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Gupaller Fiwrerid
uflFsvemesruilest LNedTevri & Lpsumrsstay,
1. wgiurerhiser grer wgeufs Sireveu QsTLTUTET WHIUNGSL L eward FL L Goler 22 v LMalssr
Fyrer(52 gy gsHwrwin) 01/2025 g0 @evss wgieulfl GBlallssHew
2. 1989 1989 oy syewrigeir 13 9id Gvss wgeufd s _gdler (alGsL sTpuT(hssr) 3 @i LfNaier
FPTET HL_L_emer
3. 2007 <> oyemrigssr 48 opip Fwss alBsL allwrurrd usstL. 9pefl HF FLggler S oo Lflafer
FPTET HL_L_emer
4. 2007 syi0 syemriger 48 b @evds allGsL aflwrumrrl usst. el (hd FL L gdler 2 wpmib 5 oy id
Ulfleyseflsr Siprest s L_swer
5. 2017 oyib oy evorig6r 24 91d Bevdas 2 6TbTL B B)swmeuifld 1 ggler 75(1) Lfallsir F1p, @) ri s suif]
allgliNenerd sallfliugnars wHmid eufl CFISHTH S 1985 SPILg QsTL LD B)eVhiend F6sTh TS
Cargedads @ wrHler SremnEss D@D @) bslwds @y wrdeT HremnEsSnHEhn @)enL uilsorsst
2 L 6TLIGHNEBDIWSG S (HHSID Fn L 14 HETHS LISSITLD
6. 2 ewrewrrl Lrdevm (HhSsHF) FLL epsvid
Y Blweaipewn YESEI1ESCHTH rFrhis Qurg Bl$ upBlw @uweallsr HMlEmassmw 2025 wrid 20 oy HIE87
LTTTERLSTDS S FiliLlés @uweaisr sallarart C&serre (STBlg)) aniag & Feeur Sjsuidear (pigey QFUISTI.

Report of the Committee
A. The Committee on Public Finance, at its meeting held on the 06" March 2025 considered the
following Excise Notification:

1. Excise Notification No. 01/2025 under Section 22 of the Excise Ordinance (Chapter 52) regarding
Excise Duty on Liquor (Published in the Gazette Extraordinary 2418/42 dated 10.01.2025 and
presented to Parliament on 27.02.2025)

Date Considered by the Committee: 06.03.2025 11.00 a.m.

Members Present

- Hon. (Dr.) Harsha de Silva, M.P., (Chair)

- Hon. Chathuranga Abeysinghe, M.P.,

- Hon. (Dr.) Harshana Suriyapperuma, M.P.,

- Hon. Ravi Karunanayake, M.P.,

- Hon. Harshana Rajakaruna, M.P.,

- Hon. (Dr.) (Ms.) Kaushalya Ariyarathne, M.P.,

- Hon. Nimal Palihena, M.P.,

- Hon. Wijesiri Basnayake, M.P.,

- Hon. (Ms.) Lakmali Hemachandra, Attorney at Law, M.P.,

Introduction

The Cabinet of Ministers has granted approval on February 09, 2025 on introducing indexation for excisable
articles to implement a formula on an annual basis for liquor with unit rates excise duty (in rupee terms) specified
under the Excise Ordinance (Chapter 52) with effect from January 11, 2025. Based on the above formula, all
excisable articles specified in rupee terms, including Special Arrack, Coconut/Palmyrah/Molasses Arrack,
Locally Manufactured Foreign Liquor, Beer, Strong Beer, Wine, Sake, Milk Punch and Cider has been increased
by 5.9 percent effective from January 11, 2025.

Observations and Recommendations Made by the Committee

i.  The Committee observed that the average liquor consumption in the country is approximately 90 million
liters of spirits, with two-thirds (%/3) contributing to government revenue, and the rest consisting of illicit
liquor. Hard liquor consumption decreased from 26 million liters in 2022 to 19.31 million liters in 2024,
attributed to higher prices and the economic crisis, prompting a shift towards illicit liquor.

ii.  The Committee expressed concerns that further tax increases could worsen illicit liquor consumption. In
response, officials reported increased raids against illicit liquor operations. In early 2025, liquor production
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rose by 22%, and government revenue from excise duties grew by 23%, a trend not seen in 2023-2024. The
Excise Department's monitoring efforts have improved significantly, leading to more raids and increased
revenue. Stronger oversight has contributed to a shift from illicit to legal liquor.

iii.  30-35 million liters of spirits are consumed illegally each year.Therefore, a proposal has been made to
introduce a new type of alcoholic beverage with 85% alcohol content, ensuring safety and quality standards.
The plan includes producing arrack with 25% alcohol content in a 180ml quantity, the most consumed
volume in Sri Lanka, to maintain excise revenue and meet consumer demand. The proposal also includes
using molasses spirit from Pelwatte and Sevanagala distilleries, which currently has no market demand.
The Committee emphasized the importance of adhering to health and safety regulations.

