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E XEC UT IVE S UI"IMARY

INTRODUCTION

In this sect ion, the f indings and recommendat ions
contained in the rest of this report are briefly
summarised. To obtain a complete picture of the
financial restructuring, however, the report should be
read in its entirehy.

BACKGROUND

The AFC has experienced rapid growth in its lending
activities over the Iast decade. However, because its
size and structure have not kept pace with the
increasing demands of its complex and evolving mandate,
AFC today is facing serious financial and operational
problems.

Government of Kenya (COX
specif ied cMR/SCC loans
Sugar Finance Corporatio
agreed to write-off thei
With these major changes
because of the desire to
described above, AFC has
f inancial, organisat i.ona
restructuring.

has decided to write-off
o farmers. The Cereals and

( CSf'C ) and Treasury have
outstanding claims on AFC.

in its financial positionr and
overcome the problems
decided to undertake a
and inst it ut ional

)

t
n
r

I

The objective of the rest ructuring is to prepare an
action plan for rehabilitating AFC as a viable
agricultural sector financial intermediary. fn
particular, the aim of the restructuring is to
strengthen AECrs lending procedures, streamline credit
administration, and improve profitability and the
quality of AFCrs portfolio. This study has examined
the financial restructuring of AFCrs balance sheet.

LOANS TO FARMERS

Loans Class if i cat ion

AFC currently classif ies loans as doubtful
(non-performing) based on the individual circumstances
of each borrower. we believe the criteria used to
define doubtful Ioans are inappropriate and a loan is
effectively bad, not just doubtful, before it meets
them.

The procedures used to categorise loans as doubtful are
also rather bureaucratic and lengthy requiring approval
at various committee levels within AFC. Effectively
loans must pass through a number of screening processes
before a provision is made. This tends t-o create a
disposition toward the non-provisioning of 1oans.
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We recommend that AFC adoprs a class if icat ion system
where aIl loans with arrears of over six months are
classified as doubtful unless there is strong evidence
of recoverabilit-y. There is thus a presumpLion in
favour of provision whichr w€ would suggest, better
reflects the current state of the portfolio. Bad
loans, by our definition, are those which have already
been specifically provided for by AFC using their
current criteria.

On this basi.s the current
as follows: -

portfolio may be classified

Good loans

Doubt ful loans

Bad loans

AFC
KEOOO

4Br4l4

61,650

13r 056

AGENCY TOTAL
Ke0m

48,414

92 ,487

13r056

Ks000

30,837

I23,L20 30,937 l53rg57

Seasonal Crop Credit ( SCC ) Loans

SCC loans have the highest concentration of arrears
compared to large scale and smalI scale loans. Their
unsatisfactory performance is the result of poor loan
evaluation, inadequate supervision and follow up, and,
often insufficient collateral and the granting of
repeat Ioans to defaulters. The recent write-offs of
GMR/SCC and some other AFC loans as directed by
government will also have created expectations of
further write-offs which wiIl seriously hamper AFC I s
effort toward improving SCC collections.
Provision for Bad and Doubtful Loans

For the Agency SCC loans where AFC acts as an agent of
the Government, we recommend that the Agency
arrangemenL ceases and AFC acts as principal. A11
Agency assets and liabilities should be transferred to
AFC.

In most cases AFC is unable to realise security for
loan defaulters. Many of the factors preventing AFC
from realising security are beyond AFC's control in
that they are based on Government directives. Whilst
there are good reasons why such directives are made,
they nonetheless impose severe restrictions on AECts
ability to operate as a lending agency.
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Our legal review of a sample of security documentation
procedures on older loans with signif icant arrears
indicated that defects in the application of procedures
meant loan security was faulty in many cases. We
understand that- for more recent loans, procedures have
been applied more rigorously. These earlier
deficiencies suggest that AFC will be unable to realise
security for the majority of loan defaulters. We also
found that security valuations do not cover the arrears
of principal and interest now outstanding on many loans.

Due to AFC I s inability to real ise secur ity readily
based our provision est-imates on arrears positions
borrowers' willingness to repayr ds indicated by
repayment rates for each category of 1oan.
Based on our workr w€ recommend the following
provisions as at 30th June 1989:-

Large

Smal 1

AFC SCC

Total for AFC

Agency SCC

Total

Scale Loans

ScaIe Loans

Recommen ded
KE'000

26 ,002

11r93r

18,928

56,861

28 ,987

85,848

Existing
KE'OOO

lIr5l9

lrL98

339

l3ro56

13,056

we
and

Addi t ional
Kg | 000

l4r4B3

10r733

18r589

43r805

28 ,987

72,792

LOANS TO AGRICULTURAL F INANCE CORPORATION

Government has decided to write-off the Government
(Treasury) and Cereals and Sugar Finance Corporabion
(CSFC) loans which had been given to AFC. Before the
write-off can be implemented, we recommend that AFC
incorporates in its books unaccrued CSFC interest of
K8,10 rno The principal Ioan amounts outstanding ( Ke74
m.) and accrued interest (K879 m.) should be converted
into a Capital Fund against which restructuring
adjustments wiLl be off-set. We also recommend t.he
same treatment for external loans used to finance the
farmers loans written off under government directives
(Kg9 m). The balance in the Capital Fund after
restructuring will form part of the long term capital
of AFC.
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For
AFC

t he ot Ite r
negot i at e

externa I Iy f inanced Ioans we recommend
revised terms with the Ienders so r.hat:-

interest on the Ioans be converted to
to st-rengthen further AFCrs capital

( a) The accrued
Capital Fund
base.

(b) AFC agrees with Government the waiver
interest payable on IDA 692 KE which
irredeemable loan. Once the waiver i
the loan can be convert-ed to capital.

of futu re
an

app r ove d,
is
S

(c) AFC agrees with Government. the rescheduling of
redeemable Ioans on terms consistent with those
originally agreed once AFC's ability t'o rePay has
been determined.

Together these recommendations would provide further
(equity) capital to AFC of KEl70 m.

OTHE R BALANCE SHEET ITEMS

we updated valuations on land and buildings which
been carried out earlier by an independent valuer.
This resulted in an increase in the balance sheet
of fixed assets which is not material and was not
adjust-ed for in the restructured balance sheet.

had

value

Arising from our review of other assets, we recommend
that an amount of KE375r000 for auction fees and
advertising charges receivable on realised security be
provided for in fu11 since its recoverability aPPears-aoubtf uI. w€ also recommend that repossessed f arm
properties be provided for in full since their
ieafisability appears doubtfut. This will result in
addit ional provis ion of KLz66 r 000.

CAPITAL STRUCTURE AND FUN DING REO U IRE I,lENTS

Capital Structure

The current capital structure of AFC gives a

debt/equity ratio of 8:l reflecting depletion of
reserves due to poor collection performance. This
study is aimed at providing AFC with a more stable,
long term capital base to fund future operations.

Non-Compoundinq of Interest

AFC stopped charging compound interest from lst May
1989 following a Government directive. Non-compounding
will result in major loss of income to AFC, in the
order of KE3m. annualIy. We reviewed the alternatives
which AFC can follow in order to raise additional
income and we feel that these might form the basis of
further discussions with Government:-

Raising the interest rates that AFC is
charge, to market rates. We esLimated
alternative would generate abouL KLz.7
additional income annually given AFCr s
portfolio size.

allowed to
that this
III O

current

( a)
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c)

( b) Lending funds to AFC at rates which g ive it an
interesr rate spread adequate to cover its cost of
operations. We estimated that- the required spread
is between 6t and 9t.

(c) Government to stop charging AFC compound interest
on borrowed funds. Since most Government loans
are converted to capital fund during the
restructuring, this will not have a significant
effect in the short term.

vle also consi.dered the effect that the non-compounding
of interest would have on farmersr at.titudes to AFC
loans. we believe that a significant portion of
farmers wiI] be unwilling to repay their Ioans when
instalments fa11 due because the interest arrears will
become interest free loans. This non-repaymenL of
loans will adversely affect AFCrs cash flow and
operations as there wiIl be no funds to be revolved or
to pay off loan obligations.

Also with the non-compounding of interest, farmers will
see AFC loans as the cheapest in the market and
consequently demand for these loans will rise to a
poinL beyond AFCrs ability to satisfy. This will
result in farmers being dissatisfied with AFC.

In our opinion these two effects on farmers' attitudes
will have adverse effects on AFCrs operations in the
long term and possibly make it unviable as a self
sustaining inst it-ut ion.

Income Tax

We were requested to recommend an appropriate treatment
for the Lax liability on AFCrs balance sheet as at
30th June 1989 and advise on the need for tax exemption.

The tax liability in AFCrs balance sheet as at
30th June 1989 is KE6 m. and we recommend that it
remains on the balance sheet as it represents the
current best estimate of AFcrs tax liability. However,
we think that, in equity, the tax charge is overstated
because AFc has in the past overstated its taxable
income by accruing interest on non-performing loans and
under providing for bad and doubtful debts. Had the
appropriate amounts been charged over the years, then
AFC would have no tax payable or a reduced amount.
There is a case which we believe should be presented to
the Commissioner of Income Taxes for the waiver of this
Iiability.
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We have also considered the issue of whether AFC should
be exempted from paying tax. Because of the increasing
demands for agriculture loan financing, and the
Iiquidity squeeze within the economy generallyr w€ feel
that a case might be Presented in which exemption might
be sought based on arguments of equity and precedence.

Fundinq Re uirements and Ref inanci noo

we were requested to evaluate the effects of the recent
Government decision to write-off specified loans to
farmers and recommend the level of financial
requirements that would sustain corporate viability'

We broadly estimated AFC's cash requirements for the
next five years using amended data from the 1989/90
annual pIan. These estimates indicate that AFC will
require addit ional funds totalling Sh 542 rl. during
the next fi.ve years.

We understand that Government has approved that AFC be
advanced a total of Sh 534.9 m. over a four year period
in support of the SCC scheme to make uP for the loans
written off per Government directive. Payment of this
should satisfy AFCts future funding requirements.

RECOMMENDATION ON PROCEDURES

Our findings were as follows:-

Security Documentat ion

Our review indicates that there have been some serious
defects in security document,ation procedures in the
past although we understand that these have since been
remedied. As a consequence of the earlier lapses, a
signif icant proportion of AFC's secured loans mighE be
unsecured. The defects are particularly serious for
SCC loans.

security Valuation

The current balances on loans which are significantly
in arrears include large accruals of interest and the
balance now outstanding exceeds the security value in
many cases. we have reviewed the procedures followed
in carrying out the valuation of securities by AFC
officers. There is some indication that securities for
some old SCC loans were over-valued at the time the
loan was given.

We recommend that alI securit-ies should be valued, full
information on valuation should be kepL on file, and
head office should have a valuation section staffed by
qualified valuers to review all the valuations
submitted by the branches.
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Col Iecl ion Systems

hle believe that the documented system for collecting
outstanding amount.s is adequate. The continued rise in
arrears appears to be because the collection
procedures, which should be adequate to ensure
effective collection, are not followed in practice.
The main procedure which has not been followed, and
which has contributed stgnificantly to the rise in
arrearS, is the enforcement of foreclosure action by
the realisat ion of security, which i.s d.nhibited due to
Government directive. In our opinion, AFC requires the
freedom to be able to realise security when necessary
and this can only come with increased autonomyr ElIl

issue which is considered seParately in the study on
the organisat-ionaI and institutional restructuring of
AFC.

Another reason for poor collections is the effect of
the recent write-offs of GMR and SCC loans. Farmers
wiII not wish to repay in anticipation of further
write-offs. To counteract thisr w€ recommend thab,
after consultation wit-h Government, AFC identifies a
few large loans in arrears and undertakes legal action
to obtain repayment, including the realisation of
security if necessary. The objective would be to
counteract the effect of the write-offs by making some
examples of the consequences of non-payment.

RESTRUCTURED BALANCE SHEET AND IMPLEMENTATION

The restructured balance sheet is set out in Section
Ix. we conclude with an action plan describing key
decisions which must be taken. This is also included
in Section Ix of the rePort.
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SECTION I I NTROD UC T I OI.I

Backqround

Historically, the Agricultural Finance Corporation
(afC) was conceived as a Government statutory board
under the tutelage of the Ministry of Agriculture
(MOA). Its purpose was to assist in the implementation
of agricultural development policies through the
provision of credit and farm services.

The AFC Act describes its functions as assisting "in
the development of agriculture and agricultural
industries by making loans to farmers, co-operative
societies, incorporated group representatives, private
companies, public bodies, loca1 authorities and other
persons engaged in agriculture or agricultural
industries". Tradit iona1ly, it has been the primary
source of term credit for agricultural investment.
AFCrs activities have, to date, been limited to lending
and advisory services related to lending; it does not
handle deposits or perform any related banking
f unct ions.

By virtue of its original mandat-e and the powers vested
i"n the Minister of egriculture under the AFC Act, the
corporation has had to play dual and often inherently
conflicting roles as executor of Government-designed
credit programs and as a financial institution. The
desire to satisfy agricultural development and social
objectives has led to a non-viable arrears and loan
repayment situation. This has hindered the development
of AFC as a self-sustaining agricultural credit
inst itut ion.

Problems faced by AFC

AFC has experienced rapid growth in its lending
activities over the last decade. However, because its
size and structure have not kept pace with the
increasing demands of its complex and evolving mandate,
AFC is facing serious financial and operational
pr oblems .

Because of unsatisfactory loan collections, AFC cannot
service its debt obligations and has had to curtail
drastically its lending operations for agricultural
development. Declining loan recovery rates indicate
that AFC has not been able to reduce hardcore arrears
on many of i.ts large-scale loans nor to improve the
quality of its seasonal crop credit operatlons.
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F.iC continues to lend at fixed interest rates, below
r,arket rates, and does not clrarge compound interest.
The non-compounding of interest is a disincentive for
timely loan repayment and will, we believe, result in
significant loss of income to AFC. The recent
write-offs of Guaranteed Minimum Return (Cun) and some
Seasonal Crop Credir ( SCC ) loans and restrictions
imposed by Government on foreclosure act ions may
further increase the problems and diff icult ies faced by
AFC in loan recovery.

R estructurinq

covernment of Kenya (cox) has decided to write-off
specified GMR/SCC loans to farmers; the Cereals and
Sugar Finance Corporation (csfc)and Treasury have also
agreed to write-off their outst-anding claims on AFC.
With these major changes in its financial position, and
because of the desire to overcome Lhe problems
described above, AFC has decided to undertake a
f i nancial, organisat ional and inst itut ional
restructuring.

The objective of the restructuring is to prepare an
action plan for rehabilitating AFC as a viable
agricultural sector financial intermediary. The focus
of the resLructuring is to strengthen AFCrs lending
procedures, streamline credit administration, and
improve profitability and the quality of AFCrs
portfolio.

As part of the restructuring, D€Ioitte Haskins & Sells
Management Consultant-s Lt d and Git-hongo and Associates
(Africa) Ltd were commissioned in November 1989 to
perform the financial restructuring. This report
describes the work done and recommendations on the
financial restructuring of the AFC.

Terms of Reference

The terms of reference (ron1, on which
was based, are detailed below. We have
report based on the major components of
sheet.

Lhe field work
structured our
the balance

of
that

We have, therefore, referenced below each element
the TOR to the section in which it is included so
easy cross reference may be made.
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2

3

4

i0

TERI'1S OF REFERENCE (TOR)

Examine and analyse the present
financial position of AFC and alI
its loan portfolio and analyse
details of repayment records and
outstanding balances ( to farmers )

for all the loan schemes.

Also examine the status of the
Seasonal Crop Credit Loans including
principal and interest and recommend
how these should be treated in the
restructured Balance Sheet.

Appraise the current system for
collecting outstanding amounts and
develop an improved mechanism for
such collect ion.

Examine and recommend improvements
to the systems of classifying and
hence classify all loans into
performing and non-performing so
that they may be treated separately
in the Balance Sheet.

Make an assessment of the Ievel
of provisions needed to eventually
leave the Corporation with an
adequately performing portfolio.

Examine the financial
giving details of:-

( a)

base of AFC

SECTION IN
WH ICH TIIE TOR
IS DEALT WITH

II

III

VIII

III

IV

I

I

I

I

I

!

Loans received from Government.
and other sources.

capital structure(b)

(c) Other obligations €.g. Tax and
recommend an appropriate
capital structure.

