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Abstract 
This study Focuses on issues in capital mobilization practices of Ambo Farmer’s Cooperative Union Affiliated to Multipurpose 
Cooperative Societies that is found in West Shewa of Oromia Regional State, Ethiopia. This study was undertaken to assess the capital 
mobilization and challenges of the multipurpose cooperative society under the union in their course of development. The data is   
collected from primary and secondary sources. 85 member respondents of seven primary member cooperative societies of the 
cooperative union were selected for this study. Secondary sourced data was collected from published literatues..  It was analyzed by using 
descriptive statistics. This  study reveals that  embezzlement or misappropriation resources, lack of capital, inconsistency of payment 
dividend; low member participation, lack member deposit, limited loan services, and low level of awareness about cooperative principle 
and likes are the main ones. It is therefore, recommended that among other things launching training and education continuously, 
enhancing member participation, provision of adequate finances for loan services and maintaining proper balance of total debt to 
shareholder funds. On the other hands, cooperatives can pay the patronage and capital dividend to members and minimize financial 
embezzlement through strong internal control system and design the projects that used for benefits of members should serve as a means 
to its future. 
 
Key words:  Internal and external source of capital, and challenges in Capital mobilization
 
Introduction 
 Aspects connected to the study of challenges faced by cooperative in capital mobilizing practices in Multi-Purpose Cooperative 
Societies. It is therefore, follows a particular layout. First, meaning capital relating to capital mobilization has given which, followed 
by looking importance of capital mobilization. This paves, the way for the discussion of their contribution of capital structure, 
cooperative financial descriptions, distinctive features of cooperative, elements of cooperative finance, capital formation, capital 
acquisition and constraints. It also reveals about source of capital and members participation in cooperative activities, especially in 
capital mobilization practices. Finally, it stated about capital mobilization strategy, development of cooperative and empirical study of 
cooperatives in Ethiopia. 
 
Capital means that amount of assets which is invested in business-by-business organization or owner of the business. When the 
business is closed, after paying outside creditors, balance amount will be his capital, which he can, obtained. The net worth of a 
business; that is, the amount by which its assets exceed its liabilities. It is the money, property, and other valuables, which collectively 
represent the wealth of the cooperatives. Capital refers to the owner’s level of investment in the business (Sinkey,JF  2002).15  
 
Adequate working capital allows management to take advantage of cash discounts when purchasing supplies. It also permits buying in 
large volume, making substantial saving possible Promote payment of bills adds to the business reputation of cooperative. In addition, 
the plant and equipment are likely to be kept repair and thus operate more efficiently, when adequate working capital is available, 
(Fulton, M. (1999)5 
 
Financial capital can also arise where participation in an association leads to increase in investment and income. Improvement in 
household income and enterprise profitability is a form of financial capital provided the increase can be associated to membership of 
an association or program. (Agarwal, Rajesh, et al, 1994)1 
 
All forms of financial security such as savings and access to loan are financial capital including other opportunity to generate or 
improve income. Increase in savings is therefore a financial capital, and the acquisition of financial capital can be a possible 
motivation for joining a cooperative. (Koopmans, R., (2006)11 
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 Financial capital is important because it can be converted into other forms of capital that could generate income or bring more 
satisfaction. Access to adequate financial capital is very useful to generate physical capital and may reduce worry and stress. Physical 
capitals are those material things, items and products that can be seen and touched which shows an improvement in standard of living 
(Nilsson, J. & Österberg, P. (2009)14. 
 
The surpluses of a cooperative can be allocated in three different ways: to strengthen the capital base by establishing reserves; to pay a 
“dividend”; to pay members limited interest on capital. The reserves of a cooperative are collective and only in exceptional cases can 
they be distributed to members. This reserve fund allows the cooperative to mitigate the effects of periods of weak activity. A 
cooperative might have to borrow to make up for lack of capital. Considering the desire for independence and autonomy of 
cooperatives borrowing from within the membership is preferable. A large number of cooperatives, particularly consumer 
cooperatives, have acquired enough resources for little outlay by encouraging and collecting savings from their members in the form 
of interest-earning deposits payable on demand or at a due date.( Harris P, 2003) 7 
 
The cooperative sector can also turn out to be a possible source of finance. Finally, as a last resort, the cooperative can appeal to banks 
or other financial institutions. It is worth noting that usually the financial responsibility of members is limited to their share 
subscriptions. As a result, the personal property of members is not affected by the cooperative’s borrowings. The goal here is not to 
make the greatest profit, but to give the best service to its members. It is therefore important to adapt the classic rules of financial 
management to the particular needs of the cooperative or at least adopt them to the cooperative situation, (Guy Tchami, 2007)6.  
 