B. The Committee on Public Finance, at its meeting held on the 11" March 2025 considered the
following Orders and the Protocol:

1. Order under Section 3 of the Excise (Special Provision) Act, No. 13 of 1989
(Published in the Gazette Extraordinary 2418/43 dated 10.01.2025 and presented to Parliament on
27.02.2025)

2. Order under Section 5 of the Special Commaodity Levy Act, No. 48 of 2007
(Published in the Gazette Extraordinary 2421/03 dated 27.01.2025 and presented to Parliament on
06.03.2025)

3. Order under Sections 2 and 5 of the Special Commodity Levy Act, No. 48 of 2007 (Published in the
Gazette Extraordinary 2417/20 dated 31.12.2024 and presented to Parliament on 06.03.2025)

4, Protocol Amending the Agreement between the Government of the Democratic Socialist Republic
of Sri Lanka and the Government of the Republic of India for the Avoidance of Double Taxation
and the prevention of Fiscal Evasion with respect to Taxes on Income.

(Presented to Parliament on 20.02.2025)
Date Considered by the Committee: 11.03.2025 2.00 p.m.

Members Present

- Hon. (Dr.) Harsha de Silva, M.P., (Chair)

- Hon. (Dr.) Harshana Suriyapperuma, M.P.,

- Hon. Ravi Karunanayake, M.P.,

- Hon. (Dr.) (Ms.) Kaushalya Ariyarathne, M.P.,

- Hon. Arkam llyas, M.P.,

- Hon. Nimal Palihena, M.P.,

- Hon. Wijesiri Basnayake, M.P.,

- Hon. (Ms.) Lakmali Hemachandra, Attorney at Law, M.P.,

1. Order under Section 3 of the Excise (Special Provision) Act, No. 13 of 1989
Introduction

An Order under Section 3 of the Excise (Special Provisions) Act, No. 13 of 1989, was issued to increase excise
duty based on indexation and published in Extraordinary Gazette Notification No. 2418/43 on January 10, 2025.
The approval was granted by the Cabinet of Ministers on February 09, 2025, to implement a formula on an annual
basis for all excisable articles with unit rates excise duty (in rupee terms) specified under the Excise (Special
Provisions) Act, No. 13 of 1989 with effect from January 11, 2025 except for Petrol and Diesel. Based on this
formula, all excisable articles specified in rupee terms, including motor vehicle, cigarettes, sweetened beverages,
and pipe tobacco, have been increased by 5.9 percent effective from January 11, 2025.

Observations and Recommendations Made by the Committee

i The Committee, at its meeting held on 06.03.2025, reviewed the Order and the Committee expressed
concerns about the current cigerrates tax calculation method and whether it has led to a decrease in
government revenue while increasing manufacturers' profits. It also questioned whether the imposed tax
rate is optimal. Furthermore, the Committee emphasized that while increasing government revenue is
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important, health safeguards must also be a key consideration. The Committee then directed the Ministry
of Finance, Planning, and Economic Development to present a detailed report on cigarette taxation,
including excise duty implications on other items, at the next meeting considering that an excise duty
increase on cigarettes requires concrete data and justification. Furthermore, the Committee observed that
the current tax structure for cigarettes is based on their length, following international standards, with four
existing categories. The Committee noted that reducing the number of categories could potentially increase
tax revenue. It was revealed that the tax-in-price for cigarettes in Sri Lanka remains below the international
benchmark of 75%. Officials explained that this shortfall is due to the industry's previous monopoly, which
prevented it from reaching global standards. To address this, an inflation indexation calculation was later
introduced.

The Committee, at its meeting held on 11.03.2025 reviewed the presentation made by the Ministry of
Finance, Planing and Economic Development and observed that:

- The inflation variable considered in the formula used in inflation indexation is not acceptable, as the
inflation rate (annual average) considered 2024 deviates from the same in Department of Cencus and
Statistics. The Committee recommended to revisit the formula in collaboration with the Department of
Cencus and Statistics.

- The constant figure (4%) used in the same formula is based on the Taxation Formula for Tobacco model,
and the Committee requested a report on the Taxation Formula for Tobacco model.

- The impact on the government revenue due to the taxes and the inflation should be considered as a policy
initiative.

The officials of the Ministry of Finance, Planning and Economic Development informed the Committee,
considering the observation made by the Committee, they will revisit the formula and the calculation and
make necessary actions to get the relevant data (inflation rates) from the particular department in future
calculations.

