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SESSIONAL PAPER No. 6 

REPORT OF THE INCOME TAX COMMITTEE, KENYA 

The Government deeply appreciates the care and thoroughness with 
which the Committee has carried out the inquiry entrusted to it, and the very 
considerable amount of detailed work which has gone into the preparntion 
of the report. A number of the recommendations have already been met and 
passed into law in the East African Income Tax (Management). (Amendment) 
(No. 2) Act, 1954, and further recommendations are acceptable to the 
Government in whole or in part. 

2. The Government cannot, however, accept the proposition put forward 
in paragraph 13 of the report, in which the Committee states as folkiws :-

"It seems to us that East Africa provides a unique and original 
example of a system of income tax legislation in that, in theory «t any 
rate, we have one legislative body responsible for a part only of the 
whole legislation-the most important part of that part being that con
cerned with the definition of and method of computing income~and 
other and independent legislatures responsible for determining the rates 
of tax which are to be applied according t.o the circumstances of the 
taxpayer to his income, as det.ermined unc!er enactment of that firs.t
narned legislative body. If we are right in this, this system should, 
provided . it is properly applied, afford a unique. and rnuch-n.eeded 
opportunity, and the mechanism, for achieving a more realistic measure 
of income for tax purposes and a better dispensation of equity a.s between 
taxpayers than has been achieved up to date. The emergence as factors 
of consequence, of lack of realism and inequity has, of course, been 
brought about by the gradual and therefore insidious increase in mies 
of tax to which we have already had occasion to refer; correction of 
this inequity has been impeded and even prevented by the fact that 
income tax has come to play such an important part in the public 
revenue that it has not been possible to make such correction without 
making major adjustments in rates or the general system of taxation 
unless the revenue was to suffer very seriously, and consequently it has 
been easier or politically expedient to let the position continue or grow 
worse. To our mind, the High Commission, in its approach to the task 
of legislating on the management and collection of income tax, should 
not be concerned with revenue considerations,. except to the important 
but nevertheless limited extent of ensuring that the machinery· for collec
tion and management is sufficient, and that schemes for avoidance and 
evasion are not allowed to flourish.' In fact, the High Commission should 
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be capable of being more impartial and just in its approach to the 
problems we have indicated than can be, or has been, any government 
charged with the dual task of determining wh;lt is to be taxed, as well 
as at what rate it is to be taxed." 

3. The Government cannot agree that there has been an insidious 
increase in rates of tax. In fact, company tax has risen by only Sh. 1, from 
Sh. 4 to Sh. 5, since 1942. As a result of the increases in the n)lcs of child 
allow'!nces and of the introduction of the ~ducation allowance and the olc\ 
age allowance, an'd as a result of the reduction in the rate levied on the first 
section of an individual's chargeable income from the 1942 rate of Sh. 2 on 
\he first £250 to the present rate of ~h. ) / 50 on the first £400 of chargeable 
income, individuc1!s with the same income are, in II1any ca?es, paying less 
tax now than they would have paid on the same income in 194:;' or J 942. 
For example, a married man with one child and an income of £1,000 a year 
paic\ Sh. 1,368 in 1942, Sh. 976 in 1948 and Sh. 881 jn )954. A marriec\ man 
with tw() children ;md an income of £1,500 a year paid Sh. 3,064 in 1942, 
Sh. 2,356 in 1948 and Sh. 2,273 in 1954, including the surcharge on charge
alo)e income in excess of £800, and a married man with two children and an 
incorne of f4,0QO a year paicj Sh. 22,150 in 1942, Sh. 19,462 in 1948 and 
Slo, 21,464 in \954, inch1ding the s,urcharge 9n cl:jargeqple inr:ome in excess 
qf £800. 

4: The Oovemment q]so cannot accept the implication t)lat t)le East 
Africa f\igh Commjssjop could have a policy different fr()m that of the 
Territorial Qovernments. The Central Legislative Assembjy derives jts autho
rity fro!f! tl;le territorial legislatures, and np Bill to amen(! the East African 
Incowe 'fa)( (l\/lanagement) Act ~ould he introcjuced iqto the Central 
Legislative Assembly without the agreement of the T,rritorial Qovernments. 

