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ABSTRACT

The study sought to establish the relationship between investment and performance
among the deposit taking SACCOs. Many studies and theories link investment to
petter performance since it is through investments that a firm put to use its resources
in the most profitable manner. Much of such studies have been confined to typical

firms with none focusing on the deposit taking segment of the SACCO:s.

The study adopted Financial Self Sufficiency, Operational Self Sufficiency, and
Outreach as measures of performance. Investment was standardized by dividing it
with the asset outlay to neutralize effects of size. Each of these measures was

computed for the 2009 financial year and the results regressed against investment.

A weak negative correlation was noted among the variables and investment. These
are interesting findings since investments are expected to improve performance.
Against outreach investments returned correlation of - 0.1296, against PAR -0.05627,
.0.2847 against financial self sufficiency and -0.00176 against operational self
sufficiency. With low correlations, when tested for goodness the model adopted for
the study did not explain a significant change in the dependent variable. The study
established that though SACCOs make investments these are largely limited to
investment in shares (both quoted and unquoted), operating related businesses such
as Micro- Finance Lending, Mortgages, Book stores, Insurance agency and petrol

stations for SACCOs in the transport sector.

The results show an insignificant negative correlation between investment and other
measures of performance. This study concludes that Deposit taking SACCOs do not
generate any substantial returns from their investments large enough to impact on

their performance.
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CHAPTER 1

INTRODUCTION

0 Introduction

e study is about magnitude of investments among deposit taking SACCOs in Kenya
d how it affects overall financial performance. Deposits taking SACCOs are
perative societies formed largely to provide credit to its members and are regulated
y SACCO Regulatory Authority. SACCOs are part of Micro- Finance Institutions
Is) which operate as non-bank financial intermediaries providing credit, savings
d insurance to low income household in many countries around the world.

vestments on the other hand refer to assets that generate revenues and benefits to an

ntity over a given period of time (Sharpe et. al 2006)

.1 Background of the study

e International Cooperative Alliance (IAC) traces the earliest cooperative to 1844, The
ochdale Cooperative Store in Great Britain, since then cooperatives have spread all
ver the world such that today there is no modern nation state devoid of one or many
forms of cooperatives. Cooperatives exist in various forms and types covering the entire
pectrum of business activities from informal village groupings to organised micro-
redit organisations to the very large players in agricultural production and banking
ectors. Globally, in 2009, McKillop (2011) estimates that there were 49,330 credit unions
n 98 countries with an estimated asset base of 1, 354 Billion US Dollars. The huge
embership makes cooperative. societies a truly global business phenomena and an

ea of great interest to researchers.



In Kenya, cooperative spirit of joining hands to solve tasks precedes 1844 since man 2
cultures of its inhabitants have age sets that brought people together to undertak®
activities jointly. Some of these activities include but not limited to as tiling landd—
harvesting, and construction of houses, hunting and even collectively fighting Of;‘
aggressive neighbours. The earliest formal cooperative society in Kenya was formed b)7
the white settlers in  1908. A legal framework, The Crop Ordinance Act, to suppor -

cooperatives were enacted in 1932 and later reviewed in 1945. (Wanyama 2008)

Ouma (1988) notes absence state enthusiasm for cooperatives formed by I(enyarl?
during colonial times. This was also the case for any other indigenous efforts and
enterprises. Growth was of Cooperatives in the pre-independence period wa¥d
deliberately stunted. After independence, the newly formed government appreciating
the potential contribution of cooperatives took deliberate steps to encourage formatio?”
and growth of cooperative societies. Through the cooperative movement many Africas’
states, found an avenue for participation in the economy by Africans. Cooperative®
assisted locals in pooling resources and expertise hence providing them with a platforn?

with which to participate in their national economies.

In order to support, guide and provide training for the cooperative movement, the
Kenyan government founded Cooperative College of Kenya in 1967, Kenya National
Federation of Cooperatives (KNFC) and Cooperative Bank in 1968. Gachara (1990)
notes that there were significant increases in the number of savings cooperative
societies in the first decade of independence hence the need for an apex body tO
advocate and lobby on behalf of member societies. In 1973, Kenya Unions of Saving?
and Cooperative Societies (KUSCO) were formed. KUSSCO is an umbrella union that

Provides advisory, training and lobbies for favourable regulatory environment fof
SACCOs,



Considerable debate suffices in the literature reviewed as various scholars attempt to

define a cooperative society,
ociety from other business forms by focusing on its basic tenets. A general

Abigail (1997), provides a better way of distinguishing a

cooperative S
consensus on coop
include operatibns of th

erative principles as derived from Rochdale. Key of these principles
e society is only for the mutual benefit of members, control of
the society is vested in members equally (as opposed to companies in which control is

dependent on the level of shareholding) profits are distributed in relation to member

ontribution to society’s operations, membership is open and operations are handled in

a democratic manner.

International Cooperative Alliance (IAC) offered an explanation that is mostly used to
define a cooperative society. IAC defines a cooperative as an autonomous association of
persons united voluntarily to meet their common economic, social and cultural needs
through a jointly owned and democratically controlled enterprise. Their explanation
underscores values of self-help, self-responsibility, equity, equality, solidarity and

democracy as the defining aspects of a cooperative society.

Over time cooperatives have evolved into several distinct forms; producer cooperatives,
marketing cooperatives and savings and credit societies (SACCOs). SACCOs are the
most dominant form of cooperative societies. They are essentially self help groups
founded on democratic principles and operating on community trust with each member
acting as trustee for the next. Under the ambit of SACCOs are two subsets one; Deposit
Taking and two; Non Deposit Taking SACCOs. Deposit taking SACCOs, operate
accounts on which members can make deposits like would be the case for a commercial
bank account. The study is limited to deposit taking SACCOs that were forty five at the
time of the study. SACCOs represent a popular means of quick access to finance, less
demands on collateral, and favourable interest rates that are low and are less varied in
tandem with changes in the interest rates in the economies in which these organizations

operate, a fact that has contributed to their exponential growth.

3



anyama (2008) observes that cooperatives have succeeded to encourage thrift and
rovide credit to members at reasonable and stable interest rates with fewer demands
n collateral. Such approaches distinguish cooperatives from commercial banks, banks
the largest players in intermediation but their products are pegged to prevailing
ket costs of finance. These finding run contrary to the neoclassical theories that
that firms exist to maximise wealth. The conventional maxim is that all
rganisations exist to achieve a set of goals; the most predominant of which is to
the shareholder wealth. Cooperatives seem not to operate wholly in tandem
ith the objective of shareholder wealth maximisation since some of their operations
e limited to members to the exclusion of better dividend earning opportunities that
y exist in open financial markets. Mutua (1996), in his paper on the state of MFIs in

enya supports the findings of Wanyama by asserting that interest charged on loans

e determined more philosophically rather than by financial considerations.

1997 SACCO operations in Kenya were de-regulated giving management committees
ore latitude in making investment decisions on behalf of members. Since de-
egulation, there has been a marked interest among scholars in their operations of
ooperatives. Regulations limited investments by SACCOs both in destination and
roportions. Gachara (1990) conducted a study during the regulated period and his
findings indicate up to 42% investment in time deposit accounts and a paltry 9% in
unquoted stocks of other organisations. Time deposits hardly offer returns sufficient to
cover for inflation and as such high liquidity imply missed investment opportunities
and when reflect a less than optimal resource allocation. Findings of this study when
compared with those of Gachara (1990) will point to any changes in investments by
SACCOs in the 90's and presently.