2. Order under Section 5 of the Special Commodity Levy Act, No. 48 of 2007
Introduction

The Order published in Gazette Notification No. 2421/03 on January 27, 2025, was issued following the Cabinet
decision on December 30, 2024, under Cabinet Paper No. 24/2293/822/004. This Order grants tax concessions
for Dates imported to be distributed free of charge during the Ramadan fasting period.

3. Order under Sections 2 and 5 of the Special Commodity Levy Act, No. 48 of 2007
Introduction

The Cabinet of Ministers approved the continuation of the Special Commodity Levy effective from January 1,
2025, for 63 imported commodities, including essential food items, under Section 2 of the Special Commaodity
Levy Act, No. 48 of 2007. Following the decision made on March 25, 2024, the Cabinet revoked the previous
decision to repeal the Special Commodity Levy Act, which was set to take effect from January 1, 2025, and
suspended any action in that regard. The existing rates imposed on the commodities subject to the levy will
continue. The Gazette Notification extends the validity of the Special Commodity Levy already imposed on 63
commodities, including essential food items (covering a total of 210 HS Codes), following recommendations
from the relevant ministries.

Additionally, action was taken to continue the duty concessions already in effect under Section 5 of the Special
Commodity Levy Act, No. 48 of 2007. These include:

e This Order giving effect to waive off balance amount after levying Rs. 6/- per kg from the applicable
Special Commodity Levy of 10% or Rs. 400/- per kg on the importation of mackerel fish (classified under
HS Codes 0303.54 and 0303.55) for local canned fish production, based on the recommendation of the
Secretary of the Ministry of Fisheries, Aquatic and Ocean Resource.

e This Order giving effect to waive off the balance amount after levying Rs. 10/- per kg from the applicable
Special Commaodity Levy of Rs. 40/- per kg on the importation of salt (Sodium Chloride B.P) (classified
under HS Code 2501.01) by pharmaceutical manufacturing enterprises registered with the National
Medicines Regulatory Authority (NMRA) for non-commercial pharmaceutical production, based on the
recommendation of the Secretary to the Ministry of Health.

Observations Made by the Committee
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The Committee observed that to support and protect local producers, the gazette should be issued based on a
thorough analysis of accurate data. The Committee also revealed that a database is being developed by the
Food Security Committee, which includes Ministers and officials, to gather the necessary information.

4. Protocol Amending the Agreement Between the Government of the Democratic Socialist Republic
of Sri Lanka and the Government of the Republic of India for the Avoidance of Double Taxation
and the prevention of Fiscal Evasion with respect to Taxes on Income, under Section 75(1) of Inland
Revenue Act, No.24 of 2017

Introduction

The Protocol amending Section 28(6) of the agreement between Sri Lanka and India for the avoidance of double
taxation and the prevention of tax evasion was signed on December 16, 2024, in India. This amendment is part
of Sri Lanka and India's commitment of Sri Lanka and India as members of the Organization for Economic
Cooperation and Development’s (OECD’s) Base Erosion and Profit Shifting (BEPS) Inclusive Framework,
aligning with international standards for tax agreements. The amendments, carefully examined and agreed upon
by both countries' tax authorities, aim to enhance economic cooperation, encourage investment, and strengthen
trade ties while minimizing any potential revenue losses.

Observations Made by the Committee

i.  SrilLankaand India are members of the Inclusive Framework, a tax body created by the OECD. As members,
both countries are required to uphold the minimum standards set by the Base Erosion and Profit Shifting
(BEPS) actions. To align with these standards, it is necessary to amend Section 28(6) of the Agreement.

ii.  The Agreement between Sri Lanka and India aims to avoid double taxation and prevent fiscal evasion with
respect to taxes on income. It seeks to promote economic cooperation between the two countries, eliminate
double taxation on the taxes covered by the Agreement, and ensure there are no opportunities for non-
taxation or reduced taxation through tax evasion or avoidance, including treaty-shopping arrangements that
benefit residents of third-party states indirectly.

C. The Committee on Public Finance, at its meetings held on the 18" March 2025 considered the
following Bill:

2) Inland Revenue (Amendment) Bill — L.D. — O. - 82/2024.
(Presented to Parliament on 15.03.2025 and referred to the Committee)

Date Considered by the Committee: 18.03.2025 2.00 p.m.

Members Present

- Hon. (Dr.) Harsha de Silva, M.P., (Chair)

- Hon. (Dr.) Harshana Suriyapperuma, M.P.,
- Hon. Ravi Karunanayake, M.P.,

- Hon. Nimal Palihena, M.P.,

- Hon. Wijesiri Basnayake, M.P.,

Introduction

The Cabinet of Ministers at it’s meeting held on February 19, 2025, granted approval to publish the Bill to amend
the Inland Revenue Act, No.24 of 2017 in the Government Gazette. Accordingly, the Inland Revenue
(Amendment) Bill has been published under the Part Il of the Gazette supplement and issued on February 21,
2025.

