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| b!}TROKD “mf_n mmlﬁ attach a further letter from Mr A.S8.L.
j ® _Young, M.P., regarding income tax in Kenys.

His previous letter about Mr George Warren's

| complaint was, if I remember aright, referred
| " to the Governor for advice as to the reply.

. 1 a0 not kmow what we are expeched to do
g e ' i ut‘ the present 1etter?rou Mr Rutherfoord,

; : ' but you should see, and perhapse you would let
"4 -onnmmtherx;enyul.cnomamua
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= _ - 7 As Mr. Rutherfoord is a member g the
Taxpayers' Protection League, 1t is natural that ke

[ ' should hold the v..we expressed in this letter, but

I very much doubt whether they can be regarded as

H 1nd1catir&:*general state of dissatisfaction amongst

the settlers of Kenya on the subject of income tax,u;

& r&—’?d‘ - - ,

In the’@uttings from the 'East African Standard’,

| , which are enclosed, the~ tax is now attacked as

| R ¢ "g tax on capital”, a’x:l‘tga developed in cdonnection.

o with the canpaign for rurthor f.iﬂnncial assistance

by the oovernmnt tor; lhe agric\ﬂ.tural industry.

r b !




I swppose the argument is that, in the absence of
cheap credit facilities, the settlers ought to be
allowed to retain as much as possible of their ®
profite (instead of having to pay them.@ut a8 income
.tax) in order to put back into their buslnesa.

The printed manifesto of ihe Taxpayers'
Protection League tr%ts out the old allegations that
the assurances which were given to the Elected Members,
as en inducement to getting them to acquiesce in the
mpopition of income tax, have nct been fulfilled
This was the line taken by Lord Francis Scott when he

was heré in the summer ¢f 1937 gnd, as pointed out in

my minutes d‘n 58054/37, completely ignores sthe fact

that- the. assurances glygn were not the same as those
“asked for, It alsoﬁciudes a8 reference to the ©

“oyne Formula" which, as pointed-6Ut in those minutea,

“meant aomebhing entirely different from what.was - '

_alleyd by the Elected Member"s, L %
) ~We have né.t yet received tgé repoet of .she :
Committée which was anpofnted to 1‘evlew the mat.‘lon
.?f 1nce-e tax, but we have heard semi- off;ciall& that )
practically no adva_ncage was takeir~of the 1natéti-9a
to dissentients to express thelr views befo:{-e the
Committee, This in itself is an ‘111d1ca'::on that the
objections to income tax are not so widely held as
is mlleged in this lettew -

I do not think that any long reply is cal]\ed
for, but Mr. Creasy might now perhaps rg_';m;, the >
enclosures to Mr. Young's letter (retainiﬁ.g a copy of

Mr. Rutherfoord'a letter), saying that the Secretary of

@e has read it and the oncloaed mwspaper Fatt ingse

ol h \roccntly beﬁn h
reviaying’.lf

reviewing the operation of income tax in kenya, the

Secretary of State is unable to accept the view that
there is such general widespread opposition to this
tax as is alleged.

P‘M
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i gar All of the many pspers relating to this .
- ; question are not available. The material ¢l out below |
would, however, sppear to be sufficient on which to ™
base a reply to the Lovernor's despatch.

Major Grogan's first statement is that
Lord Harlech undertook "that if income tax is to
persist in Keays, the proper commercial interests
of Kenya shall be protected by its similar application

to Ugands and Tenganyika."

, : Prior to the introduction of income tax in -

Keaya an assurande was given to the Unofficials, in

'm.“ 18 ea

: see  a letter from Mr. Pilling to Lord Francis Scott of
lﬂ nn of. nrup )
;m the :30th Dooc-bor. 1936, 1n the following terms:-

"The




"The Secretary of State will not fall to give
weight to the Elected Members' views that
income tax in Kenya should be followed by
income tax in the adjoining territories.
No change, however, can now be made which would
affect the budgets of those territories in
1937: moreover, the enactment of income tax
in those territories must depend on local
conditions. Their Governments have undertr’en
to take such steps as may be necessary to

“" prevent evasion of Kenya income tax."

‘7 ~ Lord Harlech made plain on many
oecasions that he regard®d the imposition of
income tax in Uganda and Tanganyika ’i(li well
as in ot;her colonies) as the most desirable
and equitable form of t&xation; but he was not
prepared to forde its 1mpoif€10n sgainst the.
opinions of the Govermnments concérned. So far,

>~ 1t has not ‘c;een Tound. practiceble to introduce
the tax in cher Tanganyikeor Ugadda. <{Bee
3-en—46590796 ). It has, however, beeoh" =3
“understood all ‘lr:mg that,if -evagton taiess
place 1n Keaya ,tho‘necan;:;y legislative ﬁuﬁ-
will be taken in Ugenda to stop 1it.

Oon several occal.lons in the past
there have been sigas that the Unofficials in
Kenya would 1ike#to give a wider comstruction
“to this assurance than it will Dear. The
suggestion has been made that m—ﬁ.fin&te
undertaking has been given tix“t income tax

. will be introduced in Tanganyika lnd Uganda.
‘ﬁ; ©  The following extracts are taken from letters
in which the o6grect pesition has been laid

down.

_In
L

Yo wit wdll be
.

Copy on
38008/2/37:
8ee minute of
22/9/37 on
380654/37,
flagged.

Original on
38008/37
Relevant
extract at 2 on
38054/37.

¥

In a letter of the 22nd February, 1937
the Secretary of State wrote to Lord Francis Scott:-
"I have said in public that I think income tax

is a sound and equitable form of taxation. I still

x
think so, and I think it ia one which can quite well

be applied in East Africa. éLby—nomom follows
thatthe retes of texation, or the allowances, or
mh-poﬁn—ﬂﬁmﬁ oﬁgnt to be the same as in
this-country, or evean esproposed in the Bill
publtshed tm Kenya Tast October)"

At No. 7 on 46590/37 is registered the

fettgr from Lord Harlech to the Goverpor of the =

. 81/8/37, from 'iuch the first of the two extracts

quoted in this despatch is tnken//On 5/9/3’7
8ir Cosmo Parkinson wrote to Lord Francis Scott:-

"As to income tax, I know of no undertaking at

) all that if-thers is income tax in Keay# there must

bo a -1m1nr tax in Uganda and Tamganyike. I know
tha‘t -the Secret’ﬂﬂstlte regards 1.g<;ome tex in
pﬂ!_l"élple as ontiroly sound, but; as Iitp:’no muw
things in colbnisl admlniatration,‘ Lt'{s not to be .
sssumed th;t what fits colony X will® necenu‘ily rit
colony Y. An undertaking which I do kntbv of# that
ir, oving to the absence of similar lonllation in
Uganda and Tanganyik- evasion tn:al Place in Kenya,
the neighbouring Governments will certainly take
steps to remedy that." -
Finally, on the 9th October 1937 Sir Cosmo

Parkinson wrote a letter to the Governor from which

K the second extract in the delﬁa;ch is taken. A copi
4

of the relevant part' 6f that letter is to be found
at 5 on 38054/37.

? These extracta should be includ

u—-ﬁ'& co
despatch the Governor is—sutherteed to
quote any or all of them as he thinks rit.

— e




Major Grogan's second statement is that
Lord Harlech "left it on record fer his successor
that he had given me an assurance that the :lllue
should receive de novo consideration. We di.ouued
at considerable length what form of Court should be
set up to adjudicate upon the issue." Lord Harlech's
record of this discussion with Major Grogan is at
3 on 38054/4/37. On the second page of that record
there appears the first of tfxe two passages, quoted
in the despatch, from Lord Harlech's letter to the
Governor (at 4 on thnt file), informing the Governor
of 'hat was said at thn discussion. Ia the recofd

4 ¥
of the discussion, however, the word "gbsolutely”

- this word was not included in the letter. B‘oyonq:’(:lu_

ke phrase "nb.olufaly 1mpurtiﬂ, outside eaquiry”

-

there i no mention of how the enquiring body -

. lhould be constituted 1t a’eomi"tnut the term

"Court. of Adjudicastion" has beeu invented by
~

‘{.c G comehly n e o))
The na-umnce/given by Lérd ﬂnrlech 'n

Ma jor Grogan.

L

" that the enquiry should. take placg. arte mco-e tax.

