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KENYA GOVER.mt::;:-rr GU AR.A2ffEES O"F BANK LO.~~ :FACILITIES EXTENDED TO: -

(i) NATIONAL CEREALS A~-:!J :?RODUCE 3C'ARD; 

(ii) KENYA AlR\~A YS LJHI.TP.D; 

(iii) THE KENYA FURFURAL Cat-1PAN'i" 1,I:,[IT~D (IN RECEIVERSHI.?) ; 
l 

(iv) THE KE!,!YA CH~l-ilC,\L AND FOOD COR?O~ .. ATION LIMITED (IN RECEIVERSEI?); 

(v) SOUTH. l~YANZA SUGAR COMPANY LIMIT}D·; 

~vi)" KEr:YA f·lEAT CONMISS:i:ON; . 

(vii) :>' KENYA FLOURSPAR co:-l?ANY LIHITED (LIQUIDATED) ; and 

. (viii) 

')'HE GUARANTEE (LOXNS) 11 ,-:;i;__JCA?, ~61) 

In accordance with the proviEions of tne Guara~tee (Loans) Ace (Cap . 4;i), 

the foll6wing information is laid bEfore the National Assembly:-

supported financiaJ 1::, a rt• ,,,::,,u cf pn,niGs i.ng [)roj e cts by pe::: suading the 

Such projec:-::s ::.ike K~:1ya ~._,_ ..... r'IY.~1 C:.i!i~'JU 7._/ Lirr.i.te.d ir fl ,:..oret 1 ?:eny.:J. 

Chen1i.cal ar. ,J Foo ·:' C0rp o1~n 1;i.:,r· i ll Kist?~~u; ·i:rr:d r,:1:·r~y :.-1 ~ibr~ C:.rrporation in 
I 

~,anyuki, tE.J SEcc: , .. ~ ,1gly V •.!, y pu::;lc: :i\rn £1::::.. ::; · .L.i.J .. i.•.;• ..;cuc.i.ies . Li11fortnnrt,~0} /: 

• • , I C , ,. / l -1· 1 1.t transp:!.r~a. U1E!~ 2. ~,ur.;,:,c:.· 0.:. t r,ese proJ<.:cts cll)Zcr ta ce-·ot · . star tee., 
/ 

(i_<·'Vel.op:i.ng fir,anc:"t-tl pTol1.Lcr.1E, dL,c to v£tri,.1us rt:!'asons such as rnc1:,:keting, 
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Stich para.;tatals like tl-12 ;yJ1eo.t Board of Kenya, Maize and :?rod1.1ce 

Board, both cf 1;:r,ich were 2..::ialgamated t-::, fo :crn t.J1e Nationa l Cereals 

and Produce Board and Kenya Airways Limited , have played a strategic 

role in our !';ational economic development. It was considered of 

nationa l interest to support the s e organizations whenever they 

sought immediate .f i nancial assistance . 

Substantial sums •;)f money advanced to varicms 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- hanks involved. The Gc.vernment has 

moral obligation to honour its c:ommittments in letters of ,awareness 

to the banks by way of guarantees. 

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

the issues of letters of awareness in his report for financial years 

1977 /78, 1978/79 and 1980/81. The Parliament i;J.dopted and approved 

the recc-.:::::.2,..-.2.2_tic::s 0£ the ::',....blic A:::c.:::.:11ts Com.'ilittee as shown below: -

1977/78 P.ND 1978/79 (Para. 193) 

"The· Committee expresses its total disapprova.l of the manner 

in which M.i.nistry of Finance committed the Government to 

guarantee overdraft facilities to Xenya Airways Limited, 

without prior P2.rli.amentary Authority as r12quin"d by the 

Loans Guarantee s Act. The Committee rECOilL~ends· that the 

Treasury seek full legal advice from the Attorney General 

with a view to protecting Government money". · 

"The CrnmnittE:e noted that a S::ssional Pa.per on the whole of 

Finance Management of ~enya Airways is being prepared for 

presentation to Parliament and will take care of a ll is sues 

raised there before". 

. . . ... /3 
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The . Attorney General advised that there is only one way in which 

L~e Government can be bound to honour the borrowings by bodies corporate. 

