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ABSTRACT

The coming into force of the SASRA regulations ienga changed the way deposit-taking
Saccos managed their business. Capital adequaayraeegnts and liquidity thresholds were
introduced. To meet these requirements, Saccogchaeduce on the interest rebates to their
members while also retaining more to build on thestitutional capital. This study’s main
objective was to establish the effect that ligyidias on the investments in the deposit-taking
Saccos in Nairobi. It also looked at how this Idjty was related to other variables such as
capital adequacy and management efficiency. It kis&ed at whether capital adequacy and
management efficiency had a role to play in thegtments of these Saccos.The study applied a
descriptive analysis approach usingregression sisaty analyse the data collected. A random
sample from the population of SASRA licensed SadooBlairobi was taken and secondary
financial data collected for the Saccos in thisgl@mnA linear regression model of the returns on
investments versus liquidity and capital adequaeg wsed to test the relationship between the
variables.The study found that liquidity had a pesiimpact on the return on investments in the
Saccos while capital adequacy had a negative méei®n the returns. Given thispositive effect
of liquidity on the returns in investment, the stug@commends that the regulations regarding
management of liquidity in the deposit-taking Sacbe reviewed to allow the Saccos diversify
their investments in high earning portfolios such listed companies. In addition the study
recommends that a central depository fund for Sateoset up to help Saccos have a cheaper
avenue for short term borrowing to help addressa®d liquidity challenges. The study also
recommends that the taxation laws regarding wittihgl tax in financial institutions be clearly
expounded to protect the Saccos from double taxatizen they put their funds in term deposits
with banks.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

1.1.1 Liquidity of Credit Unions

Credit unions have played a leading role in theasmonomic development of all regions in the
world for the over a century and a half. The credibns are now significant partners in national
financial markets of most world economies. Theigbdf a financial institution to meet demand
for deposit withdrawals and other cash outflows igisible indicator of its viability (Llewel,
2006). Llewel, (2006) noted that if a credit uni@annot meet depositor withdrawal
requirements, general creditor expenses, or # fiorced to significantly limit new lending, a

lack of member confidence can develop.

The level of liquidity which is maintained by credinions must at a minimum meet regulatory
requirements (Easley, et al, 1996b). Easley, €i8D6b)further noted that liquidity must also be
sufficient to satisfy demand for cash withdrawdisancing commitments for approved loans,
and routine operating cash outflows. Too much tgwi(excess liquidity), on the other hand,

can be an inefficient use of funds, and can radtre profitability of the credit union.

Liquid assets of credit unions should be manageti wue regard to principal safety, yield
volatility, and, where liquid assets bear risk,aastment diversification. Credit unions should
have access to supplemental lines of credit oregged liquidity pools to satisfy liquidity

requirements.A credit union which has not met leggsl liquidity requirements is restricted

from regular lending and investment activities. sufficient liquidity may also lead to



intervention by the regulators. A credit union nsestandards of sound business and financial
practices by ensuring it has developed and implésdelnjuidity policies, risk and performance
measurement techniques, and risk management presediPolicies, measurement techniques

and procedures should be appropriate for the sidecamplexity of the credit union's operation.

1.1.2 Investmentsof Credit Unions

During the 2007 financial crisis, several bankgfesad from a liquidity crisis due to their over

reliance on short-term wholesale funding from thieribank lending market. These institutions
were unable to roll over short-term financing whrelsulted in a major liquidity event and their

subsequent collapse which, among other factorsalgetrimental effect on the global economy.

Credit unions have largely invested their fundsthe following investment channels; loans
which take a major share, liquid investments sushn@ney transfer services, financial
investments such as term deposits, bonds, tredsilsynon-financial investments such as land
and buildings, and investments in regulated fin@nostitutions such as shares (WOCCU,
2009). In an environment of ultra-low interest satene of the biggest challenges that credit
unions face over the years is the ability to geieemeaningful income from investment
portfolios. Portfolio returns vary from credit unido credit union depending on a number of

factors, including asset allocation and the matyibfile of the portfolio.



1.1.3 Credit Union Liquidity and Investments

When the impact of lower returns is considered @dit union portfolios of varying sizes, the

estimated reduction in annual income per annumgisifcant (Jansson et al, 1997). Credit
unions may struggle to pay competitive dividend®dt unions are already struggling with bad
debts and loan arrears. For those credit unionssted predominantly in cash, the sustained
downward pressure on loan demand in addition tedkameclining income on investment

portfolios may result in an inability to pay comipige dividends in the years ahead.

According to Jansson et al, (1997) credit uniorechethe risk spectrum in order to achieve
higher portfolio returns. Based on a sample of itradion portfolios Jansson et al, (1997)
estimate that on average approximately 80-100%exdicunion portfolios are allocated to cash
deposits. In the event that cash deposits yieldrtimmal returns outlined credit unions increase
their portfolio exposure to higher yielding asdasses such as bonds and in some cases equities.
This is likely to increase the price and intereaterrisk of portfolios and may result in
significantly more volatility in annual portfoliogoformance (Jansson et al, 1997).Credit unions
review lending standards and increase risk. Dubedimited returns available from cash-based
investment portfolios, lending standards becomepromised which negatively impact loan-

book quality.

1.1.4 SACCOS in Nairobi
In Kenya, the Sacco movement has evolved in the4fagears into a formidable force for the

social and economic transformation of the Kenyaopje There are over 12,000 registered co-



operative societies with a membership of over 7ionj out of which 5,000 is non deposit-
taking Saccos while 230 are deposit taking (hav&A$€). About 63% of the Kenya population
directly and indirectly depends on co-operativated activities for their livelihood. The Sacco
sector has mobilized over Ksh 200 billion in saginghich is about 31% of the national savings.
70% of Africa’s Sacco portfolio is Kenyan which @leanks 7th worldwide. Kenya sits in the

group of 10 largest co-operative movement (G10) beroountries (Ademba, 2013).

The Sacco sub sector comprises both Deposit Taluitp FOSA concept) and non-Deposit
Taking Saccos (without FOSA concept). Deposit TgkBaccos are licensed and regulated by
SASRA while non-Deposit Taking Saccos are supedvibg the Commissioner for Co-
operatives. The FOSA concept is where servicesd@posit taking and loans, including for non-
members, are offered and has seen Saccos expandustemer base and business substantially

(Mwaniki, 2013).

All Saccos in Kenya are registered and operate ruthee Co-operative Societies Act cap 490.
This Act gave them a free hand in choosing thewresgtiments until 2010 when the Sacco
Societies Act 2008 which brought about the SASR4ulations for deposit-taking Saccos was
introduced. With these new regulations, Saccos whad embarked on increased investments in
real estate business and undeveloped land purcfasasward selling found themselves in the
red and having to embark on a divesture from thesestments. Most of the Saccos had also
taken to external borrowings to fund these ventareswere now faced with huge repayments to

be within the set limits for external borrowingsac8os were now required to have investment



policies in place which set out allowed and praieitbipractices (Sacco Societies deposit-taking
regulations 2010, articles 47-50).The new Saccalatigns also set risk classification of assets
and provisioning guidelines which required the $ado classify their loans into five categories
and make provisions for each category (Sacco Sesideposit-taking regulations 2010, articles

41 & 44).

