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Dear Client,

We are pleased to provide you a summary of the new budget proposals, delivered on the
22nd of November 2010.

There is a possibility that all the relevant facts & information may not be included in this
booklet.

The contents of this booklet have been prepared exclusively for the benefit of our clients.
However, it should not be relied upon, or used as a basis for a course of action or a
decision without seeking professional advice from us.

If you need any further clarification please do not hesitate to get in touch with us.

Thanking you,

ABEYRATNA & CO
Chartered Accountants

Colombo
23rd November 2010
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1. Personal Income Tax 2010/2011

a) Income Tax Rates

Tax free allowance for Residents/Non Residents/Citizens of Sri Lanka – Rs. 500,000/-

Taxable Income Rate %

First Rs. 500,000 4

Next Rs. 500,000 8

Next Rs. 500,000 12

Next Rs. 500,000 16

Next Rs. 1,000,000 20

Balance 24

b) Qualifying Payment

 Donations to government

 Investment in specified projects

 Life/health insurance and cash donations to specified approved charity lower of 1/3
of A.I or Rs.75,000/-

 Special health insurance premium for incurable sickness – 100%

 No carry forward

c) Employment income

 Tax free allowance of Rs. 600,000 on employment income

 PAYE Tax Employees  is  the final tax

 No Direction/Refunds to be issued on employment income

 Individuals under several employers

Employment income from main employer – PAYE

Employment income from other employers – 16%

 Withholding on directors Fees > 25,000/- pm – 16%
< 25,000/- pm – 10%



4 | P a g e A b e y R a t n a  &  C o B u d g e t  2 0 1 1

OTHER BENEFITS

 Terminal benefits – Provident Fund – Exempt

 Motor Vehicle provided/Vehicle allowance

Upto Rs. 50,000/- pm – Exempt

 Tax on tax on employment income

Not tax deductable

 Employee Share option scheme

Employee taxable on allotment of shares

 Income earned in Foreign Currency

The present exemption referred to in Section 13 (ddd) will be extended to cover
any service provided to a person or partnership outside Sri Lanka, but will not cover
commission, discounts or similar types of receipt for activities carried outside Sri
Lanka.

(Section 13 (ddd) of the Act will be amended)

 If tax is deducted under PAYE  and  employment income is the only source of
income – files will not be opened.
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2. WITHHOLDING TAXES

Withholding tax on specified fees abolished from 1.4.2011.  Withholding tax on rent,
management fees and royalty will remain.

INTEREST INCOME - WHT

Less than Rs. 500,000 per annum NIL

Rs. 500,000 – Rs. 1,500,000 2.5%

Over Rs. 1,500,000 8%

Senior Citizens on deposits in State
Banks upto Rs. 500,000 p.a. Exempt

 WHT for Companies the 10% remains unchanged.

 Cancellation of existing files of individual.

The existing files of individuals whose taxes (paid at source) on all relevant services
are treated as final need not be maintained and will be cancelled. (Section 106 of
the Act will be amended and an administrative mechanism will be strengthened to
cancel the existing non effective files.

 Interest payment to persons outside Sri Lanka.

At present 20% is deducted.  It is proposed to amend to exclude the deduction of
W.H.T. on any interest payments which is exempt from Income Tax under any other
provision of the Inland Revenue Act.
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3. Corporate  Tax
With effect from 1.4.2011

 Rates other than individuals 28%
Except liquor and tobacco based products
This includes Banks/Financial Institutions/
Off Shore Banking.

 Rates applicable to any person employed in
the manufacture of liquor or tobacco 40%

 Concessionary rates reduced to 12%

 Construction, tourism, export, transshipment and
companies with profits less than Rs. 5 M will be at 12%

 Any person engaged in the undertaking for the
manufacture of any product having domestic value addition
in excess of 65% and Sri Lanka brand names with patent
rights reserved in Sri Lanka will be reduced to 15%
This will apply to indirect exporters as well.

