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Overview & Regulation 
This refers to the semi formal and informal lending of cash. You know the chama lending 
money, office groups or individuals lending to colleagues, shylocks, and the many XYZ Capital 
and other such entities. In a more positive way there are known as alternative sources of credit. 
Alternative from the traditional sources such as banks and Saccos. 

The reason we refer to them as semi informal is because they are largely unregulated. There is 
no law per se which regulates money lending that is if the person or organization lending money 
is not taking deposits. 

The Law 
 The two laws which are the closest to the business are the Banking Act of and the 

Microfinance Act of 2006. The laws are only applicable to institutions taking deposits:  

According to the latter act “No person shall carry out deposit taking business without a valid 

license. “ 

Among the requirements to get licensed as a deposit taking microfinance institution are: 

- Incorporation of the words “Deposit Taking  Microfinance” or the acronym “DTM” in their 
business name;  

 
- The ‘Fit and Proper’ Test of the professional and reputational suitability of persons 

proposed to manage or control an institution. 
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- Feasibility study and three-year business plan of  the proposed deposit-taking business 
in Kenya,  detailing the mission, vision, scope and nature of  business operations, 
profitability analysis and internal controls and monitoring procedures… 
 

- the applicant’s risk-management policies and internal  control systems including, among 
others, board and senior  management  oversight,  internal  controls,  physical  
infrastructure, geographical presence, use of information  technology… 
 

There are many other requirements including on opening branches, operations and finances 
which we won’t go into at this point because ( Microfinanace Institutions are the subject of 
another guide all together ). The license is issued by the Central Bank.  
 
A deposit taking microfinance is thus different from the money lending we refer to in this guide. 
The latter is unregulated. The bland view is that the government needs to encourage deposits 
(deposits are savings, and savings lead to investment. Such institutions which aggregate money 
make capital available in form of credit) and to do so it has to protect deposits. And how does it 
do that? By making sure that the organizations taking deposits operate in such a way that the 
deposits are safe and the deposit taking institutions do not collapse or run away with cash.  
 
There seems to be no such sense of urgency and need to protect those taking credit. Indeed 
until recently the financial institutions customer who takes credit was not protected. The non 
deposit taking lender is also not out rightly protected, after all, the reasoning may go: it’s your 
money that you are risking and the government has no business coming in between. The 
borrower also willingly agrees to the terms of the creditor and thus does not need any special 
protection. This state of affairs will not necessarily remain so; there are already signs that a law 
will eventually be enacted to regulate the money lending business.  
 

Law of Contract 
 
So in light of the above how do the money lenders and creditors relate in light of the law?  They 
rely on contracts; the law of contract (Chapter 23 of Laws of Kenya).  
 
 
“No suit shall be brought whereby to charge the defendant upon any special promise to answer 
for the debt, default or miscarriages of another person unless the agreement upon which such 
suit is brought, or some memorandum or note thereof, is in writing and signed by 
the party to be charged therewith or some other person thereunto by him lawfully authorized. “ 
 
 
Generally the lender is saying “We are getting into a contract, I give you this amount of money, 
which you will repay with 20% interest. If you fail to pay I will take ABCD agreed asset. Or I will 
take this or that action...” 

 Or any other such agreement, which to be valid has to be in writing. 

In case of any comebacks, say failure to pay and the matter ends up in court; it’s the contract 
that holds water. The contract also has to be within the law. 
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 If you go to court and keeping everything constant make a decision based on the contract. Yet 
as it will become clear a lending firm will resort to court as the last option. Not only because of 
the costs but the seemingly thin ice some are built on. 

Not all lenders rely on written contracts. There are many lenders who rely on verbal contracts or 
almost nothing at all.  

A written agreement is the one thing that will protect you as a lender and it’s always good to 
have it in whatever form. 

 

Company Registration 
If you plan to operate a little more formally then you have to register your money lending 
business as a company. Also registering as a limited company detaches your personal liability 
from the company.   Still this is optional; you can operate comfortably without registering a 
company. If you are lending on a small scale, have no plans of growing big in a formal way then 
you can stay without the registration. You can also start without registration and only seek it 
when your business gets to a level you are comfortable with. 
 