5. The. Government also cannot agree that ch,mges in t)le (lefinition of 
"income"~or, in other words, changes in the qefinition of what is to )le taxed 
~sho11jd 1:,e made without regard to the eflect c,f these changes on the rate 
at which income is taxed. The Committee j\se\f recognii:es \his point, as is 
shown by t\]e fo\lc,wing qtract froin paragraph 8 of the report-

"It is in fact difficult to divest the study of many sections of the Act 
of ,onsiderations· concernec\ with effective fates of tax and the pattern of 
thos.e ratq. Indeed to attempt to do so would be wrong, ii only for the 
reason that success in t)le endeavour would almost certainly mcap the 
r,;tching of conclusions divorced from, i!nd therefore not c1pplicable to, 
reality.'' 

6. Some of the major. recommendations in the report could be imple
ment,'<:! only if corresponding revenue were to be raised by substantial 
incre3cses in the st4ndard rn\e 'of tax, or by increases jn indirect taxation. It 
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is felt that changes df this riaiure cannot be accepted by the · Government 
unless it can be dearly shown that the result of the changes would compensate 
for the ificvitable deterrent effed on the development of the Colony of a 
SUbstaniial increase iu the standard rate of company tax or other forms of 
taxation. It must also be iecogriiied that a tim.e when Kenya is facing a large 
deficit on the Colony's budget, and when the Colony is dependent upon 
substantial grants from Her Majesty's Government in the United Kingdo0n, 
is not a time at which concessions which wouid involve a reduction in tax 
receipts can easily be made, In fact, the Government at present has to examine 
ways and means of finding additional revenue to finance the increased 
commitments arising out of the Emergency. 

7. The publication of the report has been delayed in order that con
sideration might be given to its recomrhendatioris. It was felt that if the 
report were published without any iridicatidn of Government's intentions, 
false hopes regarding the extent lei which its recommendations could be 
implemented might be raised. The Government's views on the 39 recommenda
tions, summarized in Appendix "D" to the report; ate given below. 

8. The following recommendations have been cdVered by the East 
African Income Tax (Management) (Amendment) (No, 2) Act, 1954:-

(6) The capital element of purchased life annuities; provided such have 
been purchased out of capital or taxed income, should not be 
subject to tax. 

(13) The proviso to section 14 (1) (d) should he deleted as being either 
unnecessary or inci:Jniplele ih view of the contents of section 
8 (3). 

(15) Losses, oiher than /hose excluded under section 15, should be avail
able for deduction fl-din the income of the year previous to that 
ih Which the loss is incurred or frhin the income of tiny su/Jse
qaent year, eveh though hot ihctirred ih relation to a trade, 
business, profession or vocation. 

(19) The grant of initial allowances in respect of capital expenditure 
should be made optional on the taxpayer. 

(22) Where property passes by reason of death then for the purpose of 
determining what, if any; balancing charges or claims should 
be made in respect thereof and what deductions should subse
quently be made in respect thereof to the successor, the legal 
j,ersdlial representative of the deceased should have the right 
of electing either that such p/-oj}erty passes at its residual intiiine 
tax value illimediate/:Ji prior to death, or that it passes ai a fair 
market value as at the date of death. 
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(26) Where a person becomes entitled to income of a trust or settlement 
which has been accumulated for his benefit contingently on his 
attaining a certain age or marrying, provision should be made 
to enable him to claim the tax benefit to which he would have 
been entitled if such income had accrued to him absolutely 
during the currency of his contingent interest. 

(35) There should be full publication of the essential facts of all appeals 
heard and of the proceedings and decisions or judgments. 

9. The following recommendations have also been partly covered by 
the East African Income Tax (Management) (Amendment) (No. 2) Act, 
1954:~ 

(32) Section 61 should be amended so as to make it clear that the proviso 
to sub-section ( l) applies to the whole section and reference to 
the "local Committee" should be replaced by reference to "a 
judge". 

