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PREFACE

Mr. Speaker Sir,

The Finance, Planning & Tradc: is one of the Departmental Committees established under
Standing Order 198 whose functions are:-

a) to investigate, inquire into, and report on all matters relating to the mandate,
managernent, activities, administration, operations and estimates of the
assigned Ministries and Departments;

b) to Study the programme and poticy objectives on Ministries and Departments
and the effectiveness of the implementation;

c) to Study and review all legislation referred to it;

d) to study, assess and analyze the relative success of the Ministries and
departments as measured by the results obtained as compared with their stated
objectives;

e) to investigate and enquire into all matters relating to the assigned Ministries
and departments as they may deem necessary, and as may be referred to them
by the House or a Minister; and

0 to make reports and recommendations to the House as often as posslble,

including recommendation of proposed legislation.

The subjects falling within the purview of the Departmental Committee on Finance,

Planning and Trade are:-

o Public finance, Banking and lndustry
o lnsurance
o Population planning and National development
. Trade, Tourism promotion and Managenrent
o Commerce and industry

Mr. Speaker Sir,

The membership of the Committee comprise of the following:-

t.

ii.
iii.
iv.

The Hon. Chrysanthus Okemo, M.P- Chairman
The Hon. (Prof) Phillip Kaloki, M.P- Vice-Chairman
The Hon. Jakoyo Midiwo, M.P
The Hon. Musikari Kombo, M.P
The Hon. Lucas Chepkitony, M.P
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vii.
viii.

ix.
x.

xi.

The Hon. Lenny Kivuti, M.P

The Hon. Nelson Gaichuhie, M.P

The Hon. Ntoitha M'Mithirau, M.P

The Hon. Ahmed Shabbir, M.P

The Hon. Nkoidila Ole Lar'kas, Nt'P

The Hon. SammY Mwaita, M.P

Mr. Speaker Sir,

On Wednesday, 29th November 2A12, the Minister for Finance, the Hon. Rcbinson

Cithae , E6H, M.p. presented privatization proposals for different state owned entities to

the Cornmittee for approval as required under section 23(2) of the Privatization Act.

These entities include:

o five sugar companies (Nzoia Sugar Company, South Nyanza Sugar

Company, ChemeliI sugar Company and both Miwani and Muhoroni Sugar

Companies which are under receiverships);

o three hotel companies inciuding the International Hotels Kenya Limited

which owns the Intercontinental Hotel, the Kenya Hotel Properties which

owns the Hilton and the N4ountain Lodge Limited; and

. Kenya VJine Agencies Limited

Mr. Speaker Sir,

These privatization proposals had been approved by the cabinet in the year 2Oi0 and

first presented before the Committee in January 2011. At the time of first presentation of

these proposals to the Committee by the Former Minister of Finance, the term of the

privatization Commission had long expired. Therefore, the Committee could not

proceed to consider the proposals in absence of the privatization commission.

As you may recall, the new privatization Commission was approved by the House in

September 2012 and subsequently gazetted by the Minister for Finance in November

2012. This has therefore allowed the Committee to have a legally mandated institution

to engage in so far as the presented privatization proposals are concerned.
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Mr. Speaker Sir,

ln arriving at its conclusion, the Committee examined the reports of the privatization

proposals as presented by the Minister for Finance against the criteria set out in section

24 of the Privatization Act. While approving the privatization proposals of the Kenya

Wine Agencies limited and the three international Hotels, the Committee further

recommends that the privatization proposals of the sugar companies be postponed to

such a time that all legislations affecting the Agricultural Sector (Sugar) and the County

Covernments have been passed.

' Mr. Speaker,

On behalf of the departmental Committee on Finance, Planning & Trade, I have the

honour and pleasure, to present the Committee's report and recommendations on

Privatization proposals of the five Public Sector owned/controlled sugar companies, three

hotels and Kenya Wine Agencies for the house's consideration and adoption. May I take

this opportunity to thank all Members of the Committee for their input and valuable

contributions during the deliberations of the matter.

Thank You

Hon. Chrysanthus Okerno, EGH, MP,

Chairman,
Departmental Cornmittee of Finance, Planning & Trade

Signed:
1-r-:.1

1. t,
r.+

.(.
t_j 1

Date
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EXECUTIVE SUlvtMARY

1. The Minister for Finance presented to the Committee reports of the privatization

proposals anC related restru;turing measures approved by the Cabinet for

consideration pursuant to section 23 of the privatization Act of 2OA5. These repcrts

were:-

. five sugar companies (Nzoia Sugar Company, South Nyanza Sugar

Company, Chemelil sugar Company and both Miwani and Muhoroni Sugar

Companies v'rhich are under receiverships);

o three hotel companies inctuding the International Hotels Kenya Limited

which owns the lntercontinentaI Hotel, the Kenya Hotel Properties which

owns the Hilton and the Mountain Lodge Limited; and

. Kenya Wine Agencies Limited

2. In approving each of the detailed proposals the Cabinet considered the informaticn

submitted to it in line with Section 24 of the Privatization F.ct that includes:-

o the purpose of the establishrnent and existence of each of the companies;

o the extent to which the purpose of establishing each of the companies has

been met including inadequacies in nr^,eeting that purPose;

o the rights and other entitlements and resources that have been provided to

meet the purpose;

. recommendations for continuing to meet the purPose;

o the financial position of each of the companies;

o the recommended method of privatlzation:

c the cost of implementing the proposed privatization;

o recommendations for dealing with the employees directly affected by the

proposed privatization, including any benefits they might be owed;

o the benefits to be gained from the proposed privatization;

. a work plan for the proposed privatization;

o information regarding any written law, the repeal, amendment or

enactment of which will be necessary for the proposed privatization to be

carried out; and
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. Pi"oposals on how Kenyans are to be encouraged to participate in the

Transaction.

3. Prior to preparation of the de':iled proposals, the inaugui'al pi'ivaiization

Commission had hired services of financial, legal, technical, valuation and other

experts through open competitive F,,rocurement processes who carried out cjetailed

due diligence work and assisted the Commission in analyzing the best options that

meet the needs of each of the companies and the sectors as well as the desired

national objectives outlined under Section 18(2) of the of the prir.ratization Act.

4. Each of the companies under discussion requires urgent intervention and may not be

able to survive for a longer period. For instance,

o

o

The sugar companies continue to labour under excess debt and are unable

to invest and compete with sugar imports from COMESA region and other

countries, making it difficult for them to survive once the tariff and quota

protection that constitute the COMESA safeguards are removed. The

COMESA safeguards which expired in March 2012 but were extended for a

further period of two years to protect the companies from collapsing

sought to provide the companies with more time to rehabilitate and

modernize their factories to make them more competitive before the

safeguards expire. The latest extension which is likely to be the last was

granted on account of progress made as the Government had approved the

privatization of the sugar companies in October 2010. Kenya has almost

lost one year since the two years extension was granted hence the need to

expedite the privatization to avoid collapsing of the companies which

would affect the livelihood of the Kenyans in the sugar growing areas

adversely.

V/hile noting the urgent measures needed to save these sugar companies,

the Committee recommends that privatization proposals of the sugar

companies be postponed to such a time that all legislations affecting the

Agricultural Sector (Sugar) and the County Governments have been passed.

:.::-=l
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. The three hoteis approveti for privatization ha.re deter-iorated beyond the

standards set by the brands under which they operate, creating doubt on

tl-re continued operation under the same brands which would lead to

significant loss of international brancis that have over the years contrlbuted

significantly to the country's tourism industry and business traveling the

country.

o Recently, Kenya Wine Agencies went to court to prevent Distel of South

Africa vuhose products account for about 75o/o of KWAL's business from

transferring their products to their local subsidiary on account of delayed

privatization that would have Distel participate more actively in I".WAL's

business as shareholders.

5. The preparatory work on these transactions was prioritized by the Privatization

Commission in 2008 and 2009 to allow for necessary intervention. ln the absence of

the intervention, the performance of these institutions cont'inues to deteriorate and

their future is exposed to many uncertainties.

6. The Committee therefore concurs with the Cabinet and recommends that the House

approves Privatization Proposals of the five Public Sector owned/controlled sugar

companies, Kenya wine Agencies Limited and the three Hoteis contained in the

privatization reports.
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'UGAR 
COMPANIES.

1. The inaugural privatization programme under the Privatization Act 2005, wnlch

consists of the list of Government enterprises tc be consicjered for prlvatization, was

approved by the Cabinet in December 2AOg and subsequently gazetted by the

Minister for Finance on i4th August 2009.

2. Under the Privatization Act 2005, follovuing the approval of the list, the Privatization

Commission was required to prepare a detailed privatization proposal for each

enterprise on the list for consideration and applovat by the Cabinet. Section 24 of the

Act requires that among other things, each specific proposal should set out the

objective of establishing the asset, its performance and how the service being

provided by the asset will continue to be met; the financial position of the asset: the

recommended method of privatization and timetable for implementlng the

transaction; the laws if any required to be amended, repealed or enacted to facilitate

implementation of the transaction; recommencjations for dealing rvith employees

directiy affected by the proposed transaction: the benefits to be gained from the

privatised transaction; and how Kenyans are going to be encouraged to part'icipate in

the transaction.

