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' T B }/';- I attach a copy of correspondence with

Lord Francie Scott, reganiipg{his seeing le:.ﬂacDonald

after the Whitsun hecess to diecusg various Kenya

matters. In his letter of the 24th of May,
| Lord Francis Scott names five points in particular
which he would like to discuss, and Mr. MacDonald
would be grateful if the Department would let him have
in due course brief notes on these. Mr. MacDonald has
also undertaken that I should keep Lord Francis Scott
informed if any important developments take place im . |
the meantime as regards any of these matters, and

perhaps I may be told if I am to say anything on these |

to Lord Francis Scott’
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8ir C. Bottéq.

I submit notes for the Segretery of state's
interview with Lord Francis Scott which Has now b;en
arranged for 4.30 p.m. on Friday, 17th June.

The subjects which Lord Francis proposed
for discussion were:-

(1) The White Highlands question.

(2) Income Tax.

(3) The Hailwey 5% millions.

(4) The future :)f langanyika.

(5) The reorganisation of the Kenya Secretariat.

I annex to this file memoranda prepared in
the Department on (2), (3) and (5). A minute by
Mr. Paskin on (1) will be Lound at ygreen flag in

38005/38 below. A note by Mr. Boyd on (4) is in

the bex below.

I have been -ondJng whether it would not
be. 8 good thing for the Secretary of State to refer
et the interview to the difficultfes end criticism '
Ii!oh he has recently been experiencing about labour
conditions in IQnyc. It may bg that if the Secretsry
of Stete impressed these difficulties upon Lord Francis
he mignt help in Kenys by exercieing e moderating
influence upon the opposition which the settlers would

ne doubt display to proposals for more liberal

15.6.38.

legislation.
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Extract from letter from the Secretary of State

to the Governor of Kenya, dated 1st July, 1938.

. . L]

Francis Scott came to see me recently and we
had a certain amount of general talk. I enclose a
note which I had made of the discussion and, apart from
the topice mentioned in it, there is nothing of ubu“m
for me to report to you about what took place. He
referred to the draft legislation which is being prepared
to carry out the recommendations of the Lands Commission.
I told him that I had recently approved the drafts and
understood from you that the Bills will be brought before
the Legislative Council at the forthcoming seasion. He
inquired what had been done about the unofficial membership
of the Executive Council, and I informed him about the
appointments which you have made. He also mentioned the
gquestion of the Liebig Factory. I had not, at that time,
received confirmation of the news that the factory h“
unfortunately had to close down. But I told him that I
understood and shared your anxiety about soil erosion, and
that I was fully prepared to back you up in the measures &
which you are taking in grappling with this thorny probjem.

- . .
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1. Ihlle istilsmsnt.
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out locelly, tic .ccretary of Jtate would regard it with
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oa 1t merits, Bat 1f o sehame were put forward with
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Lerd Freneis Lcctt inguired what would be
mnumnmworau‘om ‘repossals
for establisning 1a kenyw seccndary industries. The
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here




here had veea that Covermmeat should not eneourage ths
establishment in the Overseas dependencies of industries
v.deh would compete with the United iingdom, Mt this
Y88 a geaersl conception «iigh might be overridden ia
particular cases. ihe Peliey had beea by no means
Figldly applied with regerd to the Deminions: ead,
uwutmmoromcohwﬂnm. s
for exoepdional treataont might a0t be ao great, the
Sesretary of state would Bevertheless 0% rule out the
posatdility of 8ssisting, so far as it lay within the
provinee of Sovernment, the estatblishment or ssoondary
industries in Xeayw. it here agais everything mst
depend upon the merits of the partieular propossls put

forward,
% I sallar Debt
lord ‘reneis sectt stated that he aasumca
that the Celoital (frice renged itself wholehsartedly
enm-xuarn‘mon. s recommended by Sir laa Pim
The Secretary or state intimated that whilst they would

be




be ready in the Colonial Office to do their best for

the Colony, he daid not think the problea was quite so
caay as that, He anticipated s great deal of difficulty
vieebd=vis the Treasury on thid guestion. They
undoubtedly had s good case for some repaymeat and ia
view of the re-armement expenditure this wes the voret
.
possible time for asking Parlisment to forge the elaim
After some discussion Lord irancis Jcott intimated that
he guite uauer=t od sl some repayment might have %o be
made. He thought, however, that it should come
from the kiailway and not {rom the enyn overnment,
Lord 7raneis iecott inguired whether; as a matter of
taeties, it would be veet for them in Kenys to start
off with a refusel or with a suggeetion for eompromise.
The Secretary of state said that it was oot for him te
cxpiess & view ca Shle. Poesibly 1t would be
expeadicut %o stert with e proposal lor complete
remisaion, snd leter to meke a compromise [repoeal;
bt that was a guestion for them in Xeaya to Jdoelde
themselves., The guestion had been referrod to the

Governor and he was swaiting the Covernor's answes.




