


" Mr. Freeston - e e ke

The Secretary of State has received the
attached letter from Mr. Bickersteth, and will be

glad to see the papers relating to the scheme referred

to in the letter.
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os. 51 und 3% on 23335/34 provide an. = -
answer to the Secretury of Statefs enquiry of. the Sth
Januery on thet paper; the Treusury and the Bank &grdf
in thinking that, in the light of the distribution
figures, 20% is wn optimistic forecust of the probable
response to & "long'" Jonversion offer., In No.33 :
kr.%ateriield ulso expluinsd his reference to under-
writing a Conversion issue.

No.2 above results from & discussion with
Mr.HBzechiel a week ago vihen it was suggested that-thgf
Crown Agents should prepare & note on the various

~ possibilities




possibilities of affording relief from prese
Loan charges other than by means of direct
conversion. It wes ;nderbtood thet the Crown
igents should merely fofmulate these various
devices without attempting to pass Judgment on

their merits,

The verious suggestions in Nr.
Zzechiel's letter wére discussed this morning
4

und I uppend & note,

of State may now wish to explore the position

4
Possibly the Secretery

with Mr.Ezechiel, Sir Cecil Bottomley and Sir
John Campbell before deciding whether the
Treasury should be cpproached in regard to

the Bickersteth scheme.
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The Secretary of state,discussed-this
yefiterday with Sir John Maffey;, 5ir Cecil Bo:.tom.ey,
Sir John Campbell and lir. Bzedhiel. Tie following

points made in the discussion are recorded:-

(1) sir C. Bottomley pointed out that under .he
Bickersteth scheme the dmmedinte relief to Kenye
from a conversion of the full 25,000,000 (6 per cent.)

would be £9:2,000 per annum (i.e. the dif rerence

between 7 per cent. now i per ¢

12¢
present capital X 189 |,

100
() Sir J. Campbell observed«phat there sere vwo

"L!.hw\md ¢ which must be

formidabple hurdles - the owdesesmse ok which must
m& M

from the Bourd ol Inl&nd Revenue/ and tie

»

very doubtful position or trustee holders., He drew

attention also to the fac. that t 3che

little or no inducement to tL.e 4 nolder, to whont

immunity from income tex wus *rela:ivu;;‘ sl.d

concern .

in re to tiLe ecretury

of State,

prepare to convert a sme pLL I

nder the

uld bpe I a

any, but with o r more Municipal Cor ~utions,
some of whom are pre € re bor owed cupitsal
on an annuity ba.:i
(4) The secretar Staive ugreed Lua f thus
were done uir. ickersteth might Dbe ive ne joo
of negotiating with the Cor 1lcker t
could not, however, expect n X
rovernment for his idea - it was not encirely novel,

wad the Crown agents were quite

necessary, of carrying it out without
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(5) The ~Secretary of State dimoted that after
Mr. Bockersteth's concurrence had been obtalgad,‘
the scheme should be submitted for examination
and comment by the Treésury, the,Bank'of England}

and the Board of Inland Revenue .

';v

(5) It was generally agreed that,of the various

other proposals, the only one worth further

investigation was that for straight conversion

into Jﬂsnort term 3 per cent. stock.- Sif J .Campbell
¥ !

suggested that the objections to such an issue

entertained by khe Treasury and t..e Bank might

be met, at any rate in part, by providing a two-year

marzin for redemption 1nstead of a fixed date.

The sSecretary of Stute agreed that this varient

snould be explored with the Treasury and the Bank.

Mr. & eckiel undertook. to invite

toot

Mr. Bickerstctn's concurrence in putting his
proposels to the rreasury, the Bank and the
Boerd o. Inle .d Hevenue. Juen we heaer that this

Li=s been obtuined, it will be necessary ? to

#rite to Mr. Jat:rrield und Mr. Holland Martin‘
R

sendin; .uem the Bickersteth scheme as outlined .

in the enclosure to No. 2 and invite their

comnents; at the uame time asking their opinion

on the efteii‘of & two-year redemption period . *

in rogard to/short term Gonversion issue.
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I never intended that the suggestion of
borrowing year by year to meet the difference in
interest or sinking fund should be treated as
eliminating the other alternatives. I wanted this
worked out in order to see what it would save. the

K.U.k. in charges up to 1946, and vhat agditional

capital charge it would put on Kenys after 1946, The

" chief snag in this scheme is thgt you can't say with

certainty at what rate of interest-Kenya would be
able to borrow in the years betveen nov and 1946, and
it may well be, therefore, that the écneme is
inacceptable because it does not enable senye to
take sure advantage of the present cheap money rate.
There are therefore in the field four possible

schemes -

(1) the above plan:

(2) an offer of long-term conversion:

(3) an offer of short term convers:on with a

margin of two years

You were to find out from Holland Martin
and the Treasury whet tneir views were as to
the reasonableness of tnis proposal, becscuse

as I understood it, the absolute objecticn
taken was not to a short-term conversion, but
to being tied down to & particular date for

that conversion. I gathered from our last

discussion that Holland Martin was inclined

to




to regard'a short-term conversion offer with a -
margin of two years as a reasonable risk. » : .
(4) The Bickersteth proposal. This was to
be submitted secretly to the Treasury
in order that they might express their

views on the tax aspect of this proposal.

that I now want is a considered jre-

A M“
view of these four proposals with their exact « S \ N3
financial implications. - 4 -
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gohem- beils

down to is simply that t!fi Railway Renewals
Pund should be raided by an amount which would
give the same relief as a Conversion of the 6%
end 5% Loans on the Crown Agents' calculations.
.The effect of this would be %o allow the
Reilwey to reduce its rates pro tanto, b%} h
epparently lir.sandford does not contemplate
piling up & reserve fund om the Railway, which “

\

is what 5ir Godfrey Rhodes is after. I do not
think then, th;; the scheme would altogether
coumend itself to the Railway Administration
because it is un essential fggﬁure of Sir Godfrey's
proposals that he shall be allowed to pile up
« reasonuble reserve fund as & condition
precedent to engaging in comprehensive rate
reductions.

1f the Treasury remein obdurate in
regard to the Renewals Fund there is no use in
pursuing jur.sendford's suggestion for it eimply
boils down, as I huve said, into raiding the
Renewels Fund und in this case simply raiding it
for window dressing purposes because the Loan
and the Railway's liubility would not be affacﬁg@ “
in eny wey. The only thing that would m‘%
would be that less money would be credited to
Renewals., The Treasury are, I am afraid, not
likely to agree to this. de should, I think,
have a better chence of getting tham to agree to
sir Godfrey Rhodes's proposal whioh will, not
immediately but fairly soon, qn&h].c the
But the Tre
s we know, look dskﬁqcé at that

Reilway to reduce its rates.

oa

The situution as regards gilt-edged Stogck
is now altering to the detriment of ‘the said
securities and with things as they are at present I
do not think that any loan would have much chance
of successful issue st reasonable terms, L good
deal of the arguments in Kenyu ure bused on the
mistaken assumption that Kenyu's credit is as good us
that of H.M.G. I do not think thut thut is really

the case and if we did try to float & loan we should
promptly find that Kenya would have to pay wmuch wmore
than they think.(’ L,mxu..u‘m 3% dime I S
The settlers are, of course, muking the
matfer o political ) instead of what it is - an
economic one - which is-unfortunete-but cennot be
helped.
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2% renewals pgopogpl ﬁhiqhu
§ 'and unsuccessfully, urged. I do not think Sir

‘ )

" |G Rhodes would approve of it:--because he insists

. _| that, for permanent rate reductions, he must have

2 ! venind him the balancing tank which a fafrly big |
reserve would give. The two Govrs. have already

|

1
concurred in that view. It is obviously sound

\

|

:financially. (. From memory, he did propose

l

'rate reductionsvtntalling about £ 100,000 in I

fﬂ 19536; but’he was providing for that by adopting

V 1j X the new " normal" scale of receipts and nxpenditure
which depression experience seemeld™to Juatify. For
anything turther, he insisted on the necessity
for a considerable ngerve.) f
The Txeasury stated, as one of their major obgﬁct&onn
their refusal to admit now of hypoﬁhecation of
the 1940-48 relief frém loan charges for rate

T e reductions. They are thinking of. their £ & mllli*ns;
and their main point is that they cannot allow | '
& policy which earmarks a auhstaptiai portion ofww
the 1940-48 relief, in prejudice to‘their claim.

That hurdle still stands, under the Sandford

i
proposals, ‘&
The £7th: September, 1393b. / o

Mr.R.L,Hansard (author of one of the
schemes enclosed in No.ld) came todey with an
introduction from Mr. of the Ministry of
Agriculture and Fisheries and saw Mr.G.R.Sandford
and myself, A long discussion ensued in which |
}r.Hensaerd strove to persuade us (e) that the
holder of £100 Kenye 6% Stock would jump et @
immediate offer of £125 in cash; (b) that :

conversion on these terms would be immedietely

beneficial to Kenye and the- Railwey without being

" unfair to ﬁoateriti;. We met him with the Crown

Agents' celculetions of DeGember last year (enolosea,
in 7 on 25355/34){ we also asked why if conversion
is so simple and so profiteble does ﬁot the British
Treasury convert the £323,000,000 outstanding of
the 5% Conversion Loan, 1944-54 (now quoted at
120)7? His only answer to this latter query was
to point out thet Mr.0lav Hambro had suocessfullyr
carried out & conversion of the 6% Preference
Sheres of Hambro's Bank.

We did not tell Mr.Hansard that the
Crown Agents had signified their readiness to
exchange their own holdings of Kenye 6 per cents.
for a new short 3% on the basis of 2130 for £100;

if we hed mentioned it we should have been drawn

inte further discussion on the effect of payment

or non-payment of income tax on the holder.

Mr. positive suggestion was
that confidential enquiries should be mesde from
some of the large holdera of Iq;ya 6 per centa.
&8 to what they would asccept in immediate cash in

return



73

return for the surrender o:! their Stock. If ?
the snswers to such enquir:les looked promising

Grown Agents should then circularize all,

nolders; offering, say, £128 cash for‘ each 2100‘
of Stock; the cash required would be advanced |
to kenyu by the Crown Agents pending its
repeyment Irom the proceeds of a new ﬁw Loan

guarantee
with & Treesury/behind it.

We pointed out v
that however confidential such enquiries were '
S iaepi there was elweys o risk of leskage and
J'ﬁhe effect of any publicity would be to force
the prxce up; nor would Kenyea's-credit in the
City be improved by a suspicion that
trensections of this kind were under consider-
etion. We also dwelt upon the difficulties
&ttendent upon the proposed Imperial guarantee
for‘the new Loen. 1 promised, however, to
pass on lir .Hensard's suggestion to higher
authority in the Office.
Later on, after I had spoken to Mr.
Flood, Mr.sendford and I saw Sir Cecil
Bottomley. He sgreed that we might go so far
es to invite Crown Agents' opinion informally
whether eny good purpose would be likely to be
gerved by initieting enquiries of the nature
suggested by Mr.Hanserd, meking it cleear,
nowever, to the Crown Agents that the enquiries
should not in any case be set on foot without
further approval from here. Mr,Sandford
emphusised the importence of consulting'the
" Govt. of Kenye before authorising the enquiriqq;

and Sir Cecil Bottomley suggested the

.

\.
|
|
|

possibility that Treasury acquiescence might also
have to be sought.

I have put the question by telephone to
Mr.Raneom; who has promised to consult 5ir Percy
Ezechiel and let us know their views as soon as
they oan spare the time from their present
preoccupetion with the new Ceylon Loun.  '? Wait.
Br;ng up in a week if nothing has been neard from

Crown Agenta,
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All the vurious schemnes sugpested have broken

Gown under examination. I agree with the C.Ags:

here. I would not consult the principal holders.
= / :

The 17th: December, 1393u.

| sir J.Maffey.

As the scheme which hes been under
consideration may come to you from some other source
N I think it desirable that you should see these
December minutes and the result of our enquiry of
the Crown Agents.
I think there is no doubt thut the scheme

is impracticeable. Indeed it must be ass

bargein which has proved good for the sto’ckl;‘

latter.

v,

Wi G G W
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bad for Kenya cen only be tei‘ngl.:ated with loss to .the
-
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4, MILLBANK,
WESTMINSTER,
LONDON, 8.W. 1.

(VICTORIA 7730)

1l2th December, 1935.

Dear moltu. : N ;
"You have asked whether we think that any useful

mon would be .mod by cll.\' mking confidential enguiries

of seme of the Targe nnou of Kénya 6% stock, 1946/56, as .
to the amownt in cash ‘h:loh they would be prepared to accept
tor ‘the mtion of their stock now.
The answer is, I think, in the ng-tivo, since an

FI 4! bﬁ‘.r of eash for stock is likely to be less advantagéous to
b b * Kenya Government than an offer of stock for stock would be.
The holder of Kenya 6% 1’“/56 stock Iould undoubtedly
want more than its eurrent market value if invited to sell

1% to the Govermment. We think that he would want even more
: mmm value of the amount of a new Kenya 3% stock
which he would accept in exshamge for his holding. We think
this because he presumably wents to keep his meney invested

and if he gets cash he has get, not only to pay the market turm
and brokerage on any other investment which he buys, but alse
' llg.,m /to




to find a suitable investment which, especially if he
wanted a 1946 stock, might not be easy.
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Downing sStreet.

. . 7th September, 1935.