3. At its meeting held on 14th October 2010, Cabinet considered and approved the

detailed proposals (annex 2) on the privatization of the remaining Government

owned/controlled sugar companies, which the Minister for Flnance had submitted to

the Cabinet jointly with the Minister for Agriculture.

4. Approval was in this connection granted for privatization of Chenrelil Sugar

Company Ltd, South Nyanza Sugar Company Ltd, Nzoia Sugar Company Ltd, Miwani

Sugar Company Ltd (ln-Receivership) and Muhoroni Sugar Company Ltd (ln-

Receivership).

5. The approved sugar companies for privatization have been facing the following

challenges:

a. High production cost

b. Mismanagement

c. Heavy indebtedness ( a total of Khs. 59,009,884,485 as at December, 2010)
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d. Weak research extension

e. Variable and low Yield

f . Poor infrastructure and

g. lnadequate funding among others

6. To address the above challenges, the Cabinet approved detailed rneasures that were

to be cjone on these sugar Companies (Annex 2). Which included among others:

(i) Expediting of the privatization of the five sugar companies to facilitate rehabilitation

and expansion with a view to enhancing competitiveness of the industry prior to

lapsing of the Common Market for Eastern and Southern Africa (COI\4ESA) sugar

safeguards in FebruarY 2412.

Creation of financially viable sugar companies, able to access adequate cane'

considei-ing minimum viable size of area of 29,914 hectares required to supply cane to

one factory. The minimum land size was arrived at by taking into account the

breakeven crushing factory capacity required per annum, the average cane yield per

hectare, cane maturity period and the planted cane area required to break even.

proposed Merging of Existing Sugar Zones to realize the required land size

Factory Assumed Total

Area Available

before merger

Assumed Total

Area Available

after mei"ger

Chemelil Sugar

Company

18,437

40,571

Muhoroni Sugar

Company

22134

Miwani Sugar

Cornpany

9,143 9,143

Nzoia Sugar Company 49.852 49,862

Sony Sugar Company 31,415 31,415

Total 130,991 130,991

(iii)Restructuring of the sugar Companies balance sheets as follows:
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(a)

(b)

(c)

.

(d)

(e)

(fl

(g)

Out of the tctal Kshs.4l , 825,786,485 owed to 6OK and Kenya

Sugar Bcard by the five sugar companies, Kshs.33,780,465,838, o

be written off to clear excess debt from the books of the companies

vuith excess debt (debt in excess of assets) i.e. Nzoia Sugar Compan'y,

Muhoroni Sugar Company and Miwani Sugar Company. The

Kshs.33.B bitlion to be v,ri'itten off to be divided proportionally

between COK and Sugar Board based on the respective amounts

owed. ; ' 
:

That out of the remaining Kshs.8,045,32A,647 after the debt write

off to clear the excess debt, an additional Kshs.5,952,000,000,

equlvalent to the asset value of plant and machinery, be v,rritten off

to facilitate reconstruction of the sugar mills (new plant and

equipment) if entire change in existing technology is necessary to

enhance the sector's competitiveness.

That all the remaining 6OK debt in Nzoia Sugar Company, SONY

Sugar Company and Chenrelil Sugar Company be converted to

equity to reduce the debt burden to the companies. Liquidity in the

companies to be created- through issuing of new shares whose

proceeds will be retained by the companies.'

That when converting the GOK loans to equity, at the time of

conversion, the value of shares held by the other existing

shareholders remain as it was prior to write off of the GOK and

Sugar Board debt.

The remaining Sugar Board debt to be repaid once adequate

liquidity has been created in the sugar companies and the payments

to staff and the farmers have been concluded.

All surplus funds attributed to 60K ownership, after payment of

farmers and employees to be remitted to the Exchequer.

Wrlte off of tax penalties and interest currently estimated at Kshs.

4.0 bitlion.
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(iv)Regulation of Factory Zones to eneure financial viability and future sustainability of

the sugar companies by clearly defining each factory zone prior to inviting final

bids for the pr:vatization transaiions and ensuring that the zones are resPected by

all stakeholclers

(v) Formation of an Outgrowers and Employees lnvestment Trust througlr which the

farmers and employees will buy all the shares set aside for them. The farmers and

employees vyill be allowed to trade the shai'es among themselves.

(vi)Write off of tand rates and related penalties amounting to Kshs 117,884,303 to enable

Nzoia Sugar Company to obtain title deeds for its nucleus estate.

(vii) Sale of 51olo shareholding of each of the sugar companies to a strategic partner/s.

This takes into account that the farmers are unlikely to be able to pay for their

shares at the time of sale and that the law prohibits sale of shai'es on credit hence

the shares reserved for farmers will remain under Government warehousing. The

required resources to acquire the shares of the companies and also to rehabilitate

and modernize them are as follows:

Required amounts to buy and rehabilitate the factories

(viii) Sate cf 24o/o of the shares to Outgrowers and Employees Trust with a further 60lo

shareholding reserved for the Trust if the Government decides to sale its remaining

10.4

8.5

1.8

23

14.7

AgricultureExpansion

Existing

Assetst Rehabilitation

Kshs

Billions

076.1oChemelil 3.6

o.64.60Muhoroni 3.3

00oMiwani 1.8

1.414.66.1 o.9Nzoia

o.78.64.5 0.9SONY

3.433.9Total I9.3 1.8

1)

58.4



shares at a later date. As the farmers are unlikely to mobilize adequate resources

to buy the allotted shares immediately. the shares will continue to be held for

them by the 6ove 'nment and released as and when the Trust is ready to buy. ln

this respect, a moratorium of three years is recommended during which the Trust

will be able to bu','the shares at the price at which they were sold to the strategic

partner. After the moratorium period, the shares witl be sold to the Trust at

market price that will reflect the market valuation of the shares of the

- rehabilitated companies..:: ;' :

(ix)Retention by the Covernment of 25o/o of the sugar companies'shareholding vuhich it

may decide to sell later through an Initial Public Offer (lPO) or any cther method

determined at the tlme of sale to meet the sugar industry's and the country's

strategic objectives. ln a future sale, part of this shareholding will be reserved for

farmers, depending on their ability to buy and the needs of the companies.

(x) Amendment of the Sugar Act to repeal the clause which requires that the Outgrowers

should hold 51o/o of a privatized sugar company shareholding as well as appoint 5'l7o

of directors of the privatized companies. lf the Act remained, farmers would not raise

(xi) While noting the urgent measures needed to save these rugar companies, the

Committee recommends that privatization proposals of the sugar companies be

postponed to such a time that all legislations affecting the Agricultural Sector (Sugar)

and the County Covernments have been passed.
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PR,IVATIZATION PROPOSAIJ FOR sHARES HELD BY THE INDUsl R"IAL

DEVELOPMENT COMPAT\IY ([CDC) IN THE KENYA WINE AGENCTES LIMITED

Background I nformation
The Cornpany, whose name was changed to KUUA Holdings E.A. Limited in 1999, v'tas

established in 1969 as a joint venture company between the ICDC and private sector

investors and is jointly owned by ICDC (72.650/o), Centum lnvestment Cornpany Limiteci

(26.43o/o) and other investors (O.92o/o).

Its business initially involved bottling and distribution of wines from a number of

overseas principals under Iicense. Over the years, the Company has Srov/n and

diversified its operations to include homegrown brand (papaya wine); establlshment of

stations fcr papaya juice, honey and grape production; launch of additional local brands

(Hunters Choice whisky, Simba cane and Kibao vodka); establishment cf Diplomatic

Duty Fi.ee Shops; and establishment of duty free outlets in Rwanda and at Jomo

Kenyatta and lr4oi International Airports among other operations.

KWAL and Distell company of South Africa have a contractual relationship is governed

by a Production, bottling and distributorship agreement which provides for exclusive

distributorship rights for twenty six (260/o) Distell products and production rights for

which KWAL pays Distell a royalty per litre of the products sold (currently at US$1.10 per

litre). The agreement also allows KWAI- to distribute the products covered by the

agreement in Uganda, Rwanda and Burundi.

tn September this year, Distell issued a notice to withdraw its products from KWAL. This

was forestalled through negotiations with the Government through which Distell

extended the distributorship agreement up to February 2012 or until negotiations are

concluded, if the negotiations will have started by then.

KWAL's survival is also threatened by the very nature of the global wines and spirits

markets whereby large players transcend continents specializing in wines or spirits; and its

limited success in developing own brands. lts local brands, for example account for

around 25o/o of its sales while its initiative to promote use of local materials has not
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yielded significant contribution. Marigat processing factory vvas closed in 2004 due to

inadeqr.rate supply of fruits while Yatta Vineyards Limited which has a total acreage of

25A a':res has only 3O acres undei" grapes and has been unable to breakeven over the

years.

