distribution of power among the 

member . According to the chairman this in uality aris du t m 

financial tanding, xpo ure and lev 1 f kn wl dge. Th nvironm nt in which 

perat n diff r nt fr m th g n ral K nyan nvir nm nt in whi h th 
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sees limiting the period of service as one way to reduce these inequalities. Another way 

is to extensively train and expose the lead rs o that none feels left out or lacking in 

knowledge 

As per the KU ( b - ltlw~ (No. 39) th board members are required to take oath of 

office to hold in the stri te t onfiden e all transactions of the union. In addition the 

union has a code of ethic for the board members, which is used as a strategy for 

prudential management of the union. This is a comprehensive document whose 

objectives are to set down and promulgate the basic ethical principles which board 

members should observe, secure adherence to principles of good practice, promote and 

maintain confidence in the SACCO system, resist and prevent the development of 

undesirable practices and to harmonize the concepts of the profitability and social 

responsibility. 

As indicated earlier the board is lacking in the mixture of skills of the members. 

However once new board members are elected they are inducted through briefs by the 

managing director and also through board workshops that are held annually to train 

the board members on the relevant skills. 

The current board has been trained in various aspects, which include corporate 

governance their duties and responsibilities, strategic management, group dynamics 

and team building as well as the relevant co-operative legislation. 

od f ethi £ r board m mber utlin" it bj tiv as tat d a 
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committees, procedures to meeting out disciplinary action, compliance with the law, 

and compliance with the code. 

Thus as p r tht' n'n>mm nd.lli< n of th private sector initiative for corporate 

govcrnan l' on lht' imporldnl a p ts of the code of ethics, the KUSCCO code does 

contain thes" aspe 'ts. 

4.5 Appointment and duties of C.E.O 

The procedures for recruiting the C.E.O and senior management staff is documented. It 

does follow the necessary steps required from advertising, short listing, interviewing 

and placement. However, in the case of the C.E.O this has not been followed in 

practice. This is because the appointments have been circumstantial. As mentioned in 

the background, KUSCCO was under commission from 1983 to 1986. The C.E.O who 

was appointed then by the Ministry of Co-operative Development served until 2001 

when he abruptly resigned. This was a time when the organization was undergoing 

through a major restructuring and the board appointed the then deputy to take over as 

C.E.O without following the procedure mentioned above. In the case of senior staff, to a 

large extent the procedures have been followed. However there are a number of cases 

that were cited where the rules were not strictly followed. In some cases the positions 

were filled internally through promotions. 

Th rol f th EO were f und t include p licy formulation, advis ry to th board, 

taff and m m r , ensuring a quisiti n of appr priat human r ur und 

finan ·al manag m nt pra ti tary t th board, r pr ntati n f th uni n in 
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disbmsements, assets and liabilities of th union, recommends to the board 

appointments of staff, and submit quart~rl r>ports to the board on the financial 

condition of the union. 

h1 his duti the p -'rat, with a work plan where all routine events are 

prcd termin 'd. by th beginning of the year. 1his includes all board meetings, 

provincial council meetings, the annual general meetings, international co-operative 

days, WOCCU forums and regional meetings. A diary containing all those activities is 

circulated to board members to enable them prepare adequately for the meetings. 

Another major role played by the CEO is to ensme documentation for all meetings are 

availed to board members before such meetings take place. As secretary to the board he 

also prepares minutes and circulates the same within a week of the meeting. It was 

noted that though infrequent there are cases of role conflict between the managing 

director and the chairman to the board. For instance this has occmred where staff below 

the CEO level are consulted by the chairman or board members and their perceptions 

differ from those of the CEO. In such cases the conflict in resolved by the CEO raising 

the issues with the executive board or the full board. 

4.6 Duties of members 

(n line with the co-operative principles, members enjoy equal rights in the union. Some 

of their duties include participating in the democratic process i.e. voting, demanding 

quality services, attending and participating in th union business forums like the 

annual g n ral m ting and educati n day . M mber a1s hav a duty to qu ti n all 

as ts in relati n t th manag m nt f th uni n, whi h m y dir tly r indir tly 

ff t th m. uch as in lud th right t r ns with ut an indu m nt, th 

right to qu li nd ffici nt f th •ir in tm nt in ludin 
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Equally there is a lot of canvassing by int r sted individuals who may not necessarily 

be the best leaders. There is no p ifi rit ria adopted by member in electing the 

leaders. The delegates at tirms m.l I' t board members based on their personal 

perceptions of the lc ad(•r, or lH ' lwa ily th candidate has campaigned. This method 

of election has l •d to a bocud that Ia ks a mix of skills. 