Recommend Loan funds that should
be converted to granLs or irredeemable
loans and loan f unds t-hat shoul d be
written off by the GovernmenL so that
the Corporat ion is lef t wit-h a capit al
that is represented by collectable
loans to farmers and other assets
that are effi.ciently productive.
Analyse other liabilities to the
Government that need to be converted
to grants e.!1. Tax liability and
advise on need for tax exemption.I

d
V, VI and VIf
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TE RMS OF REFERENCE

5

6

7

(a)

I

9

II

Examine and establ ish t itte to th
fixed assets of AFC and after the
have been professionally revalued
UV i.ndepen-dent valuers advise the
eic of Erre aPProPriate manner i-n

t-hey should be included in the
restructured Balance Sheet'

(TOR) ( Cont inued) SECTION IN
WH ICH THE TOR
IS DEALT WITH

VII ANd VTII

IX

e

v

Evaluate the effects of the recent
Cou"rnment decision to write off
ip""ified loans to farmers and
recommend:-

How these write
presented in the
Balance Sheet,

which

offs should be
restructured

VI

III

VII

v

(b) The leve1 of financial
requ i rements that wi I I
sustain corPorate viabilitY'

Examine and formulate a method of
impfementing the recent Government
Aelision to write off the Government
(TreasurY) and Cereals and Sugar
F i.nance CorPorat ion loans
( princiPal and interest ) and then
rlcommend how thi"s should be
presented in the restructured
Balance Sheet.

Taking into account alI the above
f,ivin6 regard to the imPortance of
restrrlctuied and revamped AFC make
any further recommendations as
appropr iate.

Considering all the recommendat-ions
on the above terms of reference
draw uP a Pract- ical Ptan o[ act ion
(Limetiurel giving indications of
who should miXe what decision and
take what action.

and
the
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The rest of

Sect ion I I

Section III

SecL ion IV

Sect ion V

this

I2

report is st ructured as follows:

Financial Position at 30th June 1989

Loans to Farmers

Provisions for Bad and Doubtful Loans

Loans to Agricultural Finance
Corporat ion

Other Balance Sheet Items

Capital Structure and Funding
Requirements

Recommendations on Procedures.

Restructured Balance Sheet and
Implementat ion

h

t

T
I

Section VI -

Section VII

SectiOn VIII

Sect ion Ix

Appen dices
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SECTION I I T.INAI'IC IAL POS ITIOII AT 3OTII JUNE I9B9

In this sect ion we provide an overview of AFCrs current
financial position. We briefly review overall
financial performance and consider lending operations
and loan recovery before examining the individual
components of the Balance Sheet in more detail in the
fol lowing sect ions .

F inancial Performance

Our review of the financial statements as at 30th June
1989 indicated the following:-

TotaI assets increased by KE6.2 m. (4t) from
L987/88 to K8145.6 m. This relatively small
increase, given a rate of inflation of about 10t,
is partly due to the write-off of some categories
of loans totalling KE.1,0.2 rl. following a Government
directive. The outstanding loan portfolio of
KEl23.1 rTr. ( which represents 85t of total assets )

includes interest accruals of KL26.4 fi.i of these
KL22.7 m. were in arrears.

Cash, bank balances and short term deposits were
KL24.2 m. compared to current Iiabilities
(excluding income tax) of KE2B.1 lTI. Current
liabilities mainly comprised accrued interest on
AFCts borrowing from Government and other sources.

The profit and loss account for 1988/89 shows a net
loss of K85.7 m. compared to a net profit of
K81.4 m. in 1987/88. This loss is mainly due to
the increase in doubtful debts provision resulting
from the write-off of farmersrloans of K810.2 m.
following a Government direct ive.

Our review of AFC's audited balance sheets and Profit
and loss accounts for the last five years and the
related rat ios indicates that AFC is currently not very
profitab'le, is almost wholly debt financed and has a

serious and increasing arrears problem. Loans do not
appear to be adequately provided for, since the bad
debts provision as a percentage of total loans has not
increased significantly as the arrears have risen.

Lendinq Operations L988 /89

The disbursement and collection of funds have both been
Iower than anticipated. During the financial year
L988/89 , f or example, AFC disbursed Kgl6.9 tTl. r
equivalent to 53t of its planned lending program. This
vras caused by collections being only 55t of the
projected levels. We discuss below and in Section VIII
the reasons tor the poor collection performance.



I
I
T

I
I
T

I
I
I
I
I
I
t
I
I
I
I
I

-ifglfEar-F5?6.r,



Ir
I
I
I
T

I
I
I
I

jI
r

iI
I
I
I
;

I

11

LoanS were evenly distributed between seaSonal crop
credits and longer term f inance. 49t of Loan
disbursements wis for seasonal crop credits (maize and
wheat); 51t for development and working capit'al Ioans'
compaieA to Lg87/88, a smaller share of loan
disbursements was made on small scale loans (maximum

"ire KE2500 ). SmalI scale lending accounted for
KE2.5 m. or t5t of AFC loans. In L987/88 they
accounted for 19t of total AFC lending'

Loan Recover

Recovery rates for large scale loans, small scale loans
and seaional crop credits Itave all declined over the
last three yeurs. The average recovery, rat-e has
declined from 41t in 1986/87 to 30t in L988/99. ID
contrast, AFCts annual plan for 1988/89 had set a

collection target of 57t of amounts due. seasonal crop
credit loans i; particular have had a signifi"cant
deteri.orati-on in collect ion perf ormance declining f rom

45t to 30t in three Years.

In 1989 /90, recoveries have been budgeted at KE43.2 m,

equivalent to 36t of total collectables (actual
cdffections in 1988/89 were KG.27.5 n. for AFC and
agency schemes). The recent write-offs of Gl4R/scc and
some otr,er AFC loans will have created expectations
amongst borrowers of further write-offs. This would
seri5usly hamper AFC's effort towards improving
co1 lect ions.

The following table shows the status of AFCrs loan
portfolio as at 30th June 1989:-

Table 1. Analysis of loans and arrears by scheme

Small SCC TotalLarge
scale scale

Total portfolio
(KE million)

As percent-age of
tot al

Arrears
(xe mi.llion)

As percentage of
Portfol.i,o

68.5 24.4 30.2 123.1

55r 20r 25r 100.0t

2L.3 ll.7 23.9 56.9

r
ir
I
t

31r 48r 79* 46.0t
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The highest concentration of arrears is in the seasonal
crop ciedir-s granted by AFC from 1985 when the SCC

len-ding was t aken over by AFC as pr i nc ipal ; pr ior to
1985 iI had administered the schemes as agent. The

unsatisfactory performance of this operation is the
iesuft of bad-l'oan evaluation, inadequate suPervision
and follow-up, insufficient collateral and the granting
of f .urther l0ans to def aulters. AFC has taken measures
to remedy some of the deficiencies in the current scc
operations and has greatty reduced the amount allocated
for such loans.

The Iarge-scale loans are also likely to cause
difficulty aIt-hough arrears only consti.tute 31t of the
total Ioans. in"6" include long-term loans for land
purchase ( up to 15 years ) and medium-term development
ioun". A lirge porl ion of the loans vras made to
influential n5rrowers who make up a large Proportigl of
the chronic defaulters. It is likely, therefore, that
the arrears are composed of a hardcore of delinquenL
loans on which the tixelihood of repayment is low.

Although the small-scale loans portfolio has arrears of
48g it- is our impression that AFC does not face major
losses in the poitfolio. As the scale of lending has
been greatly reduced, branch staff could devote more
time ind efforts to loan recovery follow-up and raise
loan recover ies.

For all categories of loans, the capability of AFc to
collect loans and arrears is tikely to be severely
constrainedbyreStrictionsplacedon.itsrightto
realise security. This is discussed below and in
Section IV following.

Factors cont r ibut inq to AFCrs poor col lect ion
performance

We believe that [he following
been the main contr ibuLors to
performance:

(a)

factors have in the Past
AFC I s Poor collect ion

The inadequate enforcement of the established
collection and foreclosure procedures due
mainly to reasons which are beyond AFCrs
control. This has led to a lax attitude
towards rePayment by borrowers. W€ believe
that Lhis fras been Ine main factor contributing
to AFCrs poor collection performance.
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(b)

(c)

(d)

Poor performance of specialised lending schemes
which the AFC has been required to administer.
This can be traced to a number of factors, many

ofwhichhavethei'rorigininthecomplicated
dEsi.gn and management arrangements established
by c6vernment, ind problems in t'he related
input supply and crop marketing systems'

The high risks in agricultural investments due

mainly-to natural calamities or freak weather.
Whenever any of these events have occurred,
crop failure has resulted, and this has
aAvlrsely affected the borrowerrs repayment
cipacity and hence AFCrs collection performance.

The Government objective of self-sufficiency in
iooa production has led to the AFc financing
smafl scale farmers intending to grow maize or
whea[ on holdings of at least 5 acreas each'
Being a parasta[al and given this government
onj"6tiui, the AFC cannot select premiun
clientele.

Lending to these small scale holders has
resulted in problems which have affected
collection performance: smallholders have a

tendency to misuse or misapply funds and are
very vuinerable to the vagaries of weather'
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SECTION I I I LOANS TO FARMERS

Loans Classif icat ion

We were asked to examine and recommend improvements to
the systems of classifying and hence classify all loans
into performing and non-performing so that they may be
treated separately in the balance sheet. We describe
our findings be1ow.

Appraisal of the Current Classif ication Syst'em

AFC classifies loans as doubtful (non-pe:' tming) if
ttre loan satisfies AFCts criteria. A 1i ng of these
cri beria is attached as Appendix D. Ttr :view is
undertalten at brattclt level and deLails identified
doubtful debts are passed to head office ia the area
and regional offices. Loans not classifi=d as doubtful
loans are assumed to be good (performing) loans.

In our opinion, the current. classification system is
unsat isiactory. The criteria used in classifying loans
as doubtful are inappropriate since Lhey are indicative
of loans that have gone bad rather than those which are
doubtful. For example, Ioans are classified as
doubtful if they have arrears of over two years and
have had no repayments over that period ri)r if the loan
is unsecured and the borrower cannot be raced. Given
the circumstances, such loans should be .:lassified as
bad rather than doubtful.

There are also too many procedures to be followed
bel:ore t-lie classification of doubtful loans is
approved. The doubtful loans are identified by branch
personnel, reviewed and ratified by t-he branch, area
and regional arrears committees, b€fore beir-: approved
by the Head Off ice arrears committee. A l
therefore, has to satisfy rather stringenr i teria and
must pass through a lengthy procedural cha. ,refore it
is even classif ied as doubtful. l.le suggest that this
creabes a disposition not favourable to loan provision;
loans will, by default, be categori.sed as performing
until they are specifically identified from this
process.
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In contrast, we suggest that a more critical process
might be adopted whereby there is a more favourable
disposition toward making provisions. This is more
consistent with the generally accepted accounting
principle of prudence. We recommend, therefore, that
AFC classifies loans as doubtful where:

(a) there are arrears of more than 6 months; and

(b) the
(i)

loan fails to satisfY one
to (iv) be1ow.

of the criteria

(i) the borrower is now repaying regularly
(say, at least every three months or in
accordance with an agreed schedule of
loan repayments) with a resulting
decline in arrears;

(ii) the farmer or project to whom money has
been lent is operating profiLably and
thus demonstrates the capaciLy to repaf;

(iii ) the borrower or guarantor has other
sources of income or capital from which
repayment might be made and has
indicated his willingness to rePay the
loan from these sourcesi and

( iv) the security on the loan is without
defect, is capable of being realised,
and has a market va1ue, which after
costs of realisation, is adequate to
cover the outstanding debt.

with this approach there will be a favourable
disposition toward providing for loans on which there
are arrears of more than six months unless there is
positive evidence of recoverability as demonstrated in
the criteria.
Six months arrears has been chosen as an appropriaLe
period because we believe it is adequate to cover any
reasonable payment delays. Such delays could happen
due to delays of payment by the marketing agencies such
as KGGCU. Commercial financial institutions begin
foreclosure proceedings when payment is three months in
arrears. Given this, a period of six months for AFC
does not seem unreasonable. Information on loans
arrears can easily be obtained on a monthly basis from
LAS.
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Because of the deficiencies in the current
classif icat ion system, we beI ieve that AFC has not
adequately classified aII loans into performing and
non--perfoiming (bad and doubtful) categories. we

recommend that AFC undertakes a case-by-case
classification review for alI loans with arrears
exceeding six months. This is a major exercise which
would requi re the commitment of substant iaI resources
by AFC.

For example, if the number of Ioans with arrears
exceeding six months is 40r000, and each loan took an
AEC officer half a day to classify, then the man effort
needed is abou1. 77 man years. With fifty branches and
two loan officers at each branch working on the
classification full time, the exercise could be
completed in nine months. Because of the large
commitment of resources needed to perform the
case-by-case classif ication of loansr w€ suggest t!1!
the ex-ercise be planned and controlled from Head Office.

Classification of Loans as at 30th June 1989

In the absence of the case-by-case reviews of loansr W€

classified l0ans as at 30th June 1989 based on the
analysis of arrears. The Loans were classified into
perf -orming 

( good loans) ancl non-perf orming ( doubtf u1.
and bad loans) categories. Good loans are those with
tittle or no arrears i.e. arrears of 6 mont-hs or 1esS,
white doubtful and bad loans are those with significant
arrears. FuIl or partial provision should be made
against doubtful loans; bad Ioans should be written
off.
The arrears anaJ.ysis vras obtained from LAS and
reconciled to the accounts as at 30th June 1989. A

summary of these analyses is shown at Appendix C. The
only bad loans which we specifically identified were
thoie on which AFC has already made a specific
provision. These loans were classified as doubtful
using the current classification system, which we
believe is more appropriate to identifying bad 1oans.
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Using data for loans with arrears of over six months
obtained from t.he arrears analyses, AFC loan portfol io
details from AFC accounts and Agency loan portfolio
details from Agency accounts, we classified loans aS at
30th June 1989 as follows:-

Tabl e 2z The Class i f icat ion of [,oans for AFc and A en
SC emes

AFC AGENCY TOTAL
LOANS LOANS LOANS

KE_

48,414r028

92,486r864

13r056r609

Good

Doubtful

Bad

KE

48,414r028

6lr649,645

13r056r609

KE

30,837 ,219

L23,L20,282 30r837,2L9 153r957r501

Seasonal Crop Credit Loans

we were required to examine
Crop Credit Loans including
recommend how these should
rest ructured balance sheet.

the status of the Seasonal
principal and interest and

be treated in the

aackg round

The Seasonal Crop Credit Scheme ( SCC ) is one of the
largest current Government-funded specialized credit
schemes. It is directed at financing commercial maize
ancl wheat production and is one of the Government's
major programs in support of food self-sufficiency
objectives. It was introduced in 1980 to replace the
financially troubled Guaranteed Minimum Return Scheme
(GMR). Like Gl,lR, t-he SCC operated as a Government
scheme with AFC as agent. Since 1985 AFC has been
operating the scheme as principal.

In the financial year f988/89, the GovernmenL directed
that all cMR and 1984 SCC loans be written off. These
amounts vrere deemed to be irrecoverable because of the
1984 drought for the SCC loansr dod because of Lhe poor
collection performance from GMR Schemes which contai.ned
unsecured loans. The SCC loans for the period 1980/8f
to L983/84, which have not been wri-tten off , are
accounted for in separate financial statements: the
GMR/Agency Scheme accounts. SCC loans from L985/86
onwards have been accounted for within AFCrs own
financial statements.
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Status

The balances outstanding of the SCC loans,
June 1989, are as follows:-

Agency
KE

Amounts not Yet due
PrinciPal arrears
Int.erest arrears

r3r565rI48
L7 ,272,07 I

as at.30th

AFC
KE

6r353r817
L7 ,539 r 968

6, 339 ,502

!
TII 30,837,2I9 30,233,287

rrtt
I
t
trrr
T

AI
th
rh
sh
75

I the Agency loans are unsecured and were given in
e financial years lgBo/81 to 1983/84. The status of
e AFC princi-pal scc loans as at 30th June 1989 is
own in the tiUfe below. For no year, has more than
t of amount due been collected. The likelihOOd Of

collecting amounts due from some of these loans,
particuluify those dat ing back to f985 and 1986 must be-doubted. 

We cons i der t iris in more detail in Sectlon fV.

;
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presentat ion in the rest ructured balance sheet

The AFC PrinciPaI SCC loans should
restructured balance sheet separate
and analYsed on a scheme bY scheme
cur rent Pract ice.

FortheAgencySCCloansrwhereAFCactsasanagentof
the Government, we recommend that Lhe Agency
arrangement ""u""s 

and that AFC acts as principal' The

reasons for this recommendation are:-

(a)ThecollectionofthesignificantarrearS
exist-ingi.ntheschemeswillbeimprovedwith
the appiication of the collection procedures
usea on AFC principal loans' Currently when an

Agency loan 1s in default AFC refers the case
to tha Attorney Generalrs office where it may

not be acted upon as promptly as AFC would'

be presented in the
from other loans

basis as is the

b'or $CC trorrowaEs who have ot-her AFC loans,
may be able to use securities on those loans
selure SCC agency loans which are currently
unsecured. This would reduce the risk of
losses on the Ioans. However, this can only
done with the issue of new securities
documer:tation which requires the consent of
borrower.