 Clubs, Associations, Storage, software, Development and
Supply of Labour, rates will be 10%

 Venture Capital, Petroleum, Exploration, Entertainer or
Artist – Rate of Tax would be 12%

 Partnership Tax
The partnership tax would be 8%

 Agriculture
Currently agriculture income is exempt from taxes upto
31st march 2011.
Thereafter the tax would be at 10%
(Section 16 will be amended and Section 48A will be
introduced to the ACT)

 Deemed Dividend Tax
The minimum quantum of dividend to be
distributed out of distributable profits would be
reduced to 10%
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OTHER TAXES

 Social Responsibility Levy

It is prepared to abolish the SRL Tax effective from 1st April 2011.

 Construction Industries Guarantee Levy

It is proposed to exempt certain special projects approved by the Minister of
Finance.

 Deductions (allowable under Section 25 of the Act)

CAPITAL ALLOWANCES

Plant & Machinery acquired after 1.4.2011
the rate will be 33 1/3%

New Building Constructed for commercial use
After 1.4.2011 10%

RESEARCH EXPENDITURE

Expenditure including capital expenditure by a person carrying on any scientific,
industrial, agricultural or any other research for the upgrading of any trade or
business carried on by such person – 200% allowed.

LISTING EXPENSES

Expenses on listing a company will be deductable subject to a limit of 1% of the
value of the IPO.

ADVERTISING EXPENSES

75% of the advertising expenses will be allowed.

FOREIGN TRAVEL EXPENSES

 The present restrictions will be removed.

 Allowed if incurred in the production of income.

 Maximum allowed 2% of the previous years statutory income.
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MANAGEMENT FEES

 Limit increased to Rs. 2 M or 1% of the Turnover whichever is less.
The other condition is Section 26 – 1 (j) remains unchanged.

FOR INDIVIDUALS ADDITIONALLY

 Premia for life and health insurance and donations to approved charitable
institutions will be deductable subject to 1/3rd of the assessable income or Rs.
75,000/- whichever is less.

 A deduction in full without carry forward for premia paid for special health scheme
which will cover incurable sicknes.



9 | P a g e A b e y R a t n a  &  C o B u d g e t  2 0 1 1

4. VALUE ADDED TAX

 20% luxury rate is reduced to 12%.  Thus two rates 12% and the zero rate.

 The present restrictions on claiming input tax credit upto 85% of the output tax is
extended to 100%

This will apply only on tax invoices or customs declaration issued on or after
1.1.2011.

Unabsorbed VAT at 31.12.2010 can be deducted for Income Tax in 4 equal
installments in 4 years of assessment from 2010.

Input tax on capital assets will be permitted to be claimed as capital allowances.

NEW EXEMPTIONS

Supply of:-

 Telecommunication services.

 Locally manufactured briquettes and pallets using bio mass waste.

 Any goods or services to a specific project carried on out of foreign funds or
donations received by the government as approved by the Minister considering the
economic benefit to the country.

 Any goods or services by an institution set up by the Ministry of Defence for the
rehabilitating of disabled soldiers so far as the activities are carried out by the
participation of such soldiers.

 Locally developed software.

 Services being receipt from re-insurance by way of commission or compensation in
an insurance business.
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LEASING FACILITIES

 Motor Coaches with seating capacity not less than 28 passengers and for public
transport

 Lorries

 Tractors

 Input of supply of prescribed codes for coal bitumen machinery and equipment for
leather or footwear  industry, high tech and lab equipment.

 Hybrid and electronic vehicles meter lorries and taxi meters.

 Prescribed codes to provide international shopping and fashion jewellery.

 Machinery and equipment for manufacture of grain mixed bakery products.

 Machinery and high tech equipment for telecom industry.

VAT SUSPENSION SCHEME

a) The VAT Suspension Scheme presently monitored through EDB and TQB will be
removed from those institutions and administrated in a separate Unit established for
this purposes in the Department of Inland Revenue.

b) Apart from the above suspension schemes, a special category of supplies will be
identified so far as such supplies are made to the persons specified below, and a
scheme of VAT suspension, which will be monitored in a special Unit established under
the supervision of the Commissioner General be incorporated.

 To a registered person who/which carries out any special project exempted under
the VAT Act;

 To any exporter of any goods or services other than supplies covered under the
existing suspension schemes;

 To a deemed exporter who manufactures goods in Sri Lanka to be supplied to an
exporter; or

 To a supplier who provides value added supplies to any article exported.

