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Abstract

Following challenges such as mismanagement, ctinficmandates among regulatory bodies and poor
corporate governance, the Savings and Credit Coatipe Societies (SACCO) Societies Act No. 14 0020
was put in place to address some of these challefidgs paper is anchored on a study on the impfattis
legislation on financial management of SACCOs. il wnly highlight the impact of the legislation ahe
corporate governance. The study adopted des@iptasearch design. Data was collected through
guestionnaires and secondary sources. StatistazzMalg@e for Social Sciences (SPSS) was used toajertée
outputs for both descriptive and inferential statss From the findings, the legislations have ueficed
corporate governance to a great extent though tisestill room for improvement. The study recommien
synchronization of key monitoring tools with the SBO’s systems and processes achievable via expboitaf
information and communication technologies. In #ddj it recommends building the right infrastruettand
allocating the right resources and human capital.
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1. Introduction
The Co-operatives anchored on a well establishedp@oative philosophy based on seven principlesifitated
by the International Co-operative Alliance whiclelirde: voluntary and open membership, democratimipes
control, member economic participation, autonomyl amdependence, education, training and information
cooperation among co-operatives and finally coreerior the community (Hans and Hunker, 1976). Entd
corporate governance is a requirement for effeciwe efficient performance of any organization ahdrefore,
Savings and Credit Co-operative Societies (SACCs)No exception. Performance of the SACCOs iallysu
associated with their financial performances whaie usually highlighted by dividend declarationsd an
payments. The management committees in these SACEOwIso responsible with the utilization of the
member’s funds and the majority of them have inadég financial records leading to many fraudulent
transactions (Branch, 1992).

2. SACCOsinKenya
The Co-operative movement in Kenya was startechbyBuropean farmers in 1908 when they starteditsie f
Co-operative called Lumbwa Farmers Co-operativaedpdor the purpose of marketing their cerealsitérand
dairy products (Kobia, 2011). It was not until thed 1940’s that the colonialists agreed to intrceli@o-
operatives in the colonies as a piece meal progefomthe development of Africa. In 1945, Kenya@sd the
Co-operative Ordinance which was followed by theation of a department under the Registrar of Co-
operatives in 1946, whose objectives were to fanchta promote farm products (Kibanga, 2001). Totlheye
are many types of Co-operatives in nearly all #netars of the Kenyan economy. Some are haphazémahed
without the necessary considerations in mind ansual many don't go very far before disintegratndpeing
liquidated because of poor management, lack ofrdscand financial systems, misappropriation of fiathong
others (Kobia, 2011).
The performance of the SACCOs made the Governrmetake specific measures to improve their effecibas
and efficiency. This was done through, the Co-afpeg Societies Act of 1966 Cap 490, the Co-opeedRules
of 1969 which gave the Commissioner for cooperatigeelopment wider powers to prevent misapprojnmati
and misuse of funds and also empowered overaltieffty of the co-operative movement. In addititirg
second National Development Plan of 1970 — 1974raack specifically the Co-operative developmenigyol
for Kenya under the session paper no. 8 of (197@)the introduction in 1998 of the Co-operative Aot 6 of
1997 to govern the operations of the Co-operativeker a liberalized economy (Kibanga, 2001).
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The liberalization of the Co-operatives led to mafithem misusing the powers conjured upon themthrd
led to the split and collapse of very many Co-ofieeaSocieties. The Government realized the neesidp this
trend and came up with an Act of parliament to adnéve Co-operative and Societies Act of 1997. aén
aim was to reduce powers and enable the Governtoéake a more active role in the management ofCire
operative Societies (Kobia, 2011).

The Co-operatives are a household name and caneolthirty percent (30%) of the Kenyan economye To-
operative Movement in Kenya is the most vibranfAinica and it is ranked number one (No.1) and numbe
seven (No. 7) in the whole world. The registerethbers of Co-operatives in Kenya are about tweleeighnd
(12,000) and the active ones are about nine thou@000) with a total membership of about eightr(®lion
people. It is therefore, imperative to talk aboot@peratives in Africa when referring to Kenya whacts like a
case study for the continent (MOCD & M, 2010).

The SACCO Societies Act No.14 of 2008 under secti@ empowered the Minister for Co-operative
Development and Marketing in consultation with t8&CCO Regulatory Authority to make regulations
generally for the implementation of the provisiapecified by the Act. To exercise those powers,niinister
through the Kenya Gazette dated"I®ine 2010 Supplement No. 39 issued the “The SAGGEketies (Deposit
— taking SACCO business) regulations, 2010” prawgdior the minimum operations and prudential stashsla
required by a deposit taking SACCO Society in Kef(i¢anya Gazette, Act 2008).

3. The SACCO Societies Act

The SACCO Societies Act, No. 14 of 2008 and al®oSMCCO Societies (deposit — taking SACCO business)
regulations 2010, is divided into eight (8) paresmely, thePreliminary, the SACCO Societies Regulatory
Authority, Licensing of SACCO Societies, GovernarafeSACCO Societies, Regulation and Supervision of
SACCO Societies, the deposit guarantee fund, ntéswdus and a schedule of how to conduct of tharafbf

the board (Kenya gazette No. 39 date] 28ne, 2010).