"had been given @ fair trial." 1Im the sixth
paragraph of 1 on 38054/4/37, the Governor states
that he would want the facts and figures of two or
even three years 'orkinz of the income tax, before he
could come to a conolu-ion as to the desirability of
its continuance. In the letter to ths %vmor at
4 on that file the Becretary of Bt.tea;gte:-
(last paragraph but two) ...::"to examine the
o \(‘ :z;:@““on again by an :l.wuftiul lllathlprity _at;g{ ‘the _
P tax has been allowed to "oFAk for a few years .....

could hardly 1nm nd

gy

would seem that a "falr trnl" has been agreed to &

appears before the phr'asc "impartisl outside emquiry;"

mean a period long emough for the figures of at

least two years working to be availsble.

2 Inform the Governor accordingly.
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Sir John Shuckburgn.

I think that the Scerct-ry of Stote woll.a
> sev this,
The pronosced reply s teen arnfted Ly
Mr. Freeston, who of course ic 1n & sood positi-n to
judie Kenyn oninion o thig gyucstlion. In e wost

paragraph it gives « fairly strong lend to tne

chunats beravee W Ousd

" 7‘-61\& flfs woud  avthoate  amn i Committee: and I think thnt thic i obviousl: cowid.

Governor in the direztion ol not annointiny a Loc~l

s Se

“ &IZJ a M- B [} | ‘ -Income tax vin Kenya has undoultedly cone to stir,

ey ‘“7 i o




and therc is no point in resuscitating a

fruitless controversy.
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My. Freeston (D /1/39

- DOWNING STREET.

g ’ 28 January, 1939,

X::A.J. Dm,g'l /

Ssr H. Moore.
Sir G. Tomlsmson.
Sir . Sphekburgh 2*"/’/;‘r

Permt. U.S. of S. i
I have etc., to acknowledge
Parly. U.S. of S.

i

) -
X Seretary of Stase. 20.)-3q ) the receipt of your despatches No., 688 ~

193k, B
“1q) of the 30th of November ,5nd No. 4 .of the

DRAFT. ¢ - = R

&= Sth/January on the subject 6f’1ncema A

tax and to corivey to you the following-..

e

observations on the various mattens-wme-

e . =

.raiged. i

2.::

Saz®™

RN = e
that no undertaking was given by

Lord Harlech that the introduction of

FURTHER ACTION. .
income tax into Kenya would necessarily

P

be followed by its introduction into

Tanganyika and Uganda.




3. As regards Major Grogan's
statement to which you draw my attention

in the fourth and .ifth paragraphs of your
o Lo

despatch’ rom Lord Harlech's record
A

of the interview which he accorded to

Major Grogan on the 13th of December,

1937 dt-mo—obaa®- that no assurance was

given “that the issue should receive

de novo consideration'. The relevant

portioﬁ of Tthe record, which you are at
liberty to quéte, reads as follows;~-

"I sald F-was guite prepared t& . have the

working of income tax in Kenyé ézcamined'

. By an absolutely 1:‘11.7‘&1%15?1 outside
enquiry after the experiment ha;i been given
a fair trial’but that no Secretary of State
could bind himseltf beforehand to accept
all and every recomuendation”.

4, In your despatch of the 5th of

January you refer to the reply which I gave

to“a Questi@i‘om Mr. R, H, Morgan, M.P.

on December 14th, 1938, Froni théwz'éf'ms

of

I~ '&0‘““‘\\ b

[*ab43—150) WL 16318—g4 13,000 738 TS. 98

C. 0.
. Mr.
. Mr.
My,
Mr. A. |. Dae.
Sir H. Moore.
Sir G. Tomlinson.
Sir J. Shuckburgh
Permt. U.S. of S.
Parly. U.S.of S.

Secretary of State.

i

FURTHER ACTION.

of the Question 1t appeared that

Mr. Morgan intended to suggest the
setting up of an impartial outside
enquiry and my answer was framed on the
assumption that such indeed was his
intention. You will, I am sure,
;ecog-nise that the appointxpent of a
t;i'lbhhal to conduct such an enquiry

would be a matter outside the Gaovernar's

-— " . x B - )
- md ‘even though its Bsecope should

be 1“1m1ted to Karq(a,
A %

5. .If you a're'a'uz,thé' 6pipigx£

Bat any useful purpose- would be served

- =

-

by the appointment o-f a purely local ) ) -
committee to reduplicate ﬁxhe ﬁ'auirie‘p;
ihich', { understand,. have a;):re\ady- been-
conducted by the Standing Finance |
Committee of yhé Itegialative Council,

it will of cour;e be. enbbreody within
your powers to appoint 1t, though the
rnpofmfbility for any decision.

resulting




resulting from its report would naturally

rest with me. Before deciding on any_

B

such step. however, you will no doubt
reflect whether action of this nature
would not encroach upon the constitutional
position of the Standing Finance Committee

and tend to undermine public confidence

in ite ability to discharge its functionms;

= . - . -

and whether,. in presént circumstafides it ¢
is wise to give any encouragement- te the
RS

re-opening o.ﬁ‘pplitical controversies at ad o -

a time when the €olony's energies should - Pt .. st

be devoted te uwrgm’iti'shes. : -
> b3 = ) .

- =3 - >

- 1 mmve,-ete., - : =




?)/C/ GOvERNMENT HoOUSE

NairoBI
KENYA

4 January, 1939,

Sir, f ~
LI have the honour to draw attention

to my despatch No.688 of the 30th of November, 1988,
on the subject of a letter from Major Grogan
published in the "East African Standard". In view
of the fact that the income tax question is likely
to be raised-again in this couniry in the near
future, I shou}d be‘graterul if an\e&rly reply

" could bessent in order that I may be in a position
‘to make an authoritative statement on the matter.

2. In the "East African Standard" of the

24th December, 1958, a statément-was publighed
regarding a Question and An#¥6F in the House of "~

GCommons on-Degember 14th in re_éinl td: income 53»
“in'Kenya. The question was asked by Mr. R.H. Morgan

. and yeur reply was stgted to be a& follows:-

» =
© "I have not yet Teceived a repsri of the
results of the Standing Fimance Committee's
investigations into the guwestion of Income Tax
in Kepya., When this report, and the Governor's
vi hereon,~have been received -I shall be in
-a position to consider 'hathai any further
enquiry into the question is desirable, Or
present_information, I can only regard the.
proposal as premature”,

I am somewhat puzgled as to the exact position and
shall be glad if further information can be given,
It would appear from the reply that the decision as
to whether fnrthci' enquiry into income tax is or is
not to be made rests with you:»but am I right in
presuming that this would onlydfer to some enquiry

THE %nm ALD, u.P :
N ETaRT OF brAvE fOR THE COLONIES,
DOWNING STREET ‘
LONDON, 8.¥.1.




-9 -

in regard to income tax in the whole of East Africa?
Further, as you may be aware, several requests have
been made in the Kenya Legislative Council for the
appointment of an ad hoc committee eqnsisting of
unbiassed persons to investigate the matter as
applied to Kenya: am T again right Ln._‘presuming

\(: that the answer is not meant to preclude me from

deciding whether or npt to appoint such a committee?
I have the honour to be',

sir,
) Your most ebedient humble servant,

FL S AT

'

- - CHIEP MECRETARY, /™% /2 =7t~
(Drafted by Sir Robert Brooke-Popham). ‘
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GOVERNMENT HOUSE
NalrOB!

KENYA

| ' % Fovember, 1958.

1 have the honour to invite
your attention to the enclosed two cuttings froi
the East African Standard, one of which is a
letter from Major Grogan and the other a lea.ding
“article on the letter,on.tihe subject of Income

. Tex. The artAcle is merely of jnterest as

indiceting the views of a certain section of
people in Kenya; the letter is, in my opinion, the

more important. " cem

- - The 1et€er makes 't'o statements
'hich I should b€ glad to be able tg fefute or
confirm. shqnj.wqmtx arig®. The first
-gtatement is that your predecqgsor undertooi "that
if income gn.x is to persist in Kenya, the proper

comuercial 1nteres1‘;s of-Kenya shﬁl be protected_

. > 7 by ;.ts similar applic&tion to Uga.nda and 'I‘a;nganyika
4 . - ’I‘errltory . In regard to this matter I ha.%some ’
f personal gorrespondence. with your predecessor and-
6)’5( 14 3% 7 o~
‘»6 %.519/37 in answer to a letter of wine of the 17th August,
19867, he states:-

in a letter of hi. which is undated but which was

"There....

......

TS RIGHT HONCURARLE A
MALCQL wom.b y
ARY OF 47tk #oR THE COLONTES, !