See plan (E)
under No.3 on
38297/38.

o 38297 /3¢ 7 .

Jsecretariat ite-orzenisation.

In order to overcome tne concestion in the
Kenya Secretariat, due to the fuct that tne only channel
of communication with tne Jovernor was tnrouzh tne
Colonial Secretary, oSir Alan Pim recommended tne
re-organisation of tne Secretarist to provide tnree
Secretaries (Coionial, Financial, lative Affairs), each
of whom would have direct access to tne iovernor and would
be in charie of a group of departments.

The re-organisstions, ahicn was finally approved
in May this year differed fr&u sir Alan rin's scheme
(1) in retaining the post of Chief Netive Commissioner
with present salary, but with executive authority which
ne hed not hitnerto had, instead of immobilizing him by
charzing him, as Secretary for Native Affairs, with the
supervision of a number of departments, the work of which
has no relation to his primary functiens: (2) in
consequential changes 1n the ;rouping of departuents
proposed by sir Alen Piw  ana (3) in retaininz the post
of Deputy Chief Secretary #ho will ect either for the
Chief sSecretary or for tne Chief Native Commissioner when
they are on leave.

S0 far as tne Department is aware this revised

scheme is acceptalle to tue Europeuan Unofficial Mewoers,

and 1t 18 therclore anct clear what aspe-ts of the matter
Lord Francis scott wisnes to Jdiscuss. It muy be that he
merely wants to know whether the proposals nave been

approved.

There



11 on
38297/38.

No.1ll on
38217/38.

There is one important respect 1o yolen tne

~oved di!fers frow tue proposals b&d

re-organisation as uapj

put forward by the iovernor.

'he Jovernor recommended that' tne Financiml Jsecretary, as
a coronllary to his generul responsipbility as Frincipal
Finencisl Adviser to Jovernuent, should replace the ¢
Colonia). Secretary as Chairman of tne stundins Finance
Committes. The view taken in the Colonial Office, however,
and expressed in Lord Harleai's Confidential despatch of the
16th of May, was that tue Colonjal Secrctary (whose title
has now been changed to "Chief Secretary™) should continue
to be the Chairman for the following ressons: -

(1) Beceuse the Standi:: Fins Conmittee is

& body of such importance that jt 15 five tnat 1ts

Chairman should be the principul o ficer ander the sovernor.
(2) Because financial questions loom 80 much
in relation to the genmeral policy of Jovernment trat 1f tae
Chief Secretary were replaced by tne Financis. Secretary
there would almost inevitebly be a tenden 2y cr the gtatus
of the former to be depreciated in tne public estimation.
(3) Because there ere advantszes in tre
dissociation of the Chairman from tne role of chnief
Goverument protagonist on tne matters obefore the Committee.
(4) Because if the Chief Secretary ceased tc be
a member of tne Committee it would be necessary Lo appoint
another Government member; and there i1s no officer whose
appointment to the Cowmmittee would adequately off-set the

removal of tne Chief Secretary.

7

S o™
Although Lord Francis Scott cannot yetr, bé aware

of the contenta of th. Confidential despatch conveyin;

iecisior




iecision t the sovernor, tnere 1o0es not see t be any

reason why he snould not be told.



1l on
38054/4/37.

Nos.3 & 4 on
38054/4/37.

305U[3%
Income Tax.
Income tax was imposed in 1937, followin: the
recommendation of Sir Alan Fim, in the face of <sreat

opposition from tne Unofficial Meubers. et Aalion

Lord francis 3cott and .ae irozan who, elthough
L . Cotl and .o ’ =4
opponents of inccme tax, were anxious thut & more sootning
atmosphere should be restored, sugjested to tne jovernor,
who passed on the suggestion tu Lord Harlecn, thet he,
ne sovernor, should be authorised to make an announcement
the effect that the decision as regards continuation
oz?olition of income tax would be fade by the sovernor
. rmh—-a- ' L
when he was satisefied chet sufficient R

poralio bed boa goriar 4

Ware—ouel labie £romwhlph Ao dpem cOrrect conclugionsAs
4 dwiarn
This suggestion wes not accepted, it being explained to

