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THE CHERRY ADVANCES CREDIT PROGRAMME

	COFFEE DEVELOPMENT FUND

ENHANCING ADMINISTRATION OF ACCESSIBLE, AFFORDABLE CREDIT TO THE COFFEE SUB-SECTOR 



	


ABBREVIATIONS

ASDS- Agricultural Sector Development Strategy

CBK- Coffee Board of Kenya
CoDF-Coffee Development Fund

DCWG-District Coffee Working Groups
FSDT-Financial Sector Deepening Trust
ICT- Information, Communication and Technology

KPCU-Kenya Planters Cooperative Union
MoCDM-Ministry of Cooperative Development & Marketing

NCE-Nairobi Coffee Exchange
PRSP-Premium Rate Service Provider
SCIP-Second Coffee Improvement Programme
EXECUTIVE SUMMARY

The coffee sector continues to be a critical potential economic driver for Kenya. In the current year (2009/10), the annual turnover in coffee exports amounted to KES 14 billion. The government of Kenya’s Economic Blueprint, Vision 2030 identifies coffee as one of the strategic crops whose revitalization can facilitate economic growth in the country. This is because of the coffee sub-sector’s potential role in wealth and employment creation, food security and poverty alleviation. To effectively perform these roles, there is need to strengthen agricultural support services including improving access to inputs and financial services as identified in the new Agricultural Sector Development Strategy (ASDS, 2009 – 2020). 
The sub-sector, despite its importance and contribution to the economy, has in the past experienced a number of challenges that have reduced its potential performance. Challenges range from the fluctuation in the international coffee prices, escalating cost of production and unpredictable weather patterns. Key among the challenge, however, is the financial constraints and lack of access to credit experienced by farmers and other players along the value chain. Government support through Coffee Development Fund, has directed timely, affordable and accessible credit to the sector which has been responsible for the positive turnaround in the sub sector as evidenced in the increasing production trends. The Cherry Advances Credit Programme aims to address the issue of long delays in payments facilitated by the long marketing process in the sub-sector. The purpose for cherry advances is to provide small holder farmers with cash advances during the picking season for farm operations and immediate cash requirements, as they await marketing of their coffee. Also in line with its Strategic Plan, the Fund recognizes the importance of ICT as an ‘enabler’ in the provision of credit to smallholder farmers in the coffee subsector.  Through the Programme, the Fund shall embrace an innovative ICT model that will attempt to enhance the provision of cherry advances to the majority of its rural-based clientele. 

1.0
INTRODUCTION

Concerns, that primary producers in the sub sector continue to experience low returns for their crop, prompted major reforms in the sub-sector. Two of which included the establishment of Coffee Development Fund and liberalization in coffee marketing. Liberalization in marketing ushered in the opportunity for producers to engage in direct sales with international buyers so as to improve their net incomes by saving on costs previously paid to marketing agents, auctioneers and the Nairobi Coffee Exchange (NCE). While welcoming this idea, smallholder farmers have since realized that this opportunity was only applicable to the large scale coffee producers because most cooperatives lacked the institutional capacity and expertise to undertake such transactions. The auction therefore remains the preferred marketing channel. Alternative marketing channels such as cherry and parchment trading are slowly gaining momentum along the fringes, more especially as a counter measure to the long, marketing auction process. In the western region of Mt. Elgon and Bungoma areas, a significant amount of cherry produced is estimated to be marketed through the black market usually ending up in neighbouring Uganda. The trend is also picking up in other coffee growing areas such as Rift Valley and Central though the magnitude of the trade still remains unknown.  

There is therefore a need for a dedicated financier who offers a transparent and extensive network for delivering cherry advances in the subsector. Coffee Development Fund strives to remain adaptive to emerging financial challenges in the sector and one of the ways it plans to address the issue of cherry trading is by offering farmers cherry advances. Cherry advances is a short-term loan designed to pay farmers a minimum price upfront for their produce soon after harvest. The objective for cherry advances therefore is not necessarily to increase farmer incomes but to reduce economic vulnerability as farmers await marketing of their coffee. 

