
(i) 

(ii::.) 

U.v) 

(v) 

(,·i) 

(\'ii) 

(viii) 

NATIO~;AL CEH.,~ALS AJW PlWDUCE BOA~D; 

KCNYA MEAT co:-1:-H SSION; 

.------

- -··-------------

.. 
• 

Yn a ccurd~n~e with ~he provisions of the Gu&ra~c ee (Luans) Ace (CEj>, 461), 



2 

Such parastat~ls ljke the Wheat Roa~d 0f ~e~ya, M~ize ~nd Proj~~e 

Coard, both of which were amalgamated to form the Na.tional Cereals 

and Produce Board and Kenya Airways Limited, have played a stl·ategic 

role in our National economic development. It was considered of 

national interest to support these organizations whenever th2y 

sought immediate financial assistance. 

Substantial sums of money advanced to various companies remain 

still unpaid, and overdraft facili~ies for a number of farastatals 

·have assumed c1n upward trend which has been a major cause for concern 

for ,.he smooth operations of the banks involved. The Government has 

moral obli.gation to honour its committments in letters of awareness 

to the banks by way of guarantees. 

·rhe Controller and Auditor General has in the past, brought 1.1p 

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

1977 /78, 1978 /79 and 1980/Rl. The Parliam0nt ario!:ited c.nd c>.pproved 

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

"The Committee expresses its total disapprov.::.l of the manner 

in which Ministry of Finance committed the Governrr!ent to 

guarantee overdraft facilities to Kenya Airways Limited, 

without prior Parliamentary Authority as required by the 

Lo.:ins Guarantees Act. The Committee recommends that the 

Treasury seek full legal advice from the Attorney Gener-111 

with a view to protecting Government money''. 

1980/81 (Para. 173) 

"The Committee noted that a Sessional Paper on the whole of 

Finance Management of Kenya Airways is being prepared for. 

presentation tc Parlimncnt and will tai~c care of all issues 

raised there before". 
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T'ne Attorney General advise::i that th8re is only one way in which 

the Government can be bound to honour the borrowj_ngs by bodies corporate. 

This is set out in Cap. 461, Section 3 of the La•,1s of Kenya, where it is 

clearly stipulated that the Govern'.llent 111c1.y with tr.e prior approvF.tl of 

Parliament guarantee the borrowing of a local authcrity or bccty c~rp::::rate. 

Now therefore, the Government c.ommitments on lette::rs of awareness 

and the proposals thereto are as foilows:-

a. The Government proposes to guarar, tEee the due repayment by 

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

up as folloi·IS: -

Name o: the nank 

---···- - ·- ---

Kenya Commercial Bank Limi~ed 

National Bank of Kenya Limited 

Barclay~ .3ank of Kenya Limited 

Principal Amount in 

8,325,000 

4,000,00C 

7, ooo ,_coo 
19,325,000 

b. Interest is chargeable on the bank loa:1s at t.l1e max_;__Bum 

going rate (currently 14°6 per annum) f0r Cor:unercial Bank 

loans as de:termined, froc-1 time to timcJ by the Cc!!tral Bank 

of Kenya. Such interest is calcul~ted on daily balanc~s 

and is debited monthly by way of comp:mnd inte:n?st. 

c. The bank louns nre rep-3.yable in y_L•.,;,.rt.erly :i 1:s'.:.:1.lrnents over o 

period of t ,,.,.::; yea:::·s f:com ,January, 1986. 

d. NCPB is a body corpor-ate duly cst.c, bl:i. sh~d b;' and existing 

u;ider the N::)t ional Ce:t' e n ls a ucJ P;_·o,~tuce i3ccird r~ct, J.9!~:) . 

. . . . . /•1 
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(i) to ~cg~late and ccntrol the cGllcction, moverr.ent, 

storage, sale, purchase, transportation, marketing, 

processing, distribution, ii~r,ortation, exportation, 

disposal and supply of maize, whe;;.t and schedaled agri

cultural produce; 

(ii) to buy, store, sell, import, export or otherwise acquire 

and dispose of maize, whe.:it and scheduled agri.cultural 

produce in such manner, such quantities and on such 

tt::rms as it muy, from tim(:! to time, deem necessary to 

fu 1 f il the rc-qu_;_r.emcnts nf proauc~rs and consum.;,rs · in 

Kenya; 

( iii) to advise the Minister on the prorJe.C p::ctluction of 

maize, wheat and schedul-.2d agricultur;,,l produce in 

relat.i.or. to the needs of Kenya, and the extent to 

wh ir:l~ ,::~•ntrol over the exportation a.rd im!)orta.tion of 

(iv) to do ally other ar.t which is connected or incid,mt2.l 

to U,o fore~oing. 

