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Abstract 

 

This paper is written in the context of a development  bank funding for livestock 

development in the arid/semi-arid areas of Kenya. A number of activities in the 

funding proposal  will be supported by credit. They include beekeeping in small units, 

small scale honey refineries, a mini dairy plant to process camel milk, some rural 

tanneries, small stock and beef farming, Some of these will be  individually owned 

and operated enterprises, e.g., beekeeping, while others will be owned by groups or 

associations, e.g., honey refineries, rural tanneries and the mini dairy. The financial 

viability of some of these enterprises is analysed, then organisation and operation of 

selected credit institutions involved in rural and micro finance business are reviewed 

in order to develop guidelines for selecting appropriate institution(s) for administering 

the credit components of the programme. 

 

1. Financial Analysis of Credit Supported Enterprises 

 

 

1.1 Beekeeping 

 

Kenya exported  0.97, 5.05 and 0.35 tonnes of honey and 0.18, 7.50 and 16.00 tonnes 

of bee wax in the year 1998, 1999 and 2000 respectively. On the other hand, import 

amounted to 25.0, 52.7 and 63.3 tonnes of honey and 0.96, 0.44 and 0.37 tonnes of bee 

wax in the corresponding years (Unpublished data from the National Beekeeping 

Station). This is in spite of the fact that the agro-ecological environment in Kenya, 

especially in a significant part of the ASAL region, has the potential to produce enough 

honey for local market as well as for export.  

 

Beehive is the principal component of the beekeeping technology.  Farmers in the 

ASAL region use traditional beehive that give low yield and since proper honey 

extraction methods are rarely used, the quality of honey produced is generally poor. 

Consequently honey processing firms either pay very low price or sometimes reject 

such products while prices received in the local market is also very low. In the absence 

of quality control and standard and certification, adulteration is also rife which also 

undermine consumer confidence in the local market, as they are unable to differentiate 

good product from the bad one. Therefore, the project intends to promote a package of 

improved production and on-farm processing technology to produce crude honey for 

sale to honey processing firms for further processing to produce refined honey for local 

and upmarket consumers. Farmers will be supported in six districts where small honey 

                                                 
1
 Working paper for the Kenya ASAL-Based Livestock Development Programme, 

African Development Bank, Abidjan, Cote de’Iviore, November 2002. 
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refineries will also be supported to provide market access for crude honey. The districts 

are West Pokot, Laikipia, Baringo, Makueni, Narok and Tana. 

 

The technology package is composed of Kenya Top Bar Hives (KTBH) and related 

accessories, which give high yield and good quality honey.  In theory, the technology 

package is divisible and scale neutral as any number of hives can be used as a production 

unit and any one interested in beekeeping can use it. However, because of the need to 

optimally use the associated accessories, e.g. bee suit, smoker, bee brush, catcher box, 

feeder box, honey and wax extractor, it is assumed that a  package composed of 20 

KTBH and related accessories will constitute the minimum size of a production unit.  

Therefore, anyone interested in obtaining credit for beekeeping is assumed to use this 

minimum production unit, hence the financial analysis has been done for such a unit 

 

A 20 KTBH production unit will require the following initial investment: 

 

Beehives, 20 @ 1200    Ksh  24000 

Bee suit   2  @ 2400       4800  

Smoker 2 @ 500      1000 

Bee brush  2 @ 20          40 

Catcher box 2 @ 650      1300   

Feeder box 10 @ 170      1700 

Wax extractor 1 @1200     1200 

Posts for hanging 24 @ 100     2400 

Refining equipment      3000  

 

Total      39440 

 

It is estimated that annually an additional KSh5000 will be required for labour, 1200 for 

laboratory analysis of honey samples ands 5000 for marketing (transport costs etc).   It is 

further assumed that the KTBH and accessories will have a productive life of  six years 

with constant rate of depreciation. 

 

The National Beekeeping Station found that under ideal conditions about 30kg of crude 

honey per year (about 15 kg per season) could be obtained from each KTBH. However, 

actual field conditions and management practices may vary widely across the ASAL 

region and between individual farms, so actual average yield is expected to be much 

lower than 30kg per year. During field visits, crude honey prices were reported to be 

between 80-120 KSh per kg in different location but this variation could be also due to 

quality differences. Since yield and prices are two of the most of important factors that 

may determine the profitability of the beekeeping enterprise, and since single values of 

these parameters were difficult to find, the financial analysis was done by using a 

combination of two yield levels (20 and 15 kg crude honey per hive per year) and two 

price levels (100 and 80  KSh per kg crude honey). Both parameters were assumed at low 

to medium levels in relation to actual potential. The results for these combinations are 

shown in Table 1. 

 

Table 1. Rates of return for beekeeping under different yield and price scenarios 

 

Yield/hive/yr 

Kg 

Price/kg crude honey 

KSh 

IRR 

% 

NPV at 20% NPV at 22% 
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20 100 304 46156 43234 

20   80  82 19556 17899 

15 100  58 12906 11565 

15   80   2 -7044 -7436 

 

 

Although the rate of interest for the loan is yet to be determined, it is anticipated that the 

rate will be 20-22, which is within the current rates for rural and micro-finance operations 

in the country. At that rate of interest payment, the enterprise appears to be highly 

profitable at medium yield and prices of the theoretical potential but if yield and/or price 

level fall to the lower end of the prevailing market, profitability falls drastically. Since 

market price may be more volatile and is beyond the control of the individual farmer, the 

leverage for keeping profitability high may lie in improved technical management and 

better yield.  It is also reasonable to assume that marginal increase in the scale of 

operation (number of hives)  will increase profitability as unit costs will reduce due to 

more extensive use of the accessories.  