My dear Sl.nd:tor{l;

S Kany thanks for your "letter Just received.
1 have had time for only a hasty perusal, from which
I infer that you and sir Gedfrey Rhodes heve reached
the same conclusion from different standpoints.
Rhodes has long been pressing to reducec the
Renewals rate to 2» until loan relief comes in
1946-48 on the understanding that it would Le put
up %o the actpariesl level thercafter, and epply
the savings to e rate reduction fund.

The doseier is ;oing out to Wade by

tomorrow's Alr Mail; we could not get it off
sooner as there was 80 much to ve copiled.

I hope that by mow the official letter

offering you the Tangenyike Tressurership hae
reached you.

Yours sincgrely,
/ \ !
G. R. SANDFORD, E5Q., 0.B.E. W

4




Coleei Aale > i1
I:YLJ/M
N Pactolrs,
a“—?zf/a« b vc7 347
1y aeac evatns, i
) Law et e Ao hac-

Foo & lbuwgalnr L L Guawad

aced S o calh faipenn, s &7

Corevens Jo S Hleceo el Gen ,aowz7

P b  convegunil  diday o

wrililg 6 ga (wckily | S et

a besis & lo ated Py

leav! ug 40 e et fecinr 4,

i e g arnk A papes

eac eniing, S Il et p
e ——




/,a« Crrerzan jon

gy smsnd

tudleibiss  an £ Gkt wrn T age @wd
At gens condd Aend
£ @ Wad. NAyy

andl gy ;(-«

g Aepapes
Y S
futeren bed A

W Aivcwel Flawagas
adl- e pol axt &
/L7r.«ph;,“ POV v o
oo dun?

A inebid

/L_,*Gﬁrwwvu.b(

i

wTp32

J  atee
wno eol”

Gt

bl lasin par -

a-u:qz/r‘(
mg&ld‘

/hert

with M et

lme

Aad P

ads j""“/“"“(' wrntd  proex  acegofuis
b otoek holdeca deed At il /4/\%
fﬁm whick  wdpht b gk | o
ot odmnony hoel and lrng  ferun  couircesion
Hehiirnes  wms Gpreascd  an bheasigr -
pen K dse | fraws  Kad  be
puggoshid o @ ahebed ool
wlieh " frcd M haets  pcalenlation
aud  ermpacio o diad

lih ngad & My suggestion
£ cewee /é Shcki  of s cnsinn
by adjas bk il Py ek
b b waiy le S Rincwats Durih
) vkt an fltlen: -

Y S idem ovcamed & e

wawil, A
'ra./k_'_ /A“;'_

Aat e d//u ar wan 4(.:4«27 3 frapens A=

e <" a [fimwen ans i wans /‘:—7?44 /w.-7 = wao -




/)-na«d.;té coveonscd  aud as ey

wunl” Neacld” w A..‘f/ & l‘aya ar-

h o frsse  om ralasce 4 VA »&: :
hkotders,  aud ' Az,/...’ % el
prachical  fect o  puek  encrtesion
wruik b & pave  mo uwch  a

gpac  wew  alt Mol addi el
Lay v f b madi  Recic atl, aphi
b, adpht ke peoibt & pas
- Sl el e
th  tpeli G oerirenrion  withrt g
b lth  acardal ol ad by spiabing
e /4"7014444-(4 Lo st . payiag o
weied  fess il Mr—HKewus ale  Pesod
ikl (qal  Aws Ao asnch canone

7/"74#‘ P 4 bwo e d . @) P

J - hie
bk ot

papas ..

ﬂcdé, o e /dcbv: anriy

celewlelions elalig
A’n o3 Xrrecean Fom |
]

“‘“‘17 Aat Hrag o
!t t"af b cals ono /9«»« Qen
aibustiost  prid gwr .l

Aead o

£7
ao etk
inabi &
he,

/t:'jom Oloner
e 4}14

Crialeo \ wol’ no

P s 17

J = u’(,

gualifitd &  Kems wdotle:  accd <
ledia g4 apmoack et L /,.,mge_“
- m‘e.v«./,-a./a,‘ el - o i T H
T M Vidacad cooedk w:’alu.akgr
7&.,4:"«4«47 ol

look ol X. o

/044./' Py Lante

/Af FRvae

¢ pey
t baoio

/"'uv t-A-u’u

azis ('«7 M‘

e ehiaigin . and




J{V /47740/’ /l;l pass | & ol /‘/
ronuc. W Atessso é cang é /(
wawled & an asoened  rcolicclion

)
P /./uA-ac/' A/‘MJ«A7 GAquoo Ao !

& Cnadls It G agpesscend” & Pl

Aenitatson as J i ’3“//’?4'“"310

/‘u‘ cen acwl [ aeip les & Recoer
whetds; M Senspgen bose o can Jb

Borect addiFaal  nelitt Mz woers & G aninalsoe o ael-
hRailoay —wnhl — gué ohae  d
wiat el 61’ 7 /b legdt érlu« el

Lase V4 Y ; Hom P ;’ A

%M resy qu;%
Ghedaictpt

/M Ferect Coeldd e wned &




e ———
2

La.,‘, ‘T2 awd ’4-7 Lomacn
& K Mty Goorse s koot aqris
b redecm Mot LAomee ot L
‘gl acd e i92)  fome o fa
GuS bt by ws ALRE ke aidecrr il
Lrsias %’“ M Aals A oestaiity o, wl
Assiriad  fuleunt cdacges  ca” Bt &
ek sy by kg w  pp matesa
b olockholics . $ F 5 eweadiot g
Tex wold vt 4 accepb ald &  olmk_
Kototics  coalire  # lonsen Ccre o Calamig
wrt- fero Fav o asd 6 otk hotolics A
.  fems Hm— ., P o cgphts e
Jreewied Aeniig i freniowt freee e
natenily tcent  fe alls by preali
Asnad  pay ek P e ae  afbiwand,
% e p 0,000,000 eyt 53 Ao fica
s o, i—q, oo0. coo wms  Cornsucy
74-' /?m‘éua.y; Qe 4% /P “nprrge H
Yrds g < pucccsrfuld oo it Horope
b wmaddd, & wlibes  fvesind e P
b mavspels  ayliw e A o panse

——— ——




Aol oo g Batranspul  oyelax *
wrt' al- 1k Oipocre | an Calascce % M
phock batdins. I bl conth a epfans
Mtarant o pelivt kb given &y ac
lmmedials aidichioe  n ebechecd  aai /uu?
nals e ol changes reoleasd z -
Preals  avancne z ale'tf )l @b s

748, .
A pord’ advie Kas b guar e 4 A

s wpo  whidk  an g wsifht

wadi i popel gl frmws bt dr
Quceers  whicl wifkl  aff el  oucl Fhees  Kan
bwe  Oxproased  ac gpe h  deie Y, fnveve,
K frwo  guggeted P corwenstom
Irig- dateol issucs <l o frwee  nade 4
iwtbieenl- are  (fakKen a0 a  ess S
iy Ceans ionn VA potetsad  cppect g a w,(,/g,
puccen ful g cac  h  calewdaled st
Coniipparis i e e cwasti  wrlh  puccersive
acuual  ehacge i s bar's,
putsy cel “ lack N o fonone alion

w b M feews  apn ke A Ctnes,
wrtl be aste & lorages e A o




D

Narked ket (... wnabrine,
¥ b diggani st & poi b bl
L ) wdfht 4 e raeei ol g cewning thei St~
procl oo g & rpr gt




e
1y

Coriwinsion’ gffe . b o i, ofancdiic
Chacges @ nwpud g b Lrmss vl
be.  oulotbawlixtly Jess aud b addditromead
it o6 accrued g Mmool Pt
Combri balsous .. hruld — Bromr  wo ol
phass  on rawspat  Pelimicin hrabion o ousce
e Otnsy  maisbasin a0 fond ity
w Mnd b M Beisioct  Sund- avd Ay -
Pl g acnsg ek frresads-
f‘a'a/:w,w A K paoc g pofeni s canan-
baifrs b poupht me Mo lracs.




C. 0. ) ) Qg 3
; )
PO o} 4 | & % .
My.
: —.. My.
3 My. Parkinson. /‘,)
Sir G. Tomlinson. b ,») o (\Q‘f/q/?_\)f)
Sir C. Bottomey. L\ pes f | &
Sir J. Shuckburgh. W B

Permt. U.S. of S. u :
Parly. U.S. of S.
Secretary of State.

RtV ok %y CRE-O0E Ty

o g | (52 m)o‘,‘:’wﬁ Asadd
"‘);\j ) %M‘\ L "‘W W

b

2 ;g. ¥
—_— fl.“ . . | |
—’b ; r,.,/ : NG TR N R L
ok —e—Se
P,
~ / f}nﬂd—w

?

FURTHER ACTION.




RN NEEVPY U St '“"k‘\
o B C_Q.‘ mc-

E o o O %.;w.,_m/

o ch Y S

B 0 o oo () |ttty

s

peedel + - .
. e pe - 0

O e -

: B SHAp = %M\wu

wk B .

hec m B JoE







n

‘ f : | GOVERNMENT uous:,. ﬁ

J : NAIROBI,
: KENYA.
_ 124 August, 1935,
l@'dear Bottonrley,
LOA CHARGES, £
T euclose for yo'ur information -‘gopy of a ﬁenfaative -

Fvnversion scheve submitted by Captain SchWMFbze ai the recent

| e88 on ol Te islative ouncil for consideration by (overnment.
. %) . . - .\ ~ . . =" - 'y g .' . s,
-8 you know, the possibility of obtainin: sore relief from this

heavy burden of 1lonn charzes is the subject of “constant dis-

cuiBio in Veyuya,

A cutting from the "Kenya lleekly Mews" dated Bth Eulx, s
1975, ;ivin_-details e a somevhat similar scheme formilated by
‘T. R, L. Hansard is also encloued for your informabion.

Tt hus beew pointed out to Captain Schwartze and r,

o+

s t Tow.. Conversion vhich is dependent on the cém=
Letely volunt~r: choice of individual investors is ar; éxtremely
difficult watter and that as the terms 0 be. offered t.o investors, .
M.t e sufficiently attractive to induce = ld}-ge vroportion to -
accept the “onversion Scheme, the prospect of securing any finam-

cial advant. e to Tovernment 15 necessurily reuote.

The onelu

ion reached by the Secretary of State in the

nclocure to vour Toniidential lespatel of the 3lst august, 1932,
as to the tuat i1 all the circumstances he could ‘see ne

OBCAPE. o s b ssna




2 GOVERNMENT HOUSE,
‘ : NAIROBI,
KENYA.

e

escape from the opinion of the Crown Agents_than an offer of con-

version rould not-be to the financial advantﬂce of the uovernment.
-~ and that he could hold- out no prospect glwf at that time,

4 comparison of the enclosed es. viith the .Crown

“Agents' assessment of the position in 1932 would a Jpear to 1nd1cate
that both Captain Sch\.a’"tz\\and lr. Hangard are fag 430 0ptm15t1c ;_‘
in reJ.rd to the tsrms which would prove sufﬂclently att.ractlve t.o i

.

enaure the success of any Convcramn scheme of this sgrt, “and that «

nal’“her Has teken proper account of the costs incident upon-conyer-

sion. - At the aame time the mere fuc4L that these uchemes have been -4

evolved is a ﬁufflclent indication of the public interest taken in

St $ diiiiage ol

this problem and it may be that oplmon in fmaneml circles in

London has undérgone some modification since tha problem was laat
investigated in 1932.

In order therefore that I may be in a '10.;ition te state.
that \,ovarnmenn hasg fully re- mvrsb‘guted the matter, 1 should be

extremely grateful if you couse these qohemes to be exa ined, o.nd

4

.i
4

if you would also afford Sandford, the Deputy Treasurer (who is now
on his way home) faeilities to discuss them and the general question
of Loan Conversion with the authorities immediately concerned at the

first convenient opportunity,

Yours sincerely,

SIR ¥. C. B@'I'TOEMY, K.G.1.G., C.B.y @.B.E., _ —— 1
GOWI&L OFFICE, s, W.l. ¢




KENYA Lo N 8.
————=_L UANS,

Memorandum ip Connection with the Possibility of tpe
conversion of the (1) £5,000,000 1946 /56 Loan,

(2) £5, 000,000 1948/68 Loan,

(8) £8,500,000 1950 Logn,

The following Possible methog of cunversion
for the above three loans, with g subsequent saving of
£191,500 REeT -annum, g put forwarg merely gs a suggestion
for the consideration of Government and for ulscussion by
the Deputy Treasurer with the Colonia] Oftice and Crown

Agents while he is on leave in England,

with a long temm investment gy 8 rate of intepest which,
Considering the present price of Boney, is not, ip my
Submission, unattractive, S

Clearly ir Government ig advised that the
price offered is inadequate the saving above mentioneq of
&161,500 g year woulﬁ be diminisheq froportionately to the
increased price which it Will be nécessary to bay to bond
holders,

The figures Work out ag follows:-

(1) xé‘gQQLQQQ_Eggg at 6% repayable 1946/56.

In respect of this Loan the Colony is
paying at present interest at 6k plus 1% Sinking Fund - 4
total of % making an anpugl charge of £850,000,

If the bong nolders are paid otf at
present market Prices which ape £125.0.0 per 100 stock the
Cost would be £6,260,000 ang the anpua) charges of the
Colony with interestrét % and 1% Sinking fupd - 4 total of
¥ - will amount to £260,000 which ig €quivalent to ap
annugl/




“annual saving of {nterest of £100,000.

-9

The bondholders |
will be getting % on £6,260,000 which is equivalent to

8% per snnum on the par value of the stock.