0o (2002) observes a declining overall performance after deregulation on many of

rudential financial targe

‘ ooperaﬁve Unions (WOCCU
d attributed excess liquidity wholly to regulation by the government.

t ratios as set out by the World Organization of Credit
). His findings somewhat contradict Gachara (1990) who

.2 Statement of thé Problem

ignificant growth in savings, loans, and competition among SACCOs has made
ACCOs major players in financial intermediation. It is because of their prominence in
tional financial systems that SACCOs have attracted attention of researchers,
overnments, scholars and regulatory agencies. As earlier mentioned, SACCOs found it
rudent to establish KUSSCO to advance their agendas collectively.

the regulatory front, the Kenyan government through the Ministry of Cooperatives
d Marketing has been overseeing operations of cooperatives. Cooperatives hold
annual general meetings that are supervised by provincial cooperative officers.
Cooperatives submit copies of their audited financial statement with the ministry.
Indeed to audit a cooperative society one needs to be accredited by the ministry of
cooperatives over and above fulfilling the requirements needed by the Institute of
Certified Accountants of Kenya (ICPAK). ICPAK is the statutory body with the

mandate to regulate and develop the accountancy profession.

Deposit taking SACCOs is special form on cooperatives that participate in financial
intermediation and require more regulation akin to the prudential financial regulations
extended to all commercial banks and supervised by the Central Bank of Kenya (CBK).
Much of this interest in operations of SACCOs is to protect the national financial system

and public interest.



ACCOs has not been the preserve of regulators; researchers have
us aspects of their operations. Ouma (1988), Gachara (1990), and Oyoo
" " such studies. This study is partly a reflection of this growing

;;o ; ;bpens up debate on a potent fear that SACCOs were a threat
s in intermediation. Such would be the case if SACCOs are
yr at least comparable efficiency levels as banks and offering
fudibo (2005) brings to fore weak governance, weak supervision,
| low marketing and inadequate human resource as the maj'or
peratives sector. Mudibo’s description of SACCO constraints
g at a lower efficiency than commercial banks lending doubt to

> appreciable contribution by SACCOs in intermediation, less is

of investments on their financial performance. Studies of



B
":_ ‘.‘m he Study

»v with its findings will be of useful to the following categories of

g

" ; ‘( R{anagers of SACCOs will find in this study a useful critique of
oaches with suggestions for improvement. The study will
the need for investments and the contribution they make to

Ace.

regulation in financial markets is an on-going one. Some
as a market distortion, an addition to transaction costs and un-
olars view regulation as the only way to safeguard public good.
s debate in the context of deposit taking SACCOs. Regulatory
in stry of Cooperatives and Marketing, the SACCO Regulatory
) will benefit from study findings as they discharge their legal
e Deposit Taking SACCOs

ttee to oversee the SACCO on their behalf. The effectiveness and
r resolutions has been questioned. Mudibo (2005) for instance,
“education and training among members. By showing the
_investment and financial performance, the study hopes to

d for members to take longer term view of their savings and cred it



CHAPTER TWO

LITREATURE REVIEW
|

‘organized into four parts. The first part reviews literature on

L

the second covers literature on financial performance reviewing related
>" { “

third part, the study considers related studies carried out and their key
contribute to knowledge in the area of investments and financial

part chapter summarizes the literature review covering the key

dies reviewed.
rature Review

. capable of varied definitions depending on the field of study and
j i al (2006), provides a working definition of an investment. They view
[ I »mmitment of money or other resources in the hope of receiving future
'-j"' ting to defer immediate consumption one expects to receive more
nsate them for this sacrifice. Key dimensions on such future
de; timing, value and the probability that the returns may not be
Managers of enterprises are expected to make sound investment
f of shareholders. Leveraging on their experience and at times
1 their guts managers synthesize shareholder expectations and choose
stment vehicles depending on their understanding of risk- return
‘ it decisions are further compounded by a regulatory environment

anisation exist (Zvi, Kane and Marcus 2004). Matters such as taxation,
2ign exchange trade, and availability of stock markets and their

ment are key considerations when managers when making investment

bt




:’ul 0) observes that neoclassical theories of the firm which assume that
:'_- t to maximise wealth are in-adequate in understanding the economic
' cooperative societies.  Cooperatives embody multiple values and
" nbership of a deposit SACCO has both the ordinary members whose

lughest dividends possible and yet the loan takers would want the

+terest rates as much as possible.

be depositors would prefer a higher interest on their savings. These

and management of cooperatives must choose primary and

objectlves

Pandey (2010) observes other factors that impinge on the investment
de; taxation that is graduated on income levels, age of the investor and
: _ Such differences in the stakeholders in a firm would obviously lead
v im efficient investment in their own perspective. Managers are left to
sign an investment process which delivers appropriate portfolios to
., s of a majority of the investors. It is clear therefore that there is no
investment process; it is however not in doubt that some approaches
» prospects than others. Pandey (2010) argues that there is need for
o develop an investment process within the expectations of their

ind the environment in which the firm operates; in the following sections

detail an investment process together with its four distinct stages.

2ss and Theories

s is a step by step logical flow of activities that specify how an
d go about making an investment decisions. The process provides
‘ \‘" the type of marketable securities to invest in, how extensive the

uld be and the timing (Sharpe 2006).



orees with Pandey (2010) that investment is a process that comprises four
involves specifying investment objectives, and then followed by an
¢ constraints. Thirdly, an investment policy is developed. A last but fairly
involves monitoring and evaluation of investments for significant
planned and actual portfolio performance to inform choice of a
¢ on. The stages of investment process can be seen as a continuous cycle
tives themselves may be reviewed occasioning the other stages to replay
Sharpe (2666) on the other hand identifies setting investment policy,
! security analysis, constructing a portfolio, evaluating performance of the
the main steps in the investment process. This view is more appropriate in

ith developed security markets where significant investments are made in

J context with less sophisticated securities markets and the fact that
F' e largely not been very active on stock markets (Mwangi 2003), this
investment process as suggested by Pandey (2010) Each of the stages in
en process are discussed in the subsequent paragraphs.

{871

- ) . . . o . .
vjectives seek to provide a rationale for the decision to forgo consumption.

S S ¢ i
ust be expressed succinctly because they form a basis on which all the

¥
il L8

'gtounded. In setting up investment objectives many investors consider

1 risk trade off. Owing to differences risk uptake by investors some will
,f conservative more than others. For those who prefer higher risk they
AC ficing the additional returns so as to save themselves on absorbing a

Liigh
1 their portfolio. Other investors will lie on points between these two
'_Iv'; L PN
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Omonyo (2003) broadly categorizes investment objectives as those inclined on capital
preservaﬂonf others hinge on capital appreciation, while others seek to maximize

ont income and total returns. An interesting empirical finding shows that investors
actually move along the continuum from high risk high return end to less risk stable

eturn end as they progress in age. Zvi et al (2004) ably argue their works that investor

attitudes shifts away from risk tolerance towards risk aversion as one progresses to
:oment as illustrated by their choice of safer assets later in life. Table 1 below

svides a rough indication of how investor preferences to risk changes in the course of
% p',ng.

able 1.1: Summary of Life Cycle Theory of Asset Allocation

A o % Stocks % Bonds % Cash and Equivalen
30s 75 15 y 10
40s 65 20 15
50s 60 25 15
50 40 40 20

Source: Zvi et al (2004)

It can be deduced from the table that investor preference for cash and its equivalents
increases as one ages. It actually doubles the amount needed in the first decade of
working. It can also be seen that one recedes from stock which are considered risky to
an extent they roughly even out with bonds in the 6t decade of life. As such one sees a
clear attempt to balance out the effects risk on stocks by the more stable returns on
bonds.