In fulfilling its functions, NCPB is mandc:;.ted by the JI.ct to co:nply 

with any gcner-3.l or special di.1~P.c ti0ns given to it by the Gnvernrn1~nt . 

e. All t,1e p,-:)pe:r: ty ui1d liabilities of tl•e for:ner Maize ar~::1 

Produre Board and the Wheat Board of Kenya wore transferred 

to and r,ecame vested in NC P:3 on the da t..:; o f comraenc~ment (i.e. 

16th l\t~gl:st, :!.935) cf '.:.h.:: :;u:.:icnal Cereu2.s and PYodu::c .!3.:- ..:. :,:.:i 

Act, by v1.r 1·.ue o f Section 33 thereof; 

f. Out c•l: tiw s.:-..~.d bank loan~:; , a total of Kf.l8,0C0,0C10 Wil5 r ~i.s c d 

PY th8 forr:ier l',a i.:-: •? and Produce Bo.:i.rd f com u. Syn~~::cdtc c o n s i s 

ting ol ,1 ll the abov e rne n t. i<.)J1 ~d c 01:unt;rc;i ,11 b a nk s , tu f i.na a ~,.· 

...... / S 
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the purchase of produce from fc1rm::?rs all over the country. 

The loan w,, s originally for 11 per j od of two yen.rs froin the 

dc1t.e of cfruwdown or ti.e 31~;· _ i-1arci1, i.983, w!'lichever w2.s tn::? 

cc1.dier. '!'he balance of KL 1,325,000 was r;:i.i.sed by the fon1er. 

Wheat Board of Kenya from Kenyd Comrnercictl B3.nk Limited to 

finance its wheat· production operations. The approval::.; of 

the bank loans were all subject to Government guarantees 

being fu~nishad to tha sai~ local banks Ly way o[ security. 

g. Pro::1pt payment of farr:1ers for their produce delivered Lo 

NCPb and the promotio.i of whe0.t furming ,H2 both imj_jcr tc.1nt 

a spects of the national food policy and secur ity. The 

Gvvt:::i:nr.1ent has a vit~ J. int~r<::st in such mo.ti.:-=:cs as part of 

its _long term plan of ensuring · .~tional self-suffi ciency in 

food production. 

2. KSNYA Aif\\'1!\YS LI!.JI'J'SI_?_ (!~) 

a. Tr1e Gove:r:irn,::nt propose s to gu~ r ,~ntee the t1 •.•~ r epaymenl by 

b. 

c. 

arro1.,,1::.ing to r:r..8,250,000. 

Interest l.
• ,. -~ 

going r ~ te (currentJ.y l~t per ~n~un) for c ~m~c~cial ban~ 

lo«ns a s (1t~te rmin:::d , from tin-e to t i m~, by ::::e Centr c l Bank 

of Kenya . Such i11teres t is c:..l cula ted or> d?. ily balances 

a;,d .is (1eL,iteo. 1:1onthly by ,1u.y c,~ compound i.-,tercst. 

'Ii1e long t <.=:c:n loa n iG rcpayab, 0 

r.1onthly i ;,::;talme:n ts . 

Comp~nies Act (Cap . 4~G ). 

Govcrn rnr-~nt ownc0 d . 

eight ( ~ ) years by equa l 

. .... . / (, 
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f. KA is the n~Lionc:.l airline and was fo:r.nicd 011 22nd January, 

1977 ln con,-cquence cf the brec::k-up/cisin~egr<.1.tion of the 

former East African l\irw<'.ys Co£poration (in liquidation). 

g. The long term loan was raised, initi?lly by way of overdraft 

fa.c:ilitics, to finance t he existing operations o f KA and its 

~pp roval was subject to Governm~nt guar~ntee bei~g furnished 

to Kenya Cor:i:n•.:: rci.al Bank Limited by \·:ay of security. 

h. KA, as the national airline and flag c·arriec, play~ dn 

irr.portant and critical role in the promotion aP.d sust•:mance 0£ 

our nat.ionlv:-,od; the tourist industry; and t l~ e e >:r,ort trade. , 

e speciully of perishables . 

