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Time: 3 hours. Morning Session

Learning Objectives: 

Acquire basic knowledge in Financial Literacy and Financial Management

Have a clear understanding of the Financial Requirements in the different 
business and value chain stages in an Agribusiness

Have a clear understanding of the Sources of Finance available for  
Agribusiness in Kenya and the process of seeking each type of finance 

Materials required for training: 

•	 Flip charts

•	 Identification tags

•	 LCD projector 

•	 Marker pens in different colors, 

•	 Manila papers of different colors, 

•	 Pens and notebooks for participants

1. INTRODUCTION: KEY DEFINITIONS  
AND CONCEPTS  
(Time: 10 Minutes) 

OBJECTIVE RELATED ACTIVITIES TIME

Opening •	 Brief Introductions and registration
•	 Icebreaker
•	 Set Ground Rules
•	 Topic Introduction: Key Definition and 

Concepts in Agribusiness Finance

20
minutes

Objective 1: 
Acquire basic knowledge 
in Financial Literacy and 
Financial Management

•	 Discussion on Financial Literacy
•	 Discussion on Pillars of Financial 

Management
•	 Discussion on Financial Sustainability

40
minutes

Objective 2: 
Have a clear understanding 
of the Financial 
Requirements in the 
different business stages in 
an Agribusiness

•	 Discussion on the Different Stages 
of a Business and their Financial 
Requirements

20
minutes

Objective 3: 
Have a clear understanding 
of the Sources of Finance 
available for Agribusiness 
in Kenya and the process 
of seeking each type of 
finance 

•	 Warm-up energizer or Tea Break
•	 Group Activity and Discussion on 

Challenges of Access to Finance
•	 Discussion on the Main Sources  

of Finance
•	 Discussion on Emerging Sources  

of Finance

90
minutes

Closing •	 Recap
•	 Q&A Session 
•	 Closing Remarks

10  
minutes

Access to finance
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INTRODUCTION: KEY DEFINITIONS 
AND CONCEPTS (Time: 10 Minutes)

Financial literacy and management is the ability to understand how to 
make sound financial choices so you can confidently manage and grow 
your money. When you’re financially literate, you’re able to allocate 
your income toward various goals simultaneously; not just to ongo-
ing expenses, but to savings, debt repayment and a rainy day fund too.  
You can navigate the financial marketplace with self-assurance, and you  
have the tools to thoroughly research things like loans, credit cards and  
investment opportunities.

Information on financial access is critical for the growth of small and me-
dium-size enterprises (SMEs) because it allows entrepreneurs to innovate, 
improve efficiency, expand to new markets, and provide jobs. This training 
seeks to provide information on financial literacy, management and access 
to agribusiness SME’s.

Some of the key terms and concepts we will use are:

Finance – can be defined as the management of money and includes activ-
ities like investing, borrowing, lending, budgeting, saving, and forecasting. It 
is simply about money, resources and capital that assist you to pay for your 
needs, acquire assets and build wealth for your future success as a person 
or even as a business.

Good financial management is critical to the success of any business. With-
out it, a business can be set for failure from the start.

Business finance is the money you need to establish and run your business, 
which includes modernizing or diversifying operations and expansion. The 
more successfully you manage your money, the higher the likelihood for 
profitability in your business. The term “business finance” includes the ways 
in which a company obtains and uses money, usually in reference to loans.

1.
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The primary types of finance required are:

• Start-up capital - money to start a business or farming enterprise

• Working capital - money to meet day to day running expenses  
of a farm or business

• Expansion capital - money to grow and expand the farm or business

Sources of finance - Those avenues through which entrepreneurs raise 
the capital required at various stages of your business growth. The sources 
of finance (capital) include own savings, borrowings and equity (money 
from other people who may wish to participate in your farm or business 
(partners). The choice of any source of finance comes with the need to 
follow the required process of seeking the funds. This may include prepar-
ing proposals for grants or loans as an individual farmer. Joining with other 
farmers to form a group with common interests increases the opportunities 
of sourcing funds through grant proposals.

Before discussing Business Finance in-depth, it is important that we begin 
with Financial Literacy and basic Financial Management

FINANCIAL LITERACY AND FINANCIAL 
MANAGEMENT

2.1 Financial Literacy (Time 10 Minutes)
Financial Literacy refers to the set of skills and knowledge that allows indi-
viduals to make informed and effective decisions regarding money matters.

 
What does it mean to be financially literate for a small or medium  
enterprise? 

Being financially literate means that you understand the basic financial 
principals such as:

•	 Why it is important to save your money. 

•	 How and where to open an account with a financial institution so that 
you can save your money.

•	 Keeping proper records of your financial transactions so that you can 
manage your income and expenses wisely. 

•	 How to access financial assistance in forms of loans so that you can 
sustain and grow your business. 

How does financial illiteracy affect a business start-up?

A financially literate coffee, dairy or mango farmer who is literate has been 
found to have their business grow and succeed than one who is illiterate.

2.
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Why is it important to be financially literate as an individual? 

When you can make good decisions on money matters then you are more 
likely to succeed in your businesses. You will also be able to have money to 
meet emergencies and for other important things like paying school fees 
for your children. When you are financially literate you will also be able to 
convince others to lend you money. 

When people are not financially literate, there is a big chance that they will 
make poor decisions that can harm their families and their businesses.

Financial literacy is the ability to understand money and how it  
works–including its management, expenditure, control and investment

Why Is Financial Literacy Important For A Business Person?

It is a true statement that information is power. If you do not know some-
thing then you are powerless. It is therefore important to stay informed. 
People buy newspapers to receive information. Similarly, if you are con-
versant with financial matters, you can communicate with another person 
who knows finance matters e.g. banks, cooperatives, MFIs staff etc. This in-
formation on financial matters such as financial records, loan management, 
developing a saving culture and therefore becoming literate is important to 
a service provider if he/she has to make profit and sustain the business. In 
the livestock sector farmers attend agricultural trade fairs or listen to radio 
and TV programs to remain informed and updated.