The necessary guidelines will be published for the implementation of the above Schemes,
(Section 2 of the Act will be amended and the date of implementation will be informed
after making the necessary arrangements)
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OPTIONAL VAT

The present threshold for the registration for optional VAT will not be changed.  However,
the rates applicable and the period in which the business could remain in the status of
oprional VAT will be expanded as follows.

Period Rate

Upto the end of the 3rd year from the date of registration 2%
From the commencement of the 4th year to the end of the
6th year 4%
From the commencement of the 7th year to the end of the
9th year 8%
From the commencement of the 10th year to the end of the
12th year 12%

 There is no upper limit of turnover for the application of the rates.  However, the
option is available to register for normal VAT at any stage (Chapter IIIB of the Act
will be amended)

VAT ON FINANCIAL SERVICES

a) The present rate applicable will be reduced from 20% to 12%.

b) The value addition for tax purposes will be calculated after deducting the VAT on
financial services payable.

c) To ensure an uniformity in the calculation of VAT on financial services, the
Commissioner General will issue a guideline specifying the following:-

 The basis of calculation of the profits liable to VAT on financial services;

 The adjustments to be made where necessary on an acceptable realistic basis.

d) The submission of returns will be bi-annually with payments on monthly basis.

(Chapter IIIA of the Act will be amended)

Vat changes applicable for 1.1.2011 unless otherwise stated.
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5. NATION BUILDING TAX – (NBT)

REDUCTION OF RATES

The present rate of 3% will be reduced to 2%.

Concessionary rate of 1.5% on liable turnover from the sale of rice manufactured from
locally processed paddy will be removed with effect from 1.1.2011.

LIABILITY TO TAX

The present scope will be extended to include carrying on the business of wholesale or
retail trade of goods.

THRESHOLD

The present threshold of Rs. 650,000 per quarter will be reduced to Rs. 500,000.

Following categories will be increased from Rs. 500,000 to Rs. 12,500,000 per quarter.

 Operating a hotel, guest house, restaurant and other similar business.

 Local value added agriculture produce, rise based products.

 Local educational institutions.

 Supply of labour (man power) or employment.

EXCLUSIONS

 Supply of any good (including importation or services to a specific project carried
on, as approved by the Minister considering the economic benefit to the country.

 Importation of raw material and packing material for the manufacture of ayurvedic
preparation which belong to Ayurveda Pharmcopoeli.

 Services provided to the Port and Airline in relation to International Transportation.

 Services provided in relation to ship building for the international market for
payment made in foreign currency.

 Services to sub contractors in a construction contract.

 Telecommunication services
 Supply of locally developed software.
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 Import or supply of the following article
- Bituman HS code 2714
- Tractors

 Any international event approved by the Minister of Finance with effect from 12th

May 2010 - *

 Import of Foreign Currency Notes under HS 4907 00 90 with effect from 1st June
2010 - *

 Importation of chicks for breeding other chicks, meat of fowl, eggs and egg yolk.

REMOVAL OF EXEMPTION

 Services of Star Hotels above 3 Stars.

 Any person registered for optional VAT.

NBT will be fully deductable effective 1.4.2011 - *
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6. ECONOMIC SERVICE CHARGE

THRESHOLD

Increased to Rs. 25 M per quarter

EXEMPTIONS

 Distributors as defined in the ESC Act.

 Dealers in lottery.

 Unit Trust as Mutual Funds.

 All airline and shipping lines.

Amendments to ESC Act will be effective from 1.4.2011.

RATES

The existing rates schedule of ESC will be simplified in the following manner.
(The definition of turnover for ESC purposes remain unchanged)

Type of Turnover Rate

i) BOI Enterprises (Liable to income tax) 0.1%
 Apparel exporters
 BOI Trading Houses
 Manufacturers of textiles to apparel exporters

ii) Exempt/cessionary rate or others 0.25%
 Exempt from income tax (including tax holiday Companies
 During the period which makes losses
 Subject to tax under concessionary rates
 Wholesale or retail trade other than manufactured

or produced by the seller
(Except distributors or dealers in motor vehicles or
Liquor)

 Primary conversion of any tea, rubber or coconut
Plantation including dessicated coconut, coconut
Oil or fibre, copra and sheet rubber, but excluding
Any conversion which produces any alcoholic
Beverage.
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iii) Commercial operations – Advertising Agents 0.5%

iv) Others (including dealers in motor vehicles, liquor, 1%
Tobacco and petroleum) and turnover of businesses
Which are defined under the gazette notification.

