SESSTONAL PAPER Ho, 1 of 1974

GOVERWMENT GUARANTES OF MONEYS LENT AND SUBSCRIBED 10
THEA FACTORY COMPANTIES ESTABLISHED BY THE KENYA TEA
DEVELOPMENT AUTHORITY o

THE GUARANTZE (IOANS) ACT, CAP. 461

Tn accordance with the provisions of the Guarantee {loans) Act,
the following information is 1aid before the Wational Assenbly for
congideration and approval.

The Government proposes to guarantes a Commonweslth Development
Corporation (CDC) loan being the capital cost of three factorieg at
Nyasiongo, Keambaa and Wanyenyaini.

The Order which set up the Kenya Tea Development Authority for
the parpose of promoting, financing and controlling the develepment of
the tea to be grown by smallholders provides that KTDA will acquire,
operate or establish or enter into agreement for the establishment of
tea processing factories; it will promote and subscribe for shares in
any company incorporated in Kenya for ¥ho purpose of processing and
marketing of tea. XTTA is a successor of the Special Crops Development
Authority which had been established in 1960. In pursuasnce of this
objective, KPDA with aid of loans from Commonweslth Development
Corporaticn, the World Bank and other lenders, has already sstablished
tea factories in the Republic's Districts of Xisii, Wandi, ¥ericho,
¥irinyags, Vuranga, Kiambu, Nyeri, etc,

From its Inception the Authority has expanded the smallholders!
tea area from 8,400 in 1962/63 to 64,600 in 1972; increased production
from 566,801 in 1963/64 to 1%,316,861 kilograms in 1972: increased the
nupber of smallholders from 18,300 in 1963/64 to 66,900 in 1972. The
number of growers will increase to 100,000 during the Fourth Develop-
ment Plar to be implemented during 1973/78. Funds for financing the
factory and the field sectors of the KTDA projects have heen guaranteed
by the CGowvernment.

As din the existing tea factorieg, there will be formed three
factory companies to build, own and operate the new factories with the
help of finances to be made available by the C.D.C. in the form of
equity and lcan capital.

The shares will be allocated to grovwers in terms of the Articles
& Memorandum of Association of each factory company which undertakes
to pay dividends of at least (8%) eight per centum on its issued share
capltal, Most of the finance comes from the lecan now +to be made
available by C.D,C, direct to the factory companiss and to KT, which
are to be secured by first debenture charges on company's assgels, .
all of which carry inferest at (74%) seven and a bhalf per centum
per anmm and are repayable over (205 twenty years by half-yearly
egual instalments starting in 1976 and finishing in 1995,



Tha financial agreements for thefea factory companies provide
that uvwpon the lender becoming entitled to appoint a receiver under the
debenture security (that is, upen the tea factory company making default
under the debenture) the Govermment will, if so required by ithe lender,
purchase the lender's debentures and shares at par value,

The contribution to loan and share capital by KIDA and lender
wiil be as follows:-

THRER WF/ TEA PACTORTES

TOAN SHARKES
1. Direet £.D.C. iending to
three facturies at (74%) ~ Steriing 466,855  Sterling 8,645

2. 5% Interest on loan
from CDC to KTDA foifon-

lending to factories - Steriing 466,855  Sterling 8,645
Bstimated cost for
three factories - Sterling 1,000,000

The factory companies will each have an authorised capital of Kshs.
200,000/~ divided into 20,000 founder shares of Kshs, 5/- each carrying
41 votes and 20,000 growers shares of Kshs, 5/~ each carrying ore wvote,
Provisicon exists for increasing growers shares so that when the loans are
repaid in full, the growers will own the factoery cowmpany.

The total contingent 1liability for the Covermment under the above
tea factory loan and share guarantees iz the Sterling sguivalent to
¥£825,000 (Sterling 951,000 at an exchange rate of Kehs, 17.35 = £ Sterling)
such rates being subject to alteration - plus any intersest and dividend L PN
azews, for which the approval of the NWatiocnal Assembly is now sought.

The current total contingent liability of the Kenya Government in
regspect of all guarantees given to date under section 3 of the Guarantee
(Loan).&ct ~ other than those specified in the schedule - amount to
K£108,356.5, with the guarantee of K£825,000 equivalent proposed in
this sessional paper. The aggregate will be increased to 109,18I1,595.5
of which K£35,721,623.5 falls within paragraph {a) and K£73,459,972
within paragraph (B), of section 3(3) of the Act.
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