
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/








DRAFT

Rii ST RICH:  1

ASSISTANCE TO SMALL SCALE INDUSTRIES. / 
KENYA INDUSTRIAL ESTATES LIMITED

KEN/77 / 0 0 6  
KENYA

1SS2.
E n g l i s h .

P r e p a r e d  f o r  the  Government  o f  Kenya 
by t he  U n i t e d  N a t i o n s  I n d u s t r i a l  De ve l opment  O r g a n i z a t i o n ,  

e x e c u t i n g  a g e n c y  f o r  t h e  U n i t ed  N a t i o n s  Deve l opment  Programme.

Based on t he  work o f  P_.D. Coo t e  
A d v i s e r  i n  F i n a n c i a l  Mana g e ment

Uni ted  N a t i o n s  I n d u s t r i a l  Deve l opment  O r g a n i z a t i o n
Vi enna

T h i s  r e p o r t  has not  been c l e a r e d  w i t h  the  Uni t ed  N a t i o n s  I n d u s t r i a l  
Deve l opment  O r g a n i z a t i o n  whi ch d o e s  n o t ,  t n e r e f c i e ,  n e c e s s a r i l y  
s ha re  the v i ews  p r e s e n t e d .



1
wiH k

I CLDSé
ASSISTANCE TO SMALL SCALE INDUSTRIES 

KENYA INDUSTRIAL ESTATES LIMITED 
KEN/77 / 0 0 6  

KENYA

ADDENDUM TO TERMINAL REPORT

Nov cm her 1982.



ADDENDUM TO TERMINAL REPORT

The following additional observations have been 
made regarding the Management of KIE since the completion of 
the Terminal Report.

EVALUATION /  DONOR MISSIONS

A considerable amount of time has been and is being 
spent by the Senior Management of KIE in preparing for being 
interviewed by, holding discussions with Missions from various 
donor and other agencies. For example

September 1982. 
Sept/Oct 1982. 
Oct/Nov 1982.

November 1982.

World Bank Evaluation Mission. 
U.N.D.P. Evaluation Mission. 
US AID Consultants regarding 
possible provision of 
additional funds for KIE.
KFW Evaluation Mission.

The result of the various v is i ts  has to provoke a 
series of different responses from KIE, tailored to that which 
KIE considers the Mission wants to hear and what benefits can 
be obtained from various donors.

Consider then the purposes of and the responses to 
these v i s i t s .

Mission. Purpose.
World Review of Loan. 
Bank.

K.I.E. Reaction. Comments.
Everything is 
running well but 
will be better 
when IDA funded 
Finance Manager 
arrives.

Debt equity rates 
not satisfactory.
IDA may cancel 
availability  of 
loan funds.
Unlikely the Finance 
Manager (IDA funded) 
can greatly 
improve standard 
of Management. 
Possible that 
Finance Manager will 
be held
responsible for 
all future KIE 
failures.

. . . / • » I
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Mission. Purpose.
U.N.D.P. Evaluation

UNIDO/KIE Project,

US AID 
(Con
sultants)

Possibility of 
additional Loan

KFW. Review.

FINANCIAL MANAGER. * i)

K.I.E. Reaction.
More personnel 
needed.

Our loan port
fo lio  is in good 
shape and KIE is 
in a position to 
borrow and use 
additional funds.

Our arrears 
problems have 
been solved please 
find additional 
loan approved - 
DM 5 m.

Comments.
A continued cry 
for training 
funds and 
personnel. KIE 
has been supported 
by expatriates 
since 1966. Some 
progress should 
have been made.
Finane ial 
Projections show 
that KIE cannot 
service its 
present
indebtness unless 
GOK converts most 
of the loan funds 
to equity. It 
should be noted 
also that KIE 
is unable to 
disburse a l l  the 
funds at its  
disposal.
KFW have made the 
granting of 
additional loan 
conditional on a 
substantia 1 
improvement in the 
arrears position. 
This has not been 
demonstrated.

The appointment of a Financial Manager funded by IDA 
seems to have had two effects on KIE

i )  A lowering of morale on the part of Finance 
Department staff  - why is the Department 
always controlled by outsiders?

i i )  A tendency of the Management of KIE to believe 
that the new Finance Manager is a solution to 
all  problems and that no further effort is needed 
to ensure that a l l  will be well, and that there 
will be no trouble in borrowing additional funds.



In addition, it  is considered that the Financial 
Manager, without firm direction from KIE Senior Management will 
not continue to uti l ize  "Manuals” and systems already approved 
and implemented. Should this in fact come to pass then the 
two and a half years work undertaken by the 2 financial 
advisors ca1’’ only be seen to have been wasted, a not unusual 
occurrance with advice and assistance given to KIE.

It has already been noted that KIE middle and top 
management are tending to avoid the consequences of, or 
implementation of decisions agreed to earlier in the year.
It is disturbing too that the matters agreed to were with the 
consultation/approval of outside bodies, such as the auditors 
and the World Bank.

CONCLUSION.

Whilst it  is easy to lay the blame at many of the 
problems b ling experienced at the feet of KIE Management, i t  
could equally be said that donors and other agencies 
contribute to, in no small part, to the d i f f ic u lt ie s .  In 
particular the number of missions, v i s i t s ,  etc,  being persons 
seeking information only or bearing 'g i f t s '  (additional loan 
funds, technical assistance) leave the KIE Management to spend 
a considerable amount of time in answering 'twenty-questions'. 
The net result has been therefore to distract Management's 
attention away from the needs of its own clients .  This can 
be demonstrated to some effect by the attached graphs which show 
arrears position of both loans and rent. In addition to 
the now deteriorating arrears position can be added the fact  
that, i t  is  understood some 200 plus applications for loans/ 
projects awaiting appraisal.

RECOMMENDATION.

In order to ensure that the semblance of order returns 
to KIE Management it  is recommended that UNIDO/UNDP again approach 
all  donors and potential donors with the aim of reducing both 
the number of missions per year-and producing a one time 
quest iona ir re to be used by a l l .
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1.

EXPLANATORY NOTES

The value of the Kenya currency to the United States Dollar
has averaged K.Shs. 9.60 = $US 1.

The legal unit of currency is the Shilling (Shs.) and one 
Shilling comprises one hundred cents; however it is often 
customery in both Official and Unofficial documents to refer 
to the Kenya pound (K£) : in this case it  should be 
noted that Shs. 20 or 2 0 / -  make one pound (£K) .

Abbreviations

K.I.E. Kenya Industrial Estates Limited.
G .0 . P .A . Gesellschaft fur Organisation Planung und 

Ausbildung MbH.
G.T.Z. Deutsche Gesellschaft fur Technische

K.F.W.
Zusammcnarbeit (GTZ) GMBH. 
Kreditanstalt Fuev Wrederaufbau.

I .C .D .C . Industrial and Commercial Development Corporation
I.D.B. Industrial Development Bank.
R•I «D .C« Rural Industrial Development Centre.
I.P.A. Industrial Promotion Area.
G.O.K. Government of Kenya.
S . I.D.F .A . Senior Industrial Development Field Advisor.



INTRODUCTION 
(^PROJECT^ÂC KG ROUND,

After independence the Kenya Government started efforts  
to remove the imbalance of and to increase the share of the 
African population in Industry and Commerce.