The deposit-taking Saccos were required to redoeg investments in land and buildings, to
10% of their total assets within four years. Thegraevalso prohibited from purchasing or
acquiring land, foreign trade operations and tastrations among other non-core operations.
Saccos were required to only purchase land fomlegsi expansion and not to hold idle land for
more than two years. Saccos were also limited t@stments in financial instruments of
regulated financial institutions, subsidiaries, amither less risky investment avenues. The
regulations also introduced capital ratios whica 8accos were meant to comply with before
licensing and within four years of licensing. Thedgo required Saccos to divest from non-core
activities and reduce their external borrowingptescribed limits of not more than 25% of total
assets within the four years (Sacco Societies defabeng regulations 2010, articles 15(1), 35,

9, 84).

SASRA declined to extend interim deposit-takingetises for 65 non-compliant Saccos in a
move that could result in the closure of severgodé-taking (FOSA) operations. The affected
Saccos, with an asset base of Sh45 billion, riskh@prevenue emanating from their Front Office

Services Activity (Fosa) if they do not raise theguired minimum capital by June 2014



(Mwaniki, 2013). According to the SASRA list of dinsed Saccos dated"28anuary, 2014,
there were 135 licensed Saccos in Kenya. Of thB4ehad their registered head offices in
Nairobi. This number put Nairobi as the county witle highest number of SASRA licensed
Saccos. 11 other Saccos in Nairobi had their lieesqgplications under review at the end of
2012. In total, these 45 deposit-taking Saccos airdbi had over 540,000 members and held
deposits amounting to over Ksh. 92 billion. Theitat turnover was over Ksh. 14 billion, total

assets were over Ksh. 122 billion with loans tagbver Ksh. 98 billion.

1.1.5 SASRA

The Sacco Societies Regulatory Authority (SASRA3 semi-autonomous Government Agency
under the Ministry of Industrialization and Entesgr Development. It is a creation of the Sacco
Societies Act No.14 of 2008 and was inaugurate20@9 charged with the prime responsibility
to license and supervise Deposit Taking Sacco 8Sesien Kenya (Welcome to Sasra, 2014,
paras.l). The establishment of SASRA was withinGlogernment of Kenya’s reform process in
the financial sector which has the dual objectioeprotecting the interests of Sacco members
and ensuring that there is confidence in the publixards the Sacco sector and spurring Kenya'’s
economic growth through the mobilization of domesiavings (Welcome to Sasra, 2014, para
2). The SACCO Societies Act No.14 of 2008 undetise®8 empowered the Minister for Co-
operative Development and Marketing in consultatiath the SACCO Regulatory Authority
(SASRA) to make regulations generally for the inmpdatation of the provisions specified by the
Act. To exercise those powers, the minister throtigh Kenya Gazette dated 18th June 2010

Supplement No. 39 issued the “The SACCO Societidp@sit — taking SACCO business)



Regulations, 2010 providing for the minimum opeyas and prudential standards required by a

deposit taking SACCO Society in Kenya (Kenya Gagzeict 2008).

SASRA has joined the league of other financial k&igus in Kenya such as the Central Bank of
Kenya (CBK), Capital Markets Authority (CMA), Insamce Regulatory Authority (IRA) and
Retirement Benefits Authority (RBA) and was adndtti@to the Kenya Financial Regulators
Forum. Being a financial regulator, SASRA is adijv@volved in financial stability initiatives

in Kenya and within the region.

1.2 ResearchProblem

The emergence of the SASRA regulations for degakittg Saccos in 2010 changed the
dynamics in the Sacco industry. The deposit-takdagcos were now faced with increased
operational costs as they now embarked on meehegreéquirements of these regulations.
Money which would have previously been invested waw used in coming up with banking

halls, adequate office space, management informatigstems as well as meeting capital
adequacy ratios. Deposit-taking Saccos were nowinesjto be more innovative, flexible and

efficient to meet the new regulatory requiremerdswell as to survive. A regulatory impact

assessment is thus required to establish how thegalations have impacted the Saccos

investments and to measure their effectivenessasas of improvement.



Alberto et al, 2005, carried out a study on regofatand investment in the OECD countries.
They used a measure of the rate of GDP growthdsetltountries to assemble data on regulation
in several sectors of these economies to providgerue that regulatory reform is associated
with an increase in investment. They concluded #maty liberalization and privatization have

substantial effects on investment.

Kassa (2010) carried out a study on the regulamhsupervision of MFIs in Ethiopia where he
found that to a large extent, the regulatory framéwhas a host of benefits to the country such
as establishing an enabling environment for finainicistitutions which focused on providing
financial services to the poor in the communitybt established. However, he also found that
the regulatory and supervision framework also tsdwn constraints and challenges such as the
costs of supervision, focus on historical and nbtre performance of MFIs, weak information

management systems, shortage of skilled manpowenguother challenges.

Studies done in Kenya have focused on SASRA regukdnd their impact on the financial
performance, governance and operations of SaccosscNolar has yet studied the effect of
liquidity on the investments returns of SACCOS ianga. Liquidity is considered a key aspect
in the performance of a Sacco. This study was tberalone to fill the existing knowledge gap
in this area and to make policy recommendationedas the findings relevant to the Sacco

industry.



Ngaira (2011) carried out a study on the impactSatco Regulatory Authority (SASRA)
guidelines on Sacco operations in Kenya. She cdeduhat SASRA has greatly impacted on
Sacco performance in terms of outreach, sustaihghgeneral efficiency and performance of
Saccos.Most Saccos were said to be complying \wahrégulator so as not to be locked out of
business. Kioko (2012) studied the impact of Sasgallations on the financial performance of
Saccos’ in Kenya. He concluded that higher capaglirements and increase in management
efficiency impacted positively to Sacco’s profitigtlyiin the post regulation period. Further, he
concluded that capital regulation affects finang@rformance in Saccos and that financial
stability could be at risk as a result of shockgiimging on the economic system and absence of

proper policy adjustments to mitigate the effedttese shocks.

This studyhowever focused on the effect of liquidih the investments returns of SACCOS with
Nairobi as the area under scope.This study thexrefought to answer the following question;

what is the effect of liquidity on the return ov@stments of SACCOS in Nairobi, Kenya?

1.3 Obijective of the Study
The studysought to determine the effect of liqyidih the return on investments of SACCOS in

Nairobi.



1.4 Value of the Study

The information acquired from this study is usdtupolicy-makers both in the government and
SACCOs, especially in strengthening policy consitlens in this sector. Such policy
improvement may be handy in enhancing the guidelorehow to improve the performance and

effectiveness of SACCOs in an effort to enhance #féciency for the benefit of the members.