i. By virtue of KA. being a 1·,J-.olly 01mc:d Go,·crnner.t entity ar.r: 

for t 11 ~ r.P.o sGns stat<:d in sub-pc.1r.:..S)..'. c:.p }1 (~i) al..:ove, th~ 

j. 'i.';1~ Kcr"<\'u Cc 1;::~,•3rci<1.l Da;-,1: Limit.(\ rl i.c. ~ \'::-:ol1y c;-1!1cd Govcrn;;:cr:t. 

bc\nk and i s e:~pc-:ct.1:d by t he Go v Grnnis.i t tc o;;.,e ru t e o n com:ncrc j 2.::.. 

lfr:es. 

a. The Ccvcrnr,,ent prop:,scs to guar~n'..c~ t .h,,: d•Je y:c,•:_-- ic.yH:c r,-.:. by v.~·•:.: 

o.F (i) a b,rn '.~ lo.:.i.n 0£ KE.750,00(! f::~o:n r:c,'iyu C'.Ji!!i::.~rc i :i l !:.,!Id~ 

LJ.mitcd (KC!;) and ( i:i) i.lnot;,,::r ixm i. lt..~,l:l o f r.£ . 5:_::, i) . 0 (",Q f r v ,~, 

B~:i:-c:1 a ~,s Ban}.- of Krc:nyct Li1!1:i. t~d. 'J'h-~ t .V.'O bank l c.,<.:.nS ;,,,1d 1;.r, 

to a totdl o[ KE.1,250,GOO. 

b. InL,::.cest j ~. 1.::-:,u:•~; ,·,r1o l,:? ()!) 1 h,,. t 1-:o f:a nt ].,:)~:.r.S c.t -:.. .. ,,, :r., , :-- ~1:;\: :?: 

•.)'J.ii19 r at,~ (cu~·re;·:tl:; l lJ ~_, p,, r 0.nr:u•.,1 ) f•:, :~ c ...:,,:;•:.~ · ::- ::: :i. ,1 1 bn;' '.'. l c.:'\!"1, 

••• •• •. I 7 
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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 seven (7) years by fourteen 

(14) equal half-yearly instalments. 

d. KFC is a body corporate duly organized and existing under the 

Companies Act (Cap.486). 

e. KFC was incorporated on 7th December, 1976 and, pursuant to 

an Investment Agreement dated 21st January, 1977 and made 

between the Government, Industrial Development Bank Limited 

(IDB), Agricultural Development Corporation (ADC), Development 

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

Limited, Lewis and Peat Limited, Escher Wyss GmbH and Foster 

Wheeler (Process Plants) Limited, it was agreed to establish 

and operate, through KFC, a factory at Eldoret for the 

manufacture of furfural and ecetic and formic acids, from 

maize cobs. 

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

is held as follows:-

Investor 

Government 

IDB 

ADC 

DFCK 

Lewis and Peat Limited 

Escher Wyss GmbH 

Foster Wheeler Limited 

European Investment Bank 

Kale-Agro Industries Limited 

Percentage Holdings 

TOTAL 

31.4\ 

6.5\ 

8.4% 

15.8% 

24.8% 

1.9% 

1.9% 

9.o, 

0.3\ 

100.00\ 

...... /8 
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g . The bank loans were initially raised by way of overdraft 

facilities to finance the operations of KFC and their 

approvals were subject to Government guarantees being 

furnished to the two commercial banks as security. 

h. The KFC factory was constructed at Eldoret an~ was commissioned 

for operations in 1977. The factory, however, ceased production 

in January, 1982 due to financi~~ 1r~~h flow) problems. 

The secured creditors, IDB, DFCK and KCB (for other debts) 

therefore, appointed Receivers and Managers over KFC. 

i. Efforts are being made to dispose of the KFC factory, failing 

which, a new company would be formed to take over the assets 

of KFC and operate the factory. 