In the early days, the Industrial and Commercial 
Development Corporation (I.C.D.C.) was entrusted with the 
implementation of the Government's policy. I.C.D.C. began in 
1965 an industrial estate programme, in 1967 the K.I.E. - a 
fully-owned subsidiary of I.C.D.C. - was created. K.I.E. has 
been given the mandate to develop industrial estates throughout 
Kenya. Later on the K.I.E. was selected to implement a rural 
industrial development programme through building up and 
managing the rural industrial development centres and the 
industrial development areas (workshop clusters).

These components of K.I.E. are the Government's tools 
for an efficient implementation of the policy, the creation of 
higher employment and the increased participation of Africans 
as entrepreneurs in the industrial sector in general and in rural 
areas in particular.

Both programmes, the industrial estates, as well as 
the rural industrial development programme, have been supported by 
a number of bilateral donors through financial and technical 
assistance.

Donor assistance has been made available since 1968 and 
has come from Norway, Sweden, Denmark, Federal Republic of Germany, 
Japan and India amongst others.

At the present time industrial estates have been 
constructed at Nairobi, Nakuru, Mombasa, Kisumu and Eldoret and 
R .I .D .C . 's  at Nyeri, Kakamega and Embu have been upgraded to 
Estate standard. R .I .D .C . 's  and I .P .A . 's  have been brought into 
operation at Machakos, Meru, Malindi, Voi, Siaya, Kisii, Kabarnct, 
Homa Bay, Tala and Karatina. Similar units are being constructed 
at Tavcta and Sultan Uainud . Planning has commenced for further 
expansion at Kibwezi and Kericho.
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Prior to this project no work had been carried cut 
with KIE by U.N.I .D.O.,  U.N.D.P., or any other U.N. Agency 
(with the exception of the World Bank feasib i l i ty  study in 
1977) .

The request for U.N.I.D.O. assistance followed the 
granting of a credit by the World Bank to the G .0 .K . /K . I .E . 
Experts were required to cater for the demands and preconditions 
set by the World Bank for the disbursement of the loan and in 
addition expertise was required to assist K.I.E. with the 
increase in work load brought about by ten years of operations.
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Re : Ken/77/006 - Assistance to Small Scale Industries
Kenya Industrial Estates Limited.

Objective. (page 7) .
The long-range objective of this project is to 

assist  the Kenya Government in its  efforts to develop small- 
scale industry in rural areas by decentralising operations 
and management £
by providing exi
the Financial Management Sector.

Duration.
From March 1980 until June 1983. 

Conclusions. (page 9 and 15).

management d if f icu lt ies  as a result of the change in direction 
from being a Government service department (as a subsidiary of 
Industrial Development Finance Corporation (I.C.D.C.))  providing 
consulting and technical services in small scale industry to 
becoming a fully  fledged para-statal body which has been 
directed by GOK to becoming fully self  supporting financially 
with earnings from lending to small industry and income generated 
from technical service centres and rent from estates. This 
course of action was adopted following recommendations from the 
World Bank.

To become self sufficient financially KIE will not only
have to streamline its organization but take steps to diversify 
its sources of income.

Recommendations, (page 16).
With the exception of accounting services the Management 

of KIE to operate on a Regional Basis.

KIE is suffering from organizational problems and
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Lending activities to be expanded to include both 
Hire Purchase lending unsecured loan to the informal sector 
as well as allowing fa c i l i t ie s  for entrepreneurs to purchase 
their own factories on estates operated and constructed by KIE.

Greater Kenyanisation of KIE - use to be made where 
necessary of local consultants to make up for expertise not 
available in the framework of KIE staffing.
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OFF IC I AL ARRANGEMENTS

Assistance was requested in 1977 , by the Kenya 
Government and KIF. The project was approved in 1977 and started 
under Preparatory Assistance in 1978 (January). Extension of 
approval was granted in July 1 980 and again in August 1980, further 
extensions have been approved and at the present time cc sideration 
is being given to extending the project until end of June 1985. 
During that time it is proposed that consideration be given as to 
whether or not a new project UNIDO/KIE should be approved. KIE 
also received assistance from the World Bank - financial advisor 
and a projects advisor. This assistance commenced in May 1980 and 
finished in November 1982 . In February 1980 the ILO provided 
further assistance !y way of appointing a Staff Development and 
Training Advisor.

CONTRIBUTIONS
Or igina1 

Budget
Rev ised 
Budget

Revised
Budget

Revised 
Bud ge t

1978 1980 1981 198 2
Expert Services. 678,155 871,040
Training. 33,548 145,448
Equ ipment. 11,220 16,970
Miscellaneous. . 10,866 10,866

Total. 733 ,789 1,044,324

As at expend itur e 
US$ .

amounted to : -

Expert Services.
Taining.
Equ ipment.
Mi sc el laneous .

Total.

Adjustments upwards were due to the extension of the project.

KIE and the GOK provided personnel services, premises, 
equipment and supplies including the local operating costs of the 
project.

It is planned at present, that UNIDO assistance will 
continue until June 19G3.
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OBJECTIVES OF THE PROJECT

The long range objective of the project is to assist  
the Kenya Government in its  efforts to develop small-scale 
industry in rural areas by de-centralising industrial operations 
and management, so assisting the GOK in fostering a continued 
sustainable growth of the economy through a higher degree of 
self  reliance and increased export potential, a more equal 
distribution of income, increased employment mainly in rural 
areas. To assist the Kenyan Government achieve this objective 
the Kcrid Bank has granted the GOK a loan to be utilized by 
KIE. This UNDP/UNIDO project aims at supplementing the 
financial assistance of the World Bank through giving technical 
assistance to strengthen and support the KIE in its above mentioned 
activ it ies .  The immediate objective of this project is to provide 
KIE with expertise to enable it  to carry out the tasks given to 
i t  by the Government, in the construction and management of 
industrial estates, RIDC's and IDA's.

Specifically, the project provided
expertise to the Kenyan Industrial Estates 
Headquarters in Nairobi in the financial  
management sector (the subject of this 
report).
Specialists to assist KIE in their field  
programme of developing industrial estates, rural 
industrial development centres and industrial 
development areas a l l  over the country.

To a greater extent the objectives of the financial 
management sector have been reached as can be seen from the attached 
work programme progress chart. The expert originally 
appointed took up the post in April 1978 for one year.
Following his departure there was a rearrangement of. the duties with additional 
financial Management expertise being provided by GOPA. The 
GOPA expert arrived in November 1979 and the replacement for the 
UNIDO expert arrived in late March 1980.
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TRAINING

Formal training wns arranged through the financing of 
KIE personnel to attend various courses. Such training was 
arranged on a direct KIE/SIDFA/UNIDO Headquarters basis.

A considerable amount of or.-the-job training took 
place with various senior staff  members of the finance 
department, particular emphasis being placed on simplicity of 
reports and the design of same and also the necessity of 
continually checking the standard of work to ensure not only 
accuracy but that in-service departmental training was being 
understood and acted upon.

Main training functions (planning) were taken over after 
one year (in February 1981) by the ILO expert appointed to assist  
with objectives of World Bank /  KIE project.

SUBCONTRACTING

No sub-contracting was undertaken during the period 
being reported on - in relation to the duties of the financial 
advisor.
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RETORT ON FINANCIAL ADVISORY ASSISTANCE 
GIVEN TO KIE

Main Duties /  Job Description.