( b)

(c)

(d)

AFC
to

be

the

-lilc has acted as principal on al1 SCC loans
since 1SiB5. Theref ore, the convers ion of the
earlier SCC agency loans to a principal basis
will be consiitent with current practice'

AFC has been using collections from the Agency
loans to finance further lending to farmers
instead of remitting them to Government' If
the agency arrangement were to continue, AFC

vrould eventually be required to remit these
funds to Government. With the ending of the
Agency, AFC can use the collected funds and any
fiturE- collect ions to finance furbher lending
to farmers. This wilI aid agricultural
development.

Wit-h AFC taking over as principal, one
restructuring adjustments will be the
the Agency and AFC's accounts which is
Appendix H.

Provisions for bad and doubtful debts on sCC

considered with provisions on other loans i-n

of the
amalgamation of

shown at

loans are
Section IV.
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Government Directed Loan Wr ite-offs

During the financial year I9B8/89t Government approved
and directed AFC to write-off certain loans to
f armers. These loans v'rere considered irrecoverable;
the total amount to be written off was estimated to be

KE41 m. We were requested (TOR 6(a)) to recommend the
manner in which the write-offs should be presented in
the rest ructured balance sheet.

AFC accounted for the relevant 10an amounts in the
following manner in the accounts for the \ ear ended
30th June 1989:

KE

AFC loans written off against
bad debt provisions PreviouslY
made:

Large Scale
Smal I Scale
Seasonal CroP Credit

3, 850 r 536

AFC ranch loans which vJere
ful1y provided for 6 ,048 ,225

llMRi'SCC Ioans which were
written otf in the Profit and
loss account in full:

GMR
SCC

Tot a1

The above write-offs and provisions
reduced the balance carried forward

have effecti.vely
in general reserves.

2,558,162
1 6, 099

L,27 6 ,27 5

24 , L4L ,7 45
6,77 3,22L

30r914r966

40r813,727
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Under the proposed restructuringr w€ suggest that a

Capitat Fund be created against which aIl restructuring
adjustments will be made. The balance in it after the
restructuring wiIl form the fixed capital of AFC. As a
restructuring adjustment, we will recommend that the
deficit in the general reserves be transferred to
Capital Fund. By doing thisr w€ will have ensured that
the Government directed loan write-offs, have been
adjusted for in the appropriate manner ( i.e. written
off to Capital Fund).

The At'C ranch loans wtrich were
should have been written off.
be written off (see adjustment

fully provided for
We recommend that they
2 in Appendix c).
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SECTIOII IV PROV IS ION FOR BAD AND DOUBTFUL LOAIIS

Review of Arrears and Security

Introduct ion

The assessment of Provision
depends on the likelihood of
turn depends on two factors:

for bad and doubtful loans
loan repayment which in

(a)

(b)

whether the borrower is willing and able to
repay the loan in accordance with the loan
agreement; and

i-f the borrower is unwilling or unable to make
the loan repayments, whether the value of the
securit.y is sufficient to cover the outstanding
debt- and whether the security can be realised.

We structured our approach around these factors.

For loans on which debt is being properly serviced
( category ( a) above) r there seems litt1e risk of
default based on currenL evidence of repayment. For
loans on which the debt is not being properly serviced
(category (b)), there is a need to assess Lhe adequacy
of security to cover the loan outstanding. It is on
this latter category, which contains Loans whose
recoverability is most uncertain, that we have focussed
mo.st of our effort.

Firstly we assessed the arrears positions on loans.
Tl',ose whtch are being repaid on a current basis we
considered to be well performing. Then, for those
loans which are noL being repaid, which represents a
majority of the portfoll"o, we assessed the adequacy of
security as a basis for provisioning by examining the
current value of. security, the enforceabiltty of
securityr dhd by reviewing the status of security on a
sample of 100 1oans. These procedures are outli,ned in
the following sections.
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Arrears analYSis

We undertook an analysis of the arrears posit ion on aII
loans outstanding as at 30th June 1989 extracted from
LAS. The analysis enabled us to separate performing
loans (arrears of less than six months) from
non-performing loans (arrears of more than six
montfis). The results of the arrears analysis
(excluding Agency loans) have been summarised and shown
in AppenOlcei B lnd C. The value of performing and
non-performing loans is as follows:

Table 4 Analysis of Performi ng and Non -Performinq Loans

Non-performing loans AFC
Ag encY

KE

7 4,7 o6 ,254
30, 837 ,2L9

Performing loans

105r543,473

48,414r028

Total loan port fol io ( erc + Agency ) f53r 957 r 501

Loans sarnPle work

We augmented the arrears analysis with more detailed work
to Oe[ermine the extent to which security is adequate to
cover the outstanding debt. We understood bhat AFC had
appropriaLe procedures to ensure that loans were
aalqultely secured and we selected a sample of 100 loans
for detailed examination so that we could confirm this.
Once the general adequacy of security had been
established, we could make loan provislons on the basis
that delinquent loans could be recovered by realising
security.
The 100 loans were selected using a stratified selection
design which involved placing loans with similar
charlcteristics ( schemer drrears posit ion, size and
location) i.n groups and selecting individual loans
judgementally from these groups. Stratifi.cation ensures
ifral every g roup is represented i-n the select ion and is,
therefore, an excellent way of generating a represenbative
sample. dur selection was deliberately biased towards
large loans to ensure coverage of a large Proportion of
the total loans by value. Although we selected only 0.1t
of the total number of loans, they represented I2t of the
total loans by value as at 30th June 1989.
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table 5: Status of Securit y for SamPle of 100 Loans

SEASOI.IAL CROP

LARG SCALE SMALL SCALE CREDIT TCrIAL

Number Value Number Value Number Value Number Value
of loans (K8000) of loans (KE000) of loans (KE000) of loans (KE000)

Security type

Land and moveable
asseLs 29 I,647 ll 64 25 997 65 81708

Moveable assets
only

Legal und:rtaking (*)

Unsecured

Loans waived after
year-end ( rarrch
loans )

Total loans
examined

Loans not examined
because files
could not be found

38

723 15

429

38 8,799 13 79

8,799 13 79 49

429

47 4,858 98 131736

2 47r 2 471

5,329 t4,207

25

16

4

2

2,547

383

931

2,547

383

1r669

16

4

9

4.{

T
100

(*) - f,egal undertakings have been used as security for some SCC loans. Ihese
pnlertakings are given by borrowers when they obtain AFC loans and do not have

legal titl; to land. the borrov,er then gives AFC an undertaking that wtren title
pj""" to him, he would pass on the relevant documentation to AFC as security.
iio*u"., legal undertaki-ng" are not enforceable security and we thus treat all
loans with lega1 undertakings as unsecured.
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s]e reviewed t-he files for each of the I00 loans
selected in order to assess the adequacy of security.
This did not include a review of the legaI

"nrorceabitity 
of security, which is considered below,

but was intended to establish the suitability of the
assets charged. The results of this are summarised in
Table 5.

The analysis suggests that large scale loans are
generally well iecured; 87t by value.are secured and
iana usuitty forms pari of the security. Of the five
unsecured loans, three relate to ranches which have no

title deeds to issue as security since they have not
been surveyed; tvJo loans are unsecured because the
security his been realised and the proceeds did not
cover the loan outstanding. The ranch Ioans waived
after year-end are part of the loans which AFC was

directed to write-off by Government. At 'ear-end, the
loans were fully provided for. our treat,,r€rt of these
foJ"u, which weie-written off for restructuring
purpose.s, is det ai 1ed in Sect ion r I I.

The small scale loans also appear to be well secured;
8tt by value are secured and land usually forms Par! of
the "6"urity. 

However, we excluded Scheme 8 loans from
;;; sample 

-be"au"e alI such loans are unsecured. The
general adequacy of security on small scale loans may

be overstateci, therefore, by this analysis' we

censjider Scheme I loans separately in our
recommendat.ions on provisioning.

There are no (-.)mmon characterist ics f or the two
unsecured sffi, scale Ioans in our sample. They
Lo be unsecu r due to lapses in t.he appl i cat' ion
security procetiqf€s when the loan was disbursed.

The sample results suggest that a substantial
proportion of SCC loans are secured on moveable assets
onfi. fn many cases these consist of motor vehicles,
some of which are very old, and are declining i'n
value. We found some secured vehicles wit'h
registration numbers like KBC 545, KBU 129 and KDH 649
which have not had road licence renewals for many
years. These cars, if existing, are very old and
irnlikely to be in working order. Clearly they provide
unsatisiactory security. l,le were also advised by
officers of AFC that when realising security, mosL

moveable assets cannot be found.

Because of the inadequacy of moveable assets as good
security we regarded all such loans as being
unsecured. civen this, the sample indicates that the
secured SCC loans ( those secured on land together with
moveable assets) constitute only 2lt in value of the
total loans outstanding.

apPear
of
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Adequacy of the value of securitY

we examined the extent to which the realisation of
security would cover outstanding debt !ot the sample
100 loans. For this work, the value of the security
was based on the security valuations by AFC field
officers undertaken at t-he time the loan is approved.

table 6: AnalYsis of AFC SecuritY Valuations

Seasona I
Crop
eiedit Total

Number of loans
exami ned 3B 13 47 98

Number of secured
loans 29 11 41 81

of

Smal1
ScaTe

La rge
ScaTe

Number of secured
loans with a securitY
valuat ion rnade when
the loart vias g iven

Number of secured
loans with a securitY
valuation exceeding
the value of the
outstanding l"oan

1B 36 61

t0 5 22 37

The sample used consists of Joans which are
significantly in arrears. Since the arrearS have been
built up over the years, our conclusions on the
adequacy of procedures, based on the results as
indicated on Table 6, relates mainly to those
procednres in force more than three years ago.
application of the current documented procedures should
enlure that the value of security is adequate, although
we have not had opportunity to verify this because more
recent loans tend not to be significantly in arrears
and, therefore, did not form part of our sample.

The results of our analysis (table 6) suggests that AFC
field officers have previously not valued securities
for alt loans since of 81 secured loans only 61 (75t)
have Security valuations. Correspondence on loan files
also indicates that the field officers do not use
uniform valuation procedures. For land securities, AFC
field officers performed the valuation; for motor
vehicles and other moveable assets, the borrower
indicated the valuation and submitted it to AFC who
inspected the asset and checked that its valuation
seemed appropr iate.

7



I
I
I
I
t
I
I
I
I
I
I
I
J.

l,

l"

l,

l,

l,

l:

l;

l,



I
I

t
I
I
r

3I

we had intended that the review of security would
confirm the suitability of using AFC valuation records
to establ ish the extent to which security did not cover
the outstanding Ioan. HoweVer, because of the absence
of proper valuations and the incompleteness of
val-uat- ions f or the select ed loans r W€ conclude that we

cannot use the internal valuations in any meaningful
manner for our provisions work. Of 98 loans we

examined, 37, tittte more than a third, had security
which covered the outstanding loan, assuming that the
valuation is appropriately stated. we examine the
suitabitity of-lecurity valuation Procedures in the
next secLion.

The Review of Security Valuation Procedures

As previously indicated, the valuation of securities is
Oone internally by AFC field offi.cers. To determine
whether securiEy was appropriately valued at the time
the loan was mader W€ reviewed the procedures followed
in security valuation by AFC field officers. The aim
,:f the review was to ensu re that the Procedures
:,o11owed enable AFC to arrive at adequate security
valuations and that there are no def iciencies in the
valuation procedures t or Ehe resulting valuations,
which nighl irrriicat'e that security was inadequate at
t:lre time the loan was made.

The work was undertaken by Tysons Limited and is
de tbed more fu1ly in section vIII. This included
il luation of I7 land securities which were compared
wi r..c valuations at the time the loan was mader and
with the current outstanding loan amount. We summarise
the resul ts in Tat^rle 7 below.

Tabte 7z Analvsis of External Secu r i ty VaIuat ions

Seasonal
Large
Scale

Small
Scafe

Crop
Credit Total

Number of properties
( land) which were valued

Number of selected
loans whose land
security was valued( *)

Number of loans where
Tyson's valuation is
less than AFC valuat ion

Number of loans where
security valuation is
less than the value
of outstanding loans

Some loans were secured
consequentlY, the number
were undertaken is less
complete d.

l0 L7

9 L2

3

4 5

on more than one PIot of land;
of loans on which valuations

than t-he number of valuations

7

3

3

I

( *)
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The analysis suggests some cause for concern regarding
AFCt s security valuat ions. of the 9 SCC loans whose
land security was valued, 3 had previous AFC valuaLions
which were higher than the current Tysons valuations.
Given the rising value of Iand this suggest that AFC
officers may have overvalued the land at the time the
loan was made.

Of the 12 loans whose land securiLy was valued, 5 had
security valuations which were less than the
outstanding loans. Each of the 5 loans were in arrears
and a significanL portion of t-heir outstanding amounts
were i.nterest arrears. This suggests that generally,
for loans which are significantly in arrears (and thus
have major inferest arrears), t.he security value may be
inadequate to cover the oubstanding loan amounts.

The Iegal review of security documentation procedures

To determine whet.her the loans are properly secured on
the basis of the loan documentation, we undertook a
review of the procedures followed by AFC in obtaining
security. I'his fncluded the review of 17 loan files.
The purpose of the rcview was to ident-ify any defects
in procedures and their applicat.ions which might have
an impact on AFCrs security as a whole. This work was
carried out by Kaplan & Stratton, Advocates.

In the time available Kaplan were able to identify only
material factors that would affect the value of the
Ioan. They do not provide an unquald.fied opinion on
the ualidity or enforceability of all the documents
rrnder review as this would require a more in-depth
study., !towever, their ident-ification of cases where
security was secured enabled us to conclude overall on
the adequacy of procedures. The work and
recommendaEions arising are described i.n more detai.l in
Section VfII.
The loan f iles which they examined related to laons
which were significantly in arrears and which,
therefore, were disbursed more than three years ago.
Kaplanrs fi.ndings therefore, are based on their
examination of procedures which were in force at the
td.rne. When foIlowed, t-he current documented procedures
should be adequate to ensure that loans are properly
secured on the basis of the loan documentation.

fn summary Kaplanrs findings suggest that due to past
flaws in security documentation proceduresr ds many as
one half of alI loans previously regarded as secured
could be unsecured. It also indicates that past flaws
in procedures are especially significant for SCC loans
where all of the seven loans that were inspected had
defects in security.
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l,le have i dent if ied many instances where AFC was

experiencing major difficulties in realising Ioan

"eiurities 
when borro!.rers defaulted. Many of the

difficult ies were caused by factors beyond AFC I s

control since they are based on Government directives.
WhiIst there are good reasons why such directives are
made, they nonetheless impose severe restrictions on

AFCts aUiiity to operate as a self sustaining lending
agency.

The issue of the realisability of security is very
i*portant in assessing loans provisionsi security which
is not realisable is worthless and cannot be considered
in determining provisions. The level of provisions,
therefore, Ueing based purely on an assessment of loan
i"piy*"nti witl be higher than in cases vrhere security
.an Ue realised. Eurther, it. is like1y that as
borrowers begin to observe that AFC is not able to
realise security, the level of repayments will fa1l.

33

Recomm endat-ions on Provisions

Base d
dr awn

on ou r analys is of arrears and securit-y we have
the following conclusions:

The ntajority of loans, about two-thirds, are
non-performing in that arrears of rePayment are
6 months or greater.

Security seems inappropriate in that seasonal
crop credit loans are often charged on moveable
assets only an inferior form of securit'y. A

numL:er of Ioans are also unsecured. About one
third of the loans examined had no or
i.nappropriate securitY.

Internal valuations of security do not support
loans outstanding. This is mainly due to the
substanti.al interest arrears which have accrued
since the valuation was done; at the time of
disbursement security value may have been
adequate to cover the princi-pal loans and a

reasonable allowance for accrued interest.
However, ln many cases the non-servicing of
debt has lead to arrears of principal and
accrual of interest to a greater degree than
would have seemed reasonable at the time of
approval. As a consequence, only in about one
tntrd of cases did the internal valuation cover
the loan now outstanding. Tysonrs valuations
of security reinforced this conclusion.

The review of the sample security documentat-ion
by Kaplan and Stratton suggested [hat security
obtai.ned on old loans is faulty in many cases.
Half of the loans reviewed had security defects.

(a)

(b)

(c)

(d)
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Security is difficult to realise
cases. Government is reluctant
land sold to PaY off loans, and
limits AFCrs abilitY to recover
case of non-rePaYment.

in many
to see farmersl
this severely
debts in the

BeCauSe of these factors we have been unable to place
reliance on security aS a means of lOan recovery. In
undertaking our provisioning work, therefore, v"e are
obliged to look primarily at repayment rates as a means
of aisessing loan recoverability. Our recommendat lons
on provisions are thus based purely on arrears analysis.

The arrears analysis (Tab1e 4) identified performing
loans of KE48.4 Irr and non-perf orming loans of
KE1O5.5 6. Perf orming loans are those v'rhoSe arrears of
payments are small irt relation to the amount of loan
buistanding i.e. with arrears of less than six months.
There would appear fo be no need to make Provision
against such loans stnce tliere is no evidence to
suggest that t hey are i r recove rable.