The first part of this recommendation is covered in the Act, although the 
Government cannot agree that reference to the "local Committee" should be 
replaced by reference to "a judge". The system of local Committees is normal 
practice, and has worked satisfactorily. 

(37) The provisions relating to claims for repayment of tax should be 
amended so as to accord with those relating to additional 
assessments. 

The Committee makes it clear in paragraph 206 that the object of their 
recommendation is to ensure that section 87 cannot be interpreted so as to 
deny the taxpayer the right of achieving adjustment in his tax liability where 
he has made some perfectly honest error or mistake and no question of 
negligence arises. Provision has been included iu the Act (section 74 (5)) to 
cover this point, although to adopt the actual recommendation made by the 
Committee would mean that there would be no finality to assessments for up 
to seven years after they were made, and the recommendation as it stands 
cannot therefore be accepted. 

10. The following recommendations are acceptable to the Government 
in whole or in part:-

(1) Consideration should be given to the appointment of a committee 
to examine and report on rates of tax, allowances and 
exemptions. 

As announced in the Press ou the 13th September, 1955, the East Africa 
High Commission and the British Resident, Zanzibar, have agreed that a 
Commission should be appointed to inquire iuto income tax in East Africa, 
including Zanzibar. 
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{5) No change is recommended in the law relating to the charge to tax 
of the annual value of quarters and residences, but it is recom
mended that consideration should be given to requiring local 
government administrations to assist in the assessment of such 
annual values. 

If and when Local Authorities make improved site valuations, considera
tion will be given to the extent to which the Income Tax Department could 
have regard to such valuation lists, bearing in mind the need for maintaining 
a common basis throughout the country. 

(12) Where a farmer has been assessed to tax on the basis of not taking 
into account the values of his livestock and produce on hand, 
and where he sells a substantial part or the whole of his live
stock, consideration should be given to spreading the proceeds 
of such sale over up to six years for purposes of assessing such 
sale proceeds to tax. 

Where a farmer has been assessed on a cash basis, and intends to sell a 
substantial part, or the whole, of his livestock, he is already permitted to 
change on to the valuation basis, and to spread profits over the preceding 
six years. 

(17) All taxpayers should be placed on the same basis in regard to 
expenditure incurred on leave passages for them and their 
families, regardless of whether such expenditure is met by the 
taxpayer or by his employer. 

The Passage Rules are designed to achieve what is recommended by the 
Committee, but it is not practicable in all the varying conditions in which 
expenditure on passages is incurred to give exactly the same measure of relief 
to all taxpayers. A revision of the Passage Rules is at present under considera
tion in the light of changed conditions since they were last made, and it is 
hoped that these revised Rules will be ready for publication before long. 

(20) There should be published, for information only, the maximum and 
minimum rates of annual deductions applied to various classes 
of assets. 

So far as is practicable in Kenya, where industry operates under varying 
conditions, the Department will publish a Schedule of common rates. The 
Department has supplied a Schedule of the basic rates normally adopted to 
all practising accountants. 

(28) The East African Income Tax (Pension Schemes) Rules, 1952,shoUld 
be amended. 
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These Rules are at present under cohsideration. It may be noted that the 
reason why fonds should be established in East Africa is to encourage the 
investment of capital iu East Africa, It has already had a good effect. 

I l. The Government 1s unable to accept the following 
recommendations : -

(2) Tax should not be chargrd iii resjJect of income derived from or 
dcC:fiied outsz'cle East Africa, wheiher such income is rernitted 
to East Africa or not. 

East African residents can in a number of countries overseas make invest-
111ehts on which, as non-residents of the country in which the investment is 
made, they pay little or no tax. If income received in East Africa from these 
sources were exempted, it would mean that residents could live here without 
paying tax anywhere. While this might result in the receipt of more overseas 
ihcdrrie iii East Africa, it would tend to drive more capital out of East Africa. 
It is felt that there is no reason why the Easi African rate should not be paid 
where income is, in fact, brought into the country. The loss of revenue if this 
recommendation were to be accepted would he of the order of £75,000 a 
year, and might become much greater if the export of capital was encouraged 
in this way. For these reasons this recommendation cannot he accepted. 