As previously mentioned the original intention was that
UNIDO should provide the total financial advisor service package 
however following the realignment of duties in 1979 and the 
subsequent appointment of two financial advisors -  one from GOPA 
and one from UNIDO - resulted in the original financial advisors 
tasks being split  and enlarged. (In addition to those two 
advisors the World Bank financed the appointment of another advisor 
known as the Financial Management Advisor). It would seem 
appropriate therefore to set out the job description of the two 
financial advisors and also the areas of work of each of the 
advisors as defined by KIE.

requests by KIE the Financial Management Advisor confined his 
main duties to advise on day to day operations whilst the two 
Financial Advisors concentrated their efforts on a mainly 
planning role. In this latter function described in some small 
detail in this report the two advisors were generally encouraged 
(by KIE)to work as a team to the extent that in the absence of 
either on leave, the other would continue with and complete r 
particular task. The result being that the everts, ideas ar 
results were in the main the results of a joint effort.

Detailed job descriptions of the three Advisors are 
attached (Annex 1 . ) to this report.

The job descriptions for the Financial Advisors where 
subsequently broken down in some ten principal subjects

It would seem appropriate to mention that following

i)
ii )
i i i )
iv) 
V) 
Vi) 
vii)

Policy.
Banking.
F inanee.
Planning and Budgeting. 
Projects.
Legal.
Administration. 
Inspection and Audit. 
Building and 
Manual writing

vi i i )
ix)
x) and d i s t r i b u t i o n .



This plan was approved by KIE with emphasis naturally 
being placed on the sections relating to i i i )  Finance and
iv) Planning and Budgetting. (For detailed work plan and progress 
chart refer Annex 2) .  This plan was revised in July 1980 and has 
been subsequently followed to a great extent (refer Annex 3 ) .

As inferred by the priorities of Finance and Planning 
and Budgetting principal efforts of the Advisors were confined t o : -

A. The introduction of suitable reporting 
systems covering : -
1. Administration expenditure.
2. Construction expenditure.
3. Loan disbursement.
4. Profit and Loss Account.
5. Balance Sheet.
6. Collection of a) Loan repayment.

b) Rental charges.
c) Other sundry charges.

7.  Classification of Bad and Doubtful
Debts Report.

In this context it  should be noted that one IDA (World Bank) 
Review Mission agreed that the new reporting systems (in particular 
that related to loan arrears) are suitable for KIE's purposes.

B. Preparation of a draft paper, after considerable 
discussions with Treasury Officials ,  setting out 
future operational guidelines for KIE. It is 
understood that this paper has been accepted in 
principal by Treasury.

C. The preparation of a model operational plan 
together with directions on completion and a 
work timetable for its production.

D. The selection, purchase and installation of a 
mini-computer, together with suitable software.
The computer was purchased and installed and 
programmed in such a manner as to provide KTE 
management with a reporting system which stated 
clearly the financial position of the company 
both as to loan and administration performance.
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The assembling, classifying and indexing of 
existing KIE regulations relating to loans, 
estate construction, legal matters, finance, 
banking and s ta f f .
The rewriting and enlarging of KIE regulations 
relating to loan disbursement, estate construction 
and financial matters in order to bring them into 
line with present day KIE practice and with 
the financial reporting system being operated 
by the Finance Department.
In particular the following manuals /  regulations 
were written, accepted by KIE and subsequently 
put into operation : -
i) Loan review, arrears and defaulters

■ follow-up.
i i )  Capital and recurrent expenditure.
i i i )  Annual Accounts and their preparation.
iv) Internal securities -  Theft and Fraud.
v) Insurance.
vi)  Provisions for Bad and Doubtful Debts.
v i i )  Account Classification and Codes.
Following recommendations Finance Department
has been reorganized into three divisions
a)

b)

o

Accounts : Computer operations, 
disbursement of loans and funds for 
capital expenditure, and the payment 
of accounts.
Planning and Budgetting : Preparation 
and updating of the operational plan, 
monitoring expenditure, and budget 
prepar ation.
Credit : Loan and rental payments 

(arrears follow-up) including v is its  
to KIE Branches to monitor progress 
of debt collection. Minor reviews 
of loan and subsequent rescheduling 
of repayment arrangements.
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In addition to the above principal activ it ies ,  a number 
of studies were undertaken and papers written, at KIE's request, 
the principal ones of these being

a) Lending to the informal sector (July 1981).
b) Financial position of KIE (including future 

prospects) (June 1981).
c) The future Financial Viability of Kenya 

Industrial Estates (Dec. 1980).
d) Lending through Commercial Banks (September 1981).
e) "Loan Review" a reporting system (November 1980).
f )  Cash Management and Interest Bearing Deposits 

(February 1981).
g) Provision for Bad and Doubtful Debts (October 

1981) .
h) Proposal for Provision of Industrial Buildings 

to small entrepreneurs (February 1980).
i)  Project Monitoring System (July 1980).
j )  Site and Service Scheme (for Industrial Estates) 

(December 1981) .
The progress of this project can be monitored to some 

extent by referring to the papers attached to this report, namely, 
•Review of Functions of KIE’ s Head Office Departments and Regional 
Offices' (June 1980) (Annex 4), and 'Proposed re-organization 
of Finance Department' (January 1981) (Annex 5).

It is pleasing to note that not only have the major 
proposals in the latter paper been adopted and implemented but that 
the original changes set out in the f i r s t  paper (Annex 4) have to 
some extent also been implemented.

It should also be noted that the policy submissions 
relating to Provisions for Bad and Doubtful Debts (see g) above) 
were approved by the Board of KIE and this led to the publication 
and implementation of related regulations (see E(vi) above).



UTILIZATION OP PROJECTS RESULTS

The reporting system lias on stream in conjunction with 
the programming of the computer. To date management 
has made use of these reports both on an internal basis 
(e .g.  monitoring administration expenditure) and on an 
external basis in presenting facts and figures (e.g.  
relating to loans arrears) to the World Bank and other 
review missions. (Refer KIE report to KFW dated the 
26th May 198 2 attached) (Annex 6) .

The operational guidelines, as accepted, are expected 
to be approved by GOK in due course. Such approval, it 
is expected, will direct KIE functions rather more towards 
lending and technical assistance for small industry and 
away from estate construction.

The operational plan format has already been used in 
presenting KIE requests to Treasury in support of 
requests for future GOK and donor funding. It is under
stood that i t  is the intention of KIE Management to continue 
to use this format in order to preserve continuity of 
presentat ion.

The mini-computer is operational and consideration is 
being given to upgrade its capability.

The regulation /  manuals introduced have improved KIE's 
Finance Department standards of operation. These manuals 
have been accepted as, in genera], satisfactory by the 
World Bank and the Company Auditors.

The use of the mini-computer and regulations/manuals 
by KIE staff has had the effect  of reducing the time of 
the actual audit (1 98 2) to some three and a half weeks 
from the previous average of two and a half months.
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G) As can be seen from Annex 7, there has been a
substantial increase in the number of loans outstanding 
from September 1979 (250) to October 198 2 (511) 
whilst arrears expressed as a percentage of loans 
outstandings has dropped from 84?o to 65^
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FINDINGS

'Die major task of this Project was the creation of a 
profit orientated development bank from a government owned 
institution whose principal function was to provide a technical 
extension service to small industry. It was envisaged 
that this task would be undertaken through the strengthening of 
financial management and upgrading the effectiveness of the 
finance department.