 

1.2 Honey processing 

 

There are 33 small honey refineries located in various districts of Kenya including a few  

in ASAL districts. Each refinery has a capacity to process 2-20 tons of crude honey per 

year but only 8 of them are currently operational at varying degrees of capacity 

utilization. At least two of the operational ones are externally supported – one by World 

Vision and another by  a local government authority. Among the non-operational ones, 

three were at different times supported by one or the other national development 

agencies. The primary problems these refineries face include: inadequate supply of good 

quality crude honey, high yearly variability in supply and production due to climatic 

variability, leading to inability to maintain flow of supply to regular buyers which then 

require extra effort to find market when production goes up, lack of operating cash as 

honey buyers usually pay in arrears at certain intervals for the quantities supplied while 

cash is needed to purchase crude honey within a short production season, and overall lack 

of a proper business plan for the operation as most are owned by groups and 

cooperatives.  

 

Although access to credit for operational capital may make some of the refineries 

functional or enhance their capacity utilization by allowing them to purchase and process 

more honey than they are currently doing, it is apparent that without significant increase 

in the supply of good quality honey, these refineries may not become financially viable or 

solvent. Therefore, it is proposed that 6 functional or partially functional refineries be 

supported with credit in two phases (4 in year one of the project and 2 more in year 4 

after the mid-term evaluation) and that these are located in areas where the credit support 

will be provided for improved beekeeping as described above. Thus, improved 

production will be linked with better market access to be provided by the refineries 

through a network of their buyers/traders in addition to buying honey directly from the 

farmers. 

 

The first four refineries to be supported are: Kodich in West Pokot district, Ruai in 

Laikipia district, Mugoswork in Baringo district and Kibwezi in Makueni district. The 

two in the second phase are : Abossi in Narok district and Mambula in Tana district. 
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The installed capacity of the selected refineries varies from 5-20 tonnes per year, so their 

credit requirements will also vary. However, this analysis is done for an average unit of 

10 tonnes capacity. The physical conditions of the refineries are also in variable, some in 

good running condition requiring minor renovation while others will require significant 

renovation because of a period of non-use and lack of maintenance. Therefore, an 

estimated KSh 600,000 is allocated for renovation work for an average unit. An 

additional KSh 1.44 million is allocated as operating capital to purchase honey and pay 

utilities e.g., water, electricity, and other costs. It is further assumed that renovation in the  

first year will be undertaken ahead of the honey season to resume full operation of the 

unit and the working life will be 10 years with increasing rate of depreciation. This means 

that in later years, repair and maintenance cost will increase.  It is also assumed that a 

new business plan should accompany the credit-based operation. This will include 

renovation of the refinery equipment and facilities, development of a network of honey 

suppliers by providing credit out of the operational revolving fund for purchasing honey 

from distant local markets and encouragement of nearby beekeepers to sell honey at the 

refinery gate, explore the possibility of selling  refined honey in bulk to larger honey 

processors who have brand names rather than own packaging and retailing as in the 

absence of a good brand name and marketing infrastructure, reaching the up market 

consumers may be difficult. 

 

During field visits, purchase price for crude honey was found to vary between KSh 80-

130 per kg  in different locations and also prices varied according to the location of 

purchase, i.e. factory gate, farm gate or at the local market. For the purpose of this 

analysis, a price of  KSh 120 per kg, which was the modal value, was used. Based on 

field observation and experience of the National Beekeeping Station, it was assumed that 

one kg of crude honey will yield 0.67 kg of refined honey and 0.10 kg of wax. Price of 

refined honey was found to vary from  KSh 200 –300 per kg across the districts and 

refineries selling them. The variation was due to several factors including the quality and 

reputation, packaging and presentation (most were not presented in a manner that would 

attract high market customers irrespective of whether the content was high class honey or 

not), and market outlet used. The price of wax was reported to vary from KSh 200-300 

per kg. Given the extent of variation in honey and wax prices, use of a single set of prices 

was found problematic. So the analysis was done using a combination of honey and wax 

prices. Also two major selling strategies were considered: bulk selling to larger 

processors without bottling/packaging so packaging cost will not be required, and 

bottling/packaging for whole sellers so extra cost of packaging and promotion will be 

involved.  and the results are shown in Table 2. 

 

Table 2. Rates of return of a small honey refinery under alternative honey and wax price 

scenarios 

 

Honey price/kg  

(KSh)         

Wax price/kg 

(KSh) 

   IRR (%)      NPV at 20% 

 (KSh) 

NPV at 22% 

(Ksh) 

Sold in bulk to large 

processors 

250 

 

 

          250 

 

 

        162 

 

 

829713 

 

 

762107 

230 250  54 279550 246589 

250 200 110 620090 565947 

230 200  27  58298  40241 

220 250  18 -12974 -26453 
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Packaged for wholesalers 

250 

 

250 

 

100 

 

549569 

 

500989 

230 250  18 -12222 -24717 

 

 

It appears that the enterprise will be highly profitable under a range of honey and wax 

prices but honey and/or wax price below 250 KSh per kg may make the business highly 

vulnerable. High average capacity utilization and a stable market outlet with stable prices 

will be key to success of the business. Selling honey in bulk to large processors may be 

one way to ensure that that stability.   