4. KENYA CHEMICAL AND FOOD CORPORATION LIMITED (IN RECEIVERSHIP) (KCFC) 

a. The Government proposes to guarantee the due repayment by 

KCFC to the Kenya Commercial Bank Limited of the following 

loans and/or banking facilities amounting in all to 

K£.12,170,101.05 equivalent:-

Type of facility Principal Amount 

and Currency 

KE. Equivalent 

as at 5.11.85 

Overdraft 

*Foreign Bank Guarantee 

Promissory Notes 

Receivers' Account 

KSh.30,000,000 

US$ 12,000,000 

Ksh.13,100,000 

Ksh.10,000,000 

1,500,000 

9,515,101.05 

655,000 

500,000 

12,170,010.05 

---============ 

. . ... . /9 
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*The Foreign Bank Guarantee was in respect of funds 

raised from a syndicate of six (6) foreign banks led 

by UBAF Bank Limited and consisting of the following:-

Name of Bank Principal Amount in US$ 

International Energy Bank Limited 

Roywest Banking Corporation Limited 

UBAF Bank Limited 

3,000,000 

3,000,000 

2,500,000 

1,000,000 

1,500,000 

1,000,000 

Banqu& de L'Indochine de Suez 

Banque Belge Limited 

International Commefcial Bank Limited 

b. ( i) 

12.000,000 
========== 

Interest is chargeable on the loan amounts due in local 

currency at the maximum going 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. 

(ii) Interest is chargeable in US Dollars on the loan amount which 

is still due in US Dollars (currently US$ 6,972,666.68) at 

13/8 per annum above LIBOR (London Interbank Offered Rate). 

C. ( 1) 

A transfer fee equivalent to 3/8% is also payable. 

The amount representing the i-·ureign Bank Guarantee of US 

$12 million (equivalent to K£.9,515,101.05 as indicated in 

sub-paragraph (a) above is repayable in four and a half 

(4½) years by nine (9) equal half-yearly instalments. 

(iii) The balance of the loans amounting to KE.2,655,000 is repayable 

in seven (7) years by fourteen (14) equal half-yearly 

instalments. 

• •••• I 1 o 
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d. KCFC is a body corporate duly organized and existing under 

the Companies Act (Cap. 486). 

e. KCFC was set up on 30th June, 1977 as a joint venture between 

the Government, Chemfood Investment Corporation S.A. and 

Advait International S.A. for the purpose of establishing 

and operating a factory at Kisumu for the manufacture of 

power alcohol (ethanol); bakers yeast; citric acid; and 

vinegar and the by-products thereof such as ammonium 

sulphate, gypsum and methane gas. 

f. KCFC's paid up share capital of Ksh.170 million was 

subscribed for as follows:-

Shareholder 

The Government 

Chemfood Investment Corporation S.A. 

Advait International S.A. 

Percentage Holdings 

51\ 

34\ 

15\ 

100.00, 
======= 

g. The loans and banking facilities were raised to finance 

the setting up of the said factory at Kisumu and their 

approvals were subject to joint and several guarantees 

being furnished to Kenya Commercial Bank Limited by the 

Government and the two other shareholders. The guarantees of 

the other shareholders have been obtained. 

h. 'T'he construction of the KCFC factory was not completed 

due to project cost estimate ascalations. Kenya Commercial 

Bank Limited, therefore, appointed Receivers/Managers over 

KCFC under the terms of their debenture in January, 1983 • 

• • • • • • • • I 11 



11 

5. SOUTH NYANZA SUGAR COMPANY LIMITED (SONY) 

a. The Government proposes to guarantee the due repayment by 

SONY to the National Bank of Kenya Limited of a loan amounting 

to K£.2,250,000. 

b. Interest is chargeable on the 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 Kenya. 

Such interest is calculated on daily balances and is debited 

monthly by way of compound interest. 

c. The loan is repayable in seven (7) years by fourteen (14) 

equal half-yearly instalments. 

d. SONY is a body corporate duly organized and existing under 

the Companies Act (Cap.486). 

e. SONY has a share capital of Ksh.276.5 million, 98.9% of 

which is owned by the Government, Industrial Development 

Bank Limited and Industrial and Commercial Development 

Corporation. 

f. SONY was set up in 1976 as a joint venture between the 

Government and the Mehta Group International Limited for 

the purpose of establishing and operating a factory at 

Awendo, South Nyanza District, for the manufacture of 

mill white sugar and the by-products thereof. 

g. The SONY factory was completed and commissioned in Jar.uary 

1980 and has been operating ever since. 

h. The loan was raised in the form of two bridging loans 

amounting to K£.1,SOO,OOO and K£.750,000 respectively and 

approval in both cases was subj ect to Government guarantee 

being furnished to the National Bank of Kenya Limited by 

way of security. 

. ... / 12 
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The National Bank of Kenya Limited is a wholly owned Government 

commercial bank and is expected by the Government to operate on 

commercial lines. 