The Observations and Recommendations
1. The Personal Income Tax (PIT) relief of an individual will be increased to Rs. 1,800,000/- per annum

and the tax rates applicable on the taxable income of an individual will be revised as follows, with effect

from April 01, 2025. It is anticipated that Personal Income Tax (PIT) relief measure will result in an
estimated revenue loss of approximately Rs. 60 billion.

Tax slab of 6% will be broadened from Rs. 500, 000 to Rs. 1,000,000 per annum.

3. Revision of Corporate Income Tax Rates applicable on the gains and profits from the manufacture and
sale or import and sale of any liquor or tobacco product other than the export of such product and the
gains and profits from conducting betting and gaming will be increased from 40% to 45%, with effect
from April 01, 2025.

N

16



10.

11.

12.

The income tax rate applicable on the gains and profit earned or derived from any service rendered in or
outside Sri Lanka to any person to be utilized outside Sri Lanka, where the payment for such services is
received in foreign currency and remitted trough a bank to Sri Lanka will be 15%, with effect from April
01, 2025.

The income tax rate applicable on the gains and profits earned or derived from any foreign source where
such gain and profit are earned or derived in foreign currency and remitted trough a bank to Sri Lanka
will be 15%, with effect from April 01, 2025.

Advance Income Tax rate (WHT rate) applicable on interest or discount paid will be increased from 5%
to 10%, with effect from April 01, 2025.

The Committee observed that only around 800,000 individuals fall under the tax net, despite an estimated
workforce of approximately 8 million and only around 800,000 individuals meet the tax threshold
required to pay income tax.

The Committee directed the Ministry of Finance, Planning and Economic Development to conduct a
backward audit on incorrect data on number of employees registered in PAYE scheme from 2012-2023.
The Committee observed that the implementation of the Taxpayer Identification Number (TIN) system,
which is essential for tax payment is not fully interrelated with the relevant institutions as an amendment
to the law is required. The Committee was of the view that this initiative is very essential to be
implemented, the Committee directed the Ministry of Finance, Planning and Economic Development to
update the Committee on the progress of ensuring the smooth execution of this system.

The Commtee paid its dissatisfaction to the Officials on the failure to establish the Casino Regulatory
Authority yet and directed to inform the status of the process to the Committee.

The Committee also raised concerns regarding the requirement for taxpayers to deposit a cash gurantee
of 25% of the disputed tax amount when filing a tax appeal. The Committee questioned the ethicality of
demanding a cash deposit instead of accepting a bank guarantee. The Committee directed officials to
provide a comprehensive data analysis of such cases to facilitate an informed decision on the matter.
Hon. Ravi Karunanayake expressed his objection to the imposition of a 15% income tax rate on export
services, stating that this matter should be a concern for the Minister of Finance and the country at whole.

Decision of the Committee

After consideration, the Committee agreed to;

1.

abkrwmn

6.

Excise Notification No. 01/2025 under Section 22 of the Excise Ordinance (Chapter 52) regarding Excise
Duty on Liquor

Order under Section 3 of the Excise (Special Provisions) Act, No. 13 of 1989

Order under Section 5 of the Special Commaodity Levy Act, No. 48 of 2007

Order under Sections 2 and 5 of the Special Commodity Levy Act, No. 48 of 2007

Protocol Amending the Agreement between the Government of the Democratic Socialist Republic of Sri

Lanka and the Government of the Republic of India for the Avoidance of Double Taxation and the

prevention of Fiscal Evasion with respect to Taxes on Income, under Section 75(1) of Inland Revenue

Act, No.24 of 2017

Inland Revenue (Amendment) Bill

and decided that the report of the Committee on Public Finance thereon be presented to Parliament on the
20" of March, 2025, by the Hon. (Dr.) Harsha de Silva, Chair of the Committee.
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Date: 06.03.2025

Ministry of Finance, Planning and Economic Development
Mr. H.C.D.L. Silva-Deputy Secretary to the Treasury
Department of Fiscal Policy

Dr. Kapila Senanayake-Director General

Ms. J.D. Kotinkaduwa-Director

Ms.W.T.A. Perera- Tax Advisor

Mr. Kasun Kumarasiri- Deputy Director

Mr. P.S. Kumaraguru-Assistant Director

Ms. S. Suganya- Assistant Director

Excise Department of Sri Lanka

Mr. Udaya Kumara-Excise Controller General
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