2.0
THE CHERRY ADVANCE LOAN
2.1
Background and Rationale


The existing payment system results in a considerable time lag between cherry delivery and receipt of initial coffee payments. A brief recap of the coffee value chain processes explains the reason behind this delay. A complete coffee production cycle from initial preparation to cherry harvesting ordinarily takes twelve (12) months. In addition, two to three months are required at the society or factory level to pulp cherry (primary processing) into parchment before coffee is delivered to the millers for hulling into clean coffee (secondary processing). Milling of parchment to clean coffee and grading usually takes between one to two months before coffee is presented for sale by marketing agents at Nairobi Coffee Exchange (NCE) or through direct sales. Overall, the lapse between the time a farmer delivers cherries until the time payment is made after auction is at a minimum 6 to 9 months. In some cases, it has taken over one year for farmers to be paid. The long, complex marketing process is a common feature in the coffee value chain which has a number of critical implications both on the farmer and the respective society. Implications can be summed up as follows;

2.11
Impact on farmer;

1. Poorest producers in need of immediate cash for their coffee produce may be obliged to engage in illegal sales (hawking) to meet their short-term financial needs. 

2. Farmers may also be compelled to intercrop or divert attention away from sustainable farming practices such as weeding and pruning. To the majority of smallholder farmers, coffee farming becomes more of a supplementary, than a core activity. 

3. Leads to multiple borrowing due to economic vulnerability during the long marketing period. Farmers may succumb to unscrupulous middlemen and other non-formal financial providers who offer high interest loans.
4. For farmers who took loans, interest continues to accrue, increasing the level of non-performing loans among financial providers.

5. Farmers facing financial difficulties are prone to indulge in social vices such as theft and drunkenness which subsequently lead to tension and breakdown of family ties. 

2.12
Impact on cooperative society;
The implications outlined above, generally have a knock-off effect on the quality of services offered by societies. The major implication is the diversion of a large proportion of cherry from the established marketing chain to the black market. This consequently, weakens the capacity of societies to collect optimum returns usually retained as working capital for the day-to-day running of the factories. Many coffee factories have therefore remained in a deplorable state as a direct result of low volumes of cherries delivered. Some societies with multiple factories have even gone to the extent of shutting down factories that fail to meet a certain threshold of cherry deliveries. 

Diagram 2.0 Smallholder Farmer Payment Cycle
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2.2 Objective of Cherry Advances

The provision of cherry advances is a direct response aimed at addressing issues stemming from the long payment cycle. The overall objective is to improve cash flows among smallholder farmers during the picking season. In summary the specific objectives of the loan are as follows; 
· Offer a short-term solution to financial needs by advancing payment of a significant proportion of the expected return. 
· Stimulate increased farm productivity and minimize the issue of illegal hawking of cherry by providing an incentive to coffee farmers to continue cultivating and delivering the coffee through the established marketing system. 
· Reducing economic vulnerability and hence minimizing multiple borrowing during the long marketing period. 
3.0
OVERVIEW OF CHERRY ADVANCE PAYMENTS SYSTEMS
Past efforts to extend cherry advances to coffee farmers have been achieved through the Small-holder Coffee Improvement Project (SCIP 1) and Second Coffee Improvement Project (SCIP 11), funded through the European Union, STABEX funds. These past initiatives, realized limited success mainly due to lack of proper cohesiveness, mismanagement of the credit administration process by some of the key players such as cooperative societies. Out of the 42 commercial banks operating in Kenya only the Cooperative Bank of Kenya appear to have a framework for extending cherry advances. The credit framework however, borrows heavily from the SCIP projects and is currently being implemented at a very limited scale. Other value-chain players such as marketing agents are known to provide advances (parchment), although terms and conditions pegged on advances remain rather unclear.  The recent demise of Kenya Planters Cooperative Union (KPCU) once a major player in facilitating parchment advance payments has left a huge financial gap that justifies the need for a dedicated financier who offers a robust, extensive framework for delivery of cherry advances.