Registration is done at the attorney general chambers. You can do it personally or through a 
lawyer or broker.  Budget at least Kshs.25, 000 for this. 

 

County Business License 
This is issued to all businesses operating within a county. If you will be operating from a premise 
then you will need this license. The cost will vary with the county, but budget at least Kshs. 
10,000. 

Again if you are operating informally, no office or shop, then you can do without the license. 

 

Structuring Your Money Lending Business 
 

Some Business Models In The Market 
After sorting out the regulatory issues the next thing is to determine how you are going to 
structure your business. 

First is to determine the kind of loans to give. Your resources, the key being the amount of cash 
you have at your disposal to lend will determine how you set up the business, the amount you 
lend, the kind of securities you take and the loan maturity period. 

The idea is to target a customer base pegged on your resources, networks and minimizing risks. 
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Before we go into detail here are some of the common kinds of loans presently offered in 
the semi formal market: 

 

 Salary advance lending – Out of work 

 Working capital – To business people  

 General Loans – No specified purposes  - Business and individual  

 Shylock – Big and small  - Cash against electronics  

 Mobile Phone Loans – Branch / Tala / Saida 

 Cash against uncleared effects ( Cheques) 

 Invoice discounting 

 Corporate loans 

 Capital  

 Cash against logbooks 
 

 

From the above you can see there is no limit to the kind of loans that you can offer. You simply 
need to structure the credit facility based on market needs and gaps. Making money and 
minimizing risks. 

 

Deciding the Type of Loan: Factors to Consider 
 

 Access to the market – At the start its best to invest a large part of your capital in 
lending and creating systems to reduce risk rather than in marketing. Thus you want to 
start with the market you can easily access: The consumers that you easily understand 
how they operate, their needs and their likely behavior.   
Thus you see entrepreneurs starting with office colleagues, business people in the 
neighborhood or a group of people whose habits they understand.  
 
This does not mean you should not to explore new markets ad demographics. You can 
but if say you are limited in capital it’s wiser to start with the immediate market. 
 

 Capital – The capital you have determine the size of loans you can offer, the type and 
the risks you can take. For instance if you have Kshs. 10,000 it won’t be logical to give 
loans against log books where people will be expecting much more. If you have Kshs.5 
million you can formalize a little, go beyond your immediate sphere, market and have 
more advanced systems to access risk. 
 

 Gaps in the market – Ideally the market for loans is almost unlimited. There are more 
people who need loans than the amount of credit that is available. The limitations have 
to do with the credit worthiness. Gaps in the market then involve identifying a group of 
consumers with the relatively lower risks but who are underserved, or better still coming 
up with a business model that reduces or manages the risk and serves some 
underserved consumers.  
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 Returns –   The market being a little unregulated means that the returns could vary. For 
instance a Shylock can charge 30% per week, while other “capital facilities could charge 
20% per month. Consider returns based on your target market. Are they willing and able 
to pay the interest rate you charge? What is the best rate that you can charge keep 
customers and grow your business?  
 

 
 Risk – At all times you should try to minimize the risk, or make sure the risks 

correspondent to the returns. When settling on the kind of loan you are going to offer 
consider the risk. Is it a risk you are willing to take?  

 
 

Secured Loans 
 
Loans can either be secured or unsecured. Where the loan is secured it means that it’s given 
against a borrower’s assets, technically known as collateral. The assets are temporarily 
transferred to you, the lender, until the loan is repaid.  
 
In case the loan is not repaid then you can sell off the item and recover your money and 
interest. This means that the amount of loan you give should be less than the value of the 
secured item. This is also because of the risk involved, administration costs, and disposal costs 
if you have to sell the item to recover your money.   
 
Of course secured loans are a less risky investment. Secured loans are is the model used by 
everyday shylocks and money lenders who loan against electronics and assets such as 
vehicles. A shylock could take a laptop worth Kshs.25, 000 and give a loan of Kshs. 8000 to be 
repaid with an interest of 30% per week. In this case he considers the laptop is second, for him 
to sell, and sell fast so as to recover his money and make profit then he has to do it at a value 
less than it’s worth. Say sell the Kshs. 25,000 laptop for Kshs. 15,000 or even Kshs. 12,000.  
 