 According to Falaiye.C, fundamental methods of cooperative finance have been generally successful for raising capital appropriate 
for most types of cooperatives in numerous circumstances. Only by clearly identifying unmet needs, can alternative and creative 
financing methods are placed in perspective and measured for their advantages and disadvantages. Several methods commonly used 
by cooperatives and recognized as particularly appropriate for the cooperative form of business are summarized in the following 
material.( Falaiye, C. (2002)4 
 
Agricultural cooperatives usually develop in rural economies during the transformation from self-sufficiency farming to full market 
production. At this stage, farmers often start realizing their weak individual economic position in the market. By joining forces and 
initiating economic cooperation, farmers can strengthen their position in the market so that they can jointly benefit. (Liberand, B. 
(2007)13 
 
The need for finance in a cooperative is not different from that in commercial companies, yet the role it is given in determining the 
success or failure of the organization is different. This difference partly stems from the fact that cooperatives represent people-
centered organizations, as opposed to capital-centered commercial companies. (Cropp, Robert, 2003)3 
 
A cooperative is a business operated primarily to provide benefits to members through marketing transactions, including input buying 
and output selling, and through a distribution of patronage earnings from these transactions; in return, members have a responsibility 
to provide equity capital ownership and exercise member control governance. Members are quick to seek out the benefits of the 
cooperative business model but often reluctant to accept the corresponding responsibilities of ownership and control. Three functions 
underlie broad cooperative principles today. These are benefits, control, and ownership, (Baarda, James R., (2006) 2.Generally, capital 
from internal sources such as revolving fund has better quality than debt capital and other external capital since the members are 
involved as investors and no influences from non-members financiers. (Von Pischke, J.D. and Pouse, J) 17. The more involved the 
members feel they are in the development of the cooperative, the easier for the cooperative organization to achieve efficiency. 
Unfortunately, most forms of loans from banks and private financiers will give the lenders either formal or informal power to 
influence the decision-making in the cooperative. Because of that, at the same time as the debt, capital helps the cooperative to enlarge 
investment, the member control and participation in the cooperative will be weak. (Huppi, M. and Feder, G. (1990)9,  
 
Resource mobilization and capital formation are very crucial issues for local economic development. Theoretically, co-operatives can 
achieve this (i) by saving and investing themselves as economic entity, and (ii) by supporting the saving and asset acquisition efforts 
of local people (especially the members) through different mechanism such as improving their access to various services (like saving 
and credit, input and output market), and creating employment/livelihood diversification opportunities among others. In addition, such 
resource mobilization and investment process could promote efficient utilization of local resources, attract more resources from 
elsewhere to the locality; and thereby trigger local economic development. Capital acquisition has been cited as a problem for co-
operatives, (Helmberger, 1966)8.  
 
By definition, cooperative members required to own a portion of their organization. Equity constraints are a challenge for all 
cooperatives, but they might be especially severe for cooperatives in limited resource communities where members do not have the 
surplus financial resources to invest in a business venture, cooperative or otherwise. Since cooperatives are being created to provide 
necessary but not extremely profitable businesses, the lending community, making member equity more of a necessity, also can 
consider them risky. Members may also have limited access or be unable to acquire their own loans to cover their equity investment. 
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In addition, if the venture fails, a large portion of the community’s financial capital might be lost, thus jeopardizing existing and future 
community enterprises, (Larocque, P., Kalala, J. and Gaboury, A. (2002).12  
 
The role of cooperative societies is to bring satisfaction to the members who should lead to better standard of living and improvement 
in economic position in addition to other benefits that may accrue to the members because of participating in the program. This is so 
because the social capital theory postulate that economic condition of individuals improved when they participate in a group or 
association, which may not be the main reason of belonging to such association, (Torfi et al., 2011).16 
 

Materials and Methods 
Description of the study area 
West Shewa Zone one of the zones in Oromia region, it is found between 80 17” north to 90 60”north latitude and 370 17”east to 380 
45’ east longitudes. It is located in the central part of Regional state, though some part of its areas do inclined to the western part. The 
Zone is adjacent to Amhara Region in the North, East Wollega and Horo Guduru in the West and North West, Jimma zone in South 
West, South West Shewa zone in South East. Moreover, in the North Shewa zone in the North East whereas the zone is 170 kms long 
from North to South it is 183 kms wide from East to West. 
 
Research Design 
The purpose of this section is to describe sample techniques, sample frame, sample size types, sources and method of data collection and 
analysis. Survey method was adopted for this study. 
 
Sample techniques 
The study would have been  focused on three districts namely, Ambo, Dendi, and Toke kutaye  purposively selected from 15 districts 
in West Shewa Zone that are the members of Ambo Farmer’s Cooperative Union for convenience of data collection purpose. 
There are 124 primary cooperatives are affiliated with AFCU. Out 124 MPCS 7(seven) cooperative societies were selected 
purposively, namely, Awaro, Meti, Mutulu, Kilinto, Asgori, Borodo Laga Batu and Olokomi. From these seven cooperatives, 85 
respondents selected from individual committee members and workers of the cooperative societies 
 
 Sample frame  
Ambo, Dendi and Toke Kutaye of these 3 Districts covers 26 MPCSs, thus working under Ambo Farmer’s Cooperative Union, for the 
study researcher selected seven (7) MPCSs, which constitute about 27% based on their ability of record keeping and movement of 
multipurpose cooperatives to analyze the challenges that hinder cooperatives in their development and growth. 
 