In terms of holding the board accountable they use both the organization by-laws and 

the co-operative societies act No 12 of 1997. However, most members are not conversant 

with the provisions of these two legal documents. They also check on the level of 

implementation of the annual delegates resolutions. Where the board falls short of the 

members demands the members call upon them to explain the reasons or factors 

contributing to such shot falls. In the event that the members are not satisfied it may 

even lead to removal of such board members. 

4.7 Structure and organization 

According to the managing director the representation of the union countrywide by 120 

delegates and 13 board members is sufficient However the election of delegates may 

not be quite representative, as some SACCOS do not attend the provincial council 

meetings during which these delegates are elected. Moreover the individuals hardly 

know each other and sometimes delegates are elected by virtue of coming from a given 

SACCO rather than the personal qualities of the individuals. 

Ac rding t th chairman, the KUSCCO structure is rigid, ter typ d and 

bur aucrati . It · f a primary SA tru tur rath r than a m r 

r anizati n, whi h th uni n i . In additi n t h th ri ht p pi in pl 
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in the co-operative sector. This limits th div rsity of opinions and ideas that are very 

critical in the success of any d n mi organization. Whereas the current structure may 

serve to meet the needs of tht.: union lh' managing director felt that implementation 

issues nc d to be itnprov •d . Thi: is patti ularly so in terms of the people element both 

on the leaders and l'mplo '(' .. 

The other issue that arose in terms of structure is the duplication of duties. Some 

managers felt that the division of duties, in some cases was not distinct leading to 

overlap of responsibilities. Whereas the union has an operations manual, in practice 

there were cases of duplication of duties. It was established that the levels of staff 

satisfaction and motivation was low. The managers cited the main reason to be lack of 

uniformity in the implementation of procedures and policies. This could account for the 

high rate of staff tum over. For instance for the three years, June 2001 to June 2004, forty 

six members of staff had left the union either through resignation, early retirement, or 

dismissal. For a total work force of one hundred and ten, this translates to about a turn 

over rate of 15 %, which is rather high. 

4.8 Internal controls 

Documentation available includes a procedures manual that details the operations of 

each operational department as well as the accounting procedures. The manual details 

the purchasing procedures, recording of sales receivables, paym nts etc. How v r it 

wa evident that quite a number of the d tails in th pr dur s manual were n t being 

adh •r d t . Th ituati n is made wor by th fa t that there is no auditor to insp t 

th pr ur . 
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was also noted that there is no security available against environmental damage. One 

case was cited where data had to be rc on. tructcd when computer hardware was 

transferred from on offi c to anotht r. The r w r also cases where computers did not 

have the necessary t~quipm 'nt t{ proh.' llh 'm from power fluctuations. 

A check on staff handling nsitive areas was also done. It was noted that no enquiries 

are done about the past of such candidates. In one instance the organization lost funds 

through the housing fund where an employee collected the same without remitting to 

the office. While he was sacked, it was later discovered he had left his previous 

employer under similar circumstances. In the normal day-to-day operations it was 

noted that in a majority of cases, expenses are incurred without reference to the budget 

provisions. While periodic budget utilization in presented, it is not always acted upon. 

The budget and audit subcommittee sees its role as streamlining the organization 

operations in terms of investments, income, expenditure, assets, staff remuneration visa 

vis the numbers and positions, finances and budgetary provisions. In order to 

effectively do their work, the chairman of this sub-committee, felt that the input of the 

internal audit is very important. 

The importance of internal audit for an organization the size of KUSCCO cannot be 

over emphasized. However it is interesting to note that this position was abolished in 

1998 only to be re-introduced in 2002 and to be manned by an audit assistant, who then 

left the organization in 2004. As at the time of data collection the position of internal 

audit was vacant and had been for over six months. This is a d ar indication that the 

p iti n had n t been given the att ntion and importanc it d rv . 

4.9 Corporate compliance 
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1998 and the internal by-laws. The accounting and auditing standards have also been 

complied with to a great extent. 