; DOWNING STREET

LoRDOR, S.W.1.
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»There is not, so far as I know
ustification for the suggestion thal 1ncome
ax was being introduced in Kenya preparatpry
to its int uction in the neighbouring

Territories, as I gather from your letter,
the idea is tha{ Uga.nda and Tanganyika must
follow suit, or that there is eny implied
undertaklng to that effect".

Again, a letter from Sir Cosmo Parkinsonm, dated the

9th October, 1937, says:-

nAs regards income tu %eneralI{
have confirmed from Mr. Orms y-Gore fmt he
gave no undertaking that income tax would be
ntroduced into Uganda and Tanganyika™. ~

3. It would appear, therefore, that ’
Major Grogan's first. statement is incorrect, but
as I cannot quote private correspondence officially,
I should be grateful if a definite statement could

be made in official correspondence which I could

quote if necessary. - e 2
4.‘ : The second statement concems

'mtervfe!& ‘that ﬂagaMga.n ‘rad with me and.- late;.,
with your predecessor in December, }957. “Major - * -
_Grogan refers tomgtter which I gave him £
L(r. Omsby-Gore after his 1ntervie' wn‘.hpme. In™
that letter 1 told Mr. Ormsby-Gore of a suggestion
that had been made by Lord Francis Scott and l&a.)di
Grogan to the effect that the Secretary of State

should leave the decision regarding the continuance
or abolition of income tax in Kenya in my hands
and that the Secretary of State should make an
announcement to this effect. I also informed the
Secretary of State that I had told Lord Francis
and Major Grogan that "I would not be prepared to
come to any conclusion as a result of one year's
working and I should at any rate have to have two
years' facts and figures in front of me".




5. According to Major Grogan your
predecessor nleft it on record for his successor
that he had given me an assurance that the issue

should receive de novo consideration". In his

Ne b o” ; private and personal letter to me of the 20th

r

! 2605+ | pecember, 1987, regarding his interview with
Ma jor Grogan, Mr. Ormsby-Gore points out the
reasons why it was impossible for him as Secretary
of State to delegate the ultimate responsibility
to a Governor or to & Committee of Enquiry,
however composed, end that no such pronouncement
! as suggestad could be made, He then givee-a -
: \.‘ summary of his_ mtervie! with Major Grogarn:-
| wI told him that I was quite prepared
| 4 to have the working of income tax in Kenys
i examined by an imp: artial outside en uirv :
i after it had been given a fair trial"
i
l - And againi- - P,
: ) bge“ﬁ 1 téave ss.iduil smlq Jave no
. - obJection. to qi “Would give
] the most cMonsgemtion not omly -
10 the result of that enquixz tub- 8l st
to your own opi inion".
6. = If Major G»rogan s staieue?c

v

reggrdihg the "assura.nce" of de novo coaﬂidemt'inn

W

is substmtially incorrect, it seems to me that
it should be officially contradicted at a Suitaiile

opportunity. If, howe™ar, it is substantiglly

‘|

.* correct, I should be glad to have an official record

{ of the terms and intention of the undertaking

il actually given.

‘ 1 have the honour to be,
sir,

- Your most obedient, humble servant,

ot Qs phone

LIRCHIEFHARSHAL
GOVERNOR.
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Income Tax

———

A OOLONIAL OFFICE
PLEDGE

To the Editor, “E. A. Standard.”
Sir,—The late Secretary of State
for the Colonies Lord Harlech (then
Mr. Ormsby Gore) undertook that if
fheome Tax is to persist in Kenya.
the- proper commercial interest. of
Kenya shail ‘be protected by its
similar application to _Uganda and
Tanganyika Territory. .
Last Decembes His Extelleney the
Governor, following an interview
granted to Lord Frgncis Scott and
myself in the course of which we
pointed oul that the issue of the
suitability of the Tax would be pre-
terably considered judicially rather
than by an electoral dog fight, en-
trusted me with a letter to the Sec-
retary of State_(Lord Harlech).
The Segretary of Stite gave me a
full opportunity to point out the
manifold objections to the parti-
cular tax undes East African condi-
tions and left it on Tecord for his3
suetéssqr that he had~given me an
| agswrance that the issue should re-
ceive de movo conﬂdew. We
discussed at considera length
_[What fofm of Court could be set up
to adjudicate wpon the issue..,
Inceme Tax has hot been applied
to Uganda or Tanganyika Territory
so we must presume that the Colo-
nial Office is waiting for a sugges-
tion to what form such Céurt of
Adjudication )ould take. The
Standing Finance Committe® is
holding some sort of enquiry into!
the matter, but it is improbable that
Uganda and Tanganyika Territory
would knowingly entrust their fiscal
policy td the ipse dixit of this Body.
The double assurance of the Sec-
retary of State (1) that if Kenya has
it Uganda and Tanganyika Territory
should have it and (2) that the issue
shall be the subject of de novo con-
sideration can obviously only be im-
d by the a i t of an
ad hoc Committee of the three Terri-
tories, and that before the whole
issue is irremediably prejudiced by
the trend of Kenya budgeting.
Yours etc.,
EWART S. GROGAN.

Nairobl,
November 14, 1838.

€be |
Gast Qirican Standard

TUESDAY, NOVEMBER 15, 1938.

INCOME TAX INQUIRY

A Pledge in Danger of
Being Forgotten

an ad hoc Committee of Enquiry
as recently as April. The only
course they, and especially theit
members on the Finance Com-
mittee, can follow—and indeed
must logically and inescapably
follow—is to make it clear that
the Finance Committee’s Report
cannot be signed as represent-
ing the last word, and that an

The Standing Finance Com- |l 4" hoe Committee must be
mittee of the Kenya Legislative | ypnointed to give the whole
(Council has been examining question the de novo consxdera!
the controversial question of |} {ion officially promised to this |
Income Tax as it was presented || country by His Majesty's Secre-
to the Colony in a depart-\ltary of State. ;

mental analysis of the experi-
ences of the first year. In con-
formity with a Government
promise made to the Elected
Members, the analysis was
prepared by the Commissioner
of Income Tax and was pub-

lished a few months ago. The
Finance Committee has also
taken — some evidence from

members ofsthe public and the
range of discussion has heen

wide. <
In order, therefore, that there
may be no mistake, doubt.

error, assumption'ror misappre-
hension whatsoever regarding
the real scope and status of the
Finance Committee's examina-
tion of~ a few ﬁguﬁ& the
East. African Standard desires
to remind the Finance Com-

peoplg. of Kenya.generally, {]
the Secretafy™of State for the
Coloniés s . given an impor-
tant pledge on this subject
The circumstances in.which it
was given to an emissary #Fthe
Elected Members ofthe Legis-
Jaturg are set out clearly and
unequivocally in  a
addressed to ug fo=day by the
man to whom it was given,
Major E. S. Grogan.

In April last all the Elected
Members supported in the Legis-
lative Council a motion which
asked for the appointment of an
ad hoc Committee to enqure
fully into every aspect of In-
come Tax. The Government
refused to accept the proposal,
preferring an earlier suggestion
that the figures should be
referred to the ‘Finance Com-
mittee. But the Financial Sec-
\  retary made it quite clear that
while the Finance Committee
would report upon the conclu-
sions to be drawn from the
departmental analysis, “if -any
member of that Committee
draws. the conclusion that some
further enquiry is necessary he
can so récord and make his
recommendations on the subject
and they will be considered by
the Government.” The Finan-
cial Secretary indeed described
the Income Tax Commissioner’s

| introduction,

| acknowledged
mitteeand the Government” d |

letter.

We say that because the whole
manner and method of the
application and
exploitation of Income Tax has
left a sense of frustration and
no little bitterness. The feeling
has been strengthened by the
revelation of the grossly un-
reliable nature of the estimates
produced, by Government and
accepted by the Colony as an
inducement- to “comprorix'i’s'e."
In case the figures are forgotten,
they were—an original estimate
of £43,000, an actual collection
| of three times that amount, and
an estimate for 1939 of £134,000.
As a consequence the revenue
structure f the Budget'is being
Steadily distorted, Very rapidly
the Government is placing:z
reliance on a
orm of taxatiofl was only
ctantly dccepted practically,‘
as a nominal or token-contribu-|
tion in the nameseof pofitical
peace, that the wiile issue will
soon be completely prejudice
by the_ghange in the Budget.