KUUAL continues to depend on Distell's brands such that the vrithdrar;al of Distell's

brands would lead to immediate loss of 70o/o of l(WAL's business, hence the need for

KWAL to negotiate long-term arrangements with Distell for the continued production,

bottlinganddistributorshipforitsproducts...

Privatization proposal
On 'l7rH November 2011, the Cabinet considered a detailed privatization proposal

(ANNEX 3) prepared by the Privatization Commission, which the then Minister for

Finance jointly submitted with the Minister for Trade, and approved privatization of

shares held by the lndustrial and Commercial Development Company (ICDC) as follows:

)
:1

(i) Phase l: Sale of 260/o shareholding to Distell through a market driven process

where Distell will sign a long term supply agreement with KWAL for the company

to have exclusive rights for sale of Distell products in Kenya and the region. Sale of

4o/o shareholding to KWAL employees at a market driven'-price through an

Employee Share Ownership Plan (ESOF).

(ii) Phase 2: Sale of the balance of the ICDC shares to be done within 2 to 4 years

once value of the remaining shares has improved.'This is to be done through

institutional investor(s), public tender or initial public offer.

These urgent measures are needed to save the Company from collapsing.
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PRTVATIZATICN PRC.)CsAl-S FOR THE KENYA TOUF'"IS.\4 DEVELCPIv1ENT

CORPOR,ATION (KTDC) SHARES IN INTERNATIONAL HCTEIJ LIlvtlTED, KENYA

HOTELS PRCPERTIES I-!'\4ITED AND MOUNTAIN LODGE I-!M[TED

Backgrounrd Infcrmation

1" The Covernment has in the past played an active investment role in the tourism

sector through the Kenya Tourist Development Corporation (KTDC), a r"',,holly

owned 6overnment Development Finance lnstitution (DFI) through \^rhich (in

partnership with other investors and also through loans) the Covernment made

significant lnvestments in the sector. ln the first phase of the privatization programme

the Gorrernment divested from some of these investments including Sirikwa Hotels

(21o/o), Tea Hotel - Kericho (6A0/o), Panafi-ic Hotel (31o/o), Robinson Baobao Hotei

(1Oo/o), Embu !-{otel (29o/o), Lion Hill Carnp (309/o), Milimani Hotel (49.12o/o) anC

Homa Bay Hotel Ltd. (99%).

2. The remaining KTDC investments irrclude ov,rnershlp of 630/o of the Kenya Safari

Lodges and Hotels Limited (KSLH) which owns Mombasa Beach Hctel, Voi Safari

Lodge and Ngulia safari Lodge; 40.57o/o of the lnternational Hotels (K) Limited v',hich

,owns Hilton Hotel; 33.83o/o of Kenya Hotel Propeities Linrited which owns the

tnterContinental Hotel; 98o/o of the Kabarnet Hotel in Kabarnet Town; 95.4oio of

Sunset Hotel, Kisumu; 8Oo/o of the Golf Hotel in Kakamega Town; 39.11o/o of

Mountain Lodge which is located in Mt. Kenya National Park: 72o/o of Mount Elgon

Lodge, next to Mt. Elgon National Park; 5.640/o of the Ark Limited which owns the

Aberdare Country Club and the Ark Tree Lodge in the Aberdare National Park; 42o/o

of the Buffalo Springs Lodges with regard to which there is a dispute following lsiolo

County Counci['s failure to renew the land lease when it expired in December 2OA7,

after which the Council leased the land and hotel to a private entrepreneur; and 9olo

of the Maralal Safari Lodge located in lsiolo District in the Maralal 6ame Sanctuary.

3. Wnite the hotels managed by the internationally recognized hotel chalns including the

Hilton, the lntercontinental and the Serena 6roup Lodge have remained mainly in

good conditlon, providing high quality services, this is not the same for the KTDC

majority owned and managed hotels most of which have been run down over the

years and continue to struggle financially as they try to maintain their clientele by
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offering lower charges than competing hotels whiie attempting to pi'ovide similar

services.

Privatization p roposais

4. At its meeting held on 18th August 201'1, the Cabinet consiclered and approved the

privatization proposals (annex 4) of the three hotel companies.

5. Approval was granted for sale of KTDC's shareholciing in the Internationa! l-iotels

Limited (Hilton):4O.57o/o: the Kenya Hotels -Properties Limited (lnter Continental

Hotet): 33.83% and the Mountain Lodge Limited: 39.11o/o to existing shareholders

through pre-emptive rights, with the shares sold at a price to be determined after

independent valuation of these hotels. This decision r€cogrlizes the rights of the other

shareholders in Iine with Section 28 of the Privatization Act which requires that all

privatizations be conducted in an open and competitive way, subject to any pre-

existing legal rights.

6. Details of the three hotels aporoved for privatization by the Cabinet are as follows:-

lnternational Hotels Kenya Limited - Hilton Hotel: Hilton Hotel is

owned by the International Hotels Kenya Limited (lHL) r,r,hich is jointly

owned by the Hiiton Croup of Hotels (59.42o/o) and KTDC @a.57o/o).

It has 287 rooms: 45 twins, 186 doubles, 7 suites, 22 pcol rooms and

27 executive rooms. There has been no major refurbishment on the

property since 
.l996 

hence the hotel is generally worn out. lncluded in

the Property plant and equipment as at 3O,h June 20O9 are assets with

cost of Kshs.l ,A23,O32,O00 that are fully depreciated.

e

a Kenya Hotels Properties Limited - Hotel lnter Continental: Located in

Nairobi City Centre, the hotel is owned by the Kenya Hotels Properties

Limited which is ov;ned by KTDC (33.83clo) and other shareholders that

include lntercontinental Hotels Corporation Limited (33.83olo), Sovereign

Trust Ltd (19.38olo), DBK (12.99o/o) and cthers with less than 1olo (Joshua

Kulei, Roger Kacou, and Ahmed Jibril). The rocms in the hotel conslst of,

presidential suite; deluxe rooms- 91 queen rooms; 39 twin rooms; 47 king

rooms:2 executive suites;29 extended king rooms;5 junior suites; l3l
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eupericr rooms; 20 standard rooms and 2+ twin roonrs. In total, the hotel

has 389 rooms. ln addition, there is an apartment for the Ceneral

Manager, Resident Manager, Crevy Lounge and club lounge bringing the

total hotel rooms to 423 roonrs. The level of current borro',,lrring is very

high vis a vis non-current borrowing. Similarly, the current ratio has been

inci"easing over tirne. High level of cui'rent borrov'.,ing implies that the

business may have difficulties servicing its short term obligations.

Mountain Lodge limited: The hotel was established in 1967 and is located

in Mt. Kenya National Park cn lease fi"om KDUS which rvill expire on 30'h

.iune 2036. lt is ovvned by KTDC 39.11o,/o; TPS (Serena) 29.91olo; and 13

other individual shareholders own a total of 3O.98oio. .

Rationale for privatlzation

7. The three properties are overdue for major refurbishment which, due to the current

financial leverage can only be financed through equity injection. White awaiting

privatization, KTDC has over a number of years, convinced the other shareholders to

keep the refurbishment on hold as a result of its fears that its shareholding would be

diluted to insignificant proportions, prior to privatization, given that it does not have

adequate resources to contribute its share of the additional equity investment. The

partners in each of these investments have of late indicated that they cannot wait

longer as the hotels have deteriorated far below their international brand standards.

8. tn order to exploit the growth opporlunity in the tourism sector, one of the

challenges that will be addressed is increased hotel/bed capacity. With the recent

increase in tourist arrivals, the bed occupancy levels during the peak season are close

to full capacity (92 per cent). As a result, hotels and lodges are struggling to cope

with rapid growth in demand due to limited investment in tourist accommodation in

the last decade. As a lead investor in hotels, KTDC would utilize privatization

proceeds to participate in further developments through equity and debt financing.
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9. The privatization of the hotels would also contribute to the Vision 2O3O goals

through mobilization of resources to enable KTDC to rehabilitate and modernize its

existir g facllities. This rvould increase their bed capacity, upgrade their facilities and

ensure competitiveness and financial sustaInability.

1O.as fully branded hotels with majority private sector control, the pariicipation,

contribution and control of KTDC as a development finance institution remains

minimal. ln addition, continued 
rsharel-rolding by KTDC in these hotels is not

consistent with its mandate as a development finance institution with regard to which

it is supposed to invest in new development projects and divest from them when

they mature so as to release the funds to invest in new ones. This takes into account

the fact that the capacity which is already developed continues to serve the country's

need while its absence from the development arena slows down growth.