As a member of the world ·oun il of r dit unions, the union is expected to comply 

with the P ·ARl S performan ' tandards. As discussed under performance evaluation 

it is clear that th ~r' ar quite a number of areas that the union has not complied with. 

4.10 Management of corporate risks 

The union is faced with a number of risks. They include operating risk, credit risk, 

liquidity risk and marketing risk. Operating risk is the potential for loss caused by 

internal or external events as a result of systems or procedural failures, errors, fraud or 

natural disaster. As mentioned earlier, there is quite a number of staff that does not 

have the right qualifications for the duties they perform. Oearly this leads to errors and 

procedural failures. Cases of erroneous records were observed from the documentation, 

which is a very big risk as it may lead to loss of funds. For example in a case where a 

members statement reflects more deposits than they actually hold, then KUSC:CO is 

bound to refund the amount in excess of what the SACCO actually holds. Also in cases 

where the recording of the debtor's position is erroneous, money owed to the 

organization may never be collected. As indicated under internal controls, the computer 

back up systems also pose a major operational risk. 

Another aspect that poses an operational risk is purchasing. Whereas th re is a 

procurement c mmittee, th laid out procedur ar not ad quately £ llow d. Ca of 

pur h with ut qu tati ns and single urcing w r ci d. This · a big risk high 

pri rna paid r g d 

r !dit ri is the risk f finan ial loss r ultin fr m th ilur d b r, for n 
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usually call for tangible security. Th y rely on th members' deposits, which consist of a 

minimum of 40% of the loan am unt. This m •an that 60% of the loans taken are 

unsecured. Ilow v •r ther' r •rtain para mel rs that are used which include the 

SACCOs audited account~ ( r thr'' ars, the financial viability of the project, the 

SACCO sustainabilit r th n xt two years and the minutes of the management 

committee that appro d the borrowing. Individual calls are made to the committee 

members to ensur that the minutes are authentic. Loan repayments must be through 

irrevocable bankers orders. 

In spite of the above the non-repayment of loans stands at 5% in 2004 which is an 

improvement from 17% in the year 2000. This was a part of the efforts to meet the 

prudential standards. Loan defaulters have been taken to the co-operative tribunal, 

which has contributed to other SACCOs improving on their repayments. 

The union has not quite adhered to the prudential standards in as far as provisioning 

for loan losses is concerned. The provisions are based on the statistics of the previous 

years. The limitation on provisioning arises because the procedures for write off are 

very bureaucratic and could take 2-3 years before it is effected. This does have a 

political angle because it means reduced profits, which would negatively affect the 

financial results and reflect negatively on the leaders leading to their removal 

Liquidity risk arises from fluctuations in cash flow. The union does not have in place 

liquidity management policies and in many instances they cannot meet th ir obligation 

as th y fall du . F r instanc several of th ir accounts ar nov rdraft for a better part 

f th y ar. f cr di r , wh cr dit riod is thirty day , w r cit a unpaid 

du t h fl w pr bl ms. Th uni n h n t th 

outfl( ws nd thi st th m hu n b nk h n th 
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In the central finance programme, it is quite difficult to have accurate cash flow 
projection due to school fe It an i •mands on the part of the SACCOs. This affects the 
loans demand on KUSCC , s wt II as r payments. Consequently there is always a loan 
backlog averaging two months. In th KUSCCO housing fund, the cash outflow is 
usually h •avy sine • m m rs borrow at five times their deposits and the loans are long 
term for up to fifteen ears. Thus the inflows can hardly meet the outflows in the 
expected time. The union has incorporated a credit control section that is charged with 
the responsibility of ensuring that the union debts are collected as they fall due. 
However no policy was in place to control the use of overdraft facilities. 

Market risk is the potential impact of fluctuations in market rates, including changes in 
interest rates and foreign exchange rates. In the year 2000 the union engaged in off 
shore borrowing. The money was borrowed in euros to be repaid at an interest rate of 
9%. As at the time of borrowing the Euro was changing at Kshs.69. By 2004 the 
exchange rate had moved to Kshs. 103. This in effect means that the loan was being 
repaid at about 13.4% a loss of 4.3%. It is clear that this risk is very high and has caused 
heavy financial loss to the union. This is compounded by the fact that the money is lent 
out to SACCOs at 11%, which is lower than the 13.4%. borrowing rate. 