 

At reasonably good honey and wax prices, the rate of return is very high partly because 

the investment is mainly for operating capital and not for plant establishment. However, 

the high rates of return on the operating loan may allow the refineries to capitalise the 

gains for reinvestment or expansion of refinery capacity in due time. This is likely to be 

an indirect contribution of the project to create additional market for beekeepers and 

others involved in the business.  

 

 

1.3        Mini dairy for processing camel milk 

 

It is estimated that camel population in Kenya has increased from about 600,000 to 

900,000 in the last 20 years and camel raising has expanded from arid to some of the 

semi-arid areas, especially in the Samburu, Laikipia, Rift Valley and more recently to 

Maasailand, Taita Taveta, Kilifi and Kajiado. The camel is a more milk provider 

during dry seasons and drought years than other species of livestock. The average 

female camel produces five to ten times more milk than a cow under similar condition 

due to its prolonged lactation. The camel is kept in the ASAL region of Kenya as a 

food security animal. However,  increased camel population and expansion of camel 

in non-traditional areas has also led to increased camel milk production some of 

which is increasingly traded in the market – both local and distant urban markets in 

Nairobi and other provincial towns. During the rains, the extent of marketable surplus 

production increases but problems of transport and milk hygiene also increase. 

Consequently, the distant markets either remain inaccessible to producers or  because 

of deterioration of quality during long transport to urban markets, the product fetch 

low prices. This problem can be overcome by establishing mini-dairies in principal 

collection points (district towns) in the ASAL region to improve the quality and 

hygiene of milk before transporting to urban markets. Milk may be chilled, 

pasteurised  or  fermented (to a product called suza) which can be transported over  a 

longer period without loss of quality, and therefore will fetch a higher price.  

 

It is proposed that a mini dairy will be established by the Kenya Camel Association in 

Garissa town, where currently  supply from a catchments of about 100 km radius is 

assembled for local consumption as well as for supply to Nairobi and other towns. 

The proposed mini dairy will enhance market access to more producers and will 

ensure supply of good quality milk to distant markets. It is proposed that a mini dairy 

with daily processing capacity of a maximum of 500 kg raw milk will be established 

at a cost of  KSh 800,000 during year 1 of the project. From year 2, operating fund 

will be needed  for  purchasing milk, packaging, meet transport cost and  cost of milk 

sample analysis. In year 2, an investment of KSh 120,000 will be needed for 
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workshop, field days and market promotion among both producers and consumers. 

Operating cost will change subsequently.  

 

It is assumed that the plant will normally process 400 kg of raw milk daily (80% 

capacity utilisation), will  run for 350 days a year (remaining days are allowed for 

major cleaning or temporary shutdown for repairs etc) and will have a working life of 

10 years with straight line depreciation. Based on current market prices for buying 

from producers and selling in urban markets, the analysis has been done using a 

combination of purchase and sale prices and daily processing volume (Table 3). 

 

 

Table 3. Rates of return for a mini dairy under alternative assumptions 

 

Daily processing, 

kg 

Purchase 

price/kg, 

Ksh 

Sale 

price/kg, 

KSh 

IRR, 

% 

NPV at 20% 

KSh 

NPV at 22% 

KSH 

400 25 31 30 244610 183540 

400 25 32 48 714890 618032 

400,450 from yr5 25 32 43 696311 588090 

400,450 from yr 5 25 31 35 413003 333642 

350 25 32 33 303395 237852 

350 25 31 15 - - 

 

 

It appears that the enterprise is reasonably profitable under a range of purchase and 

sale prices and daily capacity utilisation.  However, a significant reduction in plant 

capacity utilization due to seasonal variation will make the enterprise financially 

vulnerable. On the other hand, if the processed product find good acceptance among 

consumers and  if consumers are willing to pay premium price for better quality 

product, the rate of return will be much higher than those shown at current prices. 

Also if the rate of return is calculated on the basis of actual cash outlay (cash need for 

milk purchase is  only equivalent to one month’s purchase as a revolving fund since a 

round of collection from traders in urban markets may require up to one month), IRR 

of nearly 300% is generated.  Such a high rate of expected profit in fact encouraged 

the KCA to ask for the loan and the KCA has indicated that the profits from the plant 

will be capitalised to establish additional mini dairies in other districts, which appears 

to be a realistic objective. By doing this, many more farmers will be provided market 

access while making camel milk accessible to a larger number of consumers. 



 7 

2.       The Structure and Operation of Selected Credit Institutions 

 

 

2.1 Introduction 

 

Two points of clarification are needed at the outset. First, the GOK project under 

consideration is not a credit project per se, rather some minor activities within the overall 

project will be supported through credit. Second, credit for all the enterprises and 

beneficiaries to be supported cannot be categorised as micro-credit in the conventional 

sense rather some may be categorised as rural credit. Although no formal single 

definition of micro-credit exist, it is generally accepted that micro-credit refers to small 

amount of credit targeted to poor people without cash and material collateral to help them 

undertake activities that may generate adequate income to get them out of poverty. Some 

other features of micro-credit include flexible repayment schedules, in terms of timing 

and  amount per instalment, to fit cash flow and capability of the borrower. On the other 

hand , rural credit is defined in a much wider sense both in terms of the size of loan and 

its scope and often with rigid repayment schedules with fewer instalments that may or 

may not always fit the cash flow of the business enterprise  (Adams and Von Pischke, 

1992; Moll, 1993;; Bornstein, 1996; Yaron et al., 1997; Yunus, 1998). High interest rates, 

high overhead costs of micro-lending, and short repayment schedules are sometimes 

listed as major problems for administration of micro-credit. However, in view of 

exorbitant interest rates charged by informal lenders, reasonably high interest rate for 

formal sector micro-credit may not be the main consideration for poor households, 

instead easy and quick access and adjustment of the repayment conditions to their 

capabilities may be more important.  In fact, interest rates that are sufficiently high to 

enable continuous operation of micro finance institutions are a necessary condition for 

permanent access to credit and savings services for poor households (Yunus, 1998;  

Moll, 2001).  