SONY has brought much needed development in a rural area of 

South Nyanza District. The factory employs 1250 people directly 

and has 6000 outgrowers attached to it. The Government earns 

revenue from the operations of SONY through payroll taxes and 

sales tax on sugar. 

k. The development of the sugar industry is an important part of 

the national development effort and drive towards self

sufficiency in food production. Sugar provides much needed 

support to the tourist industry and is an important raw 

material for soft drinks and other food processing and 

pharmaceutical industries in the country. 

6 . KENYA MEAT COMMISSION (KMC) 

a. The Government proposes to guarantee the due repayment by 

KMC to the National Bank of Kenya Limited of a loan amounting 

to K£.2,000,000. 

b . Interest is chargeable on the 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 Kenya. 

Such interest is calculated on daily balances and is debited 

monthly by way OL co=~-...:~ interest . 

c . The loan is repayable in seven (7) yea r s by fourteen (1 4 ) 

equal half-yearly instalments. 

• ••••• I 13 
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KMC is a body corporate duly established by and existing under 

the Kenya Meat Commission Act (Cap. 363). The powers and func

tions of KMC are set out in great detail under Section 8 of the 

said Act and include the ownership of abbatoirs and carrying on 

the business, on a wholesale basis of, butchers, dealers and 

merchants in lives tock and carcasses. 

e. The loan was raised to f inance the operations of KMC and approval 

was subject to Government guarantee being· furnished to the 

National Bank of Kenya Limited by way of security. 

,The National Bank of Kenya Limited is a wholly owned Government 

commercial bank. 

f. KMC plays an important role in the development of the livestock 

industry in the country . 

7. FLOURSPAR COMPANY OF KENYA LIMITED (IN RECEIVERSHIP) (FCK) 

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

to the National Bank of Kenya Limited of a loan amounting to 

KH,500,000. 

b. Interest is chargeable on the loan at the maximum going rate 
, 

(currently 14% per annun) 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 loan is repayable in seven (7) years by fourteen (14) 

eq .. ·_: '·,, • f -vearly instalments. 

~. FCK is a body corporate duly organized and existing under the 

Companies Act (Cap. 486). 

e. FCK was set up on 14th May, 1971 as a joint venture between 

ICDC and International Minerals Corporation (a United States 

...... I 14. 
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firm) and its subsidiaries for the purpose of mining and 

processing flourspar within the Kerio Valley. 

FCK was duly established and started its mining operations 

in early 1970s. However, as a result of financial problems 

caused by over supply of flourspar in the world market, the 

secured creditors, namely Kenya Commercial Bank Limited, 

National Bank of Kenya Limited, ICDC, Citibank N.A. and 

National Housing Corporation appointed receivers/managers 

over FCK on 11th May, 1979. A new company in the name of 

Kenya Flourspar Company Limited was subsequently formed to 

take over the assets of FCK. The new company has been 

operating well without major problems. 

g. The loan was raised to finance the operations of FCK and 

approval was subject to Government guarantee being furnished 

to the National Bank of Kenya Limited by way of security. 

8. EAST AFRICAN AIRWAYS CORPORATION (IN LIQUIDATION) (EAA) 

a. The Government proposes to guarantee the due repayment by 

EAA to the National Bank of Kenya Limited of a loan 

amounting to K£1,985,957. 

b. Due to receipts from the Official Liquidator, the amount 

outstanding on the account has since reduced to about 

KU,069,811.7. 

c. Interest is chargeable on the 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 Kenya. 

Such interest is calculated on daily balances and _1;;, 

debited monthly by way of compound interest. 

d. The loan is repayable in seven (7) years by fourteen (14) 

equal half-yearly instalments. 

. ....•.. I 1 s. 
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e . EAA is a body corporate duly 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). 

f. The loan was raised to finance the air transport operations of 

EAA prior 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 LIABILITY 

The current total contingent liability of the Government in 

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

Act (Cap. 461) (Other than those specified in the schedule to 

the Act) amounts to K£ 478,072,497. With the guarantee of the 

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

7 (a) and 8(a) above amounting in the aggregate to K£ 47,814,912 

as herein proposed, the total contingent liability of the 

Government will be hereby increased to K£ 525,887,409 of which 

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

currency as per paragraph (a) and K£ 431,158,000 is in respect 

of covenants expressed in foreign currency as per paragraph 

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

DATED AT NAIROBI THIS •......•.•...••.•••••••• DAY OF 

OCTOBER, 1986. 