Ferguson et al (1997, 2000) conducted as a study that mirrors the asset life cycle among
cooperahves In their findings they postulate an evolutionary life cycle for a cooperative
society portioned into three distinct phases. Nascent (Formative) is the first one,
OHOWBd by Transition Stage and the last one being the mature stage. Their findings

qu it

aASCribe i ) A . . . .
h.mmcertam characteristics to various cooperatives depending on their stage in the

tcycle.
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s in the transition stage in which Kenya is grouped are said to have
k. evolving regulatory environment, less common bond restrictions, h
:“_. juct diversification, development of professional trade associations,

n volunteers, development of central services and a greator emphasi

d efficiency.

. identifies five most common constraints as liquidity, horizon, regulat
md investor preferences. Sharpe (2006) discusses the liquidity prefes
. ry holds that needs for liquidity would arise earlier than avai
can release it. Under this theory then manager will tend to hold more
) invest short term to guarantee quick generation of cash. Zvi et al (.
liq dity can be measured by bid-ask spread in the dealer markets.
oney market instruments such as Certificates of Deposits, Treasury
orcic papers a bid ask spread of less than 1% are considered as the
trast real assets may suffer a discount of up to 50% of their valt
‘They conclude that the larger the bid-ask spread the more illi
to be. While more liquidity is preferred, increasing liquidity can in €

"destruction especially where free cash flows are more than the opt

'_ ith (2005) demonstrate that higher cash flows lead to value destru
rate empire building, consuming perks and bonuses, and pursuit of
s. Other concerns are the cash handling costs including security
nst loss. It is the onus of managers to precisely establish prudently
assets as a proportion of their portfolio so as to minimise on
Mding cash. Eljelly (2004) in the studied the relationship betv
. ofitability and found a negative positive correlation indicating
_;; of a firm having higher liquidity levels.
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I

straint relates to investment horizon. The ideal will be a perfect match
horizons such that assets release free cash flows just in time when
_ ue. Sharpe (2006) suggests that matching horizons of investments
issets will generate liquidity when needed thereby reduce free cash flows,
| overdrafts and other financing costs. It is notable that these savings
# contribute to a better bottom line. Challenges abound as to how
' ; ganisation can match cash inflows to coincide with cash outflows from
perations of the enterprise. Matching can thus be viewed as a good
nciple rather than a precise tool.

3
. _' outflows are dividend payments and loans that tend to be cyclical
 and troughs. Prudent cash management among SACCOs will lead to

-

stments with similar horizons. Implementing a strategy to align cash
eration will reduce the appetite for loans and overdrafts and their
- Pandey (2010) also notes the significance of matching horizons at the
- choice and draw a conclusion on a note a relationship between that

1d need for cash. They observe a longer time preference among those

e the least in need of cash.

ed investment practices among pension firms in Kenya and notes
for r gulations to ensure that managers execute their fiduciary role to
5 to pensioners. They do so by carefully and professionally
ﬂ\en' charge to the optimal asset classes. Where there is danger
, overlooked leading to moral hazards and hence the need for
’ © protect shareholder and public interests. Regulations are
“:,.’H ustry and while they seek to achieve a common good they at

g

"ﬂf'm e a hindrance to investment decisions.

13



: sjally those involved in financial intermediation tend to be heavily regulated
. In Kenya commercial Banks are regulated by the Central Bank that outlines
ouidelines that all have to follow. Firms listed on the stock exchange are
"T_a e Capital Markets Authority, The pensions industry is regulated by the
nefits Authority and the Insurance market has the Insurance Regulatory
' the Cooperatives Sector, the Ministry of Cooperatives has set up a special

n as SACCO Societies Regulatory Authority.
3

s,
t
"

eveloped prudential guidelines on capital adequacy and filing audited
" as a way of enhancing compliance. Arguments for and against
i; ue to be subject of extensive research among scholars. Those in
» on public interest and the need to safeguard the national financial system
: ‘one institution could have a domino effect. McKillop (2007) underscore
| ation to protect the financial health on a nation especially after the
s of 2007. On the other hand, those opposed view regulators have been
1 f the market inefficiencies as they introduce and impose transactional
ses. Regulatory agencies though intended to be facilitators have at
ore of inhibitors. Gachara (1990) studied the investment practices of
“amo g SACCOs and makes a case for regulation geared to ensure
" ' SACCOs in Kenya. Constraints either at industry level or as embedded
y serve to further limit the latitude of manager’s ability to freely and

00se investment portfolios.

I (1958) in their seminal work on the irrelevance of capital structure
er revised to include effects of tax is the logical entry point for a

® impact of taxation on investments. Largely taxation can be viewed at

ere is taxation on income from investments and personal income tax.

W\

income from investments is applied at different rates depending onthe

14



5

‘5‘ d personal income taxes that are normally on a graduated scale
re on those with higher incomes. Since differences exist on how
i‘- treated by the tax authorities, tax and tax levels impinges on the
| s . The decision to retire, increase exposure or take on a new asset
i d partly by the eventual tax burden on dividends and transactional

itional costs inhibit efficiency in asset allocation.

fl . owever opposed to this view and sees the tax associated costs as too
ce portfolio choice. Zvi et al (2004) sustains a view contrary to Sharpe
investors who face significant tax rates, tax shielding and deferrals
as critical matters in their investment strategy. In general, investment
'i’using after tax returns to underscore the fact that taxation is a legal
unavoidable. SACCOs are treated favourably as regards taxation in

their incomes are largely from member’s employment income that is

‘and preferences of the investor will act to impede or aid the freedom in
‘Tastes and preferences are an intangible factor that is based on personal
ards that invariably cannot be subjected to statistical analysis. They
itly exclude certain assets even if later analysis shows would have
ts are worth holding. Tastes find expression in organisational

y that imposes the moral compass of the owners to curtail
investing in alcohol and tobacco related industries. Other

ude companies engaged in environmental pollution, those

I engaging in unfair labour practises in their human resource
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erns such as investment objectives, liquidity, taxes, preferences and
limit the asset universe from which managers must make a choice,
reduces diversity within portfolios. Whilst it is appreciated that
to maximise shareholder wealth, they only do so in an environment

erally interacting and interrelated factors.

g "
.

1 review of the constraints faced By a firm, one is now able to craft an
jcy. Sharpe et al (2007) describe it as a statement that provides the

ch investment decisions are made in a given organisation. It is a mix of

s of an investor tapered with the constraints that exist in the

investment policy is a vital planning tool since it provides the
wrcating the latitude in which the entire investment process is executed. It
specific goals and how the investor expects the goals to be
% : estment policy aids to clarify investment objectives, created objective
: andard threshold and guards against personal pursuits and other un-

.
in the investment process.