Non-performing loans are those where the level of
arrears compared to the loan outstanding is
significant. To assess the recoverability of such
l.oinsr w€ nr:uld normally wish to examine the value of
the .l.oan security. However, based on our previous
r;rork, recoverability of loan against security generally
see^,irs r.rr,I i kely and we propose that f ull provision be
iriad€: c,tt f,l:e:Se loans unless there is strong eVidenCe of
reco\rerahilit'y to the contrarY.

To assess recoverability, we computed recovery rates on
a scheme by scheme basis using the data in the
accounts. We have defined recovery rate as the
percentage of amounts due which are repaid in the
year. A recovery rate of, sdYr 30$ shows that AFC has
LoIlected 30t of arrears and amounts falling due during
that year. The rate can also be interpreted to imply
that 30t of the borrowers (by value) are able and
willing to repay their outstanding amounts. Thus 30t
of the relevant amounts show evidence of recoverability.

T[e recommended provisions have been based on recovery
rates for each scheme achieved in L98B/89. The
calculations are included at Appendix F. A summary of
the provisions is shown in Table B below. We recommend
that- addit i.onal provisions on loans to f armers
totalling KE72.8m. be made and the expense be charged
against Capital Fund (adjustment 1, appendix G).

It should be noted that of the total recommended
provisions of K885.8m.1 KEl5.8m. 'is made against
amounts not yet due relating to the non-performing
Ioans. The totat of these amounts not yet due is
KE22.4m. If AFC t s col lect i-on procedures become more
effective in fut-ure, then the collectability of these
amounts might cease being doubtful. This would result
in a wri.teback of provis ion.
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Table 8: SummarY of Loan Provisrons

Recommended Ex ist ing Addi t iona I
Provisions Provisions Provisions

Loan Type

Large Scale

Smal 1 Scale

scc

KE

26,001 r 699

1r,931,185

18,928,481

56r 86.1r 365

29,986r 986

AFC

Kg

I1r518r520

1rl98rl68

339,92L

13,056r 609

Kg

14,483, 179

L0r733r017

18,588r560

43r 804 ,756

28,985,986

The recommended provisions as a percentage of the total loan
portfolio as at 30th June f989 are as follotrs:

ToLal for AF C

Agency SCC

Loan PorLfolio

Recommended provision

Percentage ( t )

g5rg48r35l 13r056,609 72,79L,742

TOTAL
KE 000

r23, L20

56, B6 I

4 6r

AGENCY
Ke06o-

30r837

28,987

94r

KE,OOO

153r957

85 r 848

56t
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T,OANS TO AGRIC ULTURAL F INANCE CORPORATIOII

In this Section vt'e consider the restructuring treatment
of long term loans and related accrued interest, given
to AFC and the GMR,/SCC Agency by Government and other
finaneiers. The amounts outstanding for these loans aS
at 30th June l9B9 are as follows:

Table 9 Analysis of Loan F inance

In AFCrs accounts:

rrredeemable Ioans

Redeemable loans

AFC SCC lOANS

}Ie cons i de r
considering

Pr incipal
Loan
6IEtandins
30-6-89

KE

14rr74,606

54 ,098,472

L7 ,900 r 000

Acc rue d
Interest
Outs tanding
30-6-89

KE

2,054,566

10r805r863

8r 805 t694

86,173,0r8 21r666,L23

In GMR/SCC AgencY
Accounts:

Advances for GMR,/SCC 36,415r450 55r154r633

r22,588r468 76,820,756

the status of each of the loans before
their treatment within AFCrs balance sheet.
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Irredeemable loans

This fund is made up of various loans totalling
KE4m which were taken over from the former Land and
Agricultural Bank in 1969r dDd KEI0m advanced through
IDA Credit 692 KE. AFC is not required to repay the
principal sum, but annual tnterest is payable although
none has been repaid since 1984. Details of the
amounts are as follows:

Table 10 : Analysis of rrredeemable Loans

Dono r Pr incipal Accrue d
Loan
Outstanding

Interest
0utstanding

30-6-89 30-6-8 9

KE KE,

Minist r ies of F inance
and Agriculture

r.D.A. 692 KE

4 r oo5 r ooo
10r169r606

1r036 r992
1r017 r574

14, r7 4,606 2,054r566

Redeemable [,oans

These are funds that have been advanced to AFC by the
Government through annual Budgetary provisions and
funds provided bry specific loan agreemenbs from both
the Governmerrt-- and external financiers.
A breakdown of these amounts is shown in Table 11 below.
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Table I I Analvsis of Redeemable Loans

L oan oesiqnal ion Principal Accrued
Loan Interest
Outstanding Outstanding
30-6-89 30-6-89

KE KE

Governmenf Financed Loans

Land Purchase & DeveloPment
AFC Small Scale
AFC Credit 4

Pineapple Loans

TotaI Governnenf Financed
Loans

Externally Financed Loans

KFl.l Smal
ID
ID
ID
ID
ID
ID ]43 KE
IBRD I995 NE

Total External Iy F inanced
Loans

Total Redeemable Loans

If t he Corporat i"on repay
schedules, t-hese loans w

This means, in effect, t
wiI1 have reduced by KE5
obtained. We assess the
AFC in Section VIf .

37 ,922 ,7 3 r 7 ,059 ,443

54, 09 I ,412 10, 805, 86 3

in line with Lhe repayment
I be repaid by the year 20L2.
t the AFCrs financial base
lm. unless further funds are
onger term financing needs of

A1
A3
AI
A4
A5
A1

05
44
29
77
3't

ScaIeI
KE
KE
KE
Li
KE

L ivest ock
vestock
G.F.R.

I ,95 5, 410
81Ir798

7 ,386,023
22 ,450

.1,6,175,681

56r,241
698r 688
359 ,147
591r805
546 ,625
1l1r68l
793,63',7
?59,907

1,509,046
158r494

2,078r880

3,746,420

100,238
722,L70
125 r 600
28 4 ,857
877,684
449,056
268,228

4,831r610

2
1

5
3

23,

s
il
ha
4.
I

Loans for Principal Seasonal Crop Credit

These are the amounts that hav
AFC by the Government through
F inance Corporat ion ( CSFC ) , fo
financing the seasonal crop cr
became principal for the schem

een advanced to the
Cereals and Sugar

he purpose of
t from 1985 when AFC

eb
the
rt
edi
€.
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Thes e

Table

amounts were a dva nce d

of Loans

as follows:

for SeasonalL2z Ana Ivs i s Crop Credit

Date of Advance

21.I.85
12.6.85
18.6.85
19.6.85
19.8.8s
30.6.86
23.9.86
31 . 12 ,86
11.12.87

Totai Advances

Amount advanced
KE'OOO

3r000
2 r 500
1r500
l r 0o0
2 r 000
5 r 000
1r 000
1r 000

900

t7r9oo

Ithere are no specif ic agreements on these advances
regarriing repaymetrt terms or interest rate charge.
nowever, t-he CSFC accrues interest on them at the rate
of 13.59 p.a. AFC on the other hand advances loans to
farmers unOer this scheme at the interest rate of l4t
p.d.; an interest rate spread of only 0.5t p.-1. The
interest accrued on these loans as at 30th June 1989 is
Kg8rB05r694.

Advance.s f or GllR arrd Aqency seasonal Crop Credit

Advances for GMR and Agency Seasonal Crop Credit are
amounts advanced by Government for on-lending to
farmers by AFC as agent. The amounts are not accounted
for in AFC's financial statements because Lhey are not
regarded as part of the funds of the Corporation, but
as agency funds being admini-stered by AFC on behalf of
the Government. AFCrs own indebtedness to GOK,
however, is shown correctly as a current 1d-ability i-n
the balance sheet (KE13.2m. at 30th June 1989).
Si-mi1arIy, the GMR and Agency Seasonal Crop Credil
portfolio is not treated as part of AFCrs assets in the
financial statements.

Details of the amounts outstanding as at 30th June 1989
are as follows:
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l3: AnalYsis of Advances for Gl4R and Aq ency SCC

Hl
T
lr
Ir

TabIe

I

t

Loans

Loan
TVPE

GMR
GMR
GMR
SCC
SCC
SCC
SCC

(a)

Scheme Lender

20
2L
2B
22
23
24
25

CSt}C
CSF C

14IN ISTRY OF AGRICULTURE
CSFC
CSF C
CSFC
CSFC

Amou n t
KE

64 r 314
5rg33r2r3
1r617,L34

,340 ,789
,460r000
,080,604
,9L9 r396

36,415,450

14
5
I
7

The accrued interest outstanding on the above loans aS

at 30th June 1989 is KE53,216,964. There is also
addilional accrued interest payable to the Ministry of
egriculture of K8 1r 937 ,669 which relates to advances
w[i"n have been previously repai.d. The total accrued
interest outstan-iling, therefore, is KE55,154,633'

We held discussions with the relevant officials in the
Treasury ( i nclu di ng csFC ) and the Minist ries of
agric,ui iure an'l L rvestock Development to obtain their
opinions on our proposals for the treatment of
outstandi.ng loans to AFC.

They made t he f ol loraing observat ions about the csFC
loarrs: -.

There is a difference between CSFCTs account-
balances and AFC's balances of K€.10 ,369 rL64
because AFC has calculated its indebtedness
based on simple interest, whilst CSFC has used
compound interest. They suggested that AFC

write up the difference i.n their books, so that
t.t:e two agree, and this be subsequently written
off on restructuring.

We agree with this treatment and confirmed the
explanat ion for the difference. Since the
balance in AFCrs books is written up and then
wri-tten off , it has no net effect on the
restructuring and therefore no further
restructuring adjustment is necessary. We have
passed on the relevant working papers to AFC,
to show how the calculat ion of the difference
was derived.
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(b)

{t

CSFC wilt cont inue to accrue interest on the
Ioans f rom t'he balance sheet restructuring date
to the point at whiclt GOK approves their write
off. They suggest that the ext ra interest
accrued is also written up in AFC's books, and
written off in restructuring.

f,
f,
f,
I,
fi

We support
within the

this treatment- and have included it
act ion plan ( see Sect ion IX ) .

The remainl-ng loans are f rom the l'{ini.stries of F inance,
Agriculture and Livestock Development. We hel d
discussions with officials at the Mini-stries of
Agriculture and Livest ock Development where the
majority of these loans are held. The officials
indicated lhat they had no objection to the manner in
which we proposed that AFC write-off its Ioans as long
as the Minist r ies were not left with unexplaine d

balances.

We have obtainecl from the t.hree ministries letters
rndicat ing tlie loan balances in their books. The total
of these balances is lower than that in AFCrs books as
at 30th June 1990. Because of this when both parties
write off their balances, the ministries will not be
left with unexplained balances. As agreed with AFC vre

!./ere not required to reconcile the balancesr Edther
just agree in principle with the mi.nistries that they
would be sati"sf ied with the treatment on
rest ructuring. We are sat isfied that the proposed
wri.te-off of loatrs lril.t be acceptable to'he ministries.

lJe h,r'lir passecl on copies of the relevant :orrespondence
with thtr rninist ries to the AFC to f aci"lit..,te the
reconciliation.

I..oan restructurinq

We understand that Government has approved the
write-off of al1 Government ( Treasury) and CSFC loans
to compensate APC for the Government directed farmers
loans writ-e-of f s of K840.8 Ir. duri ng the year.

In addit ion to these wri le-offs, we would also aim to
ensure that the goverriment and CSFC Ioan write-offs
cover any further provi"sions recommended for the Agency
SCC 1oans. This is because the agency schemes were set
up by Government, and it- seems equi.t-able that it should
bear any provisions on t-hem. The additional provisions
recommended amount to KL29 m. (Sect i.on IV ) . Our
intent-ion is therefore to ensure that t,he Government
and CSFC loan writ-e-of f s are at least KE69. B rl. ( total
of Government directed farmers loans write-offs and
provisions on Agency SCC loans. )
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The total amount of TreasurY, CSFC
loans recommended for write-off as
is as follows:

loans and external
at 30th ,lune 1989,

TabIe l4: AnaIYsis of Loans to be Written Off

Principal Accrued
Loan Interest

KE KE

Treasurv and CSFC loans

4 r oo5 r oo0

l6rl75r6B1

36 ,4 15 r 450

loans

rro36,992

3 ,7 46 ,420

284 ,857
877 ,684
125,600

Total
KE,

5r04L,992

19 ,922, L}l

L ,97 6 ,662
6,424 r 309
2,494 ,7 47

Irredeemable loans

Redeemable loans

Loans for principal
SCC

Advances for
GMR/SCC

ExternallY funded

L7,900r000 8,805r694 26,705r694

55r154,633 91r570r083

IDA
IDA
IDA

r29
477
344

KE
KE
KE

l,59rr8o5
5 ,546 ,625
2 ,359 , 147

83r 993 r 708 7 0r 031 r 880 154 r 025 r 588

We recommend thrat these Ioans and the related accrued
j.nterest be written off by converting them into a
Capital Fund for AFC (See adjustments 3 and 4 on
Appendix G), Restructuring adjustments may be charged
against this fund; the balance resulting will form
AFCrs long term capital.

After write-off, the outstanding loan amounts which
will be externally financed are as follows:-

Table 15: Analysis of External Loan Finance

Principal Accrued
L oan Interest Total---rKE

10r169r606

28 ,425 ,154

38r594,760 6,788r876 45r383r636

frredeemable Loans

Redeemable loans

KE

1r ol7 ,57 4

5,771,302

11 r 187r 180

34,196,456
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We will al-so recommend that the external loans which
were used to finance any of the loans to farmers
written off under Government directives be written
off. We believe that it- is fai.r that Government allows
this write-offs since it directed that the farmers
1oans, which if collected would have enabled AFC to
repay the amounts, be written off. The relevant
external loans are IDA I29 KE IDA 477K8 for livestock
loans and IDA 344 KE for Group Farms Rehabilitation.

We understand that Government. has repaid its loan
interest on these loans to the external financiers.
However, AFC has not repaid to the Government any
amounts related to these loans since 1984. To enhance
AFCts capital base, and to increase the amount
available for restructuringr w€ recommend that the
accrued interest on these loans be written off and
transferred to the Capital ['und.

To further improve AFCrs capital baser w€ recommend
that AFC presents a case to Government for the waiving
of fuLure interest payable on the pri"ncipal
i.rredeemable loan of KE10rl69r606 so that this can be
converted to irredeemable capital.

We al.so recommend that AFC proposes to Government terms
by which principal redeemable loans should be
reschedu.Ied. Repayment on these loans have not been
rnade since 1984 because of AFCrs funding shortfall.
Once AFCrs finances have been restructured repayment
can be recommenced. We suggest that the terms and
conditions of the outstanding loans at the point of
non-repayment be reinstated with regard to interest and
principal repayment. For example, a loan with
principal repayments of 10 years from 1984 on which no
instalments have been made, should be rescheduled for
10 years repayment from the date of agreeing
restructuring.
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SECTION VI OTIIER BAI,ANCE SIIL]IJT I'IIJMS

In t h is Sect ion, we examine baLance sheet it erns which
are not dealt wilh in other sect ions. This is to
ensure that the value of assets, 1i-abilities and
capital not specificaJ-Iy examined elsewhere requLre no
adjustment on rest ructuring. Where revisions are found
to be necessary, tlrey have been incorporated with the
other restructuring adjustments in Appendix G.

Fixed Assets

Under TOR 5, we were requested to examine and,
establish title to the f ixed assets of AFC and, after
they had been professionally revalued by independent
valuers, advise the AFC on l-he approprj.ate manner in
which Lhey should be included in the restructured
balance sheet.

AFC's fitle to 'ixed assets

This w. :'was :stricted to land and buildings fixed
asset agreed at the outset of the study.
KaF, .atfon inspected ttre td.tle deeds to the
l)r,1, r L ,rned by AFC and conducted searches at the
f,<tlru iiegistl!'.

In total we reviewed AFCts title to twenty two pieces
of land. Twelve properties are registered and we have
summarised the results of our review in Appendix E. we
summarise points arising on Development House and
Kakamega off ice beIow. tto other major defects in title
were noted.

The title to part of Development House (f,.n. 209/6978)
is shared with the Agricultural Development
Corporation. The tit'1e to a second part of Development
House (L.R. 209/3847]- has not yet been acquired;
because of this AFC has been unable to register leases
f or a number of tenants. These may be rrprotect-ed" or
rrcor-rtrolled" tenant.s and their existence could have an
adverse effecL on the value of the building. Hol.Jever,
Tysons believe that because most of Lhe tenants have
signed offer letters, they are notrrcontrolled" and
that the effect on value of the remaj.ning tenant-s is
not materi-a1. Nonet-heless we recommend that, AFC
registers the leases as soon as j-s practicable. The
Corporation Secretary at AFC expects to receive the
ti.t le this year which will allow the leases to be
registered.

