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KENYA GOVERN}IENT Gi]ARANTEES OF BANK LOAN FACILITIES EXTE}.]DED TO:.

N/.JIONA]. CIIREALS AND PRODIICE BOARD;

frlllIYA AIRL'AYS LI].IITED ;

THE I(ENYA FURFLTRAL CO]!{pANy LI}iITED (iN RECEMRSHIp);
,JHE KE}iYA CHE}I]CAI, AND ITOOD CORPOIi.ATION LI}IITED (IN B.ECEIVERSHIP);

SOUTH NYAI{ZA SUGAR COMPANY LIMITED;

KENY;\ MEAT COMMISSION;

KENI-A FL0URSPAR COMPANY LIMITED (LTQUTDATED) ; and

EAST A!'^tICAlr AIF.iTIAYS CORP0RATI0i{ (LTQt.iTDATED) ;
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BY Si")N[: LOC4L B.L\ir.S SI,;ICJ.FlE.D IiEREEELCI{:-

THE GUI^\ANTIIE (LOANS) ACT {CAP. 461)

I"n accordance wlth the provlsions of the Guarani:ee (Loans) Act (Cap. 4St),
the foliovrl;rg iirforrnatLon ts laicl before thEr Nat,ionaL Assembly:-

rn lts endeavour to pronrote development in Kenya, the Gorrernment

supported f iira.nciaLly a number of prouissing proJects by persuacillg.the
l-ocal banks to participate ln rai.sing thc capital for the proJects.
Such projecLs lilce Kenya Furfural company LimiEed 1n Eldoret, Kenya
Chenrical anr.l Food Corporatlon in Kisuirru,. En<l Kenya Fibre Corporation in
liarryuki, irad seemingly 'rery positlve feaslb:1J.t,u studiec. UnfortunaEei;i,
it transpi-r-ecl ttrat a nurnber of these proJects after Eake-off, starLed
developing financial. prohlems due to varlorrs reasons such as marktrt1ngr
poor mauau,elrlellr-, urrderutliisatlon of capaci ty eLc. , etc . proj ects
tlhose capital was raised by way of loans secured on Coverlment leLter:s
of avgrerress, \,Jcre stibsequenEly unahr€ tc scr:vice tireir: dcbts,

In other cases, the Government i.Jsrre tl letters of arraraness to support
parasta tal.s wtri cir sought oyerdr;lf r f aci lities f rom local banks. I

F.

I.

!

t'
I

I
lr
t:

t:

I
(
I



3

The Attorney ceneraL advised that Lhere is onry one way in which
the 'Government can be borrnd to honour the borrowings by bodies ccrporate.
Ttris 'is set out ip cap. 451, section 3 of the Laws of Kenya, where it is
clearLy stipurated that the Government may with the prior approval. of
ParrLauent guarantee the borrct.''ing of a rocal authority or body corporate.

Now therefore, the Government comniitrnents on retters of awareness
and the proposals thereto are as follows:_

1. NATIONAL CEREALS AND PRODUCE BOARD (N.C.P.B.)

a The Government proposes to guarantee the due repayment by
NCPB of bank loans amounting in a1I KE.lg,32ir000 and made
up as follows:-

Name of the Bank Princlpal- Amount in
KE.

Kenya Commbrcial Bank Limited
National Bank of Kenya Linitr_.d
BarcJ-ays Bank of Kenya Limiterl

9 r 325,000

4 ,000, 000

7 ,000 ,000

19r325,000

rnterest is chargeable on the banJ< roans at the maximum
going rate (currentry r4t per annum) for commerciar Bank
roans as determined, from ti.me to time by the central Bank
of Kenya. such interest is careulated on dairy barances
anci is debited monthly by w;ty of compound interest.

c. Ttre bank loans are repayabre in quarterty insEarments over a
per.iod oi= t-wo years from January, 1986.