lh"dGrogun by Lord Harlech at an 1nt.§rnen, and to the
Governor for transmission to Lord “rancis -Scot,t.,. that no
Secretary of State who remdined responsible to Parliament
was in a position to give such an assurance. Lord :Harlech,
however, told Mawwurogan that he w‘ga prepared to have the
working of income tax exu.mlnud“by an absolutely impartiel
outside enquiry uf&gr the experiment hed been given a fair
p :
Lrlal./ ('Fajr triel' was understood to mean two or three

yeers.) The Income Tax Ordinence only came into full

operation last July and up-to-date e#A$ the results of the

o
=1
o
®
IS
o
P
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)

firet six months' working are available.
April, however, it was reported in the "Times™ that a

motion



[} motion was put down in the lLezislative Council that day
on benalf of the European Elected Members that a
specific ad hoc cormittee should be appointed to enquire
into the operation of the Ordinance with wide terms of
reference. .

Qb s

-

Lord Francis 3cott may, or may not, be aware
that a difficulty has arisen in connexion sith the
errangements for relief of double income tax. The
position is thnat, owsing to certain complicated
technicalities, wnica I need not specify, i‘t has been
neceasary for both the U.K. and the Kenya income tax
(totalling 7/- in the £) to be deducted from the
dividends paid in this country by the Fast African
Power and Lighting Company. A3 a consequence thne
Company is finding creat difficulty in reising further
capital, and the vovernor is afraid that unless some means
can be devised wnereby only the U.K. t “rged be deducted
(thus avoiding the necessity for the individual share-
holders to claim double taxation relief) these difficulties
will lead to an accentuation of tne agitation for the
repeal of income tax in Kenya.

] francls o tions this queation
he can ve told that the guestion is under active
consideration with the experts of Somerset House and tnat
we are about to communicate with the Jsovernor on the

question of what can be done in Kenya to enable soncrset

-

House to give the relief asked for by tne Company.

ne

question hinges on the persona. -llowances to Kenya

income

.= ¢ )




income tax payers who are not resident in Kenya.




38179 /18 /3%

P.P+239 et seq
of Sir A.Pim's
Report.

PRSSEE.

L/
£5,500, 000 Railway Debt.

In 1896 end 1900 sums, totelling about
£54 million, were voted by Parliament for the construction
of the "Ugenda Railway™. The purposes in view at thnat
time were not the development of the present Colony of
Kenya, but the effective occupation of Ugenda, 1ts defence
ageinst attack by the Mahdi or the Ffrench, emd the

. flomee Gode  akby .

Thet the
investment would be commercially profitable was not
expected. b

In 1921 and 1924, during discussions preceding

the raising of loans for the development of Kenya, the

q\ieﬂlon of this £5% million came up with the Treasury.

By the latter date it had become clear that the system
whereby the Railway profits were absorbed by Kenya was
both unfair to Uganda and also led to negleet of adequate
maintenance of the line. The Treasury ulntauéthat the
net revenue of the Railway was due to the Exchegher, *but
agreed that for ten years (i.e. until 1934) net revenue
might be applied to Railway purposes and that no ‘interest
would be charged on the original advances. In 1924 the
question was also examined by the Select Committee on
Public Accounts, wk;icn reported: -
“The Colony so far has made mo contribution

towards the original coat of construction

Committee would like to b6 assured that it is

formally recognised....... that the Colony is

indebted to His Majéaty's Government in respect of

the sum originally expended on the Railway......."
In reply; it wes M atated by the Colonial Office
in 1925 that "the liability for the repayment to His

- Majesty's




o Mejesty's GJovernment of the sum originelly expended on

the Ugande Railway is definitely recognised".

In 1934, when the subject came up for discussion

(as arranged in 1924) Kenya's tinaﬁccs were 80 precarious
31879/19/38. thet it wes egein agreed to defer consideration of the
matter, this time until 1938. In January this year the
Preasury duly raised the subject again. Kenya is now
preparing a full expositioa of its views, which will no

doubt be strongly against repgyument. This attitude, which J

i8 in conflict with the 1925 admission of liability, has
been taken by Sir Alan Pim in his Heport (published in

1936 and generally accepted Dy H.M.G.) in which the hope
was expressed that it would be found possible to relieve

the Colony of the prospect of this heavy additionel burden.

| | 5‘:}4““
- ) q(,ﬁi

9 foer—
a

1 Ehxuk that it would be well to oring it home
to Lord Francis Scott that complete remission of this
debt, as suggested by Sir Alan Pim, would be a very
difficult proposition. The I'reasury will certainly
stand out for partial, if not full, repayment: and tney
will have a good case for doing so. The Hailway may

have been built for Imperial oojects, but the [‘reasury

attitude

n " s '




attitude is

thet the Reilway is an asset to the

country and is making money, end that the motive f

or

which it wes created ig Quite irrelevant. They also

argue that there is no question that

Lthe originel

advances were intended

10 be irrecuverable.