This is set out in Cap. 461, Section 3 of the Laws of Kenya, where it is 

clearly stipulated that the Government @ay 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. NATIONAL CEREALS ~.ND PRODUCE BOARD (N.C.P.B.) 

a. The Government proposes to guarantee the due -repayment by 

NCPB of bank loans amounting in all KE.19,325,000 and made 

up as follows:-

Name of the Bank 

Kenya Commercial Bank Limited

National Bank of Kenya Limited 

Barclays Bank of Kenya Limited 

Principal Amount in 

KL 

8,32=i,OOO 

4',000,0UO 

7,000 , 000 

19, 325 ,000 

b. Interest is chargeab l e on the bcnk loans at the maximum 

going rate (currently 14 % per anm;.rn) for Commercial Bank 

loans as determined, from time to timEe by tr.e Central Bank 

of Kenya . Such interest i s calcjlated on daily balances 

and is de::iited monthly by way of compound interest. 

c. The bank loans ar·e repayable in quarter ly instalments over a 

p eriod of two years from January, 1986. 

d. NCPB i s a .body corporate duly established by and existing 

under ci1e National Cereals and Produce Board Act , 1985 . 

TI1e functiocs of NCPE under the Act are:-

. ... . /4 
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(i} to 1;egulate and contr.ol. the collection, .movement, 

(ii) 

.storage , sale, purchase, transportation , marketing, 
. . . 

processing, distribution, impcrtation, exportation, 

disposal and .supply of maize, wheat and scheduled agri-

cultural produce; 

to buy, store, sell, import, export or otherwise acquire 

and dispose of maize, wheat and scheduled agricultural 

produce in such manner, such quantities and on such 

terms as it may, from time to time, deem necessary to 

fulfil the requirements of prod;icers and consumers in 

Kenya; 
I 

} -
! 

(i_ii) to advise. the Minister on t'1e prcper production of 

maize, wheat and scileduled agriculturE!.l produce in 

relation to -the needs of Kenya, and the exteht to 

vihich control over tJ1e exportatioI' ... and irnpcrtation of 

maize, ,,.,heat -0.c sd1e:luled a<J-ricu/tu.ral proo.uc<'= is 

desirable or necessary; 

(iv) to do any other act which is connected or .incidenta l 

to the foregoing. 

In fulfilling its functions, NCPB is mar:dc0.ted by the Act to comply 

with any gener2.l or special directions g'Lven to it by the Government. 

e. All th e_; property a.nd liabilities of the f?:r.7:r.te.r .Maize and 

Produce Beard o.nd the \·h eat Bo:.:.rci. of Ke:i:,' a were trcmsf-2r r e d 

t q and became vested in NCPB Oil t)w di:>,te oi coc,::J1•211 cernent (i.e . 

Act, by virtue of Section 33 thereo~ ; 

f. Cu t of the saj_d bank l oans, o t o t a l of Kf..18,00C,000 v-.ras r2j_s ed 

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

ting of all the above mentioned cum~ercial banks, to finance 
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the purch a.se of _;:;rciduce f rom farmers all over the country . 

Th e loan was originally f or a per i od o f tH0 y ears f ro:n the 

date of drav;d m·.T. o::::- the 31st Marer,, 1 98 3 , ,,;hir:-!1ev •2r w2-"s the 

earl i er. The balan ce o f K£ .1,325,GOO vTas ra i sed by the for::iler 

Wh eat Board o f. Kenya fro;:n Ke nya Commercial Ban;,: LimitP.d to 

finance its wheat production oper:tt;ions. The approvals of 

the bank :;_oa11s Here al l subject tu GoveriiwEmt guarantees 

bei.n g furnisl ;.ed to the saic. local ba:ri.ks by way of security. 

g. Prornpt payment or. . farmers for their proc~uce c1e livc::ed to 

NCPJ:! ac1d the promotion of wheat farmi ng are both important 

aspects of the c1aticnal £ood policy ar:.d security. The 

Government has a. vital inte:cest in such m2.tters as part of 

its long term plan of ensuring national self-suff iciency in 

food product1on. 

2. 

a. 

KENYA AIRWAYS LH-lI'l'ED (Kl'1..) 