Information on the use of financial resources ameirtinfluence on the growth of SACCOs’
wealth is useful in ensuring prudent investment a&fittiency in the management of the
members’ wealth. This may also improve efficiennyfinancial practice of SACCOs’ wealth
which may lead to members’ satisfaction and trasthie societies and hence increased share
contribution. As a consequence, SACCOs may be emnigiint track in the achievement of their
goals as stipulated in their official and policycdments. The study may open opportunities for
further research in the area of co-operative movenmeKenya and especially in SACCOs. The
study findings propose some proprietary financralcpce to the SACCOs. It will be noted that
especially the low-income group will benefit froms knowledge without having to pay royalty
fees. Finally, the study provides information oa thsion 2030 as regards SACCOs and the role

of SACCO in ensuring achievement of this visiorjeatives.

Findings of the study are particularly useful ioyding additional knowledge to existing and
future institutions on effect of liquidity on th@vestments of SACCOS in Kenya. This will
expand their knowledge on effect of liquidity oretimvestments of SACCOS and also identify

areas of further study. The study is a source fefeace material for future researchers on other

10



related topics; it will also help other academisiavho undertake the same topic in their studies.

The study will also highlight other important retetships that require further research.

The findings of this study will help in enlighteginhe key decision makers in the government
and the Sacco Societies Regulatory Authority (SApRAparticular on the effect of other
determinants of investments in SACCOs. The studliwiaddition to the above, be useful to
stakeholders, financiers, and investors in fornmdpiand planning areas of intervention and

support.

11



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents literature related to ohjestdf the study.It focuses on thedeterminants of
investments in SACCOs. A review of empirical stsdie undertaken as well as reviewing the

variables under study in this research, conclugiily a summary of how the literature relates to

these variables.

2.2 Review of Theories
The following theories are relevant in our study @imey include Liquidity premium theory, Q-

Theory of Investment andShiftability Theory.

2.2.1 Liquidity Premium Theory

Some investors may prefer to own shorter rathem tbager term securities because ashorter
maturity represents greater liquidity. In such csy will be willing to hold longterm securities
only if compensated with a premium for the lowergmd® of liquidity.Though long-term
securities may be liquidated prior to maturity, ithgrices are moresensitive to interest rate
movements. Short-term securities are usually censdlto bemore liquid because they are more
likely to be converted to cash without a loss ituearhus there is a liquidity premium for less

liquid securities which changes over time.

According to Nwankwo (1991), adequate liquidity lelea a bank to meet three risks. First is the

funding risk the ability to replace net outfloesher through withdrawals of retail deposits or

12



nonrenewal of wholesale funds. Secondly, adequatedity is needed to enable the bank to
compensate for the non-receipt of inflow of funfdthe borrower or borrowers fail to meet their
commitments. The third risk arises from calls tednar maturity obligations or from request for
funds from important customers. Adequate enablesbdmk to find new funds to honour the
maturity obligations such as a sudden upsurge moling under atomic or agreed lines of
credit or to be able to undertake new lending wiesirable,for instance a request from a highly

valued customer.

Adequate liquidity is also needed to avoid forcald ©f asset at unfavourable market conditions
and at heavy loss. Adequate liquidity serves ascleelior profitable operations especially to
sustain confidence of depositors in meeting shamt abligations. Finally, adequate liquidity
guides against involuntary or non-voluntary bormgvifrom the regulatory authorities where
there is a serious liquidity crisis, the bank iagald at the mercy of the Central Bank, and hence
the control of its destiny may be handed over. Hgwadequate or sufficient liquidity to meet all
commitments at all times at normal market rategtarest is indispensable for both large and

small banks (Nwankwo, 1991). Liquidity is the Id®od of a banking setup.

2.2.2 Q-Theory of Investment

The Q framework is based on the assumption thdherabsence of capital market imperfections
(and taxes), the value-maximizing firm will contanto invest as long as the shadow price of a
marginal unit of capital, Q, exceeds unity. The ilgium level condition for a profit
maximizing enterprise is met when the value of agmmal unit of capital is equated to the cost

of replacement of that capital, ensuring that tteggmal value of Q is unity. This measure of Q

13



effectively controls for the assessment by the eiaok the investment opportunities available to
the firm. As Chirinko (1993, p. 1903) points ouEvén though financial market frictions
impinge on the firm, Q is a forward-looking variabtapturing the ramifications of these
constraints on all the firm's decisions. Not onbed Q reflect profitable opportunities in physical
investment, but, depending on circumstances, Qtaleg@s the impact of some or all finance
constraints as well.” Under the standard applicetibthe Q model of investment, the dependent
variable is investment for firmpin timet. The investment behavior of each firm in eachqukrs
shaped primarily by the following variables. Q efided as the market value of the firm over the
replacement cost. This is calculated as the totaket value of the firm's equity, divided by the
value of the adjusted capital stock of the firmspinventories.From Hall (1991) and others, we
recognize the difficulties in empirically implemarg the Q model, but feel that it is important to

estimate this well-known specification.

Cash flow is a proxy measure of the degree to whifihm is subjected to liquidity constraints,
and is calculated as the net income of the firntha previous period. Chirinko (1987), among
others, have established the importance of inctudiagged investment in the model
specification in order to control for the past leokinvestment by the firm. This is calculated as
the annual change in the plant, property, and egeiy for the firm. Finally the firm's net of tax

sales is used as a measure of firm output.

2.2.3 Shiftability Theory
This theory posits that liquidity is maintainedititholds assets that could be shifted or sold to

other lenders or investors for cash. This pointiefv contends that a bank’s liquidity could be

14



enhanced if it always has assets to sell and pedvide Central Bank and the discount Market
stands ready to purchase the asset offered foouh$cThus this theory recognizes and contends
that shiftability, marketability or transferabilif a bank's assets is a basis for ensuring liuidi
This theory further contends that highly marketeagdeurity held by a bank is an excellent source
of liquidity. Dodds (1982) contends that to enscoavertibility without delay and appreciable
loss, such assets must meet three requisites. lityaManagement Theory Liquidity
management theory according to Dodds (1982) cansisthe activities involved in obtaining
funds from depositors and other creditors (from tharket especially) and determining the
appropriate mix of funds for a particularly bankhi§ point of view contends that liability
management must seek to answer the following cuestiHow do we obtain funds from
depositors? How do we obtain funds from other t¢oest? What is the appropriate mix of the

funds for any bank?