(2) £5,000,000 Loan at repayasble 1948/58+

In respect of this Loan the Colony is paying at
present interest at 5 plus 1% Sinking Fund - a-total of &
waking an annual charge of £300,000.

“If the bond holders are paid off at present market
priges which are £20.0.0 per £00 stock the cost would be
-96:,000,000 and the annual charges of the Colony with
interest st %' and 1 sinking fund - o' total of 4§ - wil]
amount to £240,000 which isg equivalent to an annual saving
of interest of £60,000. = The bond holders will be getting'
% on £6,000, 000 which is equivslent to & 8/6th % per snnum
on the par value of the stock.

(8) £8,500,000 Loan at 4% repayable 1950.

In respect of this Loan the Colony ’1’; paying at
present interest at 4% plus 1% Sinking Fund - a total of
5% making an anhusl charge of £192,500.

IT the bond holders are peid off at present market
prices which are £15.0.0 per £100 stock the cost would be
£4,026,000 and the annuel charges of the Colony with interest
at & and 1% sinking fund - total of % - will amount to
£161,000 which is equivalent to an annual saving of interest
of £81,500. The bond holders will be getting % op
£4,026,000 which is equivalent to 3 9/00% per annuwm on the
par value of the stock.

If this scheme is feasible it would appear to be
Mu advaniageous to both the Colony apd the bond holders
&8, if the conversion oan be for g long period of say forty




years, the bond holgers Will be assured of a rate of
1ntemst_.oonsiderab1y in advence or rates at present ruling
or likely to rule for many years to come, and the Colony will

‘While thig is not anticipateg the p;ynent of a
set rate of i Per annum in respect of interest can pe looked
upon u’*lo” borrowing. ;

: I wish it to be made quite o1 ear-that I ap putting
formsrd this siieme without any {ntimete knowledge of the money

(Signed) H,E. SCHWARTZE,
8).7. 86, .
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I find & c:rtain difficulty in pultiog forward
this case as it is one that I have convinced
myself of so thoroughly that 1 find 1t hard to
understand other points of view, I fear that
in consequence that this. argument will wander
from the obvious to the obtruse, 8o (hat whilst
refraining from the popular fashion of pre-
tending that this is The Iotelligent Woman's
Guide to Conversion, I do plead that this is a
question that affects everyone in Kenya.

The 2 loans which might be converted are
the 5% and 6% Loans each of which aro for
£5 million. The Kenya Government has the
right to repay these @ £100 each for each
£100 Btock in 1948 & 1946 respectively, in
the mean time besides paying 5% and 6% we
pay 17/ Sinking Fund. Tt is of course true
that the Government does not pay the whole
£650,000. per year, but that some of these
Loans were used by the Harbours § Railways
and in Government afc, appear as re-imburse-
mente.  This is however irrelevant as {he
money bas to be collected somehow from us.
LE_however the Loans are not redeemabls for
afother 12 years, what can we do NOwW?
There are many interesting methods of approach-
ing the matter, and although I will outline
one method, there are others and had we the
facts in the possession of the Treasurer, even
we could better this scheme o fortiori!

Mr. Hambro.

It is interesting to note a very similar ques-
tion by Mr Olav Hambro, Chairman lambros
Bank & London Assurance. The latter Corpora-
tion (whose tize is indicated by the size of
their Life Insurance Dept. invested Funds of
which exceed £9 million.) has 6% I'reference
shares. To quote Mr Hambro reported Times
9/5/35. “These sharee, at the option of the
Corporation, are redecmable oot earlier than
1943—11 is proposed to give the 6% pref.
shareholders an opportunity ta cenvert their
present holding into boldings of the new shares,
and having regard to the difference in interesi
from 6% to 4%, the offer of conversion to the
existing Pref. shareholders will, of Becesyity
and io equity, be accompani the offer of
a cash bonus”, "

Now there is one assumption F-#ill make
before applying this principal to our loans and
that is (bat the British Government will be
prepared to guarantee the new loan.  The case
for them doing so is so strong that, if the case
is put up properly, it wounld be premature
to suppose that they would not help.

Now although money can be raised on Goy.
ernment security so that £100 Joan paysaninter-
est of under 3%, no one would buy £100 Kenya
6% for £200 as although they would then get
£3 per year for each £100 caeh invested, in
IT years time the loan would be repaid and
they would loose 4 their capital. Tn consequence
we find the 6% loan is sold in Loodon 124 ie.
this is the sum in cash which holders are con.
verting every day. Bo suppose we raised a
loan of £124 repayable in 1949, Then op

| this £124 we nlw_nh{have 1o pay £3 per year

It would obviously be advisable to bave a sink-
ing fund 50 that the debt of the coulitry would
be the same as it is now i.e. at simple interest

KENYA GOVERNMENT LOANS

‘A PLEA FOR ATTEMPTING TO CONVERT.

BY R. L. HANSARD,

—— @ e——

£1/14/-  Thus instead of paying £6 plus £]
every year we should pay £4/14/- or a possible
saving of £115,000 per year. A similar cal-
culation with the 5% gives a further £)0,000.
per year.

Where does it Come From.

One is naturally suspieious of clever finan-
cial jugglery‘ which secems to give money to
averyhody. It is therefore reassuring to see
where it  comes from. Now taking the case
of lhef"/c. The bolder of the loan does not get
£6 for each £100 stock, the British Govern-
ment take 27/- income tax & more in the case of
stock held by people with income oxceeding
£2000. Tt isont of the remaining £4/13;-
that the holder must put aside a sinking fund
to repay the present premium.  Under the
pewarrangemeht the British Government would
only collect the tax on £3 instead of £6, thas
loosing £34,000 a year on the 6% alone.

In obtaining the British Government gnaraniee
one is improving the security of the loan. There
must be a certain risk that Kenya will defaalt
when it is realised that Goveromet expenditure
‘cannot’ be diminished and locusts & droughts
elc etc. can reduce income. For this extra
securily people are willing to pay.

Date of Redemption.

The date for redemption is chosen to give a
low yield. Now as Insurance ‘ompanies Banks
efc. take engagements to pay definite sums in
the future they wantto know that their invest
mente will not drop. e.g. if owing to lack of
confidenco in a Socialist Government money be.
came as dear in London as it is today in Paris an
irredeemable 24% irredemable loan would drop
to, say, 50 whilst a foan redeemablo in 3 years
would remain at, say, 5. (I am sorry to con
tradict Major Grogan’s obiter dicta, bhut such
is life) In oonsequence there is more competi-
tion for short dated loans, not at a premiom,
than long dated ones. Hence the Banks with
their peculiar needs get less for their money
than you or I (todays bright thought)

+The Kenya Governm: nt view of finance iv of
course somewhat peculiar; they way suddenly
become squeamich about paying £125 for what
stands on their books as an obligation of only
£100. The Treasurer should bowever cheer up
about a little item like that when be realises
that he has ‘balanced’ this year’s budget by
writing up investments, without, I fear, put-
ting aside anything out of income for their
eventual redemption, as our prudent investor
abovo has done. 8o that if in two respects he
cannot reach (he standard of orthodox fioance
pracliced by what I am sure he considers
a speculative Co., like Rand Mines he should
not be achamed to follow in the example of
Mr: Hambro who knows a good deal more
ahout the sabject than anyone in Kenya or
even Whitehal|.

He will doubtless find o ready support in
Gen. Rbodes, who is o worried about the
price of meney in 1946 that he wantsa 33%

reserve fund.

Summary
"o summarise This schemo shows the possi.
bility of saving £200,000. a for ex

Year f

amplo this was nsed to reduce taxation and
freights to the amoun of £85.000 as far as thy
Earopeans were concerned  this woald ba
equivalent to giviog every man woman & child

there would be a flood of answers, to pnder-
stand me may be much more difficalt, but |
will try and assist any one attempting to solv
it, 0 do have try. 1 deprecate the action of
an irresponsible individoal d, ing answers
from Governments, or telling people outsid,
Kenya Kenya's case as that person bappcns
to see it, but [ d, appeal to bodiea'such as the
Klected Members Chambers of Commerce otc

shauri, not Monlugu Norman's or the fanlt of
Wellington_ at Waterloo, or even primarily
Whitehall's It iy onr Jjob and wants doiny,
NOW, to quote P.G. W “TIME IS OF THE
ESSENCE "

Addendum.

Addendum owing to the helpfui eriticign,
of the ( hairman Chamber of Commerce wh)y"
indicated possible lines of creticiem. 4

Tt is possible that the British Government,
will refuse to guarantee a Loan.

The effect is as follows. Kenya 5% red, 4y
is quoted 117 Nigeria 5% 4T 08 117, There-
fore Kenya credit is (he samo as Nigeria,

Nigeria 3% red 55 is 10 British Government
credit is 3% red. 50 69 103
18-53 1054
N 2 1449 104,
My calculations are based on this last figme,
The tigure to coupare with Nigeria and thos
Keoya wonld b appro. Br Gt 55 105
or instead of raising money at 103 for a 249
loan redeemable 1n 1949 e should only get

00 and s0 £124
of £3

It is also true that the Lixpaver in 1949
will have to pay 147 wore than if we con-
tinaed to redeem vur joat with a 1% Sinkink
Fund but as that taxpayer will probably raige
his money at less than 11% he will pay less
per year than we do now under this scheme,
(It we pay LY per year Sinking Fund it does
ot follow that the capital MUST be 14 less
at the end; the Sinking Fund is invested, if it
were all invested as some of it is in Kenya 6%
it would only redeewmn 11 2% orif all inveeted
in av irredeemable Government security and
money rates rose as [ assumed to 43% it ‘would
only redeem some 64%.)

It is perhaps missleading where I g at
the British Government looses money °
Kenya Government gains the British Govern-
went Income tax  This gein and loss is
included in the price of the Stock and will
oever appear in anybodies Ballance sheet,

It bas been pointed out (I beliove by Gov-
ernment?) that if the money  were raised by
a 3% loan (20% too much)—if “Were
veid now that the interest would be 34% and

would cost us £3/9/- instead

( Continued on page £5.)
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AN important step towa ds eliminating inter-

locking directorat s in telephone and
telegraph business has been taken by the
Federal Communications Commission, which
has refused applications from ten of the most
prominent figures in industry for permission to
serve as an officer of more than one company
or on more than one dircctorate.

Amongst the petitions denied are those of
Mr. Walter Gifford, who will have to give up
bis posts with 21 subsidiary Bell companies if
he is to remain president of the American
Telephone and Telegraph (‘ompany; Mr David
Sarnoff, president of the Radio Corporation of
America; and Mr. Newcomb Carlton, chairman
of the board of the Western Union Telegraph
(‘ompany.

* * * #
GENERAL LUDENDORFF has giver hiz

blessing in his periodical, “At the Holy
Sprivg of German Power,” to the new conserip-
tien law. Now, he declares, the German
prople is “a npation under arms.”

He is glad that “non-Aryans” will no longer
be able to serve in the Gorman army, but ag-
grieved that the Christian religion should still
he preached to soldiers

“The Jew,” ke writes, “can never again
command German eoldiers, but his God Jeho-
vah is still to be revered, (owing to the exis-
tence of the Bible), by the German people and
millions of soldiers of Girwan blood, for this
God’s true natare is not yet recognised. The
teaching of Christianity is pacifist and opposed
to the character of our j ople,”

* * * *
FUUR members of the family of
Mr. F.M.A. Beaty— were killed it
Quetta earthquake. They were
Mr. George Bentty, son:
Miss B. Beatty, davghter:
Two granddaughiers Betty and Phyllis.
. Mr. Beatty, senior, und his wife were in-
jured.

Mr. Beatty, on whon Mr. Kipling based the
character of “Kim”, wis sporls secretury of
the Quetta (lub. He was formerly in the
Baluchistan Police, in vhich force his son wae

the

serving.

Oune of the most pic iresque personalities in
Quetta, he was & superh athlete in younger
days. His carcer has |een one round of ad-
venture.

T * - *

London County Council school teacher is to

bind the (Codex Sinaiticus, which

bought from the »oviet Government
£100,000.

The trostees of the 3ritish
eotrusted the work 1o Mr. Douglas Cockerell,
of Norton Way, Letchworth, whose name is
well known in the comparatively small eircle
which has to do with tbs binding of valaable
books.

There is a beokbinding department at the
Britich -Muteum, and, so far ag is koown, this

was
for

Musesm have

is the firet time the trustees have ever com-
missioned anyone outside the ranks of their
own expért craftsmen.

Mr. Cockerell teaches bookbinding at the
L.C.0". Central School. 3
He told a representative of “The Daily Tele-
graph” last night that he would be assisted by
his gon and partner, Mr. Sidney Morris Coc-

kerell.  They.would work at the Museum.

The dummy binding they bad made at
Letchworth bad been approved. The actaal
binding would he of Spanish mahogany boards
=nd white pigskin back. .

“The aim,” he said, *“will be to use no ma-
terials in the binding that may not reasonably
be expected to last for 500 years under library

condition”. -
* * . *
new iccord for swift trans-continental

travel has been established. The latest
Awmerican streamlined train entered Chicago
station after covering the 2,250 miles from
Portland, Oregon, and reducing by 19h 15min
the time taken by the regular expresses,

The journey took 39h 45min and was made
at an average speed of 75 m.p.h, but the trair™
once attained that of 105 m,p.h.