The title to the Kakamega office (Block l/Al) has
expired. AFC should apply to Government for an
extension of the lease. On discussion with the
Corporation Secretaryr w€ understand that the
Commissioner of Lands has confirmed that the title will
be rener'red for 66 years with effect from lst October
1989.
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we are advised that the position with regard to the
remaining ten pieces of land is as follows:

Letters of Allotmenl. have been issued to AFC by

Government in respect of the following properties:
iajiado; Kericiio Office; Machakos Office; Iten Office;
Iten House.

AFC is seeking formal allotment for the followi.ng
propert ies: Narok Off ice; Kapsabet off ice; Kiambu
ilf f ice; Ki_militi Of f ice and House. No problems are
expected with the allotments since the relevant local
uuLhori-ties have approved the allocat.ion of the
properties to AFC.

we cannot trace any title or pending applicat.ion in
respect of Maralal office. we were advised by the
Cor!oration Secretary that AFC was going to apply for
formal allotment. No problems are anticipated since
the relevant loca1 authori-ty has approved the
aIlocat ion of the property to AEC. We recommend that
AFC applies for fhe formal allotment- as soon as
poi"i[,ie so that title to the property can be perfected.

l.n surmlary, the posit-ion on the ten pieces of
noL indicate that AFC will be unable to ol
them. They have thusr w€ believe, been cc
included in AFCts accounts as at 30th June

and does
i-t1e on
{

The Reval uat"ion of F ixed Assets

As agreed at the outset of the study we reviewed the
valuation of tand and buildings fixed assebs onIy. rn
L}BT and 1988, aI1 of AFCrs land and buildings were
revalued by Mugi Property Consultants who are
i_ndependenL valuers. Our work on the reva. ation of
ftxe-d assets i-nvolved reviewing the valuatr 11 reports
prepared by them and, where necessarYr updating them
wneie property prices had changed since the earlier
valuation. This lJas performed by Tysons.

Some of the valuation reports omitted information which
Tysons would normally use in valuing properties such as
the locat-ion of land in built-up areas, plot sizes, and
lettable areas and tenancies in case of let
properti.es. In this case Tysons were restricted t-o
using the i-nformation avaitable on the existing reportS.
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Tysons work indtcates that some of the valuations have
increased due to property price changes. The resulting
additional revatultion surplus has not been adjusted for
because it is not mat.erial to the restrucluring. It is
less than l0t of total fixed assets values and less t-han

It of total assets values.

Other Assets

Loans to farmers and fixed assets have been dealt with in
prior sections. Other assets as at 30th June 1989, which we

ieview below, are as follows:
KE

Cash ano Bank Balances
Strort Term DePosits
Consumable Stores
Debtors
Loans to Staff
BAT LOANS
Repossessed ['arm ProPert ies

L,567 ,238
22,59 5 r 688

29 , lB4
647,58L

2,560 r 548
297 ,430
265t676

27,963r 345

Cash and bank balances, short term deposits and
c{insumable stores require no adjustment on
resLructuring. The short term deposit-s have been Placed
with various financial institutions. We were advised by
AFC officials that the institutions are finan ia11y
secure and thus there is no risk of loss on c i of the
deposits.

Included in debtors, is K8375,448 for auction fees and
advertising charges incurred on behalf of borrowers in
the process of realising security. we believe that the
recoverabil i ty of this is doubtful. We recommend that
AFC makes full provision, investigates each of the items
which makes up the total, and writes off those which are
irrecoverable (See Adjustmenh 6 on Appendix G).
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We were advised that loans to staff are generally well
Secured and are repaid on a regular basis. However,
there are loans to ex-staff of K8263r401 which are
included in the totaI. The loans are composed of house
loans of KL242,596, car loans of KLI?,962 and personal
advances of KE7r843. We understand that the house
l0ans are well secured but that some car l0ans and all
of the personal advances are unsecured. As AFC can
realise the security of defaulters, the risk of loss is
limited to the unsecured car loans and the personal
advances totalling K820r 805. As some of these are
U"ing repai.d, and because the total amount outstanding
is not significant compared to other assetsr w€

conclude that any provision would be immaterial and is
not required on restructuring.

However, we recommend t-hat AFc reviews alI of these
ex-s taf f Ioans and t akes lega1 act i.on to recover
outst-anding amounts where repayment seems doub[fu1.
This shoulb incl.u6e the realisation of security if
nece.ssary. we trnderstand that some progress has
already been made in this resPect.

BAT Ioans were disbursed to tobacco farmers via the
British American Tobacco (K) Ltd (BAT) which guarantees
them. Repayments on these loans have been made on a

timely basis. As BAT is a reputable and strong
companyr w€ conclude that there is no need for
provision against the loans.

Repossessed farm properties are farms which have been
cf iinreci by AEC on loan def ault. AFC has been unable to
sel-l them because eiiher there were no bidders at
auction or all the bids vrere below ttie reserve price.
fn the accounts, the properties are valued at the total
of the principal and int.erest due at the date of the
foreclosure, less subsequent recoveries. The amount
outstanding as at 30th June 1989 was KE53lr351 less a

50$ provisd"on leaving a net figure of K8265,676. We

understand that in the majority of cases the original
owners still live on t-he land and farm it as before
although AFC has effective legal title.

In our opinion, the value of repossessed farm
properLi.es should be provd-ded f or in f ulI; if the
boriowers are unwilling t"o repay the debt then the
properties should be carried at a value in the accounts
which reflects their non-realisability. We Propose a
further provision of K8265,67'6 so that the properties
are carrled in the balance sheet at nil value (See
adjustment 7, Appendix G).
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Other Liabilities

The loans given fo AFC by Government- and other
financiers have been dealt with in Sect ion V. The
provision for income tax will be dealt with in Secti.on
VII. Other liabilities as at 30th June 1989 are as
f o1 lows :

KE

Loan drafts
Other creditors and accrued charges
fnterest accrued on loan funds
Int-erest accrued on SCC loans
cMR Agency
Land, t ractors and borrowers deposits

L ,202 ,634
5 ,22L ,67 4

L2 ,860 ,429
gr go5 ,694

L3,210r826
32,301

the cMR Agency as at 30th June 1989The ha larice due t o
is as follows:

Loan repayment amounts
by AFC on behalf of the
for GMR,/SCC Ioans

41,333,558

Loan drafts and other creditors and accrued charges
appear to require no adjustment on rest ructuring.

Ttre interesf accrued on loan funds
been dealt with in Sect ion V.

and SCC loans has

KE

received
Ag e ncy

Less: Commission receivable by

19, I 44,485

AFC 5,933, 659

13 ,2 10, 826

This amount represents the loan repayments received by
AFC as agent, net of thei r commissi.on f or acting as
agent, which is repayable to GOK.

We have recommended i.n previous sect ions that t-he GMR
Agency schemes be transferred from Government to AFC.
This wouL d result in the amalgamat i.on of AFC and the
GMR Agency accounts as at 30th June 1989 which is shown
in Appendix H.

f
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There is a difference on amalgamation between the
liabili.ty to the GMR Agency strown in AFC books and in
the debt owed by AFC shown in the accounts of GMR

Agency. The two balances should be the same as they
r6present repayment amounts received by AFC for GMR/SCC

loins and should cancel out on amalgamation. The
difference of KE}1Or617 is long standing. We recommend
that the amount be written off to the Capital Fund on
restruct-uring (See adjustment I Appendix G).

The land, t.ractors and borrowers deposits are amounts
paid to AFC by borrowers where AFC is unwii.Ili,ng to lend
iarmers the full amount they require. The deposit
represents t.he difference between t-he required amount
anb the amount that- AFC is willing to lend. Once the
farmer has recei.ved his loan, the amount on deposit
shoul d be credited to his loan account so that it
reflects the correct balance owed to AFC.

The out.sIanciing balance as at 30th June 1989 is
overstated since a substantial proportion of the items
are not deposit.s. Most of them are either
non-refundable legal fees paid to AFC by borrowers or
relate to boi-rowerS who no longer have any loans with
AFC. In the later caser Do liability exists as the
loan amount must have been, netted off against loan
advances or disregarded in calculating the repayments
expected from the borrov.rer result-i-ng in an overpayment
to AFC. The amount- is not material for restructuring
purposes and we recommend that no adjustments are made.

Il



t
T

I
I
I
lr

J.

I
l,
I
l;
I
t
l
t
3

I
l
t
1

I



I

i",,.-

0eloitte
]laskins rSells

Githongo and
Assoclites (Alrlca) Ltd'
uintgurunt and Agribirslnorr Coniullanlr

Management
Consultants Ltd

SECTION VI I CAPITAL STRUCTURE AND FUNDING
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SECTION VII CAP I AL STRUCTURE AND PUIIDING REQUIREMENTS

In this sect ion we review the currenL capi-tal sl ructure
of AFC and the future funding requirements given the
need to fund future operat ions, repay loan capital and
honour i,t-s tax liabilities.

capital St ructure

The caPital structure
30th June, l9B9 is as

of the AFC as at
fol lows :

Total Net Assets

KE,

97 t663r586

6r538r535
51 ,37 2

1r361r502
3r539r160

11r490r569

14 ,17 4 ,606
54ro98r4ll
l7 ,900r 000

86,113r017

97 ,66 3, 586

Fi-nanced

Capit al

by:

funds
Gr ants
Revolving fund
Gene ral rese rve
Revaluat ion reserve

Loan funds
Irredeemable loans
Receemabtre loans
APC SCC 1OANS

Total

Only 12t of AFC's total net assets are financed by
capital funds of the corporation; the remaining 88t is
financed by loan capital. This represents a very high
gearing (the ratio of debt or loan funds to grant or
equity capital) because 88t of AFCrs funding requires
repayment, and accrues interest, and therefore, uses up
funds generated from operations. We believe that such
a high gearing is an inappropriate capital structurei
over the past few years, AFC has found it difficult to
meet the farmers' demand for credi"t and at the same
time fulf i1 its loan commitment-s to the Government.
Because of this, AFC has not made any repayments to the
Government on the instalments that- have fallen due
since lst July 1984.
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On the amalgamation of AFC and Agency accounts
( appendix It ) I the general reserve shows a def icit of
KC.a6.6 m. We recommend that this deficit be written
off to tl.re Capital Futtd (See adjustment 5, Appendix G).

N on-compou n dinq of Interest

The Effect of Non-compounding of Interest

Government has directed AFC to stop compounding
interest ( ie. the charging of further interest on loan
interest. accrued but not paid) which has been
introduced wit.h effect from 1st May 1989. The direct
financial impact of the non-compounding of interest
will be the lost incorne. Based on the interest arrears
outstanding at 30th June l9B8 and 1989 we estimate t-hat
the lost income annLlalIy will be in the order of KE3m.

assuming t hat ar rears balances, and i-nterest rat.es
remain at current 1eve1s. AFC, of course, has Still to
fund the non-repai,ment of interest arrears as part of
its cost of working capital. Average interest arrears
are in the order of Ki20m so that, assuming an average
cost of capital of say Bt, there is a non-recoverable
annual cost of KE1.6m.

In addit i.on to the di rect f inancial impact of
non-compounding, there is also likely to be an indirect
effect. we believe that a significant portion of
farmers will be unwilling to repay t-hei-r loans when
j.nstalments fall due because the int.erest arrears wi11,
in effect, become interest free 1oans. This
i-ron-repaymelt- of loans wilL adversely af f ect AFCrs cash
flow and operat,ions as funds will not be available to
revolve into new foans nor to pay off AFCrs own loan
obligat ions.

A1so, dt present, there i.s a high demand f or AFC

loans. with the non-compounding of interest, farmers
will see AFC loans as the cheapest in the market and
consequent 1y demand f or the loans i"s Iikely to rise to
a point- beyond AFC's ability to satisfy. we believe
that the conseguences of these attit-ude changes wi11,
in the longer term, have adverse effects on AFCts
operations and make it non-viable as a self-sustaini-ng
institution satisfying the credit needs of the
agricultural communitY.
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we recommend that APC discuss the nature of rhese

froblems with Government with a view to re-introducing
tn" compounding of interest. Without a return to a

*oi" "oi,*"rciai 
upproach to the charging of interest,

we believe that AEC cannot be viable'

other reasons for allowing AFC to charge compound
interest rates which should be considered in preparing
a case for Presentation to GOK are:

(a) The compounding of interest is a normal
practiceinotherfj.nancialinstitutionswho
Itso have development ob ject i'ves, such ds r

ICDC, IDB and DFCK.

(b) compound interest is charged in order to meet
increasedcostswhicharisefromtheneedto
follow up borrowers who do not settle accounts
as instaiments fall due and from the increased

. cost of funding hhe caPi' l.

( c ) Loans obtained by AFC f r.,,, Government and other
sources witl bear compound d-nterest rates as is
the normal practice. AFC face a negative
interestrateSpreadbylendingthesefundsat
non-comPound rates.

(d) Because of the lost income arising from
non-compoundingrAFCisunlikelytogenerate
enough income to cover its operating costs'
AEC would not be self ;ustai-ning and would-
requiresignificantar.lrecurringfundingfrom
the Govern,nent in order to keep operating'

Alternat ive F inancing

If AFC is unable to agree to the reint.roduction of
-ompound interest with GOK, there are a number of ways
d-n which AFC might be able to make up the difference on

funding.

(a)TheinterestrateschargedbyAFCcouldbe
raised to market rates. Using 16t as an
averagemarketrateforAFC'sloans,andusing
actuai 10an balances as at 30th June 1988 and
1989rW€estimatedtheincreaseinincomedue
to a rise i-n interest rates as being in the
order of KE2.5m. annualIY.
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(c)
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Another approach is lo give.a.FC an interest
rate spread between borrowed and lent- funds,
which will enable it to make enough income to
cover its cost of operations. This could be
achieved by reducing AFCrs average cost of
capital. To determine what an adequate spread
might ber w€ performed an analysis to determine
what AFCts overhead costs were in relation to
its average loan portfolio. Overheads were
covered in 1988/89 and 1987 /88 with an interest
rate spread of between 6t and 9t.

A measure that would minimise the impact of the
non-compounding of i,nterest is for the
Government to stop charging AFC compound
interest on borrowed funds as this would, in
turnr r€duce AFCrs own cost of capital. The
application of the policy is also consistent
witLr GOK's own directive on compound interest.

I^le understand that a review of AFCrs interest rate
policy is to form part of a second study and a more
lomptete and comprehensive consideration is best left,
we iuggest, until the results of that study are
f inal ised.

Income Tax

Tax liability as at 30th June f989

The tax I j.abild.ty in AFC's balance sheet as at 30th
June 1989 is K86r598r 845. This liability has not been
agreed with the Income Tax Department since 1980. AFC

his made fu11 provi.sion in the accounts for each of the
years since then. AFC has also applied for exemption
irom tax on its operations except on it-s net rent
income. Government has not respondeo to the AFC

represenLat ions for tax exempt ion.

For restructuring purposesr w€ recomrnend that the tax
liability of KE6r59Br845 is retained in t-he balance
sheet. This reflects AFC's best estimate of the
current- tax liability and, in the. absence of any change
of tax status, is consistent with its currenL
obligat ions.

However, we feel that a case might be put to the
Commissioner of Income Tax that t-he tax liability is
misstated because it was based on misstated financial
statements which has only become evi-cent as the
recovery of arrearS has been re-evaluated. We believe
that AFC has overstated its taxable income in the past
by accruing i"nterest on non-performd-ng loans and by
unOerproviding for bad and doubtful 1oans. Had the
appropri.ate provisions and write-offs been made over
the years, then AFC would have no tax charge, or else a

reduled charge, depending on t.he taxable income which
would have arisen.
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TheCaSemiglrtbeputtotlreCommissionerunderoneof
two sections in the fncome Tax Act of I9?3' Chapter 470

(,,the fl,ct'r). s.90 of the Act offers relief in respecb
of error or mistake of fact in the income tax return'
It might, therefore, be argued that profit was recorded
in pr6uious accounts which, later experience has

demonst rated, was non-recoverable' Error therefore
arose in the misstatement of expenses which are
icceptante charges against t.axable income' provisions
for doubtful loins. The Commissioner may' however' be

inclinedtorejectthis,arguingthattheerrorwasone
of judgement not fact, because provisioning policy is

"uUi""Iiuu 
i.n nature. In response i.t could be argued

that the error of fact arises from the lack of
informationuuppo'Lingtheactualst.atusoftheloans
uno their colrLctaniriry at the time, and that the
a""isions made on provilioning were reasonable
estimates g iven. thl informat'ion available ' but
nonetheless incorrect.

If this argument. is accepted, it may only be used in
oUt-uining ielief for the last seven years of income'

AmoregeneralcasemightbemadeunderS.l23ofthe
Act which provides the commissioner with discretion to
refraj-n from assessing to tax or recovering tax by

reasonofconsiderationofhardshiporequi"ty.For.AFC
it.wouldunaouutedlybeharshtoassesstotaxprofits
whi.ch have never ue6n reali.sed and for l0ans which now

seem unrecoverable. Moreover, AFC ' s cUrrent 1i-qui'dity
does not- afiow i't to easily make sugh payments without
curtaili-ng i.ts already conltrained lending operations.