Management must examine the activities involvedupplementing the liquidity needs of the

bank through the use of borrowed funds. The liquidhanagement theory focuses on the
liability side of bank balance sheet. This theooyptends that supplementary liquidity could be
derived from the liabilities of a bank. AccordirgXwankwo (1991) the theory argues that since
banks can buy all the funds they need, there iswe®d to store liquidity on the asset side
(liquidity asset) of the balance sheet. Liquidiyedry has been subjected to critical review by
various authors. The general consensus is thahgltine period of distress, a bank may find it
difficult to obtain the desired liquidity since tloenfidence of the market may have seriously
affected and credit worthiness would invariably laeking. However, for a healthy bank, the

liabilities (deposits, market funds and other ai@d)) constitute an important source of liquidity.
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2.3 Determinants of Investments bySACCOs

2.3.1 Liquidity

According to WOCCU (2009), there are three key mheitrgants of investment avenues by Saccos
namely; Safety,Liquidity and Yield. Safety meane thbility to get back the full principal
investment as well as interest earned over thestment period.This can is guaranteed by the
presence of regulations on investments to reduedith risk involved.Other investment risks
that Saccos face include:Market risk which denttegpossibility of a reduction in value or cash
flows from an investment due to changes in markitep. This can be due to a reduction in
currency value, interest rates or other price dateants; Interest rate or maturity risk, which
denotes the possibility of a reduction in the vabfienvestments resulting from an increase in
market interest rates. Saccos like other finanasiitutions therefore need to ensure that they
match their sources of funds to the terms of timiestments; Credit risk,which is the risk that a
party to a financial transaction may default in didigation to the other party thus causing him
financial loss. In Saccos, credit risk is signifitn their lending since a borrower may default in
their loan repayment. This risk is best controllgdputting in place adequate lending policies
and procedures to ensure information about a barsvability and willingness to honour their
loan obligations is established before a loan sbulised to them. Adequate investing policies
should also be established detailing how the Sadi¢onitigate the credit risk associated with its
other investments and ensure the same are folloaveee letter. Sacco management should look
out for red flags which may increase its credik tisus affecting its investments such as decline
in the financial condition of parent organizatiohieh may lead to layoffs of Sacco members,

unfavourable economic environment and skewed laatfgho concentration in one particular
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sector;Price-level risk which refers to the pod#ibbf a reduction in the purchasing power of

the unit of currency as a result of adverse ecoo@mmnditions such as inflation.

According to WOCCU (2009) SACCOQO'’s can reduce invesit risks by fully evaluating each
type ofinvestment prior to purchase, including tésguer, analyzing the financialcondition and
reputation of any intermediary to the transactismch as abroker/dealer; and diversifying the

investment portfolio by type, maturity,geographiledation, guarantor and so on.

Investment policy must be flexible enough to alltaw changes in the balance sheetitems that
represent member needs of savings and loans (WOQQQY). Investments can therefore be
considered a function of savings (sources of fulads)) loan behavior (uses of funds). A shift in
savings or loan behavior requires a shift in thegtmentstrategy to ensure the Sacco is still able
to meet its obligations to members. For examplea $acco starts offering long term loans
without a drive to increase the savings contrimgjat will be faced with a lack of funds to
service new loans over time since the turnovemafi§ will be slow. The Sacco will therefore

need to shorten its investment maturities to glugoan demand.

Liquidity is also affected by the movement in i®lr rates. Increasing interest rates lead to a
decrease in the value of long term securities. éc8avith long term securities would therefore

be faced with a liquidity crisis unless it has athreeans of absorbing the losses incurred.

Only after liquidity and safety are considered ddoinvestment analysis center onyield

(WOCCU 2009). The higher the investment risk andeprolatility, the higher the expected
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yield. Saccos must therefore consider the riskedficed liquidity and potential loss against the
higher expected income potential. Saccos shouldsinmost of their funds in loans which is
their core mandate but they also need to divetsifgther investment avenues to spread their

credit risk. Such avenues must however give mdrens or equal the market rates of return.

2.3.2 Capital Adequacy

Capital provides a cushion to fluctuations in eagsi so that firms can continue to operate in
periods of loss or negligible earnings (Kahane,7)9R also provides a measure of reassurance
to the members that the organization will continaeprovide financial services. Likewise,
capital serves to support growth as a free soufcturals and provides protection against
insolvency. While meeting statutory capital reqoments is a key factor in determining capital
adequacy, the firms operations and risk positiory marrant additional capital beyond the
statutory requirements. Maintaining an adequatellef/capital is a critical element. Firms that
are less than "adequately capitalized" must openadier an approved net worth restoration plan
(Harley, 2011). Examiners evaluate capital adeqbgyssessing progress toward goals set forth

in the plan.

2.3.3 Management Efficiency

Financial management efficiency for the SACCOs ime® decisions on how the SACCOs
operations will be financed (sources of funds), libe/ funds are utilised (investment decisions)
with the overall objective of achieving the SACCQssion and goals (Barr et al., 2002).

Management efficiency thus focuses on the developrokstrategies to prudently manage the
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financial assets of the SACCOs as well as usintstand techniques for financial planning to

achieve its organisational objectives.

Like all other microfinance institutions, the maeeggand board of the SACCOs have a fiduciary
duty to prudently manage the financial resourcethefSACCO. As part of this responsibility,
the directors are legally required to prepare argbgnt financial statements that show the
financial performance and position of the SACCOroaespecified period (Jansson & Mark,

1997).

According to Jansson and Mark, (1997) the infororagxtracted from the financial statements
is then used in assessing the stewardship of thedlend management and to what extent the
financial objectives have been achieved. Finamomhagement efficiency results to maximizing
of capital growth, attaining financial sustainailiprudently managing the assets and liabilities
of the SACCO. To extract a meaningful financiakestaents that relates to the SACCOs vision,
mission, objectives and plans, and the extent taclwithese have been achieved, finance
professionals have developed several tools and adstlollectively referred to as Financial
Analysis which collectively aid in assessing finmhananagement efficiency. Financial ratio
analysis is used to broadly assess the financiadlagement efficiency through profitability
ratios, liquidity ratios, solvency ratios, portilguality ratios and efficiency ratios (Gorton &

Winton, 1998).
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2.4 Review of Empirical Studies

Alberto et al, 2005 carried out a study on regalaind investment in the OECD countries. They
provided evidence that regulatory reforms of praduarkets are associated with an increase in
investment. They used the rate of GDP growth as twmparative factor and compared the
average GDP of the United States in the late 199d@s3% to that of large continental European
economies (Germany, Italy and France) which ha@darage growth of 2%. They explained
that the stricter regulation of markets in the Ep@an countries prevented faster growth in that
period of rapid technological advances. They cahaduthat various measures of product market

regulation are negatively related to investmentciwhis an important engine of growth.

Kassa (2010) carried out a study on the regulaimh supervision of microfinance business in
Ethiopia where he found that the regulation andestipion of MFIs in Ethiopia had brought
many benefits. These were such as creating an irgabhvironment for establishment of
specialized formal financial institutions that pided financial services to the country’s
population previously considered unbankable, enghlilFls to offer a wide range of products
and promoting standardization and transparenchensector. He also found that the regulatory

and supervisory framework also had its own constsaand challenges.