From the studies in Kenya and elsewhere, it is indicated that financial liter-
acy is still an obstacle to business profitability. Lack of financial knowledge 
leads to low self–confidence and self-reliance by entrepreneurs to engage 
in business. The business you represent here should be different after we 
learn and apply the knowledge we are discussing today. Being financially 
sound and aware always works in your favor as it enables you to make 
choices on investments that can help you improve your life and your busi-
ness. For instance, a literate small scale milk trader is likely to succeed than 
one who is financially illiterate.

Here are the ways financial literacy can affect the entrepreneur: 

•	 Understand how to budget: To pay for expenses, save or get rid of debt, 
you must understand how much income you’re taking in and distrib-
ute it effectively. Making a budget is your first step toward a true un-
derstanding of money management. Once you have a budget, you can 
continue to track spending and revisit your spending plan regularly.  

•	 Understand and manage debt: When you are financially literate, you 
recognize the importance of seeking out the lowest interest rates when 
comparing loan terms. You also know that paying off credit card bal-
ances each month is your best bet for preventing interest charges.  
If you already have debt, financial literacy can help you choose the best 
methods to get out of debt, either on your own or with the help of fi-
nancial products such as debt consolidation loans or balance transfer 
credit cards.

•	 Understand how an emergency fund works: A crucial way to prevent debt 
from building is to create an emergency fund, a savings account that you 
can draw from when unexpected expenses arise. A financially literate sav-
er knows how much to set aside—ideally three to six months’ worth of 
expenses—and replenishes it when necessary
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Expenditure 
control

Keeping a close check on 
your business expenses 
to make sure no money is 
being wasted, lost or spent 
in areas that do not support 
your financial or business 
goals

Expenses tend to go out of hand if 
the business owners fail to watch 
and control expenses. You should 
ensure that the costs of services 
and purchases in your business are 
reasonable. The costs should not be 
excessive

Savings Keeping aside some of the 
excess funds (profit) into 
a separate bank account 
for future needs (reserves). 
Saving is putting money 
aside to use in the future, 
e.g. joining a livestock 
savings group like Kilimo 
Sacco with an objective of 
buying an AI gear.

Saving allows you to meet your basic 
household needs- such as buying 
food and clothing for yourself and 
other members of the family. Also, 
when you save, you can use the 
money later to expand your business 
or a livestock extension motorbike

When you save, it allows you also 
to invest your savings by purchasing 
other valuable commodities such as 
a machine which can provide more 
outputs, or you can use the money 
to buy improved seeds and fertilizers 
so that you can improve the perfor-
mance of the tree nursery.

It is also important to save because; 
many organizations that provide 
loans will want to see that you have 
the capacity to save before trusting 
you with their money.

Saving is also important because it 
allows you to deal with emergencies 
and unforeseeable events- such as 
loss of loved ones, or medical emer-
gencies.

Savings enable households to meet 
education for children and other 
relatives

Savings allow you to keep your  
money safe

PILLAR EXPLANATION IMPORTANCE

PILLAR EXPLANATION IMPORTANCE

Cash  
management

Day to day handling of cash 
and bank transactions in 
your business

Cash is a liquid asset, if not taken care 
of; it is easy to lose through fraud, 
theft or even destruction of the notes 
by water or pests.

Cash is a measure of business activi-
ties as mostly clients will pay for ser-
vices in cash, Cheques or electronic 
funds ( MPESA, Bank transfers)

Budgeting Planning your business 
expenditure to know what 
each area will cost and 
where the funds will come 
from. Financial plan and a 
list of all planned expenses 
and revenue sources

Helps to decide what to produce, 
how much to produce, and the re-
sources needed. 

Itemize the financial aspects of the 
business activities 

List the resources and outputs of the 
enterprise. 

Evaluate the performance of different 
aspects of the business enterprises 
e.g. departments, products. 

Estimate benefits and costs of chang-
es in business practices. 

Provide the basis for a total  
business plan. 

Show the capacity of the business  
to carry risk. 

Support applications for credit  
(show the ability of the business  
to pay debt). 

Inform all interested parties of the 
costs incurred in business operations

2.2 Pillars of Financial Management  
(Time 30 Minutes)
The following are common topics that a person in business will come 
across or have to deal with in managing their businesses. 
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Investments Putting your savings into 
special high earning proj-
ects or income generating 
instruments- procurements 
of liquid nitrogen contain-
ers, automatic syringes, 
refrigerators for vaccines, 
etc.

Investments maintain and increase 
value for your business invest-
ing your money can allow you to 
grow it. Most investment vehicles, 
such as stocks, deposits, or bonds, 
land building, offer returns on 
your money over the long term. This 
return allows your money to build, 
creating wealth over time (Time value 
of money)

Debt and 
interest

Loans or bank overdrafts 
to support the business for 
growth or short term finan-
cial requirements. Interest 
is the cost of finance, the 
cost of borrowing

Debt and interest are important 
concepts in business. Debt can help 
the business to fund growth quickly. 
Business people need to know how 
to manage debt funds and have a 
plan to make payments of principal 
and interests as agreed with the loan 
provider

Tax  
compliance

Making tax payments and 
producing and submitting 
information to the tax au-
thorities on time and in the 
required format

In Kenya today tax is the means 
through which the government funds 
its operations. It is a component 
in business. An agro vet operator 
cannot bid for Government contract 
if you are not tax or be considered to 
make and supplies unless you are tax 
compliant 

PILLAR EXPLANATION IMPORTANCE 2.3 Financial Sustainability (Time 10 Minutes)
Most business people work very hard in their life and build wealth for their 
use in retirement and to support their families when they are not active in 
the business. However, in many cases, the wealth is lost or wasted, and the 
businesses collapse or fail to grow from where the owners left them. Why? 
This is the question we pose in discussing financial sustainability.

Sustainability is the ability of a business, an organization, or a project to 
fulfill its vision and mission, meet its goals, and serve its stakeholders over 
time. In that context, sustainability can be achieved when the resources are 
properly utilized without compromising the future generations.

To be sustainable, a business needs to undertake the following:

1. Be profitable 

2. Grow over time

3. Invest its excess income wisely

4. Control costs

5. Focus on its core business

6. Be innovative

7. Continuous evaluation of its plans,  
market and environment

8. Build the team capacity to do more  
and become better in their work
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3.