4.0
THE CHERRY ADVANCE CREDIT PROGRAMME

4.1
Proposed Lending Model (Programme Design)
The basic feature of the credit programme aims to introduce a system whereby the farmer is paid up to a maximum of 30% of the anticipated market price per kilogram of cherry delivered to the society. The framework adopted in the programme will ensure that cherry advances are made right to the individual farmer. This feature both safeguards the members advance receipt from possible manipulation and deductions by the cooperative society as has happened with previous cherry advance payments. Important to note is the installment of the M-Kahawa
 Support System which shall automate the whole loan disbursement process. 
Mobile service providers have emerged as favourites in forming partnerships with financial institutions by developing mobile-based banking systems that aim to deepen financial services among the unbanked. Equity Bank, M-Kesho facilitated by Safaricom Ltd. and the recently launched Iko Pesa with Orange Telecoms are some of the recent market examples. The proposed model is a mobile banking system dubbed ‘M-Kahawa’. By adopting the model, the Fund attempts to bridge the outreach gap by taking it much closer to farmers while significantly gaining control of the loaning process. The Programme is a long term initiative occurring in two phases. The Programme will commence as a pilot mainly to test the functionality of the system and to inform the roll-out process. Pilot testing will take place within a period of six months to coincide with the start of the picking season of the targeted pilot area. The second phase shall involve full roll-out of the Programme to all coffee growing regions.
The ‘M-Kahawa’ System will be a combination of ICT solutions comprising of the following; 

4.11
‘M-Kahawa’ (Mobile-based banking system)

M-‘Kahawa’ is a mobile-based banking service that will operate in a similar fashion to M-PESA. 
. The wide use of M-PESA in Kenya has helped dispel the myth that low income groups are reluctant to take up and adapt to technologically enabled channels. Through ‘M-Kahawa’, coffee farmers will for a start be able to use their mobile phones to receive cherry advances and check the balances of their existing loans with the Fund. The key benefit of ‘M-Kahawa’ is accessibility. Farmers can withdraw cash from their ‘M-Kahawa’ accounts by visiting any M-PESA agent whose agent network currently stands at nine thousand retail outlets nationwide. The ‘M-Kahawa’ application will have a menu structure similar to M-PESA. During registration for the M-Kahawa application, end-users (farmers) will be provided with a unique CoDF account number that will enable them to receive cherry advances and check their loan balances.

4.12
The ‘M-Kahawa’ computer interface.

The ‘Kahawa’ computer interface shall be the main server offering the virtual link between the Fund and users of M-Kahawa. It will be centrally located at the Fund operated by a designated officer. The interface shall store all transactions and data generated during the overall loaning process. The key feature of the interface is the ability to be programmed to make the necessary computations required for making cherry advances to farmers.  For instance, if the average payout for the price per kilogram of cherry is Ksh. 35, the expected advance payout will stand at around Ksh.11. given a conversion rate of 30%. This conversion principle can be integrated into the ‘Kahawa’ computer interface to generate automatic computations depending on amount of cherry delivered.
4.13 The ‘M-Kahawa’ entry log book

All entries for cherry deliveries in the factory will be made in the ‘Kahawa’ entry log book (similar to log books used by M-PESA agents.). The Fund shall require all societies to record all transactions on a serialized, branded entry log book. For each delivery a society official shall record and sign the amount of cherry delivered alongside, the farmers name, I.D Number, member number and unique CoDF number. The farmer shall be instructed to do the same. Societies, through their designated officials will then be required to copy details of the entry log book into an excel based sheet in a format provided by the Fund which will then be uploaded and forwarded to the Fund through a web portal or email address. The hard copies will also be retained and posted to the Fund.
4.14 Summary of steps in the Loaning Process through ‘M-  Kahawa’

i. Farmers will have to register into ‘M-Kahawa’ to gain access to the application. Registration will be conducted both electronically and manually at the society level.

ii. When farmers make cherry deliveries to their respective factories, the factory clerk shall record and sign the amount of cherry delivered alongside, the farmers name, I.D Number, member number and phone number in the ‘Kahawa’ entry log book. The farmer shall be instructed to do the same.
iii. Immediately after cherry has been weighed and recorded, the Farmer will simultaneously send a ‘text’ message with details of cherry delivery to a pre-defined CoDF number e.g. 5555 that will be captured in the ‘Kahawa’ computer interface. 

iv. The interface will generate a reply ‘text’ which shall constitute an electronic receipt. The receipt shall bear a unique transaction number. The credit officer shall check, verify and authorize batch payments at the end of every week. The farmer shall make withdrawals at any M-PESA agent. 

v. Farmers can check on their loan balances by sending a ‘text’ containing their unique CoDF numbers to the predefined CoDF number (e.g. 5555). 

