
MEMORANDUM OF UNDERSTANDING 

REGARDING THE 

MICROENTERPRISE INNovATION/AFRICA REVITALIZATION PROJECT 

Between 

THE AGENCY FOR INTERNATIONAL DEVELOPMENT 

THE UNITED STATES OF AMERICA 

and 

THE REPUBLIC OF KENYA 

The U S Government, actlng through the U S Agency for 
International Development ("USAID") and the Government of the 
Republlc of Kenya, actlng through the Mlnlstry of Flnance (the 
"PartlesU) have entered Into the following understandlngs 

I The Mlcroenterprlse Innovatlon/Afrlca Revltallzatlon Pro~ect 
(the MProlectu) 

The goal of thls project 1s to convert a group of exlstlng, 
already sustainable credlt unlons lnto hlghly effective providers 
of mlcroflnance servlces that wlll In turn asslst an expanded 
group of mlcroentrepreneurs 

The purpose 1s to strengthen the management and admlnlstratlon, 
and lmprove the quallty and varlety of flnanclal servlces offered 
by a group of 15 Kenyan credlt unlons uslng World Councll of 
Credlt Unlons' (WOCCU) "model credlt unlon development 
methodology Management and lnstltut~onal development wlll 
target changes In operating pollcles (e g , loan and deposlt 
Interest rates, provlslonlng and delinquency control, and the 
varlety of savlngs and loan servlces, etc ) ,  improvements In 
Management Information System (MIS) and reporting systems, and 
actlons to expand credlt unlon markets by fleld of membership or 
common bond expansions Flnanclal development wlll emphasize the 
dellvery of credlt and other flnanclal servlces to the mlcro and 
small scale buslnesses that populate Kenya today A detalled 
Program Descrlptlon 1s attached as Annex 1 



It 1s agreed that 

The Mlcroenterprlse Innovatlon/Afrlca Revltallzatlon Project 
resources wlll be used to pay for the technlcal asslstance cost 
of the program, as well as flnance the purchase of commodltles 
and equipment (e g , computer hardware and software) to upgrade 
the capabllltles of the partlclpatlng credlt unlons 

The crlterla for selecting partlclpatlng credlts unlon wlll be 
deslgned to lnclude a mlx of rural and urban SACCOs Some of the 
key requirements that the potentlal credlt unlons wlll be 
expected to demonstrate wlll lnclude 1) the wllllngness of the 
credlt unlon members to adopt market Interest rate prlclng, 2) 
allow withdrawable savlngs deposlt, 3) where appllcable and In 
conformity wlth the Cooperatlve Socletles Act, and wlth the 
approval of the members, expand the fleld of membership, and 4) 
experiment wlth new mlcro-loan products 

I1 Implementation Methods and Responslbllltles of Partles 

A Pursuant to USAID Grant No PCE-A-00-97-00050-00, USAID has 
obligated US$3,140,000 to WOCCU to flnance the Project 

B WOCCU wlll be responsible for the project management and 
lmplementatlon WOCCU agrees to work In partnership wlth 
the Mlnlstry of Cooperatlve Development, the Kenya Unlon of 
Savlngs and Credlt Cooperatlves (KUSCCO), a local umbrella 
organlzatlon for credlt unlons In Kenya, and other local 
mlcroenterprlse organlzatlons It wlll work wlth the 
Mlnlstry of Cooperatlve Development (1) for dlrectlon on 
how to effectively work wlth Cooperatlves In Kenya, (2) 
contlnulng dlalogue on how to lmprove the legal framework 
for Cooperatlves, ( 3 )  exchange ldeas on how to ensure the 
safety and soundness of Savlngs and Credlt Cooperatlves 
(SACCOs), (4) to establlsh flnanclal and non-flnanclal 
standards for SACCOs, ( 5 )  arrange perlodlc meetlngs to make 
brleflngs on the status of the program, and ( 6 )  to the 
extent tralnlng funds under the prolect are available, and 
where appllcable, support capaclty bulldlng needs of the 
Mlnlstry, particularly local tralnlng of staff responslble 
for credlt unlon actlvltles Addltlonally, USAID In 
collaboration wlth the Mlnlstry of F~nance wlll provlde 
local currency funds to the Mlnlstry of Cooperatlve 
Development for capaclty bulldlng actlvltles In furtherance 
of the objectives of the WOCCU program To meet these 
ob-Jectlves, WOCCU wlll establlsh an offlce In Nalrobl 