Using either section of the Act, appeal might best be

madet-hroughtheMinisterwhounderS.l23hastheright
to direct [r,e commissioner as he may deem fit.

Tax exemPtion

WehaveConSideredtheissueofwhetherAFCshouldbe
exempted from paying t'ax. Due to an expansion i'n its
lending prograis-und the inadequate generation of cash

from its op"iutionrr w€ believe that Arc will likely
requd.re unnuii runaing from Government for the next few
years.

In effect therefore, AFC will be obliged to pay tax on

theprofitsgeneratedwhilstawaiti.ngtreasury
decisions on future funding support. The payment of
t-ax is mandatorY; t-he f unding by Treasury d's

di-scretionary. 
- if,i" will require tFC, theref ore' to

*unug"itsfundinginaposl.tionofuncertaintY,aSto
whether or not a def ici-t-, partly created by tax
payment, will be made up by Treasury' Li'quidity
const-raj.nt,s "un severef y impact upon an -organj-sation's
capability to operate, even when the underlyl-ng
operations are self sustaining'
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Given the increasing demands on AFC for loan funds, and
its central role in f inancing agricultural acti.vity a

sector of primary importance to Kenyars overall
economic development, we feel that a case might be put
to government for exemption of tax.

The primary considerafion for exemption would be one of
narOinip ana equity, wSich is allowed under S.123 of
Lhe Act. sUch an exemption would be consistent with
AFC's developmental objectives and there is precedence
in that- a number of agricultural bodies are exempt from
tax under the First Schedule of the Act: the Tea Board
of Kenya; the Pyrethrum Board of Kenya; the sisal Board
of xenya etc. rt would be reasonable in the event of
exempLion however, if AFC adopted a dividend policy
which ensured that any surpluses of cash generated are
returned to government.

Fundinq Requirements and Re financinq

We were required to evaluate the effects of the recent
Gbvernment decision to writ-e off specified loans to
farmers and recommend the level of financial
requirements that would sustatn corporate viability.
We have considered the capital struct-ure in a previous
section. In this section we consider AFCts future cash
requirements and their sources.

To asseSS AFC'S future liquidity requirementsr W€ have
broadly estimated AFC's cash requirements for the next
five years. These estimates were prepared using AFCrs
five years projected sources and application of funds
which is contained in the L989/90 annual plan after
amending for the ilem described below.

on reviewing its actual collections against those
budgeted for the first half of 1989/90 (July to
oec6mber 1989), AFC has found that j-ts loan collections
are signifi_cantly lower than was anti.cipated in thg
lggg/gO annual plan. Due to this, AFc has prepared
revised est-imates for loan collections and
disbursements as well as some expenses. The reVised
estimates i.nclude scaled down loan collections for
development and scc loans by 30t and 60t respectively.
Loan disbursemenLs for development and SCC loans have
been scaled down by 50t and 308 respectively.

Since the assumpt-ions for the 1989/90 plan were used to
arrive at the five years projected sources and
application of funds st.atementr w€ revised the
slltement by scaling down all the loan collections and
disbursements by the same percentages and incorporati.ng
the revi.sed exPenses estimates.

After this scaling downr w€ arri.ved at the summarised
five years projected source and application of funds
statement shown in table 16:

r





56

I
fr
fr
T
$r
Ti
fi

able l6: Summarised f ive ears ro ected sources and
appl cat ons of funds statement-

( KSITS MILLIONS )

LeBe/90 1990/91 r99L/92 1992/93 19gt/94

r
f.
fr
I
T
h
h

SOURCE S

Loan collection:
- DeveloPment loans
- SCC loans
World Bank
0the r cash rece i.Pts

Total sources

APPL ICAT ION S

Loan disbursements:
- Development loans
- SCC loans
Investments in ADB
Loan Repayment to GOK
Board members remuneration
Staff costs
Gen. & Admin. ExPenses
Capital ExPenditure
Staff loans

Total ApPlications

Excess/(Deficit )

of sources over
applicaEions
Openi.ng cash balance

Projected closing cash
Balance

(r07)
483

( lsB )

376
(161)
2r8

(229 I
57

57r 586

321
L62

2L
67

193
150

75

I
103

55
69
32

3r4
170

47
55

139
143

99
100

I
l0B

s9
60
35

278
ls8

4
58

498

273
r49

286
146

65

497

r84
153

100
I

125
79
s0
30

732

(23s)
(L721

60

482

158
163

3
100

1
119

72
55
30

L52
143

100
I

t13
65
55
30

678 744 559 711

376 2L8 57 (1721 ( 407 )
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Notes to Table l6:

I The statement does not consider the addiLional cash
flows which will arise due to the creation of the
Agricultural Development Bank because estimates are to
yet available.

2. Included in sources of funds are amounts due from
World Bank which are to be disbursed to AFC under
Rural Services Design Project.

the
the

3

4. Included in applications are
which represent instalments d

which will still be outstand
The repaYments are an esLima
Lo GOK after the rescheduling
recommended in Section V.

loan repayments to GOK
,] on external donor loans
.E after restrucLuring.
: of the instalments due
of the loans as

We have assumed that the only other source of external
funds for AFC wilI be Government. budgetary allocations.
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A review of the five years projected sources and

applications of funds indi.ltes that AFC will require
addilional KShs 407 m for operations 9u9t the next five
years" rntetnif ty, AFC has worked out that it- requires
at all times a casr, safety margin for contingencies -of
KShs 135 m. th" amount i; equivalent to that needed to
meet AFC,s stiif costs and administration expenses for
one year. We bel ieve thab t'he cont ingency is
ieisonanre given the uncertainty about revenue inflows
and outflows.

wit-hthiscontingencyinmind,AFC'scashrequirements
forthenextfiveyearswouldthenbeKShs40TIIl.plus
the cont ingenly of- KShs 135 III' to give a total of
KShs 542 rTr. Sised on the f ive years Pro jected 9o-urces
;;;-";;licarion of funds, the cash required would be

iSn" ?-B *o in f g gt /gZ , xins 229 rr. d.n 1992 /93 and

ist" 235 n. in lgg3/94 making up-a-total of
KShs 542 m. douurnin"nt wilt-need fund t-his i.n order to

"uppottAFC'soperationsratt'hecurrentandexpectedleve1s of activitY.

5B

We understand that Government. had approved
uauunced a total of KShs 534'9 m over a four
perioA in support of t!" SCC Scheme to make

ioun" wri.tten off per Government directive'
amounts aPProved were:

Year KShs m

1988/89
t989 /90
L990 /91
r99L/92

92.3
150.6
143.8
r48,2

534.9

that AFC be
year

up for the
The

Thi s

AFC.

In order to make up for the deficit of KShs 542 m

ia"ntified abover w€ recommend that Government
disburses to AFC theSe already approved^amounts'
means that un i*ount of Kshs 142'9 m (1988/89 and

f g89,/gO f will need to be disbursed in 1989 /90 to
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SECTION VIII R ECOMME N DAT IONS ON PROCEDURES

In t.his section, we comment on the procedures at AFc
which we have reviewed and present our recommendations
on: securit-y documentation (the procedures used in
ensuring adequate Security is obLained before a loan is
disbur"ea); Jecurity valuation (bhe procedures by which
security i; valued bef ore a Ioan i-s disbursed) ; and
loan collection Procedures.

Secur itv Documentat ion

In order to determine whether l0ans to farmers were
properly secured on t.he basis of loan documentati.on,
beriormed a review of the procedures followed by AFC

oUtaining securi.ty. This included the review of the
document it i.on in 17 l oan f i les . The purPose of the
review was to identify any defects in procedures and
if,"ir application whicn might have an impact on AFC.s
loan selurities overa1l. The work was carri.ed out by
Kaplan & Stratton, Advocat-es.

Documents fnsPected

For Lhe purposes of the reviewr w€ inspected the
following:

we
in

( a)

(b)

(c)

i)
ii)
iii)

Relevant sections of the Credit Policy and
Procedures Manual;

Standard form documents which are apparently in
current- use, comPrising:

a letter of offer;
a printed form of Loan Agreement;
a letLer of undertaking to issue a
charge of land;
a deed of guarantee;
a form of debenture;
the of f icial not if i.cat d.on of charge
under the Agricultural Finance
Corporat ion Act.

Fourteen loan files with the respective
securities files, three loan files without the
relevant securities files and one securities
f i-1e without. its corresponding loan f ile. Our
aim had been to review twenty loan files and
Lhe respecti.ve secur,ities files. We vrere
unable to do this because some files could not
be found by AFC staff.

iv)
v)
vi)
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we also held discussions wilh AFC off icers on the
procedures which theY foIlow.

Procedures

The crediL Policy and Procedures Manual contains, in
considerable detait, the documentat'ion which should be

obtained by AFC and the procedures whi.ch should be

followed when a loan is made and security is taken.

In generalr w€ consider that'
are adequate in most resPects
suggestions for imProvement.

the documented Procedures
and we have onlY a few

(a)

(b)

(c)

(d)

Theneedtoverifyinformationbysearchatthe
of f d,ciat regisLries ( both i'n respect of land
offered as security and in the case of
companies) requires greater emphasis. Proper

"uuiches 
should always be undertaken before

and, i.n most cases, af ter the reg istrabion of
any securi.tY.

The manual does not deal adequat-ely with stamp
ariV requirements. rn parti-cular, it should be

notea that AFC does not stamp a number of
documents which should be stamped, albeit with
only nominal duty. Examples include Loan
Agrlements, Letters of Offer, Irrevocable
Oiders and Notif i'cations of Charge over
chattels.

We suggest that the manual should include
detaiii of the registrat ion requirements for
securit-ies issued by companies. In several
instances, securities do not appear to have
been regi.stered at the Companies Registry'
Thi-s is a serd.ous defect and failure to
iegister will render the security void against
ot[er creditors and any I iquidator.

There is no procedure in place whi-ch ensures
that alt relevant legal sLeps have been taken
before seasonal crop credit loans are
disbursed. From our review of the fi1es, these
loans present more difficulties than others'
Part of the problem arises from the time
constraints imposed by planting schedules. As

a result, AFC is frequently rushed into
disbursing the loan before the securities have
been perfected. Many borrowers will inevitably
take ldvantage of this situation and will not
perfect security after the loan is made.



'$.
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In view of the fact that some borrowers requlre
seasonal crop credil every yearr w€ noted tltat the
Security basis for this form of loan is being revised.
The secur.i.ty i.s being structured so that it wilI secure
both the ini"tiat and aIl future crop loans. Under this
revisi-on, it would stilI be necessary to ensure that
secu r i.ty is adequate i-f the amount of the loan
increases for any reason or earlier Ioans are not
repaid. It will also be necessary to upst.amp

"eiurit-ies 
in such circumstances. The noted advantages

would be:

(a) APplications for second or subsequent crop
loans could be processed more quickly.

(b) If there is an increase in the loan amount to
be secu re d, t-he ups t ampi- ng of the secu r i ty
would be so1e1y within the control of AFC since
no aclion would be required by the borrower.
It should be noted that securities must be
upstamped within 30 days of the relevant
a dvance .

(c)

( d)

Even if the securities are not
will continue to have securd-tY
ini.t ial amount secured.

upstamped, AFC
up to the

in circumsLances where a

loan from AFC. we have been
these lines was considered

are in hand to imPlement the

There will be a saving in stamp duty in overall
terms. Thi.s is because, unlike at present,
there will be no need in most cases to obtain
further charges for securities ( which would
atLract stamp duty) for subsequent crop loan
disbursements.

The above would also aPPIY
borrower has more than one
informed that a Proposa1 on
by AFC last Year and stePs
proposal.

We inspected Ioan f iles relat i.ng to loans which v/ere
mai_nly made several years ago. These loans were made

before the Procedures Manual was written and based on

our review, it appears that in many cases the
procedures descri.bed in the Manual were not previously
iarried out properly, if at all. In particular, poor
maint.enance of files has meant that we have not been
able to establish the position on several of the loans
whose detaj-1s were inspected. This is especially true
i_n the case of the securities folders which should
conLain the oti.ginal securities and suPporting
docume nt at ion.
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For alI loans lhe Manual recluires the confirmat ion of
the registration of Ioan securilies, fulfillment of
speci,al conditions and any special instructions
regurding the mode of disbursement. This should be
adequate to ensure procedures are complied with but has
not been observed in some instances.

We are especially concerned that the responsibility for
verifying information provided by borrowers has not
been ilearty allocated and, in many cases, such
verifi-cation has not been carried out,. For instance,
no steps are taken to verify the existence or status of
corporite borrowers. Similarly, few searches have been
made against land which is to be used as security so as
to ensgr:e that the borrower is the reg istered owner of
that- land free from any other security interest. These
are serious defects and we noted several examples in
our review.

Standard Form Documents

we have not undertaken a detailed inspection of the
standard form documents used by AFC. Ho$Jever, from our
review, we consider some of them to be barely adequate
and it is apparent that they have not been reviewed for
many years. For instance, the pri-nted form of
aebenlure provided was obviously prepared before 1970
and still iefers to the Agricultural Credit Act.
However, for current loans specif i-c amendment-s have
been made on the Pre-printed forms. A detailed review
to take account of modern security law and trends would
probably be beneficial:
( a) AFC should investigate the extent to which it

would be appropriate to adapt and modify the
standard provisions applicable to not ifications
of charge under the AFC Act. There are several
different systems of Iand registration and, as
a result, specifi-c forms of mortgage and charge
have evolved into forms which are reasonably
widespread in their use. The most notable
example is charges under the Registered l,and
Act which have undergone substantial
modi.f ication i"n the past f ive to ten years.

(b) The spate of corporate insolvency which arose
i-n the 1970's in Kenya and elsewhere led to a
general re-appraisal of security forms and, in
part.icular, debent.ures. As a result, the form
of debenture presently i-n use by AFC may be
regarded as substantially out of date. The
following parl.i.cular features are aIl absent.

The inclusion of fixed charges over
specific assets. This has advantages
on enforcement in relation to
pref erent i-al creditors.

T

(i)
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( ii )

(iii)

( j.v)

Provisions governing the
crystallizat ion of the float ing charge
rrnder a debenture. Many modern forms
include provision for automat ic
crystallizat ion in certain evenLs and,
a1io, for crystallization in certain
events at the option of the debenture
holder.

An extension of the powers normally
granted to receivers. In modern forms,
iou wiIl find that t-hese are spelt out
in considerable details in order to
a1low a receiver reasonable flexibility
in his conduct of the business and
realization of the assets.

Supplementary provi,sions such as the
appoint.ment of the debenture holder
the attorney of the comPany. These
be of practical assistance uPon
enf orcement-.

as
can

The

be
ld

The completion of the standard forms is not always done
in full and, in some instances, is inadequate. In
particular, the description of the land to be charged
is security is often !.Jrong or incomplete. we also came
across one case where the loan amount had been changed
j.n one place but not in others. t'lore signif i.cantly,
the change was not initialled by t.he borrower which
could lead to difficulties if the document was later
required in evidence.

The forms of irrevocable order are not adequate as
security. To the extent (if any) that they create
form of security, they would require regi.stration.
correct_ legal method of taking security over future
debts is by way of legal or equitable assignment-
(accompanieA Ui notice to the debtor) which should
stampe-d and registered. The irrevocable orders wou
proUlUty be unenforceable against other creditors
iparticufarly a credit-or who had taken a valid
aisignment oi the same debt) and would certainly be
voi.d against a liquidator or trustee in bankruptcy.

There is no standard document used where vehicles are
to be charged t.o AFC. The practi-ce appears to be to
take posseision of the 1og books and executed transfer
forms. Unless this is properly supported by a

noti.fication of charge over chattels duly registered,
no enforceable security wilI be created.

a
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Security Valuat.ion

F rom
have

their records, however, i-t is
arrived at the fi-gures given'

AsexplainedinSectionlllraspartofourworkonthe
proviiion for bad and doubtiul loansr w€ reviewed the

;;;;;;;t;" fotlowed i-n carrvins out the valuation of
securi-ties by AFC officers. This review was carried
outbyTysonsr,i*it"aandincludedthevaluationoflT
secu r d-t ies. W€ descr ibe below ou r f indings '

A11 valuations for securit-ies are carri'ed out
i-nternallybyAFCoffd-cers;theBranchManagersigns
the rePort for aPProval.

Upon recei.ving an applicati'on form' duly filled and

=ign"d by the appliclnt, the of f icer vi"sits the

;;6Fitv'to ue-li.rirsed and carries out a phvsical
i.nspection and prepares a report- outlining what is on

the property unb-giu"" a urief descri.ption of each

aeveiopment. He values each item using lump sum

figur€s; no unit rates are indicated' fn most cases'
they indicat.e the value per acre of the land in
question.