The traio is to run regularly between (hi-
cagoand the Pacific const. It is driven by
electric motors, for which current is generated
by a 1,200 h.p, engine

In March last a light L.N.E.R. train cover-
ed the 268 miles between Newcastle and King's
Crogs in 3 hours 5] minutes—an average of
69.6 m p.b.—naod reached at one part of the
journey the world record speed for steam of
108 m.phb

P . .
I ELEVISION has reached such an  advanc-
ed stoge in Montreal that images are

now being obtained which are almost as clear
as the files, aceording to the New York in-
ventor, Mr. William Hoyt Peck, who returned
to Canada after a visit to the U.S. The ecx-
perimental stage is now paesed, he declares,
and attention is being concentrated on install
ing permament apparatus and weking broad-
cast ms regular asx those of ordinary sound
programmes

“We are mow broadcasting pictures 16in
square on wave-lengths of 6 metres through the
metropolitan area in  Montreal,” he added
“The greatest distance covered so far ie 60
miles, but by July 1st, we expeet to supply
Ottawa with images from Montreal station.

“Televisi i now used throughout
the city experimentally are intercepting clear
images which can be viewed at a distance of
10ft from the screen.”

Threc new 180-line transmitters are now
under construction in Canada for installation
m Montreal, New York and London.

* ¥ * *
“(\'}I’.lh\h\f\\'b‘ State finances are in the
very best order” is the remarkable
stutement made by a writer in “Angriff"—the

THERE

newspaper founded by Dr. Goebbels, the Pro-
_paganda Minister. The writer does not give
-any satistics in support, or explain why no Bud-
get has'been forthcoming this year.

‘He admits that the Government gold reserve
48 now only £7,000,000. *Nevertheless,” he
says, “every German hnows his savings are
safe because the Nazi Government is watching
over them'—a phrase received not without
irony in financial cirles bere.

Official . figures show that the cost of living_
is still steadily increasing in Germany. The
index figares for wholesale prices have increas-
ed 44 per cent. since the corresponding month
last year.

Detailed statistics of retail prices, especially
tor foodstuffs and clothing, are not available,

v

bat it is the common experience of every

housewife that they have risen sharply during
the last two months. .

As there has been no rise-in wages to
correspond, dissatiefaction is again growing
among the working population.

Complaints of bad trade come from Solingen,

,~ in the Ruhr—the German Sheffield. The state

of employment is reported as unsatisfactory,
though no figures are given. The slump which
was noticeable in April continues
Firms more directly concerned with re-
arwament business show increased profits. The
Thale iron foundry concernhas increased its
tornover by 56 per cent. and has been able to
pay-back instalments of its foreign loans.
* * * *

WO prisoners each serving a sentenco of

five years in Bucharest for murder, are to
sit for their school examination in priron. They
are students, aged 16 and 17, respectively,
named Dennescu and (escand, who' last year
murdered the ("abinet minister, M Popovitch.

They madé ao application to the Minister - of

Education to be allowed to take ithe examina-
tion preliminary to matriculation, and the
application has been granted. The Minister of
Education is sending two commissioners into
the prison to conduct the examination.

* - * *
SAM[ EL Pepys began bis famous diary in

1660 and ended it in 1669. Tn the years
that immediately followed, he won national
repute as chief official at the Admiralty, was
greatly trusted by Charles I1. and the Duke of
York (afterwarde James I1) and became a
member of Parliament.

Then, at the height of his power, Pepys was
the victim of plots hatched Ly the enemies of
the Duke of York. Finally,on a charge of
high treason, he was sent to the Tower,

The rewarkable story is told in the second
volume of Arthor-Bryapt's “‘Life of Pepys.”
A large part of this work is based on the two
later diaries written by Pepye which, with
other documents be preserved. were recently
discovered at Cambridge. It is an important
addition to histcrical knowledge.
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"Kenya Government Loans.

(Continued from page 13 )

that it would require a Sioking Fand of 2.27
to reduce ths loan to 100 in 1946. This
argament shows a loss; it however imagines
the Sinking Fund being in a non interest
bearing afc. If it was used to redeem itself tho
average loan would be not 125 bul 112 and
interest would bo 3.37 not 3.75. Kven this
fool arrangement pives a gain ou the 6% of
£18,000 a year.

(Lrrata:—The figure £825 in the beginning
of the above poragraph should read £125 )

It has also been suggested that my scheme
in effect does away with the present Sinking
Fund and however desirable this may be, that
that it would so shook the Colonial Office that
they would tarn it down. The present Colonial
Secretaries have certaioly not yet been ap-
proached aad it certainly does not seem worth
while paying £200,000 a year even to save
Mr MacDonald’s blushes, if any. The real
authority is Mr Chamberlain. In his own Budget
he bas before now estimated to borrow against
his Stataary Sinking Funds, and the British
Treasury has shown a surplus for the year be-
fore applying the Stataary Siuking Funds.
The Majority of British Goverament borrows
ings bave not now obligatory Sinking Fuuds
operating or attached to them. The reason
obligatory Sinking Fands are attachad io
loans is for the purpose of altracting  the
tovestor. Ia the case I have outlined the Sink-
1ng Fand from his point of view is higher
than the present ope.

Kenya Horticultural Society.
® (Continued from page 23.) ’

81 Rhabarb 6 Sticks
Ist Miss Loch, Tari.
2ud Mrs Eason, Njoro.

82 Cauliflower Single Specimen
Ist Mrs Colvile, Njoro.

83 Any Vegetable or Vegetables not provid-

ed’for in the Schedule Grade (}
1st Miss Loch, Turi. 20d Mrs Eason,
Njoro. 3rd Mrs Eason, Njoro.

Grade E

Grade D

Junior Section.
85 Collection of Pressed Wild Flowers
have been collected this year.

Most

Senior st K. Odendaal.
2nd Bessie Simpson.
Juvior  2ad Kdoa Cairns.

86 Brushwork of Flowers.
Work of Current Year.
Senior st Joy Nelson. 2nd J. Mortimer.
Junior 1st Beth Dawson.
87 Moulds of Flowers Work of Current Y ear.
Juniors 1st (2 Oliver. &

88 Decorative bowl of cut Gardén Flowers
arranged by exhibitor Prizes given
by the Hon. Mrs Grant.

Seniors 1st P. Peirson. 20d Joy Nelson.
Juniors Ist’ Edna Cairns. 2nd Anne Turton.
89 Minature Garden.
Seniors Ist Leo Dwen,
2ad P. Peirson and P. Keeling.
Juniors lst Beth Dawson and I. Kenlon.
20d J. Hobden, H! Mclanis, I.
Milner.
91 School Gardens.

To’be judged later in the year.
Judg Y f

Maurice Rosenston

L

Kenya Stock & Share
Co, Ltd. \
:(0):
Kenya Stock & Share Co., Ltd..
MacKinnon's Buildings, Nairobi.
Established 1926.

-~}

The first and oldest firm of Brokers
in Henya.

P. 0. Box 1186,
Telegrams “Beardstock™

Nairobl.
Telephone 2893.

Additional Prizes,

The Keny Horlicultural Society’s Challengn
Cup to the winner of the largest fot:l
number of marks at the Show.

Winner: Markwell, Subnkia.

The-Nakuru Braoch of the Kenya-Horticul-
tural Society’s Cup to be won outright
for the best-staged exhibit.

Winner: - Mrs ooper, Elburgon,. -

Mrs W.A. McClelland’s Challenge (Cup for
the largest total number of marks in tls
Fruit and Vegetable Section.

Winger:  Mrs Colvile and Mrs Eason.
(Equa’) Njero. .

The Mount Elgon hailenge Cup presente.|
by Major and Mrs, Chator Jack for ths
wost merilorious- exbibit in the Show.

Wianer:  Mrs Couldrey, Njoro.

K]
¢

— -~ Turf Accountant

Phone: 2961. Box 381

Tel: Add: “RAGER”

London Cup Run ;a
1

Furlongs

Durban July Ha;liloap.

/
‘ Subject to Market Fi

| You are on if | receive Wi

‘ Phone: 2961 Write Box 381

urday July 6th
Mile, 5 Furlongs.

July Handicap Plate;i;“ Saturday July 6th
at Alexandra Park,

Runners —Jockeys and Prloo‘si on application.

Run Saturday

July 8th 1] miles.
Win Place
9 x 2 Taproot 7 « 6 (L. Hammon) 5x4
Ygor 6 - 12 (J Joseph) 0x4
11/2  Stray Melody 8 - 5 (F. Maisch) 6 x 4
1312 Monsieur Jean 8- 5 asterson) 7 x 4
8  Eccentric 9 - 0 (H.Berry) 5 x2
8 Sun Tor 7 - 1 (A Rugg) 5x2
8  Gavelkind 8 5 (G. Larivierey 5 x 2
9 Legacy 7 - 10 (A. Gorton) 3
10 Fateh Singh 7 - 12 (E.Mc Murty) 3
12 Boveney 8 - 8 (S. Gorton) 4
14 Brown Streak 7-10 (oo 9 x2
0 Silver Crown 6 - 13 (S. Johnson) 6
25 Noble Son 7 - 6 (R. Marlin) 8
33 Spear Dance 6 - 7 (V.McMurty) 11

uctuations.

Finul Cable 71“0‘;.m. morning of Race.

re before 2 p.m.
or Wire: “RACER

__DENY__

That’s. another gueer
looking word
but its in our dictionary

It means you must’nt
deny yourself a Dewar’s
—nothing to do with
Denny of Dumbarton.

What's Yours ?

DEWAR’S

b Wbite Lab
e
[u Ox r'wglo"‘rl
q"f..rféln._ry, Kettles Roy & Tysons
P (Mombasa) Lid,

Box 208, Mombasa.

Trade suppiies frem ;—
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Weekly Report.

For the week ending 26:h June, 1935, at
certain stations in the Coli'y and Proi:ecl9rate
of Kenya and other East \frican Territories.
No. | Total

Over a pe:d

istric | il Jan. |
Distriet | une;ﬂftzui‘le 1 26th] Dao;n. Juanle 28:”}1.
lhs. Ins.
Eldoret, D.C. 195 3 23.0:
Eldama Ravine, R i
Ettrick Est. 681 4 23 62
Eldoret, Eldalat 33 4 26 24
Fort Hall, D.(. 20 1 2387
Fort Ternan
Kipteris 056 7 30.27
Kabete Observatory oL 1 19.39
Kaimosi, Kapwaren
Kericho, D.C. 1.68 5
Kiambu, D.C. 08 2 !
Kiambu, Digwa Jo3 2 21.54
Kilifi, D.C. L.39 3 24,27

Kiparren River,

Clemusagai 265 6 23.58
Kisumu Marine Dept. 113 ¢ 33.10
kitale, D.C, | 1.95 5 24.67
Koru, Ngirimori y 260 6 48.56
Lamu, D.C. 1.15 2 16.43
limuru, Mabroukie 210 4 25 60
Limury, Togi 008 5 2752
l.umbwa, Mtaragon 1.27 G 20.46
A kos, D.C. 000 18.01
Mackinnon Road, U.K.RK. 0.00 3
“lakipdo, K.U.R. .0 =
Makuoyu Sisal Ltd., 0.06 !

Makuyo, Kinenguy F.t

Malindi, D,C. 096 4 22.94
Maragua, Njugu 0.25 1 24
Meru, D.C.

Moiben, Spring Valley Est.2.38 3

Miwani, Ths Mill 0.48 5
Mombasa Observatory — 0.97 3
Nairobi, K,U.R. 0.00
Naivasha, Sterndale 0.21 3
Nakuru, D.C. 1.03 1
Nandi Escarpment,

Kimuten 104
Nunyuki, Silverbeck Hot] 0.54 1
Nirok, D.C 0.00
Ngong, P.C. 0.26 1
Nioro, *Plant Breeder 137 4
Nyeri, D.C. 014 2
Rumaorati D.(° 0.30
Roirn, Sokari Litd. 0.24 1
Rnirn, Marula 0.00
Ruira Kahuguni 0.00 -

Ruira, Karamaini 0.04 1
Rimba, K.U.R. 0.00
Songhor, Mbogo Vale Ext.0.76

Soy, Roy Estate. Ltd. 1.89 6
Thika Avontuur
Thika,, D.C. 0.04 1 18.26
Thompsons’ Falls,

Marmanet 048 3 17.40
T K.U.R C.00 - 4.99
\ i - 5.81
Butiaba. Uganda 4 14.00
Kampaly Observntur_v, 5 26.79

Note:—The aloie ues e 1econds laker

certain. Raingsuges () ut the Colouy, and re-
rcived by telegram. When o monthly returs is tocels

ol from the recorder, the

lgwes are adjusted if
ition from (1

tlegraphic ivformation is

n. ‘When no rain fulls (s prnted. When no
return is received, a blauk is shown

Visitors to or interested | gtsons 1o Great Britan

nay be1egulurly furniehed w ghthe sbove iy formation

upon application
Fast ;\Jlimn
Poildings. T;

being nag
de und Jiformation Office
Squaie. Londen

to the Commissioner
Grand

General Sm'uts_ at Dundee, Natal. -

ABIDING PEACE IN FUSION. "

(Extract from the Johanneshurg “Star™ of
21/6/1935.)
Corner Turned in Union’s History.

Dandee, Friday.—General Smuts who was
the guest of honour ot a dinner given by the
Town Council last night, made a speech which
deeply impressed his audience.

