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STRATEGIES OF DEEPENING AND BROADENING CLIENT BASE

Agricultural Finance Corporation (Kenya)

Introduction

Kenyan Small scale entrepreneurs in agribusiness  face limitations to fully participate in commodity markets due to problems related to: small scale level of the businesses coupled with low productivity in agriculture; risks related to input sourcing owing to irregular input supply; lack of transport/poor infrastructure leading to high freight costs when shipping products to the market; competition from other countries due to high cost of production; lack of transparency in the supply chain; lack of coordination and communication between the trading partners; disconnect between the farmer and the market.

These problems have one binding factor; lack of capital and access to finance by the small scale entrepreneur.AFC plays a major role in boosting agricultural productivity and bringing targeted subsidies to the poor smallholder entrepreneurs in Kenya and the agribusiness supply chain process as a whole by financing the flow of factors of production both upstream and down stream at a minimum interest of between 5% and 15% per annum.

This service to the economy has been faced with challenges, among them: the advent of liberalization, changing political environments (pre and post election disturbances in Kenya), vagaries of weather (el nino and la nina), globalization of economies (leading to environmental awareness hence health conditions for commodities targeted for world market) that make the playing field in the market uneven for the small scale entrepreneur and AFC as a lending organization. The small scale entrepreneur’s problems are further compounded by the lack of securities (title deeds, shares etc) for accessing loans in the mainstream commercial banks. The commercial banks further discriminate against the small scale entrepreneur by charging high interests rates (beyond rates of returns that this small entrepreneurships can endure).

This has led to AFC having to address these challenges through innovations that link the small scale entrepreneur to the market. These innovations embrace two concepts: partnering with other stakeholders in the sector to enhance coordination and communication between the trading partners reducing disconnect between the farmer and the market therefore enhancing the efficiency of the supply chain; adoption of microfinance and group lending  concepts which gives an edge over individual small scale entrepreneurs in the area of backward integrating into the farm input supply, forward integrating in output marketing and agro processing. Groups achieve better economies of scale through joint ventures.

The corporation has also embarked on an exercise of business re-engineering process by establishing Marketing and Business development function aimed at strengthening the Corporation by maintaining focus on clients through development of products and services that are demand-driven and customer oriented.

The corporation has also modernized the computer system (equinox) for portfolio management, reviewed its credit policies and manuals. The corporation further reviewing its AFC cap 323 to come up with policy recommendattion that will address the limitations on land holdings that can qualify for financing, bureaucracies in external fundraising and Interest regulation. These processes will augment the activities of the 34 network of branches spread countrywide and serve to deepen the broadening client base.

Strategic Partnerships and demand driven product development initiatives

The AFC is entering into strategic partnerships that ensure demand driven product development initiatives. Examples of these partnerships are as follows

Partnering with Sugar Board of Kenya to lend to sugarcane farmers

This is a medium term credit program for the production of sugarcane in the Nyanza, western and Rift Valley sugar belt.

Under this program, credit is being granted for the following activities: sugar cane development, farm machinery and irrigation projects and equipments. Farmers advance scheme loans to meet personal needs such as school fees, medical, etc are considered under this program.  

Coffee Board of Kenya to lend funds to small scale farmers and cooperatives.

This is a loan agency agreement with AFC as an intermediary for the purpose of disbursement and recovery of loans and advances on lend to the coffee growers by the coffee development fund. The interest rates under this scheme are at the lowest 5%. 

Further to this is a proposed contract with SASINI LIMITED to finance their eligible coffee growing farmers who enter into milling and marketing agreement with the company. In the agreement coffee board of Kenya to come in as an arbitrator should any party breach the agreement.

Partnership Between  AFC, Everest Enteprises Limited, Bio-Medica Labaratories Ltd, Eka Agencies, Upper Kiburu Investment Partners, And North Kinangop Co-Operative Society.

The parties above enter into an understanding as follows:

AFC to provide affordable credit to farmers to finance the production of Garden Peas, Snow Peas and Sugar Snaps.

 The Bio-medica Laboratories Ltd  be caused by agreement tosupply agricultural inputs that will be required by the contracted and financed farmers in the operational area of North and South Kinangop and at competitive rates. Further Provide expert services with regards to its services at no extra cost and Ensure routine supervision of chemical application as per Everest’s PPUF (Recommended Pesticide Used). Ensure that the GLOBALGAP standards or any other market standards applicable are not compromised.