()
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COMMIITEE'S RECOI\,TMEN DATIONS

The committee recommends that:

a. pursuant to section 23(2) of the privatization Act, the House aPProves this report

on the privatization proposals of the following entities:-

l. Three Hotel Companies (tnternational Hotels Kenya Limited, the

Kenya Hotel properties Limited and the Mountain Lodge Limited); and

ll. The Kenya Wine Agencies Limited (KWAL)

b. The privatization proposals for the five public owned/controlled sugar companies

(Nzoia, South Nyanza, Chemilil, Miv,rani and Mohoroni Sugar Companies) should

be postponed till such a time when all legistation affecting the Agricultural Sector

(sugar) and the County Governments have been put in place.
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MIN.NO. 168/2O12: CONFTRMATION OF MtrNUTES

N{inutes of the .thirty seventh sitting of the Committee held Wednesday 2g.*rNovember, 2012 were confirmed by th" M.*bers present as a true recording
lfter being proposed by Hon. Ahmed shakeel shabbir, Mp and secolded b|Hon. (Prof.) Phiiip Kaioki, Mp.

Minutes of the fortieth sitting-of the Committee held Thursday 13th December,
2072 were confirmed by the Members present as a true recording after beingproposed by Hon. Nelson Gaichuhie, MP and seconded. by Hon. NtoithaM'Mithiaru, MP.

ADOPTIOMTN.NO. 169 I 2QL2:
G

NOF TIIE COMMITTEE REPORT ON



COM h CIR.I?Y OF TL,

The Cornmittee u-nanimousiy adopted the report and askeC the secretariat to

prepare it for tabling.

MrN.rlo. L7A I l2t PT'IO R.EPORT
PzuV Iq POSALS OF TI{E FIVE

o
co A SM

ITOTELS AND KETIYA \\MNE AGENCIES LIMIT'ED
(KWAL!.

The Committee unanimously adopted the report and asked the secretariat to

prepare it for tabling.

MIN.I{O. 1 7L 1 20t2| ADJOURNMENT

There being no other business, the Chairman adjourned the meeting at 11.30

A.M,

Signed..
l

(ct 1L)
.t. !.
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CONTTIIENTAL BUILDING AT 1O.3O A.M.

PIEESENT
FI"" Chrf*a-::thus Okemo, EGI{, IvI'P' (Chairrnan}
Hon. 1erof.; Philip Kaloki, h4,P. (Vice Chairn:an)
Hon. Ahmed Shakeel Shabbir, h't'P'

ABSENT APO ES
Hon. Lenny Kivuti, M.P.
Hon, Nkoidila Ole Lankas, Ir{.P
Hon. Musikari Kombo, EGH, It4'P

Hon. Nelson Gaichuhie, M.P.
Hon. Lucas ChePkitonY, N'I.P.

Hon. Ntoitha M'Mithiaru, Il4.P'

Hon. Jakoyo Midiwo MGH, MP.

Hon. Sammy Mwaita, M.P.

INATTENDANCE
MTNISTRY OF FINANCE
Ho.r. Robinson Githae, EGH, NiI.P' Minister
Esther Koimet - Investment secretary
solomon Kiiungu - cEo (Privatizattor. commission)
Wyclife Etemesl - CFO (pri'atization Ccmmission)

David Ga-luhia - Privatization Commission

KENYA NATIONAI- ASSEMBLYt)

Mr. Evans Oanda
\tlr. Denis Dindi

Third Clerk assistant
Office Attendant

MIN.NO. 136l20t2t PRIVATIZATtrON PROPO SALS FOR PUBLIC
SU COMP

AGENCIES LIMITED fKWALI

The Minster informed the Committee as follows:

1. He had detailed privatrzation proposals approved by the cabinet for nine

investments in the Privattzatton Ptogtu-**". The reports were submitted

bir his predecessor at the Ministry of Finance to the committee in iine

wit1- the requirernent under Section 23|;2) of the Prlattzation Act that the

L



Idinisr"er shall present a report on the p:iva{zation proposa-ls approved

Ly .n. Cabinet io the relevant committee of Parliament'

2. TLrese reDorts are with respect to the pritiatvatioir strategies a-,d rela*'eC

restructuring measures aporcved by the Cabine'' for:

. five Sugar companies (Nzoia Sugar Con:pany,. S9u!h NJ,anza Sugar

compiy, Chemelil sugar Co*p"t'3'' and boih lt4i*'ani and

Ivluhoroni Srg". Cornpani-es v,rhich are under recei'ersrips);

.threehotelcompaniesincludir:gthelnternationa-lHotelsKen-r'a
Limited v;hich o-\^7ns the Hiiton Hotei, the Keirva Flotel Properiies

u'hich ow-ns the intercondnental a:rdthe h'Iountain Lodge Limited;

and

. Kenya Wine Agencies Limited

3. In approving each of the detailed proposals, tl':'e caL''ine.' considered the

infcrmation submitted to it in line with Section 24 of. the Privatization Act

that includes:-

o the purpose of the estabiishrnent and existence of each of the

comPanies;

r the extent to which the purpose of establishing each of the

companies has been met iacluding inadequacies in meeting that

purpose;

. the rights and other entitlements and resources that have been

provided to meet the PurPose;

. recommendations for continuing to meet the purpose;

. the financial position of each of the companies;

o the recommended method of privatizaliot;

o the cost of implementing the proposed privatization;

. recommend.ations for dealing with the employees-directly affected

by the proposed. privaLrzation-, including any benefits they might be

ou,ed;

" the beneflrts to be ga:ned from the proposed privatization;

. a u'oi-k plan for the proposed privafszation;



. information regarding any written law, the repeal., amendment or
enactmerit of which iviil be necessary for the proposed privatization
to be carried out; and

o proposals on hoin, Ken-vans are to be encouraged io participate in
the Transaciion.

4. prior to preparaticn of the detailed proposals, the Commission hired
senrices of frrr"rr.iai, legal, technical, r,aluation and other experts through
open competitive procurement processes who carrieC out detajled due
diiigence work and assisted the Commission in analyzing tne best
optio.rr that meet the needs of each of the companies and. the sectors as

: well as the desired national objec'uives ou'ulined under Section l8(2).of the
Act.

S. Each of the companies under discussion require urgent interuention and

may not be able to survive for a longer Rerigd

O The sugar companies continue to labour urrder excessive excess

debt "nd 
,.." unable to invest and compete v'ith sugar imports

from COMESA region and other countries, making it difficult for
them to survive once the tariff and quota protection th-at constitute
the COMESA safeguards are removed. The COMBSA safeguards
which expired. in. March 2OL2 but u'ere extended for a further
period - of t*o years to protect the companies from collapsing
sought to provide the companies with more time to rehabilitate and
moderniz" th"it factories to make them more competitive before

the safeguards expire. The iatest extension rvhich is likely to be the

last v,,as granted on account of progress made as the Government
had approved the privatization of the sugar companies in October

20i0.- Kenya has almost lost one year since the two yeafs
extension was granted. hence the need to expedite the privatization
to avoid collapsing of the companies which would affect the

liveiihood of the Kenyans in the sugar growing areas adversely.

The three hotels approved for privatization have deteriorated
beyond. the stand.ards set by the brands under which they operate,

criating doubt on the continued operation under the same brands
v,hich wouid lead to significant loss of international brands that
have over the years contributed significantly to the country's
tourism industry and business traveling the country'

Recently Kenya Wine Agencies w-ent to court to prevent Distel of
Soutlr Africa u,hose products account for about 75o/o of KWAL's

business from transferring their products to their locai subsidiary

o
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on accou:lt of delayed prirrarization tl:at $'ould have Dis.'el

ra-tie,ioate more actively in KWAr,'s business as shareholders'
IJ4 sv'!

6. The prepa-ratory v.iork o;r-these transa'c*"ions \\ia-S prioritized by the

Commissicnin2OOsand200gtoaliorvfornecess&tllinl.r.vention.Inure
absence of the intervention, the perfo-rma-nce of these institutions

conrinues to d.eteriorate and their future is exposed to mar^y

uncertainties.