To mitigate the union against this risk the union has resulted to internal borrowing 
from its members and also engaging in market intelligence in order to align their 
inter t rates to those pr vailing in the market 

4.11 Performance evaluation 
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services, the level of customer satisfaction, the organizational image, the quality of staff 
the level of staff motivation and satisfa tion t . Other measures according to the MD 
would include th onfiden 1' m mbers, the turnover of the board of directors, 
the number of produ<:ts and Sl r i ' ·, omparison with other organizations within the 
industry the aliber of f 'r: nn l, financial management practices, cost control, costing 
and pricing of produ ts and services, institutional capacity building, compliance with 
policies and procedures, and availability and appropriateness of job descriptions and 
staff appraisal. lt was noted that while there are bits and pieces of information that give 
indications on these areas, there is no formal system of qualitative evaluation for the 
union. 

In using quantitative evaluation, on a monthly basis, the accounts department prepares 
an income and expenditure account The operational departments also prepare 
quarterly reports that are discussed with the business sub-committee. These reports are 
aimed at comparing the targets against the projections with a view to making the 
necessary decisions. The same evaluation is done at the end of the trading period, 
which runs from January to December. The quantitative measures include the levels of 
turnover, expenses, and returns in terms of dividends, shareholding and membership. 
A trend analysis as well as comparison with annual projections is then carried out to 
determine whether the performance is within acceptable limits. If not the contributory 
factors are assessed and corrective action taken. 

PEARlS is a p rformance evaluation tool that was develop d by the world coun il f 
cr dit unions (yV CU) for use by credit uni ns worldwid . It is an acr nym that 
tands f r pr t ti n, ff tiv financial tructure, as t quality, rate of r turn, liquidity 

and ign f gr wth. Th t 1 ha a tJ tal f 46 rati and th r anizati n u 
annual un al ulat th rati , whi h ar th n mp r d with wh 
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CHAPTER FIVE: SUMMARY, CONCLUSION AND 

RECOMMENDATIONS 

5.1 Introduction 

This chapter summariz s the findings and makes conclusions on the study of corporate 

governanc practices in KUSCCO. It also includes the study limitations, 

recommendations arising from the findings and recommendations for further research. 

5.2 Summary 

The pillars of good governance include accountability, transparency, predictability and 

participation. In terms of participation the level of member participation is rather low 

given the number of SACCOS and the mode of representation. Consequently the mode 

of accountability and transparency is rather limited. This is compounded by inadequate 

member enlightment on the available mechanisms of holding the board accountable 

and the limited communication between the members and the board. The legal 

framework is itself a hindrance and more so the members are not very conversant with 

the legal provisions. 

Although several principles of corporate governance have been practiced some have 

been partially implemented while others have not been practiced at all. The process of 

board appointment for instance does not nsure a balanc d mix f pr fici nt 

individuals. Equally the structure and systems in terms of people need improvement. 

Th internal ntr 1 sy t ms are also n t quit H tiv as is the taff m tivati n. 

H w v r th rd is activ ly inv lved in d rmining th purpose, valu and 

str t gi t chi v th or aniz ti n pu n ur d m lian ~ 
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The performance and effectiven s of the organization has not been adequately 

measured. There is also no s t m in pla to evaluate the chief executive, the 

individual board members nd th ntir board performance. Although the union is 

aware of the k y risk ttr as lh ha not done enough to mitigate the union against 

these risks. This is m )f' · in l rm of operating and liquidity risks. 

The organizational political element does at times influence the board election process 

and consequently the business decisions for the organization. This does indeed affect 

prudent business management as certain decisions are made to satisfy political 

aspirations rather than to improve shareholder value. 

5.3 Conclusion 

The study revealed key weaknesses in the governance practices in KUSCCO. This is 

particularly so in operationalizing the principles of good corporate governance and 

ensuring that the pillars of good governance are up-held. The board, management and 

members are involved in determining the organization purpose although the main 

players are the board and management. 

In conclusion it is noted that the study variables were relevant to the study of 

governance practices in KUSCCO, and revealed current practices which brought out 

both the weakn ss and strengths particu1arly on the principles of good governance. The 

rec mm ndations given to improve good governance practices and particularly those 

giv n n board 1 adership need to be given due consideration. Th 1 gal fram w rk 

. h uld a nhan to nsur transparency and ac untability f board m m r . 