C WOCCU and KUSCCO wlll ldentlfy 15 hlgh potentlal Kenyan 
credlt unlons to recelve lntense on-slte technlcal 
asslstance and equlpments to up-grade thelr capablllty to 
contribute to the achievement of the project purpose 



D Beneflclary credlt unlons wlll be responsible for meetlng 
the requlred condltlons to be able to partlclpate In the 
program Each wlll be expected to comply wlth the terms of 
the grant agreements slgned between the reclplent credlt 
unlon and WOCCU, as well as all the applicable laws of the 
Government of Kenya 

E The Government of Kenya agrees to exempt the ~mport, export, 
purchase, use or dlsposltlon of any equipment or property 
flnanced by USAID/Kenya under the Mlcroenterprlse 
Innovatlon/~frlca Revltallzatlon Pro-~ect from any taxes, 
dutles or fees of whatever nature charged An Kenya 

F The Government of Kenya agrees to exempt from lncome tax and 
Natlonal Soclal Securlty contrlbutlons all the lncome or 
other emoluments recelved by any persons performlng servlces 
under the Mlcroenterprlse Innovatlon/Afrlca Revltallzatlon 
Project, other than cltlzens or permanent resldents of 
Kenya 

G The Government of Kenya agrees to exempt from customs dutles 
and other forms of taxatlon all new or used personal and 
household effects, and on up to one motor vehlcle for each 
lndlvldual performlng servlces under the Mlcroenterprlse 
~nnovatlon/~frlca Revltallzatlon Project, other than 
cltlzens or permanent resldents of Kenya, provlded that such 
ltems are elther brought lnto Kenya or acqulred In Kenya ex- 
bonded warehouse wlthln one year of the 1ndlvldual1s flrst 
arrlval In Kenya 

H The Government of Kenya agrees to grant work permlts In an 
expedltlous manner for all such lndlvlduals named In F and G 
above for the perlod of the Mlcroenterprlse 
Innovatlon/Afrlca Revltallzatlon Prolect 

Thls Memorandum of Understanding may be amended In wrltlng by 
mutual agreement of the partles 

FOR THE GOVERNMENT OF KENYA FOR THE UNITED STATES OF AMERICA 

BY BY 

TIT TITLE 

DATE \ DATE 3 



ANNEX 1 

PROGRAM DESCRIPTION 

I Program Purpose 

The goal of thls project 1s to convert a group of exlstlng, 
already sustainable credlt unlons lnto hlghly effective providers 
of mlcroflnance servlces to an expanded group of 
mlcroentrepreneurs 

The purpose 1s to strengthen the management and admlnlstratlon, 
and lmprove the quallty and varlety of flnanclal servlces offered 
by a group of 15 Kenyan credlt unlons uslng WOCCUYs "modelu 
credlt unlon development methodology Management and 
lnstltutlonal development wlll target changes In operatlng 
pollcles (e g , loan and deposlt lnterest rates, provlslonlng and 
delinquency control, and the varlety of savlngs and loan 
servlces, etc ) ,  lmprovements In MIS and reporting systems, and 
where applicable and In conformity wlth the Cooperative Socletles 
Act, and wlth the approval of the members, expand the fleld of 
membership Flnanclal development wlll emphasize the dellvery of 
credlt and other flnanclal servlces to the mlcro and small scale 
businesses that populate Kenya today 

I1 Program Resources 

The USAID flnanclng wlll pay for the technlcal assistance cost of 
the program, as well as flnance the purchase of commodltles and 
offlce equipment (e g , computer hardware and software) to 
upgrade the capabllltles of the partlclpatlng credlt unlons A 
cash contrlbutlon equal to a mlnlmum of 10% of the development 
grant recelved by each credlt unlon, as well as the savlngs to be 
moblllzed, wlll constitute counterpart contrlbutlon requlred of 
grant reclplents 