NCPB is a body corporate durly establistred by and existing
under the Nati,-,:-ral Cereals arrd produce Board Act, 1,9g5.
The functions: l."CpB und.er the Act are:_
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storagq., saIe, frul:cl)i)se, trarr:-rportatt.on, nal:keting,
pr:ocessir-rq, dir:t::i.bution, iutpo::ta.tion, expcrtatior,
disposal and suiJllly of mai.ze, vJtieat and scheCulei aqrl-
cultur:al. produce;

to buy, s;to::e, sel.I , impcr:t, e>;port r.-' otherw.ise a cq,-;;-;6-,

arrd ii-:;1,rr:'re of n.ri.z.e, vrlre.rt ;rncl s;clrcd.ul.eC ar<.i::icuicurai

proCrtcc irr :;r.tch ]rannL-.r, such rIt"int.i,ti-ct a.:t,l on suc'.l

t.c-:urts as; it rriay, fi:ort tinte t--c tir;',c, cl.:c;n :tec.issar./ tc
j-frlf j-t, i r.() :).e.lllil:L r.:(,rtts ,rf i.,'-;lr.t.:;.) :'i ;.i1rl , ja):rSti:.t=I:f it:
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tO aCV j-r;..r Lho Iij.nis;f r:r OI'r 'l-]).-) pr.:)i.)oI' p:-'i>cl .:ccic;r Oi
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rc.l-ati()n 1,cr 1-]ic. lte t)(j-l- of Kenl,:l , ,rnci -..hc r t'ti(:i'rl i-o
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the y:urchase of produce trom farmers a1l over the country.

The loan lsas o;:.-i <;ina1-1-y iici: a pe::-i-od of Lr,'o years f::orn the

dat-e o,- drawdorrr-i c,r tire 3ist I'larcii, i9tJJ, whichever rras the

earlj-er. The ha-l al:ce ,:,f K[ .t,3?.5,t)00 '.:.rs raiscd by the forn:er

Wheat Board of i(enya froni lienya C.r-.:rnerc.i-;rl Banl<, LimiLed to
finance it.s r,;heat productlo:r operatrons. The approvals of
the bank loans v,'er-e .ril subject to Covernment guarantees

being furlrislr,,,,-i t-o 1-ire >.rj.:1 iocal ir.rirks by wa1, of s;ecurity.

Pronr-ot paymcnt- of farrrrer:s for their produce delivered to
liCPts and tlie i,r:orction oi r+heaL ftrrm-iir.1 are bot-h important

as:pc-'cts of th,e ;rat.j-onal fo:-'i1 1-;c1-icv anC security. The

Gov!-rrrr'irerlt li.:-< a vil-al inler:es+- it't strcir iiiatlers irs part of
its: Iong ternr plan of erslii:inq national self-srrf f j.cienc\: in
food producticn.

2. KltltyA ArlrtrtAyS i, ! ':rrrD (t-n1

Ti'ro Gove::rrrrieir;- :ri(-)poses trJ guaiLernt-ee t-he tl,re re'trlyrrtcnt by

j(1\ 1-a Kcny3 CL'r:i:1,J]:c.r.al [rr.i,l- -l,i-rrlri:-r:c] ot el io,r.; t-r-'t':ru I ca.tl

atrrc;uiriinrl J:c.: i,l .t, t25),lt[,0.

Ir:l-r.::r-st- i-s r:ir;: rst:al.rl.e-: i-.i: L,)re long 1-.o::n loau at tl-rc-r rra.xr.rirulit

g<;i.r:q r.:1-.e (cr.1it:riat.l!' f i' t-rer ;rrri'iuiii) f<>t.- ccnirrc:r"cj-;l bani<

]r-rcins; as di-.i-r *.-r.,'-rri-t1 , i.i,:::.: tir:te t-o li.r l,tl.:, by the Cr,'itLraI Bank

o,f iacnya. Suclr :.nLerest j s calcitl.rt'r-'l cn clai),i, irrl ances

cirJ i:i clci:-,:-t.1.:tl ,.-.'-,:'. l;t-lr.' ]r-, '..',tV oi a ,:-::,;-'c,i,rr.l i:r{-cit'r:t .
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KA is thr-'iraiL.l.c,rIJ, l.;,irIj.rre aLlc', h,,;.r; for-tired ()i1 22ild JaInLia)ay,