(N/B Disbursements of cherry advances through M-Kahawa will take a maximum duration of two weeks. The loaning cycle will be a rolling process occurring every fortnight. Other value-added services offered by M-Kahawa shall include farmers checking their existing loan balances by sending  a ‘text’ containing their unique CoDF numbers to a predefined CoDF number (e.g. 5555). 

The Fund also plans to utilize the service to send bulk SMS alerts to farmers for instance, to inform about new loan products, current status of their loans and sending reminders on payment of outstanding loan balances

4.2
Programme Coverage and Target groups 
Kenya coffee is produced by over 3,000 plantation growers and about 600,000 small scale farmers who market their coffee through more than 500 registered farmers’ cooperative societies. The small scale farmers produce 40% of the crop while plantations produce the remaining 60%. Many of Kenya’s smallholder farmers typically work on plots of an acre or less. Smallholders are more likely to slip into a cycle of multiple borrowing as they await for final payments during the marketing period, The issue of multiple borrowing is likely to heighten their indebtedness and increase their poverty levels. The vulnerability of this target segment, justifies the special focus of the Programme on smallholder coffee farmers. The pilot phase shall target atleast 3,000 farmers, graduating to the existing 60,000 farmers currently served by the Fund  during roll-out. The overall target of the Programme is to reach 100,000 small holder farmers by 2012.
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4.3
Programme goals and objectives
The overall goal of the Programme is to promote the supply of coffee through the established marketing system. Specific Programme objectives include;

· Stimulate increased farm productivity and minimize the issue of illegal hawking of cherry by providing an incentive to coffee farmers to continue cultivating and delivering the coffee through the established marketing system.

· Reducing economic vulnerability among smallholders and hence minimizing multiple borrowing during the long marketing period.

· To improve on the timeliness and regularity of cash payments to smallholder farmers.

· Promote the formation of Public Private Partnerships in extending financial services to the sub sector.
· The ICT solution shall provide mechanisms of collecting real-time financial data, hence improving data quality and financial reporting of loan portfolios. 
· Open up avenues of enhancing service delivery to farmers. 
· Empowering farmers through management of individual loan accounts.
4.4
Programme Components

4.4.1
Programme Governance: 

The Programme will form a Coordination Unit responsible for coordinating activities during the implementation of the Programme. The Key persons in the unit shall include the IT Officer, Credit and Commercial Manager, A Credit Officer and a representative from the appointed Mobile Service Provider. The Unit shall also have the primary function of developing Programme strategies and the framework for operations. On completion of the Programme, the Unit will be tasked in preparing the final report (recommendation letter) concerning the M-Kahawa service and its potential for further implementation and expansion.

Component Outputs;

· Programme strategies developed e.g. implementation plan and development of a monitoring and evaluation framework.

· Refining, reviewing and documenting lending instruments, policies and procedures.

· Facilitating partnership negotiations
4.4.2
Administration & Management of Credit Package
The overall management and administration of the credit facility will be under Coffee Development Fund in collaboration with the loan administration partners. CoDF will make both scheduled and unscheduled visits to borrowing farmers during the monitoring and evaluation period. The credit department shall prepare quarterly reviews and reports for onward reporting to the Board of Trustees. Target beneficiaries will also be involved in evaluation through mini-surveys to measure the extent to which the Programme is meeting its objectives. The survey will focus on efficiency, effectiveness and impact of the service among target beneficiaries.

Component outputs

· Design, print and distribute lending instruments such as loan application forms, tripartite agreement forms

· Audits, Monitoring & Evaluation. 

· Product training.

4.4.3
Marketing and Awareness 
The Fund shall undertake marketing and sensitization activities to create awareness among stakeholders. There will be strong emphasis on illegal cherry trading aimed at discouraging farmers from engaging in the trade and seek the proposed alternative through the Programme. Collaborating partners shall involve sector regulators; Coffee Board of Kenya (CBK) and the Ministry of Cooperative Development & Marketing through the newly established Coffee District Working Groups. 

Component Outputs:

· Regional meetings with Coffee District Working Groups.

· Mobilization and training of farmer groups.

· Promotion in local media channels: Newspaper, Radio and T.V adverts.