But aparifrom thas agd-many
other points, the East Africdn
Standard wishes to remind the
Governmerit That it has inhevit-
ed a legacy of suspisioh frofi
the history of this controversy.
Any attempt or desire now_ {0

«de the full satisfaction of the
Secretary of State's clear pledge
t) the people will be at once.

_and justifiably, regarded as

unhappy confirmation of the
regrettable public mistrust of |
official honesty and fair and
impartial dealing to which the

“
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- COIOny. In 1921 Income> Tax was imposed agalnet the wishes

“ettefipt was sgPRmade i 1938 in spite of. tr;; unanimoygem

i}

Punda Milia,
P.0. Makuyu,
Kenya Colony.

4th November, 1938.

Dear Mr. Young,
Mr. George Varren has told me that you gave him an
interview on the subject of Kenya Colony and to a special

extent with regard to the applicatien of Income Tax to the

of the co\mtpy and was teken off when quickly I‘ound
unsui-tabje.

"In 1933 an attempt was again made to force it on the

solony but after protests from the whole country, the e
‘Secvetary “of Statd ceased to press. it. - st
e

After these two abortive attampte to force ‘the-tax -en
protests of the European Elec&ed Members. - - . T

Then some of the Elected leninsi?capitulated and some> .
=

L]

others Pollowed in spite of thn},;;,pleptlm promtses” ¥ the -
ontrary- . ‘ s .«1:—

The tax itself is a levy ot workipglicapital, as the
leading articie in the East AfFican Standard datelbOotober
28th last so thly puts it,. since the country under the
present regint; ig not attractive to outside capital.

The Act and the administration of it ig un,jﬁat. Somé
of the loans in the provislons of their issue were “ex‘pressli
exempted from Kenya Ipcom Tax; but others wers not.

When this was né:ticad the Governor by proclamation
published in the Gagzette, promptly exempted them in spite of
the racf that income earnmed in, and accruing in Kenya, v.vas_
specified for income; ﬁx with interest actually mentioned.
Inie_rolt on private loa-ns held by people outside the country

is taxed, but not on public loans.



To come to our own particular case of income tax, my
Company made no profit for the period 1930-1936. In 1936
we made a profit of some £6,000, which was used largely to
pay off previous debts and long needed equipment.

We applied to the Governor-in-Council under section 90
of the Act for exemption of payment of tax as being a case
of hardship. This was refused and no reasons given.

When asked for reasons we were t6ld it was not the
custom of th; governor~in-Council to give reasons.

When agked_ for a postponement of the date of payment -
23rd Sepsember last - the Commisgsioner of Income Tax replied i
v"UxxleéE it was paid by that date 20% woul&be added". thus
depriving us of our right to appeal to the Committee under>
Section 69. i - ; & - s

T~ &

I might add that I am on the Commitf.ee of the- -

- Tméyere‘ ?M«m x.-ague, whlch I ‘thmk,dggs no’c addabo

popu?larity. iy 4 - . e
'rhs- rj%gl trouble 18 the Govg_mﬂt Ov-orheads are too >
high f£or such a {1ftle counbrys-. maonal"(}aveﬂmmt*” ,,.;‘ P
em"luments alone were 1n 1836 21, 184,655. (Govemmﬂpt‘a;ue‘ g
Book, 195b, p. 155). This in a céuntdy wiﬂz a pOpulation
of some 13,000 Europeans and 27,000 Ifdlans. ToO “Shis must
pe added many allowances. Pensions in 1937 we‘re £192,500.
In 1936 the Pim Commission recommended meagre savinsni.
£ £60,000, but the 1937 estim tes sanctioned an 1m rease it
expenditure of £119,128.
1 believe the expenditurs this year is still further
increased.
My feeling and the feeling of others is-that the
safeguarding of Government salaries is the chiel object of the
Government. ' »

When South Africa attained self government, large

reductions



I\

reductions were made in Government staff, and I think this is
feared by this Government if the white settlers had any
control of the expenditure of their own money.

At present the Elected Members are a small minority
with no control and many good men will not put up for
Legislative council to become merely ciphers.

Certain Labour Members and others are fond of

contending that the relations between the settlers and
natives are bad and that we exploxt tne nativess

Sir Edward Grigg, always a good friend of ours, and -
faimnindé'd, paid just on departure that he had been in many
countries, but he had not been in one where mixed races got

on better together. -

- - No native need work for a wnitg,man unless he wishes. -

: _Any qative c: leave at the- eggd-of his month unless be has

'ccmtract, ch contract is qu;Lte voluntarys The bae”'

»
em-ployer cannot get labour. > = .

> 1 Ive>in the principal q;sal—producing district,

containix’xg about a dozen plan‘cations, each amploying about

] 5, 500 men. My heusé is about 15 miles from the nearest<PBlice -
gtation. We do not lock our doors and wingows at nighte.

We have very few — urc of pPolice cases, and as far as I

¥xnow, conditions on the other estates are similar.

We have had many Commissions in recent years, but
they are useless, because their recommendations, even, when
good, are not acted upon. ‘

About nine years ago the country had the advantage
of the advice of Sir Daniel Hall, especially ;n.h regard to
the treatment of erosion in the Wakanba Reserve. H.ia‘ ddvice
was neglected until recently in spite of continued pressure
by the settlers. Lately destocking of the Reserve was

started




. started by the Government, but it was done in such a manner
as to create trouble and resentment in this quiet docile
tribe culminating in ‘a sit down strike of some 3,000 of them
just outside Nairobi.

The settlers in their district, who know them well,
consider they had justification. The government has had to
reverse their policy, which is only better than continued
injustice. The Government of the country seems to me to be a
complete Qnoxgaly. We, who.have ccmsiderable experience and
k“nowle)dge of the country, _have no control of taxation or
expendituré. ~In fact we 1i¥e under a complete dictatership.

We are said to be gqyé'riled by Parliament, but are actually

governed by the Colonial Office and a few senior officials e

here. These scnior offigials are fr'etr\iently changing. as ‘ta-hey

- usual:ly eﬁein these positiong not long before retfTement or

-

- promotion. wTh:is ‘E?bults ;njg%t' u.nfortun&;? conaequencee
. O

" to-the” country - - . 2 -

Tt -

Though IL.do not possess any knowledgé’ of Jalggga, the

'troubl-ae there cause me mﬂB‘urpr:Lse._, . e

have now teken the llberty of writing you a very £
™ long letter. My exXcuse is the unusual THét of a Member
parliament teking a kindly interest in this gountry and the
facl that after ithirty-four el ! woz‘k and etperience of
the country I have never felt so depressad about its
conditions.
Wwith many thanks for your interest.
Yours faithfully,

(Sgd.). E.D. RUTHERFOORD.

1 am enclosing spma‘ recent leading articles from the

-

East African, which, I think, reflect thoﬁghtml opinion

.

in this country.
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SUMMARY OF REPORT

ORDINANCE ESTIMATED TO PROPUCE .. : 5% i . £43,600
EstTiMATED NUMBER OF TAXPAYERS ¥ e . .. 5 1,300

Return Forms Isﬂuod . i w3 s .. .. 7,470
" .. Roturned or umh-r Correspondence . . 6,988
” " Not Returned e » = ws .. 482
= Estimated Number in Fuum- i < .. " .. 4,000
Anemnenm—Number Made Vi .. o T e 2,278
Estimated Number of Persons Paying the 'Inx i i . .. 4,000
Objections Lodged .. oo o § = i ase 5 191
Objections Settled .. . . .. ¢ 5 aa 153
Total Tax Asseesod, less RA'paulf— Percent X
Europeans e ™ ; 5w TRe e 906 93,843
Asians .. .. oo - oh L. BT 8022

Others .. s - s = o Lo a s 07 680

w £103,645
- P
Residentg .. - - o s - .. .. .. .. 614 63,822
Non-residents .. e . S ey e 3867 20,023
Repayment Claims—Cash Pmd .. . .. 2208
Tax Due and Unpnld»Number of Asnassmenua and Amnunm .18 233 -
.. Pmancial
lﬁhmuoed Futu_re Y:eldf 5 > Year—Cash
o £
- Tex Axseased for Year T037.. =
. 1938. 102,600 -
-~ - 134,600
=
Cost of Cﬂllmhnn—Admmlntmﬁon - L F g o £7,027
- -~ Percentage of Ylald - : s SR 2~
i ,» —To Taxpayers - " - £3,190
it = 3
» i ool ~— d =
- - - I -, a—




