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GUARANTEE OF EXCESS LOANS MADE BY BUILDING 
SOCIETIES FOR HOUSE PURCH.CSE. 

The Government, recognising the difficulties 
of certain sections of the public in finding the amount 
of deposit now required by the building societies for 
house purchase, wishes to present its proposals to 
assist these people to the Legislative Council. 

2. There are severe limitations in the way of 
families in need of a separate home of their own getting 
one, There is little doubt that many more families 
would provide themselves with a home if facilities for 
the financing of the operation, i.e. hou,se purchase, 
were made easier, more widely available and more 
widely known. 

3. For these reasons it is important ths.t everything 
which can be done without undue risk of loss to public 
funds should be done to help everyone willing to build 
or buy himself a home, 

4, So far as house purchase is concerned, one of the 
obstacles that has to be overcome is the amount of the 
deposit the intending purchaser has to find if the loan 
offered to hi.m is limited to about 7rJ/ of the cost or 
valuation of the house, The balance is often more than 
the intending purchaser is able to face, especially as 
he has to find money for legal charges, stamp duties 
and perhaps to buy furniture and equipment at the same 
time. 

5, With these facts in mind the Minister for Local 
Government, Health and Housing has suggested certain 
proposals to the Nairobi City Council and the building 
societies. Under the proposals the Nairobi City 
Council may guarantee in conjunction with the building 
societies the principal of, and the interest on, the 
excess of an advance made by a building society over 
the advance it would have made without the guarantee 
and the Government may reimburse the local autl10ri ty 
one-half of any loss they may suffer in consequence. 

6. The proposals are designed to meet the needs of 
intending purchasers who are able to make only a 1if 
deposit on a property worth up to £5,000. The scheme 
is designed to help such purchasers without the City 
Council or the Government having to advance any money 
or to take more than a strictly limited risk, Their 
guarantee would extend only to two-thirds of the 
principal of, and the interest on, the difference between 
the sa; advance actually made by the building society 
and the normal advance which :for the purposes of this 
scheme has been agreed to be 65?' of the valuatjon. 'rhe 
Government would reimburse half of any loss the City 
Council might suffer under the guarantee. A periodic 
return would be required from the Nairobi City Council 
in order that the Government may be kept informed of its 
total liability under the scheme so that if necessary 
a limit may be imposed. 



- 2 -

7., TJ.1c ,scheme f'ollov1rs as closely as _possi-ble the· 
United Kingdom pattern as oper-stcd by the Ministry 
of Housing and Local Government. The full details 
are explained in .Appendices I to VI which are 
attached. 

8. It is intended that legislation should be 
introduced to cover the proposals made in this Paper 
and to control the operation of the Scheme. TJ;:Le 
proposals are limited for the time being to the ~ity 
of Nairobi and are to 1)ecome operable forthwith 
pending the drafting of appropriate legislotion, 
which will be designed to 2,llow the widening of the 
scope of the Scheme to include all local authorities. 

2nd November, 1955. 



M!:3thoc1s by V/hl ell ExceSE) Advances b"'' Bu.ilclinrc:.· 
Societies for House Purchase may be Guaranteed~ 

1. ~,Jvsntap:es of the f,cheme. 

(a) It ~ould help to r~licve ·Lhe 7Jressure on avt:j}_~blc 

housing by encouraging people 9 especially those 

1-,,hose means are not substo.ntial lJ"ot in nosses:::,j_c)a 

of a ,good se1 ·:r,y 5 to mal-ce their rn~rn a:i.""rsn5;ernen_ts 

for a.ccommoc"lation@ 

(b) The arno1J.nt of' t11e rislc G_ccepted by the City Conncil 

in ving a guarantee is limited to one-third 

of the amount of the risk involvec1 in making a 

larger advance than j_s normally m2'.de by -D1Jilding 

societies& 

(c) The period for which the City Council carry the 

diminishing ris}, is mucl1 shorter uncier a guarantee 

than it would be if the Council decided to make 

advances for house purcl1a,se themselves. 

(d) It is in the Council's interest to limit as much 

as possible its capital indebtedness. 

(e) House purchaso schemes encourage individual savings. 