In reality this has proved a very d if f icu lt  task due 
in part to the non-banking background of the top and middle 
management of KIE and in part to the natural reluctance of all  
established staff  members to change.
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RECOMMENDATIONS

It is recommended that the services of the UNIDO financial 
management advisor be withdrawn as planned by the middle 
of 1983 and no additional assistance be granted under this 
category of assistance. The reasons for such withdrawal 
are : -
a) Operation manuals have been written, the 

appropriate accounting machine (mini-computer) 
has been installed and al l  the required 
financial returns have been designed and are 
in use.

b) staffing of the finance department is considered 
to be satisfactory without outside assistance.

c) the financial advisor provided by the German 
Advisory Group COPA is scheduled to finish his 
assignment at the end of June 1983 whilst the 
Advisor financed directly by the World Bank 
completed his contract in November 198 2 .

d) a satisfactory relationship has been established 
between KIE and the local firm of management 
consultants, Deloitte Haskins and Sells,  in 
particular, in relation to the writing of 
programmes for the mini-computer, design and 
implementation of reporting systems and manual 
preparation.

e) the World Bank have encouraged the KIE to appoint 
a non-Kenyan as Financial Manager. This new 
Financial Manager arrived in October 198 2 and it  
is planned that he will be in fu l l  control of the 
Finance Department by the end of 1982. World 
Bank are financing this officers salary.

The ultimate reason being that the staff  of the finance 
department have sufficient s k i l l s ,  it  is considered, to 
carry out their duties in such a manner as to meet the 
operational requirements of KIE. The retention of 
Advisors for this department might result in the withdrawal 
of competent staff  from the finance Department and the 
absorption of Advisors in operation/line positions within 
the department.



However it  should be noted that the World Bank have not 
considered these efforts to be satisfactory and that body 
considers that the appointment of their own nominee to the 
position of Financial Manager will ensure that KIE will 
become profitable. It has not been appreciated by the 
World Bank that the design, implementation, and education 
in use of end results of the finance reporting system will 
not take place overnight, and in fact ,  it will take some 
l i t t l e  time before such financial controls begin to have 
any effect either on KIE Management or borrowers.

2. It is further recommended that UNIDO retain a presence
with KIE at Eldoret and that a further officer be 
stationed there. His task would be to ensure (through 
training) the following functions are properly carried 
out : -
a) Financial returns and reports originating from 

Head Office - including arrears reports, - are 
properly acted on.

b) budgetting functions required by the regional 
office are properly carried out, and a l l  
financial returns are completed when due and 
compiled according to instructions.

c) that technological studies are carried out, on 
request for finance, by officers of the projects 
department or by Project Officers attached to 
the Regional Officer are appraised by the 
Regional Manager or any other competent Officer 
to* ensure that the project is viable both from 
the borrowers point of view and that of KIE.

d) that a l l  on going projects be reviewed on a six 
monthly basis to ensure that
i)  project was proceeding as planned, 

funding, security documents being 
signed, etc.

i i )  the entrepreneur was receiving the 
appropriate assistance (both technical 
and in management) from KIE. 
that the project remained financially  
viable and was ih a position to meet al
o b l i g a t i o n s  i n c l u d i n g  tlio.se due to  KIEi

17 .
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3. As a final recommendation it  is proposed that the Officer
stationed at Eldoret be prepared to give assistance to K1E 
along the lines already recommended for three regions of 
KIE that are easily accessable, namely Eldoret, Kisumu 
and Kakamega - in carrying out this function maximum 
effort must be made to harmonise activities with those 
of other consultants also engaged in rendering assistance 
to KIE.

18 .
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Peter D. Cootc.
U.N.I.D.O. Financial Advisor. 
Job Description.

The expert will be requested to analyse the system used in 
financial operations and give advice and suggestions to the 
Kit management, in particular the Operations Manager, on sound 
financial policies and systems.

Policy. To assist and advise KTE and the Accounts and 
Extension Service Departments in particular in formulating 
and developing the financial policies and systems of KIE 
in accordance with sound financial and economic practices 
as applied to the requirements of estate management and 
development financial companies.
Accounting. In collaboration with the Chief Financial 
Officer and other competent KIE officers develop and 
recommend procedures and systems for the preparation of 
accounting and statistical  summaries and portfolio and 
rental position statements as an aid to management in the 
controlling of the activities of KIE and as required under 
the ierms of loan agreements with lending institutions.
Real Estate Management. Advise KIE on appropriate rent 
rates and service charges to implement KIE policy on real 
estate management. Develop and recommend systems and 
procedures for the effective collection of rent and other 
charges for services provided. Advise KIE on the financial 
aspects of alternative uses of KIE real estate and in 
particular with regard to the options of renting or selling.  
Organization. In connection with the performance of the 
above duties, advise KIE on the finance staff  needed and 
the appropriate responsibilities for KIE's regional centres. 
The financial systems to be developed should provide for 
regional centres and adequate monitoring of regional 
activities at KIE headquarters.
Assistance in developing and implementing on-the-job trainili 
programmes for financial staff  of KIE.
Offer any other advice and assistance as may be required by 
KIE management within the area of the expert's competence.
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B.l.. Pandiya.
Managcment Accountant.
Advisor with deligated responsibilities.

1. Financial Administration.
Responsible for over-all performance and running of the 
Finance Department particularly with regard to development 
and implementation of financial and accounting procedures 
and systems.

2. Financial Policies.
Suggest to the management new financial policies ,  suggest from 
time to time changes in existing policies and ensure that 
such approved policies are implemented - specifically prepare 
financial manuals.

3. Reporting System.
To device, develop and ensure application of a comprehensive 
management accounting and financial reporting system; so that 
the management is fully informed all the time in regard to 
KIH's finances. In this connection to ensure that there are 
regular and timely financial returns;and that other financial 
units of the company get from the head office any necessary 
financial data and information as required.

4. Resources.
In consultation with the Operations Manager, to plan for KIE's 
resources and ensure their effective utilization including 
resource control and management. To ensure that regular 
returns are given to the management on the current resource 
position.

5. Arrears.
To prepare in collaboration with the other relevant departments 
comprehensive and effective plan of action for reducing the 
rate of loan, rent and other arrears in KIE. To ensure that 
regular reports are submitted to the management on the arrears 
situation.

6. Budget.
a) Evolve an effective system of budgeting and budget control. 

Ensure that at all  times the management is fully informed 
on the position of the budget. Approve investment and 
other development expenditure before the Chief 
Accountant can disburse. Accordingly should attend 
project committee meetings.

i i
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b) Should evolve an effective system of purchasing, 
issuing and keeping of stores.

c) Design a workable procedure for vehicles and transport 
control including proper discipline in the use of 
vehicles.

Operational Plan.
To be responsible for the preparation and continuous review of 
KIE's short and long term operational plan. This function 
should be exercised in close collaboration with other heads 
of departments.
Mechanization.
Plan and arrange for suitable mechanization of KIE's accounts 
as early as possible.
Training.
To organize and ensure effective and coordinated training of 
all  the staff in the department.
To perform any other duties and functions as directed by the 
management.
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T itle .
Location. 
Duration. 
Responsibility.

Duties.