In 1931 the colonial government enacted the Coatjper ordinance which forbidden the Africans tonfioor
join Co-operatives but, in 1945 this was repelléddcans were allowed to form and even join Co-opiees. In
1965, the pre-independence Government recognizeddboperatives and in 1966 the Co-operative Sesiet
Act was enacted which allowed the Government totrobrand supervise the cooperatives through the
commissioner of Co-operatives. A session paper al&s prepared on African Socialism and developnent
Kenya. These principles are very important during formation, management and the foundation ofGbe
operatives (Kobia, 2011).

4. Prudent financial management

According to Jones (2002), prudent financial advécabout managing risk by designing an investrpentfolio
that is highly diversified and exposed to risksoassed with higher expected returns. In other womtudent
investors only take on an amount of risk they feelppropriate for them, and try to limit their e@sprre to those
risk factors for which there is not a reasonablpeetation of higher returns. Prudent financial advis about
structuring an investment strategy that is righttf@ investor, not one that reflects what an amhis trying to
sell, or what will earn the advisor the most feed aommissions. It should be designed to match ebeht's
appetite for risk, while helping them reach thaiahcial goals with broad diversification and eieei personal
service (Richard, 1984). It is believed that investand their advisors should follow the six (6@reénts of
prudent financial advice namely, Recognize thatkder Work, Manage Investment Risk, Focus on Edonati
Elevate Fiduciary Responsibility, Retain Transpayesind Integrity and, Maintain Investment Princip(®oi et
al, 2002).

5. SACCOsand the Government
According to the International Co-operative Alliam@CA) and the Canadian Co-operative Associatio84),
the continued debate of whether co-operatives adependent and autonomous or controlled by the
governments is a reflection of the organizatiomahtcadictions of some contending perceptions batwbe
government and the cooperative movement. Some gt quarters feel that the movement must be
controlled, but the forces in the cooperative moeenhwant autonomy and collaboration with governmertie
middle ground is always clear when both governnat the cooperative work with each other as pastirer
cooperative development and have the same pernspdibout the definition of autonomy of the coopeeat
movement and are on the status of cooperative goant or state relations (Birchall, 2005).
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6. Corporate governancein SACCOs

Corporate Governance is about the use of powen iorganization and it seeks to ensure leader’'srgavee to
people. It also seeks to ensure that leaders dleibest interest of the organization. It targe¢snbers who are
the owners of the organization and seeks to ertbatethe power of an organization is used in a reatinat
facilitates probity, independence, responsibilitgfficient, fairness, accountable, social respoligibi
transparency, efficiency and discipline (Murtishawd Sathaye, 2006). Good Corporate Governancelentai
effectiveness, competitiveness and sustainabilitthe society. It also ensures the achievementbpéatives,
innovation (improvement/new creations), quality gwotion/products, competitive edge and credibilitlyich
would attract investments. It emphasis the use edources efficiently, preserves physical and social
environment, sensitivity to society’s needs andadgesponsibility (Bosch, 1995).

6.1. Employment of qualified personnel

Corporate governance has become an increasinglprieng aspect in the corporate scene. The runnfng o
organizations especially those that are listedhat stock exchanges has become of great concerntboth
regulators and to the general public. The authoeitognizes this fact and highlights some of tfical issues
that need to be observed in adherence to corpgoaternance by those responsible in the day to diayimg of
organizations as well as the rights and obligatiohshe shareholder (CMA Authority Handbook 2, 2p10
According to the MOCD & M's five year national g&gic plan 2012/13 — 2016/17, the Kenyan SACCO® hav
weak governance because of the general systemldotiom of board members and the appointment of
management which is not based on competence argetteal lack of policies and procedures. The liimig
management and board systems results in absenateaf division between the role of the board and
management. Lack of clear roles results in poaisiten making, particularly in credit approval aatso,
significant resources of SACCOs have been tighham-earning assets and have affected liquidity I$eve
(MOC&D, 2010).

6.2. Democr atic gover nance

Authority and duties of the members (shareholdams)ointly and severally to protect, preserve exercise the
supreme authority of the SACCO. It ensures thatpsiant persons are elected to the board and ta&iord is
constantly held accountable and responsible foiciefit and effective governance (Bosch, 1995). The
democratically elected board should provide leddprfor the enterprise with the following qualitiéstegrity,
judgment, strategy and values, structures andnizgtion, viability and financial sustainabilitgprporate
compliance, communication, development and stremitiy of skills, adoption of technology and recdigni of

risk areas, key performance indicators, social @mdronment responsibility, internal controls andqedures
and generally the imaging issues.