Sample size selection  
The respondents were selected from seven multi-purpose member cooperative societies; viz., 47 respondents from executive 
committee, 19 from control committees 12 from employed workers engaged on financial and other related activities, and 7 from 
cashiers. Moreover, seven (7) from board committee, three promoters and three (3) auditors from districts and two (2) from zone 
promotion cooperative office were selected for focus group discussion and key informant interviews respectively. In generally, 
including focus group discussion and key informants there were totally 100 respondents have been selected. 
 
Types, sources and method of data collection 
Both qualitative and quantitative data have been used in this study. The data was collected from both primary and secondary sources. By 
this information out of the total 100, the respondents 85 from multipurpose cooperative societies 7 from union and 8 from districts and 
zone cooperative promotion offices data were collected. The primary data was directly collected from the respondents by interview 
schedules, focus group discussion/FGD and key informant interview (KII). 
In addition, the secondary data was also collected from the records of different books, files reports and documents of the union and 
agricultural cooperative societies.  
 
Method of data collection 
In order to meet the objectives of the research, both qualitative and quantitative data would have been collected from the primary and 
secondary data sources. The data have been collected by using interview schedule from seven (7) multi-purpose agricultural cooperatives, 
FGD from union board committee and key informant interview six from Districts and two from Zone Cooperative Promotion Offices. The 
necessary information has been collected on members’ status/ participation, service provided to members, source of capital resources, 
loan services, and dividend created and distributed, reserve created and capital formation strategies in general. 
 
Method of data analysis 
Descriptive statistics 
The study employed simple descriptive statistics using frequency tables and percentage. In addition, the data were summarizing in the 
form of figures and tables to drawn conclusion. The study was used two methods of data analysis, namely quantitative and qualitative.  
The qualitative data was collected by interview schedule, by semi-structured questionnaires and, checklists used and appropriate 
descriptive statistical tools, i.e., frequency table, graph, figure, percentage, cross-tabulation and measures of central tendency mean 
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and standard deviation data analyzed. Moreover, the quantitative data analyzed by different statistical techniques like percentage and 
frequencies using statistical soft ware (SPSS) version 20.    
On the other hand, data gathered from interview, and focused group discussions was first categorized thematically, writes in to 
narrative and then it was followed by analysis an interpretation. 
 

Results and Discussion  
This paper presents findings in reference to the research questions. The findings were summarized from the collected data, presented 
in tables showing frequencies, percentages, graph, figures, measure of central tendency and crosstab analysis. The chapter has three 
sections: the first sub-section presents the demographic features of the samples used in the study, the second sub-section display 
capital formation practices of M.P.C.Ss. Finally, the challenges that hamper the capital mobilization practices of MPCSs presented.  
 
 Demographic and Socio-Economic characteristics of respondents  
The demographic factor considered in this section was sex, age, social conditions, and educational status of the respondent's within the 
cooperative societies under the study. 
 
Table 1. Sex of the respondents  

    Sex category Frequency Percent Cumulative Percent 
 Male 82 96.5 96.5 

Female 3 3.5 100.0 
 Total 85 100.0  

Source: Survey data, 2015 
As the table 1 indicates that out of total 85 respondents 82 (96.5) were male while the rest 3(3.5) of respondents were female. 
According to the result, the percentage of female is very low. This is mainly because most of the time males have the tendency to be 
committee members and form cooperative than female; the latter spend most of their time in household activities rather than involving 
cooperative business activities when they have rest time. Therefore, we concluded that male respondents 96.5% is high/ or more 
compare with female. This indicates that attention must be given to increase the percentage of female participation as membership in 
cooperative societies. 
 

Table 2.  Age of the respondents (in years)  

 Age category  Frequency Percent Cumulative Percent 
 20-30Yrs  21 24.7 24.7 

31-40 Yrs  18 21.2 45.9 
41-50 Yrs 31 36.5 82.4 
51-60 Yrs 14 16.5 98.8 
>60 Yrs 1 1.2 100.0 

 Total 85 100.0  

Source: Survey data, 2015 
Age of the respondents 
From the table 2 It is understood that out of total 85 respondents, 21 (24.7%) of the respondents fall in the age group of 20 to 30 years.  
While 18 (21.2%) respondents exist between the age group of 31to 40 years; 31 (36.5%) lie between in the age group of 41-50, 
14(16.5%) age group between 51-60 and, 1(1.2%)  above 60 years. The result shows the most of the respondents’ age group lies 
between 41-50 years. This could be implying that out of total 85 respondents 36.5% were adults’ and economical better who are 
expected to be more participation in cooperative affairs, because they have been developed more experience that enables them to 
manage the activities in ease ways. On the other hand, age group that could exert the maximum possible efforts for the development of 
cooperative societies and they are believed as honesty and more accountable to duties responsibilities given to them. In general, this 
result reveals that since they were aged and were not in problem for decision making for the issues raised in the cooperatives. 
 