The Farmers contracted under this agreement shall be caused by agreement to:Ensure that they produce the contracted and financed crop at the recommended time of demand and in the right quantity.AFC shall cause farmers benefiting from the credit component to source their fertilizer, and other inputs from the Bio medica Laboratories Ltd through its distribution points in North and South Kinagop. Planting seeds will be provided by Everest Enterprises Ltd at the designated points in North and South Kinangop. This will be to ensure that the quality specifications are adhered to. 

A flow chart of the envisaged relationship is as shown below
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Partnering With Kenya Dairy Board to Finance the Dairy Production Value Chain

Kenya’s dairy industry has been recognized to be the most impressive in the developing world. It is estimated that the Country contains 70% of the dairy cattle in Eastern and Southern Africa. Kenyan milk consumption is also among the highest in the world. On average, each Kenyan drinks four times the average (25Kg/yr) for sub-Saharan Africa.

It has also been established that dairy production is predominantly a small holder undertaking. More than 600,000 smallholders, with between one and three cows, are said to be currently producing 80 per cent of the milk. The importance of milk production, marketing, and processing to the wealth and health of the Kenyan population cannot therefore be overstated.

Although the growth of Kenya’s dairy sector has been heralded as a great success story, further gains in production and marketing continue to be constrained by a wide range of problems. The most prominent of these include poor animal husbandry practices, poor quality feeds, barriers to animal health services, slow development and utilization of modern breeding services and poor access to credit and milk markets.  

Agricultural Finance Corporation (AFC) would like to support the sector to overcome these challenges and has carried out an analysis of the dairy production value chain. Four principle levels have emerged; namely, primary milk production, raw milk collection and transportation to processing facilities/factories; Milk processing and the marketing and distribution of milk products to the end users. The dairy sector therefore has potential for considerable value addition. 

AFC is developing financial products targeted at maximizing the potential of each level of the chain. AFC would like to work with interested stake holders and enter into strategic partnerships and collaboration to develop and deliver these products. Two principal partners, the Agricultural Development Corporation (ADC) and New KCC have already shown interest and are already working with AFC in this endeavor. More stakeholders are being approached.  

Cooperative Insurance Company VS AFC insurance

The objectives of the proposed agricultural insurance cover will be to provide the AFC financed clients with an insurance cover that will guarantee that their outstanding loan balance are repaid in case of death or permanent disability.

Safaricom vs AFC

This is a proposed venture to have small scale entrepreneurs access money transfers facilities to enable them repay loans without incurring high transaction costs currently being experienced through commercial banks

Western Union Money Transfer Vs AFC

A similar proposal to that of Safaricom vs AFC above. This will combine attributes of products of the two institutions to meet a variety of customer needs therefore deepening and expanding the clientele base.
Business process re-engineering

The New Marketing and Corporate Communications Department

Marketing and Business development function is in the process of implementing the new approaches that will:
1) Develop appropriate, market driven products and services targeting small borrowers.

2) Increase demand for the existing products through strategic marketing.

3) Differentiate the existing products and services so as to target different market segments.

4) Review and restructure our existing products and service clearly bringing out different features as a major product branding and marketing strategy.

The approaches will ultimately strengthen the Corporation’s ability to:-
1) Respond to client’s needs and preferences.

2) To be operationally and financially sustainable through introduction of new income streams.

3) Deepen and broaden outreach/growth.

4) Diversify lending risks and reduce delinquency rate.

5) Retain good clients/reduce dropout rate.

6) Reposition the organization business in the competitive financial sector.

The new Marketing & Corporate Communication Division has embarked on the exercise and currently in the pipeline are four product prototypes .

 These are:-

1) Agri-trade whose suggested brand name is Sitawisha

2) Agri-link 

3) Milk delivery record system
4) Contract  farming
Modernized the Computer System (Equinox) For Portfolio Management
The equinox software enables the corporation to employ sound operating procedures that can incorporate advanced technology and create the necessary impetus with a capability to improve quality of service-delivery and expand the reach of its products.

Review of Credit Policies and Manuals

A credit policy manual is extremely important for a well run credit department; a great way to make sure everyone - both inside and outside of credit knows what's expected of them. The previous credit manual had been developed under an environment of controlled economy. The players and the rules of the game operating then have changed hence the need for new approaches that will accommodate new innovations.

Review of AFC Cap 323

Related to the need for change in credit policies due to the changing operating environment, review of the act under which AFC is a pre-requisite. This is to address issues related to; usage of land to accommodate changes in production technologies, remove bureaucracies in external fundraising and interest regulation.
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