REPORT ON THE OPERATION OF THE INCOME TAX
ORDINANCE 1937

On the 22nd November, 1937, the Hon. Colonial Secretary
gave an assurance in Legislative Council that when Income Tax
statistics relative to the yield, incidence and the cost of collec-
tion of the tax, etc., were available, they should be referred to
the Standing Finance Committee for consideration

. SCOPE
|. The report deals with all facts 1elating to the assessments raised
for the year 1937 up to 30th June, 1938. It should be clearly understood
that the assessmends for 1937 are not yet completed but the report may be
taken to cover about 90 per cent of the liabilities

OBIECT

2. The lenglhx debates in Legislative Council, letters in the Press,-and
discussion in variou§ Chambers dof Commerce and.Trade have brought forth
‘many objections t3” the tax, although little evidence has_beefi*available to
show-upon what facts these objections can be sustained. This report will set
out mbfacts.%l;ﬁng to the a ent and collectioncdT duty. and any opinions
_wiscE* Nave been formed ffom a clost wontact with the opesation of. thg
Ordinance ‘and with persons actually. paying the tax “dueing thé past year
It will fhen suggest the conclusions which may be*drawn from the facts and—

opiniofi¥ for consideration by the Committee. . -
e = L #
THE ORDINANCE—ESTIMATED YIELD . ——

3. The Ordinance was drafted with the intention of raising a Revenue-
of £43.500 and it was estimated that the number of individual taxpayers would
number approximately 900; of whom abowut “fifty would be Asians, and in
addition there would be about 400 companies. The yield from the en!xmies
was put at £24,000. It was estimated that the cost of collection to Govern-
ment would add £3,000 to the ~xpenditure of the Revenue Office- although
it was stated later that the cost »ulu be higher in view of the amendments
which were made in Select Committee.

4. The Ordinance charged all incomes accruing in, derived from or
received in the Colony and it was anticipated that a proportion of the yield
would come from non-residents who had previously made no contribution
towards the revenue of the Colony.

INITTAL WORK o o
5. Owing to the delay in the passage of the Bill which took ‘effect
from the st January, 1937, no work was done until early in July when all
forms had to be drafted. staff organized and a complete office system inaugu-
rated. The initial issue of Return Forms was made on the I8th August.
1937, but it was fiot until the 20th September that the first assessment was
made. The work has been _productive for just over nine months up to the
30th Juné, 1938, and it will be appreciated that it should have commenced
about eight months earlier. .
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ISSUE OF RETURN FORMS & 2

6. Return Forms were issued after an examination of the Graduated
Poll Tax records available in the Revenue Office from which lists were
prepared of all persons liable or possibly liable to pay the tax. As the basis
upon which Income Tax is charged differed in a number of ways from that
of Graduated Poll Tax a large number of Returns which were issued were
hound to show no liability. Owing to the extreme pressure of work at that
lime no exact records of the number of forms issued and returned were kept
hut reasonably accurate figures are: —

Issued to individuals 6.370

Issued to companies. etc. 2 1,100

Total 7,470

Except in cases where correspondence is still taking place-all Return
Forms have been returned with the exgeption St 482 in which special action is
being taken in connexion with the current year’s work to ensure that any
liability isdealt with and already over cighty cases in the list have’ been
cleared

7. Of the Returns which have beep received approximately 1,500 have
been marked as clearly exempt from tax, leaving: — .

- Individuals ) 4,874

Companieé, etc. T 1021 -

- 5,898 registered as
persons who are or may be liapte in future .years. “Steps will be taken to

restrict the issue of Retunt Forms in 2ases where there is sufficient margin
between the declased income and the allowgnces due;"to a theee-yearly ofie
s0 that the number of forms which will be issued regularly in future.years
shquid-be about 4,600 There is; however. evidence " that a. number “of

_liabilities remain to be diseovered, particularly among non-residents who are
drawing Tents ortloan interest from the Colony mlgof whommno information
has yet beefrobtained - > i - ~

ASSESSMENTS MADE

8. Upon examnation of the completed Return Forms any apprecial;le
differences between the amount of the Return and the probable liability have
been discussed with the taxpayer wherever possible with a view to reaching
agreement as to the exact liability. Owing to the provisions under which
four years’ losses can be carried forward the amount of work involved has
been considerable, party:'asly in the case of large limited companies, and
there are still a number of cases in which there is clearly no liabilityup to

. dte on this basis where no action has yet been taken. Where the liability
has been agreed or the differences are small an assessment has been raised
and a Notice of Assessmentrissued

9. [0 the period up to the 30th June, 1938, the number of cases
entered in the Assessment Book totalied 2,189. In addition there were 89
cases where there was a liabilily to tax but as the amount of tax suffered by
dedwetiom from dividends,ctc., was in excess of the liability the names were
not entered but they have been included for the purposé of this report. The
total ber of cases, therefore, which can be regarded as Jiable fo_assess-
menl is 2278 In addition” shere are a 1arge- number of ‘non-resident
individuals in receipt of dividends fror companies Who py directly to the
fevenue, the estimated number’ being 1,800. It will be seen, therefore, that
approximately- 4,000 .persons are contributing to the revenue of the Colony
through the medium of Income Tax. T .

O e e
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NOTICES OF OBJECTION

10. Against the Assessments raised Notices of Objcction have been

given in 191 cases, of which 153 have teen settled by agreement and 38 were
outstanding at the 30th June, 1938. A rough analysis of the grounds of
objection has been made to show: —

Cause oF "OBJECTION Qut-

). AssessMENT Excessive, Due To—
(a) Provisional Assessment, . .
(b) Error in Taxpayer's Return
(¢c) Error in Office .. .. % e
(d) Determination of Annual Value of Residence

only .. 8 s i acs -

(¢) Other Causes

2-UNDER ABSESSMENT

11. " Where a Notice of Objection is not allowed the Commissioner is
required to giveMotice of Refusal to amend the Assessment and the taxpayer
has the right ta.appeal to a Local Committee or Judge. _Up to the 30th June,
1938, such a Notice has been issued~in one cas¢ and one other case only is _
known in which such procedure may be necessary. - B

ANALYSIS.OF ASSESSMENTS AND YIELD e
12 A statistical system was put into opefdtion fram tart, not for

” the_purpose of this Report;-but to provide reliable data from which Budget

Estimates and the cost of the personal allowadcq_&s:c,, could be ascertained
for uge in-tature years.: “Ligpehpshod adopted i W-classify each taxpayer by
erense d0:— o = o L e
~ =~ - (@ Race—European, Asian or Othgp- =" -
(b) Resident or Non-resident, > .
(c) Stagus—Individual, Company or Otlier (Asgicimsons, Clubs,
S etc). 5 ™ -
{MTrade Group ~(Manufaeturé, Distription, Gevernmen=—
) Officials, Agriculture, etc). : -

Ne difficulty, asises in the c!ussi&:alim; (c), but in (a) and (1] an exact division ~- -« =7

is not always “possible.in the case of ‘companies. _Whege a company
has mixed races it has been classed as European. Genérally s com-
panies incorporated in the Colony have been treated as resident except
where it is known that fhore #han 90 per cent of the shareholding is held
abroad when it has been incluc.  as aon-resident. In class (d) many persons
have income within several groups. The principle adopted has been to
classify by reference to the principal trade or occupation of the person, not
necessarily by réference to the source from which the largest amount of
income js derived. For example, a coffee planter making little or no profit
but with an investment income of £1,000 a year has been classified under
Agriculture—Coffee, but an employee with a salary of £1,000 a year who

- hasa mll coffee plantation in which he doés not take an active interest has

been:classified as an-Employee.
13 Having eogpplp(ednﬁie- above chissification the individl income
of each person has been further sub-divided into the following groups: — =~
) (a) Agriculture.
(b) Employments.
(¢) Trades, Professions, ctc.
(d) Rents.
() Annual Valve of Property Occupief:”
(f) Dividends and Interest.
{g) Other Income. >
(h) Income from Abroad.
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The amounts allowed as deductions for Losses, Infterest, Personal
Allowances, have been similarly extracted together with the details of the
amounts of the income charged at the various rates and the set off in respect
of tax paid at source on dividends, etc.

|4, From these two classifications it has been possible to bring out
in summary form complete statements of the incidence of the tax upon
races, residents or non-residents, companies or individuals, and allocate the
burden to each industry or occupation with reasonable accuracy. For
fostance, where a coffee planter derives £500 a year from his plantation and
has £500 from another source the tax he pays can be divided equally between
the two sources. In this way the tax borne by coffee planters on their total
incomes can be computed and secondly the approximate amount which can
<. be regarded as paid out of coffee profits alone. All the statements must be
qualified in the following respects: — .
(@A number of the assessments are not yet finally agreed and
may be adjusted on appeal d

(b) The whole of the duty@sscssed is not yet due for péyment.