I11 Program Descrlptlon 

WOCCU1s lmplementatlon strategy envlslons a step-by-step process 
whereln 15 credlt unlons wlll be selected (after an lndepth 
dlagnostlc process) and provlded wlth technlcal support and 
tralnlng to upgrade operatlng pollcles and procedures WOCCUys 
model credlt unlon framework wlll be used to gulde lmplementatlon 
of the Model Credlt Unlon Bulldlng (MCB) component WOCCU wlll 
use ~ t s  PEARLS monltorlng and evaluation system to track and 
report progress and lmprovements In flnanclal structure, earnlngs 
and costs, and growth on a quarterly basls PEARLS 1s a 
flnanclal ratlng system used by WOCCU and stands for Protection, 
Earnings, Asset quallty, Rates of growth, Llquldlty Structure 
According to WOCCU, the two most important reforms that need to 



take place are 1) adoptlng market lnterest rate prlclng, and 2) 
allowlng withdrawable shares or savlngs deposlts WOCCU wlll 
make every effort wlthln the provlslons of the Cooperative 
Socletles Act to accomplish these crltlcal requirements In the 
pro] ect 

A Mlcroflnance Servlces Development (MSD) component wlll work 
parallel to the lnstltutlonal development actlvlty, and wlll 
focus on the dellvery of flnanclal servlces to mlcro and small- 
scale buslness WOCCU has not deflned what methodology or 
pollcles wlll be developed and used by the credlt unlons to more 
effectively reach the mlcroenterprlse market The MSD products 
and strategy wlll be clarlfled to USAID approximately 6 months 
after start-up, once the dlagnostlcs and market assessments have 
been completed, and the credlt unlon partlclpants have been 
selected 

Implementation wlll be led by a local Project Management Offlce 
(PMO) to be established In Nalrobl WOCCU wlll also contract 
servlces from KUSCCO, the natlonal credlt unlon federation, for 
repllcatlon actlvltles, as well as addltlonal assistance from 
local mlcroenterprlse NGOs such as Kenya Rural Enterprise Program 
(KREP) and Kenya Management Assistance Program (KMAP) Flnally, 
WOCCU wlll provlde development grants averaging $30,000 to each 
credlt unlon partlclpant to help them flnance the purchase of 
computer systems and upgrade infrastructure 

IV Targets 

A set of Key Non-flnanclal and Flnanclal Indicators have been 
aqreed to USAID and the World Councll of Credlt Unlons, and wlll 
be used to assess performance over the llfe of the grant 
Performance lndlcators for thls project Include the following 



The non-flnanclal lndlcators represent revlslons to pollcles and 
procedures, and several requlre the approval of the credlt unlon 
membership These wlll take tlme to Introduce 

PHASE I 

Indicator 

Completion of 
lnstltutlonal 
dlagnostlcs 

Signature of credlt 
unlon 
partlclpatlon agreements 

Adoptlon of market 
I lnterest rate prlclng 
pollcles 

Pollcy revlslons to 
permlt 
withdrawable savlngs 
accounts 

Target 

10 credlt unlon lnstltutlonal 
assessments completed 

7 partlclpatlon agreements 
negotiated and slgned 

A mlnlmum of 7 credlt unlons 
adoptlng the pollcy reforms 

A mlnlmum of 7 credlt unlons 
adoptlng the pollcy reforms 

Date 

18 months after 
signature of 
agreement W/USAID 

18 months after 
signature of 
agreement w/USAID 

18 months after 
signature of 
agreement w/USAID 

18 months after 
signature of 
agreement w/USAID 

Completion of all 
dlagnostlcs and 
signature of credlt 
unlon partlclpatlon 
agreements 

Adoptlon of market rate 

I prlclng and allowances for withdrawable savlngs 
accounts 

Reform of loan 
underwrltlng standards 
to lend on basls of 
character and repayment 
capaclty rather than 
slmple share multiples 

Mlxture of open bond vs 
closed bond credlt 
unlons worklng wlth the 
pro] ect 

PHASE 2 

A mlnlmum of 15 partlclpatlon 
agreements ln-place between 
PMO and the credlt unlons 