 

Therefore, in trying to identify appropriate credit institution(s) to administer the credit 

components of the GOK project, it will not be necessary to follow the entire guideline, 

procedures and criteria enumerated in the Bank’s operational guidelines for rural 

financial sub-sector
2
 nor will it be necessary to undertake a review of the entire credit 

market in Kenya. The Agricultural Finance Corporation (AFC) has been the main vehicle 

for channelling agricultural credit to farmers since 1963. Other institutions involved in 

agricultural and other aspects of rural financing are the Co-Operative Bank of Kenya, 

Rep Bank, Kenya Women Finance Trust, Women Economic Development Co-Operative, 

Financial Services Associations or village banks, Small-scale Co-operative Savings and 

Credit Organisations, Local Credit Unions, some Non-government Organisations 

administering targeted development projects and activities and some commercial banks 

such as the Barclays Bank. In general, the AFC and the commercial banks have served 

mainly the large scale commercial farms and agri-business operations much more than 

the smallholder sector. Only about 2% of smallholders in the country  reportedly have 

access to formal farm credit. Overall supply of  credit for the agricultural sector in 

general and the livestock sub-sector in  particular has been highly inadequate partly 

because of the risky nature of agricultural activities and high transactions costs of dealing 

with many small enterprises spread over wide areas. Access to credit for smallholders has 

                                                 
2
  In the Bank’s draft guidelines, rural and micro-credit is used interchangeably, which may not be 

meaningful when instead of supporting a full credit project, elements of a development project is 

supported through credit of varying types and sizes (ADB, 2002). 
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become more difficult in recent years due to liberalisation and inflation leading to 

increased interest rates that are generally much higher than the rate of return on 

investment. Most of the formal credit organisation including NGOs has their principal 

facilities and operations in the high and medium potential areas with marginal operational 

infrastructure in the ASAL region, where livestock production is the dominant enterprise 

and most producers are mobile. Some NGOs and microfinance organisations operating in 

the ASAL region provide credit for specific project activities, principally non-farm 

activities to diversify income.  

 

Given this, what follows is a brief review of selected credit institutions that serve rural 

Kenya with a view to provide a background for the identification of appropriate credit 

institution(s) to administer the credit component of the project. The structure and 

operations of the AFC, the Co-Operative Bank of Kenya, the K-Rep Bank and Kenya 

Women Finance Trust  are discussed below as these are the major organisations that have 

expressed interest to administer the credit component of the GOK project.  

 

2.2 The Agricultural Finance Corporation (AFC) 

 

2.2.1 General functions and performance 

 

The AFC was established in 1963 out of the defunct Land Bank of Kenya, which was 

pioneered by the colonial rulers in 1931 to finance agriculture. The AFC has played a 

significant role in agricultural financing in the past with a wide and strategically located 

branch network, experienced technical staff and up to date accounting system. The initial 

funds to AFC came from the government in two categories: irredeemable interest bearing 

loan for which AFC only pays interest in perpetuity, and redeemable loans, which are 

repaid in full. Since inception it has relied mainly on government fund appropriations and 

to a varying degree on bilateral, multilateral loans, and the Corporation’s internally 

generated funds. In case of externally generated funds, the GOK borrows the funds and 

on-lend to farmers at subsidised interest rates through AFC as the agent under subsidiary 

financing arrangement. The loan carry special terms and conditions including interest 

rates and repayment conditions since they target specific development projects identified 

by the government.  

 

It is rather difficult to provide a clear picture about the operational  performance of the 

AFC as various data provided by the Corporation are neither for the same period nor of 

the same set of activities. However, the available data are presented below in order to 

derive some general conclusions. Figures shown in Table 4 indicate that about 75% of 

AFC’s loan disbursement during its life time was targeted to large-scale operations, 

especially commercial farms and agri-business enterprises, and for land purchase. Only 

14% of loan was disbursed to small-scale enterprises and an additional 11% was 

disbursed as seasonal loan for cereal crop production on behalf of the government under 

its food security programme, so it may be assumed that a part that loan might have 

reached  some small farmers. A different picture emerges for the 1983-94 period when 

over 80% of the number of loans and about 50% of disbursed funds went to small-scale 

farmers (Table 5). An analysis of AFC’s loan portfolio movement over the period 1983-

97 shows that the share of large scale farms increased from about 36% in 1983-84 to 

about 45% in 1997, that of seasonal crop sector (also mainly large scale) remained 

around 40% throughout the period and that of small farmers decreased from about 25% in 

1983-84 to about 14% in 1997 (AFC, unpublished data, personal communication).  
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Table 4. Loan disbursement by AFC since inception by type of loan 

 

Type of loan  Million Ksh % 

Small-scale 

Livestock (group ranching) 

Other livestock, crop, general development  

     Sub-total 

 

    90.52 

1173.30 

1263.82 

 

 1.0 

13.2 

14.2 

Large-scale 

Land purchase 

Livestock ranching 

Other livestock, crop, general development 

Seasonal cereal crops 

      Sub-total 

 

1807.70 

  425.03 

1242.38 

 3154.02 

 6629.13 

 

20.4 

  4.8 

14.0 

35.6 

74.8 

Seasonal crops (AFC as agent)    978.92 11.0 

Grand total 8871.87 100.0 

Note: it is unclear how small and large-scale was defined here. Most likely small and 

medium scales defined in table 5 were categorised as small-scale in this table. 