BUSINESS STAGES AND THEIR FINANCE 
REQUIREMENTS (Time: 20 minutes)

Understanding the different stages of the business lifecycle will help you 
prepare for the obstacles that your business will need to conquer in order 
to succeed since business requires funds at every stage.

IDEATION EARLY-STAGE GROWTH SCALE

Developing idea & 
prototyping MVP

First customers
& revenues

Profitability & 
full operations

New markets &
economies of scale

loss zone

The Switchers Fund

Level of Maturity

Le
ve

l o
f 

P
ro

fi
t
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Pre-Up stream Up-stream Mid stream Down stream

Research  
for innovations

Prrimary Production 
& Harvest

Value-added  
Processing

Retail/Customer
Market

Inputs Primary Processing
Logistic (Transport 

& Warehousing)
Industrial Market

Mechanization Primary Transport Wholesale Export Market

Primary Storage

Finance can be only attracted to fixed agricultural value chains

N

•	 Development Stage - early stage as you put your business  
idea together

•	 Startup Stage - Putting the business idea to action, setting up  
the business

•	 Growth/Survival Stage - Business is active, operating, overcoming  
its challenges

•	 Expansion/Rapid Growth Stage - More growth, adding more acreage, 
buying new machinery, gaining more customers, employing more staff

•	 Maturity Stage - Business is stable, generating enough cash to run  
and meet obligations

 
Switch Africa Green being a value chain project, it is also important to iden-
tify the value chain you operate in since most Agribusiness Financiers fi-
nance business within fixed value chains.

4.

SOURCES OF AGRIBUSINESS FINANCE 
(Total Time: 90 Minutes)

4.1 Challenges faced by Agri-Entrepreneurs in  
Accessing Finance. (Time 10 minutes)
In general, agri-entrepreneurs in Kenya face a number of challenges when 
trying to access external funding from banks, MFIs, youth and women 
funds, SACCOs, and other lenders. 

Activity 1: Group Discussion Questions)

a) In groups of five identify 5 such barriers.

b) Analyze these reasons. How many are internal factors and how many 
are external factors?

c) What did you learn from this exercise about your attitude toward ac-
cessing your agribusiness financial services?

Some identified barriers in accessing agribusiness financial services  
in Kenya. 

• The Agri-entrepreneurs have no collateral such as title, log book, invoic-
es, no bank account or any account.

• Agri-entrepreneurs do not belong to any group/organization (Self Help 
Group, Cooperative, Sacco or company owned by producers).

• The Agri-entrepreneur has no business records such as bank/M-Shwari 
account, production records, sales records of farm inputs, business plan.

• Agri-entrepreneurs fear that banks and other lending organizations will 
repossess their money before profits are realized.

• Negative experiences with lending organizations such as property  
being auctioned or paying excessively high amount of loan interest  



22 23

and principal, or being harassed by the lending organizations in case  
of default.

• Youths entrepreneurs are unable to produce title deeds as collateral 
because majority does not own land.

• Agri-entrepreneurs do not understand that their agri-business is not 
just producing but also includes marketing (producing for the market).

• Young entrepreneurs are viewed as risky by many lending institutions 
since they are deemed to lack knowledge to run an agri-business; they 
are too busy with other household chores to devout enough time to 
run an agri-business. 

The Main Sources of Agribusiness Finance (Time 60 Minutes)

 LOAN

“Agreement which obliges the 
lender to make available to the 
borrower an agreed sum of money 
for an agreed period of time and 
under ehich the borrow is obliged 
to repay that amount within the 
agreed time *”. Under a FI, a loan 
can help where banks are unwilling 
to lend on terms acceptable to the 
borrower. Theay can offer lower 
interest rates, longer repayment 
periods or have lower collateral 
requirements.

QUASI-EQUITY

“A type of financing that ranks 
between equity and debt, having 
a higher risk than senior debt and 
lower risk than common equity. 
Quasi-equity investments can 
be structured as debt, typically 
unsecured and subordinated and 
in some cases convertible into 
equity, or as preferred equity  *”. 
The risk-return profile typically falls 
between debt and equity in a com-
pany’s capital structure. 

GUARANTEE

“Written commitment to assume 
responsibility for all or part of a 
third party’s debt or obligation or 
for the successful performance by 
that third party of its obligations 
if an event occurs which triggers 
such guarantee, such as a loan de-
fault *”. Guarantees normally cover 
financial operations such as loan.

EQUITY

“Provision of capital to a firm,. 
invested directly or indirectly in 
return for total or partial owner-
ship of that firm and where the 
equity investor may assume some 
management control of the firm 
and may share the firm’s profits *”. 
The financial return depends on the 
growth and profitability of the busi-
ness. It is earned through dividends 
and on the sale of the shares to 
another investor (‘exit’), or through 
an initial public offering (IPO). 

4.2 Equity and Quasi-Equity Finance
A. Equity

Equity is the representation of ownership in a business allocated to individ-
uals through the ownership of shares. Equity can be used as a financing tool 
in exchange for ownership and an expected return on investment. Thus, 
Equity finance, the process of raising capital through the sale of shares in 
a business, can sometimes be more appropriate than other sources of fi-
nance, e.g. bank loans - but it can place different demands on you and your 
business. Unlike debt financing, equity financing typically does not require 
collateral but is based on creation of value through the growth of the en-
terprise. When planning to choose equity financing as a source of funding, 
you must consider: 

•	 The amount of ownership you are willing to give away 

•	 The ability to deliver the return on investment to the investor 

Seeking equity investors can be very time consuming and drain significant 
financial resources and energy. It is generally required for funding the initial 
start-up operating expenses and assets.

Advantages of Equity Finance

Raising money for your business through equity finance can have many 
benefits, including:

•	 The funding is committed to your business and your intended projects. 
Investors only realize their investment if the business is doing well, e.g. 
through stock market flotation or a sale to new investors.

•	 You will not have to keep up with costs of servicing bank loans or debt 
finance, allowing you to use the capital for business activities.

•	 Outside investors expect the business to deliver value, helping you 
explore and execute growth ideas.

•	 Some business angels and venture capitalists can bring valuable skills, 
contacts and experience to your business. They can also assist with 
strategy and key decision making.

•	 Like you, investors have a vested interest in the business’ success, i.e. 
its growth, profitability and increase in value.