1. Policy.
To assist and advise the management in formulating and 
developing the financial policies of KIE in accordance with 
sound financial and economic practices as applied to the 
requirements of development finance companies.

2. Funds and Portfolio Management.
In collaboration with the competent KIE o fficers ; -

develop and recommend financial objectives for cash 
management and investments, and on the basis of cash 
forecasts advise on the development of plans to ensure 
the availability of funds necessary to meet corporate 
financing for both short and long term needs (budgeting); 
assist management in the conduct of negotiations with 
commercial banks, investment banks, and other financial 
agencies to provide for the cash and capital requirements 
of KIE and recommend policies and procedures to ensure 
CO'-.1 lance with the terms and conditions of loan 
a; "ients and other obligations;
develop and recommend procedures for the effective  
control of the disbursement of approved loans and the 
collection thereof, and assist when required the loan 
committees by giving advise on the screening and 
technical committee, regional committees and approval 
of loans;
develop and recommend the policies, plans and 
procedures necessary for the effective control over the 
receipt, disbursement and custody of all the funds of 
KIE.

Financial Advisor, Kenya Industrial Estates. 
Nairobi, Kenya.
Two years.
To advise and assist KIE management in the 
development and implementation of sound financial 
policies and systems.
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Organization.
In connection with the perfoimance of the above duties, advise 
KIE management on the finance staff needed and the appropriate 
responsibilities for KIE's regional centres. The financial 
systems to be developed should provide for appropriate 
delegation of financial responsibility to regional centres and 
adequate monitoring of regional activities at KIE headquarters.
Training.
Advise on the development of training programmes for KIE 
financial staff  and assist in such training.
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A . L i \ \ A  11NJJU A i  KA^JL. L û l A i L o  ju t iy .  Annex -1 .
Nairobi Industrial Estate P.O . Box 18282. NAIROBI«

From: J .  Doefinchem To: Managing Director
p .D . Cottfe Operations Manager

Ref. Ha. Deter

REVIEW O F FU N C TIONS OF K IE‘s HEAD O FFICE DEPARTMENTS AN D  

R EG IO N A L OFFICES

<

This paper has been written at the request of the Managing Director.

The writers have after thorough investigation come to the opinion that the functions 
of the different departments and regional offices of K IE are at present time lacking in 
cohesion. The principal features of these recommendations are to restructure KIE so as 
to make the best use of the available resources. The principal aims are to

enlarge the functions of the Projects Department which should act as 
impartial consultants to both, KIE's clients and K IE itself during all 
stages of project life

It
-  streamline the Accounting Department so as io pujAn a position to provide 

Management with up to date and meaningful financial information

-  form a Planning ond Budgeting Unit so as to remove "think tank" functions 
from normal day to day operations of other departments

convert the present Extension Services Department into a Banking Deportment 
to assist KIE attain the G O K  and Worfdbank requirement that this organisation 
assume the format of a Development Bank.

Changing the functions of one department or introducing a new one naturally has re per
cussions on the structure as a whole. The structure proposed in Annex 1 ond 2 tries to 
maintain, however, as much as possible of the present set up and should be regarded as 
a medium term target towards which the writers think KIE should develop. The proposed 
changes are summarized as follows:

(1) Project Department

The Project Department presently has to prepare feasibility studies and to play the most 
decisive role in the complicated decision making process that leads to the approval of a 
loan and the allotment of a shed. At this stage the responsility of the Project Department 
ends abruptly and other departments have to implement the content of the approved paper. 
Under these circumstances the Project Department can rather easily discharge its duties by 
producing overoptimistic papers and getting them approved. As a result of this/considerable 
number of projects turn out to be nonstarters.

The proper function of the Project Department should, however, be to act as an impartial 
consultant to both the client ond K IE . It should, therefore, be under no pressure to get 
project studies approved. This con only be achieved, if its decisive role in the approval 
of loans is removed, because this undermines its independence ond exposes it to undue 
pressure from interested parties. It should, however, be in the position to discharge its 
duties by writing a project study with negative results.
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Furthermore Project Department should take a vital interest/fhat projects recommended ^  
by it  are really vicble under a ll aspects. It can only have such Interest, if  Its " ' “
consultancy services are also to be called upon during the implementation and operation 
phase of a project.

Preparation of project studies should be done in the first instance by the Regional Project 
Officers (see Annex 2). Ti>erefore, considerable decentralisaiion of Kenyan technical 
staff to various centres would be appropriate. This staff should consist of Engineers with 
a Business Administration Background or the reverse. No specialisation within a certain 
sector (e .g . chemical Products e tc .)  is necessary. To finalize the study the Regional Project 
O fficer should be assisted by Senior Staff from Head Office which would have a similar 
qualification but with an additional specialisation within a certain sector. This project 
staff would have to be organized along sectoral lines and would be expected to spend 
considerable time travelling to assist and train project field staff on the spot.

„ To assist in project implementation (ordering and commissioning of machinery, detailed 
- planning and layout) the Project Department needs a small corps of pure engineers.

Sectoral specialisation is not sbimportant for their task. Apart from supervising project imple
mentation they also should be involved in finalizing project studies. Such questions os 
machinery selection, product design, machinery cost estimates, training needs,time planning 
for implementation e tc . should be checked by them to insure that proper feedback from 
practical experience goes to new project studies.

A Product Development Section could be a logical complement to the other activities 
of the Project Department.

(2) Bonking Deportment

The existing Extension Services Department should be converted Into a Banking Department.
It has to act os a counterbalance to the Project Department and should therefore/eceive 
from there finalized project studies in order to appraise them from a banking point of view  
with an emphasis on credit-worthiness of the loanee before loans are approved and sheds 
are allotted. (For vettirgprocedures and approval authorities see Arinex 2).

The Banking Department should be split into regional sections each one supervising one 
region and acting as o link between Head Office and Regional Center for a ll matters relating 
to loan and tenancy agreements etc. It]w s, therefore, to follow up on all steps which 
supersedes regional authority and, therefore, must be processed through Head O ffice . 
Subsequently it ensures that proper action is taken by Regional Managers, especially as to 
loan follow up and review of projects that appear unable to meet their commitments.
It requests the assistance of Projects Department if  full scale reappraisal of a project is 
necessary.

out
The entrepreneurial development functions will be continued to be carried/by ¿^department.
It w ill, therefore, have to organise regional training seminars for entrepreneurs on such 
subjects as accounting, marketing, personnel management e tc . Th is, however, w ill be 
o sporadic exercise in which the KIE staff of the Regional Offices w ill also have to participate 
in order to be able to act as permanent tutors of the entrepreneurs within their regions.

3/
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To achieve this objective we consider that the entrepreneurial development functions 
be the primary responsibility of one loans officer. This officer should also be involved 
os much as possible in normal day to day work of the Bonking Department to prevent 
training becoming an academic exercise.

(3) Finance Department

The Finance Department should concern itseld with acting as a Service Deportment to 
all sections and offices of K1E So providing

-  Management with up to date meaningful information 

Branches and other offices with similar data

Clients and borrowers with up to date statements of account

-  for rapid disbursement of funds

-  for maximizing comings from short-term investments.

To do this the Department must be restructured so as to relieve itself of

(a) Planning functions e .g .  budget
(b) Staff matters e .g . payroll
(c) Custody of security documents.