7. Some of these strategies and restructuring measures were approved and

submittea "s 
earl;v ;S zo10 and 2oit fcr parliamextaly aoproval arter

due diligence f,rndings had been d.one. if a::y material change in the same

are identi-fled, the frinistry rviil go back io the Cabinet and also conre to

the Coinmitiee to and' report appropriatel'v'

8. An update of the due diligence rn'ork 
. 
carried out earlier v'ill be

undertaken as an input to thE valuation that is required under the larv

and that f,he remaining activities u'ill be carried out strictly under the

process entrenched in the Privatizat:on Act, enacted by Parliament in
'ZOOS i,,'hich was cperajLonaLized in 2008'

M .NO. s7 120122 ADJOUF"NIYIBNT

There being no other business, the Chairrnan adjourned the meeting at 12'O4

P.M

Signeci
(

Date...........
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PARLIAMENT ON TFIE APPR.OVED DETAILED PRIVATIZATION

PROPOSAL F'OR THE PUBLIC SECTOR OWNED/CONTROLLED

SUGAR COMPAI{IES flrlzoia Sugan Cornpany, South Nyanza Sugar

Company, Chemelil Sugar Cornpany, Muhoroni Sugar Company
and l\{iwani Su.gar Co m p an}r}
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,:t)

Sugar Cornpanies in debtedness

(v) Lapsing of the COMESA sugar safeguarCs rarould leave tire sector in

insurmountable diffi culties:

When COMESA member states launched the Free Trade Area [FTA) on 31st

Qctober 2000, Kenyl expressed concerns that her Sugar sector would not be

able to compete against sugar from other c0MESA FTA countries and applied

for protection of the sector by way of a safeguard under Article 51 of the

COMESA Treaty. The safeguards were granted and extended a number of

times. By February 2008, the sector was still not ab)e to compete effectively

because necessary measures had not been taken to improve its

competitivelless. Kenya therefore requested for further extension of the

safeguards. Under both rhe COMESA FTA and the World Trade Organization

(WTg) the maximum protection period for industries is 10 years' In this

connection, Kenya \^Ias granted the maximum period possible under both

trade arrangements. The safeguards were then designed to lapse in March

2072

Details GoK Debt KSB debt Tc Eal

Mirvani l-,5 3 6,7I3,3 31 L,400,221,630 ?,937,Ail4,95L

Muhoroni 6,703,989,7 +5 2,048,226,1-32 8,L52,2L5,877

Nzoia 27 30a,136,97\ 1,139,111,855 28,439,298,836

SONY 558,7 23,228 647,198,4+3 7,799,921,67L

Chemelil !,097,345,7+0 L,A97,3+5,L44

Sub - Total 35,+99,683,275 6,326,L03,270 +7,825,786,495

Tax Arrears
l_0,851,078,000

Other
Creditors

6,333,020,000

Total 59,009,884,485
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{-C MESA Sugar Safeguards

Under this arrangement, Kenya committed itself to:-

(a) Adopt a privatization plan and grant the necessary approval for the

privatization of all renraining publiciy owned sugar miils by

November 2008;

(b) Undertake verifiable steps torvards the privatization of the publicly

owned miils by I',trovember 2009; and

(c) Adopt an energy policy aimed at promoting co-generation and other

forms of bio-fuel energy production that will contribute to making the

sugar sector more competitive.

[viJ Limited resources irom the Exchequer rvhich have in the past been availed in

small amounts, only prorriding short term solutions.

The implication of the Iapsing of the safeguards in 2012 is that the public sector

orvned sugar companies may not survive unless urgent and radical reforms are

undertai<en.

5. We urgently need to take rneasures that will effectively address problems currently

affecting the sector's performance, competitiveness and sustainability aciversely.

The problems include:-

(a) Low productivity which is traceable to the whole cane and sugar production

chain. This resuits in a vicious circle since the factories are unable to reinvest

and operate efficiently and farmers are not paid on time making it difficult

for them to invest adequately at farm level. It also results in poor factory

maintenance and breakdowns at faclory level and low quality sugar cane at

Year Size of Quota,
in metric tcnes

Tariff rate on above-quota
inports, a/o

za}B/09 7Z0,AA0 100

2009 110 260,000 70

20L0 /77 300,000 4A

2017lLZ 340,000 10

lst March ZILZ No quota 0
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tb)

farm level, culnrinating in poor sucrose colltent and recovery and lov'r

incomes for farmers

poor state of infrastructure which contributes significantly to the high

transport coStS, currently accounting for up tc 40o/o of cane production costs'

Un-economical land sizes with farm units oitrryo [2) to three [3) acres r'vhich

restricts mechanization and makes it difficult to enjoy economies of scale

enjoyed by many sugar producers as neariy 900/o oi sugar in the rryorld is

gro\ /n on large sugar plantations'

Variable and lowyields due to over-dependence on rain-fed sugarcane.

Ic)

id)

i0

(e) Poor post-harvest managernent owing to delays in cane harvesting and

milling, cane spillage and low processing efficiencies resulting in cane and

sucrose losses as high as 500/0.

Weak research-extension-farmer linkages resuiting in low adoption of

modern technoiogies and continued planting of Iow yield cane varieties.

ie) Inadequate funding of the industry rvhich manifests itself in obsolete factory

mills, inefflcient operations and delayed payments to farmers.

th) Low crushing time efficiency (time in a year tvhen factory is operating) due

to use of very oid machinery and equipment and in some cases shortage of

sugar cane to be crashed.

(i) Policy inadequacies such as the price control regime with regard to which

price adjustments were not alrvays made on time to cushion the companies

from increasing costs of production and financing without due regard to

appropriate Ieverage ratios and abiliry of the factories to service the debt,

Poor Manageinent of the Sugar Industry particularly in the areas of

employment and prccurement of uncompetitive goods and services. ln many
0)
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cases appointments for senior management v ere made without due regard

to merit, qualifications, experience and appropriate skills in Ieadership.

(k) Over-employment and corresponding high wage bills that erode the

resources that could have been utilized to reinvest in the factories to reduce

financial stress for the companies,

0l High levels of debt mainly attributed to the nature of financing most of rryhich

was in the form of debt, mismanagement, competition from imports, loss

making operations and reiated liquidity probiems which made it difficult to

repay the debt and faiied projects that left the companies [especially Nzoia

Sugar Company) ',vith huge debr burden without corresponding assets. The

amounts owed to the Kenya Government and the Kenya Siiga.r Board are

indicated in the table attached as Appendix 1 to this Paper.

(n',) Involvement of sugar factories in non-core activities such as running of big
football clubs and schools.

TII, APPROVED R.ECOMMENDATIONS

6. Measures proposed in the detailed proposal that have been dpproved by the Cabinet
to deal with these problems include:

(i) Expediting of the privatization of the five sugar companies to facilitate
rehabilitation and expansion with a view to enhancing competitiveness of the

industry prior to lapsing of the Common Market for Eastern and Southern
Africa (C0MESA) sugar safeguards in February 201,2.

[ii) Creation of financially viable sugar companies, able to access adequate cane,

considering minimum viable size of area of 29,974 hectares required to

supply cane to one factory. The minimum land size was arrived at by taking
into account the breakeven crushing factory capacity required per annum,
the average cane yield per hectare, cane maturity period and the planted
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cane area required tc break even. Nzoia and South Nyanza Sugar CompanS,

which hatre a cane growing area of 49,852 hectares and 3L,475 hectares,

respectively to be retained as they are, Chemelil Sugar Company and

Muhoroni Sugar Company which have cane growing areas of 18,437 hectai'es

and 22).34 hectares, respectively to be merged to form one company v;ith a

total cane growing area of +0,57L hectares and decisions on the h'liwani

Sugar Company to be made once on-going court cases are determined,

[lnvestors interested in either Chemelil or lr'luhoroni Sugar Companies will
be required to bid for both. This will facilitate an ownership arrangement

that allows for the hvo factories/zones merging).

Fnoposed. Merging of Existing Sugar Zones

iiii) Restructuring of the sugar Companies balance sheets as follows:

[a) Out of the total Kshs.41, 825,786,+85 owed to GOK and Kenya Sugar

Board by the five sugar companies, Kshs.33,780,465,839, to be

written off to clear excess debt from the books of the companies with
excess debt [debt in excess of assets) i'e.' Nzoia Sugar Company,

Muhoroni Sugar Company and Miwani Sugar Cornpany. The Kshs.33.8

biiiion to be writren off to be divided proportionally belween GOK and

Sugar Board based on the respective amounts owed.

tb) That out of the remaining Kshs.B,045 ,320,647 after the debt write off

to clear the excess debt, an additional Kshs.5,952,000,000, equivaleut

to the asset value of plant and machinery, be written off to facilitate

reconstruction of the sugar mills (new plant and equipment) if entire

Factory Assumed Total Area
Available before
rnerger

Assumed Total
Area Available
after merger

Chemelil Sugar Company 78,437
40,577Muhoroni Sugar Company 22L34

MiwaniSugar Company 9,1+3 9,1+3

Nzoia Sugar Company, 49,862 +9,852

Sony Sugar Company 31,415 31,415

Total 130,991 130,991

Page 7 of 12



t,

shares on credit hence the shares reserved icr farmers will remain under

Government warehousing. it aiso takes intc account that, any sale to the

strategic partner that is iess than 51% is likely to maintain the company as a

state corporation making it difficuit to attract a strategic partner. The

required resources to acquire the shares of the companies and also to

rehabilitate and modernize them are as follows:

Required amounts to buy and rehabilitate the factories

Kshs

Eillions
Existing
Assets* Rehabilitation Expans[on Agrictrlture Total

Chemelil 3.6 U 6.7 07 70,4

Muhoroni al
J.J 0 +.6 0.6 8.5

Miwani 1.8 0 0 0 1-.8

Nzoia b.l- 0.9 L+.6 t.4 L3

SONY +.5 0.9 8.6 0.7 1+.7

Total 19.3 10I.U 33.9 2L 58.4

[viii) Sale of Z4o/o of the shares to Outgrorvers and Employees Trust with a further

t5% shareholding resen,ed for the Trust if the Governntent decides to sale its

remaining shares at a later date, As the farnrers are unlikely lo mobilize

adequate resources to buy the allotted shares immediately, the shares will
continue to be held for them by the Government and released as and rvhen

the Trust is ready to buy. In this respect, a moratorium of three years is

recommended during which the Trust will be able to bu.rr the shares at the

price at rtrhich they were sold to the strategic partner. After the moratorium

. period, the shaies wiil be sold to the Trust at market price that will reflect

the market valuation of the shares of the rehabiiitated companies.

