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REPUBLIC OF KENYA
i

M INISTRY OF FINANCE

SESSIONAL PAPER NO" 4 OF 1988

HENYA GOVERNMENT GUARANTEE5 OF BANH LOAN FACILITIES EXTENDED TO

THE hENYA FURFURAL CGMPANY (IN REEEIUERSHIP);

THE HENYA EHEMIf,AL AND FOT]D EORPORATION LIMITED (IN

r{ENyA FL0URSPAR CUMPANY LIMITED (LILiUIDATED); and

EAST AFRICAN AIRI,dAYS EERPORATION (LIQUIDATED);

S0ME LOEAL BANKS SPEEIFIED HEREBEL0Id:-
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GUARANTEE (LOANS) (ACT (CAP. 461)

In accordance r,:ith the provisions of the Guarantee (Loans) Act (Eap" 451)t

the follouing information is laid before the National Assernbly:-

In its endeavour to pltomote development ln Henya, the Government

supported financially a number of promlssing projects by Pereuadlng the

Iocal banks to partici.pate in raising the capital for the proJects' Such

projects Ilke t{enya Furfural Eompany Limlted in EIdoret, Henya Ehemical

and Food Corporation in Hlsumu, and t{enya Fibre Corporatlon in Nanyuki'

had seemlnglV verV positive feaslbllity studles' Unfortunately' 1t

transpired that a numoer of these projects after take-off, started

developing financial problems due to varLous reasBns such as marketlnq'

pgormanagement,underutilisationofcapacityetc",projectsujhose

capital uras raised by bray of loans secured on Government letters of

aurBreness, Lrrere subsequently unable to servj'ce their debts"

The Attorney General advised that there is only one u'ay r'rhlCh the

Government can be bound to honour the borrouinqs bV bodies corporateo

This is set out in cap" l+61 section 3 of the Laus of tlenya uhere lt is

stipurated that the Government may r,rlth the prior approvaL of Parrlament

guarantee the borrorrring of LocaI Authority or oody corporateo
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the Government Comrnitments on Ietters of
therefore arE as follous:

FURFUI]AH CII\IPAIJY LII.lITED( IN RECIIUEJ1SHIP)

auJareness and

anc. issuerl capital of t{FC of shs. 1t5 million is held as

Percentaqe Holdinos

3L-4%

6.5%

8.4%

L5.8%

t

I TUE t(firYA (HTC )

(a) The Government Frtrposes to guarantee the due repayment by HFC of (i)

a bank loan of l1L-75OrtlCI0 from Henya Commercial Bank Limlted (KEB) and (

another bank Ioan of H9.500r000 from Barclays Bank of Henya Limited.

The tuo bank loans add up to a total of l{E.Lr25Or000.

(b) Interest is chargeable on the tuo bank loans at the maxlmum going

rate (currently t5gl, psr annum) for commercial bank loans as determinedt

from time to time, bV the Lentral Dank oF Henya. Such interest is

calculated on daily belances anci is debited monthly by u,ay of compound

in t ere st.

(c) The bank loans are repayable in sEven Q) years by fourteen (14)

equal half-yearly instalments.

(d) l{FC is a body corporate duly organized and existing under the Lompanies

Act ( CJap. 486 ) .

(e) HFE r,.ras incorporated on 7th Decemberr1976 and, pursuant to an i-nvestrnent

Aqreement dated Zlst January rtg7T anC made betueen the Governmentr

Industrial Development tsank Limited (IDB)rAEricultural Development

Corporati-on (;iDE)rDevelopment Finance f,ompany of Henya Limited (DFEH)t

11a1e-Agra Industries Limited, Ler,.ris anri peat Limited, Eschar tr.,lyss GmbH

and Foster l/heeler (Frocess Plants) Limited, it rrras agreed to establish

and operate, through llFC, a factory at Lldoret for the Flanufacture oF

furfural and ecetic and formic acids, from maize cobs.
a

(f) The auttrorised
fol-louls:-

Investor

Governmen t
I D'J

ADf,

DFCH

.... o o.. o. ....3/
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Investor Percentaqe Ho Idlnos

Leuls and Peat Llmlted
Escher lrlYss EmbH

Foster trjheeler Limlted

European Inveetment Bank

Hale-Agro Industrles Llmlted

TOTAL 1g0.oo%

(g) The bank Ioans urere inltlally raised by r^ray of overdraft facllltlee

to finence the operetions of hFE and thelll Approvals uere subJect to

Government guarantees belng furnlshed to the tr'ro commerclal banks as

'securltY.

