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Report of the Committee

The Committee on Public Finance, at its meeting held on the 20th of February 2024,
considered the following Bills, Order and Regulations:

e Value Added Tax (Amendment) Bill to amend the Value Added Tax Act, No. 14 of 2002
(Published on the Gazette supplement - dated 04.12.2023, and presented to Parliament
on 11.01.2024)

e Social Security Contribution Levy (Amendment) Bill to amend the Social Security
Contribution Levy Act, No. 25 of 2022
(Published on the Gazette supplement - dated 04.01.2024, and presented to Parliament
on 23.01.2024)

Date of the Meeting: 20.02.2024 Time: 11.30 a.m.
Members Present

Hon. (Dr.) Harsha de Silva, (Chair)

Hon. Rauff Hakeem, Attorney-at-Law

Hon. Vijitha Herath

Hon. Mahindananda Aluthgamage

Hon. Duminda Dissanayake

Hon. Chandima Weerakkody, Attorney-at-Law
Hon. Nimal Lanza

Hon. Harshana Rajakaruna



Hon. (Dr.) Major Pradeep Undugoda
Hon. M. W. D. Sahan Pradeep Withana
Hon. Madhura Withanage, Attorney-at-Law

Officials Present

Ministry of Finance, Economic Stabilization and National Policies
Mr. A.K. Senevirathne, Deputy Secretary to the Treasury

Department of Fiscal Policy
Dr.Kapila Senanayake, Director General

Ms. J.D. Kotinkaduwa, Director

Ms. M.A.S. Dabarera, Deputy Director

Mr. T. Vishwarupan, Additional Director General
Mrs. W.T.A. Perera, Tax Advisor

Inland Revenue Department

Mr. B.K.S. Shantha, Deputy Commissioner General
Mrs. S.I. Asanthi, Commissioner

Mr. N.C. Wijewardana, Senior Deputy Commissioner
Mr. B.D.N.P. Kumara, Assistant Commissioner

Central Bank of Sri Lanka
Dr. (Mrs.) S.P.Y.W. Senadheera, Deputy Director, Economic Research Department

Attorney General's Department
Ms. Abigail Sooriyakumar Jayakody, State Counsel

Legal Draftsman's Department
Mrs. H.S.A. Gunasekara, Assistant Legal Draftsman

National Audit Office
Mrs. L.S.I. Jayaratna, Deputy Auditor General
Mr. E.M.K.M. Pathmalal, Senior Assistant Auditor General

Introduction - Value Added Tax (Amendment) Bill

The Bill modifies section 2 of the Value Added Tax Act, No. 14 of 2002, raising the VAT
rate from 15% to 18% on the value of goods or services supplied, or goods imported. Clause
3, which revises section 10, reduces the threshold for VAT registration from Rs. 80 million

to Rs. 60 million per annum, effective from January 1, 2024.

Observations Made by the Committee

The Committee observed that the Ministry of Finance, Economic Stabilizationa and
National Policies had not implemented the recommendations regarding previous VAT
Amendment Bill. The Committee also observed that the Bill aimed to align tax rates and



registration criteria with the government's objective of increasing revenue to 14% of GDP in
Sri Lanka.

Moreover, the committee queried officials about the repeated postponement of the
implementation of VAT on foreign digital and software providers, which results in an uneven
playing field for domestic counterparts, and observed that a new law addressing that was
scheduled to take effect in April 2025.

Officials from the Finance, Economic Stabilization, and National Policies highlighted the
challenge of tracking digital transactions and noted that the proposed Value Added Tax
(VAT) would address transactions on digital platforms. The Committee observed and
emphsized the importance of addressing this issue to assess tax revenue losses accurately,
citing successful adjustments made by other countries. The Committee emphasized the need
for short-term solutions, stressing that delaying action was unacceptable.

Additionally, the Committee queried the lowering the threshold while increasing the VAT.
The officials reported that was done prompted by demands from the International Monetary
Fund to reassess tax expenditure. The Deputy Secretary to the Treasury disclosed an
expected revenue of Rs. 660 billion from VAT changes. Regarding VAT modifications, the
Committee observed that a Laffer Curve study had not previously been carried out before
VAT implementation.

Reccommendations Made by the Committee

e The Committee directed the Ministry of Finance, Economic Stabilizationa and National
Policies to reconsider VAT exemptions for medical equipment, ambulances, high-protein
agro foods for children, and agricultural items, which the Ministry had overlooked;

e The Committee urged the Ministry of Finance, Economic Stabilization and National
Policies to devise a mechanism for collecting outstanding taxes and ensuring a level
playing field until the drafting of a new VAT Bill;

e The Committee recommended the introduction of a simplified methodology for this
purpose; and

e The Deputy Secretary to the Treasury was directed by the Committee to provide a
breakdown of the process of VAT revenue collection and amounts payable in Sri Lankan
Rupees.

Introduction - Social Security Contribution Levy (Amendment) Bill

The amendment Bill modifies section 4 of the Social Security Contribution Levy Act,
No. 25 of 2022, reducing the turnover threshold for levy registration from Rs. 120 million to
Rs. 60 million per annum, effective from January 1, 2024.

Observations Made by the Committee

The Commitee expressed concerns about the need to maintain two distinct tax
frameworks, highlighting the intrinsic shorcomings and difficulties in managing them. The
officials of the Ministry of Finance, Economic Stabilization and National Policies clarified that
their aim was to achieve revenue targets and they plan to utilize this strategy until they can
switch to a more efficient tax system that effectively includes all taxpayers. The Ministry
officials stated that the turnover tax could not be removed abruptly but gradually, as the
required tax level had not yet been reached.

11



Reccommendations Made by the Committee

The Committee suggested merging both taxes into the Value Added Tax (VAT),
resulting in an average effective rate of 22% when combined with the Social Security
Contribution Levy.

Decisions of the Committee

After consideration, the Committee approved the Bills with majority vote
although the Chair dissented on both occasions. The report of the Committee on Public
Finance thereon will be presented to the Parliament on Tuesday, 5t March 2024 by the
Hon. (Dr.) Harsha de Silva, Chair of the Committee.
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