 

Source: AFC unpublished data, personal communication 

 

 

Table 5: Loan disbursement by AFC , 1983-94 

 

Loan type and size of enterprises Loans approved Loan disbursed 

Number % 

 

Million KSh % 

AFC Principal 

Small scale 

Medium scale 

Large scale 

      Sub-total 

 

51,877 

 7,684 

 1,832 

61,393 

 

58.0 

 8.6 

 2.0 

68.6 

 

 

2338.6 

2014.7 

946.6 

5299.9 

 

40.9 

35.3 

16.6 

92.8 

As Agent of Government 

Small scale 

Medium scale 

Large scale 

      Sub-total 

 

22,703 

 4,942 

    459 

28,104 

 

25.4 

 5.5 

 0.5 

31.4 

 

162.4 

169.3 

  82.0 

413.7 

 

2.8 

3.0 

1.4 

7.2 

 

Grand total 89,497 100.0 5713.6 100.0 

 

Note: small scale = <20 hectares, medium scale = >20-400 hectares, large scale= >400 

hectares 

Source: AFC unpublished data, personal communication 

 

 

The AFC has 29 well established Branch offices and five Area offices throughout the 

country, though most are located in high and medium potential areas. It has trained and 

experience personnel and follows a clearly defined loan policy and procedure backed by 
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information system for evaluation and monitoring performance. However, AFC’s 

performance has dwindled over the years and has become poorer since the late 1980s 

after the introduction liberalisation policies in both input and output markets. The 

agricultural sector has undergone major changes in its marketing systems, especially in 

the commercial sector, farm income became more volatile and subject to shocks from 

international markets, which affected borrowing and repayment disciplines. The AFC 

now has a large portfolio of overdue loans in various projects and sectors. One of the 

largest group of defaulters are commercial ranchers, whose businesses and infrastructures 

collapsed over the years due to poor management and inability to cope with the changing 

market conditions. The AFC’s inability to raise new loanable funds from the treasury or 

elsewhere has highly restricted its functionality in recent years. 

 

 

2.2.2 Experience in handling donor funded development projects 

 

The AFC is the largest public agricultural credit institute in Kenya focusing on 

agriculture and rural development. The AFC also advises the government and other 

policy makers on alternative strategic agricultural credit policies and operational 

mechanisms. Since its inception, it has implemented over 32 credit programmes jointly 

funded by the AFC, GOK, and international organisation, e.g. ADB, the World Bank, 

IDA, IBRD, some of which are listed in Table 6. The range of projects handled includes 

infrastructure development, commercial agricultural operations and small scale enterprise 

to address food security and poverty alleviation.  

 

Table 6. Selected projects funded by AFC, GOK and donors 

 

Source of fund Project financed Principal amount, 

Million Ksh 

Redeemable loans   

AFC Land purchase and development 

Small scale farm development 

Crop production (food security) 

202.8 

  20.5 

358.0 

GOK Livestock development 

Sugarcane 

187.7 

    9.0 

KFW (Germany) Small scale farm development  13.1 

IDA Small scale farm development 

Livestock development 

Group farm rehabilitation 

85.8 

188.3 

   69.9 

IBRD Livestock and infrastructure development 416.2 

World Bank Livestock and infrastructure development 266.2 

ADB Livestock (pig) development 135.0 

Irredeemable loans   

AFC Land purchase and development   80.1 

IDA Small scale farm development 203.4 

GOK agent Cereal crop (food security) 728.4 
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2.2.3 Future prospects 

 

A series of measures to revitalise the AFC including transforming it into an autonomous 

commercially oriented financial institution has been suggested by the GOK and the 

World Bank, and these have been agreed in principle but are yet to be implemented. A 

major constraint is the availability of funds required for clearing the balance sheet and 

develop new modus operandi. 

 

The AFC is a lending institution and does not  mobilise savings, therefore has a major 

limitation in taking advantage of an important source of fund for its operations and also 

this characteristic may limit its participation in projects which require both credit and 

saving mobilisation functions. 

 

The AFC has managed the Bank funded pig project (see Table 6). While the credit was 

on-lent to AFC at 10% interest, it lent to beneficiaries at 16%. The extension department 

of the Ministry of Agriculture and Rural Development provided the technical services for 

the project.  The performance of AFC in managing the project was rather mixed. The 

lessons learnt were that a close link between extension and credit institutions spelt out by 

a clearly defined memorandum of understanding would be required to make a credit 

supported technology-based project successful. This lesson from the project would be 

valuable ingredients in designing future credit administration. 

 

 

2.3 The Co-Operative Bank of Kenya Ltd 

 

2.3.1 General functions and performance 

 

The Co-Operative Bank of Kenya Ltd (CBK) was established in 1968 as a development 

bank with the primary objective  to mobilise savings of members and channel the same 

by way of easily accessible credit to members at competitive cost for agricultural 

activities. In 1990 it was converted into a full-fledged commercial bank and since then it 

also delivers mainstream financial services to micro and small enterprise market segment. 