(h) The KFE factory Lr,as tronstructed at Eldoret and u'as commlesloned for

operationsLnLg??.Thefactory,houever,ceasedproductlonln
January, I9B2 due tb flnanclal (cash flou) probleme' The secured

credltors, IDB, DFEI{ and l{EB (for other debts) thereforet appolnted

Recelvers and Managere over l(FE'

1 Efforts are belng made to dispoee of the t{FE factorVr falllng
rrrhi.ch, a nehJ company trlould be formed to take over the aeseta. Of

HFE and operate the factory.

2. HENYA CHEMICAL AND FCOD CORPERATION LIMITED (IN REEEIVERSHIP)(HCFE)

2,+.8.Y"

L.*A
r. qg6

9.0%

o.3%

t

a Br The Government proposes to guarantee the due repayment by KEFE to the

Henya Eommercial Bank Limlted of the follouring loans and/or bankinq

facillties amounting in a1I to KE.L2rI79rI01.05 equlvalent:-

Type of facility

Elverdraf t
*Foreign Bank Guarantee

Promlsssry lJotes

Recelversr Account

Principal Amount
and Eurrencv

Kshs.38r000r000
u5$. 12,00or000
Hshs. lJ, 100, 000

Hshs. I0 r 00D, 000

Equivalent
at 5.11.85

Hg.
as

1r500r000
g,515 , r01. B5

655, ooo

500,000
L2 rL?O, 101, o5

t 4/
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*The Forelgn Bank Euarantee u,Ba 1n reepect of funds ralsed from

e syndlcate of slx (6) forelgn banke led by UBAF Bank LImIted and

consletlng of the folloulng:-

Name of Bank Prlnclpa 1 Amount tn USt

I

Internatlonal Energy Bank Llmlted

Royr,rest Banklng Corporatlon Limlted

UBAF Bank Llmited

Banque deL I Indochlne de Suez

Banque EeIge Llmlted

Internatlonal Commerclal Bank Ltmlted

bo (1)

(11 )

3, OOO, OO0

f,00o, oB0

2r5OOrOOO

1,O00rooo

1r500rBo0

lrOOoroBo

12, OOO, OOO

=========-==

t

Interest ls chargeable on the loan amounta due ln local

currency at the maxlmum golng rate (currently 1596 pel

annum)forcommerclalbankloaneaedetermlned,fromtlme
to tlme, by the Central Bank of l(enya' Such lnterest ls

calculated on dally balances and 1s deblted monthly by uay

sf compound lnterest.

IntereetlschargeablelnUsDollaraonthe}oanamount
uhlch ls stIII due ln US Dollare (Eurrently US$ 6,972$66'E

at fi/A per annum above LIB0R (London Interbank Of fered

Rate). A transfer fee equlvalent to 3/A% ls also payable'

The amount tepresenttnq the Forelgn Bank Guarantee of US

$fZ mtlllon (equlvalent to H[ gr515t101'O5 as lndlcated In

sub-paragraph (a) above ls repayable ln four and a half

$yf) years by nlne (9) equal half-yearly lnstalmentg'

The balance of the loens amountlng to l\f' 2'655'000 ls

repayablelnseven(?)yearsbyfourteen(14)equalhalf,-
yearly lnstalmentg.

...../5

c. (1)

(11)
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d. iif,Ff, is a body corporate ouly organized anC exisbi;rg unoer the
iJompanies ilct (Cap.435).

E. HEFE r,.ras set up on SCth iune,!977 as a jcint venture betueen the
Government, [hernfload Inv=qtmr:n'i, torporation S.A. and Advait fnternational
So,'i. for tl"re purpose c1= estab.l-ishing and operating a factory at i'{isumu

for the manufacture of po'rEr alcolrcl (ethanol)rbakers yeastlcitric acid,
anC vin-r-,ar anrl the by-,-,:;Cucts thereof such as ammonium sulphater gVPsurn

anr: rr:tlrane :as.

f" liCFtjts paiC un snarE caFLtel of lrshs.170 million bras subscribed for a

fol"lcu:s:-

5h=reho I der Fercenta e tioldint

Q.

(lh-

3.

The Govprr,nen't

Il-r=mfco c I;--vrs imnnt Jorpcri:tion
rvait Iir icrn: Licnol- :.

I i ._':

SLiL

34:t,
'I qcl

100.00?5

The loans anC hankinr,r facillties ui,re raised to finence the setting up

of tl-re saiC f"actory at i{isumu and their approvals u,Ere subject to joint
and several qu:-rani;ees trein_i: fur;iislred to lienya Commercial Elanl< Limlted by

the Gorrernmerrt ancl tlre tu:o rther shareholders. The guarantees cf the
c'l;l-rcr sharelrolners l'ic'.re !Een ot:tained.

