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SESSIoNAI PAPER NO" 6 AI 19f4-

Gover:rment Guarantee of Overdraft Facilities to the
Chemeli-1 Sugar Company Li-mj-ted, ?s requi-red rrnd"er
THE GUARANTEE (rOalrs) acr, cAP 461

fn accordance wi th the provlsi ons of the Guara-
ntee (r.,oans) gct, the followtng information is laid
before the Nati.ona1 Assembly for consi deratj on and
approval

0n 28th tr'ebruary, L973" an agreement was sub-
scrrbed to by the Governrnent of Kenya, a group of
'i.nvesti-ng organi.zati"ons and Chemelj.l Sugar Company
Itd. The part: es to the Agreement were:-

1' The Government of KenYa

2, Development Finance Corporation of Kenya

3" National and Grindlays Finance and
Development Corporati.on Limited'"

4 " Gutehoffnirngshutte sterkrade Aktj-engesellschaft
(CUH;, a Constmction Company incorporated'
i.n the Federal Republi-c of Germany"

5" Deutsehe Gesellschaft fur Wirtschaftliche
Zusammenarbei t ( nntwi-cklungsgesellechaft ) r

a Company incorporated i.n the sai.d Federal-
Republlc of Germany as an >ffi ci al agency
for eeonomic aj d "

6. Keny& Shell Li-mited

7 " Agri-cultural Development Corporati-on

B" Kenya Commerci.al Bank Lj.rnited

9" Chemelil Sugar Company limited-"

. By CJaus e L4 of that agreement the Goverrment
of Kenya und.ertook to guarantee the repa)rrnent. of- the
overdrlft of Chemelj-I Sugar Company Ltd., wi-th the
Kenya Commercj-al- Bank, together w:rth i.nterest thereon,
sub j ect to the f ollowing li.mits: -

to 31st March 1973, su\s. ]5,5lt1

to 31st December, 1974, si,s" 12M

thereafter, to a li-mit to be determined by
pgreement amongst the Government, the Bank
and the Sugar ComPanY"
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The fi.rst un.J.ertaki.ng li.sted in this schedule
has already been Ci.scharged,, The second :r s now due
for approval., and the only d j.fference 'i s that the
]j.mit j.s reduced from si,s" 1r"5M to rlr,, 121,[

The Chemel-i.I Sugar Company l-.,td. was establl shed
i"n 1965. Early problems wit, the-fa.ctprg a.nd the cane
transport system set bac]< the runni-ng accounts so bad.1y
that capital repay:rents had to be deferred Thi-s 1ed
to a declr-ni-ng economy whi-ch could be all-evr-atet1 only
by capi-taI reconstructj-on.

A major reorganj.zati.on of the capi.tal structure
took place in l97O ancl was the subject of Sessional
Paper No.5 of 1970, Thj..s ref i-eved the situatj-on but
dj-d not enti.rely solve the f inarncial problems of the
Company. A further fi"nancial cri.sj.s arose in L972
as the result of whi.ch i.t was agai n necessary to
reorgani.ze the capital stmcture of Chemelj-I Su6qar
Company ltd.

The most i"mportant change was tire i ssue of
J-r25M preference shares in Chernelil Sugar Company Ltd.
at €,1 each; the issue vuas talten up, 'i.n equal pa.rts,
by D"E"G" and A.D C" (O.E"G" is tire German
frnanci.al- body li.sted as No"5 in the i:arti es to the
contract)" There were many mi-nor changes, so many that
the ori.ginal agreement of 1966 was d'i scarded, and
replaced by the new agreement of 1973 referred to
earl-j er i.n this paper"

Among the many j-terns revi ewed j.n the negoti-att.on
of thr' agreement were the overdraft provi.sionsr
This was by way of cxtens'ion i-n ti-me, because the
need for a substantial overdraft vri th the Company es

banhers was accepted, and, i.n fact, the limj-t
up to 31st March 197J was already f; xed and. guaranteed
by the Goverrrment of Kenyai., This is recorded'in the
preamble to tl:re 1973 ag5reement., anrl Clause B of the
said prearnble points out that the 1i-mi-ts of overdraft
ert subsequcnt stages are subject to a similar guarantee:
hence thi.s paper" Tt is itnnortant to keep :'-n mind
that the guarantee now sought arj.ses di rectly out
of the 1973 a.greement and hars nothi.ng to do wi.th any
further rev:'.sion of the capi-tal structure of Chemeli.l
Sugar Company Ltd. rvhi-ch may be under considerati.on now