(3) The rate of tax to be applied to the income of an individual should 
be determined by the aggregate of that individual's total income 
from Kenya, Uganda, Tangdriyilca and Zanzibar. 

This recommendation purports to be a summary of the following recom
mendation in paragraph 26 (a), namely, that "tax shall, subject to the provi
sions of this Act, he charged for the account of each territory in respect of 
each year of income at the rate imposed hy the appropriate territorial income 
tax ordinance npoh the income of arty person accruing in or derived from 
that territory". This recommendation is unacceptable because it is contrary 
to the principle upon which the tax is levied in Bast Africa, that is, that 
each Government is entitled to the tax it would receive uhdet separate 
legislation. This principle has been reaffirmed recently by the East African 
Governments. 

(4) An individual should have a right, to be exercised not more often 
than once in five consecutive years, to have assessments on him 
revised on the basis of tax being charged for eaclt of five con
secutive years oh an amount of income equal td one-fifth 
of the aggregate income fof the five years together. 

An average of five years, as set out in the examples in Table IV on 
page 17 of the report, would reduce the tax pavable in all but a few isolated 
cases of individuals. If the two examples are looked at, it will he seen that 
in Year 5 there would be a reduction in revenue in the one case of £1,562, 
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artd that the Treasury wi:itild have to refund £8,345 in the i:ithet. to allow 
a vera~ing over this period would cause art overall reduction ih revenue, and 
would result ih art h-regular flow of revenue, which cotiicl embarrass the 
Government financially. 

(7) Clubs which derive not less than three-quarters of their gross receipts 
on revenue account from members should not be siibject to tax 
on the annual value of the club premises. 

This recommendation has already beert considered by the Governmerit, 
and rejected. Members of clubs beriefit from the occupation of premises owried 
by them, artd should pay tax in the same way as owner-occupiers of private 
houses. 

(8) Section 13 requires some amendments in any case, but in view of the 
recommendation made in paragraph 26 (summarized as 2 above) 
this section should be deleted. 

The Committee states in paragraph 57 that section 13 of the Act .is 
unfortunately worded so as to extend exemption in respect of foreign income 
remitted to the territories only to those who have been in the territory for 
some temporary purpose, and that, under the law as it startds, any person 
who is not resident iri, and who has not visited the tertitories for some 
temporary purpose, is subject to tax in respect or arty of his income which 
may be remitted to the territories. The Committee implies that, because 
section 13 of the Act does hot specifically exempt from taxation foreign 
income remitted to the territories by a person who is not resident in, and 
who has not visited the territories for some temporary purpose, such income 
is liable to tax. In fact, such income is not regarded as liable to tax. 

(9) For the purpose of ascertalnilig ihi! /c!ial income of any person for a 
year of income there should be deducted all losses, outgoings 
and expenses incurred by such person for ihe purpose of pro
ducing or in producing such person's income Ii:! the extent /hat 
such losses, outgoing ahd expenses, wheiher incurred daring or 
prior Id the year of income, have not beeh deducted iri arriving 
at the total income of any previous year of income and to the 
exti!ltt that the benefits of such oUtgoings and expenses are 
fairly attributable to the year of /ncolrie. 

While it is accepted that some redrafting of sections 14 and 15 might be 
desirable, such redrafting wot,ld not affect the ihtellded or actual iriterpretation 
of the existing law. Fot exafuple; the strained coristrttctiort placed on section 14 
in the report is not adopted in practice. These sections are based on long 
experience of the difficulties of detetniining the ptoper deductions to be made, 
arid should not be tampered with lightly. They will Iio ddubt be examined 
by the Corhnilssiort of Inquiry. 
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(10) The law in relation to interest and dividends should be radically 
amended so as to put the treatment of dividends on a similar 
basis to that applied presently in the case of interest and (with 
some exception) tax should be deducted at source on payment 
of all interest and dividends. 