When looking at the assets, the collateral, consider how much it’s realistically worth and how 
much does it cushion the loan.  Then if the borrower defaults how quickly and easily can it be to 
dispose the collateral and recover the loan plus costs? An asset could be worth a lot of money 
but difficult and costly to dispose.   
 

Unsecured Loans  
 
When a loan is unsecured it means that you are giving a loan not based on any collateral but 
what you consider a person’s ability and willingness to repay. Thus you will consider their cash 
flow, source of income, their history with other loans and generally their credit worthiness.  
Unsecured loans can take many forms. For instance a lender can access a borrower’s assets 
and give an unsecured loan but on condition that if he doesn’t pay then he can take hold of the 
assets. 
 
Others are totally unsecured like those issued on basis of salary, credit score, trust and 
networks.  Unsecured loans are riskier.  
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How to determine the credit worthiness and ability to pay will become clear below. 
 
 

The Money Lending Process 
 
Generally the process of lending money involves the following key steps: 
 

- Identify prospect – Like we have stated above to start offering loans you look at your 
capital and identify a target market. Understand their needs, habits and characteristics 
then structure the loan based on that.  
 
For instance how much do they earn? What are their sources of income? How stable are 
these sources? What would they need a loan for? Who is presently providing them with 
loans? And other such factors. The specifics will depend on the kind of loans that you 
plan to offer. For instance if you are giving secured loans as a shylock, then decide on 
who your target will be? What kind of assets they have? And what collateral you will  
 

- Structure the loan – This involves deciding on the business model you are going to use 
when giving the loan, amount of loan, rate of interest, maturity period, whether secured 
or unsecured and how you will ensure you will get paid, and what happens if you don’t 
get paid.  
 
The purpose of structuring the loan is to protect you as the lender from high exposure to 
risk, reward you for putting your capital to work, while at the same time helping fulfill as 
much as possible the financial requirements of the borrower.  
 
The latter part means that it’s not a must that you have a fixed method of structuring 
your loan for borrowers will have different needs and you take that into consideration 
when determining everything about the loan. The idea is to make the loan useful to the 
borrower while maximizing your returns and reducing your risks.  
 

Another tip is to try to always make sure the loan is adequate: that means not too little 
that it’s of no use to the borrower but then again not excess, otherwise the borrower 
could have problems repaying. 
 
Risk is also a factor to consider when structuring the loan. Whether you give a secured 
or unsecured loan there is always a risk. You should recognize what the risks are and 
seek ways to mitigate them. The purpose of you giving a loan is to ensure you are paid 
together with your interest. Never assume there is no risk.  
 
Structuring also involves determining the terms say what the installments should be, how 
often they should be paid and through what means. Set the terms such that they are not 
so strict that the borrower ends up defaulting. And be flexible; if a borrower defaults for a 
day or week but has willingness to pay, then understand as long as it does not get out of 
control.  
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- Check borrower’s ability to pay – This will involve two key things: checking whether a 
client has the ability to pay, and their willingness to pay. For although there are 
borrowers with ability to pay there are those who are unwilling to pay. The exact 
methods that are used to check the credit worthiness will vary with the target client. For 
instance for salaried people the starting point is their pay slips. For business people it’s 
their book of accounts and bank statements.  
 
In the informal market there might not be all the proper and available tools to make 
decisions and some level of trust is what is required. For instance if you are lending 
money to your colleagues in the office you will assume that because they are employed, 
and you interact with them every day and you have an idea of how much they earn  then 
you take a leap of faith and give unsecured loan.  
 
But then it’s not always that you will be offering loans to people you know or interact with 
like in the office. That’s why you need to develop some methods to access risks and 
creditworthiness of the borrower.  Qualities ad signs that show that a borrower has 
potential and will to pay the loan.  
 
Indeed it might never be possible to foolproof your loan if you are not taking any security. 
But there are small steps that you can take to reduce the risk and check the 
creditworthiness of possible customers: 
 
For unsecured loans start by offering loans to people whose physical location you know, 
and who you know cannot just wake up and leave. Thus you find some lending services 
preferring to lend to businesses because business people have invested such they can 
just wake up and leave or play hide and seek. Others will lend to people they live within 
the same flat because they know their character; they monitor them and know of some 
of their habits. 
 