One i.mportant factor whi.ch has operated agai nst
the financi.al i-nterests of
is that i-t has been d eeply
tted i-n thc d"evelopment of
Soci-ettes ,'in i.ts zone" By
a large comnmni-ty of srnall
maintaj.ni-ng a large labour
rend,erjng a valuable servi.c

Chemelil Sugar Company ltd.,
i-nvolved and heavi ly commi--
cane grower Co-operatj ve
promoti.ng the welfetre of
scale carle growers and by
force, the Company i.s
e to Kenya
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No doubt the di.re eonsequences of the fi-nansi a1
collapse of Cheme1il Sugar Company Ltd", were jn
the minds of the parti.es when D"E"G. and A"D"C.
d,eci.d.ed. to eontri.bute financial support i.n L972"
The same considerati.ons wr 11 ari-se i f further capi.tal
reconstrrrctj,on becomes necessary i-n the future"

The guarantee sought in this paper does not
di.rectly determi.ne the fate of Chemelil Sugar Company
Ltd., which wj.ll be dec'i ded, after due considerati.on,
i.f or when the occasi on ari ses. The overdraft
prov:r ded. f or i. s part of the economi-c plan laid d.ounr
i.n the L973 agreement, and- r t is recommended that
the guarantee requested be approved.
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Apo1o6ry for absencc was rcccived from Thc }lon" J.Id.
Shikuhl, II.P.

Mr. Mr. L
Mr. H

J " llgugi, Clcrk of thc N:tional Assei'nbly.
.lI. Gichoru, Clcrli .,1.ssi-stant.
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CO"FIitliATIOr : 0I I{INUT,:iS

Tho l,linutes of thc Sc1ect Committco l,{ce:ting of Bttr tUey, I!
1974, wcrc confirr,rcd- by thc l.lembers prcscnt and. signed. by
thc Chairman.

MATTIfiS ;\RISI}JG

Thc Minutcs werc amcnd.cd. by tho inclusion of the IIon.
K.Ll. Itwannzand.i, M"Po a&ong the l{cmbcrs prcscnt .:* the last
ItI..let ing.

ritlNllTli_]9: CO],ISTDEIt,iTTO]'T OF )R,].]-,T N:|IPORT

The Comrnittee consid.cred thl Draft Report prepared b;r
thc Cheirman and riiade somc chlngcs which i:re reflcctcd. in
the attachcd. copy of tir.; Rcport.

MINUIE 39: 3g.rql$[!iIl.
Thcre being no othcr busin,--.ss for considcre"tion thc

Comrnittcc adjourncd giqe 4!q.

Confirmed,: F.I/l"G"lUr";TI.
(Charirman)

Dat e : _?-6.6-rJ_4.

PRESEI]T: The following l'lsrnlers of the Cornroj.ttee were present :-
(Ctra:-rman )r'"li.G" liati, 1..1.P.

;Ion, li"J. Seroney, "'
l'Ton. K,3. liwa:'nzandi,
Iion. 'i"11" Ahned., I.,1"P

IIon. B.ll. Karungaru,

AFCLOGY:

Ili ATTTIIIDAiICfl:
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Apologr for a,bsence was reccived from The Hon. J.l,i. S:.iklrlan IU.P.

IvIr.
I{r.

ItSuSi, Clerk of the Idational Assembly.
. Gicjreru, Clerk Assistant.

UINIJTE 4Oz - COIIFIRI,]ATIO,T 0lI ){lln.lTtrS

The ]t{inutes of the Select Comrnittee Meeting of
22nd l/tay, L974, r^iere confirmed by the i,iembers present and.
signed. by tlie Chairman.
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