A mlnlmum of 15 credlt unlons 

A mlnlmum of 15 credlt unlons 
uslng new loan underwrltlng 
standards 

50 percent of partlclpatlng 
credlt unlons are open bond 
organlzatlons provldlng 
servlces to unsalarled 
mlcroentrepreneurs 

36 months after 
signature of 
agreement w/USAID 

36 months after 
signature of 
agreement w/USAID 

36 months after 
signature of 
agreement w/USAID 

36 months after 
signature of 
agreement w/USAID 



Nonetheless, no credlt unlon wlll be provlded access to 
development grant unless its' Board of Directors has agreed to 
all necessary changes Furthermore, lf credlt unlon members 
later refuse to support or ratlfy such Board declslons, grant 
assistance wlll be withdrawn, lncludlng any commodltles purchased 
wlth USAID grant resources 

The flnanclal lndlcators llsted below are deslgned to monltor 
credlt unlon progress In lendlng to mlcroenterprlse (and to 
women), and to assess thelr ablllty to pay market rates for 
member deposlts and shares (e g , the return on operatlons) In 
addltlon, they wlll track credlt unlon capabllltles to control 
loan delinquency once they cannot depend on salary deductions to 
ensure tlmely loan repayments 

WOCCU wlll be expected to achleve a mlnlmum of 75 percent of the 
flnanclal targets scheduled for each seml-annual reporting perlod 
of the grant 

Indicator 

Return on operatlonsl 

Total mlcro loans outstanding 
( $ )  

Number mlcro loans 
outstandlng 

--- 

Number mlcro loans to women 

Total savlngs ( $ )  

Portfolio at rlsk >30 days 

Progress towards both the flnanclal and the non-flnanclal 
lndlcators wlll be prlmarlly monltored by USAID through the semi- 
annual progress reports In addltlon, WOCCU wlll provlde USAID 
wlth coples of all pertinent project outputs (e g credlt unlon 
dlagnostlc reports, market assessments and "partlclpatlon 
agreements"), as well as regularly updated PERLAS reports on each 
of the prolect partlclpants as they are produced by the PMO 

'~ased on uslng the local interbank lendlng rate stated In 
Table I 

Year 1 

73 9% 

$15 4% 
mllllon 

24,000 

9,600 

$48 
mllllon 

10% 

Year 2 

90% 

$18 9 
mllllon 

29,000 

12,000 

$54 
mlllson 

10% 

Year 3 

>loo% 

$23 9 
mllllon 

35,000 

15,000 

$62 
mllllon 

<lo% 

Year 4 

>loo% 

$30 2 
mllllon 

43,000 

19,000 

$73 
mllllon 

~ 1 0 %  



Durlng ~mplementatlon, USAID wlll make perlodlc vlslts to the 
project to conduct fleld assessments and assess progress Such 
vlslts wlll be completed In coordlnatlon wlth WOCCU 

V Budget 

~ h l s  program has prlmarlly been deslgned to transfer skllls to 
local SACCO leaders It 1s not an on-lendlng or grant program for 
SACCOs It wlll not subsldlze lnterest rates, nor guarantee 
repayment It 1s structured so that SACCOs wlll help themselves 
The bulk of the investment 1s pald to WOCCU and KUSCCO for 
provldlng technical assistance and tralnlng to the targeted SACCOs 
There 1s a smaller component, called "development grants" that may 
be pald to partlclpatlng SACCOs on a performance-based arrangement 
The detalls of the payment of the development grants have not yet 
been worked out Below 1s a summary of the budget breakdown 

Budget Item 

WOCCU Technical Assistance 
-WOCCU Personnel/Consultants 
-Local Hlres 
-0fflce Equipment 
-Tralnlng 
-Other Dlrect Cost 
-Travel & Evaluations 

SACCO Development Grants 
KUSCCO TA/Tralnlng 
Local NGO Grant 
WOCCU Indlrect Cost 
Development Grant Match 
SACCO Savlngs moblllzatlon 
Total 

Total Program budget 

USAID 
Contrlbutlon 
($'0OO1) 

Counterpart 
Contrlbutlon 

( $ I  000' ) 
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