l‘."\PLh‘ . S

S;v;al. A ) C o
Clers N4 _‘--; [
F'l ~ Asnt, -l— - L
REALIRE Cen A

- e o ¢ ot e S e e

— -

e

'k Asal BV 13
PESIREUFEN H
TRV SN |
.3 3
3 3}

s P |
f—d

2rodu.g

, Cierk A:,a( I.l”—--.l‘

LLAT N SN0 %yt F L MTRRE LA TR ;
R A I B A R A A CR P R RV
.
ESSTONAL DAPER 6. 2 OF 198 g

CERY A RNMENT GUATANTEES OF RAKK LOAN VACILITLIES EXI

COVE]

ATIONAL CERZALS ARD PRODUCE ROAR

KENYA RAL LIMITED (1N RECEL
KENYA CilENICAL I'COD COKPORATION LIMITLD (IX
SOUTH NYANZA SUCAR COMPANY LIMLTED;

KENYA MEAT COMMISSION;
(vii KENTA FLOUR COMPANY

COXPALY

=3
9
C‘

VERSHIP)

;
AND

Zh ¢

i3
da

e
SUAR

LTHTTED (L IQUIDATED)

£

{(viii) EAST AFRICAN ATRWAYS CORFORATION (LTUTDATEDY;
BY SOME p90E8), BAWS SPECLITED UERLDELOGW: -

S

E, {LOANS) ACT (CAP.

451)

in accordanze with the provisions of the Guarantee {Loans

NOED Y0 -

RICCEIN

Acc (Cep.

the folleving inforueticn is laid belore the '~cional Assemblyi-

.
S PR R

endeavour to promoie Jevelopment in Keaya, the

supported finsncially o number of peowissiung projects

lczal bauks to particinpuale iu ralsing the capiral for

Covernment

by percuading

174
10

the

tine projects.

wra

Such proiects like Fenya Fovfuvrval Company Limited in fJdorer,
Chemical aud lood Covporation in Xisuwmu, and Kenya Fibre Corporvation in
Nanyuki, had eceeminpgly very positive feazibility studies,

it transpirved thar a nuther of thecr »rejiec

devaleoping financial problews due Lo vavious vessons such as
pecy manayenment, uadeiuvtiiisacion of capaecity ete., etz, Zroje

whose capital wae raiccd by way af

of 2vareness, salncgquently vaable to service theiy «

Toa ool P s - T
N otner Loses, the Uovornoent LTS O avareness.

o

parastduals winich sovgit ovecrdra t Jreidivics fron Incal

ot

inans scocurea on Governmont led

P
Soel.

supae

}\'n ""

Unfortunancly

arted

markotine,

tets

t

FERSHLIE)



Such parastatalce like the Wheat Board of Kenya, M2ize and Prcduce
Board, both of which were amalgamated to form the Nstional Cereals
and Produce Board and Kenya Airways Limited, have played a strategic
role in 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 fcr a numbexr of rarastatals
‘have assumed an upward trend which has been a major cause for concern
for the smcoth 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.

The Controller and Auditor Generyal has in the past, brought up
the issues of letters of awareness in his report fof financial years
1977/78, 1978/79 and 1980/81. The Parliament adonted and aporoved

the recommendations of the Public Accounls Committee as shown below; -

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

"The Conmittee expresses its total disapproval of the manner
in which Ministry of Finaince committed the Government to
guarantee overdraft facilities to Kenya Airways Limited,
without prior Parliamentary Authority as required by the
Loans Guarantees Act. The Committee recommends that the
Treasury seek full legal advice from the Attorney General

with a view to protecting Government money".

1280/81 (Para. 173)

"The Committee noted that a Sessional Paper on the whole of
Finance Management of Kenyva Airways is being prepared for
presentation tc Farliament and will take care of all issues

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

the Government can be bound to honour the borrowings by bodies corporate.
This is set out in Cap. 461, Scction 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 authcrity or beody corpcrate.

Now therefore, the Government commitments on letters of awareness

and the proposals thereto are as follows:-

1. NATIONAL CE2FALS AND PRGDUCE ROARD (M.C.P.B.)

a. The Government proposes to guarantee the due repayment by
NCPB of bank loans amounting in all K£.19,225,000 and made

up as follows:-

Name of the Bank Principal Amount in

T — - Kf - -—
Kenya Commercial Bank Limited 8,325,000
National Bank of.Kenya Limited 4 ,000,00C
Barclays Bank of Kenya Limited 7,030,000
19,325,000

b. Interest is chargeable on the bank loans 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 ralances

and is debited monthly by way of compound interest.