[ix) Retention by the Government of 250/o of the sugar companies' shareholding

which it may decide to sell later through an Initial Public 0ffer flPO) or any

other method determined at the time of sale to meet the sugar industry's and

the country's strategic objectives. In a future sale, part of this shareholding

rvill be reserved for farmers, depending on their ability to buy and the needs

of the cornpanies.
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Ix) Amendment of the sugar Act to repeal the clatrse which requires that the

0utgrov,,ers should hold I-1% of a privatized sugar company sharefrolding as

well as appoint 570/c of dlrectors of the privatized companies' This proirision

would ttork rt,eli only if the farmers were able to raise funds to purchase

SLo/o of the current shareholding of the ccmpany and also mcbillze at least

S:.|o/o of the resources required for the rehabilitation and e>:pansicn of the

factories. lnvestors are unlikely to invest the amount of, resou:'ces required in

the Sugar companies unless they have control over the cperational

management decisions.

TV TFIE NATIONAL BENEF'ITS ACCRUING FROM THE PROPOSED

PRIVATIZATION

7. The benefits to be accrued from the proposed privatization inciude:

(il Increased efficiency in the sector through private sector participation. and

introduction of netry technol ogies'

tii) lmproved competitii'eness and increase'C sugar production to meet the

domestic demand, saving Kenya substantial fcreign exchange used in

importing sugar.

(iii) Improved performance of the sector vsill in turn increase incomes and

irnprove srandard of living for the population that relies on sugar cane as the

main source of livelihood.

(iv) A diversified Sugar Cane Industry that would expand to include co'

generation and power alcohol production. co-generated power could be fed

irrto the National grid increasing the country's power supply and reducing

the dependency on hydro-electricity. This may reduce the cost of power in

the country and the general cost of doing business in Kenya' Pou'er alcohol

could be used to blend petrol or diesel resulting in reduced importation of

petroleum products, saving Ken5'3 foreign exchange'

Reduce the future reliance on public sector financing through participation of

Strategic Investors n ho will provide future funding for the Companies' This
(v)
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v,,ill enabie the Companies to raise additional capital to support projected

expansion and modernization, vrhich in turn will create employment.

(vi) Raise resources to support the Government's budget through remission oi

surplus funds to the Treasur5r. The value of the Government shareholciing is

also expected to improve as the companies turn around.

[vii) Privatization of the sector and associated reguiatory reforms wi][ irnpi'ove

the business environment in Kenya by reducing conflicts betrryeen the public

sector's regulatory and commercial roles.

TIME TABLE FOR IMPLEMENTING THE TRANSACTIOi{ AND DEALING WITH

EMPLOYEES

B. The implernentation oi the privatization is expecteci to be completed within five to

six months of clearance by Parliament as foilows:

lmplementation Ti metabl e

Task Expected Dates

Announcement of approved transaction December'

Prequalification of bidders

Expressiorts of interest
Request for December/January

Subrnission of Sessional Paper on write off of

excess debt and amendments to Acts of

Parliament to the Parliament

December- March

Completion of prequalification cf bidders January/February

Reques.t for bids March

Completion of Sale and Signing of Transaction

Agreements with a strategic investor

April/May

1,-.,4
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L Section Z3(Z) of the Privatization Act requires that i present

before this Committee a report on the privatization

proposalsapproved by the Cabinet.

It is in this regard that I am presenting to you today a report

on the approved detailed privatization proposal on KWAL

which was approved by tire Cabinet at its meeting held on

77th Novemb er ZAt7.

At that meeting, the Cabinet considered a detailed

privatization proposal prepared by the Privatization

Cornmission, which I jointly submitted with the Minister for

Trade, and approvedprivatization of shares held by the

Industrial and Commercial Development Company [ICDC) as

foli ows:

ti) Phase 1: Saie of 260/o shareholding to Distell through a

market driven process where Distell will sign a iong

term supply agreement rvith KWAL for the company.to

have exclusive rights for sale of Distell products in

Kenya and the region.

tii) Still under phase l-, sale of 40/o sharehoiding to KWAL

employees at a market driven price through an

Employee Share Ownership Plan [ESOP).

[iiij Phase 2: Sale of the balance of the ICDC shares to be

done within 2 to 4 years once value of the remaining

shares has improved. This is to be done through
2
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IF,ITRO DUCTION

The inougurol privotizotion programn''le under the

Privatizofion Act 2005, rvhich consists of the list of

Government enterprises to be ccnsidered for privotizction,

wos opprovecl by the Cobinet in Decenrbei' 2008.

Subsequently, I gczetted tlre list on l4ih August 2009.

2. Under tlre Privotizotion Act 2005, followirrg the opprovcl of

the list, the Privotizotion Conrmission is required to prepcre o

detcileC prlvotizotion proposol for eoch enterprise on the list

for considerqtion ond opprovol by the Cobinet. Section 24 cf

the Act requires thot omong other things, eoch specific

proposol should set out the objective of estoblishing the

osset, its performonce ond how the service being provided

by the osset will continue to be mei; the finonciol position of

the ossei; the recommended method of privotizotion ond

timetoble for implementing the tronsoction; the lows if ony

required to be omended, repeoled or enocted to focilitote

implementotion of the trcnsoction; recommendotions for

Ceoling with employees directly offected by the proposed

trcnsoction; fhe benefits tc be goined from the privotizotion

tronsoction; ond how Kenyons will be encouroged to

porticipote in the tronsoction.
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3. At its meeting held on I Bth August 201 I , he Cobinet

considered ond oopi'oved the privctizoticn of three lrotel

componies recornrnended f or privotizotion in o Cetciled

privotizotion proposol prepcreci by the Privotizoticn

commission, which I submitted to the ccbinet jointiy with flre

Minister for Tourism. Approvol wCIs in this connection gronted

for the privotizotion of Kenyo Tourist Development

Corporotion's shores in the lnternotionol Hoteis Kenyo

Limited (Hilton Hotel, Noirobi); , Kenyo Hotels Properties

Limiied (lntercontinentol Hote[, Noirobi); ond r\4ountoin

Lodge Limited.

4. Under Section 23(2) of the Privotizotion Act 2005, I cnr

required to present to the relevont Committee of Poi'liornent

(Finonce, Plonning ond Trode Committee) o report on the

specific privotizotion proposols opproved by the Cobinet.

Whiie the timing of the presentotion is not incjicated in the

Act, I consider it necessory to present the report of on eorly

stoge so thot, the Committee is odequotely briefed os we

commence the implementotion stoge.

BACKGROT,I N D I N FORMATION

5. Under Vision 2030, which is Kenyo's strotegy for occeleroting

tronsformotion of the country irrto o ropidly industriolized

middle income notion by 2030, tourism hos been identified os

one of the six priority sectoi's thot promise to roise GDP

. 
grouzth rote to the region of l0 percent. This strotegy is
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prernisecl cn tlre existing pctenticl ond ihe current

ccntribution cf the sector to the econorl'ly with regord tc
which tcurism curi'ently occounts for close to I0 percent of

the country's GDP ond I per cent of iotol formol

employment ond remoins the country's leoding BCrrrer of

foreign exchcnge.

6. A rncjor torget of the strotegy is to cttoin the tcp ten long-

hcul destinotion stotus by odoressing constroints fccing the

sector ond implerneirting strotegic prcjects to improve the

quoliiy ond breoclth of the tourisn i offerings ond creoting on

enviroi-rment where tourists spent mcre per visit. Some of the

consfroirris to be oddressed include both reol ond perceived

insecurity, pocr roods in key i'esorts ond inodequote

cvoilobility of high quolity focilities ond services os only l8
percent of Kerrycn hoteis ore in 4 - 5 stor cofegories which is

significontly lower thon the overoge of 40 percent in

cornpeting long-l-roul destinotions such os South Africo.

7. Scme of the flogship projects ond development initiotives

thot hove been identified under Vision 2030 to cchieve these

gools ore os follows:-

(o) Attrocting new investments os well os new hotels with

emphosis on 4 - Sstor hotels;

(b) Construction of two resort cities;

(c) Promoting Kenyo os on internotiorrol tourist

destinotion with o unique coostline;
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(d) Development of segrnents olong the coost thct ore

currently uncierutilized with exponsion ond

improvement of quoliiy in the existir:g prcjects;

(e) lmproving the qucllty of premium sofori porks ond

opening resorts in underutilized porks;

(f) lncreosing conference ond business tourism through

investment in existlng hotels focilifies ond upgroding

of focitities;

(g) Nurturing ond exponding high volue niche products

such os culturoi tourism, eco-tourism ond sports

tourism;

(h) Developing eco-tourism sites in Kokomego forest,

Rumo Notioncl Pork, N4t. Elgon ond Mt. Kenyo
, -'- -:. -- ...

regrons;

(i) Focilitoting woter bosed tourism by developing

odditionol bed copocity 
"1 

loke ViCtorio ond Rurno

Notionol Pork;
.