The Government j?:copc~;es to gu&rantee -1.he due re9a.yment by 

KA to Kenya-Com.mercia1 Eank L imited of a long term loan 

amounting to KE.8,250,000. 

b. Inte rest is chargeable on the long t err,t loan at the maximum 

going- 2::ate (cu:r:rently 14 % c 0 r annum) fer comme.scial bank · 

loans a s determined , f r om t ime to t i me, by the Central Bank 

o f Ke n,,a. S 1.1d, i n t -2~:cs t i s ca.lc ulatec., o n dc:ily b&lanc2s 

a n d :Ls d ebi t e::J mon t hly b , way of compound interest. 

d. KZ:\ is a body corpo i:ate ci>J.ly c ,:gaDiz.,::. o z1<1d e x i s tinQ un d er the 

Companies Ac t (Ca.J? . 486). 

I 

e. };'Ls_ h~s o ~.hare capital o ::~ ~:'.r,s . 100 ruil 1ic,n and is wJ-·,olly 



-- 6 

f. KA. ic: th0 national ai.rlin<': and v,as formed on 22nd January, 

1977 i_n c,:.,nscq·t;snce of th •2 bn-eak-u;:i/disintegraticn of the 

forrne:r- East African J',_i!'.'i'lays Corporation (in liquidati.on), 

'-:J. • Ths long tc:::-m l oan was raised iP.i!.::ially" by way cf overdraft 

facilities, to finance t.he existirlg operations of KA and its 

approval was subject to Govern.nent guarantee being furn2.sh2d 

to Kenya Com7nercial Eank Lirr::ib~d !::,y way of secu,,.ity. 

h. KA, as the national airline and flag carrier, plays an. 
i 

imoortant z:nd critical role in t:.,E nromot.ion and sustenance of 
~ I ,. 

! 

cur nationhood., the tourist .; rdu'cot·n7 · a.nr. ··he e:x_p_ ort trade -~ , C .. ~ f • .l L. - ' 

especially of perishables. ! -

i. By v irtue of KA being a. wholly owned Govern111_ent entity and 

-~.::ir the reasons stated in sub·-paragraph (h) above, the 

G~J8rnrnent is interested in the f inancial and operational 

vi2cb:i.li ty and well being o -r- tili. 

j. The Kenyct Ccmrne.rcial Ban k Lir;1ited i::.0 a wholly 01-med (,,·:vernment. 

b2ni;;_ a.nd is expected by the Go.ve :u,rnen'c to ope:ca.t," on cornmerc:i_al 

l_i_n_es. 

of (i) a ban k loan of KE.750,000 f ro~ K~nya Crnnms rc ia l B2nk 

n :·1..... . J..... - • .,..._ 1- - . ~· "" ·· 
_,_ i .l i:..:-: ,._ ~. V ·-'-' :__., J ~J >-

to a to t a l of KE.1,250,000. 

./7 
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· as detex-m:j_ned, fJ~um tirr.e t :, t .:'ur:e, by the Central Bank of Kenya. 

Such i;:-1te:ce3t is calculatn.d on daily balances and is debited 

monthly by wa:-: o f. compou!ld interest. 

c. The bank loans . ,ir_e _:r __ epayable in seven ( 7) years by fourteen 

(14) equal half-yE:arly ins talments . 

d. KPC i s a body cc•rporate duly crganized and existing under the 

Compc.n i es Act (Ca.p.486 ). 

e. KFC was incorpo:cc>.ted on 7th December, 1976 and, pursua11t to 

a n I nvestment Agreewer.t dated 21 st J anuar y , !977 .and made 

between ·t:he Government , I ndus t rial Deve1o:?ment Bank :::..imit ed 

( IDB ) , Agric ultural Devel opmen t Cor porat i o n (}illC) , Development 

Finance Company of Kenya Limited (DFCK) , Kale - Agro. Indus tries 

1-:i.,nited, Lewis and Pe2.t Lirr,ited, E;c:;ch2r i-,yss GmbH and. Foster 

a11.d 09er ate, t"hro•-~3h Kf'C _. a fac ... cry 2.t Eldoret · for i:.he 

manufacture o f fu :cfu r al a nd ecetic and formic acids , f rom 

mai?.e cobs. 

f _ 'r11e aut.horised a.n et i ssued cap.ita l oi: lC.FC o:" Shs I l 15 mi l lion 

is held c.S f ollo--.:s : -

Gov·2.rn1nEr_t 

15 . 8% 

1.9% 



4 . 