At the very low level of informal money lending it might not be possible, to ask for bank 
statements and the likes which show the income of a person. There are people with no 
credit history or interactions with the formal money system. 
 
 But then, and especially for business, you are able to know this person receives some 
cash every day, and if he is capable of paying or not. A person's assets will also give a 
good hint of their income. High income does not necessary mean ability to pay.  
 
To reduce risk you can also start by lending small amounts and increasing the limits 
based on repayment history. 
 
Where possible Mpesa statements or simply records could give an idea of how much a 
person transacts. This will help determine his ability to pay. 
 
For secured loans then you consider the collateral, the condition of the collateral and 
how easy it is to dispose it. 
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            The Five Cs 
Universally even with formal institutions like banks; the so called 5 Cs form the basis of 
the loan appraisal process.  Though in the informal market you cannot always apply 
them it’s important to know what they are and use them as a guide: 
 

- Character – This has to do with the basics from how a person presents themselves, 
how they are able to articulate their plans, how they can explain anything amiss say in 
their payslips or bank statements. Look out for their history in making loan repayments.   
 
That a person has not repaid all the loans they have or are late is not necessarily bad as 
long as there is a good reason and evidence and honesty in all. For instance business 
people will sometimes look for cash flow loans because they have made supplies and 
the customer, say the government or other institutions, is late in paying them. In such 
situations you could find bank statements showing that the person is late in servicing 
their present loan. In such a case it’s not automatically a result of lack of discipline on 
the part of the borrower but circumstance beyond their control.  
 

- Capacity – This is, as we have mentioned above, is the ability to pay the loan. If you are 
giving a loan to someone with no source of income then how will they pay? This is more 
so if the person is borrowing for consumption rather than investment. And then if the 
person is borrowing for investment, say start a business then they have to show that 
whatever their business they have a high chance of succeeding, and in case they fail  
have a plan to repay the loan.  
 
Other ways to look at capacity to pay is to check a prospective borrower’s assets.  In the 
worst case scenario a person can liquidate his assets to pay a loan. And so the value 
and how liquid the assets are the better.  
 

- Collateral – This is basically the security that a borrower is offering to get the loan. Like 
we mentioned look at security in terms of the value, how the value will change before the 
loan matures, how easy it is to transfer and sell it. 
 

- Credit Score – With the rise of credit bureaus it’s now possible for you as a lender to 
have a look at the credit score of a borrower. You just ask them to submit their credit 
report while applying for the loan, then make a judgment. 
 

 Although a low credit score could be reason to doubt the repaymennet capacity and 
willingness of the borrower, you should be flexible. Like we have stated there are people 
with a low credit score because of factors beyond them which possibly happened in the 
past, but now their situation has changed, or they have an asset they are willing to offer 
as collateral. When giving an unsecured loan a bad credit score should automatically 
raise a red flag and you have to dig deeper before making a decision. 
 

- Capital – This could mean many things but it’s tied to the borrower’s cash flow. For 
instance how much money do they have in their bank? What are the transactions they 
have done in the last one, three or six months? If for business it could be what contracts 
a business has ? Capital has to do with showing you are in it for long and not a flight 
risk. Take for instance even before Safaricom gives an Okoa Jahazi it sets conditions 
such as the customer must have used a line for more than six months and transacted a 
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certain amount in the last one week. This shows that the user plans to stick with 
Safaricom and has a history of transacting enough to be able to pay the loan. 
 
 
Signing a Contract – Depending on how you have structured the loan, if a borrower 
meets all the conditions you have set then you sign a contract. It’s always important to 
sign a contract. The contact should clearly include the terms of the loan; the amount, 
interest, duration, details of assets, full names, identification and all the necessary 
details. 
 
Dispatching the Loan – After the signing of the contract the next is to dispatch the loan. 
The method of dispatch will depend on your operations and amounts involved, thus it 
could be cash, mobile money or bank transfer. 
 