“The peace we bhave now made,” he said,
“is, I feel sure, in nhidizfg peace. 1 am per-
suaded that the suceess with which the old
South  African and Unionist Parties were
unified will be repeated in fasion, In the
South African Party we have learned that it
was possible for Eoglish and Dutch-speaking
{o work together in bharmony. The Ice was
broken io that party, and the crust fically torn
through by fusion,

“Tam glad I bad he courage to break the
old racial traditions in South Africa. We had
learnt in adversity—andjafter all, the wisdom of
life is learnt not in prosperily but'in the hard
times—and T bave no doubt weshall win through
and that South Africa has definitely turned the
greatest corner-inber*history. 5

Shield of the Empire.

“The complete intermiingling of the races
bere today has so struck me that I wondered
bow it was:possible to keep them apart. Oar
people have come together, and T think it js 4
final coming togetho..

“There are still a fow people who have not
seen the light, people whose minds ron in (ho

old grooves. We need not mind that. I havg.
S

felt for many years that we were living with
the shield of the mighticst empire in the world
over us.  We have now reached our majority
and must realise that it is impossible for us al-
ways to claim this shield. Wo must bebave
like grown-up wen and faco our responsibilities.
We have taken the most salatary, the most
wholesome and the wisest step, and can now
turn_our whole attention to the problems
facing us.
Great Possibilities.

“Iam convinced that this country has enor-
mous possibilitics of expansion. Our geogra-
phical position and mineral assets will help usy
to go forward by leaps and bounds. With
smaller national resources, the other Domibions
have outstripped us, simply because they had no
internal strife or racial divisions, I will ask
you, therefore, not to mind the small thiogs,
but to keep your minds on the big things and
to stick to the great priuciple of justice, fair
play-and sportsmanship. =

“In futore we cannot rely so much on “the
outside world “because the varions countries
have become closed preserves. We must there-
fore look more to our own country-and to the
development of outr internal resources. One
of the greatest of these is our docile native
population, which can, with wisdolm, become
our future market. We mast'look to the-north
ead lay the .foundation of a larg>r South
Africa which will extend right up to the equa-
tor.  That is the - goal of which I hav: looked
forward most of my life.

T e ————————————

With a Snack or Lunch
The Popular Drink
is a PINT of

| PALE

ALE
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A, A very substantial proportion of stockholders would prefer a
long dated 4 per cent. Loan to the 6 per cent. Loan 1946.

B. A 4 per cent,. long dated Loan would be attractive to holders
of Kenya 6 per cent, if they received say £115 of the 4 per

cent. Loan per £100 stock of the 6 per cent. Loan.

C. The short dated & per cent. Loan will be in demand from now
on as the short date loans are useful to S0 many people. A -~
long date 4 per cent. Loan would in itself be attractive, -
although Kenya“is not helping her own Credit.

D. 4 4 per cent. long dated Kenya Loan would be no attractlon to
any but a very few to receive in exchange for 6 per cent. or
5 per cent. short Loan. If g reasonable premium.were of fered
it might attract more.

Another suggestion to relieve the present situation would be to

advance as a 3% Loan to the Kenya Govt. the difference between

3% or 5% of the average interests of the two high-interest loans.

This would mean roughly a relief of £200,000 p.a. for the

next 10 years, and if applied in the fipst instance to the Kenya

S



Government, share of the loan woulg make a great difference,

J. Sandeman Allen.

1st March 1935.
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No.é on file.

1.  On the (purely arbitrary) assumptions that
the amount of auxiliary borrowing authorised is
£150,000 per amnun til1°1946 inclusive and that
the prevailing rate of interest for the whole of
that period will be 3% (+ 1% S.F.) the effect on
the Colony &nd the Railway of. Mr.Ezechieltg
alternative proposals would be‘ét§ follows: -

Under Scheme (a), whereby the auxiliary
borrowing is applied entirely to méet interest
charges on the 65 Loen, the'_ nett annual saving to
the Colony would taper from £22,638 ip 1935 to
£18,138 in 1940 ang £13,638 in 19465 angq to the
Hailvay from £127,364 in 1935 to £101,862 in 1940
and £71,36< in 1946,

The additional capital liability ip 1946
would be £1,650,000; the annual char s on this (at
4 4+ 1 per cent) if I)Arogortionately distributed
would be £9,900 t, the Colony and £56,100 to the
Reilway.

Under Scheme (b), Whereby the borrowin- is
applied to orovidine jinkin: Fund contri butions on
the whole of the Kenya Loans {£]"’,40b,{.'()(‘)_the
annual relief Proportionately distrj buted between
the Colony angd Hailway would taper frog £34,465 in
1935 to £237,565 in 1940 and £19,285 ip 1946 in the
c&se of the Colony; ang in the case of the Reilway
frem £115,535 in 1935 to £92,435 in 194 and £64,715
in 1946, The addit lonal capitel liability in 1946
would be the same as under (a); its service would
cost the Colony £15,180 and the Railway £50,820 per

annum,

B———




L7 e / i ;
I 2. The above figures show that the main
- i £ benefit of Mr.Ezechiel's proposals in either form
_ would acerne to the Railway. In effect, the annual
working surplus of the Railway would be proportionately
inereased. The General lianager, supported by
both Governors, is aiming at hastening the‘
tasen Ll anortization of ;:; exiéting capital liabilities;
it would be little short qg absurd to increase those
capital llab111tles as the hsult of further

- borrowing.

&y uﬁ.&

The Govemors are strongly opposed to azny

dlstnbutlon of Reilway money between Kenya and

Ugandn. They aim-at a consolidation of the :

Railway's position by which, subject to zdequlte

provision for rerewals, a reserve shall-be built up

until (when a figure of, say, £1,000,000 has been
__-reached) it is possible to contemplate & wide and s
» permanent reduction of freighf rates,

Under this policyl it-is tiot eclear what
advantage could be zained from any scheme which
would enable the Railway to pay less than at present
on aecount of its Loan charges at the cost of
inereasing them later on. The reserve would grow
more quickly; but the prospeect of increased Debt
Charges later would be a deterrent against permanent
rate reduction entailing loss of revemue.

Mordéver, the case for permitting a lower remswals
rate than i actusrislly necessary rests very largely
on the need for affording relief to _th? railway during
the years before relief from heavy loan charges becomes

sutomatically
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mmﬁgully due. If the measure of loan relief in
1946 is reduced, the case egainst the Treasury is:
proportionately weakened.
then, the Colomy is to derive no
jmmediate benefit either by a distribution of
Railway profits or by the reduction of freight rates
it seems doubtful whether it is worth while to touch
the Railway debts at all. -
3. It remains to consider the appiioation of
lir,Bzechiel's suggestion to the Colony's shar
(distinet from that of the Railway) of the present
Loan charges. Of the two high-z‘a;.e loans the Railway
~ is responsible for all but £754,614 on whigix the annual
interest charge is £45,277. If Kenya were allowed
to borrow this amount, the saung would taper from
the full uau.nt in 1935 to £36,222 in 1940 and :
£25,356 in 1946. By that time additional capital o
liability would have acerued to meerly £500, 000 callmg
for £20,000 a_yedr in annual charges.
If the suggestion is extended to embrace
the 44% Loens, the Colony's share of the total debt
is £3,648,192, on which it pays interest at an
aliorage rate of 4.81%. To reduce the nett charge
on the Colony's revenue to the eurrent rate, say
3%, it would be necessary to borrow ahout £66,000
per annum. The effect (on the conditions assumed

'av—ﬁw,—.-..,v,“‘ﬁ

in (1) above) would be to save the Colony an annual
amount tepering from £66,000 in 1935 to £52,800 in
1940 and £37,160 in 1946. By this date the
additional eapital liability would be £726,000,
calling for £29,040 in annual serviee.




/

The advantages claimed by Mr.Ezechiel on
pages 4 and 5 of his letter apply with equal force
L -to the above modifications of his scheme. (There
: are, of course, other possible variants; e.g.
application of the borrewings to provide S.F.
contributions on the whole of the Colony's loan
liability (£3,953,792)).- The uncertainty as to the
rate of further annual borrowings could perhaps be met
* Z if it were found possible &ter the fullest
consultation with the H1gh cmissxoner for Transport) |
to take these borrowmgs from the dormant balences in ::'
‘the Railway Renewals Pund at a rate of interest fixed -
m advance over .the whole eleven-year penod. If thia
o - _rate were 3% it would exceed what is at present earned
by the greater part of the Renewals Fund; ~end this
excess might be held to compensate for any short fall
caused by a subsequént rise in the earnings of-the
““Joint Colonial Fund, where the bulk of the Railway
Renewals Fund is held.

m 4. It is necessary to start from-the

assumption that a long term offer on the basis

actually discussed would not meet with more than a
20/ acceptance. The effect of converting
£1,000,000 of 6% stoek would than be to reduce the
annual cherges by £16,000 and to add £34,000 to the
capital lm}nhty. If it is further assumed that the
amount actually converted proved equal to the Colony's
share of the 6% stoek (£754,614) and eould properly
be applied to the extinctionof thet share, the
saving on Kenya's budget would banl& “excesd

£12,000




)

~'brovisional -and informel” advice from Somerset House

4\
£12,000 por annum, and thea rZdit:l(:omll capital i

o000
liab111ty would be

5. The Bank and the Treasury are still hostile
to a ‘short" offer even with a flexible date of
redemption;

If, in spite of this oppesition, advantage
were taken of the Crown Agents' readiness to convert
short so much of their holdings as would extinguish
the Colony's share of the 8% Loan, the savings would
emount to ahout £13,500 por'mmum at the cost of an
addition to capital debt of £195,900. (e

6. Mrsllolland;Martin writes:- "The underlying
principles of the annuity idea seems open to objectmn
on general grouuds .and, having regard to the sponuors
“(ive. the Government) may form a somewhat undesirable
precedent". ' ‘

The Treasury take a Stronger line. ‘The

is that -the annuity -could be regarded as return of
capital, not subject to Income Tax. But the Chancellor,

(whose formal approval is necessary to any conversion
Scheme for a trustee security) could not possibly
approve a proposal whieh would constitute a most
embarrassing precedent, and night have .very serious

consequences to the United Kingdom Revenue.



J .Sf. Scheme

7. Sir John Sandeman Allen called on the 2lst of

Pebruary and explained that, while his Committee had

not arrived at any definite conclusion, they thought
that along term (40 years') conversion loan at 4 per cent
or & little less would find many holders ready to convert
their short term hol_dzngs and that even if ‘the response

was not great it would be some relicf, gspecial if it

were.applied tu the colony part of the Toen.

oo
-He wds-informed thet, although the question of & 4‘ per

cent . conversion loan had not en z:uised the“ advice

- received. was defim,tely that the resnonse to.a 1ong

term comrersion ofier would be very- small, even nlth the
promise ui & premium on convers:.on. The Joint East
African Board's proposal is for conversion on a cent

per cent. basis..

He said th€l the Board had been advised by
verious benks and others that the response would oe
substential. He admitted that Sir TAGoWesrs. Chambers
was doubtful. (In the minutes of the first meeting of
the Committee, supplied to us donfidentially by
Major Dale, we were told that Sir THeodowe Chanbers
was optimistic on the point). Sir John Sandeman &llen
was asked if he could get any further assurance &s Lo
the probability of success on the lines contemplated.
It was pointed out that to choose 4 per cent. would
introduce a néw element of YA‘wlAfdﬁ since, while we
could reéard 3 per cent. es & bedrock figure, we might,
if we converted at 4 per cent. now, ii 1d between l&ML

and 1956 that it was Ppssible to borrow at ‘;u‘shﬂrlfluy

lower figure.

It i



It seems extremely improbeble that the proposl
T
will be at’breo‘bi’ve Calculatiag on rough../ 3 per cent.

taebles and allowing for income tax at 4/~ in the £, the

present value of the 6 per cent. loan peid off by .
£100 in 1946 is £116 .66, while the present value of a

4 per cent. loan puid off by £100 in 19’6 is £104.68.

o At all events, the ordinary trustee could not

look at the proposal. .
o 0 Cronrn panls st e caefi
5 8. On the second point made by the- Joint J&

o=

African Board, of applying the proceeds of con:‘\‘ on
to the colony's-share of the loan, Sir John Sanc;e_man Al}en
said that it could be _Jjustified ofythe ground tfaf, a:‘
Vthe colony is the guartmtor for the whole of the 1oana,
it h&d ‘che right to dpply the rellef fro.m conversion %o_
its own share in the first instance, its guaruntee of

the uncomverted lewe.y portion.being unaffected.

= : "5/ To sum up; wmm scheie must clearly

be ruled ou:l;. We recommend wlso that the suggeslion
of lean conversion should be given up so fa.r_ as the
Reilway part of the loans is concerned. The Governors
are ent:l.;ceil.y against such a proposal, either from The
poixi,tﬂof view of a distribution of profits between the
two Govermments or from thet of a reduction on freight

* rates, whichewld only be piecemeal.

As regards the colony part of the Kenya loans,
we now have the advantagze 61‘ Sir John Sandemsn Allen's
view thet the colomy will be justified in epplying the

partial results of the conversion loan. to its own relief.