Jansson et al, (1997) studied financial regula#ind its significance for microfinance in Latin
America and the Caribbean. They focused on thapdatons which while appropriate for most
financial institutions, were likely to have negativdifferential impact on microfinance

institutions. Their study identified a number okeas where such differential biases existed
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suchas capital adequacy requirements, provisiondlogumentation and restrictions on the

operations of financial entities.

Haq et al, (2008) carried out a study on regulabbmicrofinance institutions in Asia where
they found that formal MFIs are generally regulateder the banking legislation and supervised
by central banks. In contrast, semiformal instiiné were regulated by apex organizations or
other government body. They concluded that a prigleregulatory environment for MFIs
similar to the banking sector was required with tbalization that not all existing banking rules

were applicable to MFls.

Bwoma (2003) carried out a study on the effectilodérblization on the investment practice of
reserve funds and payment of dividends in savimgiscaedit co-operatives in Nairobi. He found
that the reserve funds mean growth rate increased 12.66% to 19.85% in prep and post-
liberalization respectively. Dividend payment ratereased from a mean of 4.12% to 5.12% in
pre and post-liberalization respectively. He codelli that liberalization of the competitive
sector has a positive effect on the dividend distion and reserve funds with 60% of the Saccos

shifting to new areas of investment after liberatian.

Makori et al, (2013) reviewed the challenges facohgposit-taking Saccos in compliance
focusing on the GUSII region of Kenya. Their stddynd out that the various challenges facing

compliance in these institutions included non-safian of shares from deposits, high
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dependence on short-term external borrowing, ank & liquidity monitoring system, high
investment in non-earning assets, inadequate 1GTesy inadequate managerial competencies
and political interference among others. They ailsalized that even with the challenges,
opportunities were available for compliant Sacaoduding capital accumulation and agency
business largely arising from access to Governrugrats for on-ward transmission to youth and

women groups.

Okundi (2011) carried out a study on the financlallenges facing Saccos in Nairobi where he
concluded that Saccos suffered challenges in ngeltan requests by the members partly due to
long term investments they engage in. Members fibwepreferred loans from commercial

banks partly due to the speed in which they wesbuised and the fact that the loan is not

pegged on savings as is the case with Saccos.

Opondo (2009) looked at the responses of SaccasdihasNairobi to changes in the external
environment where he found that challenges posetbmpetitive environment were felt by the
Saccos since majority of them concentrated on tipeed issues at the expense of strategic

ones.

Kimata (2013) studied the effects of financial imaton on the financial performance of Saccos

in Nairobi where she found that Saccos were nowraanhg new products based on information
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technology such as internet banking and money feasgrvices but were yet to link the money

transfer services to their back office systems.

Mwangi (2011) looked into the role of Saccos imafigial intermediation in Nairobi County and
established that embracing co-operative socieiesbting immense benefits to individuals and
the entire community as a whole due to the imménsacial resources that Saccos control and

the ever increasing membership in the formal afaimal sectors of the economy.

Muriuki and Ragui (2013) studied the impact of SaBegulation on Corporate Governance of
Saccos. They found that the regulations had toeatgextent positively impacted the Sacco
management components and corporate governancg.hbtlever noted that there was need to
implement fully the provisions of these regulatiaikerwise the Saccos would continue being
faced with mismanagement, poor corporate governamoeé ethics as well as lack of

accountability by both the management and boards.

Mbogo (Business Daily June 2010) noted that thé @brunning deposit-taking SACCOs is set
to go up significantly due to the new regulatioesduse the regulations are threatening the low
interest rates regime that has for decades givenctiioperative movement an edge over

commercial banks in the lending market.
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2.5 Summary of Literature Review

This chapter looks at the theories relevant tostudy which include;liquidity premium theory,
Q-Theory of Investment andShiftability Theory. dveals that though long-term securities may
be liquidated prior to maturity, their prices aremnsensitive to interest rate movements. Short-
term securities are usually considered to be miopgd because they are more likely to be
converted to cash without a loss in value. Thed&n&work is based on the assumption that, in
the absence of capital market imperfections (aresa the value-maximizing firm will continue
to invest as long as the shadow price of a margindlof capital, Q, exceeds unity. Shiftability
theory posits that liquidity is maintained if it lds assets that could be shifted or sold to other

lenders or investors for cash.

The determinants of Investments in SACCOs includgi@l Adequacy Capital that provides a
cushion to fluctuations in earnings so that firna& continue to operate in periods of loss or
negligible earnings. There are three key deternmtignahinvestment avenues by Saccos namely;
Safety, Liquidity and Yield. Safety means the apito get back the full principal investment as
well as interest earned over the investment perdancial management efficiency for the
SACCOs involves decisions on how the SACCOs opmratwill be financed how the funds are
utilized. Management efficiency thus focuses on deeelopment of strategies to prudently
manage the financial assets of the SACCOs as walisang tools and techniques for financial

planning to achieve its organizational objectives.
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A well-planned investment policy statement canease your chances of success with regards to
safety and liquidity. Diversification is the mognportant factor in reducing risk. A good
investment policy will have limitations on issusgcurity type, and maturity terms, in order to
keep the portfolio diversified; however, the biggask that credit unions face is fluctuating
interest rates. Rising and falling rates involvakribut a balanced portfolio can protect against
both.One good way to lessen the burden of inteegstrisk is to diversify your maturities. If
interest rates fall, longer-term investments waly@a nice yield and become more liquid in the
portfolio with an increased potential for capitairgs. If interest rates rise, you can invest the
shorter-term maturities in higher interest rateemwthey become due. Mixing the portfolio with
coupons that may rise, whether because the yielegédsto an index or steps up periodically,
protects the overall yield of the portfolio. In ethwords, if you want to be safe and reduce your

exposure to interest rate swings, have all youebasvered and diversify.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This chapter sets out the research methodologgarels design, and population used for the
study, sampling techniques and data analysis tqabkeiand tools used to assist in data analysis

and answering the research questions.

3.2 Research Design

The study adopted a comparative descriptive stugligd. Borge and Gall (1989) statedthat
descriptive survey designs are used in prelimiexy exploratory studies to allowresearchers to
gather information, summarize, present and intéforethe purpose ofclarification. The survey
research is useful because of the economy of takisgmple ofthe population to generalize
results for the whole population.Descriptive surd®gign was employed because it guarantees
breadth of informationand accurate descriptive y@iglof characteristics of a sample which can

be used tomake inferences about population (Keztint993).

3.3 Population

The target population refers to a group of indialdy objects or items from which samples are
taken for measurement (Mugenda and Mugenda, 200&).target population comprised of all
36 licensed deposit-taking SACCOs in Nairobi, Kerigae Appendix 1). These Saccos were
chosen because they fall under SASRA regulatiorsse/feffect on their investments is the focus

of this study.
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3.4 Sample

Orodho (2004) defines sampling as; “the processet#cting a sub set of cases in order to draw
conclusion about the entire set”. In this reseattoh,study took a random sample of 17 deposit-
taking Saccos in Nairobi from the list of SASRAdsed Saccos. The sampled Saccos were;
Mwalimu Sacco, Harambee Sacco, Afya Sacco, Stimad&Gakenya Police Sacco, United
Nations Sacco, Ukulima Sacco, Kenya Bankers Sakomgydom Sacco, Wanandege Sacco,
Sheria Sacco, Chai Sacco, Kenpipe Sacco, Asili Ga&afaricom Sacco, Orthodox
Development Sacco and Nation Staff Sacco. The rarshimpling ensures that these Saccos are

representative of the entire population.