6.3. Markets gover nance

Markets must be deeply embedded in systems of gamee which is th@ea that markets are self-regulating.
This received a mortal blow in the recent financidsis and should be buried once and for all beeanarkets
require other social institutions to support th@mney rely on courts, legal frameworks, and regutato set and
enforce rules. They depend on the stabilizing fonst that central banks and countercyclical fiqoalicy
provide. They need the political buy-in that redlsttive taxation, safety nets, and social insueahelp
generate. And all of this is true of global markatsvell (Pandey, 2003).

7. Research methodology
The study was carried out using descriptive desngtthod. Random sampling method was applied toltget t
sample of 40 out of 200 SACCOs operating frontceffservices activities (FOSAS) in the country byrdiia
2012. The data was collected through questionsiaifbe data collected from the research instrumesats
analyzed with the help of statistical package furial sciences (SPSS) and other appropriate rei@gnputer
software programs.

8. Findingsand discussion

8.1. Gender balance in top management of the SACCOs and reasonsfor disparity
The respondents were asked to state of genderdaalanthe top five (5) management employees ofr thei
SACCOs. Out of 180 top management employees, 18)8vere men while 34 (19%) were female employees.
This reflects imbalance of gender among the topagament staff. Majority of the respondents (50%tated
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that the reason for disparity was due to discritndmawhile, 33% stated fear of those positions, 128&ted that
it was due to lacked of interest and 5% stateditlvedis due to the low salaries offered.

8.2. SACCO bhoard membersgender balance and reasonsfor disparity

The research findings found out that 85% of therthamembers were men while only 15% were females.
Reasons for the gender disparity were found to &% decline to contest during the elections, 22%
discrimination by the electorate, 17% lack of ies#rto contest and 3% was due to the allowance tpailde
board members of the SACCOs.

8.3. Employee training on SASRA requirements on financial provisions
Majority (83.3%) of the respondents acknowledgedlirita received training on SASRA financial provision
requirements while 16.7% of the respondents hadeuaived any training. This was a high percentage yet
SASRA expected all the SACCOs operating FOSA ffillfthie financial provisions before being licensed

8.4. Improvement in SACCO cor por ate gover nance due to SASRA provisions
Majority (83.3%) of the respondents were of thengm that the corporate governance of SACCOs had
improved due to SASRA financial provisions by reidgcrisk that could result to SACCO closure due to
mismanagement, strengthening the financial basdeoSACCOs, improved governance and ethics, enbdance
accountability, improved financial reporting, impeal internal control systems and shareholders dende.
However, 8.3% of the respondents were of the opintmat the provisions had no effect in the corporat
governance of SACCOs while another 8.3% were udeeci This is reflected on the good perfomancthef
SACCOs in regard to income generation which hasdezh upward trend as witnessed by the steadgaserof
licenses given by SASRA. |If this trend of perforroa continued, the SACCOs would have no difficufty
effectively managing the balance sheet.

8.5. Extent of Improvement of SACCO Cor por ate gover nance through SASRA Provisions
From the respondents’ views, the study found oat ¢fienerally SASRA provisions had improved the SA&SC
corporate governance components to a great exfdrd. most improved components were found to be
employment of qualified personnel (mean: 4.17) #rednature of preparation of financial reports (metl17).
Others that were found to have improved to a gegtent were financial internal control systems (meh00),
the stakeholders’ financial base (mean: 3.75), makippropriate financial decisions (mean: 3.67prowed
corporate image (mean: 3.58) and work relationstiipsugh improved organizational structure (meab0B
Table 1 has the details.

8.6. Overall degree of improvement of corporate governance
Majority (41.7%) of the respondents opined that 8ASprovisions had improved corporate governance to
little extent while 8.3% of the respondents opitileat it had improved corporate governance to atgregnt.
Some respondents (33%) felt there was no changeoguorate governance while 16.7% indicated it was
moderate. On areas SASRA financial provisions fmléd to improve corporate governance, the respasde
indicated that insider lending was not addressiriglly. High fee on SASRA levy interfering with embers’
funds and the mandate between management and #iné fere also identified as areas not improvedhiey t
provisions.

9. Conclusion and recommendations
SASRA provisions were found to have improved theCE®s management components and ultimately the
corporate governance to a great extent. The stadieber concluded that unless such measures protigliéue
provisions were fully implemented, the SACCOs colld exposed to mismanagement, poor corporate
governance and ethics and lack of accountabiligmfrboth the SACCO management and their boards.
Therefore, proper human capital was required tosvéhis end. The study recommends synchronizatidey
monitoring tools with the SACCO’s systems and psses. This is to be achieved through exploitatibn o
information and communication technologies suclsaswvare programs. In addition, it recommends luogd
the right infrastructure and allocating the rigdsources and human capital.
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Table 1: Improvement of SACCO Management through SASRA Provisions

Constructs N Minimum Maximum M ean
Employing qualified People 36 2 6 4.7
Preparing financial reports 36 3] 6 4.17
Putting in place financial control systems 36 3 6 .004
Making appropriate investment decisions 36 3 6 3|67
Increasing s/holders financial base 36 1 6 3{75
Improving the corporate image 36 il 6 3.58
Improving the organizational structure 36 1 6 3.60
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