5.4 R commendation 
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account. In other words the exp ri n 

The union should ensure 

campaigning pr< •ss wh •r m iid l 

and track record would be critical in this respect. 

rd l tion process does not encourage a 

willing to compete for member support rely on 
the self-inb.•rest of nu·m •rs t upport their election but design a process that focuses 
on exp rliSl' and qualifi ali 1 thus reating real pressure on candidates to promise and 
indeed d liver spe ifi results. The criteria should also aim at ensuring that there is a 
prop r mix of the board in terms of skills. Since to a large extent the quality of board 
governance is within the board, they should regularly devote attention to evaluating 
their own capacity and effectiveness 

In terms of evaluation there is need to develop criteria to evaluate the performance of 
the chairman, the individual board members, and the C.E.O. distinctively separate from 
the organizational performance. There is also need to design a system of qualitative 
evaluation as this would clearly indicate how the organization is viewed by its internal 
and external stakeholders. This is important in determining the type of staff and clients 
the union would like to attract and it's standing in the society 

There is need to focus on the staffing with a view to not only have the right number but 
also the right caliber of staff with the relevant qualifications and who can match the fast 
changes in the business world. KUSCCO should open up to recruit from the business 
world and avoid over emphasis on candidates with a co-operative background. This 
will inject new ideas and different methods of doing business as opposed t the co­
operative way. Duplication of duties should at all costs be avoided in practi in ord r 
t impr v n staff m ral . Th board hould d sign incentiv sy t ms nsur taff 
r nti n and redu t:aff turn v r. 

minimiz r tin risks, th appr )pri t' infr tru tur , ntr 1 nd 
must ' put in pl . Thi sh uld in lud th grgtin d •1 ~~ ti n 
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the union needs tore-look at its redit p li y coupled with the expenditure pattern with 

a view to creating a match betw ' n the cash inflows and cash outflows. The record 

keeping on debtor's positi n m •ds to IX' str ngthened as is debt collection. It may also 

consider inv stm nL<> in liquid ~1ss ts lhal ould be converted into cash at short notice. 

Where there is ne~d f r , t mal borrowing the market rates and interest rates should be 

carefully onsidered to a oid lo ses. To meet the prudential standard on asset quality 

the union has two options, either reduce the level of non-earning assets by disposing of 

them or convert them into income earning assets. 

There is need to seriously re-evaluate the structure and existence of the internal audit 

with a view to streamlining the organization internal control system. The appointment 

of an officer at a senior position should be considered as well as a fully-fledged audit 

department This will ensure that the budget and audit committee works more 

effectively as they would basically rely on audit reports produced in this department. It 

would also create checks and balances in policies and procedures implementation in the 

areas of purchasing, payments, collections and record keeping. 

There is need to regularly review policies and procedures to ensure their adequacy to 

the changing needs of the union. Such reviews should include asset valuation, capital 

management, credit management, investment management, asset/ liability 

management, liquidity management and internal controls. This would ensure 

compliance with the international accounting standards and the PEARLS prudential 

tandards. 
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5.5 Limitation of the study 

Then main limitation wns in dclt.l oil ' li n where some managers were reluctant to 

give detail d information ( n lh ' ir op rations, particularly in areas that would expose 

weakn s ' sin th d 'parlin 'nts The time available and access to certain documentation 

was also a limitation. 

5.6 Recommendations for further research 

This case has explored the current corporate governance practices in KUSCO. A 

replicative study could be carried out after a few years to establish what practices may 

have changed over time. A study could also be carried out to determine the relationship 

between corporate governance and organizational performance. Also, specific aspects of 

corporate governance for example the role of members in co-operative organizations in 

Kenya could be studied. A cross sectional study could also be carried out to compare 

corporate governance practices among the national co-operatives organizations in 

Kenya. 



, ,, F!GURE I KUSCCO PEARLS RATIOS 
KUSCCO LIMITED P-E-A-R-L-S RATIOS 

AJU\Ual Dased on Local currency 
Goal ~ 

Con1ploto P-E-A-R-L-S RATIOS Goals (Exoolenre) 31 -~c-99 31-~c-00 31-~01 31-~02 31-~-03 N\lmbor of Credit Unions in this Report 
0 0 \ \ \ \ P PROTECUON 