3.5 Data Collection

This research used secondary datasuch as theSamdaished annual reports and financial
statements, regulatory filings, and published ratguy reports over a four year reporting period
between 2008 and 2013.This data collection methasl wseful since the published figures are
audited by registered and licensed auditors andtloarefore be easily authenticated through

filings with the regulatory authorities.

3.6 Data Analysis
Data collected was entered into SPSS statisticalpater package for analysis. The study
adoptedmeasuresfor liquidity, capital adequacy matagement efficiency which formed the

independent variables (Xs) while the Sacco investsperformance measured by the return on
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investments/assets formed the dependent varial@H¥ study employed a regression model

to determine the relationship between the variasef®llows;

Y =a+p1X1+B2Xo+B3Xz+e

Where; Y = Return on Investments/Assets (ROI/ROpresented by the ratio of netincome to

total assets
a = constant term
X1 = Ratio of Capital to total assets (Capital AdexyuRatio)
X, = Ratio of Net loans to total deposits and sherntborrowing (Liquidity)
X3 = Ratio of Earning Assets to total assets (Managerafficiency)
B (1-3) = regression coefficients (change in Y as a tesfuthange in X)
¢ = error term (to cater for residual or nuisancealdes)

The data analysis and testing was done usingIBMSSB&tistic 20 software package which is
equipped with analysis and reporting tools to poedthe output required in a concise and

reliable manner.

28



CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION S

4.1 Introduction

This chapter presents the analysis of data, reantsdiscussionson the effect of liquidity on the
investments of Saccos in Nairobi. A linear regmssimodel of the Sacco return on
investments/assets as a function of capital adgguigcidity and management efficiency was

applied to examine the relationship between thakbes.

4.2 Investments in Saccos between 2010 — 2013

The table 1 below provides a descriptive analybih@ return on investment in the Saccos over
a four year period as well as ratios of variousaldes influencing the investments. The input
used in the analysis was the mean of the variotablas from the 17 sampled Saccos measured

over the four year period.

Table 4.1: Analysis of the Average Investments in &posit-taking Saccos in Years 2010-
2013

Averages 2010 2011 2012 2013
Return on Investment

0.01612 0.01761 0.01073 0.01253
Capital Adequacy

0.02639 0.03520 0.08546 0.07665
Liquidity

1.01238 1.01886 1.01819 1.04286
Management
Efficiency 0.78181 0.78821 0.79787 0.78185

Source: Author, 2014
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The average return on investment as measured biR@% decreased from 1.6% in 2010 to
1.3% in 2013. Capital adequacy over the same pérmdased from an average of 2.6% in 2010
to 7.6% in 2013. Liquidity as measured by the ratiototal loans/advances to total deposit
liabilities increased marginally to 1.04 in 2013 fupm 1.02 in 2010. Management efficiency

maintained the same 78% range over the period.

Table 4.2: Model Descriptive Statistics

Descriptive Statistics

Std.
N Minimum | Maximum Mean Deviation [ Variance Kurtosis
Std.
Statistic | Statistic | Statistic Statistic | Std. Error Statistic Statistic | Statistic | Error
ROI 4 .01073 .01761| .0142475].00158470| .00316940 .000| -3.526 2.619
CapAd 41 .02639 .08546 | .0559250|.01473003| .02946005 .001| -5.132| 2.619
Liqg 41 1.01238| 1.04286(1.0230725(.00675437 | .01350875 .000| 3.242| 2.619
ManEff 4 .78181 79787 | .7874350(.00378949| .00757898 .000 473 2.619
Valid N
(listwise) 4

Source: Author, 2014

Return on investments averaged 1.4% over the peviabk capital adequacy was on average
5.6% over the same period. Liquidity measured egia of loans/advances to deposits was 1.02
indicating that on average, Saccos sampled werdinignmore than they were receiving in

deposits. This indicates that demand for loans migis over the period. Management efficiency
was on average 79% over the period indicating theagement was making good investment

decisions.
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4.3 Regression Analysis

Table 4.3:Analysis of the Regression Model

Model Summaryb

Model R

R Square

Adjusted R

Square

Std. Error of the

Estimate

1 1.000?

1.000

a. Predictors: (Constant), Management Efficiency, Liquidity, Capital

Adequacy

b. Dependent Variable: ROI

ANOVA?
Model Sum of Squares df Mean Square Sig.
1 Regression .000 3 .000 »
Residual .000 0
Total .000 3
a. Dependent Variable: ROI
b. Predictors: (Constant), Management Efficiency, Liquidity, Capital Adequacy
Coefficients®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta Sig.
1 (Constant) -.410 .000
CapAd -.191 .000 -1.778
Liq 197 .000 .840
ManEff .296 .000 .709

a. Dependent Variable: ROI

Note:

For the final model with dependent variable ROI, influence statistics

cannot be computed because the fit is perfect.

Source: Author, 2014
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Tables 4.3 gives a summary of the model, analysiammance and the coefficients in the model
used in the study. The correlation coefficieniafmjl coefficient of determinatiorf{rmeasures in
Table 4.3 indicate that the regression model p#yféits the data positively given that both r and
r’are equal to 1. This is further supported by thedyais of variance with the sum of squares

measure being in the 0 range for all the variables.

The model as estimated from the analysis is asvist]

Y=-0.410-1.778%+0.840%+0.709X%+E
Where Y=return on investment measured by ROA
0.410 = constant
X1 = capital adequacy
X2 = liquidity
X3 = management efficiency
E= error term

From the equation, return on investment will bepdto 0.41 if the coefficients of capital
adequacy, liquidity and management efficiency dseat. A unit change in capital adequacy
causes a 1.778decline in return on invested asgels a unit change in liquidity will cause a
0.84 change in the ROA. A unit change in manageraffitiency will cause a change in ROA

equal to 0.7009.
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These variables therefore have a significant effecthe investments in Saccos as laid out in the

model used for the study since they all have agcetis their coefficients illustrate.

4.4 The Effect of Liquidity on Sacco Investments betwaeYears 2010 And 2013

From the analysis of the data, liquidity has a i$iggnt influence on the return on investment at

0.840 for every unit change in liquidity. This iocdtes that liquidity is an important factor,

however, it cannot influence the returns on its omithout the other variables especially the

management efficiency.