;; notes a clear investment policy is key for managers when crafting an
". ategy. An investment strategy actualizes the investment policy by
» series of activities that a company undertakes in the investment process.
! ts by placing an organisation at its preferred position on the risk- return
n one extreme end is high risk weighted heavily in favour of stocks. On

‘are risk adverse investors who tend to have more of bonds and cash

e debate on this continuum has led to a conclusion that it would be wrong
an organisation on a given spot on the continuum. Zvi et al (2004)
- portfolio must comprise both assets with low risk low return as well as

80 to maximize returns at a given level of risk.
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1t strategy is in crafted and assets acquired that fit the purpose have
need to continually evalu#te their performance and re-align
" changes in the market, changes in regulatory environment, or
u, aints. Changes in the environment may lead to less than optimal
:‘v by way of less returns or increased risk. In other instances changes
,;may lead to an asset class being incongruence with the investment

tuation where a company ventures into activities specifically excluded

tfolio monitoring is to establish deviations between the expected and
account for these deviations and provide an objective basis of
edial action to be taken.

------

on investment objectives in changing environment portfolios must
£ change both in composition and proportion in consonance with
ess environment. Not all changes will occasion portfolio revision;
s a caveat to just when a revision can be undertaken. A cost
e to weigh the transactional costs vis-a ~vee the additional returns
revisions. In the event that the costs or revision outweigh the
N revision may be deferred.

4

es with Sharpe and further proposes that analysis of historical
e ~will aid to check the success or otherwise of investment
»inanagers’ skills. Results of such evaluations may suggest a

."‘

rision, modification of strategies or even a change in the skill set of

17



E, _variance criterion is used to judge managers on their choice of
 the mean-variance approach an optimal portfolio is one that
for a given level of risk. A major drawback of mean-variance is its

-

ble criterion to judge fairly composite phenomena with interplay of

mayl be used will include Sharpe Ratio, Treynor Ratio and Jensen
Tryenor ratios measure systematic risk assuming a perfectly
hence evaluate along the traditional lines of risk-return trade off.
egins from a more realistic assumption that markets are not efficient
‘go beyond risk and return and look at the diversification of a
as the three newer methods present an improvement on the
terion, Ileve (2008) notes deficiencies in the three methods as they
‘ portfolio risk over the analysis period. This is hardly the case in view
Q in portfolio composition and proportions in line with market changes.
factors and noting that markets are not perfectly efficient, it is probable
set selection and timing can result in significant increases in value
; return. These lend support to active investment strategies which factors

olio rebalancing.

"" assive Investment management strategies
" level of one’s persuasion as to whether markets are efficient, semi
ot efficient one is likely to implement one of the two broad investment

1er passive or active investment management strategies.
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ent strategy is based on the’
eir true values based on
gpend resources on analysts in search of mlspnced securl

ct that even if one was to establish mispriced securities there iswmﬂ

Le market is capable of self correction under the perfect efficient marj

D0
3

»assive Investment Management Strategy is common among invest,

r portfolio profiles, acquire the assets and hold for relatively 10ng.

_investments tend to have stable but smaller returns, low transactioy,

wer management costs.

good as the market f,

not possible to outperform the market. fleve (2008) notes that

e principle in the passive method is to do as

ierefore passive managers never desire to earn higher risk adjusted rety,

. Passive managers will create portfolios that proxy the market ing

ghly the same returns as the market. Such an approach would at

1 be recommended to SACCOs that seek to expand their investy

aluating performance under the passive strategy several methods cay

se will include; full sample replication, quadratic optimiza

f funds and yield tilting. Full replication involves purchase of alj
index portfolio in the same proportions. Ideally this should eng
s the index portfolio save for transactional and dividend reinvesty
‘..'- ake it sub optimal. Sampling attempts to overcome these twin cog,

and dividend reinvestment costs but it also invites other challenges iy,

19



|ematively a quadratic optimizer uses computing power affordable today to analyze

orical data on price changes and correlations between securities to output on a

tfolio with the least tracking errors. As is to be expected, the method assumes that
T

past is 2 good indicator of the future; empirical data shows that this is not always
e

o case and the method could result in a huge tracking error.

ompleteness of funds is created from outside the published index by use of securities

{ active managers underweight and thus complete the market gaps. The benchmark
customized to incorporate characteristics of such stocks. Similarly yield tilting is
eorized to orient investment to market inefficiency caused mainly by tax laws. The
ighly taxed high -yield stocks are unattractive investment vehicles to high income
vestors. These stocks are attractive to low taxed or tax exempt individuals and hence

ey should tilt their portfolios towards them.

3.2 Active management strategies

is is a market focused approach to make asset allocation decisions and use analysts’
ommendations to choose securities within each asset class. Active portfolio managers
ttempt to profit from asset selection, market timing or both. In capital asset pricing
odel it is an attempt to active returns that are significantly from those implied by the

ket line (Cohen et al 1982).

ccording to Pandey (2010) two considerations are necessary for active portfolio
gement. First, one must have a good idea of how others view alternative
vestments. Second, one must disagree with the consensus. The task is not just to
redict returns accurately but additionally one must do so better than the market.
Oreover, the difference in expectation must be large enough to cover the transactional

St associated with portfolio revision.
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1~, holding period for portfolio securities to be temporary,
| »m and rebalancing immediately a difference in expectation
uires one, a concentration of faiﬂy small number of issues with
nent of alternatives and secondly moving in and out of a well
. Sharpe (2006) observe that actively managed portfolio are
'?‘r;, market segments or in certain asset category burdening
"I_ ine in which segment and with which proportion to overweight

managers are less concerned with the market index portfolio

ia
o

ing on how to make returns more than it proxies. Decision to
rtain asset classes implies less than optimal diversification resulting in
, reason why managers in an active strategy must earn returns high

sate investors for the higher risk uptake.

'.'[f.."" es two ways in which assets may be selected. One is to undertake a
‘(;_»., ing historical data to establish trends and patterns that one hopes
~use of these patterns that securities are acquired in a manner to
s than the market. The second approach is to evaluate the ‘true’
by analysing the fundamentals of the firm to establish a divergence
ue and the prevailing market price. Wherever the magnitude of true
market value by a significant margin such securities attract more

g asset selection.

premnsed on the fact that price fluctuations are not as random as they
2. It is possible by use of statistical tools to decompose such random
predictable and sometimes regular patterns. Empirical evidence from
ly sis further reinforces this point as the economy goes through motions
ﬂ-;;r Movement of market indices can also follows a somewhat similar

5 limited use as pointer to the level of economic growth.

21



:hﬂ”e their cycles of booms and their values follow this pattern in
"'f‘ med with these information an active investment manager

Ef deciding just when to get into a given asset class, secondly at
bould s/he overweight in the chosen asset class and thirdly the
,, t from the selected class so that they gained value in not eroded.
task the investment manager has to simultaneously ensure that

ns are sufficiently higher to cover transactional costs and the

0 2003).