Therefore, it is considered,that the Finonce Deportment must be placed on an operational
basis. That means it must be able to provide management with the following information
on a daily basis:

a) current liquidity position
b) up to date loan - rent -  TSC clients position 

including arrears

c) short-term investments (e .g . term deposits) showing maturity date and 
interest rate

d) expenditure position giving a comparison of actual 
with budget

e) current resources position showing how much drawn, how much 
committed end the amount available for commitment

f) current sonsolidafed financial position of KIE (weekly basis)

V



(4) Planning ono* Budgetting Department
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The activities gathered up in this unit become increasingly important for K IE and 
urgently need effective organisation under the permanent responsibility of a senior 
K IE  officer. Operational Planning, Resource Planning and overall yearly Budgetting 
must be carried c Mt in conjunction with most of the other'departments, especially 
those responsible for Projects,Building, Banking and Finance /  Accounting. Its function, 
therefore,is that of a (management secretariat that prepares decision making papers for 
submission to Heads of Departments for consideration. Following such meetings the 
secretariat w ill prepare the appropriate submissions for the KIE Board.

Furthermore, the secretariat should generally act as a link to the Treasury and external 
donors and should, therefore, handle a ll correspondence with these entities.

As an annex it could also supervise the operation of the KIE library.

(5) Building Department

Building of Estate Infrastructure has become a nationwide activity since KIE is supposed 
to construct and maintain Estates and RIDCs in all parts of the country. The amount of 
work in this field calls for concentration of one deportment on these activities to assure 
appropriate planning and supervision of construction works.

In future estates could be developed in two steps

(a) construction of basic infrastructure (roads, sewerage, water and electricity  
network) to cater for later shed construction according to projects prepared. 
Infrastructure development should, therefore, provide for flexible sub
division of plots according to later needs.

(b) Construction of sheds should be done from time to time os projects are 
approved. Their layout should be adapted to the specific need of the project 
concerned.

The Building Department must be in the position to provide Projects Department with 
realistic unit costs per square meter of industrial building since the necessary 
expenditure for on individual project must be approved together with the project study.

Construction and equipment of TSCs (being port of the estate infrastructure) should 
also stay forthwith under the responsibility of the Building Deportment. As to the 
selection of TSC-Equipment, the department should liase with Projects Department 
(Engineering Section).

The Building Department would also be responsible for the upkeep and maintenance of 
all estate infrastructure and would have to carry out the necessary inspections on a 
regular ba is .

5/



(6) Lego! Department

The Legal Department (like the Finance Department) is also to be regarded as a 
Service Unit to a ll other departments, especially to the Banking Deportment.
On request of this it checks loan and rent agreements before signing, prepares 
security documents, assists in company registration and takes legal action against 
defaulters.

It acts as custodian for a ll security documents and title deeds to KIE property.

F i n a lly  it performs the duties of the Company Secretary including the holding of 
Board Meetings etc.

(7) Personnel and Administration Department

The main function of this department is to recruit in conjunction with other 
departments and in accordance with approved budget plans the necessary staff for a ll 
K IE  offices.

Besides this it has to deal with all staff and salary matters generally. To ensure the 
necessary discretion of these matters it should have an own unit to prepare monthly 
salary statements and to record salary disbursements.

«

Within its administrative functions it has to purchase and maintain office equipment 
ond motor vehicles and to control stores and stationery.

It allocates office room to staff and regulates the use of telephone facilities etc.

(8) Inspectors Department

The function of this Department is to carry out audits and inspections of KIE*s books and 
accounts, a physical inspection of ail assets, and verification of all liabilities on a 
regular basis.

In carrying out these duties the staff of this department is to ensure that a ll policies and 
pacedures as laid down in Instruction Manuals are correctly followed.

Inspections and audits w ill fake place on a surprise basis and will cover oil departments and 
offices of KIE .

This deportment will report directly to the Managing Director and Operations Manager.



Final Remarks

In writing this paper we have considered the interest not only of KIE itself but 
of external donors and lenders and -  most important -  the small businessmen . 
who are to be promoted. It has been stated that KIE has a successful record of 
implementing and operating projects. Be that as it may. -  It is apparently not 
the view of such international bodies as the World Bank where judgment as to 
performance is based on how much has been lent^to whom it has been lent, how much 
has been repaid and in what time.

In this respect KIE's record cannot stand heavy criticism until such time as its methods 
of appraisal, implementation and recording have been considerably improved.
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(1) Proposed Organisation Chart for KIE -  Head Office

(2) Proposed Organisation Chart for KIE -  Regional Offices

(3)

c

Proposed Loan Approval and Disbursement Authorities

(4) Proposed Expenditure Authorities

(5) Notes on Expenditure Authorities
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LOAN APPROVAL AND DISBURSEMENT AUTHORITIES (/\nnex 3 t h e r e t o )

Approval Amount Disbursement Amounts
KSHs. KSHs.

RIDC - Manager 100,000 200,000

Regional Manager 500,000 1,000,000

H . Q .  -  Loam O fficer NIL 1,000,000

Head Banking Department 1,000,000 2,000 ,000

Operations Manager 2 ,000 ,000 4,000 ,000

Managing Director 3 ,000 ,000 5 ,000 ,000

Board of Directors 5,ooo;ooo not required

N O TE: in all cases where Loan amount 
required exceeds approval Limit, the officer 
handling the project paper w ill appraise it 
and then pass to senior officer with recom
mendations for approval or decline.
The Board will receive a summary paper con
taining both Projects and Banking views as to 
prospects of project together with recommen
dation to approve or decline .

N O TE: Disbursements will be executed by 
RIDC-Mcnager or Regional Operations O fficer 
from funds released to them by Head O ffice . 
No disbursement w ill be made without

(a) written request for disbursement from 
borrower

(b) authority of competent K IE-O ffice r  
(see above).
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Annex .5./
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M E M O
KENYA INDUSTRIAL E STA TE S LIMITED

NAIROBI INDUSTRIAI (STA1{ P .O . B o  18782 NAIROBI

From: FINANCIAL ADVISORS

Ref. No.

To CHIEF ACCOUNTANT

Oaf*. 27 th January, 1981

Proposed Reorganisation o f  Finance 
Department

Following our discussions enclosed ere a 
proposed Organisation Chart fo r  the Finance Department 
together with a set  o f  f lows—charts showing the 
proposed work-flow within the d i f f e r e n t  subsections  
o f  the Department a f te r  the Mini Computer being  
i n s t a l l e d  and on stream*

( c •c * Operations Manager

e n d *

1/ rr I í*'- V ' (

- \ S' /
7 i A

Ì  t  ;

' ’ '



/"V

P r  o  p o  s e  d
\nncx 5.

F I N A N C E  D E P A R T M E N T  O R G A N I S A 7  I  O N C H A R T

(2 of 11)
NOTE: T h i s  c h e r t  shows o n l y  
t h e  l i n e s  o f  c o m m u n ic a t i o n  
and r e s p o n s i b i l i t y  and 
t a k e s  no a c c o u n t  o f  s t a t u s  
o r  p r o f e s s i o n a l  l e v e l s  
o f  s t a f f  m em bers .
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O P  £ . I N G or LOAN ACCOUNTS
♦ riXED ASSET ACCOUNTS FOR CONSTRUCTION

LOANS CONSTRUCTION
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A R R E A R S  F O L L O W  U P

MINI COMPUTER

p r i n t s  o u t  m on th ly
A r r e a r s  L i s t s
f o r  a l l  B ranch  O f f i c e s

CREDIT CONTROLLER

c h e k s  A r r e a r s  L i s t s  
and d i s p a t c h e s  them t o  
B ranch  O f f i c e s

BRANCH OFFICE 
OPERATIONS OFFICER

-  c a r r i e s  o u t  a r r e a r s  f o l l o w 
up o p e r a t i o n s

-  comments on  d e f a u l t e r s
on  A r r e a r s  L i s t  and sen d s  
i t  back  t o  H .O .