€. The bank loazns are repayable in quartexly instalments over a

period of tws years from January, 1936.

d. NCPB is a body corporate duly esteblishad by and existing

under the National Cereals and Produce Beard hct, 1985,

The functions of NCPB under the Act ace:-



) to regulate and centrol the ccllecticon, movement,

}o-

(
storage, sale, purchase, transportation, marketing,

processing, distribution, importation, exportation,
disposal and supply of maize, wheat and scheduled agri-

cultural produce;

(ii) to buy, store, sell, import, export or otherwise acguire
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 regulirements of producers and consumers’ in

Kenya;

(1ii) to advise the Minister on the proper prcduction of
maize, wheat and scheduled agricultural produce in
relation to tlie needs of Kenya, and the extent to
which contrel over the exportation erd importation of

paize, wheat or scheauied ogriculturel produce is

desirab'e ~r necessary;

(iv) tc dc any other act which is connected or incidental

to the foregoing.

In fulfilling its functions, NCPB is mandated by the Act to complvy

with any general or special directions given to it hy the Government.

e. All the prnperty and lisbilities of the former Maize and
Produce Board and the Wheat Board of Kenya weie transferred
to ana kecame vested in NCP3B on the date of commencament (i.e.
16th Avgust, 19235) cf thc RNaticnal Cereals and Prcoducce Scaxd

Act, by wvirtue of Section 33 thereof;

f. Out cof the said kank loans, a total of Kf.18,000,000 was raised
by the former Maize and Produce Board from a Syndicate consiz-

ting of all the abové mentioned commucrcial banks, to finance

R



the purchase of produce from farmers all over the country.
The loan was originally for a period of two years from the
date of drawdown or the 3l:g'. #arch, 1983; whichever wzs tneo
earlier. ‘“he balance of K£.1,325,000 was raised by the former
Wheét Board of Kenya from Kenya Commercial Bank Limited to
finance its whecat production operations. The approvals of
the bank loans were all subject to Government guaranteecs
being fuinished to the said local banks by way oi security.
Prenpt payment of farmers for their produce delivered to
NCPE and the promotion of wheet farming are both impcrtant
aspects of the national food policy and security. The

3,

such matters as part of
1

]

Government has a vital interest i
its long term plan of ensuring '.2tional self-sufficiency in

food productioii.

KENYA AIRVUAYS LIMITED (KA)

The Goverament propoces to guarantee the &2 repaymeni by
-1

KA to Kenya Commnercial Bank Tumited of a long term ican

amouacing to KE.8,250,000.

Interest is chargeable on the long term lcan at the max»imun
going rate (currently 14% per annun} for comnerxcial bank
loans as Getermined, from tire to time, by e Central Bank
of Kenya. Such interest is calculated or daily balances

and is debited moninly by way of compound interest.

The leng tecm loan is repayable in eight (%) years by equal

monthly instalments.

KA 1is a body corporate duly organized and esxisting nnder tne

Conpaniag Act (Cap. 4508).

KA has a share cagiral of Shs.100 millien and is wholiy

Governnent owned.
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f.

h.

KA is the nationzal airline and was formed on 22ud Sanuary,
1977 in conscquence cf the break-up/disintegration of the

former East African Airways Cozporation (in liguidation).

The long term loan was raised, initially by wav of overdraft
facilitiecs, to finance the existing operations of KA and its
approval was subject to Government guarantee being furnished

to Xenya Comnercial Bank Limited by way of security.

¥4, as the nationel airline and flag carrier, plays an
important and critical role in the preomotion and susteonance cof
our natiounhocd; the tourist industry; and the excort trade,

especially of perishables.

By virtue cof KA being a wholly owned Governmernt entity and
for th: resscns stated in sub-varagraph {h) alove, the
Governneni o interested in Lhe financial and ovcevational

viability and well being <of Xa.
Uhe Kenya Canmnercial Bank Limited iz a2 wholiy cwned Governicnt
bank and is cxpacted by the Government tc opevate on commercial

lires.

THE KENYA CURPUDAL COMPANY LIMITED (I PUCRIVERSHIR)  (3U°0)

The Cevernment proposes to guaranice the due rerayment by i
of (1) a bank loan of K£.750,000 from Kenva Comrercial Sank
Lamited (KCs) and (ii) arnother bani. lean of FE.553,000 From
Rarclayvs Bank of Kenya Limited: Tha two bank leens add un
to a totsl ol KE.1,250,000.

Intzrest ie chargeable on the two bonk loans af Lhe payimumn

going rate (cucrently 147 por annum) for commovcial park loans

......./'7



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.