The bank has two subsidiary companies – Co-Operative Merchant Bank that deals with 

corporate finance and advisory services, and Co-Op Trust Investment Services, that deal 

with fund management. The bank is fully owned by members – 65% by Co-Operative 

Societies at different levels (primary, union and apex level) and 35% by individual 

members of co-operative societies. Over 80% of its business is with the co-operatives and 

their members. With current total capital of KSh 2.3 billion, CBK is one of the largest in 

the industry and also one of the largest privately owned indigenous bank in Kenya.  

 

The CBK has been playing a key and unique role in the Kenyan economy, especially in 

the rural financial sector. The bank is committed to contribute to sustainable agricultural 

development, alleviation of poverty and enhance food security through helping increase 

productivity of agriculture and supporting other aspects of economic and social 

development. Up to now, over 70% of CBK’s loan portfolio supported agricultural 

activities including production, processing, marketing and agro-based manufacturing. 

The CBK lending rate varies according to loan size and duration also according to source 

of funding. However, in most case it charges 24% interest with a base rate of 18%. 

Overall recovery rate is above 80%, but over 90% for small loans. Most of its lending is 

extended without tangible security, and in case of crop failure due to natural calamities, 
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the bank often reschedule and refinance the loans to ensure that the beneficiaries are able 

to overcome financial difficulties and repay loans. This feature of CBK lending has 

helped small scale farmers who otherwise would be unable to obtain credit from 

commercial banks, which usually demand tangible security and are generally reluctant to 

refinance due to inherent risk of non-repayment. Also commercial banks have few 

branches in rural areas to provide savings opportunities to the poor and smallholders and 

where they have such outlets, the savings are rarely recycled to the rural areas. Most 

credit NGOs also provide credit linked to specific development projects for the duration 

of the project life and they are barred from mobilising savings. On the other hand, the 

CBK has been providing savings and credit services in many under-banked rural areas.  

 

The CBK also offer credit to Co-Operative Financial Institutions e.g., Savings and Credit 

Co-Operative Societies and Agricultural Co-Operatives, and to micro entrepreneurs who 

would not meet the needs of conventional banking requirements especially in regard to 

collateral. The mico-finance is administered through the Micro Finance Unit of the Bank 

and the products are provided through the Branch network. The CBK currently has about 

30 Branches and  7 mobile units spread over the country though most are in the high 

potential areas.  

 

The CBK has been instrumental in the development of Front Office Service Activities 

(FOSA) for Rural Savings and Credit Societies (SACCOs) so that in the absence of 

formal financial institutions they are able to provide basic financial services to their 

members in their own localities. Currently there are about 70 SACCOs with FOSAs that 

provide saving and lending services. The experience so far indicate the following: 

 The poor can save and rural institutions can mobilise savings cost effectively. 

 With attractive savings and credit products, appropriate staff incentives and an 

effective system of internal regulation, rural micro-finance operations can be 

profitable. 

 Without credit-biased incentives, the demand for savings deposit services exceeds 

the demand for credit by a wide margin. 

 Incentives for timely repayment work. 

 Transactions costs can be lowered, and outreach to the poor increased  by catering 

for both poor and non-poor alike, with their demands for widely differing deposits 

and loan sizes. 

 Outreach with large number of low-income clients is compatible with fiancial 

self-sufficiency. 

 

Currently, the SACCOs are not regulated by the Central Bank but are supervised by the 

CBK. Efforts are underway for creation of a legal and regulatory framework for the 

emerging Co-Operative Financial Institutions including SACCOs. The CBK’s vision is to 

create linkage with rural financial institutions such as the SACCOs whereby the CBK 

will remain the central control point acting as the virtual ‘Central Bank’ for the semi-

formal rural institutions. With support from the CBK, the SACCOs are expected to be 

self-reliant, sustainable financial intermediaries through: 

 

 Mobilising domestic resources while providing positive real returns to depositors. 

 Having their loans repaid and costs covered from their operational income. 

 Producing sufficient retained earnings to offset the erosion of their resources due 

to inflation, and to finance their expansion. 
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 Continually increase their saver and borrower outreach and the quality of services 

to all members 

 

 

2.3.2 Experience in handling donor funded projects 

 

The CBK has undertaken several collaborative programmes with several donor agencies, 

micro-finance institutions, NGOs and the GOK with a view to provide financial services 

to rural, especially low income people. A summary of the projects handled is given in 

Table 7. The CBK’s involvement was in two main categories - handling credit 

component of development projects and using own funds for lending development 

activities with guarantee fund from the donors. Interest rates for these projects were 

different partly because of the nature of the project (short vs long term and type of 

activities supported) and partly because of the prevailing market condition when 

agreement was reached between the donors and the GOK. The CBK has reported 

satisfactory performance in most projects in terms of loan disbursement, targeting 

appropriate clients and loan recovery. But some small lending activities also recorded 

poor performance because the involvement of the government gave borrowers a sense 

that the money was a give away, in some cases there was over lending to absorptive 

capacity and in the DANIDA funded pig activity, a monopoly buyer created marketing 

problems that led to abandonment of the enterprise by many borrowers. 