L977 itt (:r-u.'-r::Cjrrc11(;(r r)i- tlir: b,:t'irl"- up/dis.i,n tcg::;:.-ton of rhc

fcrrner'itir:;t A.i:':i.c.rl Aj-l:\,i.tYs cjot:por,rtion (j,ri Iiqujcl;:tion),

Tlte lor .- tcrrn IO:t1 '.raS :a j-!rajd, in'i ';_i a.l-1.7 b';r r.ray of 111.1611qlr.1rl

f:ac j-.l. it j,i.,r;, t') j j ni.rlr(.c t-.he .cil.i r.'trrIl.J cllei-:rl ions of K1\ "in;j i-ts

ai-r1 ,:-<;vlt1 1.Ii'1Ij :,ul)'l cca. to Gov:r::n:;:ent,. c;ttarll:;i-crc being furni shcd

t--o 1(er':.'y'ir Cotl:n:::c.i al I-ii;rrl,: L:i rir.i t-<:rj I;i' 'rlil\r tl.t ::ccurity ,.
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as determlnedr fron tine to tlme, by the central Bank of Kenya.
such interest is calculated on daiLy barances and is deblted
monthly by way of coupound interest.

The bank loans are repayable Ln seven (7)'yeare by fourteen
(.14) equal half-yearLy instalnents.

KEC ls a body corporate dury organized and exlstl.ng under ttre
Companl.es Act (Cap.48G) .

I(FC 
.was incorlrcrated on 7th Decenbet, L976 and, pursuirnt to

an Investnent AgreeDent dated 21st January, 19?Z and nade
between the Government, rndustrial Development Bank L{rqited
(rDB), Agrlcurtural Development corporatLon (ADc), Developuent
Fl'nance company of Kenya Llnlted (DFCK), Kale-Agro rndugtrreg
Linlted, Lewis and peat Llmlted, Escher ltyss GnbH and Foster
rltreeler (Process Plants) tinited, it was agreed to establLsh
and operate, through KFC, a faetory at Eldoret for the
nanufacture of furfural and ecetLc and fomic acldg, frou
maize cobs.

The authorlsed and issued capltal of KFC of, shs.1l5 nllLlon
ls held as follows:-

Investor Percentaqe Eoldlnos

;.

Government

IDB

ADC

DACK

LewLE and Peat Linlted
Escher tlyss GubH

Foster WheeLer Llmlted
European Investoent Bank

KaLe-Agro Industries Llnlted

31.4t
6.5r
8.4r

15.8r

24.8r

1.9t
1.9r
9.0t

0.38

100.008
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The bank roans were initialty raisgd by way of overd,raft
facirities to finance the operations of KFC and their
approvals were subject to Government guarantees being
furnished to the two conrmercial banks as security.

The KFC factory was constructed at Erdoret and was conmissloned
for operations in L977. The factory, however, ceased production
in January, 1982 due to financial (cash flow) problens.
The secured creditors, rDB, DFCK and KCB (for other debts)
therefore, appointed Receivers and Managers over KFC.

Efforts are being made to dislrcse of the I(FC factory, failing
which, a new company would be formed to take over the assets
of KFC and operate the factory.

KEhIYA CHEMICAL AND FOOD CORPOSATION LIMITED (IN RECE IVERSHIP) (KCFC)

h

t

4

a The Government proposes to guarantee the due repalment by'
KCac to the Kenya commercial Bank Linited of the forrowing
Ioans and,/or banking facilities amounting in aII to
KE. 12 ,170,101 .05 equivalent: -

TVpe of facilit v Principal Amount

Overdraft
*Foreign Bank Guarantee

Promissory Notes

Receiversr Account

and

KSh. 30, 000, 000

us$ 12,000,000

Ksh.13,100,000

Ksh.10,000,000

KE. Equivalent
as at 5.1I.85

1 ,500 r 000

9,515,101.05

655,000

500,000

12,L70,010.05

===============

"""/g
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*The Foreign Bank Guarantee was in respect of funds

raised from a syndicate of stx (6) foreign banks led
by UBAF Bank Linited and consisting of the following:-

Name of Bank Principal Amount in US$

International Energy Bank Linited
Roywest Banking Corporation Linited
UBAF Bank Linited
Banque de Lrlndochine de Suez

Banque Belge Limited
International Commefcial Bank Limited

3 , ooo, ooo

3 ,000,000

2 ,500,000

1 ,000,000
1 ,500,000
1 ,000,000

1 2 .000,000

b. (i) Interest is chargeable on the loan atrounts due ln local
currency at the maximum going rate (currently 1-4t per annum)

for corrmercial bank loans as determined, from tlme to time,
by the Central Bank of Kenya. Such interest is calculated
on daily balances and ls debited monthly by way of coupound

interest.