HEAD OFFICE
ASSISTANT CHIEF ACCOUNTANT

a n a l y s e s  A r r e a r s  L i s t s  w i t h  
comments from  B ranch O f f i c e s  
and p r e p a r e s  a c o n s o l i d a t e d  
M onth ly  A r r e a r s  R e p o r t  
i n d i c a t i n g :

-  Loans  t o  be  
r e v ie w e d

-  L oa n s  f o r  w h ic h  
s t r o n g e r  a c t i o n  
i s  t o  be  ta k e n

« ►

CHIEF ACCOUNTANT

« ’

M A N \ G E H E N T
ARREARS COMMITTEE
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Л О H 1 N .  E X P E N D I T U R E  D I S B U R S E M E N T

BRANCHES HEAD OFFICE
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l  II b/1 FIN AN CIA L CO O PERA TIO N  LO A N S TO KEN YA INDUSTRIAL ESTATES LTD . 
AL 6565220 AN D  7967904

We refer to your telex of March 3rd, 1982, Informing us that you have -secidea to 
ocsfoone your progress appraisal mission to a date late' this /jar. *.*/•» ,-o .! d 'I- -j to 
prepare this appraisal by reporting on our r'ncnoioi jitur.:-'or. : -.s

( I)  Financial Management

C  /er the past three years KiE has mace great efforts *o 'eoroit a .oo'U'eo enycn 
fincnciol manager. Unfortunate!/, these efforts nave net been successrvi up to n o . v ,  

as it was found that the salcry requirements for a qualified Kenyan are tar a cave the 
official pay scale to which KIE is bound by the Kenya Government.

The World Bonk has agreed to fund an expatriate financial adviser For a period of 
three years. Funds were made available from the training and consultancy component of 
the IDA credit. Recruitment was started in December last year but despite very attractive 
emoluments results have not been very encouraging. The World Bank has now suggested 
advertising the positian of the KIE financial manager in the relevant international 
media.

The appointment of c financial manager is an issue to which the k lE  management attaches 
great importance. The position is next to the KIE Managing Director in line of authority. 
Keeping the position vacant,  could hove increasingly negative effects. We hove, therefore, 
as an interim measure, appointed D r. Michael Burisch as acting financial manager for 
o period of one year. The external and internal recruitment efforts which hopefully will 
lead to a  more permanent solution will continue. Meanwhile, as much as possible of the 
new KIE financial management systems are to be implemented. : .4
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The K SE finance deoartmenf Is be •'••<«: rearaarv :od with the view  to:

- ensuring consistency of financial records
- reducing posting delays
-  providing more meaningful and up to date financial information to both

the KIE management and ‘he K ’E en»repreneurs.

To achieve this o central ced accm iys'an has been designed with a visible
record mini-com.purer os .. z--;:: a, .  ; ; ,>si;g nir. An Olivetti 35C 2030 funded 
from a Gennan technical asslstaregrant was hostelled in mid 1981. This type of 
computer does not represent the most advanced technology but ist functions are 
easily understood and >’t does net '-ato — c.iuol work cempfeto! y . it «as found 
that the rec'w .: • .v!j ••'•••'or.*.: : f*: r-'r} vne / ’■' - ‘ ' \
system .

The necessary systems analysis was prc/idec ;>/ a working party including the K it 
Chief Accountant, his deputies and the financial advisers provided under the German 
and UN ID O  technical assistance programme. Local computer consultants were 
recruited to prepare the software according to KIE's specifications.

The first sub-system complefea w g s  rr.e loot; ledger which went live at the beginning 
of this veer. The leco.-'-r -s being o r :'::!  on - -'orithly basis but oreparations for week I / 
posting are almost comp, ete. The ;re.- -A culotei interest on a doiiy oasis and prcauces 
monthly arrears reports by branen office. Monthly statements of account and instalment 
notices are prepared for each borrower. The system is described in greater detail in 
appendix 1 .

The secona sus-systsm  to go .! ,-s s ger.o-e; ¡eager, 't ncs o-oer. completely re
designed to facilitate on analysis of the costs of the KIE programme oy regions ana by 
functions.The systems will produce monrhly overci! trial balance sheets and profit and 

loss accounts as well as budget control reports by branch office. Profit and loss accounts 
by activity ond by branch office can be produced with some additional manual work. 
Testing ond file conversion for the general ledger system are almost complete. The 
system Is expected to go live in June this year. This will enable us to prepare our annual 
financial statements with the help of the new accounting system.

A  third sub-system expected to go live before the end of June this year is the rentol 
ledger. Programmes for this subsystem has been completed and the process of testing 
ond file conversion has been started.

Two more sub-systems, the TSC debtors ledger and the sundry..' debtosledger are in 
early stages of system’s design. Furthermore, it is envisaged to use the mini computer 
to keep commitment records for the project deportment and the engineering department, 
showing both commitments of loan ond construction funds by K IE and by donors.
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(3) Finance and Accounring ¿Vtoruo!

While iairouucing .-hi oe-.v computer system we hove also starred the preparation of a 
new finance ana accounting manual covering ail areas of the KIE financial management. 
First to go into the manual ore the K IE loan regulations which were sent to you earlier 
this year. Other regulations on capital expenditure, operational expenditure, insurances 
and budgeting are in advanced stages of preparation.

Detailed desk too instructions on the processing of cash collection and of operational 
expend hure have .:een orepared 'or "he accounts staff at head office and branch office 
level .The manual will also contain a new organization chart for the finance department 
together with job descriptions for each senior post. The latest edition of the organization 
chc"* outlining ‘he 'unctions of ‘he different sub-sections of the finance department

v4; .co n  3a?: ecr. on one A.-r cars

Loan collection in KIE is a decentralized activity carried out by the branch office 
accountants. With the introduction of the computer system, this has been put on a more 
efficient working basis. Borrowers are now receiving monthly statements of accounts and 
instalment notices which are directly mailed to them from the head office. The branch 
of?;ces are provided with cc c :es of these statements together with a monthly arrears 
recc-rt. The oreers reports are :o c-.- returned to the head office with the branch office’s 
comments on recoverabii ity of loans ond on necessary actions. As alt loan accounting 
will be centralized, branch office accountants will have more time for proper loan 
follow up.

'n s credi r contro! action  of *.-••» • I nonce oepcrrmenr prepares month! y reports on 'ocn 
arrears for the K!£ management. The data processed by the computer summarized in 
six standard formats celled "arrears analysis" number 1 to number V I . The most recent 
arrears analysis is annex to this letter. It indicates that the overall quality of the KIE 
loan portfolio is no longer deterriorating. The portfolio has entered into a process of 
stabilisation.