(j) Exploiting underutilized porks by increosing sofori

bed-nights by of leost 50%; ond

(k)Tripling the number of bed-nights in noscent niche

nights.

8. ln order to ochieve these gools, the Government will work

with the privote sector which is expected to provide most of

the odditionol bed copocity by investing ond operoting

tourism reloted businesses while the Government will moinly
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provide the infrostructure, security, prr;motioncl cnd

developnrentol services.

9. ln the post, the Government ployed on octive investnrent

role in the sector thrcugh the Kenyo Tourist Development

Corporotion (KTDC), o wholly owned Government

Development Finonce lrrstitution (DFl) througli u,hich (in

portnership with other investors cnd olso th,rougi-t lcons) the

Governmerrt m,ode significont investments in the sector. ln

the first phose of the privotizction prcgron'lme tl-re

Government divested from some of tlrese investnrents

including Sirikrvo Hotels (21%), Teo Hctel Kericho (60%),

Ponofric Hotel (31%) , Robinson Booboo Hotel (.l0%), Embu

Hotel (29%), Lion Hill Comp (30%), Milimoni Hotel (49.12%) and

Horno Boy Hotel Ltd. (9?%).

10. The remoining KTDC investments include ownership of

63% oi the Kenyo Sofori Lodges ond Hotels Limited (KSLH)

which owns Momboso Beoch Hotel, Voi Sofori Lodge ond

Ngulio sofori Lodge; 40.57% of the Internotionol Hotels (K]

Limited which owns Hilton Hotel; 33.83% of Kenyo Hotel

Properties Limited vrhich owns the lnterContinentol Hotel;

?E% of the Kobornet Hotel in Kobornet Town;95.4% of Sunset

Hotel, Kisumu; 80% of the Golf Hotel in Kokcmego Town;

3?.11% of Mountoin Lodge which is locoted in Mt. Kenyo

Notionol Pork; 72% of Mcunt Elgon Lodge, next to Mt. Elgon

Nctionol Pork; 5.64% of the Ark Limited which owns the

6



Aberdore country club ond the Ark Tree Lodge in the

Aberdore Noticnol Pork; 42% of the Buffolo Springs Lodges

u'ith regcrd to which there is o dispute foliov,zing tsiolo county
councii's foilure to renew the lond lecse when it expired in

December 2007, ofter which the council lecsed the lond

ond hotel to o privote entrepreneur; and g% of the Morolol

Sofori Lodge locoted in lsiolo District in the.Morclol Gome

Soncfuory.

1 1 . The cJirect porticipotion in investmenis in the hotels,

through KTDC is port of the country's deliberote initiotives to

occelerote developnrent ond improve the stondords of

living of its people. Through these investments, the country

sought to ochieve th.e following objecliv?r,

(o) To invest in strotegic projects on lew tourist circuits

where privote enterprises were unwilling to

undewrite the risks.

(b) To support the Kenyonizotion progromme by

were oble to own ond monoge enterprises to the

extent possible. At thot time it wos considered thot
no enough Kenyons hod the resources ond skills to

undertoke the risk of storting enterprises. Under this

policy, ihe Government wos clso to toke o shore

of eguity in most sound new hotel projects ond to
insist on locol porticipction In most projects even

those undertoken primorily by foreigners.
7



(c) Tc complemen' privote sectcr initictives.

12. While the lrctels nronoged by tire internofionolly

recognized hotel choins including the Hilton, the

lntercontinentol ond the Sersnc Grcup LoCge hove

rernorned moinly in Eood condition, providing high quclity

services, this ,s not the scrne fcr the KTDC mojority owned

ond nroncgeci iroteis rnost of which hove been run do'wn

over the yeors ond ccntinue to struggle financiolly os f hey try

to mointoin their clientele by offering lower chorges thon

competing hctels while otternpting to provide simiior

services. Porily lhe poor performonce is ottt-ibuted to:-

. Inobility to complete oll the f ocilities thot were

required to support the western circuit leoding to

poor hotel occuponcy in the hotels in the region;

Poor monogement f ollowing the collopse of the

Africon Tours ond Hotels which wos nronoging the

KTDC hotels.

o

O lnobility of KTDC ond the Government to sustoin

continuous flow of funds into the hotels os most of

the funds injected into the hotels ore eroded through

losses.
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I3. Detoils of the three hcte:'; cpproved for pri,zotizotlon by

tlre Cobinet ore os fcllows:-

" lnfernstlonol HoteEs 1""€nfc Limited Hilfon Hotel:

Hilton Hctel is owned by the lnternotlonoI Hotels

Kenyo Limited (lHL) which is jointly owned by the

Hilton Group of Hotels (5?.42%) ond KTDC {40.57%}.
' 

The hotel, whlch is build on o freehbld lond is leosed

to the Hilton Group ond is builC on o lend porcel next

to Porlioment building which hos o leose expiring on

3I st Decenrber 201 ?. Ihe hotel hos 287 rooms: 45

twins, .l85 doubles, 7 suites, 22 paol rooms ond 27

executive rooms. There hcs been no mojor

refurbishment on ihe property since 1?96 hence the

hotel is generolly worn out. lncluded in the Property

plont ond equipment os of 30th, June 20A? cre ossets

with cost of Kshs. 1,023,A32,000 thot ore fully

deprecioted.

Kenyo Hotels Properties Limited l'totel lnfer

Confinentol: Locoted in Noirobi City Centre, the hotel

is owned by the Kenyo Hotels Properties Limited which is

owned by KTDC (33.83%) ond other shoreholders thot

include lntercontinentol Hotels Corporotion Limited

(33.83%), Sovereign Trust Ltd (19.38%), DBK (12.99%) ond

others wlth iess tlron 1% (Joshuo Kulei, Roger Kocou,

ond Ahnred Jibril). The hotel wos built in 19 69 wiih

oclditions in I ?78, i985 ond l9?0. The hotel is leosed to

c
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the lnterContinentol Hoiels Corporotion Linrited (lHC).

The lcnd on which it storids hos a 99 yeors leose fronr

lsth April 1967. The rocms in the hotel ccnsist cf,

presidentiol suiie; Celuxe rooms- 9l queen rooms; 3?

trvin rooms; 47 king rooms; 2 executive suites; 2?

extended king rooms;5 junior suites; 131 superior rooi^ns;

20 stondord rooms ond 24 twin rocms, ln totol, the hotel

hos 389 rooms. In ocicjiticn, there is cn oportn rent for the

Generol l.vlonoger, Resident Morroger, Crew Lounge

ond club lounge bringing the totcl hotel rooms io 423

rooms. The level of current borrowing is very high vls o

vis non-current borrowing. Sirniiorly, the current rotio hos

been increosing over time. HIgh level of currer-ii

borrowing implies thot the business moy hove difficulties

servicing its short term obligotions.

" Mountorn Lodge limited: The hotel wos estoblished in

19 57 ond is locoted in Mt. Kenyo Notionol Pork on

leose from KWS which will expire on 30th June 2036. lt is

owned by KTDC 39..l.l%; TPS (Sereno) 2?.91%; ond l3
other individuol shoreholders own o totol of 30.98% os

follows: Eliud Motu Womoe (8.26%), Joseplrine Michuki

(7.29%), Koren Enterprises (5.91%), Arifu Holdings Limited

(2.1?%), Scotlink Limited (1 .7 4%), Joyce Gothoni

Womoe (.l.38%), Jerusho Ruitioro (1 .22%), Kikogi Limited

(0.7 6%), Rochel Wongui Morongo (0.61%), Doris

Woirimu Morongo (0.51%), Jonet Mory Clorke (0.54%),
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Benjcmin Gethi (0.28%l ond Woruhiu ltote (A.19%) .

Mountoin Lodge has 42 rooms ond is monoged by TPS

Sereno.

RATIONATE FOR PRIVATIZATIOI*{

1 4. The three properties ore overdue . for mojor

refurbishment which, due to the current finonciol leveroge

ccn only be finonced through equity injection. While

owoiting privotizotion, KTDC lros over o number of yeors,

convinced tlre other shorehciders to keep the refurbislrment

on hold os o result of its feors thot its shoreholding would be

diluted to insignificont proportions, prior to privotizotion,

given thct it does not lrove - odequote resources fo

contribute its shore of the odditionol equity investment. The

portners in eoch of these investments hove of lote indicoted

thot they connot woit longer os the hote]s hove deterioroted

for below their internotionol brond stondords.

