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SESSIONAL PAPER N 5 OF 1986

KENYA GOVERMN:MENT CUARANTEES OF BANK LOAY FACILITIES EXTENDED TO:-

(1) NATIONAL CEREALS AKD PRODUCE B0OARD;
i) KENYA ATIRWAYS LIMITED;

{iii) & THE KENYA FURFURAL COMPANY LIJLl (IN RECEIVERSHI?);
(iv)

-~
=

() SOUTH NYANZA SUGAR COMPANY LIMITED;
(vi)’  KENYA MEAT COMMISSION;. _
(vii) » KENYA FLOURSPAR COMPANY LIMITED (LIQUIDATED) ; and

TAQT TOAMN ﬁf‘

- {viii) FAST AFRICAN AIRVAYS CORPORATION (LIGUIDATED);

Y SOME LOCAL BANKS SPECTFIED HELERFLCW:-

THE GUARANTEE (LbAIS) ACT (CAP. 461)

In accordance with the provieions of the Cuarantee (L.cans) Acc (Cap.

the following information is laid before the Naticnal Assewbly:-

In its endeavour to promate developwment in Kenya, the Government

supported financially a nunber of promissing proiects by pexsuading

local banks to pacticipate in
Such projects like Kenyva Furfural
Chemical and Food Corpovation

Nanyuki, had seswiugly ve:rv posicive Zeas:bi

or
it transpired that 2 number ¢f these projects araﬁr take-off, sta

\

developing Einaucial problems due to various rdasons such as max

001 mauag,m_n_, undevutilisation of capacity etc., etc. Projec
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whosa capital was raised by vay of loans secured on Government letters

THE KENYA CHSEMICAL AND FOOD CORPORATION LIMITED (IN RECEIVERSHIP);
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Such parastatals like the wWheat Board of Kenva, Malze and Produce
Board, both of which were amalgamated tg Tform the National Cereals
and Produce Board and Xenva Kirways Limited, have played a strategic
role 1n our National economic development. It was considered of
national interest to support these organizations whenever they

sought immediate financial assistance.

Substantial sums of money advanced to various companies remain

" still unpaid, and overdraft facilities for a number -of parastatals
have assumed an upward trend which has been a major cause for concern
for the smooth operations of the banks involved. The Government has
moral obligation to honour its committments in letters of awareness

to the banks by way of guarantees. . 4

The Controller and Auditor General has in the past, brought up

tﬁe issues bf letters of awareness in his report for financial years
1977/7¢, 1978/72 and 1980/81. The Parliament adopted and approved

2y

the reccomendaticns of the Tiublic Acczunte Committee as shown below:-

1977/78 aND 1978/79 (Para. 193)

"The Committee expresses its total disapproval of the manner
in which Ministry of Finance committed the Government to
guarantee overdraft facilities to Kenya-Airways Limited,
without prior Parliamentary Authoxity as reguired by the
Loans Guarantees Act. The Committee reccmmepds'that the
Treasury seek full legal advice from the Attorney General

with a view to protecting Government monev”.-

1980/81 (para. 173)

"The Committee noted that a Ssssional Paper on the whole of
Finance Management of Kenva Airways is being prepared for
presentation to Parliament and will take care of all issues

raised there before".
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The Attorney General advised that there is oniy one way in which

the Government can be bound to honour the borrowings by bodies corporate.
This is set out in Cap. 461, Secticn 3 of the Laws of Kenya, where it is
clearly stipulated that the Government may with the prior approval of

Parliament guarantee the borrowing of a local authority or body corporate.