Educational level of the respondents 
Regarding educational status, 22 percent of the respondents were below primary school level; and 30 percent of respondents were 
secondary school level, (9-10) while 20% (percents) were preparatory level (11-12), 20.0% diploma level, 7% first degree and, were 
found in committee and workers of cooperatives organization. Therefore, it can be concluded that 9-10th grade is the highest rank the 
respondents’ educational level that involving in the committee member to run the cooperative activities in better ways, especially in 
maintaining record keeping in proper ways. On other hand, the outcome of better educational level of the committee members enables 
them to allocate resources and use in well-organized manner. 
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 Table 3. Educational level of the respondents 

Education level Frequency Percent Cumulative Percent 
 1-8 

9-10 
19 
25 

22 
30 

22 
52 
72 11-12 17 20 

Diploma 18 21 99 
BA/BSC 6 7 100.0 
MA/MSC - - 

Total 85 100.0 
           Source: Survey data, 2015 

 
Respondents’ marital status 
Table: 4. Marital status of the respondents 

Respondents category Frequency Percent Cumulative Percent 
 Married 69 81.2 81.2 

Single 16 18.8 100.0 
 Total 85 100.0  

Source: Survey data, 2015 
 
Table 4 indicated that the marital status of the respondents out of 85 the respondents 69(81.2%) married, where as 16(18.8%) were 
single (not married). This result shows that the majority of respondents have got married constitute about 81.2%. The survey results 
shows that an individual who married more accountable, than unmarried to responsibility to them. Therefore, it influence on their 
participation in cooperative to make continuous cooperative developments. 
 
 Trends of member share, share capital and net profit  
Number of share held in the AFCU 
Member share means, the amount contributed by individual member to the cooperative society. The following table shows the share 
capital trends for the past five years from 2007/08 to 2011/12. 
 
Table 5. No of shares held by the sample cooperatives (2007/08 to 2011/12) 

S.No Name of the 
societies 

                                                      Years                                                 
2007/08 2008/09 2009/10 2010/11 2011/12 

1 Mutulu 16 16 16 16 26 
2 Kilinto  19 19 19 19 19 
3 Awaro 1 1 1 1 3 
4 Meti 12 12 12 17 17 
5 Asgori 9 9 9 9 9 
6 Borodo Laga Batu 2 4 4 4 4 
7 Olokomi 23 23 25 25 36 

Source: AFCU, 2015 
 
From table No 5 We understood that, the share capital of sample cooperatives. The member share of Kilinto, Asgori and Borodo Laga 
Batu were remaining constant. Because of these cooperatives are not admitted new members during the periods. On the other hand, 
Mutulu, Awaro, Meti and Olokomi multipurpose cooperative societies’ member share was increased, due to these societies admitted 
new members above stated period. The amount of the member share of Meti was increased by 5 in 2010/11 while Mutulu, Awaro, and 
Olokomi was increased by10, 2, and 13 in the year 2011/12.  
 
Share capital  
According to by-laws of their society’s one share of capital value is the Birr 5,000 each and it based on this amount the share capital 
contributed listed below. 
 
Table 6 reveals that share capital of cooperatives namely, Kilinto, Asgori and Borodo Laga Batu during this period remaining 
constant. This is due to these cooperatives not admitting the new members during the study periods. On the other hand, Meti was 
increased its share capital by Birr 25,000 in year 2010/11 and Mutulu, Awaro, Meti and Olkomi multipurpose cooperative societies 
were increased their share capital by 50,000, 10,000, and 65,000 Birr respectively in the year 2011/12. This could imply that the 
increasing of share capital in above four cooperative societies, due to admitting of additional new members.  
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Table 6. Share capital (Amount in BIRR) 

S.No Name of societies                                                       Years                                                 
2007/08 2008/09 2009/10 2010/11 2011/12 

1 Mutulu 80,000 80,000 80,000 80,000 130,000 
2 Kilinto  95,000 95,000 95,000 95,000 95,000 
3 Awaro 5,000 5,000 5,000 5,000 15,000 
4 Meti 60,000 60,000 60,000 85,000 85,000 
5 Asgori 45,000 45,000 45,000 45,000 45,000 
6 Borodo Laga Batu 10,000 20,000 20,000 20,000 20,000 
7 Olokomi 115,000 115,000 125,000 125,000 180,000 

Source: AFCU, 2015 
 
 Net profit/ dividend allocation  
As per the cooperative proclamation of Ethiopia 147/1998 article 33 from the surplus 30% should transferred to reserve fund and 
remaining 70% distributed as per the wishes of the General Assembly. As per the by-laws members gets benefits in the form of 
dividend. In additional members gets some bonus on the basis participation and share.  The following table shows the net 
profit/dividend allocation of cooperative societies.  
 