•	 Investors are often prepared to provide follow-up funding as the 
business grows.
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Disadvantages of Equity Finance

However, there are drawbacks of equity finance too.  
It’s worth considering that:

•	 Raising equity finance is demanding, costly and time consuming, and 
may take management focus away from the core business activities.

•	 Potential investors will seek comprehensive background information 
on you and your business. They will look carefully at past results and 
forecasts and will probe the management team. However, many 
businesses find this process useful, regardless of whether or not any 
fundraising is successful.

•	 Depending on the investor, you will lose a certain amount of your 
power to make management decisions.

•	 You will have to invest management time to provide regular 
information for the investor to monitor.

•	 At first you will have a smaller share in the business - both as a 
percentage and in absolute monetary terms. However, your reduced 
share may become worth a lot more in absolute monetary terms if the 
investment leads to your business becoming more successful.

•	 There can be legal and regulatory issues to comply with when raising 
finance, eg when promoting investments.

B. Quasi-Equity

Quasi-equity fills the gap between debt and equity and aims to reflect 
some of the characteristics of both. Quasi-equity, also known as revenue 
participation investment, is usually structured as investments where the  
financial return is calculated as a percentage of the investee’s future  
revenue streams

Quasi-equity or Revenue Participation Agreements is a type of financial in-
strument that allows both the investor and investee to share the risk and re-
ward of enterprise more flexibly than debt allows and in situations in which 
equity financing is not possible. 

In practice, quasi-equity is implemented through the sale and purchase of 
a Revenue Participation Right. This provides the investor with the right to a 
percentage share in the revenue of the enterprise (not profit, because for 
most investees profit will not be the prime motivation, and there is potential 
for manipulation of profitability). The amount payable under the Revenue 
Participation Agreement is usually capped (at twice the amount invested 
and/or limited to a fixed time period).

Quasi-equity financing involves tailor-made repayment terms, with a typi-
cal duration of two to eight years. Commonly, no principle repayment is re-
quired for the first year or two. Options can also include balloon payments 
(repaying the entire loan at the end of the term) and cash flow sweeps 
(partial repayments when extra funds are available).

Quasi-equity can be utilized by any organization, but may be more attrac-
tive to a social enterprise that cannot offer shares or if a loan would be 
too risky. Quasi-equity provides a more equal sharing of risk and reward 
between investor and investee.

Advantages of Quasi Equity

•	 They can be used in situations in which share capital is not possible,  
for example, Community Interest Companies or companies limited  
by guarantee 

•	 It is patient capital – if the enterprise performs badly, the amount 
repaid is reduced 

•	 The risk and reward of the investment is shared between the investor 
and the investee 

•	 Providers of equity capital tend to want a clear way to recoup capital, 
through an exit strategy. An RPA does not require this. It is also less 
expensive and quicker than raising equity finance 

Disadvantages of Quasi Equity

•	 The amount received will be accounted as a liability on a manual’s 
balance sheet 

•	 Revenue Participation Agreements are relatively risky for investors,  
and consequently they are likely to want larger total returns 

•	 Track record tends to be a precondition to investment; they are not  
a suitable instrument for start-ups 

•	 They are structurally complex instruments (compared to debt) because 
of the need for agreement on revenue (particularly if ring-fencing  
a portion of revenue as part of the RPA) 

•	 Investors tend to want more control compared to debt; this may 
include a board seat 

•	 Investment tends to be longer-term compared to debt; a closer 
relationship is required with investors 
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4.3 Debt Finance
Debt financing is borrowing of funds which must be repaid at a later date. 
This must be repaid in addition to the interest accrued. This money can be 
in the form of loans from other companies, banks or financial institutions.

Advantages and Disadvantages of Debt Finance 

1. Advantages of Debt finance

•	 Unlike equity financing, debt financing gives you complete control 
over your business. As the business owner, you do not have to answer 
to investors.

•	 Unlike private loans, interest fees and charges on a business loan are 
tax deductible. This is a big incentive for debt financing. Learn more 
about tax deductions for your business.

•	 Your only obligation to your lender is making repayments within 
agreed time frames. You do not have to share your business profits.

2. Disadvantages of Debt Finance

•	 Banks are conservative when lending money. New businesses may find 
it difficult to secure debt finance.

•	 You need to be sure your business can generate enough cash to 
service the debt (i.e. repayments plus interest). Remember, if your 
business fails you are still obliged to repay your debts.

•	 Failing to make repayments on time will affect your credit rating,  
which may affect your chances of securing future loans.

•	 Committing to regular repayments can affect your cash flow.  
Start-up businesses often experience cash flow shortages that make 
regular payments difficult.

•	 Unless you have a guaranteed way of paying back your loan, any 
business that uses debt financing is risking potential bankruptcy.  
This is particularly serious if you have pledged your personal assets  
to secure a loan.
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Financial Products Offered by Traditional External Lenders

Before accessing external funding from banks and other financial institu-
tions, let’s list the type of products offered by them:

•	 An account (physical or electronic) - for saving your money, depositing 
and withdrawing to create a transactions history,

•	 Cash loans - Pay suppliers, wages etc

•	 Overdraft - Pay suppliers, wages, electricity, water

•	 Pre-financing of production-financing for production

•	 Buy inputs e.g. seeds, fertilizers and equipment for agribusiness activities

•	 Bridging finance for buying farm inputs

•	 Letters Of Credit (LC) - A letter of credit is a promise to pay. Banks issue 
letters of credit as a way to ensure sellers that they will get paid as long 
as they do what they had agreed to do.

•	 Invoice financing

Note: most of these products are targeted mainly at agro-enterprises at the 
growth stage of development.