The crnstructicn r1' tl-ie l(,iFC f actory uras nc b conrpleted due to Fro j ect cas

estim be ascala*'irns. i',en'ya Lommercial lank Limii;eC, therefore, aFpointed

Receivers,/i']an;igers over i'-,iFC unCei the terms of their debenture in January

1?Al

FLJiI:?SF;,ti ;,,[',1'i,,1' \' ,.]j: i{l-[]Yi. LItrITi.-1. ( IN :li:f,EIVEilSllIF) (FEli)

a. The [svr'innen't prol-]f,sps to guarantee the due repayment by FDt{ to the

i,iational rlarrk of iienya Lirnited of a Ioan amounting to HE1r500r00O.

b. Interes t is chal_trearr.l-e on bhe ]oan at the maximum going rate
(currently 15ii p';:r annum) for comnercial bank Ioans as determined, ftom

time tt t:.me, by trre .len bral l:lank of r{enya. butrh interest is calculated
daily balances anrl 1s dehited nonthly by rlay of compounC interest.

6/
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cr The loan Is repayable tn seven (7, yeBr' by fourteen (14) equal hald-yearl

lnstalments.

d. FEK 1s a body corporate duly organlzed and exlstlng under the Eompanles Ac

(Eap.486 ) .

Eo FCI{ tdae set up gn 14th May,19?1 a9 a Joint venture betueen IEDE ahd

Internatlonal Mlnerals Corporatton (a unlted States flrm and lts

subsldiarles for the purpose of mlnlng and processlng froursper ulthln tht

Herlo -VaIIeY.

f. FEt{ tuas du}y estabrished and etarted lts minrng operatlons in early

lgTos.Hotlever,asaresultofflnanclalproblemscausedbyovereupply
of flourspar ln the ulorld market, the secured credltors' namely Heny'a

f,ommercial Bank Limited, National Eank of Henya Llmited' IEDET.Eltlbank

N.A. and National Housing Corporatlon appointed recelvers/managerB over

FEH on llth Mayrlg?9. A neu cBmPany ln the name of l{enya Flourspar

. Eompany Limited uas subsequently formed to take over the asseta of FCH'

The neu company has been operatlng ue1l rrrlthout maJor probiLma'

g. The loan Uas raised tc finance the operatlons of FCt{ and appro0Hl u8s

subject to Government guarantee belng furnlshed to the Natlonal Eank

' of l{enya Limited by r'ray of securlty'

4. EAST AFR AIRIJAYS EDRPBRAT ION (IN REEE IVERSHIP) EAA
IEAN

Bo The Government proposes to guarantee the due repayment by EAA to

the Nattonar Bank of t{enya Llmlted of a loan amountlng to Hort54L,66?''7'

b. Due to recelpts from the offlclal Llquldator, the amount outstandlng on

the account has since been reduced from HgLt985 
'95'7 

lo about H€lt541t662

E.Interestlschargeableontheloanatthemaxlmumgolngrate
(currently 15% per annum) for commerclal bank loans aB determlned' from

tlmetotime,bytheEentralBankofHenya.Suchlnterestlscalculatec
on datly balances ahO is deblted monthly by uay of compound lnterest'

d. The loan Is repayable in seven (?) year8 by fourteen (I4) equal half-yee

. lnsta1ments.

Eo EAA ls a corporate duly organlzed by

Alrurays Eorporatlon Act as applled to

East Afrlcan E0-operation Act )Cap'4)'

and exlstlng under the East Afrlcar

Kdnya bY vlrtue of the TreetY for

. . . . . . . . . t t7 /
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f. The loan uas raised to flnance the alr transport operatlons of EAA prlor

to the break-up of the former East Afrlcan Eommunlty'

Q. EAA uras one of the Eorporation establlshed under the ausplces of the

former East Afrlcan EommunltY.

CONT IEINT LIABILITY

The current total contigent Ilablllty of the Government in respect of

guarantees given under Section 3 Pf the Guarantee (Loans) Act (cap"461)

(0ther than those specified in the schedule to the Act) amounts to ."''

l1}5g2rBZg1776. uith the guarantee of the sums stipulated ln clauses 1(a)t

2(a)r3(a), 4(a), and above amounting ln the aggregate to l{[16t461,764 herel

proposed, the total contigent llabllity of the Government r'rill be hereby

lncreased to Ht6O9 rZgLr54U of uhlch t{€'68 rL26r26L ls ln respect of vcovenante

expressed [n Henya currency aB pEr paragraph (a) and H€541t165r2?9 ls In

respect of covenants exp1.esaed 1n foreign currency 1as per paragraph

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

HON.PROF. G.
MINISTER FOR

ITOTI
FINANEE
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