· Production of publicity materials (Banners, brochure, fliers, posters e.t.c.) brochures, leaflets posters

	Table 4.0 Institutional Framework: Roles and Responsibilities of Partners

	1
	Coffee Development Fund.
	Perform the overall function of credit administration, data management, loan monitoring and reporting of loan portfolios.  

	2
	Cooperative Society.
	Cooperative societies shall be required to maintain accurate and up to date entry log books for all cherry deliveries. 

	3
	Marketing Agent.
	To ensure full recoveries of loan amounts from coffee proceeds, the Fund shall enter into partnership with the marketing agents through a tripartite agreement.

	4.
	Mobile Service Provider.
	The mobile service provider shall provide the mobile banking platform to facilitate cherry payments. They will also play a huge role in the  registration of farmers.

	5
	Premium Rate Service Provider (PRSP) 


	The Fund shall enter into a partnership with the Premium Rate Service Provider who will provide the link with Safaricom along with the technical support required to run the system.

	7
	Coffee Board of Kenya and the Ministry of Cooperative Development & marketing)
	Marketing and Sensitization Partners.


4.4.4
Technical Support Services
The following outputs are envisaged;

· Procurement, Installation and commissioning of ‘M-Kahawa’  System
· Maintenance, Monitoring and Evaluating viability of ‘M-Kahawa’   system.

4.4.5 Sustainability
The service is bound to be self sustaining due the number of farmers expected to register and utilize the service (See Annex 5: Profit & Loss Statement) More revenue is expected to be generated from the interest charged on cherry advances. 
The sustainability of the Programme will also depend on a number of factors;

1. Ownership and acceptance of the project by all the stakeholders. Prior to commencement of the Programme, the Coffee Development in collaboration with Programme Partners, will embark on a sensitization exercise of all stakeholders to promote ownership. 
2. Ensuring that the monitoring systems in place are effective and that the problems identified, recommendations made in the progress reports and the auditors reports are addressed promptly.

3. Creation of a revolving Fund during the Programme’s life to ensure financial sustainability. 
4.4.6 Performance Indicators

Specific performance indicators are shown in the logical framework (Annex 6) however the broad key indicators are;

· Increased amount of cherry delivered in factories (Production levels).

· Improved rates paid out to farmers

· Improved record and book keeping practices.

· Fast, timely disbursement of loans.

PILOT TEST TEAM: SUMMARY OF DUTIES AND RESPONSIBILITIES

	
	Pilot Test Team Skill Areas
	Individual/s
	Title 
	Assigned Tasks

	1
	Team Leader 
	John Amimo
	Resource Mobilization Officer
	· Manages the Team/Monitoring progress of the Team
· Responsible for reporting and outputs.
· Calls meetings, assigns tasks to Team members.
· Resource Mobilization Duties.
· Assist in coordinating training activities.
· Coordinates preparation of recommendation letter.

	2
	Information Technology/MIS (Project Manager)
	Fernando Barasa


	ICT Officer


	· Coordinates IT requirements. 

· Oversee related fixed asset purchasing and installation.

· Work closely with the developer in customizing M-Kahawa module.
· Ensure adequate technical support for M-Kahawa.
· Monitoring functionality of the ‘M-Kahawa’ Service.

	3
	Finance & Accounting
	Patrick Nyaga
	Finance & Administration Manager
	· Oversight of budget expenditures
· Prepares costing and financial projections.
· Management of M-PESA Bulk Payment Account (B2C).

	4
	Training/Marketing
	Jonathan Mwatata  


	Credit Officer
	· Coordinate activities with identified Pilot FCS’s.

· Will liaise with other stakeholders such as the Ministry of Cooperative Development & Marketing (MoCD&M) and Marketing Agents.

· Facilitate signing of Tripartite Agreements with Marketing Agents.

· Will coordinate training and other capacity building activities with Pilot societies. 

	5
	Credit Management
	Shadrack Mubea
	Credit & Commercial Manager (CCM)  
	· Develop policies and procedures documentation.  

· Oversee and Manage Credit Administration to farmers

	6
	Audit/Controls
	Chrispus Mbogo 
	Internal Auditor
	· Ensure Compliance, assist in formalization of processes, procedures and risk analysis.
· Conducts Full product Audit (and follow-up if necessary during Test.


TESTING SCHEDULE: DESCRIPTION OF REQUIRED ACTIVITIES.