CLASIFICATION DEFINITION INSTITUTION TYPE

Formal 
(prudential)

Financial services and 
products used through 
prudentially regulated 
and supervised financial 
service providers by an 
independent statutory 
Government Agency 
including CBK, CMA, IRA, 
RBA and SASRA

Commercial banks including mobile 
phone bank products offered by banks 
inpartnership with MNOs such as KCB 
M-PESA, MCo-op Cash, M-Shwari, 
Eazzy loan, Timiza and HF Whizz

Microfinance banks including  
mobile banking products offered  
by Microfinance banks

Insurance service providers

Deposit Taking SACCOs

Capital markets intermediaries

Formal 
(non-prudential)

Financial services and 
products offered through 
service providers that 
are subject to non-
prudential regulation and 
supervision (oversight) by 
Government Ministries/
Departments with 
focused

Mobile Money

PostBank

NSSF

NHIF

Formal 
(registered)

Financial services and 
products offered through 
providers that are legally 
registered legal persons 
and/ or operate through 
direct Government 
interventions

Credit only microfinance  
institutions (MFIs)

Non-deposit taking SACCOs

Hire purchase companies

Development financial institutions 
(DFIs) e.g. AFC, ICDC & JLBMobile

Money Apps/ Digital Apps

Informal Financial services offered 
through different forms 
not subject to regulation, 
but have a relatively  
well–defined 
organizational structure

Groups e.g. ASCAs, Chamas & ROSCAs

Agrodealer/Supply Chain Credit

Employers

Moneylenders/Shylocks

Excluded Individuals who reported 
using financial services 
and products only 
through family,friends, 
neighbours or keep 
money in secret places 
or not using any form of 
financial service

Social networks and individual 
arrangements (e.g. secret hiding place)
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BANK Equity Bank National Bank of Kenya

FORMAL
Kilimo Biashara  
(Agribusiness) Loan

Jenga Kilimo LoanNational

FEATURES

These are loans that are 
developed to assist the value 
chain players in the business 
of manufacturing, stocking, 
importing, exporting, and 
selling agricultural inputs 
and equipment.

This loan promises 
smallholder farmers 
growth, diversification 
and consolidation of their 
business by availing low 
cost funds for both working 
capital and asset financing.

TERMS AND 
CONDITION

Be account and non-
account holders with Equity 
Bank

Loan purpose for financing 
business working capital and 
operational needs

Demonstrate ability to repay

Must have relevant business 
licences

Agri-business existence  
of 1 year

Farmers with at least 2 years 
in the financed agricultural 
activity 

For Tea and Dairy farmers; 
produce deliveries must be 
to marketers with MOU with 
the bank 

Evidenced repayment ability 

Collateral in the form of 
Chattels, legal charge or lein 
over deliveriesThese

Activity 2: In your groups fill in the Loan Condition Matrix below to deter-
mine which of the listed sources give the best loans and why 

LOAN CONDITION MATRIX

Banks MFIs SACCOs ROSCAs Mobile 
Money

Shylocks Other

Financial 
Statements

Collateral

Guarantors

Interest Rates

Repayment 
in Weekly 
Installments

Repayment 
in Monthly 
Installment

One-Time 
Repayment
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4.4 Guarantees
In general, a financial guarantee is a promise to take responsibility for 
another company’s financial obligation if that company cannot meet its 
obligation. The entity assuming this responsibility is called the guarantor. 
Therefore, a guarantee is a contract by a third party (guarantor) to back the 
debt of a second party (the creditor) for its payments to the ultimate deb-
tholder (investor). 

In Kenya, the most common types of guarantees are Bank Guarantees. A 
bank guarantee is a written instrument issued by lending institutions to the 
beneficiary (to whom the guarantee is provided, generally seller) on behalf 
of the applicant (generally, buyer). As the name suggests, under it, the bank 
promises to pay a certain amount of money to the beneficiary in case there 
is a default by the applicant. It basically compensates the beneficiary (sell-
er) if the applicant (buyer) fails to make payment for the same. The bank 
charges a fee from the applicant for undertaking such guarantee.

Advantages and Disadvantages of Guarantees

1. Advantages of Guarantees

•	 Reduction of financial risks. Guarantees bring the creditor’s financial 
risks to a substantially low level making them more willing to lend  
the investor

•	 Guarantees allows businesses to grasp opportunities in the market 
which were not available to them earlier 

•	 The fees charged by banks in the case of bank guarantees is nominal, 
ranging from 0.5-1% of the guaranteed amount hence no significant 
impact on the business’ profitability

•	 Guarantees eliminate the need for advance payments of items  
to sellers

•	 Increased creditability

2. Disadvantages of Guarantees

•	 Strict assessments on businesses by guarantors before issuing the 
guarantee, this includes elaborate financial analysis to determine 
financial health and credit worthiness. This process could be time 
consuming, tedious and complicated. 

•	 It might not be suitable for small businesses with low profit margins

•	 Collateral may be required especially for large amounts of money  
is involved 
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4.5 Grants 
This is probably one of the best type of funding available but also very diffi-
cult to secure. There is no interest to be paid and the funds do not have to 
be returned, though in some cases terms and conditions have to be met. 
Grants may come from governments, NGOs, community foundations, etc. 
It’s important to find the right type of grant before making an application. 
The grant funders usually look for criteria such as: location, type of organi-
zation, size and project purpose. 

A.  Venture philanthropy 

Venture philanthropy offers a blend of funding and professional services 
to social enterprises so as to assist them expand their social impact. It’s a 
high engagement and long-term partnership approach which is similar to 
venture capital but focuses on social impact organizations. Three import-
ant aspects of venture philanthropy are: tailored financing, organizational 
support, impact measurement and management. 

B.  Impact investing 

Impact investing is a financial undertaking that aims to generate specific 
and measureable beneficial social or environmental effects in addition to fi-
nancial gain. Impact investment is the latest initiative to the rising social and 
environmental problems we have today and usually applies private sector 
capital and learning to public sector issues. Impact investors look for finan-
cial and social / environmental returns from their investment.

Advantages and Disadvantages of Grants

Advantages of Grants

•	 A business can receive generous amounts of money. 

•	 Once you have obtained one grant, you are more likely  
to receive others. 

•	 Receiving grants is a good way to build your organization’s visibility 

and credibility.

Disadvantages of Grants

•	 The need to conduct a time-consuming research on the granting 
agency before writing the grant. 

•	 The application may need a person talented and experienced in writing 
grant proposals who is also very familiar with your organization. 

•	 The Competition for the grants is fierce, and the success rate is low. 
On the average day, roughly 2,700 grant proposals are submitted; 
fewer than 200 will receive funding. 

•	 There are strings attached to the money you receive. You can’t do 
whatever you want with the funds. 