According to AFC officers, they use-the- compar?tiYe
method ( i.e. Ll; "o*purison 

of t-he land with similar
land in the same arei with a known value) to value.lhe
land, and tne--iepreciated replacement cost method (i'e'
the current- cost of replacing with 1 n9* item allowing
for the reaucea Iife r6maining of the-item to be

valued)tovaluethestructureSandplantandmachinery.

These methods are appropri-ate for mortgage valuations'

not shown how theY

In some casesr Do valuations are carried out at
tf," loans gi-ven may be higher than the value of
assets. we were a-dvi"sed that thj.s is, however,
rare.

in analysd_s of the valuations of the L7 securibi-es
unaertaien by Tysons (see Table 7) suggests some cause

for concern t"gutding AFCts security valuations' Of

the 9 scc roani wnos6 land securi.ty was valued, 3 had
previousAFCvaruationswhichwerehigherthanthe
currentTysonsvaluat-ions.Giventherisi.ngvalueof
land this suggests that AFC officers may have
ou"tvalue d th; land at the t ime t-he loan was made '

ofthe12loanswhoselandsecuritywasvalued,5had
security val-uations which h'ere less than the
outstanting 1oans. Each of the 5 loans were in arrears
uno u significant portion of thei.r outstanding amounts
were i"nterest arreirs. This suggests that generally'
io. loans which are significantly in arrears (and thus
have major int-erest arrears)r the security value may be

inadequite to cover the outstanding loan amounts'

all and
the
ve ry
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(a)

(b)

(c)
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on our review we suggesb that: -

AII securiti.es should be valued.

Full information on how the values have been
arri-ved at should be kept i-n the loans file and
in any case, AFC should adopt standardised
valualion procedures to be observed by all
field officers.

AFC of f icers who are involved i'n valuat ion work
should be given training to strengthen thei'r
valuation skilIs. The training should
emphasise the use of standard valuation
teLnniques for alI security valuations.
Considerat ion should be given to hiring a

qualified valuer who would be based at head
of f ice and be invol ve d i-n ensu r ing t hat.
valuat ion standards are rnaintained.

his potential capacity to meet repayment
they fall due, and the nature and value o

offered by the borrower. Once a borrower
credit-woithiness is established the rele
documentation, including a loan agreement
and the loan disbursed.

colle ct ion Svstems

current system for collecting outstanding Amounts

The Corporat ion's current system for collect ing
outstan-aing amounts is detailed in the credit Policy
and Procedures manual. Before a loan is disbursed the
borrower's credit worthiness is assessed looking at the
bor rower's character, his present f i.nanci.al condit ion,

nstalments as
the securitY

s
ant
i-s finalised

The main procedures for collectd.ng outstanding amounts
are that borrowers are serVed wit-h reminder notices
i.nforming them of their loan repayment obligations to
the Corporation. Ample time is given for the borrower
to make necessary arrangemenLs to effect the payr-nen!
due. For example, the first- notice is sent out 90 days
before the retevant instalment falls due; the second
notice is sent, out, together with a statement of
account, showing the amount of the instalment falling
due; and furthei notices are sent out i-nforming the
borrower of his default and the interest that has been
levied.

i
f
I

;

f,
;rr
;

v
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The corporat,ion's loan officers also visit the farm or
project financed to determine the cause of the default
wf,eie the borrower has not responded to the notices
informing him of rhe instalment due. This visit is
crucial ind its effect i-veness frequently determines the
collectability or otherwise of the loan disbursed. The

loan officer wifl assess the performance of the project
financed by the loan and establish whether the loan
iunas were utilised for [he original purpose specified
i-n the loan agreement. The officer also discusses with
the defaulter the problems experienced and any
proposals on rePaYment.

The loan officer reports his visit to his branch
manager, who will in turn report Lo his. regional-office
whic[ fi.nally reports the findings to the Head office
ArrearS Committee. There are also arrears committees
at the branch and regional offices. They review the
borrovJer,s arrears posit ion, revi.ew debt collection
performance, decide on cases to be served wi-th loan
Lollection and recovery notices including foreclosures,
and recommend cases for write-off. Minutes of the
branch weekly meetings and the Regional officerrs
monthlV meetings are forwarded to head offtce together
with recommendations for action.

Where a borrower does not pay loan instalments as they
fa11 due, or misappli.es loan funds, the corporation
demands full repayment of t-he loan and interest by
g iv:ing f oreclosu re not ice. Foreclosu re act ion wi l1
lead to:

66

seizure of the borrower's assets/security by
the auct ioneers;

advertisement- of securit-ies for sale in the
nat ional newsPapers i

a)

b)

c)

Weaknesses in Debt Collection Procedures

public auction of Lhe borrowers property
iecovery of the Corporationrs debts.

and

The collection procedures described generally seem

adequate to ensure a reasonable likelihood of
collection. HovJever, they do noL seem to have been
effecti.vely applied and there has been a rapid ii-ncrease
i.n loan arreaii which have risen from 29t of the loan
portfolio i.n 1985 to 46t in f989. We have observed the
tollowing weaknesses whichr w€ beli.eve, contribute to
the poor loan collection performance.
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The documented methods of moniforing borrowers' arrearS
have nol- been adequately impLetnenl'ed. An examination
of a sample of borrowers I Ioan f iles revealed litt Le

monitoring information on arrears.

The quality of loan appraisals appear to
because AFC loan officers do not seem to
adequate information to support lending
capacity of a borrower to repay does not
thoroughly aPPraised.

be weak
obtain

decisions.
appear to

The
be

The branches appear to have too few loan officers to
handle the volume of 1oans, parti-cularly given the
current high level of arrears. An example is the Mount
Kenya area where each loan officer i.s expected to cover
un lu"rage of 523 borrovrers' aecounts as i.ndicated in
Table L7 below. w€ understan, that Branch Managers
also perf orm loan of f d-cer tal and t'heref ore, the
uverui" number of borrowers' counts handled by each
loan officer mighL be slightl, Iower than those
i- n di cat. e d.

Table L7 z Aver e number of borrowers administered b
each oan o fi.cer nt e Mount Ken a Area

N umbe r of Number of Bor rowe rs
Borrowers Loan Officers per loan

Branch at 30.6.8 9 at 30.6.89 Of f i.cer

Muranga
Karat ina
Chogoria
Me ru
Kerugoya

848
788

2,242
L,248

627

2

2

3

2

2

424
394
747
624
314

include
visit a
for him

5,753 1l

Siince the responsibilities of the loan officer
appraising, monitoring and making at least one
year to each farmer, it is obviously diffd'cult
Eo di-scharge hi-s responsibitit ies adequately.

The Corporation has well documented debt collection
procedures, especially as regards defaulting borrowers,
But these procedures are not always applied as
prescribed.
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For example, atthough the loan default rate increased
in LgBB/Bg, no foreclosure aclion resulti-ng in the
realisation of securiLy has been enforced. Many of the
facbors preventing AFC from enforcing foreclosure
action, lnd thus realising security, are beyond AFC's
conLrol i-n that they often are based on Government
directi.ves. Whilst there are good reasons why the
Government may wish to intervene, such directives
impose severe restrictions on AFC's abi.lity to operate
as a lending agency.

One such dd-recti.ve is the requiremenL by the Government
that advertisement- and sale of the borrowersr security
be cleared by Provincial Administration officials. Du€

to the many bureaucratic procedures and delays involved
in thi_s process, it is diff icult and often impossible
for AFC to sell land. rf there is no recourse to the
borrower's assets to recover the Corporationrs funds
then the default rate is likeIy Lo increase. AFC would
be able to collect more arrears if it had autonomy in
realising secusit*ies when necessary.

Advertising is a useful mechanism in collect-ing overdue
amounts. The fear of advertisement in the newspapers
often prompts borro$JerS to make regular repayments to
avoiO bersonal embarrassment and being "blacklisted"
for credit elsewhere.

A popular method of collecting amounts due from farmers
is-through standing orders which comprise irrevocable
orders for payment from the crop marketing agencies
like KGGCU, salary deduction orders and bankers
orders. We bri.efly reviewed this method of collection
to see whether there r.rere improvements which could be
done to enhance collections. Our review involved the
analysis of recovery of loans through st-anding orders
for the period January to June 1989.

Our review indicated that of the total amount expected
from standing orders, only 6t was actually collected
during t-he six month period January to June 1989. Of
the total collections made, 10t was collected through
st.anding orders. we believe that the standing orders
are not being adequately monitored and enforced. This
is a significant weakness since standing orders should
provide a particularly effecti,ve means of ensuring
collection. Their moni.toring and enforcement will
improve collections.
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Adequat_e supervision by the corporation branches and
uppioptiate penalt ies against borrowers would also
*iirimise the arrears originating from the
miiappficat-ion of loan funds. New loans are sometimes
made tefore borrowers have repaid previous outstanding
and overdue loans. Such borro\"Jers have a part- icularly
foo. repayment record and their new loans regularly go

into arrears.

Recommendations for Improved Collection

our overall conclusion after appraising the collection

"Vit"* 
and relat-ed procedures is that the procedures

ui" adequate to ensure the likelihood of collecr-ion.
Howeverf these procedures are not alwasys applied as

f ."""ribed. In- particular, the lack of apPlica!:i91. of
p.o""dures relating to defaulting borrowers ( inability
io enforce forecloiure action) has significantly
contributed to the poor collect-ion performance. we

believe that colleclion performance can only be
signficantly imporveO wi!fr the proper application of
r-h6se procebures. We theref ore recommend: -

That Government grants AEC autonomy so that it
is able to enforie foreclosure actionr dDd thus
realise securit-y, when borrowers default' This
can be done by ieversing the effects of current
Government directives that make it very
difficult, if not impossible, for AFC to
enforce foreclosure lction. The implementation
of this recommendation will provide AFC with
'teeth' in debt recovery and signif icantly
improve collection Performance.

That once (a) has been implemented and given
the present state of AFCrs porLfolio, ATC

undeitakes legal action on large loans in
arrears. emong others this action should
include the evenLual realisation of security if
necessary. The loans admini.sl--rat-ion files from
selected branches would be brought to head
office for co-ordina!:ion of the recovery
effort. The objective would be to recover
substantial amounts from these few large
debtors. This will also have an effect of
seLt ing an example to encou rage ot-her
defaulting debtors to PaY.

( a)

(b)

$r
I
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I
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SECTION IX RE STRUCTURE D BALAI.ICE SHEET AND IMPLEMENTATION

Restruc!-uritiq

In each secl- ion of the report. , we have descr ibed our
work, our findings and fhe necessary adjust.ments to the
accounts. The adjustments, cross referenced to tlie
appropriate sect ion of the report, have been summarised
in Appendix G and !:he restructuring, is set our- in
Appendix H. The restructured balance sheet- as at 30th
June l9B9 is reproduced on the following page.

The long term debt on the rest ructured balance shee!-- is
KE 39 m. ( i.e. the redeemable and irredeemable loans )

while A['C's own f unds (equity ) are KE44 rl. We f eel
this provides an adequate capiral base to finance AFCrs
future operat ions, assuming improved collect ion
performance in the medium term.

Act ion Plan

In accordance with the terms of reference for the
financial restructuring of the AFC, this report
concludes with an act ion plan ( timetable ) indicating
the key decisions, the decision makers and the action
required. For ease of reference, the struct'ure of r-he

acr- ion plan broadly f ol1ows that of the report.





table

7L

18: Resr ructured Balance Sheet at 30th June

KE

r989

ASSE TS

LOANS
Less :

to farmers
provision

Cash and bank balances
Shorr- term deposit-s
Debtors
Consumable stores
Loans to staff
BAT loans
F ixed assets
Other debits

TOTAL ASSETS

LIABILITIES

Loan drafts
Accrued loan interest
Other creditors and accrued

cha rges
Provision f or !--axat ion
Land, t ract ors and bor rowers

deposits
Redeemable loans
Irredeemable loans

TOTAL LIABILITIES

CAP IIAL

Capital Fund
Revaluar- ion Reserve
General Reserve
Revolving Fund
Gr ant s

r47 ,909 ,27 6

79t800r126

6Brl09rl5o

r, 61 4,026
22 ,595, 688

627,316
29 , L84

2,560r548
297 ,430

7 ,568,97 L
14r368

l03r4l6r68r

I,220r445
6,788r876

5r958r345
6,598r845

32,301
28,4 25, l5 3

10,169,606

59, 193,57 I

34, 09 4 ,043
3r539rr6o

5L ,37 2

6r538r535

TOTAL CAP ITAL 44,223,110

TOTAL LIABILITIES AND CAPITAI, 103,416,681
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THE FINANCIAI, RESTRUC'TUR I NG

ACT I ON

( a ) Ci rculat ion

Following aPProval,
AFC to circulate
the f inal rePort t-o

Government and ot-her
relevant bodies.

72

AFC AS AT 3OTH JUNE 1989 : ACTION PLAN

RESPONSI BI LITY T I ME SCALE

OF

(b)

(c)

Loans to Farmers

Government (TreasurY)
to approve the ending of
the ig"n.Y for GMR/SCC and
the transference of aIl
related balances t-o AFC I s

books.
Loans to Agr icul tu ral F i nance
Corporation

i) Government to aPProve
the conversion of
interest PaYable as at
30th June 1989 on
exte rnaIlY f inanced
Ioans to AFC, into
CaPital Fund. The
relevant loans, and
the accrued interest,
are shown in the foot
note to this 1>1an:

ii )

AFC Senior
Ma nageme nt
and board of
Directors

GOK

GOK

GOK

GOK

Septembe r
r990

Octobe r
r990

Octobe r
1990

October
r990

octobe r
1990

Octobe r
1990

i

Ir

lr
i
I
I
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fr

fr

Government to waive future GOK

interest on the irredeemable
loans to AFC (foa 692 xu).
AFC wiIl convert the loans
to irredeemable caPit-al if
the waiver is a1lowed.

iii) Government to aPProve the
rescheduling of the PaYment
and interest terms of all
externallY financed Ioans
given to AFC. The terms of
iescheduling should be
the outstanding terms and
conditions of the loans at
the point that AFC ceased
repayments.

fr
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(d)

73

iv) Government to approve the
wr ite-off of accrued interest
on CSFC loans from 30th June
1989 to the date of approval
of write-off . AFC to wri!--e
up the interest in its books,
after agreeing it wit-h CSFC,
and then write if off. CSFC
to be directed to implement
write off in its books.

Capit-aI Structure and Funding
Requ i rements

i) Government to approve the
case for AFC to charge
compound interest.

ii ) Government (freasury) to
consider the case to give
AFC tax exempt status.

iii ) Government to consider the
case for accrued tax of
K€, 6,59 8r 845, to be converted
to Capital Fund.

iv)

GOK
1990

GOK

GOK

GOK

Oct obe r

Oct obe r
1990

Octobe r
1990

October
r990

Octobe r
1990

Government to review and approve GOK
AFCrs funding requirements for
the next five years. Government
to agree a disbursements scliedule
wi!:h AFC and disbu rse any immediate
cash requ i rements.I

I
t
t
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;
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(f)

1At,

(e) Restructuring

AFC to implemen!- restruc!_uring by
post ing in!-o its accounts the
relevant restructuring adjustments
(Rppendices G and H) after approval
from Government.

Case by Case Review of Loans in
Arrears

i. ) Decision to proceed with review
and ident ify co-ordinating officer
and manager respons i bl,e at head
office. Start in August I990
with a view Lo completing
exercise for write-off of loans
in 1990/9L accounl.s.

ii) Prepare workplan: identify tasks,.
identify and set-up resources
required; determine timescale;
establish key milestones for
monitoring progress; agree
project monitoring procedures.

iii) Commence exercise

AFC
finance
depar !: me n t

AFC
Sen i or
manag ement

N ovembe r
1990

Sept embe r
1990

Manager Septemb
and 1990
co-ordina-
t ing off icer

Oct obe r
1990

Footnor-e:
r efe re nce

loan and
(c)i)

Manage r
and co-
ordinating
officer

i.nterest analysis f or act ion plan

Loan
Descr i-pt ion

IDA 692 KE
K!'W Smal l Scale
IDA 105 KE
IDA 344 KE
IDA I29 KE
IDA 477 KE
IDA 537 KE
IDA 1143 KE
IBRD 1995 KE

Accrued
fnterest

KE

1r017,574
I00r23B
r22 ,17 0
125 r 600
284 ,957
877,684
449 ,056
268 ,229

4r831r610

8 ,077 ,0L7
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AGRICUL

A FINN{C IAL YEAR r98 6/87

Arrears - lst JulY 1986

Currenb dennnd

Total (I + 2)
Less: collections - 1986/87

5. Balance - arrgars
30th lune l9B7

5. RecoverY rate - t
(4:3)

B F INANC

5. Balance - arrears
30th June 1988

6 Recovery rate - t
(4:3)

C F INA}IC IAI, YEAR 19 88/89

Arrears - ls!: JulY l9B8
Current demand
Write-offs of Arrears

Total(l+2+3)
Less: collections - 1988,/89

6. Balance - arrears
30th June 1989

7. Recovery rate - t
(5:4)

INN.ICE CORPORA

STATUS Ctr LOAr'l FECOVERY

KE'000

Large
Scale
L@ns

Smal I
ScaIe
Loans

AFC

SCC

Loans

APFEND IXA

SCC

Agency
Loans

I
I

97
99

1

2B
6 t222
5,8 83

-15r 9

l2r 3
l.
2.