: P rategies

#

i Omonyo (2003) both concur that asset selection is the most
’ investment process, they ascribe up to 94% of overall portfolio
which the asset mix was done. The choice in asset allocation is

less risk low return securities such as Treasury Bills to the high risk

y stocks. The key challenge here to create an asset mix that

-
-

97) provide four strategies that could help in making the asset mix
lude strategic, integrated, tactical and insured asset selection
rated approach separately examines the capital market conditions
vestor objectives on the other hand. Strategic is concerned with
‘ s, variances and covariance of portfolios after which
structed. An investor then chooses the best asset mix using the
ference and constraints. Tactical approach is concerned with
s to inform asset mix. It postulates that in a falling market
stocks would be large then an investor must weigh the portfolio
s.Ina way tactical approach holds constant investor preferences
e risk premium.
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1t Theories

T 'ries (MPT) posits that it is possible to maximize return and
I y choosing different assets based on their return and risk

h ;. sway in finance as filed with its creators wining a Nobel Prize.

» lbt of application until of recent when its assumptions have been
Iﬁ univérsal usefulness and application has thus been brought to
- ,, g emerging evidence that many companies using variants of
pt in various financial crises. This is possible, in theory, because
aaaets often change in value in opposite ways. For instance, when the
ni. market fall, the prices in the bond market often increase, and vice
‘:m of both types of assets can therefore have lower overall risk than

ividually.

asset's return as a normally distributed random variable, defines risk as
awiaﬁon of return, and models a portfolio as a weighted combination of
the return of a portfolio is the weighted combination of the assets' returns.
dlfferent assets whose returns are not correlated, MPT seeks to reduce the
of the portfolio. Key of the assumptions of MPT is that investors are
;ﬂmarkets are efficient.

e 1950 up to 1970s MPT represented a key advancement in using known
A' tools in modelling finance. In the recent times, the MPT model has faced
. iticism on several fronts key of which are its main assumptions. Empirical
ntradicts the notion that investors are always rational as well the fact that
u‘nnot yet efficient. Other criticisms include the fact that financial returns do
i Gaussian distribution and that correlation between asset classes are not

an vary depending on external events especially in times of financial crises.
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example of MPT's failure is in the collapse of Long Term Capital
is traced to Markowitz (1952) who showed how to create a frontier of
ol fhat would promise a higher return for a given level of risk.

i the work of his teacher and developed first a single index model in
‘ er CapltaI Asset Pricing Model in 1964. Another seminal contribution
) who attempted to respond the deficiencies of CAPM and developed
ng | théory (APT). APT holds that the expected return of a financial asset
. as a linear function of various macro-economic factors, where

.2.
hanges in each factor is represented by a factor specific beta coefficient.

i

4 s restrictive in its assumptions: it allows for an explanatory as opposed to
of asset returns, and assumes that each investor will hold a unique
own particular array of betas, as opposed to a standard one that is
' et portfolio as postulated by CAPM. In many ways, APT would appear
vement but with a major limitation in the sense that the method does not
e identity of the explanatory factors in the model. The model appreciates
'l; since these explanatory factors in their aggregate, and their nature

time and varies greatly between economies.

-

48

i
i
{
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Performance Measurement

,jzrefers to the work of Terence (1989), who provided a basis for financial
f_ . Terence posits that the essence of performance management is to provide
‘?' the managements’ stewardship role in ensuring maximum return on the

‘ yed in the business. Several methods are available to measure financial

and they can be broadly categorized into two;
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1 methods

;
e .
THOUS

i

nethods rely on published financial statements to extract '
ility, earnings per share, return on capital employed, return to

on total assets and the growth rate of an enterprise.

v apf;l‘y ratio analysis in each of the key areas. Musyoki (2003)
es to the use accounting methods. He notes the fact the accounting
] “, they are based) is produced up to three months after the end of
i It is therefore historical and may thus have less value in making
‘:present let alone the future of the company. Accounting data is

e with International Financial Reporting Standard (IFRS) as

O
o

for accountants in Kenya. The use of these standard guides the
“estimates on matters such as depreciation with further brings in
thstanding the advantages, information from financial statements

- ely used by shareholders as a basis of evaluating the work of

nethods are external and are based on the price that an external party

-

ole or part of the company. These methods are more robust in the
markets, managers have little influence on price per share, which is
'~ forces of demand and supply. The methods are also closer to the
er as they reflect more closely to the price they will gain should they
their shareholding in open market. Musyoki (2003) concurs with
vho note the absence of perfect markets anywhere the world and the
Of market based methods. Empirical evidence pointing to Monday

‘,4?:"— on stock markets runs contrary to our expectations that investors

as such, the price on the market carries with it some market distortions.
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(1992) notes that it is unfair to use share price as a means to evaluate the work of

Sers since it is affected by interplay of factors beyond their control.

promise between the two approaches is the ideal in measuring financial
rmance. Industry leaders have led the way in developing methods to evaluate
" In the bankiﬁg Sector, the CAMEL model as developed by the Federal Reserve
suffices, it considers capital adequacy, asset quality, management, Earnings
and liquidity to evaluate performance.

F,u ood (1998) highlights six major indicators that are apt for micro-finance
tions, these include; portfolio quality, productivity and efficiency, financial
ability, profitability, advantage, capital adequacy, scale, outreach and growth. Kitaka
:: ) adopted these measures in his study surveying the financial performance
dicators by MFIs in Kenya. This study adopts some of these measures with some

- ifications. In the following sections, we discuss each of these measures.

perational self-sufficiency (OSS) is measure that provides information on how well the
perations are being executed. OSS is established by total financial revenues give itas a
oportion of total financial expenses, operating expenses and loan provision expense.
op erationally a SACCO will be deemed sound when it exhibits an OSS of 100%.
ancial Self Sufficiency (FSS), this measure expresses operating income as é portion of
operating expenses, financing costs, provisions for loan losses and cost of capital. A
ood SACCO shows an increasing trend in its FSS. Portfolio at Risk (PAR) is a cluster
":w ratios that taste the quality of the loan portfolio, in this study PAR will be given by
the total loan balances with arrears divided by the entire loan portfolio of the SACCO.
Outreach, on the other hand measures the extent of coverage by the SACCO to its

‘members.

26



i

atreach would include number of staff, number of clients served,
es and growth in membership numbers. Kitaka (2001) established
service provided by MFlIs is credit provision 50% of all MFIs surveyed.

sel
A

attern, outreach was based on the number of members issued with

-
¢ total number of members in a given SACCO.

of the Literature Review

,+ considered investment and its related theories. It reviewed in the
f»pu-ocess with its related stages. Empirical studies were reviewed to point to
)<

oe that is already known about the subjects of investments as well as financial
._“.";

ey findings in the literature reviewed raise the following poignant points. One, it

een pointed out that cooperatives are a special forms of business units that do not
E operate on maximising wealth due to agency problems between depositor and
j'u "I customer both of whom are members. This notwithstanding the literature
A ed point to the critical role that they play in financial systems of various
ountries which acquired more significance in the post 2007 banking crisis. Studies and
ontroversies on the role of regulation in the sector were considered and the absence of
consensus as to whether less regulation leads to better performance was underscored.
tis in this context that the study seeks to explore relationship between investment and

inancial performance among the deposit taking SACCOs in Kenya.
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CHAPTER 3

RESEARCH METHODOLOGY

3.0 Introduction

Thls part describes the procedures and methods used by the researcher to collect and
summarize evidence to answer research objectives. It covers the research design,
‘ population, data collection, models and techniques for data analysis. Regard was given
o cost and time in choosing thé best yet effective conceptual structure in which the

. 'study'is to be conducted.