•	 Most grants are short term. When they run out, you have to start over

4.6 Emerging Sources of Finance in Agribusiness 
(Time 20 minutes)
1. Crowd Finance

Crowdfunding is an innovative approach for entrepreneurs, projects, or-
ganizations and start-ups to raise money for their causes from multiple 
individual donors or investors. 

Crowdfunding is a collective effort of individuals who combine their re-
sources to support initiatives promoted by other people or organizations. 
Through the use of social networks, organizations and individuals have 
raised billions of dollars through crowdfunding. 

Four models of crowdfunding exist: 

1.  Donations 

The crowdfunder donates funds without expecting anything in return. Do-
nations are usually used to support disaster relief, famine, humanitarian 
programmes, etc. Some examples are: JustGiving (www.justgiving.com) 
and GoFundMe (www.gofundme.com).

2. Reward 

In this type of model, the crowdfunder transfers funds with the expectation 
of a reward or gain. This may be a gift or an early release of a product or 
service offered by the start-up company. Some examples are: Kickstarter 
(www.kickstarter.com) and Indie gogo (www.indiegogo.com). 
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Kenya Industrial Estates

Like ICDC, KIE is joined to the Ministry of Industrialization at the hip. The 
Kenyan Government is aware that industrialization is the key to reaching 
developed status. It is little wonder then that KIE is driven to indigenize in-
dustry in Kenya. It provides industrial sheds, subsidizes credit and improves 
entrepreneurial skills of small to medium size enterprises. KIE offers Jua Kali 
sector loans of between sh.100,000-500,000 and to medium enterprises it 
offers up to 14 million shillings.

Industrial Development Bank

Industry is a capital heavy venture thus excuse the government’s many De-
velopment Finance Institutions. IDB has been in existence for a long time 
just like its sister institutes. Established in 1973, it offers secured loans for 
medium and large industrial enterprises. The loans come in typical variety; 
be it project and asset financing or even hire purchase. 

Agriculture Finance Corporation

It’s logical to have an agriculture specific fund. Afterall, agriculture is still 
the backbone of our lauded diversified economy. AFC was initially set up 
to enable transfer of land to Kenyan farmers in post-independence Kenya. 
Today it offers credit to the agricultural entrepreneurs among us.

4.8 Venture philanthropy 
Venture philanthropy offers a blend of funding and professional services 
to social enterprises so as to assist them expand their social impact. It’s a 
high engagement and long-term partnership approach which is similar to 
venture capital but focuses on social impact organizations. Three import-
ant aspects of venture philanthropy are: tailored financing, organizational 
support, impact measurement and management. 

4.9 Impact investing 
Impact investing is a financial undertaking that aims to generate specific 
and measureable beneficial social or environmental effects in addition to fi-
nancial gain. Impact investment is the latest initiative to the rising social and 
environmental problems we have today and usually applies private sector 
capital and learning to public sector issues. Impact investors look for finan-
cial and social / environmental returns from their investment.

3.  Lending 

This is the fastest growing model of crowdfunding and involves a crowd-
funder lending money to individuals or companies in return for the initial 
capital with interest. An example is KIVA (www.kiva.org). 

4.  Equity 

This is when the crowdfunder purchases equity in a company. It is a new 
crowdfunding model which is rapidly growing

4.7 Financial government motivated products  
offered to entrepreneurs in Kenya:
Youth Enterprise Development Fund

The Youth Fund was established in 2006 with aims of availing opportuni-
ties to Kenyan youth. The government eyes fostering entrepreneurship as a 
tool in dealing with youth unemployment. The fund is open to those aged 
between 18-35 years old.

Uwezo Fund

Mirroring the Youth Fund is Uwezo Fund. Only that it has a much wider 
scope. It is an empowerment program, created in 2013, hoped to benefit 
women, youth and persons with disability. It offers capital and mentorship 
to entrepreneurs with the primary aims of achieving gender equality and 
eradicating poverty. Its loans range from sh.50,000-500,000 at a time.

Women Enterprise Fund

This intiative is tied to the Ministry of Gender. From the name it is evident 
who it targets. Women Enterprise Fund not only offers credit to women en-
trepreneurs but also markets goods and services produced by them. Keep-
ing in line with the social motivation of these government funds; it aims to 
make women financially independent.

ICDC

The Industrial and Commercial Development Corporation has been around 
for over 60 years. It avails funding for Kenyan entrepreneurs through medi-
um and long term financing. The main task of ICDC is to prop up industrial 
development in Kenya. A key but poorly sold sector to the public. ICDC of-
fers venture capital, joint-ventures, commercial loans and asset financing.
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Credit Application Procedures
After identifying suitable potential creditors, It is important for entrepre-
neurs to get themselves familiar with the debt application procedures, pa-
perwork and the main steps to follow through the application process. Pro-
viding financial institutions with a complete and relevant set of documents 
allows for a proper and quick credit assessment by the lenders. 

5.1 Steps to follow in loan application
These are the major steps you should follow through the loan application 
process.

5.1.1 Know the Reason for and Amount of the Business Loan 

Entrepreneurs, whether the firms are start-ups or existing firms, need to 
take some time and be able to articulate why they need a business loan and 
how much they need. Often, businesses may not be able to address the 
question of how much they need until they prepare their financial state-
ments as part of their business plan.

5.1.2 Visit Your Local Credit Rating Bureau and Professional association

It is important to get some advice and help from experienced executives 
about credit scoring. Also, the Kenya National Chamber of Commerce 
(KNCC) are a wonderful and free source of advice and help. If you don’t have 
a local chapter, you can get online advice and online counseling. You may 
also have a local chapter of the Small Business Development Center within 
your county or within a nearby university. These associations will help the 
entrepreneurs with the application process for a small business loan.

5.
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5.2 Documentations needed when applying  
for a Loan
A loan application procedure is complete only when the document verifi-
cation is successful. Be it any type of loan, an applicant has to provide all the 
necessary documents. The importance of documents is different depending 
on the type of loan. In the case of unsecured loans such as personal loans, 
income proof, and salary slip are given the highest priority. On the other hand, 
for secured loans such as home loans and loan against property, property 
papers are of utmost importance which many people forget to maintain.  
 