.s 

facilities to fj_:-r{:1.nce -~}1e operat ions of K..E'C c:.nC~ their 

which, a new company vlo:.ild be ±:orms:d to take over the assets 

of KFC arid c·perate tbe fac -co.ry ~ 

KENYP, CI!Et, ICAL 1""\ND ::?OOD CORPOFJ\'2ION LIHI1:E:C ( IN RE,.~IVERSHIP) (KC:?C) 

d. The Gove:crnnent proposes to guar2rni-_2e the due repa.yment by 

loans and_/o:c lJ~,nki.ng facilj_t_i"es amonnti_ng .:.11 a.11 to 

K£.12, 170, 101. OS equi,,ralent :-

Type of f,"tcil ity l?rincioal A:Dount Kc 
1-. . Equiv a.lent 

Overdrz,.ft 

*Foreign Bank Guarantee 

Receivers' Account 

KSlt . . 30 1 000 r 000 

cs$ 1. 2, noo, OO (j 

Ksh - 10,0CO,OOO 

1,500 , 000 

9,515,10 1.05 

655 ,000 

500,000 

1. 2 , 1 ? Cl , 010,. 0 5 

.. • .. . /9 
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5 . SOC.Tl 1 ~\• ·· .'."\!,}Z.~. srJc:;,.::, co~:P:~~/ II?-:r·;.1!.:::} (SOI.Y} __ .._.._ --- -- -- ------------

SClT:: to the iJc·,:-.ionttl 13,,rnt of :i-~enJa Li:nitecl of i:' loc.n. amoun t ing 

b. Intere.s t .i.s cliargsab lr:: ,:;11 thca lo,'l.n at the maxi.mum go ing rate 

(curr.ent l .y 14!'., p e T ar,:-n"1) for co1m.:2rcial bank loa,1s as 

dete:.,nined , frcrr. tirae ',:o tims, by ti1e Central Dank of Kenya. 

Such inte~~st ie c alculated on dai l v balances and is d ebited 

'l'i:le loan is r •.';}.:,&yable j_n s12ven 

equal half- yearly inst~lments . 

I 
(7) i -.,,~a:cs by fouri:een (14) 

I - • 
! 

d. S01'1 :{ is a tod.y corporate duly organi zed a:1d ex'isting :md.:; r 

e. srnw has a sna.~e cap it.&.l cf Ksh . 27~.S r:,:Lllion, 98 .9 qo of 

.c 
J • • 

oi: 

. / 1:2 



The Government ea~ns 

suf ficiency in [ aod product ion . 

· r . ' ' ..! •- :J 
L:JJ flJ_ L.E:.(.l of C loan OlYlCHJll ti:t:g 

,1- .3 
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d . n1c ::.s a b.:).ly ;::orporatc Ju1) es U,uli :~li~.d b/ ar,d f;! Xi...: t.ing undc:1· 

the l.~enya He~t Conmission Lt:L (Cap. JGJ) . The DOHcrs 2nd func 

tions of l'J.-lC ;;11;0 s2t out in great c12tc.il u·,1der ~;e. c t::i.on G of tbe. 

s c1.id Act and :include tht=, c,,,11ership of cJbba toirs aL1d carryi1,g on 

the busines s , on -a wholesale bas i s of, butchers, dealers a n d 

merchants in l:i.-vestoc k an:1 ca rcasses. 

·e. The loan was i.'E:it,e r:J 1:0 finance the op-=.rations of_ Kl-iC and appro'1al 

was subjec t to Gove.rnrnent gt.:a1·an tee being furni sL. ,,d to the 

Nat ional Ban k of K8r.ya · Liihite d by w2,y of security. 

Tl,e Nationa l Ba~ ~-:. of Kenyo. Limi ted is a wh;::;lly m,rn1d Gove r nment 

con::.i,crcial bank, 

{. KHC plays an important ro le in the development of t h e livestock. 

indus c:ry. in the country. 