The Committee points ont in paragraph 71 that great caution is necessary 
in considering whether or not this recommendation should be implemented. 
It is true to say that the existing method of dealing with company dividends 
is not entirc!y satisfactory in any country where income tax is imposed and 
tax is deducted from dividends, but the Kenya practice is based on normal 
practice elsewhere, whereas the proposal of the Committee has-as far as 
is known-no precedent in any other country. The recommendation is 
designed to assist the administration of the law, but it is not believed that 
it would, in fact, do so. The Government also cannot accept the Committee's 
view that there is no difference in principle between dividends on share capital 
and interest on borrowed money. The existing practice is known and estab
lished and, in fact, the Commissioner of Income Tax advises companies 
whenever asked to do so on the rate of tax to be deducted. 

(I I) In the case of agricultural undertakings an option should be 
extended for the cost of capital expenditure on a wide range of 
improvements to be claimed as a deduction in full from income 
of the year in which the expenditure is incurred. 

Farming is the major industry of Kenya, but it is a matter for considera
tion whether it is advisable to distinguish it from other forms of productive 
industry, all of which contribute toward the development of the country. The 
view of the Committee-expressed in paragraph 76 of the report~is that in 
the long run the taxpayer is generally better off if, in respect of capital 
expeuditu_re, he claims deductions spread over a number of years approxi
mating to the life of the asset concerned. However, the recommendation would 
leave an option to the taxpayer and, without knowing how the option would, in 
fact, be exercised, it is not possible to estimate the effect of the recommenda
tion on the revenue, but the loss in the initial year might be as much as 
£400,000-a loss which the Government could not accept in present financial 
circumstances. Nevertheless, the Government considers that this important 
matter should receive special study by the Commission to be appointed to 
inquire into income tax in East Africa, including Zanzibar-this study to 
have due regard to the need for maintaining the revenue. 

(14) Sections 14 (l) (e) and 15 (h) should be deleted as being wrong in 
principle and as not being applied in practice. 

The Committee suggests in paragraph 87 that the provisions of the law 
relating to employers' contributions to pension schemes are frequently ignored, 
and that it is common practice where a scheme is not an approved one to 
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allow the employer his contributions to the scheme. In fact, an .employer's 
contributions to a scheme which is uot approved may well be regarded as 
part of the remuneration paid by an employer to au employee, and therefore 
part of the proper expenses incurred by the employer. It is considered neces
sary to retain these sections in order to provide control over pension schemes. 

(16) Costs of appeal in legal proceedings relating to a claim for personal 
allowances should be allowed as a deduction. 

The reason why the Tucker Committee, in paragraph 168 of their report, 
recommended that the costs of appeal in legal proceedings relating to business 
profits should be allowed, was because the Committee came to the conclusion 
that the cost of these appeals is a consequential expense incurred in the 
course of carrying on a business. The Committee specifically advised that no 
such allowance should be given in respect of the cost of an appeal which 
relates solely or mainly to a claim for any of the personal allowances, and 
the Government accepts this view. 

(18) Deductions should be allowed in respect of reasonable medical· 
expenses incurred by a taxpayer on himself and his 
dependents. 

Medical expenses are one of the many burdens which fall on the private 
individual in the course of his daily life and, while there are precedents in 
other countries for deductions from income in respect of medical expenses, 
the desirability of accepting the recommendation is doubtful. It would add 
substantially to the administrative burden falling on the Department, and 
the Department could not handle this additional burden at the present time. 

(21) Deductions in respect of expenditure incurred by a taxpayer on 
a capital asset should be granted in respect of the full amount 
actually expended by that taxpayer, and should not be limited 
by reference to the expenditure incurred by any previous owner: 

The principle of this recommendation was rejected when the Second 
Schedule was enacted. It was then accepted that the fact that any excess over 
the original cost was not deductable for tax purposes had the beneficial effect 
of keeping the purchase price down, particularly as the seller is not charged 
with tax on the capital profit which he makes. The effect of the present 
system is to reduce the cost of the purchaser's capita] investment. 

(23) The provisions of the Act relating to deductions in respect of capital 
expenditure should be recast in simpler form than at present, 
and so as to permit of deductions in respect of expenditure on 
all ass.els, including all buildings and premiums paid for lease-

-holds, where such assets are used in earning the income. 