Below is the list of documents that a borrower has to submit to the lender 
for a loan against property, personal loan, commercial vehicle loan and 
business loan. 

5.2.1. Your business financial statements: These include a current Profit 
and Loss (P&L) Statement including any supplementary schedules from the 
last three fiscal years, a Cash Flow statement, and your Balance Sheet. All of 
these reports should be current within the last 60 to 90 days.

5.2.2. Bank Statements: In addition to the above-mentioned financial state-
ments, some lenders require the last three to six months of your business 
bank statements. Many lenders want to verify that you have a business bank-
ing account and that you have the cash flow to make the periodic payments.

5.2.3. Any current loan documents or lease agreements: If you current-
ly have a small business loan or equipment lease, you’ll want to disclose 
those current commitments and be prepared with those documents.  
It’s also a good idea to have your business lease, if you lease the property 
where you do business or the mortgage on your business property if you 

own the property.

5.2.4. Income tax returns: You’ll need the last three years of signed income 
tax returns for both your business and your personal taxes. Many online 
lenders are willing to work with a business owner who has only been in 
business for a year, so you may not need three years of business tax returns 
if applying with an online lender.

5.1.3 Review Your Credit History and Credit Score 

Potential creditors evaluate the both the entrepreneurs personal and busi-
nesses credit history. Before applying for a loan you should take some time 
to get your personal credit history in order. Request your credit report from 
each of the major credit reporting agencies (CRB).

Review these credit reports. If you see any errors on your credit reports, 
write the agency a letter and detail the error and ask for it to be fixed. If 
there is an error that the agency will not fix, file a credit dispute report. 
Check on your credit score. 

5.1.4 Start Reviewing Your Borrowing Options 

Look at the commercial banks available to you. Don’t just go to the large, 
national commercial banks. You may have a better chance of a loan at the 
smaller regional commercial banks and Micro Finance Institutions (MFI’s). 
Other non-bank institutions might also be options for you, such as SAC-
CO’s. If you are a member of a local SACCO, talk to the loan officer there 
about your need for a small business loan. If they make such loans, pick up 
a loan application there as well. If one lender turns you down, do not give 
up, another may say yes to the same loan application, so keep trying.  

5.1.5 Prepare Your Business Plan 

This may be your most important step. In order to get a small business loan 
from just about any lender, you have to prepare a good business plan. In 
fact, until you have a good business plan, chances are you won’t even know 
how much money you need or how fast you can repay it. The business plan 
is in addition to the loan application required by the financial institution. We 
have discussed this in detail

5.1.6 Plan a Presentation and Make the Appointment 

In order for the loan officer at your financial institution to give your appli-
cation for a small business loan a second look, you have to make it com-
pelling. Prepare a presentation of your business plan and application for 
your loan officer. Put together a professional package to hand to your loan 
officer with a narrative plus any financial statements, spreadsheets, charts, 
and graphs necessary. Be sure and include an Executive Summary.

Many loan officers read the Executive Summary first and decide whether 
they are interested in based on that. Make an appointment with your loan 
officer and request enough time to do a short presentation, with visual aids, 
based on your business plan. Be concise, succinct, and organized.
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Entrepreneurs Repayment Capacity
Credit providers are ultimately seeking for ways to better assess the entre-
preneurs’ capacity to repay their debt commitments through repayment 
capacity measures. Repayment capacity measures provide insight into your 
ability to generate enough funds to make debt payments on intermediate 
and long-term loans (loans longer than one year) and to replace capital 
assets. If used alone, these measures only provide a snapshot of the busi-
ness’s ability to perform. It is better when they are used along with a cash 
flow analysis to be certain that the business is able to meet its financial obli-
gations over a longer period of time. The most common financial measures 
relevant to repayment capacity is the Capital Debt Repayment Capacity and 
the term repayment capacity.

Capital Debt Repayment Capacity is a measurement of Repayment Capaci-
ty and is determined based on information derived from a business’ or farm 
operations Cash-Flow Statement. 

The term Repayment Capacity refers to the borrower’s ability to repay term 
debt on time. Typically Repayment capacity is not considered a measure-
ment of a farm or business’ performance because Repayment Capacity also 
uses a borrower’s non-business and/or non-farm sources of income. The 
Capital Debt Repayment Capacity simply measures the amount of funds 
generated from the business/Farm and non-farm/business sources that 
can be used to pay debt on time and to cover the expenses to replace 
capital items.

The following equation will determine your Capital Debt Repayment  
Capacity:

Capital Debt Repayment Capacity = Net Income + Depreciation Expense 
+ Non-Farm/Business Income – Family Living Expenses & Income Taxes + 
Interest Expense on Term Loans

Capital Debt Repayment Capacity is measured in a shilling value. This value 
represents the amount that can be used to repay debt on time and to re-
place capital items.

6.
5.2.5. Your personal financial information: For most small business own-
ers, your personal financial history will be part of the criteria many lenders 
use to evaluate your credit-worthiness. This is particularly true if your busi-
ness is very small or hasn’t been in business for many years. You should 
also expect to sign a personal guarantee if you are offered a loan. It’s also a 
good idea to know your personal credit score.

5.2.6. Ownership and affiliations: Be prepared to disclose any other busi-
nesses you have a financial interest in, and if you have partners, they may 
need to sign any documents related to the loan you’re applying for. If this 
describes you, the lender may want to see the documentation associated 
with those ownerships and affiliations.

5.2.7. Your business registration and licenses: You’ll want to have your 
business registrations and license handy, and if you’re business is incor-
porated, your corporate seal. Many lenders will also need to see proof of a 
business checking account.
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Credit Worthiness
Financial institutions attempt to mitigate the risk of lending to borrowers 
by performing a credit analysis on individuals and businesses applying loan 
facilities. This process is based on a review of five key factors that predict 
the probability of a borrower defaulting on his debt and include capacity, 
capital, conditions, character, and collateral. 

Lenders measure each of these factors differently—some qualitative vs. 
quantitative. Although each financial institution employs its own varia-
tion of the process to determine creditworthiness, most lenders place the 
greatest amount of weight on a borrower’s capacity.