(5) Loan Categorization and Follow Up Operations j

Following KFW's recommendations, KIE has established a staff arrears committee j 
headed by the Chief Legal O fficer ond including the Projects Manager and the i
Chief Accountant. The committee reviewed all KIE loans and classed them Into the j 
following three catagories: j I

A -  loans considered to be fully recoverable including loons that need 
routine re-scheduling.

B -  loans that need full scale re-appraisal in Order to reach a decision on 
revitalization or liquidation,

I -
C  -  loans to be liquidated because the project is no longer considered to 

be v iab le . i ]
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Annex b. (4 of 6)
As of 31st M arch, 1982, the KIE portfolio wai made up as follows:

Category N o . of Borrowers Total Debt 
oufstand. 
M illion Sns.

Total Arrears 

M illion Sirs.

o.'/O Total Arrears over 
1 2 months

A 297 117. 1 H .7 10 5.1

B 43 ^ 20.9 7,6 36 5 ,0

L 130 50»g .3 43 17.0

‘ he staff arrears ccmm.tfe* ■; :rder :o ere nic*::
whether c;eriair, projects shoui:; ‘V O /'J ' T., >fi:; r ;r . rpo rei3*̂0OH ji - j
for follow up rests then with the

- finance department (credit control section) for category A loans
- projects department for category B loans
- legal deportment for category C loans.

Recommendations for action on category 3 and C leans are submitted to the normcl 
K IE approval authorities by the cro'ec‘r- do o eft-tent end legal department respectively.
Two reports frem these departments svmr'.crlu?ng rhe srago of fr.eir operations are 
appended,

(6) Annual Accounts

A copy of our audited annual accounrs for rhe financial /ear «nich enoed on June 3Cfh, !93t 
is appended to this letter. Inspite of substantially increased lending operations, the 
company incurred an annual loss of KSHs. 17 m illion. The loss for the previous financial 
year had been KSHs. 16.5 m illion.

In our 1980/B1 income statement we have shown net interest earnings from loans after 
¡suspended interest of KSHs, 5,692 m illion, representing interest accrued on arrears of 
over two years. Therefore, the net amount of interest earned of KSHs. 4 .490m illio n  
largely represents the actual amount of interest collected. Because of this change in 
accounting policy we were able to keep our annual provisions for bad ond doubtful debts 
to the relatively low figure of KSHs. 4.475 m illion. Had we used our usual method of 

I accounting,1 the interest earnings would have been KSHs. 10.182 million necessitating 
provisions of KSHs. 10.167 m illion.

In the meantime/ however, the borrowers ledger has been taken over by our new computer 
system. We now feel that it was unfortunate to change our accounting policy regarding 

■ provisions for bad and doubtful debts. We hove re-examined the issue with the assistance 
of our external auditors and have established a policy that provides consistency and links
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up both with the categorization  of leans and the new cerrputer systems. The details 
of the new p o licy  are set out in our board paper no. 470, which was approved by 
the K IE board on M ay 14fh, 1982. Apart from a necessary adaption which K!E w:II hove 
to make in the financial year ending 30th June, 1982, the amount of annual provisions 
on the loan portfolio is lik e ly  to stay at a level of K SH s. 10 to 14 m illion  during the 
next three years. During the same time, the total provisions as a percentage of the gross 
portfolio is expected to come down gradually from presently 30%  to about 20%  in 

1984/85. '(

(7) Financial projections

Last year we embarked on a m ajor financial planning exercise -which is based on our actual 
perform о nee dato for the last four years. Гое su'osoquenr orc-tecr-ons show that ;? -s 
uni ike! у For К IE to become nnan G m iy л-.-! ?-»•.. :т I cicn. : .v.rarai I -inonoiai V.m-c "Cr- 
of our operations is not d rastica lly  change:;.

In our discussions with our Parent M inistries and with outside donors it has become 
increasingly c le a r  that the promotion of industrial enterprises owned and managed by 
Africans m ainly in rural areas is an extremely complex and demanding task^ That 
requires a broad array of promotional services which are not normally provided by other 
development banks. If has, therefore, been accepted by the Government that the 
financial framework under w hich К IE operates must take due regard of this fa ct .

In line with these discussions we have received an indication that the Kenya Governmenr 
might now be w illing  to channel the majority of public funds to the KIE programme in the 
form of eq u ity . The only exceptions from this general rule w ill be the IDA funds and the 
KFW  funds w hich were lent to the Kenya Government and which will continue to be 
onfent to K IE  at interest rcies of 5% and 2% respective!-/, \( these changes are effected, 
if furthermore K IE is allowed to increase its lending rate for all new loans to the current 
market level of 14% and to increase rents by 5% every year, there is a good chance that 
K IE  might be ab le to break even by the year 1985/86. Enclosed is a set of financial 
projections using these assumptions.

We are looking forward fo fruitful and constructive discussions with your team. 
M eanw hile , we w ill keep you informed on all relevant developments in the seven . 
arsas discussed above.

V>urs fa ith fu lly ,

(Charles S» Mbiçpyo)
Managing Director
K E N Y A  INDUSTRIAL ESTATES LTD.

t
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F I N A N C :  D E P A R T M E N T  O R G A N I S A T I O N  C H A R T

N O TE:

F IN A N C IA L
M A N A G ER

CH IEF A C C O U N TA N T

1 . This chart shows lines or revo n t'L 'fllfy  only and mokes 
no acknowledgement of grades etc*

3 . As regular In le rvo ll d l Hoff w ill bo pasted from on* peel tiers 
lo onolher to ensure the! oil o fflce ri ore fu lly  eortvareord 
w lih  d t  o^tects of FI nonce Department work.
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A SS ISTA N T C H IEF  A C C O U N TA N T 
(F inonce and Reporting)

S*otement» to Beneeers 
Tenants and TSC - C lan s»  
Branch A n to n  Report 
A r r « * S  A n o l /SIS 

A rre a rs  F d la w - u p

Responsibilities:
Operational plon + Anr srd 
Budgets
Commitments t  Resourots 
Report
Cosh and Fined Deposits
Reports
Flnonclal Rattens lo Dentiti 
Stores

CREOIT C O N TR O LLER BU D G ETT IN G  O FFICER STORES
O FFICER

CREDIT
C O N TR O .
CLERK

EXTERN A !
RESOURCES
CLERK

BUDGET
C O N T R O
CLERK

ASSISTA N T CH IEF AC CO U N TA N T
(Account! O c*ro llont)

-  D olly C d le c t lo n  + Bonk Report! . Ditbursemenl! For Ooeratlond
from H .O  , ond Bronconi Capente»

•  D o lly  Operational ¿«pensai Reperti • Disbursement of loo n  ortd
fram H. O . end Bronckei Ccplfol Expenditure

•  Bonk Reconcll lotion •
•  Striarle»

Donor C o lm i to Traamry

V  ! —  x

SALARIES
O FFICER

STORE
KEEPER

EXAM INER 
( Cashbook)

SALARIES
CLERK

H . Q . 
CASHIER

EXAM INER
(le d p e i ond Ditbursemenfs)

\  /  ‘ \  . 7 ^
BRANCH
CASHIER

BRANCH
CASHIER

COMPUTER
SUPERVISOR

R EL IEV IN G  
* STAFF

R EL IEV IN G
STAFF

REL IEV IN G
STAFF

Z A

PISBURSEMEN I 
O FFICER

DISSUS SEMEN 
OFFICER

COMPUTER
OPERATOR

COMPLETER
OPERATOR
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