- 3.1 Research Design

The study used a descriptive research design to investigate relationship between an

independent variables and dependent variables.

3.2 Population of the Study

The population of the study was all Deposit Taking SACCOs licensed under SACCO
Societies Regulatory Act as at July 2011. They were 45 in number and are included at

Appendix 1. The Study was a census, it used all the 45 firms, and there was no
sampling.

|
- 3.3 Data Collection

: The study wholly used secondary data. Copies of financial statements of all SACCs

licensed to carry out deposit taking business were sourced from the SACCO Societies

Regulatory Authority (SASSRA).
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; ort was made to trace secondary copies from the Ministty of Cooperative
yelopment and Marketing for SACCOs whose financials were notfound at SASSRA
or were incomplete in some regard. As discussed in the literature performance of a
{"'SACCO was measured by three key ratios; the financial self-sufficiency, Operational
gelf Sufficiency and Outreach. Investments were measured by their aggregate amounts

 expressed as a portion of the total asset value.

3.4 Data Analysis

Data collected was analyzed using descriptive statistics such as meanand median were
computed to assist in describing key attributes of the population. Interrelationships

between various measures of performance were tested using covariance and

correlation.

A regression model provided below applied on the data to describe the nature of
relationship between investment and other measures of financial performance. One
factor model was used whereby investment were considered the independent variable
while the other measure of performance were deemed to de be dependent on the level
of investment. Musyoki (2000) applies regression to taste relationship between quality
improvement and financial performance among commercial Banks in Kenya; He cites

the studies of Philips et al (1978) and O’connor (1973) who applied a similar method.
SPSS Software was in data analysis.

The model applied to regress the variables is as follows;
Y=a+bX1+U
Where;

Y= Are the dependent variables, which include Operational Self Suffiiency, Returnon
Assets, Financial Self Sufficiency, Portfolio at Risk and Outreach.
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X1 = Independent variable, the investment levels measured by the amount of

investments in the financial year ending 31 December 2009.

Since the dependent variable takes the form of a ratio, the dependent variable were

standardized by dividing the investment amount by total assets.
A, by, are the estimated coefficients in the regression model

U = Cumulative error term, which includes as the residual effects of factors not

incorporated in the model and measurement errors in the variables.

!

-t
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CHAPTER FOUR
DATA ANALYSIS, INTERPRETATION AND PRESENTATION

4.1 Data Analysis

Financial statements of 45 Deposit Taking SACCOs were sourced from SASSRA. Fach
set of financial statements were checked for completeness in terms of having a
statement of comprehensive income, statement of financial information, statement of
changes in equity, and additional statistical information. Statistical information
included the number of members and a division between members currently servicing a
loan and those who did not. When checked against these attributes only 33 SACCOs
had the requisite record to qualify for inclusion in the study. Efforts to source
additional information from Ministry of Cooperative Development and Marketing or
from individual SACCOs were not useful hence the elimination of 12 SACCOs at the
data analysis stage. However, with 33 SACCOs the respondents were large enough to

allow for generalization of research findings.
4.2 Key Attributes of SACCOs Surveyed.

Membership, the SACCOs under the study had a total of 761,697 members with the
largest SACCO having 98, 640 members and the smallest having 308 members. The
average membership per SACCO was 23,082 members. A majority of these members
63.81 % had a running loan with their SACCOs, Generally, SACCOs surveyed had a
homogenous group of members, mostly under common bond. The key groups included
lecturers, teachers, farmers; largely in dairy and tea sectors and transport business. The

salient features of membership are summarized in the table below;
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Membership, the SACCOs under the study had a total of 761,697 members with the
largest SACCO having 98, 640 members and the smallest having 308 members. The
average membership per SACCO was 23,082 members. A majority of these members
63.81 % had a running loan with their SACCOs. Generally, SACCOs surveyed had a
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lecturers, teachers, farmers; largely in dairy and tea sectors and transport business. The

salient features of membership are summarized in the table below;
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Table 4.1 Key Features of Membership

Attribute Mean Median Kurtosis Skewness
Membership | 23, 082 6,055 1.202 1.385

Though key attributes of the membership have been summarized, they in themselves
do not mean much since membership to a SACCO is a largely by common bond. There
is very little direct competition for membership among SACCOs since the law prohibits

membership to more than one SACCO at a time.

Asset Base, the SACCOs surveyed had cumulatively Kshs 61.84 billion as assets from
the statements of financial position. The mean asset base was 1.6 billion with 12
SACCOs (out of 33 SACCOs surveyed) had an asset base of over a billion Kenya
shillings. These findings indicate a heavy investment by SACCOs in assets that could
as well be tying away critical funds that could be availed to members as loans. Absence
of liquidity in SACCOs leads them to borrow for on ward lending to members which

increases their financing costs.

Loans, collectively the SACCOs had loaned of KSHs loaned to 47, 562, 468 to members,
averaging 63,000 per member. Significantly, these had a provision of Kshs 719, 249, 254
representing 15.12 % of the amount outstanding on the loans. In the context of
nonperforming loans, the provisions seem somewhat too little to cover for the potential
exposure. Included in the figures in some SACCOs are loans made to non-members or
persons who have ceased being members or staff of the SACCO. Since chances of
recovery of such amounts appear remote, SACCOs ought not to carry the same in their
books. A majority of SACCOs had significant variances between the loan registers and
the ledger balances. This would indicate poor internal control systems and a possibility

of huge losses once these amounts are written off.

T'he major categories of loans among SACCOs include; school fees loans, emergency
loans, and development loans. The latter is normally long term while the former two

types are extended for periods not more than one year.
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Incomes, collectively in the year of study the SACCOs generated 4.5 billion as SACCO
financial revenues against direct and related financial expenses of 1.5 billion. The mean
financial revenues were 133, 718, 225, interestingly however is the fact that only 9

SACCOs had financial incomes above the industry average. This reflects only 27% of

the societies surveyed.

Investments, the SACCOs studies had placed Kshs 3.4 billion in various investment
options. The investment destinations included off shore investments, shares in quoted
and unquoted securities. Other funds were placed into special purpose investment

vehicles such as housing schemes
4.3 Descriptive Measures and Study Variables

The study had five variables and descriptive measures were computed and are

summarized in the table 4.2 below;

Table 4.2: Summary of descriptive statistics for study variables

Attribute Mean | Median | Kurtosis | Skewness
0SS 0.7885 | 0.8522 6.606 2.3453
FSS 0.7968 | 0.5786 6.2961 2.2877
Outreach 0.6807 | 0.6300 1.8031 1.8662
PAR 0.7795 | 0.8000 3.8585 -0.0819
Investment 0.0803 | 0.0527 6.026 2.3406

4.4 Measures of Performance

Arising from the findings about descriptive attributes of each a variable, a discussion is

summarized here below;
Operational Self Sufficiency

Industry mean for operational self -sufficiency was at 0.7885 with over 10 SACCOs
lying above the average. The ideal ratio for an OSS is 1 and therefore SACCOs with an
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OSS of less than 0.5 are considered to be very week. In this weak category was another
batch of 10 SACCOs. Survival for SACCOs is threatened by a high exposure that nearly
matches operational revenues to operational costs. This is the reason that accounts for
cash flow constraints whenever f)ayments are delayed from the parent organization. In
terms of the general pattern of OSS, it was skewed to the right with the median being
slightly higher than the median. The implication here is that more SACCOs tended to
have an OSS closer to 1. This is further supported by the statistics that indicates that
only 10 of the 33 SACCOs surveyed has an OSS less than 0.5.