SUBMISSION OF RETURNS

 The present concept of submission of quarterly basis returns for ESC will be
converted to annual returns with the existing scheme of quarterly payments of tax.

(The amendments to the Economic Service Charge Act will be         effective from
April 1, 2011 unless the date specifically stated)

7. DEBIT TAX
(DEBITS TAX ACT NO. 16 OF 2002)

Debit Tax will be removed with effect from 1.4.2011

8. INCOME TAX BY PROVINCIAL COUNCILS

T.T. will be abolished with effect from 1.1.2011

Central Government will transfer.
1. 100% of the total collection of stamp duty
2. 70% of the total collection of the Motor  Registration fee
3. 33 1/3 % of the total collection of NBT
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9. EXCHANGE CONTROL REGULATION
Effective 22.10.2010

Non Citizen Can invest in rupee denominated debentures.

Sri Lankan Company Can borrow from foreign sources.

Foreign Company Can open places of business in Sri Lanka.

Foreigner on tour or
Business in Sri Lanka Can open accounts in Foreign currency.

Staff of foreign
Embassies Can open foreign currency accounts in

Sri Lanka.

Importers Advances payment on imports increased from
US $ 10,000 to US $ 50,000.

Sri Lankan Residents Can invest in equity of overseas companies and pay for
setting up places of business outside Sri Lanka.

Insurers Can invest upto 20% of Long Term fund and
technical Reserves.

Importers and indirect
Exporters of Gems &
Jewellery Can open foreign currency accounts in Sri Lanka.
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10. GENERAL

 Penal Provisions against Auditors
Penal Provision would be brought in against Auditors and Tax Practitioners who
misuse statutory provisions of any act by deliberate misinterpretation.

 Time Bar
Time Bar would be effective from date of filing the Returns is 30th November.

 WRITE OFF OF TAXES OF SME SECTOR
Taxes not charged and paid by persons/partnerships with an annual turnover below
Rs. 100 M will be written off.  Such persons have to obtain a certificate from the
Department of Inland Revenue for future compliances with Tax liabilities.

 EXEMPTION AT INTERNATIONAL EVENT
Official emoluments earned in Sri Lanka by a non citizen, participating in any
international even held in Sri Lanka would be exempt from Income tax.

 CESS ON EXPORTS

TEA

Proposed to increase export cess on bulk tea to Rs. 10/- per kilo (4.50).

RUBBER

Proposed to increase export cess on raw rubber to Rs. 8/- per kilo (4.00).

MOTOR VEHICLE TAXES

25% duty waiver for good tax payers have been removed (22.10.2010).

 TAX EXEMPTIONS

Tax Holidays for New Investments

A five year tax holiday will be offered for any company, which carries on a new
undertaking, with a minimum investment of not less than US $ 5000 (but not more
than US $ 10 mn) or an amount equal to such amount in rupees in such activities as
specified by the Minister from time to time by order published in the Gazette
having regard to the development of the national economy.  The prior approval is
required to be obtained on the basis of criteria specified and a mechanism will be
introduced to monitor the specified activities.
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 Sector Wise Exemptions
The following sectors will be exempted from income tax for a period of five years
reckoned from the year of assessment commencing from April 1, 2011.

- Fishing
- Cultivation and primary processing of agricultural seeds or planting material.

 Unit Trusts or mutual funds from investment in listed debentures and equity.

 Foreign exchange earnings from supplies made to foreign buyers, who establish
their headquarters in Sri Lanka for management, finance, supply chain and billing,
by manufacturers of textile, leather products and footwear and bags.
(Section 7, 13 and section 61 of the Act will be amended)

 Existing Tax Holidays

- Tax Holiday under Section 17 – The areas for which the exemption is applicable
will be specified to avoid ambiguities.

- Tax Holidays under Section 24C and 24D – The application of the exemption will
be restricted to profits from the specific business.
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