The Schedule below outlines the significant activities required for the implementation of Pilot.
	No.
	Description of Activities/Outputs
	Timelines 
	Progress Update
	RESPONSIBILITY

	
	
	
	
	

	1
	Registration of trademark name with KIPI 
	3/12/2010
	The registration process is still on-going. The trademark name has undergone the search process and is now ready to be advertised.

According to KIPI the trademark registration should be completed by End of March.
	John Amimo



	2
	Letters of request for quotation of Mobile Solution Services
	31/01/2011
	Letters were sent to the three leading mobile operators; Safaricom, Airtel and Orange. 

Safaricom has since replied (23/02/2011)
	John Amimo

	3
	Application for M-PESA Bulk Payment Account (B2C)
	28/02/2011
	Done
	John Amimo/Patrick Nyaga

	4
	Send request for proposals to Premium Rate Service Provider (PRSP) services.
	
	
	Fernando Barasa

	5
	-Formation of a Pilot Test Team and signing of TOR.

-Draft Terms, Conditions &   Procedures

-Set Tariffs.

-Determine testing locations and reporting dates.
	
	
	John Amimo



	6
	Facilitate negotiations and signing of agreements between partners i.e.

a. Safaricom Ltd.

b. Appointed PRSP

c. Marketing Agents
	
	
	John Amimo

Fernando Barasa

Jonathan Mwatata



	7
	Design of ‘M-Kahawa’ Module.

The IT department will work closely with the Systems developer in designing the M-Kahawa Module
	
	
	Fernando Barasa

	8
	Sensitization of all stakeholders on M-Kahawa service and cherry advances.

(MoCD&M including DCO’s and DCWG’s, Ministry of Agriculture including DAO’s, Pilot Cooperatives and farmers.
	
	
	Jonathan Mwatata

John Amimo.

	9
	Document Operational Policies and Procedures.
	
	
	Jonathan Mwatata

	10
	Prepare Training Programme


	
	
	Jonathan Mwatata 

	11
	Procurement, installation and commissioning of M-Kahawa infrastructure
	
	
	Fernando Barasa



	12
	Training.

There are three categories of training to be conducted:

1. CoDF staff-Training to be provided by Safaricom on management of the B2C account and the Bulk Payment Process. The appointed PRSP will also facilitate training on the use of the M-Kahawa Module.
2. FCS Officials/farmers-Farmers and society officials need to be sensitized about the new service before training is commenced.  Training to be provided by CoDF and Safaricom on disbursement of cherry advances and use of M-Kahawa application.
 
	
	
	John Amimo

Fernando Barasa

Jonathan Mwatata



	13
	Designing and dissemination of lending instruments to target groups e.g. application forms and M-Kahawa entry log forms.
	
	
	Jonathan Mwatata 

Public Relations Officer



	14
	Set date for Registration of farmers to M Kahawa Service with Safaricom.
	
	
	John Amimo.

Jonathan Mwatata



	15
	Set date for Testing of M Kahawa service and loan disbursements. Testing of the service to coincide with the picking season (April or October)
	
	
	Fernando Barasa

Jonathan Mwatata.

	16
	Full Testing of M-Kahawa service.
	
	
	Fernando Barasa

	17
	Monitoring, Evaluation & Reporting
	
	
	IT Department

Credit Department



	18
	Presentation on Progress to Senior Management 
	
	
	John Amimo

	19
	Prepare recommendation Letter 
	
	
	Pilot Test Team


ANNEX 3: DESCRIPTION OF LENDING TERMS AND CONDITIONS/TARRIFFS

Loaning Terms and Conditions

Loan Term 

Cherry advance shall be a short-term loan payable within six (6) months. 
Interest Rate

The loan will attract a fixed interest rate of 10%.

Penalties

Any farmer suspected of colluding with society officials in providing falsified data on cherry deliveries shall be disqualified from the Programme. The society official shall incur the cost of reimbursing the Fund the full amount. 
Loan Requirements

Eligibility

Co-operative coffee farmers:

i. Only registered and active members delivering their coffee to the society shall be eligible to receive advances. 

ii. Members shall be required to sign an irrevocable letter of instruction authorizing the society to deduct loan amounts from coffee proceeds. 
Co-operative societies:

i. The society will present the Fund with the current marketing agreement to determine marketing period and commencement of loan allocation. 

ii. Each society will be required to present the Fund with three year production and payment records to determine the rate of advances to be paid.
iii. The society shall sign a tripartite agreement on behalf of its members to ensure recoveries of full loan amounts from coffee proceeds. 