3
A

52,
33,
(3,

1.
t.
3.

4

5

l7r4l4 1,932 20,436 45,782

35
29

17,414
L4,233

12, I05
4,1'13

TOTAI
AFC

Loans

30,128
47 ,203

77 ,33L
3r r 549

28,264
10,850

38r

36,962
L6,526

20,436
r3r 52l

33r957
1lr538

33,900
10,020

34C 45r 4lr

I
2

3

4

IAL YEAR 1987 B

Arrears - Ist JulY 1987

Current denr.lnd

Total (l + 2)
Less: collections - 1987/88

1,932
6,253

17, r03
5,434

45,'182
34 r 007

20,041 9,597 22,419 52,063

3r,641
ll,600

30,662
9r 393

3Ir

14,1.85
4, 588

79,789
27 1726

Bl ,655
24,847

37r 32r 341 3ss

20,047
13,173
(2,558)

9,591
7,522

(16)

22,419
12,757
(t,276l.

063
452
8s0 )

35, 605
4,050

(6,7731

32, 88 3

2,046

2t,269 1I,669 23,880 56,818 30,837

5r32r 30t 30r
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t

2

3.

Current demand = current instalments of principal,
interest and interes!: on arrears falling due during the
year.

The percentages shown in the above !:ab1es reflect the
recovery rates in relat-ion to total demand
( collectables ).

the amounts shown in the above tables do not include
details of GMR/SCC schemes for 1986/87 and L987 /88
because the required analysis is not easily available.
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APPENDIX B

AGR ICUI,TURAL P INAI.ICE COIiPORATION

LOAI.I PORTFOLIO AGEING AI'IALYSIS AS AT 3OTH JUNE 1989

(K9'!000

AMOUNTS

NOT YET
DUE

VALUE M ARREARS BY AffiING (I'OIIHS)
0-6 7-72 13-18 ovER18

5,552 31 419 2,7 49 9,759

2,696 2,216 1,576 5,119

TUTAL
LOAITS

68r 258

25,042

LAR@ SCALE

SI'IALI SCALE

SEA,SOIAL CROP

CREDIT

IOTAT,s

RECONCILING
DIFFERE}ICE

BAI"ANCE PER
AFC ACCOUNTS

PERCEN]Affi OF

rcrrAL toAlrs

46,78A

13, 4 35

5,732 2,2L2 664 2,949 r7 ,9g6 29 ,543

65,947 10r 460 6 t298 7 t27 4 32,964 t22,943

277

L23,t20T
I,
I 27r, 100r

Note

We were advised that the reconciling differenc€ lias dre to mispostings and is
beirg investigated. rt is not material for ageing analysis or loans
classif icat ion purposes.

54r BI 5t 6r

rr
Ir
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APPENDIX C

AGRICULTURAL F INANCE CORPORATION

LOA}I PORTFOLIO CLASSIFICATICN A^S AT 3OTH JT'NE 1989

Kgr 000

AI'{OUNTS

NOT YET
DUE

ARREARS

0-6 o/ER7
I"lCllTHS I.|O['ITHS

TUTAL
LOAN

LOA}IS WIIH LTIITT,E OR NO

ARREARS:-

LOA}IS WITH ARREARS OF

c,vER 6 l"otirHs

LOAIIS WrlH NO ARmAR.S 31,442

LOAI.IS WITIi ARREARS

OF trP TO 6 lni.lTHS

3L,442

12, 153 4 ,542 16r 695

22,352 5,918 47,436 74,706

277

L23,L20

TCTIAL 65,947 10,460 47,436 L22,843

RECOTrc IL ING DIFFERE}ICE

BAT,ANCE PER AFC ACOOUNTS

Notes

Agencry GI'IR/SCC loans are not included in the above analysis.
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AFC C RITERIA FOR THE CL ASS IF ICATION

OFL OANS A SD OUBTF UL

For
must.

(a)

(b)

(c)

(d)

(e)

(f)

a borrower's account ( s ) to be classif ied as doubtful ' it
meet one or more of the following criteria:-

where r_he account has been in arrears for a period of

more t-han ia 
-montns without any repayment by !1"

borrower despite the u*ptoy*"nL 9f a1I collection
ef f orts including roru"ioiui" ac!: ion. All collect-ion
effortsmustbedocumentedintheborrower.sfile.

Wheretheborrowers.properr-ywhich.hadbeenchargedby
the corporation t'o t""u'L tha loan has been sold in a

public uu"tion anO the proceeg:-:f-,,!h" auction are

insuf f icient r-o repay tire outstanding loan balance in
f u1I, the-nirun"" ot- tne loan outstand,i"ng af ter
application-oi in" sale pio"u"ds.will be immediately
classified as doubttur w'trire further efforts are being

made f or it-s recoverY '

WheretheloanisunsecuredandalrdiligenLcollection
efforts have proven unfruitful' and the loanee has no

other known asset, p"noi;; itlrt_her investigations as to
whether r;; ioun"" ias any hidden assets.

Where the loan is unsecured and the loanee cannoL be

immediateri-[iacea, but- efforts to r-race his
whereabouti are still cont inuing '

where bankruptcy proceedings have been instibuted
against a toanee by other part- ies '

where the Ioanee has suffered permanent.physl:ll
disabili.tyr dtrd this directfy iffect? I'i" ability
sustain r-he 

"our"" 
of income from which the loan

being serviced.
died intestate and the
deceasedts estate has

due process of the law'

A PPENDIX D

not beenWhere the loanee has
administrator of t-he
appointed under the

Where over 50t
the disPute has
of one Year.

to
was

(g)

(h)

(i)

of the loan balance is in dispute u?d 
--no! been fully resolved over a period

Where the securities for the loan have been discharged
and released to the loanee by -the Co-t.q>:rat-ionr oDd the

loanee is un.oopuiative towa-rds repaying +-he loan
balance afte, 

-lt"-*i"tux" 
has been discovered.

Where the property offered as security for t-he loan has

been fully deslroyed followed a natural calamiLy and

such property i" th" only property of the loanee'
(j)
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(k) Where the loanee has been
competent authoritY thus
meet ing his obl igat ions.

certified insane bY a
rendering him incaPable of
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l

REVIET ff I,NID 'TI'II,ES

LAID REF,/

PIOPERIY ESCRIPTIOI'I TITLE l'lO

l. Developnent House (Parll 209/3547

REGIS'IERED Cf,IIERS

Cem tlolding Lld

I.'I}IUSUAL

CONDITICNS

None

None

Conlained
in indenture
dated l5th
October I9l3

None

None

None

None

None

None

ENCUMBERNICES

None

Caveal- by
Kenya Pot€r
& Light irg
co Ltd

None

None

None

None

None

None

APPENDIX E

coillENTS

Tirle b€ing trarBferred
to AFC. To be held
Joinf ly uith AE.

Tille no} seen. Search
report mt yet rec€lved.

Requires presiden!: lal
aPProval for any
t ransfer.

In&nture not found

Lease not seen

Search report not yet
rec€ ived

Lease has explred

+,l

2. Dqvelolmenr- llouse (ParFl ?09/6978 AFC and ADC

3. Nikuru tlQse Naku rul
Block 8,/2

{. }l{lindi cottages

Charges to ScilE tenanls have
National Bank unregistered leases.
L imi Ied.
Variotrs leases.

t:

t.

5. Kilimani Ela!:s

5. Ulilndr Of f ice

7, weallands llouse

8. xuhoe noaa

9. I(ilale llouse

10. BGt House

ll. Xatamqa of f ice

12.r xelicto Holse

8939 /32 AFC

ArcXakarnega
ToMr,/Block
r/83

631/225 AFC

!,ta I indi/
784

2tL6/49/
XVIII

2/186 Arc

Kwa le,/ AFC

Diani Beach
B Iock,/3 29

1870/trt/ AFc
266

330/474 AFC

AFC

AFC

I

tl,r
I

t'

:

:,

'i

,i
I

1.

i

i

li
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CArc[JLATION OF PRO/ISIOI'IS

A
NCI'I-PERFORI4ING

I,OAN
A},IOUNTS

B
RECO/ERY

RATE
t

C

RECOI,II\trNDED
PRO/ISIO}I
c=( 1-B)xA

APPENDIX F

NCIES
SCIIEI'IE

LAR@ SCALE

LOAI.IS

SMALL SCALE

LOANS
4
6
I
9

l0
30

6r 205 r 033
9,r47 ,r47

110r881
11r 383r476

140,069
9,702,377

99,953
38,557

4,033,27 L

6r403r003
98r 684

grlo5r781
113,456

6,209,52r
36,983

26,00L,699

102, 490
I,6L7 ,646
6,584 1928

53,395
2L,527

3r55rr199

I 1, 9 31, 185

1

2

I
2

3
5
7

31
4s
98

3s
30
1l
20
r9
36
63

100

AGENCY SCC

36,827,493

IIl
1r903
8,442

s8
2L5

5r548

16,279 ,422

68,893
85, 964

439
063
980
258
742

21r599r339

30, 837 r 219

105r 543r 473

5 ,462,004
6,589,947
1 r 580, 579
2,558,067
1,842,783

894,470
631

19r 928r 481

6 28 ,986, 986

85r 848,351

,402
,113
,2L5
,67 6
,268
,7 48

I
15
22

9
90
36

AFC SCC

26
27
29
32
33
34
3s

,0
,0
,I07 ,
, 81l,
,167,

6

7

2

2

2
I

10
7

25
9

15
34
77

355
2

Notes:

1. Included in schene 5 are ranch loans totalling KL6r048t225
wfrich lte recommend be written off .

Schene 98 amounts are normally amounts awaiting
reclassifica!:ion to one of the other schemes. The
collections in L9B8/89 exceeded the collectables, mainly
due to this reclassi-fication.

2
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APPENDIX G RECOI'1]'IENDED RESTRUCTURI NG ADJUST]'IENTS



AGRICI.JLTURAL FINA}ICE CORPORATION

DED RESTRI]CTUR I}'IG ADJUSTIIENTS TO

APPENDIX G

TtM COI4BINED BALAI'{CE
RECOilI}EN

ETS AFC A{D AGE}ICY

LON.IS T'O FARMJRS

LOAlls To AGRICUI,TURAL FINANCE CORPORATION

Irre&emable loans (C,OK financed)
Loans for principal SCC (from CSFC)

Redeemable loans - @K financed
- Gla,/SCC advances
- IDA I29 KE

- IDA 477 IG
- IDA 344 KE

AS AT Jt.]NE

16, l' ,6Bl
36, 'r ,450
lr 5 ,805
5 r54o,625
2, 359,147

CR

KE

72,79L,7 42

6 t048,225

4r005r000
17 r 900r 000

62 r 088r 708

DR

KE,

l. Capi.tal fund 12,79L'742

Provision for &ubtful loans

Being addi!--ional provisions for
doubLful loans (Sec!:ion fV).

2, Provision for dotrbtful loans 6,048,225

Loans to farmers (Scheme 5)

Being the write-off of ranch loans
as directed by Government (Section rrr)

3

83r993r 708Capital fund

Being the conversion of Government:
(Treasury) CSFC and selected
exLernally financed principal loan
arnounts outstandirg into capital
fund (Section V)



(

DR

KE

Accrued interest
- irre&emable loans (COx f inanced) L,036,992
- redeemable loans (GOK f inanced) 3,746,420
- loars for principal SCC (CSFC) 818051994

- advances for GI'{R/SCC (CSFC & GOK) 5511541633

- rDA l29KE, 477tG and 344K8 lr288rl4l

Capi!:al fund

Being the conversion of accrued
i.nterest on Government (Treasury)
and CSFC and selected externallY
financed loans into the caPital
fund (Section V): I'{CA interesL
payable L,937,669i accrued loan
interest 681094 

'211.
OIHER BALA}ICE SHEET ITEI'I.S

5 Capital fund 46,609 ,296

CR

KE.

4.

70r031r880

46,609 ,296

375,448

375,448

265 1676

265,676

l10r 617

110r 617

being the sum of ts-he

04 3.

General reserve

Being the write-off of deficiL in
general reserve to caPital fund
(Section VII).

6. Capilal fund

Provision for &ubtful debts (oebtors)

aeing provision for auction fees and
advertising charges which are owed
to AfC by borrowers. Their
recoverability is consi.dered doubtful
( Sect ion VI )

7. Capital fund

Provision for &ubtful debts
( repossessed propert ies )

Being addit-ional provision for
repossessed propert ies wtrose
realisabiliLy is considered
&ubtful (SecLion VI).

8. GI,IR Agercy

Capir*al fund

Beirg the write-off of the
difference between the GI'IR Agency
creditor in AFCrs accrcunts and
the debtor in the AgencY accounts
(Section VI).

Ihe total adjustment to the capital fund,
relevant journal adjustments, is fG34,094,

I
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APPENDIX H )

-

lJ.'.U.GiJlA',tUD BN ,AJ]C}: SItEHl:; (T A.IC ,l]iD Aft: GTlH,/SCC

a!_^'t _10 l!! rrl n rl--!! q1

ilt
AcflilcY c()fltllrli D Rl.ls'n,lLr; tl.Jl( l tl(; RflslB(xl'ruru1D

Atr I US',l ll:tl't:;
REF

,..t c

t27, 120,282
11,055,609

30,8 i7,2 I 9

355, l8l

( 5,911,659 )

14,368

(6,048,225)
66 ,143,517

( 37 5,448 )

( 265,676 )

(68,094,211)
( I, 937, 669 )

( I 10,5r7 )

(17,900,000)
( 62 ,088, 708 )
(4,005,000)

34, 094 , 043

46,609 ,296

t41 ,909 ,21 6
79,800,126

68,109,150

lr6l{,025
22,595,688

627 ,315
29,184

2,560,548
291,43O

7,56 8,971

I,l, 368

l0 3, 4l 6,6 81.

| ,22O ,445
5,799,876

5,958,345
6,598,845

32, 30I

28,425 , r53
10,159r 606

59, I93,571

34, 094 , 04 3

3,539,160

5lvr372
5,538,535

44,223, ll0

I03,416,681

2

t-2

1

5.6.7.8

5

t51,957,501
I 1,055,609

I,514,026
22,595,688

1,002,764
29,I84

2,550,548
297 ,430
265,676

7,559,971

I

4q$:1s

l,oarls ]o f artners
Less: provision

Cash and lrrnk halanc-es
Short term. dePoslfs
Debfors
Consumable s!'ores
Loa[s to sfaff
BAT loans
Repesessed Pro[)er] ies
Fixed assels
C*tltt Agency Cdrrnission Rccei vable
Other debits

IUTAL 
'ISSE'IS

LIABILITIES

Loan draf!s
Accrued loan interest
Interes!: Payable - l{CA

O!'her creditors and accrued
clrarges

Provision for taxation
$m Agency
Land, tractors and borrot'ers

deposi !s
AFC seasonal croP credi| loans
RedeefiEble loans
Irredeemable loans

IUTAL LIABILITIES

CAPITAL

Capital Fund
RevaluarioD Reserve
General Reserve
Revolving Fund
crants

.l t0,()61,673 10,837,2 l9

46,788

140,900,892

I ,567,2 l8
22,595,688

64?,581
29,184

2,560,548
297 ,430
265,616

7,568,97I
5,911,659

14,168

151,529,648 25,319,899 175,849,547

6

{
{2

l7,8ll
53,2I6,964
I,937,669

5 ,221 ,67 4
6,598,845

19, 144,485

9,345
8,845
0,517

,2O2,634
,666,123

12,301
I 7 , 900,000
51,098,4 I I
14,174,606

1,539,160
l, 36l r5o2

51,372
6,538,535

736,671

( 19,033,8681

220,445
883,087
937 ,669

32,30I
I 7, 900, 000
90,51 3,86I
14,174,606

3,539, l5o
( 46,509,296 )

51,372
6,538,515

I
14
I
(
5

95
59
It 8

3

3
3

36,4 I 5,4 50

140,039,079 73,290,697 213,329t776

rj.
'4r

:ll

't'

t
i.

l;r
rlr
il
{1

*i
)..

( 47,970,798 )

IOTAL CAPITAL 1I,490,569 147,970,1981 (36,480,229)

IOTAL LIABILITIES AND CAPITAL 15I,529,618 25,3I9'899 !16'849,541

r ruif'ERut.lcl'i slrow:; re]evatlr lollrl)al etrtry in Alrlcndix G'
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