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

is stitl due in US DoIIars (currently US$ 6,972,665.58) at
13/8 per annum above LIBOR (London Interbank Offered Rate).
A transfer fee equivalent .to 3/8t ls also payable.

c. (r) '.!ne anount representing the Foreign Bank Guarantee of US

$12 million (equivalent to K8.9,515,101.05 as indicated ln
sub-paragraph (a) above is repayable Ln four and. a half
(41) years by nine (9) equal half-yearly instalments.

(iii) Ttre balance of the loans anounting to K8.2,6551000 is repayable

in seven (7) years by fourteen (I4) equal half-yearly
instalments.

/10
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KCFC is a body corporate duly organized and existing under

the Companies Act (Cap. 486).

KcFc was set up on 30th June, L977 as a joint venture between

the Government, Chenfood Investment CorPoration S.A. and

Advait International S.A. for the purPose of establishing
and operating a factory at Kisumu for the manufacture of
porder alcohol (ethanol); bakers yeast; citric acid; and

vinegar and the by-products thereof such 35 amnronisp

sulphate, !rypsum and methane gas.

f KCFCTs paid up share capital of Ksh.170 nillion was

subscribed for as follows:-

Shareholder Percentage Holdings

51r

34r

15r

1 00.00*

Ttre 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 Llnited by the

Government and the two other shareholders. The guarantees of
the other shareholders have been ob"ained.

h. Ttre construction of the KCFC factory wi .' -ot completed

due to proJect cost estimate ascalations. Kenya Comercial

Bank Limited, therefore, appointed Receivers,/Managers over

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

The Government

Chemfood Investment Corporation S.A.

Advait International S.A.

s

/tt
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5. SOUTH NYAI\TZA SUGAR COMPAI{Y LIMITED (SONY)

a The Government proposes to guarantee the due repalment by

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

to KE .2 ,250,000.
I

Interest is chargeable on the loan at the maximtrm 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.

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

equal half-yearly instalments.

SONY is a body corPorate duly organized and existing under

the Companies Act (Cap.486).

SoNY has a share capital of Ksh.276.5 million, 98.9t of
which is owned by the Government, Industrial Development

Bank Limited and Industrial and Commercial Development

Corporation.

SOtiIY was set up in 1976 as a joint venture between the

Government and the t{ehta GrouP International Limited for
the purlrcse of establishing and operating a factory at
Awendo, South Nyanza District, fot the manufacture of
mill white sugJar and the by-products thereof.

fhe SONY factory was completed and commissioned in January

1980 and has been operating ever since.

The loan was raised in the form of two bridging loans

amounting to K8.1,500,000 and K9.750,000 respectively and

approval in both cases was subject to Government guarantee

being furnished to ttre National Bank of Kenya Limited by

way of security.

b

c

d
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Ihe National Bank of Kenya Limited is a wholly owned Government

commercial bank and ls expected by the Governnent to operate on

corrtmercial Iines.

SONY has brought much needed developnent in a rural area of
South Nyanza District. The factory enploys 1250 people directly
and has 6000 outgrovrers attached to it. The Government earns

revenue from the operations of SOI{Y through payroll taxes and

sales tax on sugar.

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 lndustry and is an im;rcrtant raw

material for soft drinks and other food processing and

pharmaceutlcal industries ln the country.

6. KENYA !.IEAT COMMISSION (IO,TC)

a The Government proposes to guarantee the due repalment by

KI'IC to the National Bank of Kenya Linited of a loan amounting

to Ke.2,000,000.

b Interest is chargeable on the loan at the maximun going rate
(currently 14t per annum) for conmerciat 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 comlnund interest.

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

egual half-yearly instalments.

I
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Kuc ls a body corporate duly eetablrahed by and exlattng under
the Kenya Meat cornmleslon Act (cap. 363). The powers and firnc-
tlons of KMC are set out in great detair under sectlon g of the
eald Act and include the ownerehlp of abbatolrs and carrylng on
the busl,ness, on a wholesale basls of, butchers, dealers and
merchants ln lLvestock and carcasaes.