The bank loans are repayable in seven (7) years by fourteen

(14) equal half-yearly instalments.

KFC is a body corporate duly organized and existing under the

Companies Act (Cap.486).

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.

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

is held as follows:-

Investor Percentage Holdings
Government 31.4%
IDB 6.5%
aDC 8.4%
DFCK 15.8%
Lewis and Peat Limited 24 .8%
Escher Wyss GmbH 1.9%
Foster Wheeler Limited 1.9%
European Investment Bank 9.0%
Kale-Agro Industries Limited _0.3%
TOTAL 100.00%

BCTITTY i



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.

The KFC factory was constructed at Eldoret and was commissioned
for operations in 1977. The factory, however, ceased production
in January, 1982 due to financial f~=<h flow) problems.

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

therefore, appointed Receivers and Managers over KFC.

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.

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

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 KE. Equivalent
and Currency as at 5.11.85
Overdraft Ksh.30,000,000 * 1,500,000
*Foreign Bank Guarantee us$ 12,000,000 9,515,101.05
Promissory Notes Ksh.13,100,000 655,000
Receivers' Account Ksh.10,000,000 500,000
12,170,010.05

B
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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 3,000,000
Roywest Banking Corporation Limited 3,000,000
UBAF Bank Limited 2,500,000
Banque de L'Indochine de Suez 1,000,000
Banque Belge Limited 1,500,000
International Commefcial Bank Limited 1,000,000
12.000,000

b. (i) Interest is chargeable on the loan amounts due in local

(ii)

c.{l)

(iii)

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.

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).

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

The amount representing the Foureign 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
(4%) years by nine (9) equal half-yearly instalments.

The balance of the loans amounting to K£.2,655,000 is repayable
in seven (7) years by fourteen (14) equal half-yearly

instalments.



KCFC is a body corporate duly organized and existing under

the Companies Act (Cap. 486).

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.

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

subscribed for as follows:-

Shareholder Percentage Holdings
The Government S1%
Chemfood Investment Corporation S.A. 34%
Advait International S.A. ’ 15%
100.00%

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.

The 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.

P £ ¥ |



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. 1Interest 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 Jaruary

1980 and has been operating ever since.

h. The loan was raised in the form of two bridging loans
amounting to KE.1,500,000 and K£.750,000 respectively and
approval in both cases was subject to Government guarantee
being furnished ﬁé the National Bank of Kenya Limited by

way of security.

R fo 1)
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1. The National Bank of Kenya Limited is a wholly owned Government

commercial bank and is expected by the Government to operate on

commercial lines.

J. 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 oir cowpuw:d interest.

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

equal half-yearly instalments.
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KMC 1is 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
sald Act and include the ownership of abbatoirs and carrying on
the business, on a wholesale basis of, butchers, dealers and

merchants in livestock and carcasses.

The loan was raised to finance 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.

KMC plays an important role in the development of the livestock

industry in the country.

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

The Government proposes to guarantee the due repayment by FCK
to the National Bank of Kenya Limited of a loan amounting to
K£1,500,000.

Interest is chargeable on the loan at the maximum going rate
(currently 147 per annun) for commercial bank loéns=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.

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

equul half-vearly instalments.

FCK is a body corporate duly organized and existing under the
Companies Act (Cap. 486).

FCK was set up on l4th May, 1971 as a joint venture between
ICDC and International Minerals Corporation (a United States

st Ly



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 llth 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.

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.

EAST AFRICAN AIRWAYS CORPORATION (IN LIQUIDATION) (EAA)

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.

Due to receipts from the Official Liquidator, the amount
outstanding on the account has since reduced to about

K£1,069,811.7.

Interest is chargeable on the loan at the maximum going rate
(currently 147 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 .:

debited monthly by way of compound interest.

The loan is repayable in seven (7) years by fourteen (14)
equal half-yearly instalments.
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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),.

1 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 Kf 478,072,497. With the guarantee of the
sums stipulated in Clauses 1(a), 2(a), 3(a), 4(a), 5(a), 6(a),

7 (a) and 8(a) above amounting in the aggregate to Kf 47,814,912
as herein proposed, the total contingent liability of the
Government will be hereby increased to Kf 525,887,409 of which
KE 94,729,409 is in respect of covenants expressed in Kenya
currency as per paragraph (a) and Kf 431,158,000 is in respect
of covenants expressed in foreign currency as per paragraph

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

MINISTE FOR FINANCE

et

DATED AT NAIROBI THIS ...ccanuceane «+++. DAY OF
OCTOBER, 1986.