Table 4.4: Analysis of Correlation between the Indgendent Variables

Descriptive Statistics
Mean Std. N
Deviation
Capital adequacy .0559250 .02946005 4
Liquidity 1.0230725 .01350875
Management efficiency .7874350 .00757898
Correlations
Capital Liquidity Management
adequacy efficiency
Capital adequacy Pearson Correlation 1 .560 511
Sig. (2-tailed) .440 .489
N 4 4 4
Liquidity Pearson Correlation .56( -.34D
Sig. (2-tailed) 440 660
N 4 4 4
Management efficiency Pearson Correlation 511 0-.34 1
Sig. (2-tailed) 489 660
N 4 4 4

Source: Author, 2014
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From the correlation analysis, liquidity is posgiy correlated to capital adequacy the two tailed
significance level. Itis however negatively ctated to management efficiency at the two tailed
significance level. This indicates that the vamabhave a linear relationship as indicated in the

model.

4.5 Discussion of Research Findings

From the analysis above, the average return orsiments between 2010 and 2011 increased
from 1.6% to 1.8%. It decreased to 1.1% in 2012thed marginally increased to 1.3% in 2013.

This trend may be explained by the impact of theéSBRA regulatory requirements which came

into force in 2010. Saccos continued with theirieainvestment behavior between 2010 and

2011 but were forced to readjust in 2012 by retgninore earnings to capital. The marginal

increase in 2013 may be explained by the fact ¢hahajority of the licensed Saccos had

complied with the capital adequacy requirementbi@iend of 2013 leaving only about a third of

the deposit-taking Saccos yet to comply (Mwanikil2).

Capital adequacy among the Saccos over the sanuoel precreased from an average of 2.6% in
2010 to 3.5% in 2011 then to 8.5% in 2012 and 7i6%013. The sharp increase in 2012 is
attributable to the race by the Saccos to meetdp#al adequacy requirements in time before
the deadline issued by the regulator. In 2013 fithee slightly reduced owing to the fact that
some of the Saccos in the sample reduced theirvessslightly to meet expansion needs. The
figure is however below the 10% regulatory requeatas some Saccos in the sample were yet

to meet this threshold.

34



Liquidity on the other hand increased throughoet fibur year period, moving from 101.2% in
2010 to 104.2% in 2013. The measure of liquiditglegal in this study was the ratio of net loans
to total deposit liabilities. The rates indicatatton average, the Saccos had lent more than their
deposits held and the trend continues. This indgctiat demand for loans continues to increase
and outstrip the deposit savings held by the Sadkss result, some of the Saccos borrowed
externally to meet the loan demand. This positiowédver has not negatively impacted the
Saccos since majority of the deposits held in thec8s are non-withdrawable and require a

notice period for refunds to be made when the mesrleave a Sacco.

Management efficiency remained in the 78% averager ¢he four year period. This may
indicate that the SASRA regulations have controttelrisk that management can take with the
members funds especially by limiting the investmergnues for Saccos other than the member
loans. It also indicates that the loans remainedithjor Sacco earning assets over the period and
the trend will continue since lending is the keynahate of the Saccos. However, in some Saccos,
the management has been able to dispose-off nomgaassets previously held to be in

compliance with the regulatory threshold for nonrésy assets held.

Results from the regression analysis of the mopplied in the study indicated that the model
was a perfect fit. This supports the studies dopeMOCCU and scholars who have found
relationships exist between the returns in Sacodksvariables used namely; capital adequacy,
liquidity and management efficiency. A sum of sesaof O indicates that the model has a small

random error component and is good for predict@orrelation Coefficient and Coefficient of
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Determination measures of 1 indicate that the masleh perfect fit and that on average,
variances in the data used in the model are 100ptai@ed. This also supports the linear

relationship between the dependent and independeiables used in the model.

The coefficients used in the model indicate thengeain the dependent variable as a result of a
unit change in the independent variables. Holdithgther factors in abeyance, the return on
investment would decline by 0.41. This indicatest flor a Sacco to earn returns, it must invest
something. This is further supported by the resoftghe coefficients for the independent
variables. A unit change in capital adequacy caasdscrease in returns equivalent to 1.778.
This indicates that when the Saccos increase theital base, the increase is funded by retained
earnings and deductions from the deposits held lwheduce the borrowing power of the

members as well as the amount of funds availablefwing.

A unit change in liquidity on the other hand caua€s84 increase in returns on investment from
the analysis done. This indicates a positive refatip exists between liquidity and returns on
investment. More liquidity means the Saccos are @blend and invest more thus earning more
income in the process. More loans given increasartbome in the Sacco which is one of the
key wins of the regulations since Saccos are nawetb to focus on their key mandate of
receiving deposits for onward lending to membelsesE results are also supported by a study

carried out by Kioko (2012).
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Management efficiency is also positively relatednirease in income from investments as a unit
change causes a 0.709 increase in return on ingagtmrhis means that management teams in
Saccos are continue to ensure that most of theetasre earning assets. This is supported by

studies carried out locally by among others KioR01(2) and Kamau (2013).

An analysis of the correlations between the inddpahvariables indicated that liquidity was
positively related to capital adequacy and negBtigerrelated to management efficiency. This
is due to the fact that as more earnings are eaiiquidity increases since more funds will be
available for lending to support growth in the Saddncontrolled liquidity on the other hand
means reduced management efficiency. Managersthrefore ensure that they are not lending

more than the Sacco is able to support to avorisesc
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATI ONS

5.1 Introduction

This chapter gives a summary of the study and lgreetplains the model that was used in the
study to test the relationship between the depended independent variables in the study.
Conclusions form the study as well as the poligpnremendations are also discussed in detail. A
brief overview of the limitations of the study asdme suggestions for further study are given at

the end of the chapter.

5.2 Summary of Findings

The study reviewed the liquidity and investmentsnedit unions around the world and how the
two were related. A brief history of the SaccosNairobi and the SASRA regulations was
discussed to help the reader understand the backgrof the study. The study’s objective was
to establish the effect liquidity has on the inwesnts in the Saccos. It sought to address the
knowledge gap as far as liquidity and investmentshe Saccos was concerned as previous
studies had not focused on the subject. It is halpatdthe research will aid in filling this gap and
contribute to further research into Saccos and thaiv operations and performance has changed

with the onset of regulations.

A linear regression model was used for the stutdgetl out three independent variables namely;
capital adequacy which was a ratio of the capatdbtal assets, liquidity which was measured as
a ratio of total loans and advances to total depailities and management efficiency as

measured by the ratio of the interest earning sadedbtal assets.The return on investments was

used as the dependent variable and was measurggthsireturn on assets. Secondary data was
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used for the study and then analysed using statistioftware to establish the relationships

between the variables and test the model appliethéstudy.

The results indicated that the Saccos had to takeaiccount the capital adequacy requirements
and the liquidity available to influence their athevestment behavior other than the loans to

their members.