Repayment- Once you have dispatched the loan the next thing is to monitor the loan. 
This involves making sure repayments are made on time, and when the borrower fails or 
is behind giving a gentle reminder. And if he runs behind then becoming demanding. 
 
Exit – After the agreed duration the borrower should have paid the principal plus 
interest. If they are yet to pay, then you should seek to understand why and also know if 
they have plans to repay. You can renegotiate to extend the loan, or agree on new terms 
which allow them to pay. 
 
 If all fails then it’s time to distress the borrower. This means becoming demanding and 
threatening to seize his assets in cases where the loan is unsecured but pegged against 
what he owns, or sell the assets in situations where the loan is severed and you are in 
control of the asset. Borrowers will negotiate under distress. But if all fails then it’s time 
to seize or the sell the assets.  
 
 
 
 

The above is the general template of the loan process. Specifics will vary. Often most 
entrepreneurs start money lending businesses do it casually and with it mixed success. 
However if you are looking at long term growth, becomes a key and profitable player generally 
or targeting a niche then it’s important you start putting some key structures in place. 

Like we mentioned there will be always be demand for alternative sources of loans. Success in 
the business is tied to reducing the risk of default, while keeping your administration, operations 
and monitoring cost at the lowest. At the same time you should be able to attract more of the 
right kind of client. 

 

Interesting Business Models in Kenya 
In the Kenyan market are some interesting alternative loan business models.  This should offer 
you food for thought on what the possibilities are: 
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Kopokopo – This service started as partnership with Safaricom to help companies get Lipa na 
Mpesa Till numbers. Unlike other Safaricom dealers doing the same Kopokopo was different in 
that it made it possible for businesses to access their till transaction reports online and through 
a mobile app. Kopokopo gets a small percentage  of the transaction fee from Safaricom for 
acquiring Lipa na Mpesa customers. 

After helping thousands of businesses acquire till numbers, the company in 2015 started 
offering a loan product called Grow. Initially this was aimed at businesses they had recruited to 
the  Lipan na Mpesa platform. A business can apply for a loan based on the amount they 
transact through the Till no. The amount is unsecured and Kopokopo automatically deducts a 
certain agreed percentage from every transaction until the loan is repaid. The loan has no 
interest but rather it’s issued on a fixed one off interest rate say Kshs. 5000 or Kshs.10, 000 or 
whatever amount is agreed. 

Recently they have been more open to include other business outside their network who have 
till numbers as long as they withdrawal the money they are paid to the through a bank account 
rather than their Mpesa lines. Of course Kopokopo will look at the transactions to determine how 
much a business transacts, whether the business is in it for the long run, and other such factors.  

By deducting a percentage from the transaction even before a merchant withdrawals the cash 
then Kopokopo is able to reduce the risk of default. Considering there are NUMBER Lipa na 
Mpesa merchants then this is an opportunity waiting to be exploited despite any challenges in 
building the right partnerships and perhaps raising the capital required. 
http://www.kopokopo.co.ke.   

 

2. Another exciting and very practical is an entrepreneur in Rongai who loans small businesses, 
specifically those selling clothes and other wares on the streets. He started by offering loans 
with a maximum cap of Kshs.1000 but has gradually increased that to Kshs.3000 per person. 
The money is paid monthly with an interest of 15 %.  

And how did he start? By preparing business cards and leaflets then distributing to the target 
market. And after getting a few customers word spread round. Eventually he acquired regular 
customers. He reduces risk by curbing the loan to relatively low amounts. By spreading the 
repayment period to a month and keeping the interest rates low he further ensures that the 
chances of default are minimum. Then targeting small business people who make daily sales 
and thus have good cash flow are able to make regular payments as agreed. 

We believe there is opportunity which is yet to be fully exploited in targeting this kind of small 
business person in various places. The amounts could look minute but many such businesses 
face cash flow problems of which they require a boost.  

The loan sometimes is used for restocking , paying for goods previously acquired on credit but 
which now need to be paid for though not yet sold or any other such need.  