Table 7. Net profit/dividend allocation (Amount in BIRR) 

S.No Name of the 
societies 

                                                      Years                                                 
2007/08 2008/09 2009/10 2010/11 2011/12 

1 Mutulu 45,357.88 53,904.58 111,662.62 166,728.27 108,636.00 
2 Kilinto  44,771.51 68,159.80 126,041.56 213,235.30 93,836.31 
3 Awaro 8,424.20 19,464.62 29,194.53 37,076.75 26,118.97 
4 Meti 24,418.36 42,119.81 69,629.34 170,708.01 72,843.27 
5 Asgori 19,847.31 30, 036.60 60,129.68 95,993.21 43,218.64 
6 Borodo Laga Batu 12,143.99 26,205.08 57,855.00 65,134.80 28, 991.60 
7 Olokomi 52,256.06 85,313.16 160,940.57 271,841.20 158,277.53 

Source: AFCU, 2015 
 
Table 7 indicated that the net profit/ dividend allocation of the cooperatives under the study from year 2007/08 to 2010/11 steadily 
increased, but in all multipurpose cooperative societies in the year 2011/12, net profit allocated was decreased. Accordingly, net profit 
of Mutulu decreased by birr 58,092.27, Kilinto by Birr119,398.99, Awaro by Birr 10,957.78, Meti by Birr 97,864.74, Asgori by Birr 
52,774.57, Borodo Laga Batu,  Birr by 36,143.20, and Olokomi by Birr 113,563.67 by comparing year 2010/11. This due to low level 
of participation societies in the activities of cooperative union that constitute about 85% profit allocation based on participation and 
15% depend on share contribution based on cooperative by -laws. 
 
 Sources of cooperative capital 
Cooperatives that are engaged in different activities need enough capital to conduct their day-to- day business activities. Various 
sources capital categorized as internal and external sources finance.  

        
         Initial sources of capital 

As known the initial source of capital any cooperative rely on member share capital that contributed by members of the cooperatives.  
Table 8. Initial source of capital 

What were the initial sources of capital to start cooperative 
business 

         Frequency  Percentage (%) 

- Member share 81 95.3 
- Bank loan  4 4.7 
- Government  0 0 
- NGO 0 0 
                                Total  85 100.0 
What are the alternative sources of capital/ finance?   
- Membership  10 11.8 
- Institutional capital 51 60.0 
- Non membership  capital  8 9.4 
- Loan/ grant  12 14.1 
- Equity capital 4 4.7 
                     Total  85 100.0 

Source: Survey data, 2015 
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Above table, No 8 describes that, the largest part of initial source of capital was the member share capital constitutes about 95.3%, 
while the rest 4.7% relies on bank loan. Other alternatives sources of capital generated from membership 11.8%, institutional capital 
60%, and non-membership capita 9.4%, loan 14.1% and, equity capital constitutes 4.7%. From the survey result, one can observe that 
to start cooperative business member share paramount important of initial source of capital. Institutional capital was other alternative 
sources finance that generated during business operation. 
 
Capital formation  
Agricultural cooperatives need capital to operate and successfully meet their members’ business needs. There are two sources for this 
capital: internally generated profits and external investment of members’ funds. In today’s ever more competitive in agricultural and 
financial markets, cooperatives must operate efficiently in order to build institutional capital, they must select their markets and 
products carefully and they must make sure that the capital instruments they offer meet their members’ needs for safety, liquidity and 
yield.  
 
Table 9. Effectiveness, level and mechanism of capital formation 

What was the mechanism for enhanced capital formation?        Frequency  Percentage (%) 

- Member capital  27 31.8 
- Retained patronage refund 18 21.2 
- Maximize unallocated cooperative equity 15 17.6 
- Raise non- member equity capital 2 2.4 
- Mandatory patron common equity 23 27.1 
                                Total  85 100.0 
How is the effectiveness of capital formation of the cooperative?   
- Very good 7 8.2 
- Good  29 34.1 
- Average  40 47.1 
- Poor  8 9.4 
- Very poor 1 1.2 
                             Total  85 100.0 
The higher level of capital formation is stimulated or associated.   
- By increasing, the volume of business turn over 28 32.9 
- By greater member participation 32 37.6 
- By greater member depositing 6 7.1 
- By increasing g reserve fund 19 22.4 
                                    Total  85 100.0 

Source: Survey data, 2015 
 
Above table 9 reveals that the mechanism for enhancing capital formation observed from respondents 31.8% from member share 
capital, 21.2% retained patronage refund, 17.6% Maximize unallocated cooperative equity and, 27.1% from Mandatory patron 
common equity. This result could imply that member’s capital, mandatory patron common equity capital and retained patronage are 
plays significant role in the cooperatives understudy for capital formation.  
 