(¢) Further assessments will probably increase the yield- by
several thpusand pounds after allowing for reductions on
appeals.

(d@ The allocation between - races and residents and non-
residents is not exact in the case of compantes” but the
total allocated to Asians and non-residents represents the
minirmemn only. - -

(¢) No adjustment has been made for the set off in fespect of
Polt-Tax paid by individuals amounting to approximately
£2,500. This allowarice is granted upon parglcm of the
duty and‘ is not ilforporated in the assessmene.

15. 'Sch;:dulgs are attached as follows: — - - >

1A, which sets out in fulrdetail the various sources-of

and the amounts charged at the various rates. It “has been
arranged to;show separate totals-for lkﬁlax paid-y : —

~>

(@) All persons. ~ -~ T
(b) Residents and non-residents;

(c) Europeans, Asians and Others;

(d) Individuals; Clubs, Associations, ctc.; and Com-
panies.

18, divides the assessments into residence and status and
shows the average income, tax, and rate per cent for each.
The figures ¢ shown separately for Europeans and for Asians
and Others.

2a, scts out the same details appearing in 1A, but has been
rearranged to show the totals for all persons classified in each
_trade group.
) 28, is a more convenient summary of the trade groups
with the addition of averages for income, and tax paid, and
. - = {0 the actual trade profits returned by th¢ persons classified in
that group. $ A

R -

3, sets out afi analysis of incomes within pnﬁicular limits
by reference to residence and status and is divided into races.
1t also shows the distribution of incomes throughout the Colony

. 'I_‘Jote.—'lhe Schedules published show main trade classifications only, in-order to
maintain secrecy. f

_. imcome, deductions for -Interest, Losses, Petsonal Allowances -

an approximate allocation of the tax paid in each trade group ~

5

16. From these Schedules the burden borne by the various industries,
races, etc., can be ascertained without difficulty and it will be possible to
determine, if necessary, the cost of granting Personal Allowances, and Relief
in respect of Losses.

TAX DEDUCTED FROM INTEREST
17. A person paying mortgage interest to a non-resident or a company
paying any mortgage or debenture interest is required to deduct tax and
account for it to the revenue. Tax amounting to £2,280 has been deducted
from 992 such payments for 1937 and the cash paid over and brought to
account. As it has not been possible to allocate this small amount to the
various classes it has been added in in one total in ascertaining the yield.

SUMMARY OF ASSESSMENTS AND YIELD
18. A general summary is as follows : — R

£
Torst INCOMES ASSESSED . 5 2,419,60%
Less ALLOWANCES FOR | £
Personal .. v s iy . 635,483 |
Wife e wo . E - 181,168 !
- Children.. .. £ o . . : 90,350
Dependents 2= . ’ 3 H 22,855
Life Assurénce u - . e ; i | 61,123 |
Pension Funds, etc. 5 @ . 12,687 |
’ e I,()Ogl}ﬁﬂﬂ
CHARGEABLE INCOME i 5 s £ \ 1,416,132
IS e
£ -
Charged at 8h. 1 £#8,418 - : - , 24,921
2 Sh. 1/50 = £70,920 ; : 3 . 5304
= Sh. 2 £893,727 - -~ B 82,373
o Sh. 2/60  £23,268 . 2,907
- - N - i s s
Total Puty @Rpeged .. _ W e e 115,605
.5mOff Tor Tax-Paid Bt*8o R : L.
Net Amesnt Assessod . - » - ‘ 105,943
Less Repayments 2 — 2,208 ™~
- - 303,645
Leas Poll Tax Sot Off, ‘Apgidmwimately . | 2,500
) ) H = 107145
Add Tax Deducted from Interust 2,280

| £ Precentage

Europeans £96,120 Lesa Repsgmes 12,186 93.943 906

Asians £0,134 . £112 9.022 87

Others £680 880 07
£ 103,645 1M

20. Tax assessed on residents and non-residents, including Poll Tax:-

£ Percentage
Resitlents 64,087 Leas Ropayments £1,365 . 63,622 61-4
Non.residents 540,068 .. - £933 | 0023 38-6
- . b - o—_— == =
f“ 103,635 \\ 100 —
REPAYMENTS -

21. Out of she total yield recovered by assessment there falls to be
deducted the amounts repaid for tax deducted from mortgage and debenture
interest and dividends representing the excessive tax suffered by an individual
over and above his actual liability to revenue. As the amounts involved are
comparatively smali, little would be gained by a classification to Trade
Groups.

> NN
Toran Y1ELD To. 30th JUNnek 1998 . t 103,425 =
A B T, Y L W
19. Tax assessed on Races. including Poll Tax :- i
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ANALYSIS OF REPAYMENTS ~ #
32 The repayment claims dealt with in the perird to 30th June, 1938,
were as follows

FEuropeans | Asiang.
ete.
REPAID T RESIDENTS £ £ £ £
Indivaduals Repmd in Full |
Income under £350 | 232 7
Income £351 to £500 59 8
Incomn £501 and Over | 318 78
Repuid st Sh. 1 Rate 411 2
Repand at Cents 500 Rate ‘ 43
St Off of Poll Tax 164 14 ‘
Recduetions - Assessmernts o 22 | . |
‘ [ —— i
1,248 109 [ 1.358 |
Comnpanies . 2 = ‘ 2
1.251 9 | 1,360 7| 1.360
, e
Nan mesidents Repand at St 1 Rate | ‘
Individunls 668 ‘ 2 | #60
Compnnis 272 4 l 273
930 3 i 933 933
Ropand Chanty Relit 5 | 5 5
Foral (Rt 2,186 112 | 2208
Overpryments and Payments in Error (not Affecting Yield) T80
£ 2,378
SESAREN

- O B _?
PAYMENT OF THE TAX

23. The Ordistance allows a period ol three moiths béfor? the duty.
becomes due for payment, after which penalty of 20 pef cent i§ automatically
added, Athough provisior is madd for the. remission of all or part of the
penalty in.cases of hardship or where there is reasonable cause for non-
payment.. As_a niatter df?courlqsy reminders arc msucd a féW days before
the due dates with the object of saving thtaxpayer the anmoyance. he would
naturally feel if the Nability bad been overlooked after a period of neérly three
months. Payments have_been made with' remarkable promptitude. Up to
date penalties have been incurred in only_twenty-seven cases and against this
many assessments have been paid well in advance of the due date. It was
appreciated quite early that the imposition of the full 20 per cent penalty
would be incquitable and 15 per cent of it has been remitted automatically
where payment has Been made within fourteen days of the service of a
demand note, Ofily two &ases have arisen in which there was any element

- afshardship and in these ample time has been allowed for payment without

penalty.

24. At the 30th of Junc, I'§3_8’( ﬁinelecn,ﬁi;és carrying duty of £233
which were due and payable were unpaid. the reasons for nen-payment
being: — R o = i

- e

Number | Amount

Demand Notes Issued A= .. 3 ‘72
Taxpayer Removed—Address Unknown 1 10
Persons Out of the Colony on Leave .. .. Roes 12 151
Deceased Porsons—Awaiting Probate - .. i % i 2 26
Fi ial Difficulty—Collection Held Over s a .. 1 14
19 £233

PR
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CASH POSITION

25. It has been explained that the report is based on the tax assessed

up to the 30th June, 1938, and as three months arc aliowed for payment there

is a lag betwecn the time of assessment and the time of payment. For the

information of the Committee, the cash yield to the 30th June, 1938, was: —
__ YEAR OF ASSESSMENT, 1037

a . £
Cash Paid in Respect of Tax Assessed .. o i ) . ‘ 58,880
Cash Paid in Respect of Tax Deducted from Mortgage and Debenture |
Intereat .. F ; i .. .. : e | 2,280
61,160
Less Repayment Vouchers Insued . | 2.208
Cash on Account of 1837 Assessmont . ..£| 58,862

k

All payments on accoun(of 1938 year of assessment have been omitted.