It is important in the national intere,st to increo,se 

p~~rsonal sa.vings as L11_uch B.s _possi1ole & 

2. Tl'1e Scheme. 

( a) 0 The normal aclva.nce by a butlding society- 11 r:i ven 

in the following talJle has been determined by the 

fact thctt the normal advance a building society 

is willing to make varies with the circumstances 

of the borrower and the deposit he himself ,Juts 

down. In the scheme now put forwctrd the society 

1go1Jlcl aCLvance a very hi percentage of the value 

of' the property and the borrower himsc;lf vrnuld 

put up an unusually low stake. 
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(b) The Scheme is as .follovrs:-

Purchase _price or valo.ation 9 1,:vhichever 

is the lower 9 must not exceed ~ ~ ~ 0." ~ 0 0 ., • 0 £5,000 

Maximum advance by building society .. , ....... ga;:: 

The minimum normal advance by the bui1ding 

society above which the guarantee operates .• 657c 

Release figure (i~e~ guarantee by City 

Council at an end when principc1l out­

standing falls to the specified _per­

centage of purchase price or Valuation, 

whichever is the lower) 
"~•<•~•00000000•00•00 

1,,1aximum period of repayment .· ~ .... ◊ •••••••• , •• 20 years. 

but where the original term of the guarantee 

is for not more than 20 years, the guarantee 

will remain eff·ective if the repayment period 

is extended because of the ~peration of c1n 

interest variation clause~ 

The maximum rate of interest permissible will 

be that being charged by the society at the 

date of the advance in the normal course of 

business on advances to owner occupiers. If 

the mortgage deed contains an interest variation 

clause, this will permit the rate of interest 

to be changed during the currency of the 

mortgage without invalidating the guarantee 

given by the local authority, 

(c) The mortgage must be conditioned to prohibit sale 

for twelve months after the date of its execution. 

It must also be conditioned to prohibit sale or sub­

letting vrithout the permission of the building 

society. The mortgage may be conditioned to 

include permission for the interest rate charged to 

be varied during the period of the loan. 



(d) The scheme will be applicable to freehold and 

leasehold properties, b1Jt in the latter cuse tl1e 

lease m1~1st have a.t least 25 yc/a.r2, to ru_n E,_t t.he 

end of the t8rm during which tt·le lo0r1 is to bt: 

( e) Insurance. The building society is responsible 

for seeing the buj_ldings are adequately insursd~ 

A cor:1prehensive houseov1ner 1 s policy is req_uired 

incluclinc earthquake and riot and civil com_mot ion 

1"i sks" 

(f) Valuation of a Property, For the purposes of 

the scheme the valuation of a building society 

mu st be acceptable to the City Council. 

( g) Model forms of guarantee and of ai)plica.tion for 

a guarantee are appended. (See Appendices V & VI). 

(h) Valuation of the property made by the building 

society's valuer will be accepted as the basis of 

the contract and a certificate of this valuation 

over the signature of the building society's 

authorised officer would form part of the society's 

formal application to the City Council for the 

guarantee,. 

( i) If the prospective borrower provic1ed any 

collateral security, e.g. an endowment insurance 

policy, for an advance from the building society, 

particulars of it would be given by the building 

society to the City Council in all cases when 

applying for the guarantee. 

(j) Title. The building society would be responsible 

for investigating the ti.tle of the borrower in the 

property and no part of any loss arising from the 

defect in such title would fall upon the City 

Council or the Government as guarantors. 

/4. 



(k) If' the borrower at any time failed to olJser'V'C 

cu1y terms of the mortgage, the building socir_:.;t;v 

1Hould in:form the City Counc:2_1 of the ci:r0 cvmst,: _ _i_1.1cer; 

vvith 2 view to conccrtinf[ 2.ction under the terr;1_r:, 

of th0 guarantee. 

(1) I:f the l1or.rov1rci--' cle:fau1tec1 and tl1e povve:c of' sale 

were exercisGd and the proceeds of sale proved 

insufficient to meet the principal and interest 

out st.s.ndintce y c0,ny coll2teral security 1:::irov-id_o,d l:iy 

the borrower' 1vo1Tlc.~- be rec:1lisc:c:l before any loss 

under the guarnntee 1vcu3 calenlated and HI->i_)Ortioned 

and the necessary and _proper expenses incurred by 

the buildinE• ,society in exerci,sing the prn°/Cr of 

sale would. be deductalJle from the proceeds of 

sale before any loss was calculated and apportioned, 

(m) The c3cheme v1ill be a.pplicable to properties of' a 

superficial area of not less than 1,000 s~uare 

feet. 