Financial Self Sufficiency

This ration matches financial revenues to financial costs. It helps establish how much of
internally generated revenues are available for lending to members as loans. A SACCO
that predominantly used borrowed funds for onward lending to its members will
exhbit an FSS closer to 1 owing to higher borrowing costs. In the SACCOs surveyed this
tended to be the case with the industry OSS at 0.79. Significantly, Harambee, Borabu,
Muramati, Kenversity, Magereza, Ardhi and United Nations SACCOs had an FSS of
more than 1. In this category is Kenversity that had won an award for proper financial
reporting FIRE Awards in 2011. It seems therefore that SACCOs with better reporting

frameworks tend to have better financial management structures.

Portfolio at Risk

The industry reported a mean PAR of 0.7795 and a median of 0.8 but with a negative
skewness of -0.0819. Generally, the risk management concept and practice is severely
lacking as evidenced by under or no provision for loan losses in some SACCOs.
Additionally the pressure to report higher profits has led some SACCOs to be reluctant

in writing off loan amounts that are evidently uncollectible.

34

o

Pelud



Outreach

Outreach was measured as a comparison of members with loans to those without; the
industry averages reflect a near normal distribution with a mean of 0.6807 and a median
of 0.6300. Many members view SACCOs as the primary source for stable and cheap

finance and more than half have made good and have running loans with their

SACCOS.

Investment

There is a general apathy towards investment among SACCOs with many preferring
limiting themselves to the core business of loaning money to members. The industry
average was 0.0803 and a median of 0.0527. Data on investments was generally
positively skewed and had kurtosis of 6.026. While this study showed no positive
- relationship between investments and other measures of performance, it is possible that
the investment decisions made by management committees were less than optimal

thereby not making significant contribution to performance.

4.5 Measures of Relationships

The study had adopted a single factor model premised on a plausible assumption that
investments generate additional returns, take away free cash flows and the associated
liquidity handling costs and therefore a significant positive correlation was expected

between the level of investment and the various measures of performance.

Investments and Financial Self Sufficiency, when analyzed the relationship revealed a

positive intercept, a negative slope and a very insignificant coefficient of determination.
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Investments and Operational Self Sufficiency, when analyzed the relationship revealed
a positive intercept, a negative slope and a very insignificant coefficient of

determination.

Investment and Outreach, when analyzed the relationship revealed a positive intercept,

a negative slope and a very insignificant coefficient of determination. The results of

regression are as summarized in Table 4.2 below;

Table 4.2: Regression against Investment

Variable a b r r2

Outreach 0.692186 | -0.1432 -0.12960 0.0168
Portfolio at Risk 0.78036 -0.8311 -0.05627 0.0032
Financial Self Sufficiency 0.945764 | -1.8556 -0.28470 0.0811
Operational Self Sufficiency | 0.78939 -0.11432 | -0.00176 0.0000

-
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter summarizes the key findings, the information such findings present and

gives an indication of the decisions that managers are likely to taken in light of this

study
5.2 Summary of Findings and Discussions

The study established that a majority of SACCOs operate businesses that are closely
related to their members or incorporated special purpose vehicles for their investments.
Investments were standardized using the total assets resulting in a noticeable pattern.
The mean investment was at 0.0805 of the asset value with the lowest reporting 0.2%

and the highest reporting 45% of its asset value.

Operational self-sufficiency gives a measure of how stable a SACCO is and it is ideally
to be measured across time in a longitudinal study. The rule of the thumb is that an
OSS of 1 or an increasing OSS over time is desirable. In the study, the mean OSS was at
0.7884 and up to 6 reported satisfactory approval of over 1. A large number of firms 22
in total reported an OSS of less than 1, hence the need to improve their exposure by

reining in on the increase in the operational costs.

Financial self-sufficiency is a critical measure to SACCOs since it measures the
efficiency with which they are executing the lending function. A well performing
SACCOs will experience more interest income than the interest expense implying an
ability to plough back some of its own generated resources into loans to be given to

members.
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Such efforts improve the operations and deals with a risk more prevalent in SACCOs
where they operate with high borrowing and the associated costs. In the study up to
eight, SACCOs showed an FSS of more than 1, 22 firms showed an FSS above the mean.
These findings mirror those of operationally self-sufficiency an indication that SACCOs
may appear to match their current incomes to current expenditures. This short-term
approach negates the long-term profitability and sustainability of the society. There is
need for manager to better manage their assets and reduce reliance on corporate loans

largely from the Cooperative Bank of Kenya

When investment was regressed on various measures of performance and the related
coefficient of determinations computed the result showed little correlation between
investment and performance of a society. Arising from these findings, it would appear
that aggressive investment strategies do not necessarily lead to better overall
performance of a SACCO. Manager therefore are better off approaching investments
more cautiously especially where the significantly add to their operational costs. On the
hand, managers when only select investments that provide only dividend earning

possibilities without the attendant operational costs.

5.3 Key Conclusions

With co-efficient of determination of less than 1%, between investment and other
measures of performance, this study fails to find any significant linkage between the
level of investment and financial performance of a deposit taking SACCO in Kenya for
the 2009 financial year. Managers of Deposit taking SACCOs are thus encouraged to
pursue investments in a cautious manner since they do not directly and in any

significant manner lead to improved overall operations.
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5.4 Major recommendations

The findings of the study point to several areas in the operations of SACCOs that need

to be improved to ensure their success. These include the following;

On investments, there is need to ensure that managers choose investments that provide
marginal returns over and above the interest income that is received on loans given to
members. The very reason for low association between investment and performance is a
reflection of less than optimal allocation of resources. The trade-off between giving
loans and engaging in investment activities needs to be carefully evaluated to assure

only courses of action that assure positive NPV are selected.

On financial self-sufficiency, there is heavy reliance on borrowing largely from
cooperative bank of Kenya for purposes of lending to members. A noticeable pattern is
- that of using overdrafts that come at huge costs. Working capital management is an
area that deserves attention among the SACCOs. During the study, one society had

fixed deposits and an overdraft facility concurrently.

Operational costs were significantly high in relation to operational incomes. There is
need for management committees to adopt effective organizational structures that are
supported by competent personnel to deal with operational challenges. The challenges
noted in the manner in which SACCOs prepared their financial statements are pointers

to failure to recruit competent accountants.

5.5 Limitations of the Study

A number of factors have limited the empirical analysis of this study. Fach of the major

limitations is discussed below;
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The study was based on secondary data wholly obtained from financial statements.
Many studies point to several reasons to discount the use of such information with the
main reasons being they are historical and they apply estimates. In the process of
making such estimates, however judicious one may want to be there is always room for

bias. Further Accounting data suffers from allocation differences and errors, which

limit comparability.