ESTIMATED FUTURE YIELDS
36. The statistics which have been prepared providg.valuable informa-

_tion for Budget Estimdtes in_future. The yield for 1937 is divided into

Trade Groups and it is possible to ascertain the general trend of profits
within eachi growp considerably in advance of the receipt of returns from
individual taxpayers. A brief survey of the position for the year of assess-
ment 1938 has already been made by. inviting representative businesses within

the various groups to submit advance estimates of their profits made within ~

the year to 31st March, 1938, and which will become liable to assessment in
1938. By a compesison of these estimates with the actual liabilities of~1937
a percentage incrgase or decreasc in the profits ofeach group can be computed

“ “and_applying these percentages to the actual results of T93%a guide is given

to the probable yield for 1938. From the ipformation at present available

it Ts estimated that thessygd

an increaged fe¥enue in 1938 as compared

- "WMth 1937 and asSubmimg cohditions nhe Colony are no worse -thas ey {J

are 10:day the tax may be expected to yield in: —

Year of assessment 1937 - r £ 105,000 il
- Year of assessment 1938 £110]
Feapaf assessment 1939 . £1L15

27 The'<ash yield within (i€ financial year will “differ fsom thegg =

figures for two réasons: —

(@ The collection of the tax is in_arrear and as already pﬁblishéd
the cash recéived in 1937 was £18,163 only. - -

‘(b The tax is now payable in fwo instalments =

28. Special reference is made to the instalment system. Apart from :.

the relief to taxpayers the amo
March will be known in @
Estimate is made. In the event

unt of the tax due for payment on the 3lse” ™
«ear prévious and at the time the Budget ~
of trade fluctuations an average of two years’

profits will providesthe tax-for the financial year.

29. The “cash yield for

the calendar years 1938 and 1939 may be

estimated at:— a
1038 1939 -
£ T g
Fax Assessod for the Year of Assessmient 1937 105,000 |(1938) 110,000
Less ML“J“!'I pel o - 17,000 |(1938) 15,000
. - 48000 | 95000
First Iment of Year of A t 1938 (for assces- -~
ments which can be pleted by the 30th Bey ber) 15,000 |(1939) 40,000
i ) : 183,000 . 135,000
Add Tax Deducted from Mortgage Interest, oto. . 3,500 3,500
W50 138,600
Less Repsyments and Poll Tax 4,000 4,000
EstrMaTeEDp CasH YIELD .. s .o - £ 102,500 134,500
\-*',,._,__/4' -

e
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The first instalment figures depend on the number of assessments
which can be dealt with in the office before the 30th Seﬁember so as to
become due for payment before the 31st December.

COST OF COLAECTION—ADMINISTRATION

30. The costs involved must be divided into the cost to the Govern-
ment in administration and the cost to the taxpayer in the preparation of his
returns.

31. The tax is administered by a Section of the Inland Revenue Office
in which the whole of the staff are employed full time with the exception
of the Deputy Commissioner who also takes charge of the other revenues, and
dutics controlled or collected by the office. It is, therefore, possible to give
actual costs with rcasonable accuracy. For this purpose the salaries and
= other emoluments payable for the year 1938 have been given as they take
into account increments during the year and give a-full year's costs to be
taken against the nine~months full-working of the-Ordinance. In order that
-the maximum cost may be determined, particulafs are- given of all hidden
_emoluments, in addition to the partigslars which appéar in the Colony’s
Financial Statements. The figures are:— -

B S A T N
Personal Emoluments i 5B . . e Ba% ER 6,620
Boys and Mixcellancous Charges it S EE w g v 182

(a) Total
(b) House Allowances s
(c) Passages ..

(d) Pensions

() Provident Fund . = e e o :
To!ail_ e e A
(f) Printing ind Statonfry oL i
: - A Torar . . :* i
) e i e S -

T . -
(a), (b), (d) amd {e) represent the estimated expenditure for 1938 (o) is
the average for four years 1938-1941. () has been estimated by the Gov'e'my
ment. Primér and it intludes considerable initial exp re on H#les-of a
somi-permanent nature. T]le’ﬁgure is a maximum one.

>
32; Nothing has been included foesthe reni.sctcz gof the offices, for
which no reliable figures can be obtained and if the tax were abolished little
saving would be apparent.

33. On the basis of the yicld showa in this report the maximum. cost
of administration may be taken at 7.5 per cent of the revenue obtained.

34. In considering the cost of collection it is necessary to bear in mind
what would be the cost, of some other form of taxation which would replace
the substantial revenue gahed from this tax.

*« =% 35. As regards future years, therc is no reason lo anticipate any
substantial increase. 1t must be borne in mind, however, that a high propor-
tion of the staff arc employed almOst-at the ipipium of their salary scale
and that increments will be due year by)eur.ml%le“’smﬁ requirements were
based on the original estimate-of liable persons and s these have proved-to
e much greater the volume of work has incréased in proportion. The office-...
WOrk-Ts_ ategps about six hs in arrear and a considerable amount of
investigation will be required to trace up liabilities at preieh}_inkﬁ)wn,;ﬁxery
effort will be made to plan the_work 'so that arrears' may be overtaken
gndx:;w over the period of .the next two or three yéars in order to keep
expenditure d6wn, bugfit is-evident that a small additional expenditure will
be réquired to. infprove ‘the grading rather than the number of staff. This
should be fully repaid by increased revenue.

~
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COST OF COLLECTION TAXPAYERS

36. While no facts are availabic to show the cost to individual tax-
payers, reference is made at this stage of the rcport to the opinion gained
from discussions with taxpayers and the examination of their returns. No
appreciable cost is fnvolved except in the case of traders and professiopal
rmen where accounts are required for the purpose of computing the liability.
The number of accounts which have been submitted has exceeded all expecta-
tions and there is a considerable weight of evidence to show that the intro-
duction of Income Tax has not necessitated any substantial increase in the
number of accounts which are made up annually. While every effort has
been made to limit the amount of evidence required from individual taxpayers,
especially where there is good reason to assume that no liability arises, there
has been a number of cases where the preparation of the figures has involved
a considerable amount of time and’ expense, particularly where loss claims
arise. The number of trades and professions liable to the tax is 638 and if
the additional cost amounted to as mifch as an average of £5 per annum, a
ﬁgureswhich is probab‘ly on the high side, the total cos¢ would be £3,190.

. Op the other hand, it must be remembered that the work involved in the

initial year is considerably more than it will be in future years when_lh.c
calculation of tle liability will be a much simpler proceeding. Further, it is
considered that taxpayers who have not previously kept satisfactory accounts,

will appreciate their value in the conduct of the trade or business whether |

they have to submit them for Income Tax purposes or not.

- ““"THE ORDINANCE IN PRACTICE

37. A brief reference is necessary regarding the ‘préctital working of_

the Ordinance. The Ordinance was based_on the Model for the Crown

'Cngniugm isrdcw the. osiginal¥921 Ordinance after being -
- “Wybjected 16" sevefe ritielsms and passhg through the hands ‘of Seleet Gom-

sittegs. - Before it was put into operation consi rable daubts were expressed
as to whelhergil would be workable. _Acnlal éxperience has shown that™Tts
prov-i‘sions have begn quite well chosen and what nright be_teaged its special
sections, such as thosseferring to farming and permanent and semi-perman-

ent crops, can-be interpreted © provide-a very fair gpeans of ascertaining™

the particular profits which are liable to assessment.

38, Thege is no deubt (hat a number of amendments will be necessary

later on in the light of the experience which has beerr-gained, espiially to
reffeve any hardship or inequality which was not_anticipated when the tax

was introduced. No special recommendations are made on this. subject for i

the time being. After fhe « imitec has had full opportunity of hearing
whatever evidence it requires, steps can be taken to put forward suitable
amendments in due course. 1t will also be possible to decide to what extent
any objections which may arise can be remedied by an amendment of the law.

RELATIONS WITH THE PUBLIC

39. The Committee may wish to consider to what extent the tax can
he administered without friction between officials and the public. There is
no doubt that if hafsh and Apquisitortal methods were required they would
want to take this into consideratiop. A Smooth and efficient administration
depends largely on the goodwill of the persons paying the tax and it id
gratifying to record that on every side therc has been a measure of co-
operation which has exceeded expectations. In most cases the requirements
of the Ordinance have been fulfilied promptly and efficiently, returns have
been completed accurately and liabilites agreed with Comparative ease. As
more knowledge is acquired by the public the completion of returns should
in many cases be reduced to a matter of routine.