The loan was raised to flnance the operatlons of KMC and approval
was subJect to Government guarantee belng furnLshed to the
National Bank of Kenya Llntted by way of securlty.
.The National Bank of Kenya Llmlted is a wholly owned Government
commerctal bank.

KMC plays an lmportant role in the development of the lLvestock
lndustry ln the country.

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

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

to the National Bank of Kenya Llnlted of a loan amountlng to
K81,500,000.

rnterest ie chargeable on the loan at the maxLmum golng rate
(currently l4z per annun) for conrnerclal bank loins,as
determlned, from tlme to tlme, by the Central Bank of Kenya.
such lnterest te calculated oa dally balances and ls deblted
nonthly by way of compound interest.

c. The loan ls repayable in aeven (7) years by fourteen (I4)
equal half-yearly lnstalmenta.

FCK ls a body corporate duly organlzr i .-nd exletlng under the
Companlee Act (Cap. 486).

FCK was set up on 14th }day, l97l as a Jolnt venture between
rcDC and rnternatlonal Minerals corporatlon (a united states
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flrn) and lts subsldlarles for the purpose of nLnlng and

processlng flourspar withln the Kerlo Valley.

FCK was duly establlshed and started lts nlning operatlons
tn early 1970s. However, as a result of flnancial probl_ems

caused by over supply of flourspar ln the world uarketr the

secured credltors, namely Kenya Coumercl,al Bank Llnltedr
Natlonal Bank of Kenya Llmlted, ICDC, Cltlbank N.A. and

Natlonal Houslng Corporatlon appolnted receivers/managers

over FCK on llth May, 1979. A new company in the name of
Kenya Flourspar Company Linlted was subsequently formed to
take over the assets of FCK. The new company has been

operating well wlthout naJor problerns.

The loan was raised to flnance the operations of FCK and

approval was subJect to Government guarantee belng furnlshed
to the National Bank of Kenya Linlted by way of security.

g

8 EAST AFRICAN AIRWAYS CORPORATION IN LI TION( OIIIDA ) (EAA)

a The Governnent proposes to guarantee the due repa;rment by

EAA to the Natlonal Bank of Kenya Llmlted of a loan
auountLng to Ktl,985,957.

b. Due to recelpts fron the Offlcial Liqul-dator, the amount

outstandlng on the account has sl.nce reduced to about

K81,069,811.7.

c Interest ls chargeable on the loan at the maxlmum going rate
(currently L4Z per arinum) for .-,--,:1a1 bank loans as

determlned, from tlne to tlme, by the Central Bank of Kenya.

Such lnterest ls calcula::.' on dally balances and le
deblted nonthly by way of compound Lnterest.

The l-oan is repayable ln seven (7) years by fourteen (14)

equal half-yearly lnstalments.

d
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EAA 1s a body corporate dury organlzed by and existlng under
the East Afrlcan Alrways corporatlons Act as apprled to Kenya by
vLrtue of the Treaty for East Afrlcan co-operatlon Act (cap. 4).

t The loan was ralsed to flnance the alr transport operatlons of
EAA prlor to the break-up of the former East African communlty.

g EAA was one of the corporations estabrished under the auspices
of the former East African Communlty.

9. CONTINGENT LIABILITY

The current total contingent liability of the Government in
respect of guarantees glven under sectlon 3 of the Guarantee (Loans)
Act (cap. 46L) (other than those specifled ln the schedule to
the Act) amounta to KE 4'?8,022,497. I.Ilth the guarantee of the
sums stlpulated in Clauses 1(a), Z(a), 3(a), 4(a), 5(a), 6(a),
7 (a) and 8(a) above amounrlng in the aggregate to KE 47,gl4,gLz
as hereln proposed, the total contlngent liabtllty of the
Government rr111 be hereby Lncreased to Kt s25,997,409 of whlch
Kf- 941729r409 ls tn respect of covenants expressed in Kenya

currency as per paragraph (a) and Kf,431,158,000 ls ln respect
of covenants expressed in forelgn currency as per paragraph
(b) of Section 3(3) of the Act.
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