Another challenge particular to the SACCO movement is the manner in which they
prepare their financial reports. Huge suspense accounts, absence of provisions, and

improper asset classifications were noted. Such differences could not be cured before

data analysis.

At the time of study, only 45 SACCOs had been licensed. When compared to over 3500
cooperatives in operation in Kenya, it would appear that this was rather to small a
sample size. The choice was informed by the readiness with which the financial

statements could be found hence the preference for the regulated SACCOs.

The study used a single factor model and noted very high-unexplained changes in the
dependent variable that are not be attributable to changes in the independent variable.
Several theoretical reasons may account for this, one there may be no plausible
relationship between investment and other measures of performance. The findings
seem to negate the notion that SACCOs can improve performance by venturing
aggressively into investment. Theoretically, therefore one can postulate that there is
another variable or a set of variables not captured in the model that could very well
proxy performance. On the other hand, it is possible that a combination of variables is

responsible and hence a multiple factor model may be ideal.

Additionally, the study was limited to deposit taking SACCOs, there is reason to
believe that regulations cause market distortions an opportunity to compare these

findings with a similar sample from the non-deposit taking SACCOs.
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5.6 Recommendations for further Study

Several attempts can be made as a way to improving the study and curing some of the
challenges noted as detailed among the limitations. In order to cure challenges relating
to use of accounting information pre-selection can be done so that only those with good

financial statements are incorporated in the study.

It is expected that as SASSRA and ICPAK continue making effort to improve the record
keeping among deposit taking SACCOs the overall use-ability of these accounts will
improve. A significant reduction in accounting differences will occur once SACCOs
adopt the MKOPA SACCO template that has been developed by ICPAK and approved
for use by SASRA. It will be useful to conduct another study among SACCOs using a

similar template and compare the results.

Progressively more and more SACCOs are being licensed by SASRA and a study in the
future will comprise more than 33 SACCOs used in this survey. This will further
improve the study since a larger sample size will make it possible to generalize the

study findings.

The single factor model failed to link investment to other measures of performance
among SACCOs. Possibility exists that the model had less explanatory power since it
was a single factor model. Another study structured to incorporate several variables

will add to the body of knowledge linking organizational performance to investment.

The study was limited to deposit taking SACCOs, which are more regulated as
compared to other forms of cooperative societies. Opportunity exists for a comparative

study among a sample of deposit taking and non deposit taking SACCOs
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Appendix I

List of deposit taking SACCOs
1. Stima Sacco Society Ltd
2. Baringo Teachers Sacco Society Ltd
3. Tai Sacco Society Ltd
4. U.N Sacco Society Ltd
5. South Imenti Tea Grower’s Sacco Society Ltd
6. Kenya Highlands Sacco Society Ltd
7. Bandari Sacco Society Ltd
8. Gusii Mwalimu Sacco Society Ltd
9. Wakenya Pamoja Sacco Society Ltd
10. Meru South Farmers Sacco Society. Ltd
11. Kilifi Teachers Sacco Society Ltd
12. Kitui Teachers Sacco Society Ltd
13. Ndege Chai Sacco Society Ltd
14. Tenhos Sacco Society Ltd -
15. Nyamira Teaﬁ Farmers Sacco Society Ltd
16. Nyeri Sacco Society Ltd
17. Kakamega Sacco Society Ltd
18. Kisumu Teachers Sacco Society Ltd
19. Kipsigis Teachers Sacco Society Ltd
20. Mombasa Teachers Sacco Society Ltd
21. Borabu Teachers Sacco Society Ltd
22. Chai Sacco Society Ltd
23. Mombasa Port Sacco Society Ltd
24. Muramati Sacco Society Ltd
25. Bingwa Sacco Society Ltd
26. KMFRI Sacco Society Ltd
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APPENDIX 11

Table 2: SACCOs and Key Performance Indicators

Sacco OSS | FSS PAR Outreach | Investment
1 |2NK 0.7974 | 0.5331 |0.8260 | 0.6300 0.1930
2 | Afya Cooperative 2.0497 | 0.2708 | 0.8000 | 0.6300 0.1229
3 | Ardhi SACCO 0.5786 | 1.1733 | 0.8345 | 0.6300 0.0121
4 | Bandari 0.5594 | 0.7974 | 0.8000 | 0.6300 0.1091
5 | Borabu Farmers 0.5592 |2.0497 |0.7910 | 0.8889 0.0144
6 | Bungoma Teachers 0.5380 | 0.5786 |0.8198 | 0.6300 0.1149
7 | Chuna Cooperative 3.3345 | 0.5598 |0.8570 | 0.6300 0.0098
8 | Egerton University 1.7157 1 0.5592 |[0.7130 | 0.6300 0.0527
9 | Githunguri Dairy 0.9848 | 0.5380 | 0.8000 | 0.8267 0.0427
10 | Harambee Cooperative | 0.1943 | 3.3345 | 0.9000 | 0.6300 0.0565
11 | Kenversity 1.6799 | 1.7157 |0.8218 | 0.6300 0.0087
12 | Kenya Police Staff 0.3112 | 0.9849 | 0.8150 | 0.6300 0.0394
13 | Kilifi Teachers 0.7094 | 0.1943 |0.7490 | 0.6331 0.1017
14 | Magereza 0.4535 | 1.6799 |0.5460 | 0.6300 0.0137
15 | Meru North Farmers 0.5488 | 0.3112 | 0.8000 | 0.9675 0.1281
16 | Moi University 0.5822 | 0.7094 |0.9074 | 0.6300 0.0105
17 | Muramati 0.7104 | 0.4535 |0.7140 | 0.6300 0.2793
18 | Baringo Teachers 1.7277 1 0.5488 |0.4390 | 0.6300 0.3407
19 | Kenya Highlands 0.3933 | 0.5822 |0.8101 | 0.6300 0.2005
20 | Chai 0.6459 | 0.7104 |0.6338 | 0.6340 0.1039
21 | Nacico 0.8090 | 1.7277 | 0.8564 | 0.6540 0.1011
22 | Mwalimu 0.2379 10.3933 |0.7920 | 0.6630 0.0024
23 | Ndege Chai 0.3921 | 0.6459 |0.8623 | 0.6560 0.0571
24 | Ogembo Teachers 0.7059 | 0.8090 |0.8100 | 0.8889 0.0248
25 | Suba Teachers 0.3356 | 0.2379 | 0.5177 | 0.9631 0.0567
26 | Taita Taveta Teachers 0.4765 |0.3921 |0.8910 | 0.6312 0.0137
27 | Teleposta 10327 | 0.7059 |0.8711 | 0.6311 0.0539
28 | Ufundi 0.3459 | 0.3356 | 0.8535 |0.6417 0.0185
29 | Ukulima 0.1923 | 0.4765 |0.8315 | 0.6300 0.0069
30 | United Nations 0.7166 | 1.0327 | 0.2600 | 0.6300 0.0541
31 | Wakenya Pamoja 0.7921 | 0.3459 |0.8516 | 0.9146 0.0247
32 | Wananchi 0.1932 | 0.1923 | 0.9970 | 0.6357 0.4589
33 | Wanandege 0.7166 | 0.17166 | 0.9430 | 0.6317 0.0306
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