5.3 Conclusions

The objective of the study was to establish theagfbf liquidity on the investments in Saccos.
The results of the study indicate than a positelationship exists between the two variables.
Further, return on investments is also influenceddpital adequacy and management efficiency
which are correlated with liquidity. Liquidity ing8cos is therefore an important factor since it
also determines the health of the Sacco and itdyatoi meet short term liabilities. Management
in the Saccos must therefore ensure that theyldeet@ balance the demands from members for

more loans and the stability of the Saccos.

The SASRA regulations have also helped to introdaogood capital base in the Saccos by
introducing the share capital among other resemhgsh form the capital base. Increases in the
capital base have helped the Saccos stop the ¢fgralying unsustainable interest and returns on
deposits (SASRA, 2014). This has also helped tegsefrd member deposits in case of financial

distress through the stringent monitoring on adimezdo the regulatory requirements.

Various scholars have undertaken studies which hasleed at regulations in Saccos and the
impact they have had on the Saccos operationsiaawicfal performance. The results from such
studies have also supported the finding s in thiglys which give further credence to the
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importance of the study. The gaps which were neeal in those studies have been covered to

some extent by this study.

The data collected has also indicated that the dSalsave been improving their income levels
and have brought competition to the mainstream $amkl gained recognition as a result of the

important role they continue to play in the locatlavorld economies.

5.4 Policy Recommendations

The findings from the studyshow that liquidity hesighly significant effect on the return on

investment in the Saccos. Saccos must maintainuatiediquidity since it enables a Sacco to
meet short term deposit withdrawals, loan disbuesgmas well as administrative expenses.
They must however avoid excess liquidity which esua Sacco to be tempted to invest in high
risk asset portfolios such as short term unseclined of credit to meet the resultant income

drop in this era of low savings interest regimethamainstream banking.

The study recommends that the regulations regantiagagement of liquidity in the deposit-
taking Saccos be reviewed to allow Saccos to intrest excess funds in more areas since the
requirement to have them only invest excess fund®ans, government securities and term
deposits in regulated financial institutions hasrbeounterproductive as these avenues offer low
income vyields. This would help supplement reduaszbmes from loans at the various low

uptake periods.
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The study also recommends that the taxation lawsrding withholding tax in financial
institutions be clearly expounded by the relevamidry to ensure Saccos are protected from
the double taxation when they put their funds mmteleposits with banks. This is because the
Saccos only invest funds received from their meidacome which is tax free as well as being
financial institutions themselves which should no¢ charged the withholding tax on

deposits.The taxation also reduces the incomerttae from such deposits.

The study further recommends that a central depysfunds for Saccos, the equivalent of the
Central Bank for banks be set up to help Saccog olesaper short term borrowing needs to

fund member loan requests during periods of lovi tigsiidity.

5.5 Limitations of the Study

The study was limited to the sample of 17 Saccdsaimobi from the list of 36 SASRA licensed
Saccos as per the 2013 SASRA listing. The studyleyad a random sampling technique to
pick the sample of 17 Saccos used which wereasudt lessumed to represent the entire licensed

Sacco population in Nairobi County.

The study was further limited to the degree of aacy and precision of the data obtained from
the Sacco’s audited financial accounts and thgulegory filings. The study therefore relied on

the auditors assurance that the audited accoumtssented a true and fair view of the status of
the various Sacco’s financials for the years addie independent verification of the data was

carried out as the audited accounts were assunregresent a true and fair view.
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The period of the study was limited to four yeaesween 2010 and 2013 and the analysis done
based on the averages for the various variablesredxs over the four year period. The period
provided the best accessibility to data and penoding which the variables were well
documented in the Saccos audited accounts andategulfilings. This period represented the

duration in which Saccos moved to comply with SASiRgulations.

The study also faced limitations in acquiring soofethe required information in a timely
manner from the Saccos sampled. Some of the resptsdelayed in relaying the requested
information citing privacy issues which led to maesources being utilized to acquire such

information from other parties such as the regulato

5.6 Suggestions for Future Studies

The study recommends further research into thethalecapital adequacy requirements has had
on the investments in Saccos since from the arsabfglata, it seems to have a significant effect.
Given the fact that meeting the capital requiremdms been the biggest challenge for the
Saccos, such a study will help in assessing thbiliia of the requirements for the Sacco

industry and as a result help inform future regulateviews.

The study also recommends that a further studyldhmicarried out to determine the challenges
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facing the SACCOs in their quest to ensure impldatean of SASRA regulations such as
capital adequacy and liquidity requirements andhat same time meet the demands of their
members. Based on the SASRA supervision repontgingber of Saccos have been unable to

meet the requirements in the four year period seino2010.

A study should also be carried out to establishetffiect of liquidity on the non- deposit-taking
Saccos. This will help to establish if the resut#ained with the deposit-taking Saccos also
apply to the entire Sacco industry. The resultsnfreuch a study will be valuable as the
government moves to regulate the entire Sacco indugich contributes significantly to the
country’s growth by encouraging savings and devaleqt both urban and rural areas for the

lower income populace.

The study further recommends a study to estabheheffect that the change in regulatory
requirements has had on the investment behavitireoSacco licensed under SASRA. This will
help establish if the regulations have impactedtpesy or negatively to the Sacco’s mandate to
their members. This will also help establish theection that the Sacco’s have taken following

restrictions in the investment avenues introdugethb regulations.
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APPENDIX 1: SASRA LICENSED SACCOS IN NAIROBI - 2013

No. | Name of sacco

1 Afya Sacco Society Ltd

2 Airports Sacco Society Ltd

3 Asili Sacco Society Ltd

4 Chai Sacco Society Ltd

5 Chuna Sacco Society Ltd

6 Comoco Sacco Society Ltd

7 Fundilima Sacco Society Ltd

8 Harambee Sacco Society Ltd

9 Hazina Sacco Society Ltd

10 | Jamii Sacco Society Ltd

11 | Kenpipe Sacco Society Ltd

12 | Kenversity Sacco Society Ltd

13 | Kenya Bankers Sacco Society Ltd
14 | Kenya Police Sacco Society Ltd
15 | Kingdom Sacco Society Ltd

16 | Magereza Sacco Society Ltd

17 | Maisha Bora Sacco Society Ltd
18 | Mwalimu National Sacco Society Ltd
19 | Mwito Sacco Society Ltd

20 [ Nacico Sacco Society Ltd

21 | Nafaka Sacco Society Ltd

22 | Naku Sacco Society Ltd

23 | Nassefu Sacco Society Ltd

24 | Nation Sacco Society Ltd

25 | Orthodox Development Sacco Society Lid
26 | Safaricom Sacco Society Ltd

27 | Sheria Sacco Society Ltd

28 | Stima Sacco Society Ltd

29 | Tembo Sacco Society Ltd

30 | Ufanisi Sacco Society Ltd

31 | Ukristo na Ufanisi Sacco Society Ltd
32 | Ukulima Sacco Society Ltd

33 [ United NationsSacco Society Lt

34 | Wanaanga Sacco Society Ltd

35 | Wanandege Sacco Society Ltd
36 | Waumini Sacco Society Ltd
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