While the Secon_d Schedh!e is elaborate, it has lhe great advantage of 
covering adequately the widely varying coi1ditions under which the deduc
tions are gn1rtted, Any attempt at simplification on the lines suggested by 
the Committee would undoubtedly be a source of liiigation which should 
not be invited deliberately. Tei extend relief to all assets would cost the 
Revenue a sum of upwards of £500,000 a year. 

(24) A special deduction should be granted in the case of undertakings 
carried on by an individual or by individuals in partnership to 
compe,isate for the disadvantage presently suffered in such 
cases in the matter of accumulating surta;,,0 free profits as com
pared with cases where undertakings are carried on by 
companies. 

(25) The law in regard to surtax on the undistributed profits of certain 
companies should be drastically amended in manner set forth 
at length in the body of this report. 

These recommendations relate to section 22 which deals with the 
tihdisihbtited income of certain companies. 

No. 24 recommends a special deduction to irtdividuals in trades, busi
nesses, professions and vocations, but not to employees who are in a similar 
position. For this reason alone the reccimmedation would be nnacceptable; 
bnt. ii the benefit which the shareholder of a private company gains from 
section 22 as compared with the private individual is to be revised, the only 
sound solution would be to deem 100 pet ce1it of the company's profits to be 
distributed instead of 60 pet cent as at present. 

The Committee's recommendation that the effect of the section should 
be modified to encourage development overlooks the fact that the sole Object 
of the section is to pnt the private company on a basis more comparable with 
that of the individnal or partner. Section 22, in fact, has nothing to do with 
development; and any measure to encourage development should be applied 
to all persons engaged in productive industry, whether their enterprise takes 
the form of a public company, a private company or an individual concern. 
It is true that the section is by no means perfect, but its practical application 
is kept continuously under review and if any serious defects come to light 
appropriate amendments will be considered. 

The estimated loss of revenue which would arise from the acceptance of 
recommendation 24 is estimated as at least £350,000, and the estimated loss, 
if recommendation 25 were to be accepted, might well exceed £250,000. 

(27) Where the incorrte of a tnarried woman is treated as that of her 
husband for tax purposes and where husband and wife together 
corltribute to ihe maintenance of dependent reiatives of both 
of them, two depertdeni rellltives' ailoWance:S l'hould be granted. 
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This recommendaticm q\nnot be accepted. J\s is clear fro,m paragranh 
1(56 of \be Cpm111ittee's report, the Committe,o rernm111end that, where the 
i11come of the wife is de!)!Ile,:l to b" tlw.t of her husband, there should be 
available a Dependent Relative Allowance in respect of each par\1.wr to the 
marriage~one in respect of the husband's dependants and another in respect 
of the wife's. If this concession were to be given, it would mean that, if one 
spouse had two dependants and the other none, only one Dependent Rela
tive Allowance could be given, whereas, if both partners in the marriage 
had a dependant, two allowances would be permitted. This would be 
inequitable, and the recommendation, in fact, would involv(' the necessity of 
grantin1s two Dependent Relative Allowances instea,:i of one. 

(29) Section 36 shoµld be amended so as to ensure that no Territory 
charges tax for its own account in respect of income derived 
from or accruing in another Territory owing to a disparity in 
rates of tax between pne Territory and anqiher, _and section 37 
eho11id not be amended. 

This corresponds with recommendation No. 3, and is similarly 
1p;1accepti'\b]e. 

(30) The income of a married womarz should be assessed on her 
sepqrate/y as thoµgh she were a sing/e il1d/vidual, subj~ct to th? 
exercise of an op/ion by both parties to a marriage to th? effect 
that tiJeir r:omb1ned income s!,oulq be assesse(i (lS to one-half 
thereof on each of them separately as single individuals, wit!, 
suitable provision for apportionment of personal allowances 
between them. 