I annex & copy of tne lespatch in whicgh

this question haes been referre. to the

sovernor. So

far no reply has been recelved, though a reminder wes

recently sent.

It will R¢ seen that the general

tenor of this despatch is that some repayment will

have to be made.
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GOV ERNOF ,

Downing Street,

o

« ~ Pebruary 1989,

8ir,

I have the honour to refer to Sir Joseph Byrne's
confidential despatch No.112 of the 13th of Osteber, 1%
on the question of the repayment of the 25,500,000
provided Wy lils Majesty's Govermment towards the capital
cost of the Xenya and Uganda Railway. .

2. As you are aware, this question is to come wp
for reviev this year: and the Lords Commissioners of the
Treasury have recently requested that the matter may be *3 %
brought under consideration forthwith. It will be
necessary for Parliament to be iuformed in the course gt‘
the year of whatever comclusion is reashed.

S. In kis despatch under reference .
8ir Jeseph Byrne indicated the resdiness of the Kenya
Govermment to present its case for the r-}h.lm of the
claim in greater detail should it be requested to do &s in
coanection with the review of the matter which must now be
undertaken. I should therefore be obliged if you could
supply me with & memorandun setting out, from the
standpoint of the Fenya Govermment, the case for remission,
together with any ocbeervations which you may wish to offer.
The earlier political history was set out in Sir Alan Pim'e
Report and in the memorandum of which a copy was enclosed

in

ATR CHIKP MARSHAL,

S8IR ROBERT BROOKE=PUPHAM, G.CeV.04,KeCuB. Colle0., D800, A F.Cuy

ete., wto., ete.



in 8ir Joseph hyrne's despatch under reference: and it
wvill not be necessary for those aspects to be re-stated
in the memorendum unless you think it desirable for any of
the historieal arguments to be further elaborated. I would
observe, with regpect to paragraph 17 of the memorandum
forwarded by sir Joseph Byrne, that T fear that it would
not be possible to sustain the argpument that "it is no
more logical for the Imperial Govermment to demand
repayment of the original grante for the ;uuu_;\ih- it
would be to demand repayhent of the Grante-in-Atd", ‘The
"admission" of the Treasury concerned only the period
when the Cast African ‘rotectorate was dependent on the
Home Govermment. °

4. It would be of assistance 1f, either in your
covering despatch or in the memorandum, you could include
comgent on the following matters:-

(1) If 1% 18 decided that seme peyment should ve
made to the Imperial Tromsury, should any portiom af
the liability fal2 wpon Zenya Govermment funds as
distinet fram tho’u of the Railway-Administrstion: )
If s0, what steps would Jou suggest should be takcn
to apportion the liability?

(11) Asswming, purely for the sake of argument
and example, that a campranise was decided wpon under
which a 1iability for the repa;ment of, say,
£3,000,000 rell upom the Railway Administretion or
upon the Kenya Govermment and the rallway
Administration jointly, what arrangements would you
Suggest should be made for meeting and eventuall ;
extinguishing that liability

(111) what wewld be the financial efrfect upon
the Covermment of Kenya or upon the Reilway {f 1t

was




was decided that such a liabllity should be
assumed? How, for exsrple, would the general
financial policy of the milway be affected in
respect of the maintenance of the funds for renowals
and betterment and of the gencral reservei

(iv) The liability for the repayment to
His Majesty's Covermment of the £5,500,000 was
definitely recognized in 1926. That admission of
1iability remains. Dut any view of the matter on the
proad political plenc has now to take into mm\
the ?nbluh.d recommendation in paragrephs 402 and |
403 of Sir Alan ’im's Report that remission should b- /

favoursbly consideped. To what extent do you consider

that the gsituation has been affected by that

recommendation’ hat, in your opinion, would be the
political effect in Xenya at present of s settlement
under which some measure of repament either by the

Railway or by the Fenya Covermment or by both-way

decided wpon?

5. 1 wish to make it clear that I put the above
questions simply in order to clarify the situation and to
assist you in preparing material, and that I have no wish
in any way to limit your freedam of comment. Pending
the reseipt of your observations I shall keep an open mind
on the swbject. [ am anxious to achieve a settlement
which will take full sccount of the necessitics of ¥enya
and of the inilway. But in view of the heavy burdens at
present borme by the Imperial Exchequer you will apprecin!
the difficulty imherest in proposals for remission of the
1iebility. '

I have the hompour to N.
air .
Your -c‘ mz
husble servant,
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