Now therefore, the Government commitments on letters of awareness

" and the proposals thereto are as follows:—

1. NATICNAL CEREALS AND PRODUCE BOARD (N.C.P.B.)

a. The Government proposes to guarantee the due -repayment by
NCPB of bank loans amounting in all K£.19,325,000 and made

up as follows:-

>

Name of the Bank Principal Amount in
KE.
Kenya Commercial Bank Limited ) B.,325 000
Naticnal Bank of Kenva Limited- 4,000,000
Barclays Bank of Kenya Limited - 7,000,000
' 19,325,000

b. Interest is chargeable on the bank loans at the maximum
gﬁing rate (currently 14% per annum) for Commercial Bank
loans as determined, from time to time by the Central Bank
of Kenya. Such interest is calculated on daily balances

and is debited monthly by way of compound interest.

c. The bank loans are repayable in guarterly instalments over a

period of two years from January, 19€6.

d. NCPB is a.body corporate duly established by and existing
under the National Cereals and Produce Boaxrd Act, 19285.

The functions of NCPE under the Act are:-



(i} to regulate and control the collection. movement,
Storage, sale, purchase, transportation, marketing,
prdceésing, distribution, importation, exportation,
disposal and supply of maize, wheat and scheduled agri-

cultural produce;

(id) to buy, store, sell, import, export or otherwise acguire
and dispcse of malze, wheat ani scheduled agricultural
produce in such manner, such guantities and on such
terms as it may, from time to time, deem necessary to
fulfil the requirements of producers and consumexs in

' |

Kenyva; i

i
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t

(Lii) to advise the Ministex on the prbper production of
maize, wheat and schedﬁled agricultural produce in
relation to the needs of Kenya, and the exteht te
which control over the exportation and impcrtation of
maize, wheat or scheduled agricuitural produce is

degirable or necessary;

(iv) to do any other aet which is connected ox incidental

to the foregoing.

In fulfilling its functions, NCPB is mandeted by the Act to comply

with any dgeneral or special directicns gilven to it by the Government.

e. All the property and liabilities of the former Maize and
Produce Rcard and the Wheat Bozara of Xenya were transfearred
G

zncement (i.e.

Ceredls «0d Produce Board

£ Cut of the said bank loans, a total of KE.18,000,000 was raised

by the former Maize and Produce Board from a Syndicate consis-

ting of all the above mentioned com



thn purchase of produce from farmers all over the country.

The loan was originally for a period of twe yeaxs from the
date of drawdewn or the 31st March, 1983, whichever was the
earlier. The balance of K£.1,325,000 wvas raised by the formexr
Wheat Board of Xenya from Kenya Commercial Bank Limited to
finance its whéat production operations. The approvals of

the bank loans were all subject to Government guarantees

being furnished to the said local banks by way of security.

Prompt payment or. mers for their procduce ‘delivered to

fa
NCPB and the promotion of wheat farming are both important

9 L=

aspects of the naticnal food policy and security. The
L 5 2

£

Government has a wital interest in such matters ‘as part of

its- long term plan of ensuring national self-sufficiency in

food producticn.

KENYA AIRWAl LIMITED (KA) : 3 :

The Covernment proposes to guarantee Lhe due reovayment by
- o <Ll

KA to Kenva Commercial Bank Limited of a long term lcan

amounting to K£.8,250,000.

Interest is chargeable on the long term loan at the maximum
going rate (currently 14% per annum) For commercial bank
loans as determined, from time to time,; by the Central Bank
of Kenva. Such intexest is alculotuﬁ on daily balances
and is debited monthly by way of ccmpound interest.
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K& is the naticnal zirline and was formed on 22nd January,

1877 in consequence of the break-up/disintegraticn of the
former East African Zirways Corporation (in liguidation).
The long term loan was raised, initially by way cf cverdraft
acilities, to finance the existing operations of KA and its
approval was subject to Governnent guarantee being furnished

to Xenya Commercial Bank Limit:d by way of security.
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K&, as the national airline a
important and critical role in the promotion and sustenance of

cur nationhood; the tourist and the export trade

especially of perishables.

By virtue of XA being avwholly owned Government entity and
for the reusons stated in sub-paragraph (h) above, the
inancial‘anﬂ operational
viabhility and well being of XA.

The Xenya Commercial Bark Limited is a wholly owned Grivernment

bank and is expected by Lhe Government to operats on commercial

lines. .