The option tq divicle incomes between lJuspa11d anq wife would reduce 
so substantially the tax at present payable that it would have to be restored 
by a complete revision of the rates of tax and personal allowances. If the 
eJCa111IJles on mtge ~~ 1\f\' studje,l, it will bie seen th'!t effe,:;t of the. recommenda
tion is to rnlieve the more we[(lthy families of an increasingly 1'1rge propor, 
tion pf ta)(, fqr example, the prqposal wonld re(l1Jce the t[(x payahle by a 
m<1rrie,d rouple with no chiJ;:lren hy some 5 per cent on an income of £1,000 
a ye>ff, ancl hy some 36 per cent op an income of £5,000 a year. 

(31) Sub-sectiorz (2) of section 54 should be ,le/c;teri as peing uneces
SWY in thf ligh/ of liectirm qL 

Section 54 provides a means of recovering unpaid tax, while section 61 
applies to the examination of the returns of income prior to the assessment 
of the tax. These sectio11s are \hefffore 110\ µnnecess,iry. 

(3J) f:ng/ish sl,zould be t!,e only officially recognized larw«rge for the 
purp9se of the 4ct re/atin/I. to accounts and (!oaks of 9cco11nt, 
!lnri afficial recognition of qther lcmguages ii/,911/4 nor be 
accorded in this respect after the 3 !st December, 1955. 
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It would be premature to insist on the universal use of English at the 
present time when the language cannot be said to be fully established through
out the country. Section 63 enables the Commissioner to take action in 
appropriate cases. 

(34) That part of sub-section (3) of section 74 which empowers the 
Commissioner to examine any person on oath or otherwise con
cerning another person's affairs should be deleted. 

The sub-section is common in income tax legislation throughout the 
Commonwealth. Its object is to assist in the collection of tax properly due to 
the Revenue. Its provisions are used most judiciously and no practical objec
tion has been raised since income tax was introduced into Kenya. 

(36) The penalty exigible for late payment of tax should be replaced by 
a charge by way of interest calculated monthly, fractions of 
a month to count as a whole month. 

It is not the intention of the law to levy a charge of interest for the 
use by the taxpayer of moneys which should have been paid to the Revenue, 
but to provide for a penalty for failure to pay tax on the due date. The 
provision for the inflicting of a penalty facilitates collection. There is pro
vision for relief from the penalty in appropriate cases. If the recommendation 
were accepted it would undoubtedly hamper the collection of the tax which 
is already difficult enough. 

(38) The Act should be altered so that penalties can only be imposed 
by, or with the consent of, local committee or some similar 
body. 

The penalty in section 40 is not imposed by the Commissioner, but by 
the law against which the taxpayer has a right of appeal. Power to com
mute penalties is common in revenue legislation, and in the United Kingdom 
the Commissioners of Inland Revenue (the official body) have correspond
ing powers. Where penalties are related to Court proceedings the taxpayer 
always has the alternative of defending those proceedings. The accepted 
practice of settling out of Court in revenue cases (Customs and Excise as 
well) is not only welcomed by defaulters, but also facilitates the administra
tion of the tax. 

(39) Sub-section (5) of section 4 should be deleted. 

It is essential to retain section 4 (5), at least, to enable the Commissioner 
to exchange information for the purpose of granting relief. An undertaking 
limiting the exchange has already been given on the United Kingdom/East 
African agreement. 

I 
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12. The Government is unable to accept the view put forward in the 
minority note by Major Keyser and the late Mr. McKnight. which appears 
on pages 106 to 108 of the report, and accepts the view of the Committee 
as expressed in paragraph 75. Nevertheless, the Government considers that 
the points raised in this minority note should be studied, as well as recom
mendation 11 of the Committee, by the Commission to be appointed to 
inquire into income tax in East Africa, including Zanzibar-this study to 
have due regard to the need for maintaining the revenue. 

13. The recommendation made by the late Mr. McKnight in his notes, 
which appear on pages 109 to 111 of the report, is not acceptable. In effect 
it would mean relieving profits from taxation on the assumption that they 
would be expended at some future date on the replacement of assets at an 
enhanced price-in other words, to grant relief in respect of expenditure 
which might never be made. 

THE TREASURY, 

NAIROBI. 

31st October, 1955. 
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