(n) The scheme.does not apuly to flats or to 

improvomGnts of existing property and it sha11· 

only be appli.Gd once to any person. 



l,. It is estimDtcc1 that the amount of' excess loan3 

vvhich the City Couucil 2nd the other parties rnte/1t 1Je 

requi reel to g1-1arantec during the first t\•1/elve months 

WOl7 ld be i_n tl7 e nci_ghbourhood of £60,000 each. rrhi s 

is a guide only and is based on the present business of 

the building societies, allowing for some increase in 

activity consequent to the scheme, 

2 ~ The ndvancc vvhi.ch is in excess of the normal 

advance is an additional risk which is shared jointly 

by the building society, the City Council and the 

Government .. In the event of a loss on sale following 

default by tho borrower, the amount of loss falling on 

tho City Council and the Government cannot exceed the 

amount which each has guaranteed. 

3. As soon as the borrower begins to repay the 

loan, the liability of the City Council and the 

Government ]Jegins to decrease. This is because the 

repayments of capital by the borrower are applied to 

reducing the amount of the excess advance which has 

]Jeen guaranteed and therefore to reducing the resnective 

risks of the three parties, Tables are appended 

illustrating this, (See Appendix lV). 

4. In assessing the amount of loss to be made under 

the gt1arantee it is necessary to compare the loss which 

has actually arisen with the loss which would have 

arisen if a normal advance only had been made by the 

building society. It has been agrsed by the building 

societies that the City Council slrnll be released from 

its guarantee when the amount of loan outstanding has 

been reduced to 501 of the original valuation. 
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.i\PPENDIX III. 

FORM OF i,PPLICLTION BY LOCl,L i,UTHORITY FOR THE 
MINISTER'S APPROVAL OF PROPOSJ~LS FOR GIVING 
GU,,l:UiNTEES 'IO BUILDING SOCIETIES IJ\T RESPECT OF 
EXCESS LO/,NS M1~DE BY BUILDING SOCIETIES FOR 

HOUSE PURCHi,SE. 

On behalf of the •...•......................... 
Council I hereby apply for the Minister's approval 
to the giving by the Council of guarantees of advances 
by Building societies in accordance with the terms 
and conditions set out in i,ppendix . . . . . to 
Circular....... ~ 

Clerk to the Council 



' Suppositions, 

(a) Purchase price or vsluation of t~e property £5,000. 

(b) _{\c1vancc re_payable on ~-c:.n s:nnui ty s;</stem over a 
period of' 20 yeDrs at f//~ p .a~ ird:;erest. 

( c) Guarantee tcrmj _ _nc,_tes 'ilhen the prlnciIJal h22 Oct.::n 
redt1ced to 507- of' originc1_l val1Je1 t ion 9 c ~ e ~ £2 9 500. 

)rincipal out- PTincip81 'Nhich Amou.nt l\,'fc?xirmJm 
3t8.nding of ~L would hc~ve been guaran- liability 

,>~: 9 500 advance outc:;tancling on teed for cc1ch 
~ e 0 90iu G 

(' r::.,~/ DJ}vancc jointly guara1.1tor OU;-

CoL 2 (
1 "Cl'") 2l OI O .u 

- ,, 
0 • 

Col.~ 1. Col. 2. Col. 3. Col~4o Col. c 
cJ • 

£ £ C C iu ,u 

At Outset ,I, 500 3,250 1, 2,50 417 

After 1 year '1,378 3,162 1,216 405 

" 2 years 4 
9 

2L_h8 3,068 1,180 393 

,, 
" 4,111 2,969 1, 1,1-2 081 0 

,, 4 ;i 3,965 2,863 1,102 367 

\1 5 " 3,810 2,752 1,058 353 

II 6 II 3,647 2,634 1,013 337 

Ii 7 i1 3,473 2,508 965 322 

;; 8 II 3,289 2,376 913 304 

Cl 9 II 3,094 2,235 859 286 

Ii 10 il 2y888 2,085 80-3 267 

n 11 II 2,669 1,927 742 247 

" 12 II 2 ,L136 1,760 676 225 

' I 
' I 
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lviODEL FORM OF GUAHAN'I'EE 