THE KEMNYDL PURFURAL COMPANY 3TMIT (IN BECEIVERSHIR) (KFC)
The o to gua:

of (i) a baink loan of ¥E.750,000

and {(ii) anvther b

ig chargeable on

going rate {(currently 14% pew
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-as determined, from time to time, by the Central Bank of Kenya.

Such interest is calculatzd on daily balances and is debited

monthly by way of compound interest.

The bank loans‘are_:epayaﬁle in seven {7) years by fourteen

(14) ecual half-yecarly instalments.

KFC is a body corporaté duly crganized and existing under the

Companies Act (Cap.486).

KFC was incorporeted on 7th December, 1976 and, pursuant to
an Investment Agreement dated 2ist Januvary, 1977 and made
between the Government, Industrial Develccment Bank Limited

(IDB) , Agricultural Development Corpcration (ADC), Development

'

Finance Company of Kenya Limited (DFCK), Kale-Agro Industries

s
o}

Iimited, Lewis and Peat Limited, Escher Wyss GumbHE and Foster

Whezlor (Process Plants) Limited, it was agreed to estaizlish
and operxate, through K&fC; a factory et Eldoret-for the
manufacture of furfural and ecetic and formic acids. from

maize cobs. .

The authorised and issued capital of KFC of Shs.115 million

is held &s follows:-

Investor © Percentage Holdings
Govornnerc : 31.4%
D3 6.5%
ADC 8.4%
DRCK 15.8%
Lewis and Peslt Limited ‘ 3 24 .8%
Ezcher Wyss GmbE 1.9%
Tostes Vheeler Timited 1,92
European Investment Rank 9.0%
XKale—-2gro Industries Limited . e

WOTAL 100, 00%
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to the two commercial banks

. structed at Bldoret and was commissioned

ceasen production

Lo EBELforts axe beirg made to dispose of the KEC factory, failling
whichh, & new company would be formed to take over the assets
- of KFC and cperate the factory.
KENYA CHE LIMITED

a. The Government proposes to guavantze the due repayment by

SO - B T ey
Hete TO wlg WER

va Commercial Fank Limited of the following.
loans and/or banking facilities amounting In all to

K£.12,170,101.05 equivalent:- .

Type of Principal Amount KEZ. Eguivalent
) and Cuurency g8 &b 5ul1.85
Cvexdraft Ksh, 30,000,000 1,500,000
UsS$ 12,000,000 94515 . 101 05
¥su,13,100,000 655,000
Receivers' Account = Ksh.10,0060,000 500,000

e
s e eem e/



GO

A

s

i

090

£

—

=il

et

¢

i




™

L

L

)




521

Cr.

Ix}

N
(G

CORPANY T

AT
T_Aa.nA.r_‘

(SORY)

[}

detemmined,

menthly by v

ity

o )

te

(PR ¢ % - e =
tienal Bank of

chargeable

on

the

DPEX annun) or

’\;,.nja

guarantezs

T

the

mite

due xep

d of a

loan at the maxim

commercial bank

ayment by

lozn amounting

m

going rate

locans as

frxem time to time, by the Central Bank of Kenya.

oy
(R
-

e e

of

glc

componng

ulated on daily

SOWY

the

Barlk

is a kodv

i
Lo

Limited and T

moanies

corporate

ek
:
re o

(Cap.4

(7

f Ksh.27

intaerest.

|
i
i
£

s
.

bala

vears by

5 mil

nces and is debited

lion r

fourieen

.-u

(14)

.9-:. G

s owned by the Government, Indostrial DeveLopment

Corporation.