7.1 Capacity 
Lenders must be sure that the borrower has the ability to repay the loan 
based on the proposed amount and terms. For business-loan applications, 
the financial institution reviews the company’s past cash flow statements 
to determine how much income is expected from operations. Individual 
borrowers provide detailed information about the income they earn as well 
as the stability of their employment. Capacity is also determined by ana-
lyzing the number and amount of debt obligations the borrower currently 
has outstanding, compared to the amount of income or revenue expected 
each month.

7.2 Capital 
Lenders also analyze a borrower’s capital level when determining cred-
itworthiness. Capital for a business-loan application consists of personal 
investment into the firm, retained earnings, and other assets controlled by 
the business owner. For personal-loan applications, capital consists of sav-
ings or investment account balances. Lenders view capital as an additional 
means to repay the debt obligation should income or revenue be interrupt-
ed while the loan is still in repayment.

Banks prefer a borrower with a lot of capital because that means the bor-
rower has some skin in the game. If the borrower’s own money is involved, 

7.
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Managing your Relationship with  
Creditors/Lenders
All businesses have trading relationships with suppliers, creditors and cus-
tomers. Suppliers often extend credit to your business by letting you pay 
for goods or services after you receive them and become your creditors, 
Lenders extend loans and credit facilities that you pay in regular install-
ments and customers who owe you money for goods or services that you 
have supplied are your debtors.

The balance between when you need to pay your creditors and when you 
receive payment from your debtors has a major effect on the cash flow of 
your business. Getting the balance right is important in determining what 
cash will be available to your business in the short term, and for identifying 
the cash, or working capital, needs of your business as it grows. Managing 
credit and debt is vitally important to the smooth and effective operation 
of your business and may even make the difference between your business 
surviving or failing.

Once entrepreneurs successfully achieve access to credit, it becomes very 
important to properly manage the relationship with creditors by paying 
loans and installments on time in a way that is beneficial for entrepreneurs’ 
future financing needs. These are ways that you can manage your debts 
and relationships with your creditors.

Know Who and How Much You Owe 

Make a list of your debts, including the creditor, total amount of the debt, 
monthly payment, and due date. You can use your credit report to confirm 
the debts on your list. Having all the debts in front of you will allow you to 
see the bigger picture and stay aware of your complete debt picture. Up-
date your list every few months as the amount of your debt changes.

8.
it gives them a sense of ownership and provides an added incentive not to 
default on the loan. Banks measure capital quantitatively as a percentage of 
the total investment cost.

7.3 Conditions 
Conditions refer to the terms of the loan itself, as well as any economic 
conditions that might affect the borrower. Business lenders review con-
ditions such as the strength or weakness of the overall economy and the 
purpose of the loan. Financing for working capital, equipment, or expan-
sion are common reasons listed on business loan applications. While this 
criterion tends to apply more to corporate applicants, individual borrowers 
are also analyzed for their need for taking on the debt. 

7.4 Character 
Character refers to a borrower’s reputation or record vis-à-vis financial 
matters. The old adage that past behavior is the best predictor of future 
behavior is one that lenders devoutly subscribe to. Each has its own for-
mula or approach for determining a borrower’s character, honesty, and 
reliability, but this assessment typically includes both qualitative and 
quantitative methods.

The more subjective ones include analyzing the debtor’s educational 
background and employment history; calling personal or business refer-
ences; and conducting a personal interview with the borrower. More ob-
jective methods include reviewing the applicant’s credit history or score, 
which credit reporting agencies standardize to a common scale.

Although each of these factors plays a role in determining the borrow-
er’s character, lenders place more weight on the last two. If a borrower 
has not managed past debt repayment well or has a previous bankruptcy, 
their character is deemed less acceptable than a borrower with a clean 
credit history.

7.5 Collateral 
Personal assets pledged by a borrower as security for a loan are known as 
collateral. Business borrowers may use equipment or accounts receivable 
to secure a loan, while individual debtors often pledge savings, a vehicle, or 
a home as collateral. Applications for a secured loan are looked upon more 
favorably than those for an unsecured loan because the lender can collect 
the asset should the borrower stop making loan payments. Banks measure 
collateral quantitatively by its value and qualitatively by its perceived ease 
of liquidation.
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Use an Emergency Fund to Fall Back On 

Without access to savings, you’d have to go into debt to cover an emer-
gency expense. Even a small emergency fund will cover little expenses that 
come up every once in a while.

Recognize the Signs That You Need Help 

If you find it hard to pay your debt and other bills each month, you may 
need to get help from a debt relief company, like a credit counseling agen-
cy. Other options for debt relief are debt restructuring, debt consolidation, 
debt settlement, and bankruptcy. These all have advantages and disadvan-
tages so weigh your options carefully. 

Pay Your Bills on Time Each Month 

Late payments make it harder to pay off your debt since you’ll have to pay a 
late fee for every payment you miss. If you miss two payments in a row and 
your interest rate and finance charges will increase. If you use a calendaring 
system on your computer or smartphone, enter your payments there and 
set an alert to remind you several days before your payment is due. If you 
miss a payment, don’t wait until the next due date to send your payment, 
by then it could be reported to a credit bureau. Instead, send your payment 
as soon as you remember to.

Create a Monthly Bill Payment Calendar 

Use a bill payment calendar to help you figure out which bills to pay with 
which paycheck. On your calendar, write each bill’s payment amount next 
to the due date. Then, fill in the date of each paycheck. If you get paid on 
the same days every month, like the 1st and 15th, you can use the same cal-
endar from month to month. But, if your paychecks fall on different days of 
the month, it would help to create a new calendar for each month.

Make at Least the Minimum Payment 

If you can’t afford to pay anything more, at least make the minimum pay-
ment. Of course, the minimum payment doesn’t help you make real prog-
ress in paying off your debt. But, it keeps your debt from growing and keeps 
your account in good standing. When you miss payments, it gets harder to 
catch up and eventually your accounts could go into default.

Pay off Collections and Charge-Offs 

You can only pay as much on your debt as you can afford. When you have 
limited funds for repaying debt, focus on keeping your other accounts in 
good standing. Don’t sacrifice your positive accounts for those that have 
already affected your credit. Instead, pay those past due accounts when 
you can afford to do it. Be aware that your creditors will continue collection 
efforts on your account until you bring the account current again.
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