At the sameé time, it might prevent some critieism
it
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TREASURY CHAMBERS,

Telephone No.: Warremars, 1234,

WHITEHALL, S.w.1.
In any reply
(gg'eese auote Regd. No. 29th March, 1935
5.39556, RECE:\/FD
30MAR1935
C. 0. REGQY ,
My dear Bottumley,
Kenya
|0

in my letter of 20th February:1 Promised to

confirm latep the view of the inland Revenue on your
“anonymoyg" acheme, ang }

now encloge Copy of-a further

letter fronm them on the subjept;

dated 2z1gt March,
Yours aincerely,

ARWazarg a4

Sir Cecil Bottomloy, K.C.M.G., CeB., 0.B.E. .
Coleonial Office,
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y SECRETARLES* OFFICK,
COPY INLAND REVENUE,
SOMERSET HOQUSE,
LONDON, W.C.2,
. 2lst March, 1935,
Dear Waterfield,

. Kenye Loan
- .- - =
e - - We have given further consideration to the question
whieh you raise in your’letter to Siee of the 20th ultimo
and the result is only to confirm the view (expressed in
your>lettaf>to Bottomley) that if, under the proposed scheme,
a recipient of the £129 three per cent stock were to give up

£29 of that stock for an annuity of £3 per annum for a definite

term of say eleven years, we should have t; regard large parts
of the annuity payments as payments of capital,

From one point of view, it might be s&id that it is
the first atep in the scheme, rather than the second, which
deprivesx}ke British Exchequer of its due- For it is the
firat step which in effect converts income into capital by
giving additionel ‘stock in exchange for the surrender of the
right to receive a taxable profit, via. interest. But,
given the first step, there is perhaps much to be sa&id on
general grounds in defence of the view - which we think is
correct in law - that, where the additional stock is in its
turn exchanged for & fixed term annuity, appropriate parts
of the annuity payments (amounting in the aggregate to
the value of the stock surrendered) must be regarded for
Income Tax purpeses as capital payments.

Yours sincerely,

(Sgd.) H. DUNFORD,

AP, Waterfield, Bsq., C.B.




TREASURY CHAMBERS,

TolaphonaNo WarTERALL 1234, WHITEHALL S.W.1

In an,
4 pleue quote Regd. No,. 7
® 8,39556. 20th February, 1935,
Confidential ,
——=22cenvial

My dear Bottomley,

48 I understend that your Secretary of State is

anxious for an early reply to your letter of the 7th instant -

about the Kenya qonversion pr0poaall I send you this
provisional reply, I will confirm later the v:.ews of the
Board of Inland Revenue on the "anonymous® Scheme, but I
40 not think that anything further that they may say would
modify our pfesent conclusions,

Generally Speaking I agree with the views expressed

by the Bank of England in Holland-Martin's letter to you of
the 13th February; and as regards your first point I do
not think I oan usefully add anything to his remarks,

A8 regards the “anonymous” scheme, I fear that it
is open to g number of vVery grave objections from our point
of view, So far I haye only been able to obtain a
provisional and quite informel view from Somerset House,

8ir Ceoil Bottemley x c.ll.G., CeB.,0.B.E,, to
Colonial 0ffige

;



to the effect that prima facie there woula appear to be
; case for regarding an appropriate_portien of the
proposed eleven yz'uu- annuity as ecapital an'd therefore
not subjeet to income tax, But assuming that to be so s
and of course it is only on that assumption that the
8cheme offers any Sttxq.otiona at all - I do not see how
the Ercssury oould pouiﬁly lend their lnépozt and
approval (and you will Temember that under present
éunditionl any conversion scheme for a trustee security
requires the formal appioval .0f the Chaneello¥ of the
Exohequer) to a 8cheme whieh not onlf involves a
8acrifioce of United Eingdom inoome tax, and is therefore
just as truly a‘contribution by t'he United Kingdam
Exohequer to Kenya ae a subsidy out of voted moneys would
be, but would certainly eonstitute a most embarrassing
Precedent . It would be diffieult %o refuse permission
$0 other Colonies whioh were in a position to folloy
suit; while holders of such United Kingdem seourities
as 4}% ana 5% Conversion - both Standing at a high

= premitm’

Premium - -would be enoouraged to doage the tax-oollegtor

in the Same n,nnu-. 4% present sugh holders are of
oourse -liable to incame tex on the full amount of interest
Teceived, notwith-nndins that & prudent investor weula- )
Probably regara & portion of the dividend as g oapital
reserve against the loas Vot upiﬁl mt will follow wh;n
the stook is redeemeq .t; par hereafter, But by selling
their present stook and ,riinvogting 2100 per cent in the

purohase of longer-dated security at round sbout par,
and the balanee, representing the pxiu:lnn, uf"i;ho .purchase
from an insurence eompany of an annuity, equal to the
Iiﬂo:ono, between tﬁ ineome on the new ‘security and that
on the ola, OxXpiring on the date when the olg loan is
$Xpsated to be redeenmed, ‘they would, if my provisionsl adviee
from Semerset Houge is cmfimmea, be entitled to glaim
relief fyom ineome tax on the poxtien of the annuity that
represents amortisation of the original eapital,  Thig
would put them in ex80tly the @ame Position as the konyn
Stoakhol dexs under your  anonymous Soheme; and theye
appears to “ nothing to prevent 8ay sueh holder, including
those of the Kenye losns, from t2ying sush o devige at

Present .



bresent, I imagine that the reason why it isn's _

done on a larger seale « 8part from the trouble of -
8soeounting, whioh would net deter a large investor - ’
But if we go out of our way
to point out bublioly, and express our approval of a
way of dbdging the Tevenue claims in Suah a case; I

fear that the oonsequences to the United Kingdom

is doubt about the law,

"Revenue might be very serious; :

i These objobtions are, I feax, fusdamental ;
but I may add two more, whioh will ‘porh'c,l,holp to
‘ Firat,
it seems to me quite inomeeivable that a trnitiq who

resoncile you to oyr unsympathetie attitude,

bas Suegessfully olaimea tax relief from the Revenue
authorities on the 8roynd that £2,10,5 out of eagh £3
of annuity is oapital, cap then progeed to distribute
the same 2£2,10,5 to the beneficiary of the trust ap
inoome, without incurring g charge of breach of trust;
the ino msistency would be too patent, Bu{, if so,
no trustee would @006pt the Soheme, unless his
beneficiaries ooula afford to undergo g oonsiderable
Teduotion of inoome for the sake -91' capital uo,ioun’,
4na

fo— 37

PR

4And lﬁoh uc rare,

‘ Phe other is that, unless I have misunderstooq
the soheme, it completely fails to achieve what I
understood to be the Seoretary of State's spegial objeot,
namely to reduoe the immediate burden on the Kenya.
budget.
the next eleven years uu;ly as it is today, that is,
8ix per gent m:ca on aceount of interest (3% on the
new loan u[-/a; @y)' together with one per gent

In faot tt;'o Scheme will Yeave the burden for

sinking fund on the 8ame nominal capital as before.
l‘fé this point of view, what advantage does it bring teo
Eenya?

Yours linooroly,



Bank of Gngland
13th February 1935,

Dear 8ir cecil_aottomlay,

I am writing in reply to your letter of the
7th instant regarding conversion Possibilities for Kenya ioaﬁs.

As regards your first point, a two-year margin
may'be, from the Government 'g point of . view, an advan?ﬁge But
vis-a-vis existing holders it is to the same extent é further
factor against conversion., ! But apart from' this our objection
to a short conversion offer at the bresent time ig op general—
Prineiples. When money ig cheap it“is sound to.borrow for the
longest time Dbossible, for it is prebable that on maturity ‘rates

fas lu..k-‘-ud..

will be higher ang thaﬁwin the end the advantage of cheap money
will only have beeﬁ secured over g short length of time.

4s regards the note which You enclosed, T cannot
o' course express ény opinion regarding the various assumptions
on points or law, but assuming their legality and that they are
acceptable to the Inland Revenue Authorities, which, personally,

I consider extremely doubtrul, the underlying brinciple of the

having Particular regard to the Sponsors,may form g somewhat
undesirable Precedent, Finally, the 8uggestion seems open to
) the
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Page 2. Sir Cecil Bottomley, K.C.M.G., C.B. 13th February 19%

the same objection as other schemes in that it invites existing
holders to consolidate their holdings over an extended period
of years on the basis of existing rates and even your
correspondent himself on Page 2 seems of the opinion that the
ave;age rate over the period would be higher.

Yours sincerely, &

E}@ﬂu»u&:«h“

Sir Cecil Bottomley, K.C.M.G., C.B.
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4, MILLBANK,
WESTMINSTER,

LONDON, 8. W. 1.
(VIcTORIA 7730) .

12th February, 1935,

Dear Bottomley,
KENYA LOAN CHARGES RELIEF. :

The Secretary of State asked me lasé week to
consider a suggestion which had been made to him_for relieving
Kenya's finances simply by borro&ingvmoﬂey with which to pay
part of the interest on its high-interesgt stocks. I .gathered
that he was rather disposed to favour this ides. I réminded
him it was one of the several ideas included in our memorandum
(Section V.) but it had evidently not caught his special
attent;qn there.

The personal view which I have reached - and in
which Gowers agrees - is that if the Secretary of State decides
that something must be done to enable Kenya to pass a portion
of its loan charges from the present to a lgter generation,
the method of doing this which is probably open to the least
objection is by a scheme, based on Section V. (and VI.) of the
memorandum, such as is worked out below.

Let the Secretary of State decide in the first place

. how/

Bir Cecil Bottomley, K.C.M.G., Q.B.
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how much of the annual loan charges he is prepared to allow
Kenya to meet by borrowing, say, £150,000 a year to start
with. Let Kenya then pass an Ordinance authorising the
Governor to borrow up to £150,000 a year until 1946 (or for
some other limited period, say ten years) for this purpose.
Here there are two alternatives. The borrowing
might be (a) towards meeting the interest chafge on -“the 6%
loan, or (b) towards meeting the sinking fund,gpntributions

{l on the whole of Kenya's loans. I have no doubt myself thaf’

(b) would look less objectionable “in the eyes of -the market.
The Ordinanc® would be in the widest form for a
specific loan ordinance, i.e., it would enable the loang to be

raised either as loans under the General Joan and Inscribed

Stock Ordinance or independently of that Ordinance, so that the
loans -could be raised as public issues under the Colonial
Stock Acts, or placed Hrivat;;y outside, or raised under the
inter-colonial scheme. '
The Ordinance would (as usual) make no mention of the
period or periods of the ioans, but the intention would be that
all the loans would mature at the same date, and preferably a
distant date, say 1955-65, giving a ten-year option. Probably
they would all carry the same rate of interest, say 3%, and be
N issued at different prices acecording to the market level of the
day; they would in faet be extensions of the original loans.
}/ﬂ: .,,n-,{l. Mo s 20 tts Gt -~3' 3 ——— The/
u62!9’1¥“fg“ A”““F‘"‘?}t . v i ': bl s ,

i lsacee s <
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The amount to be borrowed each year (within the
11m1£ of £150,000) would be approved by the Secretaryvof State.
If Kenya regained 2 measure of prosperity (whether through its
goldfields or otherwise) the yearly borrowing could be reduced

or discontinued according to the circumstances of the time.

It,must_of course be remembered that 4f £150, 000 were borppwgdvf

each year the saving to Kenya's budget would: be progréssively

reduced each year, owing to the-interest ana sinking fung

charges on the amounts already bprrowqd.

I find on’investigation that the brovision of
£150,000 a year under the inter-colonial Echeme would not. be
beyond our capacity; - and that is the method of raising the
money which we should adopt ‘as the standard method, although,
aa“already stated, the Ordinance should leave it open to the
Crown Agents to adopt other methods ir in futuré they should

brove to be necessary.

to be paid on the capital Sum- raised at approximately 3%.
In the future the rate might, of course, have to be higher,

in respoase to market changes; but on the other hand g higher

improved aonditionsg in Kenya ang therefore with g less urgent
necessity for budget relies,

As regards sinking fung eontributions on the new

-loans, we have in the past, 88 you know, always felt it

necessary/
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necessary to stipulate that inter-colonial loans should have
full sinking fund contributions, sufficient to repay entirely
at maturity. In the special eircumstances of the préaent

case, however, we should be prepared to let the contribution

be at the }ate'of 1% per annum.
We should require ‘the Seeretary of State';;Tonnal
authorisation to invest colonial sinking fupds in these 1oans.
So far the matter hae been dealt with as one
concerning Kenya alone, but if the scheme is® carried out for
Kenya, it is I suppose quite possible that Nigeria, or the
Gold Coast, or both, will press the Secretary of’ State for a
similar aoheme for themselves. If he wished to allow it to-
them, we should of course do our best to arrange it, but the
total amount of annual borrowing involved would -then be greater

and might (with other demands) be so 1arge as to strain the

resources of the inter-colonial scheme. It -would in any case

probably mean the placing of so much of %he inter-colonial
‘stock in the éinking funds of -Gold Coast, Kenya and Nigeria as
to give them a far larger proportion of such stock than we
should normally admit.

The adventages of this scheme, when compared with

the others set out in our memorandum, are:-

1. Simple and straightforward - no arrangements
with stockholders or complications over
income tax law.

2. No/

¥
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2. . No "voluntary conversion" - therefore no
question of giving anything away as
inducement.

3. For same reason no uncertainty as to results
.(except as to rates of borrowings after
X the first),

L. . Measure of relief can be adjusted yearly to
the needs of the Colony.

5. Money borrowed will be borrowed for a long
term. <

6. Minimum publicity - no appeal to the stock-
holders or other investors in Longgn
market, only a local Ordinance. =

1o No loss fo United Kingdom income tax revenue.