.l5. 
ln order to exploit the growth opportunity in the tourism

sector, one of the chollenges thoi will be oddressed is

increosed hotel/bed copocity. With the recent increose in

tourist orrivols, the bed occuponcy levels during the peok

seoson ore close to full copocity (92 per cent). As o result,

hotels ond lodges ore struggling to cope with ropid grcwth in

demond due to limited investrnent in tourist occommodotion

in the lost decode. As o leod investor in hotels, KTDC would
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utilize privotizoticn proceecls to pcrticipote irr further

developments through equity cnd debt firrcncing.

16. The privotizotion of the hotels would olso contrilcrrte to

the Vision 2030 gools through mobilizotion of resources to

enoble KTDC to rehobilitote ond mooernize its existing

focilities. This would increose their bed copccity, uogi'ode

their f ocilities ond ensure competitiveness ond finonciol

susioino billty.

17. As fully bronded hotels with mojority privote sector control,

the pcrticipotion, contribution ond control of KTDC os o
development finonce institution remoins minimol. ln

odditlon, continued shoreholding by KTDC in these hotels is

not consistent with its mondote os o development finonce

insiitution with regord to which it is supposed to invest in

new development projects ond divest from them when

they moture so os to releose the funds to invest in new ones.

This tckes into occount the fact thot the copocity which is

olreody developed continues to serve the country's need

while its obsence from the developnrent oreno slows down

growth.

1 8. At its meeting held on I 8th August 2011, the Cobinet

opproved the sole of KTDC's shorehotding in the

lnternotionol Hotels Limited (Hilton):40.57%; the Kenyo Hotels

. Properties Limited (lnter Continentol Hotel): 33.83% ond the

Mountoin Lodge Limited: 39.11% to existing shoreholders
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through pre-enrptive rights , vvith the shcres solcJ of o price

to be determined ofter independent voluotion of these

hotels. This decision recognizes the rights cf the othei'

shoreholders in line with Section 28 of the Privotizction Act

which requires thot oll privotizotions be conducted in cn

open ond competltive woy, subject to ony pre-existing

legol rights.

THE NATICNAL BENEFITS ACCRUING FROfuT TI'IE PROFOSED

PRIVATIZATIOhI

19. The benefits to the economy will occrue directly from the

sector os well os other sectors of ihe economy due to mony

linkoges thot Tourism lndustry hos with the other sectors. The

specificbenefits: :: ,

. Mobilizotion of long term copitol to finonce copocity

exponsion ond modernizotion of the hotels' focilities;

n lncreosed tourist orrivols ond eornings f ollcwing the

increose in bed copocity, the improvement in the

focilities ond services provided ond diversificotion of

town products:

. Creotion of employment in the Tourism sector ond other

sectors of the econcmy;

. lncreose in foreign exchonge eornings;

. continued plocement of the three hotels under

professionol monogement enhoncing both their quolity

of service ond volue to the shorehclders;
1a



Recouping of KTDC's investn-lent prior to furiher" illuiion

by the other shoreholoers;

Reieosing cf funds invested by KTDC in nrqture

investments to enobie it to invest in new deveicpment

pi'ojects in line with its development finonce mondcte.

TtMEfA.ELE FC R IFdiFLEf,t'rE[-JTIt{G TI{E TRANSACTTCN

20. The implementotion of the privotizotion is expected to be

completed in ihe r,ext three to six mcnths os fcllows:

Tosk Exp,ected Dotes

Preseniction to the Cornn-,iitee on

Fincnce, Plonning oncj Trode September 20l I

Announcement of opproved tronsoction September 201 I

Business voluotion of ihe hotels onC other

preporotions for negotiotions

Cctober

20.I I /Novembei 20l I

Negotiotions

Novemberi December

201I

Cor-npletion of negotiotions cnd signing

of necessory ogreements

December

201 I /Jonuory 2012

o

o
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RIFUBLfiC ffiF KENYA

rilIT{ISTRY OF FINANCE

IIUTRODUCTORY REMARKS BY THE T/IINISTER FOR FINANCE . I.ICIN.

[\IJERI..' G!THA.E, EG!.I, MP TO THE FIIUANCE, PLANNING AND TRADE

.CCMMITTEE OF PARLIAMENT CIN REPORTS ON DETAILED

PRIVATIZAT|OFd PROPOSALS APPROVED BY THE CAtstNET

1. Mr. Chairman: Before this conrrnittee we have three reports on
detailed privatization proposals approyed by the Cabinet for nine

- .investments in the Privatization Programme. The reports were

- submitted ,try my. predecessoi' at- the Ministry of Finance for
presentation to the Committee in line with the requirement under
Section 73(2) of the Privatization Act that the Minister shall
present a report on the privatization proposals approved by the
Cabinet to the relevant committee of Parliament.

2. These reports Mr. Chairman are with respect to the privatization
strategies and related restructuring measures approved by the
Cabinet for:

e five sugar companies (Nzoia Sugar company, south Nyanza

sugar compsnv, Chemelil sugar company and both Miwani
and Muhoroni sugar companies which are under
receiverships);

1
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o

o

o

three hotel companies including the International Hotels

Kenya LimiteC which owns the Hilton Hotel, the Ken\ra Hotel

Properties which owns the Hilton and the Mountain Lodge

Lirnited; and

Kenya Wine Agencies Limited ..

3. ln approving each of tlre detailed proposals Mr.

Cabinet considered the information submitted to

Section 24 of the Privatization Act that includes:-

Chairman the

it in line with

the purpose-of-the estabtishment and exlstence of each of

tfre-cornpanies; , . 
-':l '

e the extent to which the purpose of establishing each of the

companies has been met iniluding inadequacies in rneeting

that purpose; "= '.

o the rights and other entitlements and resources that have

been provided to meet the purpose;
-o 

recomnrendations for continuing to'meet the purpose;

o the financial position of each of the companies;

a the recommended method of privatization; .-'

o the cost of implementing the proposed privatization;
'o recomrnendations for dealing with the employees directly

affected by the proposed privatization, including any

benefits they might be owed;

. the benefits to be gained from the proposed privatization;

o a work plan for the proposed privatization;

2



information regarding a ny written law, tl,e repeal,
amendment or enactment of which wi![ be necess,ary for the
proposed privatization to be carrled out; and
proposals on how Kenyans are to be encouraged to
participate in the Transaction.

4. Prior to preparation of the detailed proposals Mr. Chairman, tlre
Commission hired services of financial, legal, tec!rnical, valuation
and other experts through open competitive procurement
processes who carried out detailed due diligence work and
assisted the Commlssion in analyzing the best options that meet
the needs of each of the companies and the sectors as well as the
desired national objectives outlined under Section 1g(2) of the
Act.

5. As yorr will note from the presentations Mr. Chairman each of the
companies under discussion require urgent intervention and may
not be able to survive for a Ionger period.

The sugar companies continue to labour under excessive
excess debt and are unable to invest and competewith
sugar imports from coMESA region and other countries,
making it difficult for them to survive once the tariff and
quota protection that constitute the coMESA safeguards are
removed.The coh4ESA safeguards v,rhich expired in March
Zan but were extended for a further period of two years to
protect the companies from col[apsing sought to provide the
companies with more time to rehabilitate and modernlze

c

o

(,
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tneir factories to make them Irlore competitive before the

safeguards expire. The latest extension Mr. Chairman, which

is likely to be the last, was granted on account of progress

made as the Government had approved the privatlzation of

the sugar companies in October 2010. We have almost lost

one year since the two yearS extension v/as granted hence

the need to expedite the privatization to avoid collapsing of

the companies which would affect the livelihood of the

Kenyans in the sugar growing areas adversely.

The three hotels approved for privatization have

deteriorated beyond the standards set by the brands under

which they operate,creating doubt on the continued

operation under the same brands which would lead to

significant loss of international brands tliat have over the

years contributed significantly to the countrlr's tourisnr

industry and business travelin the country.

Recently you would have also noted court cases whereby

the Kenya Wine Agencies went to court to prevent Distel of

South Africa whose products account for about 75% of

KWAL's business from transferring their products to their

local subsidiary on account of delayed privatization that

would have Distet participate more actively in KWAL's

business as shareholders.

o

o

6. Chalrman

prioritized

the preparatory work

by the Commission in

on these transactions was

2008 and 2009 to allow for
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necessary intervention. In the absence of the intervention, the

performance of these institutions continues to deteriorate ancj

the[r future is exposed to many uncertainties

7. We note Mr. Clralrman that some of these strategies and

restructuring measures were approved and submitted as early as

2010 and 201L and assure this Committee that the due diligence

findings that led to the policy recommendations and decisions

before you remain the same. lf any material change in the same

are identified, we witl go back to the Cabinet and also come to

this Committee as necessary.

8. As we ffrake each of the presentations, we further wish to assure

this Committee that following approval, an update of the due

diligence work carried out earlier will be undertaken as an input

to the valuation that is required under the law and that the

remaining activities will be carried out strictly under the process

entrenched in the Privatization Act, enacted by Parlianrent in 2005

which was operationalized in 2008.
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