SONY

was

Qe

Covernment

1he

mill

eiFhigpreist

§ 5

Sou il

WRITE

11

P in

-

K

nau

50G,

strial

and Commeicia

yentur

raational

i

Lo P

(610]16)

i D-e.v

e betw:

- {3
o ey I

alo

pment

n the

Limited for

R G 4-
CTCOEY ak

znufoctare of

idging

Yespec

in January

R i
HGEns

o
-'em
#1370

W A



O
M

e

e

U

Earns

't

2Inmen

SOV

G

i

1

g

-0

I3

t

Uy

O

4
SO

on

of

i

at p

28

LIRPOY

{(x

i

-
"IN

£

56

i

-

S TTRASE

v
St

oy

£




®
.

i
"

o

G,

—

EMC is a budy corporate duly establdished by and esisting under
the Kenya Meat Commission Act (Cap. 362). The powers and func-
2= -3 o = I\' e b YT ea d'."‘"’ ey Sap e 2 65 1
tiong of KMC axe szt out in great deteil under Section 8 of the
said Act and include the ovnership of sbbatoirs and carrying on
the business, on -a whole “a1 basis of. butchers, dealers aud

merchants in livestock and carcasse

The losn was reised vo finance the opzratioms of KMC and appreval

was subject to Government guarvantee being furnished tc the

=

National Bank of Kenya  Limited by way of security.
The MNaticmal Eank of Keunya Limited is a wholly cwned Government

commercial bank

- KMC plays an important role in the development of the livestock

industry. in the covntry.

FLOURSPAR COMPANY OF RERYA LIMITEL (IN RECEIVERSHIP) (FCK

The GCovernment proposes tu guarantee the due repayment by FCK
to the National Bank of Kenya Limited of a loan amouniing to

K£1,500,000. :

Interest is chargeable on the loan at the maximum going rate

(currently 14% per anmun) for commercial bank loans: as
determined, from tiwe to time, by the Central Bank of Kenya. ok
Such interest is calculated on daily hzlances and is debitced

.

monthly by way of compouad interest.

e 1 . Y e ~ e o
The leoan ds rer in seven (7) veers by fourtmen (14)
egiul half-yeariy dinztaiments

3

FCK i a body corporate duly organized and existing wuder the

Companies Act (Cap. 486).

&

FCK was set up on 1l4th v, 1871 as 2 joint venture hatwsen

ICD0 and International Minerale Corporation (a United States



PULpo 2f miading and
rio Valley.
f. TCR was duly established and started its miming operations

1970e. However

over supply

creditors, nane

appointed receivers/managers
new company in the name of
tad was subsequently formed to

Thz new company has been

the operations of FCK and
approvel was subject to Govermment guarantes being furnished

to the National Bank of Xenya Liwmited by way of security.

AFRICAN ATRwAYZ CORPORATION (TR LIQUIDATION: (JAAY

es to guaranteez the due repayment by

Bank «f Kenya limited of a losn

L

the Official Liquidator. fhe amount

account has since reduced to ahout

e
nk of Kenya.
15
d .« by Tovrteen (143




e. EAA is a body corperate dulyv organized by and existing under
the East African Airways Corporations Act as applied to Kenya by

virtue of the Treaty for East African Co~operation Act (Cap. 4).

1 The loan was raised to finaace the air transport operations of

EAA pricr to the break-up of the former East African Community.

g- EAA was one of the Corporations established under the auspices
of the former East African Community. '

9. CONTINGENT LTABILITY

The current tofal contingent liability of thé Government in
respec& of guarantees given under Section 3 of the Guarantee (Loans)
_Act (Cap. 461) (Other than those specifinr? in rhe schednle to
the Aﬁt) amounts to KE 478,022,497. - With the guaréntee of the
sums stipulated in Clauses 1(a), 2(a), 3(a), 4(a), 5(a), 6(a),

I (2) and 8(a) mhove amounting in the agzregate to KL 47,814,912
as herein proposed, the total contingent liability of the
Government will be hereby increased to KE£-525,887,402 of which
KE 94,729,409 is in respect of covenants expressed in Kenya
currency as per paragraph (a) and XE 431,158,000 is'in respect
"of covenants expressed in foreign currency as per ‘paragraph

(b) of Section 3(3) of the Act. :_ ok

HON. PRGE, ,..'n fﬁ"
MINISTER FOR FIN c\w / d/
DATED AT TATROBL THIE ovcansssanahsins anowuiss DAY OF

OCTOBER, 1286.
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