Yours sincerely,

)

Besides the alternatives (a) and (b) which I have
mentioned in paragraph L above, there ig also the
possible coyrse (c) or borrowing openly-to meet a
budget deficit. This would be less favourably
regarded in The City than borrowing to meet sinking
fund charges (though there is not much in that) and

is also, I know, open to objections from your point
of view, such as the difficulty of limiting such a

) practice once the example has been set The
‘JL'Itrfp;,,nfL beculiar position of Kenya and the Kenya-Uganda

_4‘ o Railway respecting Kenya loans which you mentioned
& ) \*1‘<¢;;‘ when we first discussed: the question of relief may,

Holeday * however, compel you to adopt course (e) in spite of

heeys batfor its drawbacks.
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Mr. Preeaton.;h/ : X
/
”’3{#" .2 Semi-official for Sir'C.BottOmle,x's signature,

My,
Mr. Parkinson.
NS Downing Street,
Sir G. Tomlinson
CONFIDENTIAL, /1
v Sir.C. Botiomley.§-2 7 February, 1935,
—_————
Sir J. Shuckburgh.
Dear Waterfield,
Permt. US. of 5. Dear Hollund-Martln,
Parly. US. of 8.
Secretary of State, We have had & furthey

D %( talk with the oSCI‘etLI‘y of State on

N the p0¢slblllty of converting the
L, A.P.WATERFIELD, BSq., ¢.B. \"
J Kenya. hj.gh rate loens und I am

N = v - -~
2, E, HOLLAND—M.ARTIN ;?{54 e
writing to you (end also +o
. Hollend-Martin
S Waterfiel ) for an opinion on
~
. two outsiending points,
o
o (1) You will remember thet |
3
~2 ; ;
) &% our discussion on the l4th of
<
~ N,
2 Decenber objection was ralsed to =
o
short 3% conversion offer on the
o
3 ground that Govt, would thereby be
FURTHER ACTION, =
Y bound to & fixed redemption date,

It has since been Suggested that thi
difficulty might be met by providing |
& two year nergin - say 1946 to 19484
for redeeming the new issue, This

would




ovt.; would it make the stock prop
ess ettractive to the holder? And i

-

(toHollend-Martin) I em consulting.

Waterfield as to the probable

'i’,'&'a@ﬁon of the scheme by

(2) The enclosed note outlines a et of AL G -'Bﬂﬂ‘d of xmna Revenue.

";et m know ln{ it presehtg 41;531{

b.'z_xd ihg'enious nggea‘cion for reducing & {

] ;;a'aexit'blgqe{x At_th}a expense not so much

,_:b‘étlg)"'!}ha‘i,a mey be otﬁar poin

A g } . -3 - % & i -nn-, foag e

Tax payer. As ié"recognised in the o Ok : ey L wn&qx m ﬂmeped our deteation.
3 : ; . ; S ARE 8 o~ 4 i3
randum, the successful working of the P S Gediata 0 M be gl&d‘ot a &en‘ér&l

‘g&hﬂe would depend on (&) a benevolent g Wm #Jour views.

BRE '.l'ha oriq;.m.tor of the
 suggestion '(!_m"o is not in Govi.

stitude on the pert of Somerset House, and

TR . ) e

-(b)" agrté'i,n requisite assurances to trustee

holders. The further criticism has been e W) is M enxiota that it

mede that the scheme presents little n't get m' 4he hands of

i -
attraction to the small man, to whom & refund

e but the Departments

of Income Tex at 2/3d. on & few pounds dividend

# or annum would scareeehf be worth the trou‘ble

ﬁ‘aued.

(to Waterfield) I should be grateful for en’

. indication

“
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#-CONFIDENTIAL, 5 BIEARANH,
WESTMINSTER,

LONDON, 8.wW. 1.

(VICTORIA 7730)

Lth February, 1935,
Dear Bottomley,

I have had a talk with Bickersteth in accordance with
the Secretary of State's ;mtmctiona._

As you will appreciate, the particular combination of
ideas constituting his scheme is a novel one. He 18 quite
content to let the Co};;!ies use it without any Special
rémuneration for himself but it contains potentialit;leu also for
home counties and corporations, and perhaps other borrowers, and
for that reason he asks thet it should be treated as confidential
as far as possible and a8 long as possible. He has no objection
to the Treasury and the Inland Revenue, whose opinion is clearly
necessary in any case, and the Bank of England, being consulted
with regard to it confidentially, He is very anxious to avoid
the scheame being communi‘::ated to the Government broker or to any
other broker or outside person; but I do not think that

that/

Ce Bottomley, KeCeMeG., C.B.
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*hat should present any aifficulty because I do not imagine that
the Treasury or the Bank of England would consider it necessary

to consult their broker at present. The only question they
might ask him is to what extent the alternative offers in his

scheme are likely to be accepted by the stockholders, and on that

point he is in no better position to judge than we are. No

doubt the annuity offer would be accepted by a substantial ;

Proportion of the holdsrs, other than those whose total 1r.1:cc!e/' ]

¢ is below the tax limit, holders of small amdunts who might
. think the game not worth the candle, and trustees with

1ife-interest beneficiaries (uniess in the case of. the lattes the
legal objection to ;lying out returned capital as 1ngone can be
8ot over); but I feel sure that no one c’ould give a figure for
it.

It seems very Possible that the Treasury and' the Inland
Revenue may turn the acheme down on general grounds, and in that
case no broker need be.consulted; irf on the ‘other hand the
scheme is further pursued, a stage must arise, as Bickersteth
recognises, when publicity cannot be avoided.

Yours Sincerely,




KENYA LOAN CONVERS ON.
= YONVERSION

/

. Pi‘esent:- Note of Discussion held on Januars zlst,
) _______________.___________~J;____

Sir C. Bottomley

Sir J.Campbell I It wus egreed that the following Suggestions

Mr., Flood )

Mr. Freeston. should be ruled out from further conslderutions -
e

(&) Cessation of Sinking Fung contributions
(Wo.IV in Crown Agents' iemo.) In view ol the terms
of the prospectus} this would be o direet breach of
& faith with the stockholdery i.nd lilght seriously

ilmpair the credit of Coloniul Govts

Preasury would probvably prerer to weke w rent=-ineaid

ruther than ¥ countenance such an extrepe

lation of Losan stock neld in gne
Sinking Fund of the Loaun itself Would be only
slightly less objcctionubig, und the relief Obtuined

>

would bhe lnconsidereble (ebout £z

»800 per unnum in

the case of the Kenyea 6 und 5.,
(b) Heciprocal borrowing (iio,VI in Crown
—— e —————
memo, ) [t wus lelt that he wdoptionor any

Such device would heve unfortunate .erket

repercussions; moreover, ws no sin

Ntewpleted ror the in

2rious dliricul tles mignt

Borrowing to uee

Crown Lgents!' nemo, }e

e on of s
& necessity would Credit of K ER o
31bly of other -0Loniul Govts, s
to their L liebility If
recourse were hud to this expedient it lould ve on
4 Jyear to year rather than on & consolidated basis;

and the POSs81bility might ve eXamined of borrowing

“—

Irom



"from the K.U.R. Renewals Pund which &
large portion is 1id§;4]ﬂﬁ§ ﬂﬂinVQ'fSQJff'”‘"

3. Annuitiee scheme, ‘(mm: in. crown

{

Agents' memo.) It was aﬁroed that this wes & |
|

‘most ingenious suggestion, the net result of |

which, if carried through, would be to transfer |
to the United Kingdom Income Tax payer part of

_ the Colonisal Govt 's burdJn. The attraotiveness

of the scheme to the holder of Kenya sto.kiiay
in the prospect of reoeivinélpa his 6%
dividend free of Income Tax, but;- TS |

(a) It is at least opgn to doubt (
whether the Treasury and Somerset House would
acquiesce in its implications.

(b) The position of & trustee would

~“require careful investigaetion and poésibly e

test case in the Courts would be necessary,

(c) The" smell holder would not be
greatly attracted, Not only would hig Income
Tex Relief be less but by accepting £100 3%
Stock and a £3 Annuity he would forfigo the
possibility of turning his present helding,
with its substentiel prémium; inte ready cash ~
& possibility which is néturelly more present to
the mind of the small man rather than to: that of

the lerge holder,

(In this connection Sir John Campb&}v

pointed out thet it ig not true to suppose
that the premium on e high interest Loan
diminishes progressively to nil at redemption
date, If the present low rates foq money ;

persist a 6% security will eommapd & high hi’“?,;

(B*

right up to the eve of its redemption, €.g8., one year
before redemption it becomes equivelent 4o & twelve

monthe' Bill at £6%) .

4, Sir John Cumpbell's view wus thut ,if the
Annuity scheme proves unworkable the least
objectionable Possibility would be & short term
Conversion Loan with, say, two yeers' mergin for

redemption,




4, MILLBANK,
WESTMINSTER,
LONDON, 8. w. 1.

(VICTORIA 7730)

TDENT 17th January, 1985.

My dear Bottonley,

As arranged at our discussion on ~the 14th, 1 enclose

& memorandum respecting proposals for relief in connection
——

with Kenya high interest beaz‘ihg loans, which I hope you will
find suitable for submission to the Secretary of State.
The last sec ion, section 7, of this memorandum

-deals with the highly confidential scheme which I mentioned
on Monday. The author of this scheme ig particularly anxious
that his ides shouid not be stolen by some other financial
expert as, for Sxémple, Mullens ang Company, the Government
brokers, and, lest it shoulg get round to them, woulq prefer
that it should not be communicated even to the Treasury.
Perhaps you could arrange therefore to have it Suppressed

unless the Secretary or State is inclined to favour it, in

{ e which/
At

_”‘\‘Lﬁ{ P RN =7

SIR CEOIL BOTTOMLEY, K, Cc.M.@, , C.B., 0.B.E.
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8scheme direct to the 8ecretary or State, and let hinm say for
himself how he wishes hig interests to be safeguarded.
Obviously if the scheme were adopted its features Would become
known to everybody. On the other hand, if the Secretary of
State does not think 1t wopty further consideration, yowwily
be able to take section 7 away from Ehe rest of our memorandun
before referring that mémorandum to the Treasury or any other
experts if ):ou should wish to do so. T

Yours sincersly, -
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3.

7.

NOTE oN PROPOSALS FOR RELIER
=== =%0POBALS FOR RHLILF
(Crown Agents' Office, January, 1935, )

Circumstances in which the 6% loan was raised.

Previous conversion proposals.

Conversion Schemes discussed at Colonial Office,
14th December, 1934, &
Cessation of Sinking Fung contributions, and

Ganceilation of' stock in.Sinking PFunds.

Eorrowing to pay debt charges.,

ot

Reciprocal borrowing to meet-8inking Fund contributions.

Schemne for offering anmities,




I. CIRCUMSTANCES IN WHICH KENYA 6% LOAN
VAS RATSED. 7

The Kenye 6% loan 1946/56 was raised in November 1921.

Long-dated 6% loens hed been raised for Nigeria (6% 49/79) in
November 1919 and Gold Coast (6% 45/70) in January 1920. The
Governor of Kenya first asked for a loan in September 1920,
but its issue was postponed pending consideration of various
financial difficulties. The Governor had suggested a loan of
as short a period as possible and, in fact, 6% loans with an

option of redemption in 1936 were issued in June 1924 (Ceylon),

October 1921 (Nigeria) and December 1921 (8traits). But the - _
position of Kenya mede it imposeible to float<a loan for Kgéy;
on such favourable terms as for these other Colonies.

The 1mposs}bility of securing‘for Ken&é better terms
than those which were in fact secured was attributed to the
fact that "Kenya" was 2 new name in the market, that there had
been much press criticism of Kenya's financial poeition, that
act@ve persons were interested in blocking the loan, that Kenya
was in fact in very serious financial difficulties and that

large financial houses in the City which supported other loans

by epplying for large amounts would not do this for Kenya.

The fact that £2,100,000 only waes taken up by the
public, leaving £2,900,000 to be taken up by the underwriters,
and that the stock was first quoted at & discount, indicates

that the terms had not been too generous.
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II.  PREVIOUS PROPOSALS FOR KENYA.
==2120US PROPOSALS FOR KENYA

Suggestions for a voluntary conversion offer for
the Kenya 6% stock were made as long ago as 1923 when an
option ;pf_ taking either £114 in cash or £131 of L% Stock 1946,
was suggested by one adviser as being possible terms. {The
general rate for Colonial loans was at that time over hz%)
In 1931 the matter again came up for co®egideration (the
general rate for Colonial loens being just over Lz) and
possible terms discussed in the G.A.'s office were:-

Equivalent value at market price of-.l.;j% 1961/71,
stock plus an inducement worth about 2%
(say 112% of new etock with a dividena
benefit worth about 1)

The Crown Agents' brokers did not consider
conversion by such a method to be "practical politics". One
.large Insurance Company holder suggested 121 as the amount
of new stock which they might accept. The Crown Agents told
Colonial Office semi-officially that they could convert

£850,000 held by them for other funds into a L4i% 1961/71
stock at the rate of 119 for 100. The effeet on Kenya
finances of conversion into (a) 119 or (b) 115 of such new
stock was investigated fully in consultation with
8ir J. Campbell and it was agreed that Kenya would do better
financially by not converting.

The whole question was ralsed again in June 1932
(when the Colonial loan. rate was about L) as the result of
a request by the Kenye and Ugenda Reilway which had estimated
& saving of £100,000 a year by converting 100 6% into 115
% 1961/71 and 100 5% into 110 4 1961/71. The Crown Agents
reported to Colonial office thet an offer of 125 (of a long
4% stock for 100 Sﬂ)would be favourable on the basig of

market/
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market prices but nevertheless such/an offer was not
likely to meet with much success. They explained that,
since the 'ﬁr Loan conversion hag lowered rates generally,
the bossibility of re-borrowing in 19l‘¢6 at not more than
4% seemed now to be a fa.1r assumption and g conversion

offer wag therefore certainly not to the financial

advantage of the Government.
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III.  CONVERSION SCHEMES DISCUSSED AT
co OFFICE, 1L.