1. Loan LOM Allowances I Delinq. > \2 Mo. ~~ 0.00% NA \00.~~ \OO.~i> \00.~ -6.\7% -\62\% 2. Net Loan Lou Allow, I Allow, Requln~d for Delinq ).5~ 0.00% NA \00.00% \00.00% \00.~ 0.00% NA 1-l2Mo. 
3. Complete LoanCh&rl)C·OffofDelinquenoy > 12 Yea 0 NA Yes Yes Yes No NA 4. AMual Loan Charae-oll'a I A veraae Loan l'ortfo ho Mlrumind 0.00% NA 0.00% 0.00% 0.00% 0.00% NA 5. Acoum. Charae-OfiS Reooven~d I Acoum >15% 0.00% NA NA NA NA NA NA 6. Solvency Mmlll% 0.00% NA 107.13% 108.12% 107.12% 93.60% 114% E ECf.~~rfi:Z.lll'idlY.~ldl. ~~TlUl~BlB& I. Not Loans I Total Assets 70-80% 0.00% NA 75.20% 76.03% 79.10% 76.75% \03% 2. Liquid lnvcsuncnta/ Total Assets 10-18% 0.00% NA 0.71% 0.00% 0.00% 0.00% NA 3. Financial Investments I Total Assets Max2% 0.00% NA 1.09% 1.03% 0.89% 0.58% 153% ~ Non-Financial Investments I Total Assets 0% 0.00% NA 0.00% 0.00% 0.00% 0.00% NA 5. Savings Deposits I Total Assets Between 70 -90% 0.00% NA 77.75% TI.60% 81.71% 82.11% 100% 6. External Credit I Total Assets 0-5% 0.00% NA 10.49% 8.30% 5 . 03~i> 3.64% 138% 1, Member Shan~ Capital / Total Assets 10-20% O.OO'i• NA 4.79% 5.61% 5.64% 6.42% 88% 8. Institutional Capital / Total Asselll Minimum 10% 0.00% NA 0.00% 0.00% 0.00% 0.00% NA 9. Net Institutional Capital / Total Assets Minimum 10% 0.00% NA ~.26% ~.62% ~.59% -12.29% 5% A ASSET OUAUIT 
l. Total Delinquency I GroM Loan Portfolio Less Than oc Equal To 5% 0.00% NA 0.00% 0.00% 0.00% 12.86% 0% 1 Non-Earning Assets I Total Assets Less Than oc Equal To 5% 0.00% NA 23.00% 22.94% 20.02% 22.67% 88% 3. Net Zero Cost Funds I Non-corning. Assets Greater Than or Equal To 200% 0.00% NA 29.15% 34.28% 35.15% -19.68% -179% R RATES OF RETURN AND COSTS (!t.NNUAUZEDl 
I. Net Loan Income I Average Net Loan Portfolio Entcrprenurial Rate 0.000,-i, NA 9.94% \2. \6% \1.55% 0.000/o NA 
2: Liquid Inv. Income I Avg. Liquid Investments Marlcet Rates 0.00% NA 3.98% 6.75% NA NA NA 3. Fin. Investment Income I Avg. Fin. Investments Market Rates 0.00% NA 0.00"/o 0.00% 0.00"/o 0.00"/o NA 4. Non-Fin. lnv. Income I Avg. Non-Fin. Investments Greater Than or Equal to R I 0.00% NA NA NA NA NA NA 
5. Fin Costs: Savings Deposits I Avg. Savings Deposits Market Rates, > Inflation 0.00% NA 4.98% 5.40% 5.05% 0.00% NA 6. Fin Costs: External Credit I A vg. External Credit Market Rates 0.00% NA 2.73% 9.97% 8.29% 0.00% NA 
7. Fin Costs: Member Shares I Avg. Member Shares Market Rates, > R5 0.00% NA 0.000/o 0.00% 0.00"/o 0.00% NA 8. Other Fee Income I Gross Income Pending 0.000/o NA 34.11% 26.88% 30.22% NA NA 
9. Gross Margin I Average Assets Amount Needed to Cover R II, 0.00"/o NA 8.03% 8.18% 8.84% 0.00"/o NA 10. Operating Expenses I Average Assets <5% 0.00"/o NA 7.81% 7.87% 8.74% 0.00% NA 
II . Provisions for Risk Assets I Average Assets Sufficient for E.!timated Losses 0.00"/o NA 0. 14% 0.23% 0.06% 0.00"/o NA 
12. Other Income or Expense I Average Assets Amount Needed 0.00% NA 0.000/o 0.00"/o 0.00"/o 0.000/o NA 
13. Net Income I Average Assets (ROA) Enough to reach the goal for E8 0.00"/o NA 0.08% 0.08% 0.04% 0.00% NA 14. Net Income I Avg. lnst Cap (ROE) More Than Inflation 0.00% NA 1.25% 1.11 % 0.54% 0.00"/o NA L UQUIDITY 
I. Liqwd Assets- ST Payab\es I Total Deposits Minimum 15% 0.000/o NA 4 79% 1 85% 1.41% -032% -441% 2. Liquidity Reserves I Total Savmgs Depostts 10"/o 0.00"/o NA 0.000/o 0000/o 0.000/o 0.00"/o NA 
3. Non-Earnmg Liqwd Assets I Total Assets Less Than I% 0.00"/o NA 3.58% 2.07% 1.61% 017% 947% S SJriiVS OFGROWI'H (Year-To-Date Gromh Ratesl 
1 Net Loans Suffictent to Achieve Goal m E I 000% NA NA 7.03% 2076% 15.76% 132% 2. Liqwd Investments Suffictent to Achieve Goal in E2 O.OOo/o NA NA -100 000/o O.OOo/o 0.00% NA 
3. Financtallnvestrncnt.s Suffictent to Achieve Goal m E3 0.00% NA NA 0.05% 0.000/o -21.49% 0"/o 4 Non-Financial Investments Sufficient to Achieve Goal m E4 0.00"/o NA NA 0.00"/o 0 00"/o 0 000/o NA 5. SaVIngs Deposlf.s Suffictent to Achieve Goal m E5 O.OOO..i. NA NA 564% 2223% 1989% 112% 
6. External Credit 