1 . FLGl;I:DPAR COi:·iPANI OF KEl~YA LIHI T~r. (IN i"{ECEIVFRSHIP ) (FCK) 

a. Th~ Gove=nment pr0p0ses t o guaran:ee t h e due r epsymen t by FCK 

to tl-,2 N2.t iona J. ta·,1k of Kenya Limi-ted of c.. loan &mouni'in g to 

Kfl , 500,000. 

b. Inter:cst i s ::.hargeabJ.~ on t h e l oan .:; i: the maxim.um going r a.i:e 

(curn~ntly lL:~~- per ennvn) for commerci.:iJ. bank loc1:n z;, as 

d e t "'nn ined ., fro.11 ti1.-,2, to t:hr1e, by t tie Sc.n tral Bc1nk of Kenya. . .I, 

Such ini:r:-c~st :Ls c':llcu la·L1=d on daily t,.,.,Jance.s and is clebi ·ced. 

montl-.ly by ,my of compo11ncT ir1i:e:rE-st.:. 

d. FCK l.'.: 3. body co•:ro,~" 1.:e clu _i_y cr;-:;::-.n:i..~12<1 ::r:a e:drt.i.nz ~inder t:h1 

Cumjj{:>YJC:s Ac.t: (Ccp. l:66: 



f. J.'CiZ. ,-12.s du .l. y e scabli91··.cd a n d ::;ta r te.cl its rnin:i.n g cpe.rat:i.ons 

cau s 2d by c~~r supply o f floui s par i n the world market, the 

s2c:urcd CJ~c.d. j_tor-s, n.:: r:-;el :/ Kenya Corn~r;ercia.l Bo.nk. Li1rr:i.ted, 

National l'.;:rn k of Kenys Limited, I.CDC, Citibank N.A . snd 

National Ho using Corp0r2 Lion ap poi n t ed r~c c i~ers/managers 

o v er FCK on 11th May , 1 9 79. A nsw company in the name of 

·y_c,n.ya Flourspa,:· Corrrpan)· Li111i1:ed was subsequently forn,e .i to 

take 01,rer the ass e ts o f FCK., Th8 n e1t! comr,an7 'bas been 

g, The loac was raised to finance t~e operations of FCK and 

_2pprov2l wa s suo_jcct to GovErnrncnt guaran-:=e-e being furnished 

to the National Bank of ~(e.nya Li;dted by way" of secur.ity. 

a. The Government proposes to guaran tee the du~ repayment by 

E.tA t o t h e Ncttiooal Eai1k :: ': Kenya Limited o f a loan 

amounting t 0 Kf l,985 , 957 . 

ouc2t a ndin g oa the a c c ou nt-ha s sine~ r educed t0' about 

I . ,_. 
~ - " C " ~ I _:_ ._ .. ' 
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e. EA..6:. is .?. C'Qdy cor:?Cr3.te di::!.y or;s;::;.za~ :>-y and existing under 

the East .:\£rican Airways Corporations Act as applied to Kenya by 

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

f. The loan was raised to fina·1ce the air transport operations of 

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

g. EAA was oae of the Corporations established under the auspices 

of the former East African Community. 

9. CONTINGENT LT ABE,1TY 

Jhe current total contingent liability of the Government in 

respect of guarantees given under Section 3 of the Guarantee (Loans) 

Act (Cap . 461) (Other than t.hose spe-c.i.fJr -1 ir; .-h, e srri,.,., ., ,.,- t-c, 

the Act) amounts to K£ 478,012 ,497. ·With 'the guacantee of the 

sums stipulated in Clauses l(a), 2(a), 3(a), 4(a), S(a), 6(a). 

7 (;!) a~cl 8(a) ;,hove a:n::iuntir:g it: the a b6:::-egnte to KE 47,814,912 

as h~rein prop~sed, the total contingent liability of the 

Government will be hereby increased to Kf. · 525,887,40::: of which 

K£ 94,729,409 is in respect of covenants expressed in Kenya 

currency as per p&ragraph (i) and KE 431,158,000 is in respect 

of covenants expressed in foreign currency as. per ·paragraph 

(b) of Section 3(3) of the Act. 

Mil'HSTER ~~1,.:~--.C~\~ k.~d 
i. H ~ ,, 

' 
DATED AT NAIROBI THIS 

0CTOE.CR, 1986. 

DAY OF 

.A 