THIS GU/\PJ\NTEE is made the 
One thousand nine hundred and 

day of 

BE'T'.mEN THE (hereinafter 
called 11 thc Authority") of the one ]Jart and THE 

BUILDING SOCIETY 
( hereinafter called "the Society") of the other part 

WHEREAS by u Mortgage (hereinafter 02 lled II the Mortgage") bearing 
the date mentioned in item ( 1) of the Schedule hereto the property 
which is sb.ortly described i.n item (2) of the said Schedule is 
mortgaged to the Society to secure the payment to the Society by 

of 
( hereinafter called "the Mortgagor" which expression shall where the 
context so admits include his successors in title) of the principal 
sum advanced by the Society to the Mortgagor and mentioned in i tern ( 3) 
of the said Schedule w:i.th interest thereon as in the Mortgage mentioned 
and the Jiiiortga.gc contains a covenant by the J1,1ortgagor to repay to the 
Society the said principal sum together with interest thereon in 
accordance with the terms of the Mortgage 

AND TVHEREAS the value of the unencumbered interest of the 
Mortgagor in the property comprised in the Mortgage is valued at the 
sum (hereinafter called "the assessed value") specified in item (4) of 
the said Schedule 

AND WHEREAS the principal sum secured by the Mortgage exceeds -by 
the amount (hereinafter called "the additional sum") specified in item 
( 5) of the said Schedule the sum which should normally be advanced by 
the Society without this guarantee that is to say per centum of 
the assessed value which sum is specified in item (6) of the said 
Schedule 

AND WHEREAS 
the Authority in accordance vvith proposals made by them and approved 
by the Minister of Local Government, Health and Housing have agreed to 
guarantee repaymeont to the Society of the additional sum together with 
interest thereon in the manner and to the extent hereinafter ap1Jearing 

NOW ·Il!IS DEED 1iI'I'l\lESSE'I'H and it is hereby covenanted and agreed 
as follows:-

1. If the Mortgagor shall at any time make default in payment to 
the Society as required by tl1e terms of the Mortgage or shall fail to 
observe or perform some other covenant or condition therein contained 
ond the Society after exercising all or any of its powers as Mortgagee 
and after realising any collateral security provided by the Mortgagor 
held solely in respect of the Mortgage and after taking into account 
any costs necessarily nnd reasonably incurred by the Society shall have 
failed to recover the full amount of the principal and interest for the 
time being due to the Society in respect of the Mortgage then the 
Authority shall within one month after demand duly made in that behalf 
pay to the Society a sum equal to twothirds of the difference between 
the actual deficiency and the deficiency which would have arisen if the 

/2. 



, ,.ir1ncipal sum secured by the Mortgage had been the sum ,,ihich the 
Society 1i10uld normally have odvanced without this guarantee as 
s)ecified in i tern ( 6) of the sEtid Schedule 

PROVIDED !-\LiTAYS that no liabiJity shall attoch to the Authority 
under the fon:';go}_ng coveff:1.nt unless th:Ln threG months after it h0s 
come to the notice of the Society that ::rny event upon which j_ ts po1,;er 
of sale as Mortgages becomes exercisable has occurred the Society 
shall have given notice thereof to the Authority by registered letter 

!\ND PROVIDED FURTHER that 'iii thout prejudice to the next 
succeeding proviso the Society may extend to the Mortgsgor any 
indulgence or forbearance usually extended to Mort gag ors in 
accordance with the practice of the Society its rules for tl1e time 
being j_n force ond the l\/Iortgage 

AND PROVIDED FURTHER that if after notice of any such default os 
aforesaid the Authority shall after conferring with the Society 
require: it to exercise all or any of its powers as Mortgagee and the 
Society shall be unwilling so to do then and in such case the parties 
shall cause the property to be valued by an independent Valuer to be: 
nominated in default of agreement by the M:i.nister for Local Government, 
Heal th and Housing and the valuation of such Valuer shall be final and 
binding on both parties and the Authority shall pay to the Society the 
sum hereinbefore covenanted to be paid as if the property had been sold 
in exercise of the power of sale at a price equal to the said valuation 
snd such payment by the Authority shall be applied in reduction of the 
moneys then due in respect of the Mortg:ige 

2. IN no case shall the Authority be liable for any t:uch 
deficiency or pArt thereof as is caused by or arises from any defect 
in the title of the Mortgagor to the property comprised in the 
Mortgage 

3. THIS Guarantee: shsll cease to be effective when the principal 
sum remaining outstanding under the Mortgage shall have been reduced 
to the sum specified in item (7) of the said Schedule 

'THE SCHEDULE 

(1) Date of the Mortgage 

( 2) The property mortgaged 

(3) The principal sum advanced 

( 4) The assessed value 

(5) The additional sum 

( 6) 'rhe amount which would normally be advanced 

(7) The release figure 