‘ The possibility of a successful offer of voluntary
conversion was discussed with representatives of the
Treasury and the Bank of England at the Colonial Office on
14th December 1934 and figures were tebled which had been
prepared at the Crown Agents' Office to illustrate the

result of some possible offers on certain purely hypothetical

assumptions.

The offers assumed were:-

For £100 of E £130 of 3% 1946 .-
Kenya 6% 1946/56 or £135 of 3% 1960/70  3» y
For £100 of ( £122 of 3% 1948

Kenya 5% 1948/58 . ( .or £126 of 3% 1960/70
The offer of stocks,redeemable, withoup option, in
1946 and 1948 wouid, owing to the réAdiness of the Crown Agents
to convert their holdings, provide a certain saving.-of
£27,000 a year on 6% Stock and £15,692 a year on 5% Stock,

but was open to the objection (* which was stressed by the

Treasury representative) that it would leave no option to the
Government to chooaevthe most suitable time for redemﬁtion over
@ period, but would entail re-borrowing in 1946 (or 1948)
whatever the conditions of the market then happened te be.
On the other hand the Probability of a satisfactory response
to an offer of a 1960/70 3% stock, which the Crown Agents
considered unsuitable for the conversion of their holdings,
wes felt to be very doubtful.

With regard to the offer of a long stock in
exchange for the 6% stock, figures had_been worked out by the

Crown Agents as follows:-

Reduction,

(x NQTE - The Treasury objection might perhaps be met
by offering a 1946/48 or 1948/50 stock. )




n

Reduction in annuel charges £16,000 for each
t111 1946 million pounds
converted.
Additional capital liebility £300,000 for each
million pounds
converted.
Increase in net effective 78. 7d. for each
yield for a tax-paying £100 converted.
stockholder

There ere, of course, a variety of other formse
in which an offer might be made, e.g., the offer of an
appropriate amount of cash, or of new ;tock bearing a &

higher nominal rete of interest than 3%, or of-new stéck

redeemable above par.
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Iv. Cessation of Sinking Fund contributions.

/

The’ simplest and most diréct method of passing on to
a later generation a part of the loan burden would be to
postpone sinking fund contributions for a time.

It might be argued that the necessity of raising money
at a time when a 25/35 Year loan at Ox was the best that
could be arranged arose out of the need for immediate
expenditure for development; thg,t the accumulation of &
sinking fund contribution of 15 would in &ny case not auffice
to redeem the loan in 1946 or even. in 1956 (it s est:lmated i
to accumulate, in_the case of’ t’l:e £5,ooo,ooo % 1oan, to
pproximately £2,000,000 by 1946 and_£3,250,000 by 1956);
that.money w:lll thus have to be borrowed for its redcnption

eventually; and that a larger deficiency might well be left
for re-boz'rowing then. .

A very serious diffieculty, however, is that the loan
pProspectus épeciﬁ.ed a "Sinking Fund of not lese than one
pound per cent per snmum to be formed in this country under
the management of the Crown Agents" and that failure to pe,y
contributions regularly would be a breach of faith with the
8tockholders. In view of the publicity which has been
given to Kenya's difficulties, such a breach might be
sympathetically viewed by the publie. But it would tend
to shake public confidence in Colonial loans generally, whose
high standing in the market is partly dwe to the Sinking
Fund system. Moreover other colonies might press for the
Same concession and, if this were allowed, the effect on

colonial credit would undoubtedly be very serious.

The total/
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.to redeem the loan in 1946 or even in 1956 (it ds. eat.imated
to accumulate, in the case of the ‘85,000,000 6$ loan, tn R
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event.ually, -and that a larger deﬁciency might well be left
for re-borrowing then.

A very serious difficulty, however, is that the loan
pProspectus épecified a "Sinking Fund of not less than one .
pound per cent per annum to be formed in this country under
the management of the Crown Agents" and that failure to pay
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V. Borrowing to pay Debt charges. .

The charges on the Kenya 6% loan, 1946/56 are:-

Per annum
Interest 6% on £5,000,000 300,000
sinking Fund contribution 1% 50,000

b £350, 000

Suppose it be desired to relieve Kenya of half the interest

on the above until 1946, merely by transferring the burden

to a period after 1946 so as to reduce the present Burden -
to the existing market interest rate of about 3%, then
this might be done by raising a fresh loan (or l)oén‘s); .-
- redeemable in or after 1946 and Vusing the money s¢ raised -
to pay £150,000 a year towards the present loan chargeé.
This, ;lf arranged, would secure the postponement of

burden in a simple and direct mammer.

The advantages would be:-

(a) A definite immediate annual saving would
be assured.

(b) Nothing would be “given away" as an
_ inducement to stockhelders to convert.

(e) Money borrowed now would be borrowed at
a favourable rate.

The disadvantages would be:-

(a) It would involve openly borrowing to pay
debt charges - a practice normally open
to strong criticism.

(b) It would form a precedent for other
Colonial Governments and possibly even
for other borrowers.

The new money might be borrowed either in one sum
sufficient to cover £180,000 a year for 11 years or in

separate annual loans of £150,000 each.

A series/



A series of annual loans would avoid t.he'd.irriculty
of uging box/-rond money to advantage while held in reserve

@ for later expenditure but would entail the risk of having
to pay higher rates of interest than that now ruling. At
the same time, it would make it possible to leave open the

number of years for which such relief was to be allowed.

Thus if, in a few years time, higher intere\gt rates had

returned, accompanied by trade revival and higher prices

for East African produce, the relief might be discontinued.
' An annual loen of £150,000 might be placed privately.
A single loan of (say) £1,4oo,ooo (t‘h; approximate
present value at 3% of 22 h;lf yearly paymente of £75,000
each) would involve a puinc issue and the proceeds would -
haye to be used to secure an annuity to provide the-
requiaite_ half-yearly _sum.
The result would be somewhat as follows;-

Annual relief-- ‘ £160,000

Less 4% on £14400,000

(l.e: 3% interest and

1% ginking Fund
Contribution) 56,000

Net ammual relief £94,000




ng Fund contribaty

The noth:;l of borrowing periodically in order to
‘meet current Iou charges ught be applied by means of loans
‘uur the Inter=Colonial Behno. if it were decided to allow
two or more Colonial Govermments to avail _th-solve- of .this
method of relief in regard to Sinking Fund contributions;
though this would merely amount to a cnou.flbaged postponement

of such contributions (see IV above).

Suppose that Kenya invested £160,000. a year or
its 8inking Pund contributions as followse: ~ #
£60,000. in an Inter«Golomial Loei issued by Gold Coast
£400,000, * * L & " ﬁger!u,
while at the same time, Gold Coast imvested 360,000 nd
li;oril £100,000, of itl Binking hnd contrlbutionl in an

Inter-Colonial Loan issued ’by Kenyae No cash need pass and
the saving in the rirst year would for-Kenya be £160,000.
against which lnt be set off the payment of 1i;bereat on

.. that sum (say u.loe.), vhich must acerus to the 8inking
.l'uul (not fo the Govermment) each year wntil 196,
8imilarly in the case of each subsequent borrowing.

The date of redemption of sueh Inter=Colonial -
. Loans could be varied to euit the particuler Simking Funds
oolcomd. Such a scheme would be subject to the approval
of the Secretary of State each Year and could be discontinued

@8 soon as circumstances no longer justified it.

Gertain peimts arise out of sueh a scheme in
conneetion with the liquidation of the various sinking funds
when the time comes for redemption of their respective
loans, Moreover, in order to reap the full ahntm of
/this




/ (contd.) L :

this scheme, it is suggested that no sinking fund
contribution would be made for the inter-colonial loans
themselves. For both theke reasons the rOed.'proell
method of borrowing is -ucintod rather than the simpler
course of 1o§t1ng Kenya issue loans from time to time

under the gemeral inter-colonial scheme.

- There would, as indicated above, be Mn-t
fo Pay on tho;é-’ihtcr-eolonill losns, vhigh nlﬁongh they ‘
‘were recipro¢al should be rixia at m‘n@i? rate having
romd to the period of the loan and the ule of 1nue.
The payment of thu 1nterest would )rognuivgly dilinilh
the daving to '!eny- rcvenue, but would accrue to the.
nin(king fund which held thé inter~colenial loan.

A statement of Gold Coast, Kenya and Nigeria

loans ramning to or beyond 1945 is sttashed for easy
- 14

reference.




Gold Coast &%
e
43K
»

Kenya ® .
i
4%
Lt
iR

- Migeria

2 »
’.
w
x

k5/70
56

60/70
54/59

46/55
¥8/58
50

/7
57/67

#

¥9/79
§1/57
50/60
1963
1955

4 628
1.17
+55

5-
5

35
3ok

0. 3056

60363
4o 25
ke 263
507
4.188

8.F.Contributions
(i millions) Annual

Half-yearly
25,000. 12,500,
146,280, 23150
11,700, 54850,
- _5.500: . 2,750,
88 nﬁAao: i k5250,
505, 000, © 25,000,
50,000, 25,000.
35,000, 175500,
34,000, 174000,
— 32056, —1,528,
L T
395770- 195885,
42,500, 21,250,
42,63k 21,17,
57,000. 28,500.
41,880, 20,950,
223,78k 111,892,
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Details of an offar of voluntary conversion designed
to provide sufficient bemefit to attract stockholders and yet to
secure financial benefit to the Government also have been
received by the' Crown Agents ‘Ix‘;k confidence from a finaneial Trust
‘which has consented to the 'follg\wing principal féaturéa being

' communicated to the Colonial Office on the clear understanding
that the salient features are on no account to be dfvﬁlged to-
any otﬂer lffust s or to any repreae;ﬁzétive of the Stect Ejélhange
or of banking or financial interests. If the: Secra‘hry of Statse,
for the Colonies is disposed to regard the scheme hvoumbly

: arrangmmta for applying it without éetrlment to its originator
could be ﬁu-ther discussed. e

The scheme :I.nvolve>s making to the holder of each £100
of Kenya 6% stock, 1946/56 two alternative ofrers of either a

- certain amount of a longer dated jﬁ stock gg of £100 of such = :
7% stock, plus an annuity of 3% until 1946. :

Thus, the offer might be either :-

say (&) @129, '%.st‘eck‘ 1955/65 or
(b) £100. 3% stock 1955/65 plus
@ amnuity of £3. until 191;.6 .

In pragtice, offer (a) would probably be made, coupled
with an undertaking to those who accepted it to give if requgsted
an annuity of £3. per annum in exchange for £29. of each £1 29, . of
new stock taken by them.

The payment of the annuity would be met by selling the
surrendered stock, and obtaining with the proceeds, in one way

or anbthcr, the mmu amnuity.

The advantage to the stockholder would be ,that a part
of the amnulty of £35. (viz. about £2,10.54) would be certified

. %o be return of capital and would thus, it is assumed be exempt

from income and sur tax.

In/




and

‘in 19&6, by a liability of no greater present value eéven assuming

Wq

Qs

In addition to the temporanpy saving in ‘annual charges
there would be an advantage to the Government in that it would
have replaced a liability to pay £6. a yvear till 1946, plus £100

& 3% bgsis for the calculation thereof and therefor of less
[

presenq value if, as is probable, the average rate over the

period excéeds 3%. Also they would have taken advantage or

the present cheap money conditions to reborrow from 1946 to

195565 at 3%, .

The scheme presents the following special pPoblems;-

(1) How to bring effectively to the notice of a guffig%ﬁnt .
number of tax raying stockholders the adv&ntqge tq bé
derived which is (while income tax remains at 4/6& in the
pound) a net income of £5e ko 7. until 1946 insteag of the
present 3#.‘13. =

(2) Vhether the trustee of a life interest could ¢laim
exemption from tax on the £2410.-, as returned capital
and yet pay it to the life interest as though it were
1ncome;

(3) Whether the Inland Revenue Department would allow exemption
from tax and irf 80, what form of certificate anqy other
requirements. would be necessary,

(4) Whether Trustee Status and an official quotation could be
Secured i'or such an annuity, which is g wasting asset;
and if not, whether there would be any considerable response
to such a conversion offer.

In this respect it may be pointed out that British
Corporations Irequently -borrow on mortgages repayable by equal
instalments of principal and interest, In this case the amount
representing return of Capital is iree of' income and sur tax.
Though these mortgages rank as fulj trustee securities, provided
the circumstances and standing of the borrowers warrant it, yet

trustees or g life interest are unable to apply as income the

Capital returned.,
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20+ Union Cowrt i

London, F.C2.

TELEPHONE! LONDON WALL 4723, 3

16th January, 1935,

A Phusy, . 9

You may be arused to learn that you will nhortly
ay

hlvo submitted to you a scheme for the rolior of Kenys: (and” ot)iarc)
which emanates from me, It is entitled, I beliqo, "No.7, Ammuity g

Scheme", and is marked "exnoodingly confidantinl" or words to that
offeat. - « .
It looks to me & ,gdod scheme; 5etting a good deal
8 more thean a pint out of a pint pot. But I am very lnxioul to try
it out in other directions, whether the Colonial Ofrice decide to
use it or not, which is why I want it kept so very private.
v If you would like me to come and talk to you about
it, I am always at your service, but I thought it best to submit it

"through the usun.l channels™ rather than directly to you personally.,