ANNEX 4: BUDGET

	 

BUDGET FOR ‘M-KAHAWA’ (PILOT PHASE)

	                                            EXPENSE HEAD
	AMOUNT (Ksh.)
	AMOUNT *(US$)

	Cost of Sales
	Registration fee (KIPI)
	                    12,000 
	                      150 

	 
	*Annual subscription for USSD code
	            1,753,920 
	21,924                

	
	*Safaricom Annual subscription (Link)
	240,000
	3,000

	Sub-Total
	 
	2,005,920
	25,074

	 
	 
	 
	 

	Marketing Expenses
	Capacity building
	             700,000 
	                8,750 

	 
	Publicity & awareness
	          5,000,000 
	               62,500 

	Sub-Total
	 
	5,700,000
	$71,250

	 
	 
	 
	 

	Administration Expenses
	Customization (M-Kahawa Module)
	          3,000,000 
	               37,500 

	 
	Training
	             300,000 
	                3,750 

	 
	Consultancy
	             500,000 
	                6,250 

	 
	Monitoring & evaluation
	          1,000,000 
	               12,500 

	Sub-Total
	 
	4,800,000
	$60,000

	 
	 
	 
	 

	Finance Expenses
	Hardware, software components and SMS Short Code 
	          3,000,000 
	               37,500 

	 
	*Revolving fund
	        15,000,000 
	             187,500 

	 
	 
	 
	 

	 
	 
	 
	 

	Sub-Total
	 
	18,000,000
	$225,000

	TOTAL
	 
	Ksh. 30,505,920
	$381,324


      $ 1 USD=Ksh. 80 

The Fund will provide the seed capital (revolving fund of $USD 187,500) as start up capital for on-lending to farmers.

Grant requested through Global Giving is $USD 193,828)
BUDGET NARRATIVE 

i. Cost of sales

The registration fee of Ksh.12,000/- is the statutory cost of registering the product & trademark licensing at Kenya Industrial Property Institute (KIPI) 
The subscription fees of Ksh. 1,753,920/- represents the annual subscription charges to the Premium Rate Service Provider (PRSP). It includes the USSD code for sending Bulk SMS’s and loan balance queries.

The Safaricom subscription charges of Ksh. 240,000 represents annual charges for a dedicated line/link from CoDF to PRSP server at KDN.

ii. Marketing expenses

The capacity building expenses of Ksh. 700,000/- will cover the costs of product training for farmers and cooperative officials on how the M-Kahawa service works, its features & how to use it effectively.

The publicity & awareness costs are in respect to printing of lending instruments, and other promotional materials such as brochures.  

iii. Administration Expenses

The Customization costs of Ksh. 3,000,000/- are only incurred once at the setting up of the M-Kahawa service. They relate to the cost of integrating & customizing the M Kahawa module to the Funds ERP & database. The training costs of Ksh 300,000/- are also incurred once, mainly to provide technical training to CoDF staff on how to use the M-Kahawa module. 

Due to envisaged partnerships with different stakeholders, the consultancy costs of Ksh 500,000/- has been set aside for any legal fees incurred during partnership negotiations. 
The monitoring & evaluation costs of Ksh. 1,000,000/- is to cover logistical expenses of travelling, monitoring as well as evaluations that will be continuously carried out during the pilot phase. .  

iv. Finance expenses

These are the costs of acquiring the hardware, software, accessories & related peripherals necessary for the structural infrastructure of the product. The estimated cost of Ksh. 3,000,000/- will be incurred once at the inception of the service. The cost also includes a one-off payment for the SMS Short Code paid to Safaricom.

The revolving fund represents the amount of seed capital the Coffee Development Fund is putting aside purely for on-lending to the farmers as cherry advance. It cannot be applied to any other purpose & is ploughed back without fail annually to grow the fund. 

� ‘Kahawa’ is a Swahili term for coffee.


� A popular mobile-based banking service offered by Safaricom; a mobile service provider operating in Kenya.
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Diagram 4.0 Cherry Advances through ‘M-Kahawa’
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