O"lo 0.00"/o NA NA -16.26% -29 69% -13 70% 217% 7. Member Shares Suffictent to Achieve Goal m E7 0.00",-i, NA NA 2408% 16.59% 35.87% 46% 
8. lnsut11Uonal Capttal Suffictent to Aclueve Goal tn E8 0.00% NA NA 0.00% O.OOo/o 0 00% NA 9. Net lnstmruonal Capttal Suffictent to Achieve Goal m E9 0.00% NA NA -153 80% -1019% ·2375.69% O'Yo 
10 Membership 

Muumum 15% 000% NA NA 2.46, 206% 3.20% 64% 
II Total Assets More Than Inflw on + 20% 0.00% NA NA 5 . 85~. 1608% 19.30% 83~. 
Inflation Rate (Annualized) 

17 OO"tio 1500% 7 OO"tio 4 00% 
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Protection 

It is important to note that the 1 an d •linquency report was not properly maintained 
and hence ratios Pt and P ar' not quite correct. In terms of solvency the union is 
technically insolv •nt ~1s indi at d by ration P6. While the minimum should be 111%, the 
highest lh' union attain din the four years was 108.12 in 2001. 

Effective Financial Structure 

The ratio of net loans to total assets E1 is okay but the union scores very poorly on E2. 
This is an indication it has very little in liquid assets in relation to its total assets. While 
the total external credit stood out 10.49% in 2000 against the maximum 
recommendation of 5% the union did manage to bring this down to 3.64% in 2003. Both 
the members share capital and institutional capital, E7, Es and E9 are far below the 
recommended standard. 

Asset Quality 

The asset quality as measured by A2 and A?, is far below the recommended standard. 
This is attributed to some land that the union acquired with a view to put up a 
commercial building that would also serve as its office headquarters. While the land 
stands in a prime area, the union has not put up any building for income earning 
purposes. 

Rate of return and costs 

The perating xp av rag a ts rati. bel w 5 · p r th 
prud •nti.al tandard . H w v r f r thi. rat i nd h s n 

r indi ti n that th' p r ting t-; ar' r,1th r hit,h. 



Liquidity 

The organiz tion. li4uidit i~ far low the prudential standard. A look at available 
docum •nts indi all'S vcr high 1 v ls of receivables. This has led to a situation where 
th' union op ~mt 'S on bank overdraft facilities for most of the time. The ratio of 
liquidity reserv s tot tal savings deposit should be 10%. The union rate has remained 
atO%. 

Signs of growth 

The signs of growth are indicated by growth in shares deposits, institutional capital, 
membership, total assets, loans and investments. While the recommended standards 
have not been met the union has experienced growth in all the above aspects and is 
working towards attaining the expected standards. 
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