 Despite the growth of saccos and microfinance institutions, there is need for that quick loan. 
Eventually as a lender you develop relationships with a number say 500 of such business, who 
become regulars and who are enough to sustain your business and grow it a pace you control. 
There will always be borrowers who default. Reducing the default rate should be a continuous 
exercise. 
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Tala: Of late there has been an upsurge of mobile apps being used to give micro loans. This is 
relatively a young sector, and the apps for obvious reasons are a little secretive with their data. 
At the time of writing this report we had not acquired objective hard data with which to view their 
performance. 

Each app could be working is slightly different ways but at the core is being able to retrieve data 
and using that information to allocate a credit score to the applicant, and based on the score 
decide on the amount of loan to give. This should happen within the shortest time possible.  

The data that the apps have access to is the information contained in a borrower’s phone. And 
the key thing when thinking to develop such an app is to ask what kind of information is 
necessary to help make a good lending decision. What can you tell from the data?  

Tala which perhaps is the leading app is on record as looking for everyday social habits. Who 
do you call? And how often – This shows how wide your social and support network is. Ideally if 
you are in problems, and your social network is wide then the chances of finding help is higher 
than someone with a limited social network which is not exercised fully. 

They also look at the GPS data – This helps them identify and certfy the borrower is saying the 
truth. For instance if you say you work but your GPS data shows you are always in the same 
location all day then the chances of you telling a lie are high. 

They will also look at records of how you make payments, your transactions and other key 
words in your text. The exacts are of course their secret but the system possibly flags some 
words which could imply nonpayment of bills and loans. 

From data made public by the CEO of Tala “has logged a repayment rate of better than 90%. To 
date it has loaned almost $20 million to more than 150,000 people. On revenue of $1.5 million in 
the last year (2015), it had a profit of more than $500,000.” 

 Tala’s interest rate is 11%.   The investment in the business is over Kshs.50 million. Of note, 
still according to the CEO, they started by giving loans blindly. The purpose of this was so that 
they could acquire data; see what kind of person defaults and what kind pays. This is 
information is used to build a credit rating mechanism. During this trial period the default rate 
was 50% - 60 %.  After building a credit rating mechanism the default rate went down to 10%. 

The process is gather data, analysis data, assign a credit score, give a loan and follow up on 
payment. And for bad loans they hire collection agencies to follow up with the defaulter.  

 The cost of development will depend on a number of factors but think in terms of at least 
Kshs.1.5 million for a decent app. And much more depending on the functionality. In addition to 
the software developers you also need data scientists to make sense of the information you 
gather. 

If you are able to develop a good credit scoring mechanism then there is still an opportunity in 
this considering the ease of reaching millions of customers and the ease of dispersing loans. 
But even from the above quick case study you see without a good credit rating system you are 
in for big losses. 

 

Okoa Mia – This is another mobile based loan platform . But rather than using a Mobile App 
which can only be downloaded on smart phones and on particular platforms this service uses 
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USSD. Unique too is that the loan amount is set at a standard Kshs.100.  To borrow one dials 
*269*100#, enters bio data particularly ID number and date of birth. The debt is paid in five 
days, and on default a penalty of Kshs. 3 is imposed per day.  According to the head if the 
company behind it in about one month of operations the service has attracted over 5000 
borrowers from low income areas.  

The service is a product of Paddy Microfinance which has been active in innovating micro 
lending business models. The well known being the Pesapata platform which allows anyone to 
start and manage a money lending business through their platform. You use the platform to lend 
to people you know in what is known as peer to peer lending. (www.pesapata.com). 

Going back to the Okoa Mia, the service targets people who ideally may not have access or 
could have exhausted other loan services. Or simply people temporarily stuck in some situation. 
The low amount means and the repayment period of five days means that the default rate is 
likely to be low.  

For this company it was about establishing a niche, an underserved consumer group, keeping 
the risk low and going for numbers. Such opportunities exist in various forms. 

As a point of note to develop such a USSD platform you need to engage the services of 
premium rate service providers. Budget at least Kshs. 200,000 to develop such a USSD 
platform. There will be other fee depending on the business model you opt for.  

 

 

How to Start 

- Identify the target market 
- Get the capital 
- Structure the loan 
- Acquire the necessary licensees 

- Start operations 
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