Monthly average business turnover in cooperatives (in Birr) 
Table10.  Monthly average business turnover 

   Monthly business turnover in Birr Frequency Percent Cumulative Percent 
 50,000-100,000 43 51 51 

78 
86 
99 

100.0 

100,000-200,000 23 27 
200,000-500,000 7 8 
Above 500,000 11 13 
Non turn over 1 1 
Total 85 100.0 

Source: Survey data, 2015 
Above table 10 reveals that 51% of sample society’s monthly turnover was Birr 50,000-100,000, around 27% of sample society’s 
monthly turnover was 100,000-200,000, only 8% of sample society’s monthly turnover was 200,000-500,000, and 13% of sample 
society’s monthly turnover was above 500,000. So we concluded that the 13% of selected sample societies performed well during the 
study period, monthly turnover was grow above Birr 500,000 
 
Dividend allocation and distribution 
Cooperatives businesses may retain their earnings, or distribute part or all of them as dividends to their members. They distribute their 
dividends in proportion to their members' activity, instead of the value of members' shareholding. Therefore, co-operatives dividends are 
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often treated as pre-tax expenses. In other words, local tax or accounting rules may treat a dividend as a form of customer rebate or a staff 
bonus to be deducted from turnover before profit is calculated. 
 
Table 11. Dividend patronage  

Is there dividend allocation in the cooperative?         Frequency   Percentage % 

- Yes  70 82.4 
- No  15 17.6 
        Total  85 100.0 
Is there dividend distribution for the members of cooperative?   
- Yes  68 80.0 
- No  17 20.0 
        Total  85 100.0 
How dividend could distribute among members?   
- Based on participation  5 5.9 
- Based on share capital  1 1.2 
- Based on both participation and share capital  79 92.9 
Total  85 100.0 

     Source: Survey data, 2015 
 
From the table 11, it is understood that, about declaration of dividend, distribution of dividend and the procedure of dividend 
distribution to members. 82.4% of the respondents replied “yes” and 17.6% said “no”, while dividend distribution 80% said “yes” and 
20% replied “no”. Regarding the criteria, the dividend distributed among the members that the respondents rated 5.9% based on 
participation, 1.2% based on share capital and 92.9% replied based on both participation and share capital the member contributed. 
Result of the survey indicated that the dividend created can be distributed among the members of the cooperative depend on their 
participation and share capital they contributed. Therefore, it can be concluded that 82.4% the respondents agreed on society’s 
allocation of fund to dividend and 80% respondents’ dividend are distributed to members according to by law of the cooperatives. 
 
Internal source of capital 
Internal source of capital includes, member share capital, institutional capital and member deposit is take large parts in agricultural 
cooperative 
 
Table 12. Internal source of capital 

Internal source of capital Frequency Percent Cumulative Percent 
 Member share capital 35 41.2 41.2 

Institutional capital 38 44.7 85.9 
Member deposit 12 14.1 100.0 
Total 85 100.0 

Source: Survey data, 2015      
 
According to above table 12 shows that the internal source capital generated by the societies the respondents replied were, member 
share capital, institutional capital and, member deposit, that accounts was 41.2%, 44.7% and, 14.1% respectively. From the above 
results, one can conclude that most of internal source of capital of the agricultural cooperatives relied on member share and 
institutional capital. However, member deposit was very low contribution due to the lack of awareness on cooperatives. 
 
Member deposit in cooperative 
Members may provide funds temporarily to their cooperatives in the form of deposits, through credit sales, and through patronage 
refunds or other allocations of the surplus that are not pay immediately in cash. 
 
Table 13. Member deposit 

Did the members deposit in cooperative? Frequency  Percentage (%) 

- Yes  26 30.6 
- No  59 69.4 
                                    Total  85 100.0 
If the answer is no, do you think the absence of member 
deposit creates problem on source of capital? 

  

- Yes  71 83.5 
- No  14 16.5 
                                    Total  85 100 

 Source: Survey data, 2015 
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According to table 13 illustrates that the respondents replied were, 30.6% “yes” and “69.4% said member deposit not regularly 
deposited in cooperatives. On the other hand, survey result also indicated that member deposit in cooperative not satisfactory. It shows 
either low member depositing performance or no depositing in cooperatives. 
 
 Institutional capital 
Institutional capitals the parts of internal source of capital that generated by retained surpluses, and unallocated funds that are not 
assigned for distribution to members. Institutional capital is usually a permanent source of funds. Most cooperatives’ rules allow it to 
be distributed only when the cooperative is liquidated.  
 
Table 14. Institutional capital          

Respondents category Frequency Percentage 

Very good 8 9 
Good 20 24 
Average  51 60 
Poor 5 6 
Very poor 1 1 
Total  85 100 

Source: Survey data, 2015 
                    
As table 14  asserts that out of total 85 sampled respondents’ condition were, 8(9%) of them responded very good, 20(24%) 
respondents said  good, 51(60%) responded average, 5(6%) judged  poor and, 1(1%) rated very poor was replied that the institutional 
capital available. The analysis shows that, the condition of institutional capital lied between average and good. This could imply that 
the institutional capital of cooperatives under the study exists on the satisfactory condition. 
 
External capital 
External capital, defined arbitrarily here to exclude retained surpluses from non-member transactions. Source of internal capital 
includes non-member share capital, equity capital, long-term debt and loan. 
 
