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1.	 Introduction

There has been a proliferation of investment clubs in Uganda in the past 5 years.  According to data from the Investment 
Clubs Association of Uganda, there were over 20,000 such clubs by the end of 2019. These clubs are gaining traction as 
alternative sources of finances for small and medium enterprises in a country where the uptake of banking services that 
can unlock access to credit is very low. Investment clubs in Uganda are largely informal, without legal personality and 
only bound together by the trust the respective members have in each other. Investment clubs are however likely to be 
more transformative if they formalize their legal status. This article highlights some of the legal options for achieving 
this.   

2.	 What are investment clubs?

Investment clubs represent groups of people who come together and pool resources for investment. Many such clubs in 
Uganda lack legal personality. As such, their ability to expand activities including accessing additional funds in the form 
of credit using their savings as seed capital is restrained. It is for this reason that this article encourages investment clubs 
in Uganda to formalize their legal status.

3.	 Choice of legal form

An investment club can have separate legal personality from its members insulating them from the liabilities and 
obligations of the club.  The club can also exist without legal personality in which case its activities would be carried out 
through its members. In such instances, the club members usually designate a select few to act on their behalf including 
opening up bank accounts as well as holding club property. These members are jointly and severally liable in respect of 
the obligations of the club activities.

4.	 Self-help groups

The law in Uganda recognizes the existence of investment clubs though it refers to them as self-help groups. Under the 
Tier 4 Microfinance Institutions and Money Lenders Act 2016, these groups  can be started for purposes of mobilizing 
and managing own savings, providing interest bearing loans to its members, offering a limited form of insurance to its 
members and sharing out member equity at least once a year in proportion to the savings.     

Though the law requires these groups to be registered with the respective local governments, this rarely happens. 
Registration is intended to facilitate supervision of these clubs hence mitigating the mismanagement and 
misappropriation of funds. Registration may also facilitate the transition of the group to a formal entity. Although a step 
in the right direction, this registration by the clubs/groups does not confer legal personality.   

5.	 Company

An investment club can be established as a company.  A company has separate legal personality thus shielding the 
owners from its liabilities and obligations. There are several advantages running an investment club as a company 
though there are also additional regulatory compliance burdens. 

6.	 Partnerships 

An investment club can also be structured as a partnership. The formation and registration of partnerships in Uganda is 
governed by the Partnerships Act of 2010. There are two types of partnerships namely general partnerships and limited 
liability partnerships.

General partnerships can have up to 50 partners for professional partnerships and 20 for non-professional partnerships. 
All partners have unlimited liability and are jointly and severally liable in respect of the debts and obligations for 
partnership activities. 

Limited liability partnerships (LLPs) consist of not more than 20 persons but have one or more persons called general 
partners. The general partners are those responsible for the day-to-day management of the limited partnership and are 
liable for the company’s financial obligations, including debts and litigation. An LLP must additionally have two or more 
persons called limited liability partners who must contribute a stated amount of capital to the firm and are not liable for 
the debts or obligations of the firm beyond the amount of the capital contributed.
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7.	 Cooperatives 

Investment clubs can take the form of Cooperatives. These are governed by the Cooperative Societies Act Cap 112 which 
defines a cooperative union as a registered society under the Act, the membership of which is restricted to primary 
societies. Primary societies refer to smaller groups of individuals who have attained 18 years, resident within the area the 
intended cooperative is to operate and have registered with the registrar of cooperative societies. Therefore, members 
belonging to an investment club and fit the above criteria can choose to register a primary society and subsequently 
formulate a cooperative society with other likeminded primary societies. The management of such entity is governed 
by byelaws as signed by the members. Cooperative societies have been prominent among farming societies where they 
enable small holder farmers to market their produce collectively. A Cooperative society has legal personality.

8.	 Savings and Credit Cooperatives (SACCOs)

Investment clubs can be organized as SACCOs. Previously regulated under the Cooperative Societies Act, SACCOs are 
now under the Tier 4 Microfinance Institutions and Money Lenders Act of 2016 which provides for the procedures for 
their formation, registration and management. In order to conduct financial services business, a SACCO is required to 
be licensed by Uganda Microfinance Regulatory Authority. The Authority has since issued regulations to govern the 
management and licensing of SACCOs. 

SACCOs involve members coming together for the object of promoting their economic and social interests in accordance 
with cooperative principles. They rely on their members contributions in form of savings and shares as the main source 
of capital. They then use this capital to lend to their members usually at low interest rates. People who join SACCOs 
are often motivated by two objectives, to earn a dividend as return on their savings with the SACCO and also to access 
affordable loans leveraging on their accumulated savings.

It is notable that SACCOs are exempted from paying income tax on their commercial returns and also have legal 
personality. 

9.	 Conclusion 

The foregoing discussion is not an exhaustive illustration of all the legal forms investment clubs can explore. This 
notwithstanding, it is apparent there is benefit in terms of streamlined operations where the club has separate legal 
personality with its existence and operations demarcated from its members.  

Cristal Advocates accepts no responsibility for any loss occasioned to any person acting or refraining from acting as a result of material 
contained in this publication. Further advice should be taken before relying on the contents of this publication.
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