 

Table 7: Involvement of the CBK in donor funded projects 

 

Donor/sponsor Project title and objective Fund 

 

World Bank-IDA, 

GOK,  

EU-STABEX 

Second Coffee Improvement Project 1989- 

 

IDA: 2.1 billion 

CBK: 0.53 bill 

EU :   1.8 billion 

Total : 4.4 billion 

KFW- Germany, 

GOK 

Taita Farmers Horticultural project DM 2.7 million 

USAID Micro-enterprise and small business loan 

portfolio guarantee, 1997-2002 

US$1.5 million 

DFID and K-Rep Guarantee to CBK for extending loans 

overdraft to K-Rep to enhance its lending 

capacity 

DFID Ks 40 mil 

CBK KSh 10 mil 

SISDO Smallholder irrigation development KH 28 million 

DANIDA/GOK Small scale agric development including pig na 

Source: Personal communication 

 

2.3.3 Future prospect 

 

Because of its unique characteristics as a financial institution owned by farmers to serve 

the rural sector, especially poor farmers, it has remained fairly stable in its operations and 

is likely to remain so. Its main network of branches and offices are in the high and 

medium potential areas but it also has reasonably good network, especially through the 

FOSAs, in the ASAL region. It also has good financial management system with in built 

monitoring and evaluation process. Its primary involvement with the smallholder farming 

community, dual function of lending and savings mobilisation and experience in handling 
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donor and government funded projects makes it one of the suitable candidates for 

administering the credit component of the project under consideration. 

 

 

 

2.4 K-REP Bank 

 

2.4.1 General functions and performance 

 

The K-Rep Bank (KRB) was established in 2000 primarily at the initiative of the K-Rep 

Development Agency, a development oriented NGO focused on micro-finance to serve 

the poor. The primary activity of the newly established bank, which is licensed under the 

Banking Act, is the provision of loans and other banking services to low income people, 

micro and small enterprises. The  K-Rep Group composed of K-Rep Bank, K-Rep 

Advisory Services(consulting and capacity building arm)  and K-Rep Development 

Agency (research and development arm) is the founder and principal shareholder of 

KRB. Other shareholders include: KWA Multipurpose Cooperative Society (a 

membership association for the staff and members of the k-Rep Group), the International 

Finance Corporation of the World Bank Group, the African Development Bank, Triodos 

Bank of the Netherlands (an ethical bank of Europe that has investment in microfinance 

banks in several developing countries), Shorebank Corporation of USA(which has 

supported investment in deteriorating urban and rural neighbourhoods and provide 

advisory services to private banks and NGOs in some developing countries) and the FMO 

(the Dutch Development bank). Thus apparently the bank is owned by a set of local and 

foreign stakeholders who intend to serve the poor while making profit. 

 

The KRB came into business at a time of serious economic decline in the Kenyan 

economy which resulted in increased unemployment, poverty incidence, and reduced 

access to health and medical services, and general breakdown of social and physical 

infrastructure. This situation created both problems for the microfinance sector due to 

increased hardship and risk of loss of loan funds and opportunity as an increased number 

of people needed access to services to ride the economic hardship and also some people 

abandoned by the commercial private sector and public sector needed alternative access 

to services.  However, for a new bank this problem and opportunity had to be handled 

carefully by developing products and services for market niches that would allow 

providing services with lower risk. Targeting salaried people and SACCO members was 

adopted one of many such strategies. The bank usually operates group loans for poor 

target groups but deals with individuals for medium to large enterprises. It charges 18-

22% interest depending on the source of funding and type of investment. It has up to date 

financial management system with monitoring and control mechanism. 

 

The KRB operates though a number of full-fledged branches in the urban areas, about 37 

Field Marketing Offices in urban areas and small towns, and where such outlets have not 

yet been created, it functions through its sister organisation, the K-Rep Development 

Project. The KRB and the K-Rep Development Project also provide certain products and 

services jointly. The Bank’s operation and performance during the first two years of its 

existence is given in Table 8. It appears that the bank has expanded its business 

significantly during the two years, perhaps because of the indirect infrastructural support 

provided by its predecessor and sister organisation the K-Rep Development Project. 

However, two aspects are unclear from the figures given in Table 5. First,  the number of 
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depositors in the bank is larger than the number of borrowers. Since it is a commercial 

bank, this need not be a cause of concern but if its borrowers are also required to maintain 

deposit, hence open deposit account, then there is overlap, which may confound the 

bank’s performance in this area of operation. Second, delinquency rate of about 4% has 

been reported, which is quite healthy for a new bank but informal discussion with bank 

staff indicated that recovery rate for due loans was about 90%. Since most medium to 

large loans is yet to mature, the overall recovery rate has to be judged once most of the 

early loans become mature. 

 

Table 8. Loan disbursement and savings mobilisation by  K-Rep Bank, 2000 and 2001 

 

 

Particulars 2000 2001 % change 

Loans advanced 

Number of loans 

Amount, million KSh 

Average loan size, KSh 

 

14,636 

        571.7 

39,062 

 

21,782 

      1042.1 

47,842 

 

48.8 

82.3 

22.5 

Outstanding loan portfolio, 31 Dec 

Number of active borrowers 

Amount, million KSh 

Average loan size, Ksh 

Delinquency, % 

 

11,697 

        350.1 

29,929 

          4.0 

 

15,911 

        708.7 

44,542 

           4.2 

 

36.0 

       102.4 

48.8 

 5.0 

Deposits 

Number of depositors 

Amount, million Ksh 

Average deposit balances, KSh 

 

16,133 

        267.4 

16,576 

 

28,084 

         409.5 

14,581 

 

74.1 

53.1 

        -12.0 

 

Loan/Deposit ratio 

Outstanding loan/deposit ratio 

          2.14 

           1.31 

           2.54 

           1.73 

18.7 

32.1 

Net profit, million KSh         6.0        42.0        600.0 

 

Source: KRB, 2001. 