&
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SECRECY

40. Doubts were cxpressed during the discussion on#the Bill as to
the possibility of maintaining in complete secrecy the information supplied
\n returns.  Fuyery precaution has been taken to prevent any such leakage,;
the whole of the staff employed are sworn to secrecy and are forbidden to
discuss any matter relating to Income Tax outside the office. All papers are
hept under lock and key and there is no reason to suppose that any leakage
whatsoever can take place

YIELD VERSUS ESTIMATE

41 Some explanation is required of the large difference between the
estimated revenue and the actual yield. To a large extent it is accounted
for by the contribution made by companies of £72,226, against about £24,000
in the estimate. No reliable evidence of these profits was available when the
Bill was drafted and with the amount of tax which has been paid by non-
residents; the allowance in respect of losses; and the comparatively scanty
information avaffable in the Graduated Poll Tax returns, the ultimate result

18 NOL surprising
-

CONCLUSIONS

42, The. plain facts are that the Ordinance which was drafted with
literal allowances to individuals and low rates of tax to yield but £43,500.
will produce a revenue of over £100.000, of which more than £40,000 will
e borne ultimatcly by persons not resident in the Colony £76.786 of the
tax has been assessed on persons or compaaies with incomes more than
£2,000 per annum  There has been no evidence of any great inconver:igncc
being caused to the public and it is reasonable to suppose that a steady source
of revenue is available which should form a substantial contribution to a
* table financial structure within the Colony.  Apart from the revegue derived

from the non-resident it is a fact thafd Income Tax is paid by ?rlsons best
able 10 meet i The cost of administration is not exgessive although a
reduction in the peresntage is obviously desiralle and might be achieved in
time . .

43 The amount contributed by Asians and others 1s substantially
higher than wis orginally nticipated and while the greater burden falls on
}uropean shoiiklers the explanation secmssta liec to a large gxtent in the
distribution of wealth, between the different races —F

44 There are, of course. obvious disadvantages to an Income Tax.
The deep-rovted objection to it cannot be denied and if it were possiblc
o tap the same sources of revenue by any other means there would be
grounds for getting rid of it but it is also obvious that if any such a tax is
{o be levied cquitably it must have some reference to the -wealth or the
capacity of the mdividual to, ~ay it and so involves a declaration of income.

. 45 Statements have been made in Legislative Council that the tax has
prc& nted capital coming to the Colony and has also led to its withdrawal
No evidence is available in the Revgnue Office on 3 matter ard Whatcver
may bethe true facts the Committee gy well r any possible fall in
incoming capital alongside a revenue of over £46.(X)0)pcr annpum from non-
resident individuals, thg bulk of which might otherwise be withdrawn from
the Colony. .

=ty

46. 1t has been suggested that to impose the tax in.Kenya aloggand
not in the neighbouring Colonieg_gJeates ‘a definite hardship. The taxation
in existence in other Territories has no concern with this report, but it
may be a matter for the authorities concerned to consider the results of the
tax in Kenya. There is no evidence of any attempt to evade the
transfer of businéss 10 the neighbouring territories. T

11

47. As far as possible the report has been confined to a statement of
facts and figures for the information of Standing Finance Committee. No
personal opinion has been expressed as it is considered that at the present
stage the officer administering the Ordinance should maintain an open mind
on the whole question.

PERSONAL NOTE

48. In submitting this report may I place on record my appreciafion
of the work carried out by the staff of the Income Tax Section during the
year. In the face of continual pressure of work they have had to acquire a
knowledge of an intricate taxation system so as to be able to explain it clearly
and patiently by correspondence or at interviews with numerous callers at
the office. It is pleasing to be able to record that 1 have heard nothing but
praise for the manner in which they have attended to the requirements of
the public. The work is specialized even when it is of a routing nature and
at times of pressure it becomes particularly onerous

49. 1 should ako like to pay a tribute to Mr. W. H. Moran. who has
worked many hours of overtime to cnable the statistics in this report to
be prepared on the Hollerith system, without which much- of the valuable
information could not have becn obtained in the short space of time available.

; ) “ LCMINDY,

Commissioner of Income Tax

S % B : =<
= T : - -
- > - % -
-
- I
-— - -
. " - -
= - - “ ;
- -

—

o




into Races, Residences and Status

Schedule No. WA Detailed, Statement of all Assessments divided
) . Incoms FroM | ALLOW (NCER FOR -
No nr* - — et e ;e s Lo |‘ N Not. |- - LS - - —_—
Porsone A Income nterest noofTe OHBOR sscesment Remiciont ki
Empl s Propert; Dividends Oth = . 4 e Lite Pensio rotal
R Bl = pidents | Oher | o ‘ | | B wia  oue | B O
g e AT e | S R Lo T PR, AR e
£ £ £ | £ I3 2 £ £ £ £ £ £ ! L | I3 £ | € £ €
ToTal 0F 1937 ASSESSMENTS © - > 2 R - | -
ro 30rE JONE, 1938 2,278 143,416 | 3,002,910 | He4.125 93,320 18,328 | 133,48 80,378 06,113 | 2,452,076 18,387 | 2,433,688 13.990 | 2,410,608 | 635483 | 181,16+ 90,350 | 22,855 | 61133 1.108;568. | 1,
. | o | ;
RESILENTS ALL RacES @ ¢ - \‘ | 1 | - . ‘
‘ ‘ . \ | ‘
Buropean " es | 130,925 | 986,591 372,862 43,105 5,218 62377 74,764 94,530 | 1,786,362 17,373 | 1,768,089 13,402 | 1,755,487 597,383+ 167,763 74,355 20501 © 86,207 12,587 128,886
P! i
Asan 145 126 12,324 | 109,537 31,016 1,647 9,137 573 1,176 | 165,635 487 20 | 165,028 35,700 | 12,955 | 15.545 2054 ARI6 71,970
Others | 7 247 1,640 . 6,659 1,222 37 90 — 9,795 — 9,796 2,100 | 450 450 3 | 10 3310
— =) T 1 o108 — _ e ——— e e B s & t
. ToTaL 2,027 137,208 1000 155 <‘ 482,389 80,779 | -48,087 \- 71,561 15,427 os.mﬂ 1,961,602 17,860 13,512 | 1.930,320 985,183 | 181,165 | 90.350 |, 22.%30 F1.123 12,587 1.103,266
I e - - i * o i
. - I j
NON-RESIDE _\LLRACE | = % \ \ “ -
BEuropenn .. L 187 \‘ 45,053 Vil \ 341,348 © 6,552 >24l 60,085 140 1% 478 ‘,’ 300 o~ }
Asian : [ s 84 698 19,064 5.015 939 87 L= ¥ | -
Others | § leasy 81 434 10| - | 1,499 -k 2 o~ -
‘\’— = — '*L - =ih ‘ - =2 —=] = I, T - === T
Torat 251 46,118 \ 361, Asﬂ 12, .su T o41| 61,934 527 \ 489,856 478 | 489,378 300 =t ~ e
= ~ ‘ ‘ ! % \ | = ; i
Lo~ I . - - L0 ! ) -
Torar Tax Paw sy Eacn | L - “ | ’| - | ‘ < - o B
RackE : 1 i o > )| = o = = |
Eurapenn | 2m2 \ 182,878 | ORB,348 | — 344,200 \ 49,667 15,450 | 123,362 79,716 94,037 | 2,248,556 17,513 | 2,281,043 | Tl go17.073 | ser.eM3 NELTEY 74, T 20,501 soes— 92T 120,180 | |
Asian 205 | 210 13023 | 120,484 38,03 T LA47 10,076 513 1,176 | 192,226 874 | 191361 | 20 | 191,331 35,700 12,0000 16,540 1316 11,070
Others ‘ B 328 | 1,540 | 434 \ 7,633 1,292 47 80 - 152904 = 1,204 11,204 | 2,108 400 450 300 ° 0 Mm
| [ ! i [ o, | C I
ToraL Tax Paip BY Eack | | “ > * | -
STaTUS (GROUP : | | | | % (] = -g}
Individunls 1,083 70,306 | 1,002,810 228,247 90,285 | 18,328 | gs152 | w0378 96,113 | 1,681,718 18,387 | 1,663,381 |90h20 | 1,640,502 | 03AAN3 NS i = TR j2.587 | 103,560
Clals, ote. N 1 2,230 | SO ez | 3,881 3,881 3881 — .- i -
Companivs a0l | 13110 | 613,639 \ 3,035 — \\ 36,091 | . 766,476 \ | 766,476 1 161 | 766,315 - {
: | | | | i ! » . ) =2 . {




13
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