Availability of external source of capital  
External capital generated from outside sources, equity capital, long-term debt, loan, a non-members share capital. Regarding to 
external sources of capital of the union that respondents’ replied stated below the table.  
 
Table 15. External source of capital 

External source of capital Frequency Percentages (%) 

Equity capital  
Long term debt 
Grant/loan 
Non member share capital 

26 
20 
18 
21 

30.6 
23.5 
21.2 
24.7 

Total  85 100 

 Source: Survey data, 2015 
 
The above table 15  reveals that the status of external capital of the cooperatives. Out of 85 respondents 26( 30.6%,) rated external 
capital generated from Equity capital, from long-term debt rated  23.5%, grant rated 21.2% and non-member share capital covered by 
24.7%. The study shows that equity capital and non-member share capital have high contribution in external capital formation.  
Therefore, the major parts of external sources of multipurpose cooperatives depend on equity capital, non-member share capital long-
term debt that used in cooperative business activities. 
 
Debt capital 
Debt capital is money borrowed with a legal liability to repay it under stated interest rates, terms, and conditions. The primary sources 
of debt capital are banks, insurance companies, bonds and notes, and specialty lenders such as government agencies and leasing 
companies. Cooperatives may also borrow money from their members and, under certain circumstances, from nonmembers. 
 
Above table 16 regarding activities financed by debt capital in Agricultural cooperatives shows that 45.9% was used for agricultural 
input, 25.9% consumer good and 28.2% for agricultural marketing purposes. 
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Table 16.Activity financed by debt in Agricultural cooperatives 

Activities financed by debt Frequency Percent Cumulative Percent 
 Agricultural input 39 45.9 45.9 

Consumer good 22 25.9 71.8 
Agricultural 
Marketing 

24 28.2 100.0 

 Total 85 100.0  

     Source: Survey data, 2015 
 
Loan and credit services  
It is unquestionable that capital is very crucial to conduct any kind of business activity in a proper manner. That is why people try to 
mobilize money from different sources to start as well as expand their business. One of the sources for capital is credit from different 
money lending institutions.  
 
Table 17: Loan provision 

Is your cooperative are applied for loan? Frequency Percentage (%) 

- Yes  48 56.5 
- No  37 43.5 

  Total  85 100 
If the answer is yes, which financial institution 
is providing loan? 

  

- Cooperative Bank of Oromia 40 83.33 
- Village money  0 0 
- Government/NGO  2 4.17 
- Financial institution  6 12.50 

Total  48 100 
If the answer is no, what is the reason?   
- High rate of interest 6 16.22 
- Lack of information  9 24.32 
- No collateral to pledge 1 2.70 
- No loan delivery services 21 56.76 
     Total  37 100 

Source: survey data, 2015 
 
As above table 17 states that regarding to loan application of the primary agricultural cooperative societies majority of the respondents 
rated that 56.5% ” yes” and 43.5% “no”. As far as loan provision is concerned, 83.3% provided by bank, 12.5% by financial 
institution and 4.17% provided by Government and NGO. While the respondents rated were, 56.76% no of loan delivery services, 
24.32% lack information, 16.22% high rate of interest and 2.70% due to problem of collateral to pledge.  
 
Member participation  
Members contribute equitably to, and democratically control, the capital of their cooperative. At least part of the capital is usually the 
common property of the cooperative. Members usually receive limited compensation, if any, on capital subscribed as a condition of 
membership. Members allocate surplus for any or all of the following purposes: developing their cooperative, possibly by setting up 
reserves, part of which at least would be indivisible; benefiting members in proportion to their transactions with the cooperative; and 
supporting other activities approved by the membership.  
 
Table 18: Member satisfaction 

                Respondents category Frequency Percent 
 Highly satisfied 5 5.88 

 Satisfied 56 65.88 
 Neither satisfied nor dissatisfied 11 12.94 
 Dissatisfied 3 3.53 
 highly dissatisfied 10 11.77 
 Total 85 100.0 

Source: Survey data, 2015 
 
According to the table 18, stated that the respondents’ indicated that about member satisfaction 5.88% highly satisfied, 65.88% 
satisfied, 12.94 neither satisfied nor dissatisfied, 3.53% dissatisfied and, 11.77% highly dissatisfied on the services that multipurpose 
cooperative rendered to their members. This could imply that most of the cooperative societies satisfy the members need requirement 
in their services.      
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Level of member participation on cooperative activities       
Maximum member participation is one of the pillars of agricultural cooperative societies economic development.  It was argued that 
active and consistent members’ participation is necessary in realizing members control over their cooperatives societies. In connection 
of level of member participation in different affairs of cooperative societies stated below table 22.                     
 