 

 

2.4.2 Experience in handling donor funded projects 

 

The bank has yet to directly administer any donor funded credit project. However, it has 

grown out of a development oriented NGO which has managed donor funded activities. 

Moreover, the bank is implementing joint activities with that development NGO, so may 

be able to handle new credit project. Some of the shareholders of the bank also have 

experience in handling pro-poor credit projects in other countries and the bank should be 

able to derive lessons from those experiences in handling new credit projects.  

 

2.4.3 Future prospect  

 

The KRB is not directly represented in the ASAL region but operates through its sister 

organisation, the K-Rep Development Project. Also its coverage of the ASAL region is 

still limited. It is likely that such arrangement reduces its overhead cost provided cost is 

shared and is not double counted. It is addressing the problems of the poor, though with a 

commercial orientation, and its business is expanding rapidly.  
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2.5 Kenya Women Finance Trust 

 

The Kenya Women Finance Trust (KWFT) is a not for profit organisation established by 

economically active women with a view to advance and promote the participation of 

women in viable businesses through provision of sustainable financial and non-financial 

services to improve their economic and social status. It is a women only organisation and 

it argues that empowering women is one of the easiest and best ways to improve the 

welfare of the family and the people. Often its financial assistance to women has been 

actually used jointly by both men and women to improve their lot.  Its aim is to access 

credit to as many women entrepreneurs as possible and mobilise savings as a mechanism 

to encourage financial solvency of the savers and at the same time acquire resources for 

lending to members, so that the organisation become self-sustaining.  In order to mobilise 

resources it pursues a number of strategies, e.g., try to network with other micro finance 

institutions involved in seeking ways and means of legally mobilising and managing 

client’s savings, encourage staff exposure to organisations that have strong savings 

programmes and hire people with such exposure and experience, protect the real value of 

the revolving fund by maintaining high quality portfolio, negotiate with banks for credit 

on favourable terms, look for loan guarantee facilities etc.  

 

The KWFT operates in 7 out of 8 Provinces in the country, with the exception of North 

Eastern Province, and is still expanding. It has nearly 200 staff, about 20 of them at the 

HQs in Nairobi. In spite of the spatially spread operational area of each of its Unit 

(Branch) offices, it pursues a policy of maintaining a loan officer for about 400 clients, 

on the average. About 60% of its current loan fund came from borrowing from various 

sources. It lends at 22% interest of which 9-17% is for overhead depending on the source 

of fund and the type activity funded. It is actively seeking external funding to expand 

activities as accumulation of own resources through mobilisation of savings is small 

compared to the demand for loans. 

 

The KWFT has 61,608 members at present of which 19,751 became new members in 

2002. Its plan is to increase membership to about 72, 000 by 2004-5 and over 90,000 by 

2007-8. In 2001-2, 53,472 loans have been made of which, 15, 801 (30%) were new 

loans and  37,671 (70%) were repeat loans. Its current average loan size of Ksh 22,952 is 

also planned to be raised to about KSh 26,000 in 2004-5 and about Ksh 32,000 in 2007-8. 

Its recovery rate is about 97% with a risk factor estimated at 2-3% ( KWFT, 2002).  

 

The KWFT tries to undertake loan impact analysis by itself or in collaboration with 

external agencies including the donors, in order to gain understanding of what works best 

and what does not so that the knowledge can be used to better design products and 

services. It also provides training occasionally ex-post, i.e. after the loan disbursement, to 

enhance existing capacity and knowledge. It works on the principle that people having 

some skill but not enough financial resources may be helped by providing finance but 

people without business skill may not take up business easily even after training and 

access to financial resources. It has up to date financial management and loan tracking 

systems in place and it is in the process of improving the system further. 
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2.6        Recommended Mode of Credit Administration 

 

The review of the institutional structure, geographical coverage, lending programmes, 

procedures of  four credit institutions  namely The Agricultural Finance Corporation, The 

Co-Operative Bank of Kenya, The K-Rep Bank and The Kenya Women Finance Trust, 

indicate that none of the organisations has adequate infrastructure and operations in 

ASAL region, especially in the proposed project districts, to administer the credit 

component alone. However, these institutions together have operations and infrastructure 

in most of the districts to be covered by this project. Their experiences, structure and 

mode of operation are quite satisfactory. This programme will build on these experiences. 

Given that no single financial institution has infrastructure in place in all the districts to 

be covered, the MOARD will  prepare a credit proposal, with assistance from a short-

term consultant, based on the agreed credit components in the programme and circulate 

the proposal to the aforementioned institutions and others for expression of interest to 

administer the credit programme in full or in part. Thereafter, the programme will 

shortlist eligible ones and invite them for bids along with detailed operational procedures, 

interest rates, overheads and repayment schedules. The GOK will on-lend the fund to the 

selected financial institution(s) after review of the bids as well as negotiation of the 

terms, and will enter into a memorandum of understanding (MOU) with the concerned 

financial institution(s). The MOU will be reviewed by the Bank prior to signature 

between the bidder and the MOARD. 
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