Table 19.  level member participation in cooperative activities                  

Respondents category Frequency Percenatage Cumulative frequency 

Very high 5 5.9 5.9 
High  8 9.4 15.3 
Medium  33 38.8 54.1 
Low  34 40.0 94.1 
Very low 5 5.9 100.00 
Total  85 100.00  

Source : Survey data, 2015 
                             
As far as level member participation in the cooperative affairs concerned was, 5.9% very high, 9.4% high, 38.8% medium, 40% low 
and 5.9% very low participation observed from survey analysis. 
From this result one can deduced that the participation of the members in cooperative affairs comparatively in medium and low level 
of status. This shows the members participation confined on certain issues of activities. Therefore, the participation members in affairs 
of cooperative were not satisfactory. 

     
Member satisfaction in production aspects  
Well organized and managed grass root organizations such as cooperative societies could play a vital role in services provision 
adequately and efficiently (Yigremew, 1999). The performance of membership’s organization could be evaluated, among other things, 
by their ability to provide necessary services. The services could be provided by cooperative union is agricultural input supply, 
marketing, storage, credit provision, and education to their members or communities. 
 
Table 20. Member satisfaction in production aspects 

             Member satisfaction Frequency Percent Cumulative Percent 
 Lower agricultural input price 18 21.2 21.2 
 Better access to agricultural input 56 65.9 87.1 
 Increased use of technology 7 8.2 95.3 
 Better access to credit 3 3.5 98.8 
 Duration loan repayment 1 1.2 100.0 
        Total 85 100.0  

 Source: Survey data, 2015 
 
Table 20 above reveals that the cooperatives service, on member produce aspects, 21.2% of respondents are satisfied on; MPCSs 
supplying agricultural inputs at lowest cost. On the other hand, 65.9% the respondents were satisfied about timely accessing the 
agricultural input from the society. In addition, 8.2% rated societies are providing advanced information in the field of agricultural and 
allied activities, 3.5% said accessing credit and 1.2% satisfied on the duration of loan repayment. 
 

Conclusion 
The main objectives of this study to examine the issues in capital mobilization practices in AFCU of affiliated Multi-Purpose 
Cooperative societies. Accordingly, for the study, seven primary societies were purposely selected from the members of Cooperative 
Union, of which 27% of respondents were selected for the survey. In addition to the survey, FGDs and key informant interviews were 
used to gather the necessary data.  
 
The socio-economic characteristics of respondents point out that the majority of them were found in the age group 41-50 (36.5%) 
were middle age or adults who are expected to be more participation in cooperative activities and to be more productive. The result 
shows that most of the respondents categorized under adult age group who has potential in administration work to direct or manage 
the activities ease ways. On the other hand, adult age group that could exert the maximum possible efforts for the development of 
cooperative societies and they are believed as honesty and more accountable to duties responsibilities given to them.  
 
As far as sex of respondents is concerned, about 96.5% respondents are male and the rest 3.5% were female respondents. This is 
mainly because most of the time males have the tendency to be committee members and form cooperative than females; the later 
spend most of their time in household activities rather than involving cooperative business activities when they have rest time. 
Therefore, male respondents 96.5% is high/ or more compare with female. This indicates that attention must be given to increase the 
percentage of female participation as membership in cooperative societies. 
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According to this study, member participation categorized in to three parts namely member satisfaction, member control, and member 
usage. Regarding member satisfaction in economic need requirements, members’ more or less satisfied. The level satisfaction lied 
between medium to high condition. This study shows that regarding member satisfaction, the members of cooperatives expected more 
services from their cooperatives to meet their need requirements that uncovered. Therefore, the cooperative should be revised and 
strength needs based services demanded by their members and the community. In general, cooperatives are providing farmers with a 
source of supply for the agricultural inputs they need to carry out farm production and an attractive market channel for the sale of their 
products. Furthermore, they have a regulatory effect on both the input and product markets, setting ceiling or floor prices for inputs, 
which they are selling, and products that they are buying and during the times, they are in the market. Consequently, the finding 
revealed that members are more or less satisfied with the features, services production, and market aspect. 
 

Recommendations 
It is true that agricultural cooperatives are playing an important role in the lives of the rural farmers in particular and in the country’s` 
development process in general. They help in terms of food supply, employment creation and in diversification of income even though 
they are constrained by many interrelated problems. Based on the study results and the conclusion drawn, the following 
recommendations are forwarded in order to address the problems of agricultural cooperatives in study area. 
 
Finally, the researcher recommended that the affiliated multipurpose cooperatives to be economical strong enough and to fulfill need 
requirement of the members, the multi-purpose cooperatives should be considering the following points; understand what member 
want (need identification to serve their wider range of needs and interests). Secondly, reach member consensus on what should be 
done, provide better price of goods and services to increase new membership opportunity. Thirdly, for sustainable growth and 
development cooperative societies, the management body or concerned cooperative promotion office should be planning important 
projects that used for the benefit of the members and community, to develop confidence on their cooperative organization. Moreover, 
regarding dividend patronage, to develop sense of ownership and to raise the living standards of the cooperative members, the 
cooperative societies should be able to pay dividend to their member patron they have profit after auditing their business operation. 
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