Technical Note

Annexure - IV

Budget 2021-Taxation

1. Income Tax (Amendments to Inland Revenue Act, No. 24 of 2017)

1.1 Removal of Withholding Tax (WHT)

Following payments are exempt from Withholding tax with effect from January 01,

2020

Interest, specified fees, dividend, charge, natural resource payment, rent,
royalty, premium or retirement payments made to residents.

Employment income.
Partners’ share of a Partnership profit.

The taxable income of the partnership excluding Rs. 1 million per annum
is subjected to Partnership Tax at the rate of 6%.

1.2 Exemptions from income tax

(ii).

Profits and income earned by any person from farming including
agriculture, livestock and fish farming, with effect from April 1, 2019.

Profits and income earned from providing Information Technology and
enabling services, with effect from January 1, 2020. The enabling services
will be prescribed by regulations by the Minister in charge of the subject of
Finance.

Profits and income earned from services rendered to persons outside Sri
Lanka, including the income earned from foreign sources if the payments
for such services or income from such sources are received in foreign
currency, through a bank, with effect from January 1, 2020.

Interest income earned on Non-Resident Foreign Currency (NRFC) and
Resident Foreign Currency (RFC) accounts, with effect from January 1,

2020.

Interest paid on loans obtained from any person outside Sri Lanka, with
effect from April 1, 2018.
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(vii).

(viid).

(xii).

(xiii).

(xiv).

(xv).

Any income earned by any non-resident person on any Sovereign Bond
denominated in foreign or local currency, with effect from April 1, 2018.

Interest or discount paid or allowed to any person on Sovereign Bonds
denominated in foreign currency, with effect from April 1, 2018.

Funds received by any Public Corporation out of the funds voted by
Parliament from the Consolidated Fund or out of any loan arranged
through the Government, with effect from April 1, 2018.

Dividends paid by a resident company to any non-resident person, with
effect from January 1, 2020.

Dividends distributed by Commercial hub Enterprises, with effect from
January 1, 2020.

Dividends from and gains on the realization of shares in a non-resident
company where derived by any person with respect to a substantial
participation in the non-resident company with effect from January 1, 2020

Amounts derived by any non-resident person from laboratory services or
standards certification services, with effect from January 1, 2020.

Amounts received by any religious institution by way of grants and
donations, with effect from January 1, 2020.

All aircraft related payments, software licenses and other overseas
payments made by SriLankan Airlines with effect from April 1, 2018.

Exemption or variation of the applicability of the provisions of the Inland
Revenue Act, No. 24 of 2017, in respect of projects approved under the
Strategic Development Projects Act, No. 14 of 2008

1.3 Qualifying Payments

().

(ii).

Personal relief for residents or non-residents but citizens for each year of
assessment is Rs. 3,000,000/ - with effect from January 1, 2020.

Payments made to Consolidated Fund by any Public Corporation is
deductible in calculating income tax of such Corporation, with effect from
April 1, 2019.
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(ii).

Following payments subject to maximum of Rs.100,000/- per month or Rs.
1.2 million per annum is deductible, with effect from January 1, 2020 in
calculating the Personal Income Tax:-

¢ Health expenditure including contributions to Medical Insurance
e Educational expenditure incurred locally

e Payment of interest on housing loans

e Contribution to an approved pension scheme

e Expenditure incurred for the purchase of equity or security

1.4 Income Tax Rate Changes

(i).

(ii).

(iii).

(iv).

Revision of Personal Income tax rates on taxable income with effect from
January 1, 2020 as follows

e First Rs. 3 Million - 6%
e NextRs.3 Mn - 12%
e Balance - 18%

Income tax rate applicable on the terminal benefits is revised with effect
from January 1, 2020, as follows:

e First Rs. 10 Million - Exempt
e Next Rs. 10 Milion - 6%
e Balance - 12%

Payments to non-residents where such payments has a source in Sri Lanka
is treated as final withholding payments, with effect from January
01, 2020 and subjected to tax as follows:
e Interest payments - 5%
e Any other payment - 14%

Corporate Income Tax Rate is revised, with effect from January 1, 2020, as

follows:-

e Exports, Tourism, Education, Medicare, Construction, and 14%
Agro processing

e Manufacturing 18%
e Trading, Banking, Finance, Insurance, etc. (Standard Rate) 24%
e Liquor, Tobacco, Betting and Gaming 40%
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1.5 Advance Income Tax

(). Advanced Personal Income Tax can be deducted from regular fixed
income (remuneration, interest etc.) of individuals, subject to the written
consent of such individual with effect from April 1, 2020.

(if).  Advanced Income tax can be collected at the source, subject to the written
consent of the tax payer with effect from April 1, 2020.

1.6 Tax Relief Measures to Facilitate Post COVID - 19 Economic Recovery

(). Consideration of the income generated from the supply of Health
Protective Equipment and similar products by BOI companies on the
request of Ministry of Health and Indigenous Medical Services,
Department of Health Services, Tri Forces and Sri Lanka Police as
"Deemed Exports" and to consider the said quantities for the calculation of
80% export requirement for the tax purposes, to become eligible for
reduced tax rates.

(if). ~ Waiver of Income tax in arrears, payable by the SMEs as defined in the
Inland Revenue Act, No. 24 of 2017, on the assessments issued up to the
year of assessment 2018/2019 by the CGIR, where he is satisfied that there
is no fraud or wilful neglect involved in the disclosure of income or any
claim for any deduction or relief.

(iif).  The income tax return furnished by the SMEs for the year of assessment
2019/2020 is proposed to be accepted and additional assessment not to be
issued for that year on tax payers, who furnish the Income Tax Returns for
the year and pay the tax declared in the Return.

(iv). A grace period is proposed to be granted to settle the taxes in
arrears/default, as agreed with the Legacy Unit, Default Tax Recovery
Unit and the Revenue Administration Management Information System
(RAMIS) Unit of the Department of Inland Revenue.

(v).  The payment or/and submission of the returns of any tax administered by
the CGIR, which is due for the period from March 1, 2020 to June 30, 2020,
proposed to be treated as paid or/and submitted on the due date if such
payment/submission is made on or before December 31, 2020.
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ii.

iii.

iv.

Vi.

Vii.

Value Added Tax (VAT) (Amendments to VAT Act, No. 14 of 2002)

Increase of threshold for the registration for Value Added Tax (VAT), from Rs. 3 million
per quarter or Rs. 12 million per annum to Rs.75 million per quarter or Rs. 300 million per
annum with effect from January 1, 2020.

Granting permission for the voluntary registration for VAT upon a written request made
by any person who carries on or carries out a taxable activity, even if such person is not
within the VAT registration threshold.

Exemption of the sale of Condominium housing units from VAT with effect from
December 1, 2019.

Exemption of information technology and enabling services with effect from January 1,
2020.

Reduction of VAT Rate on the import and/or supply of goods or supply of services other
than financial services from 15% to 8% with effect from December 1, 2019

Exemption of the supply of services in respect of inbound tours, by a travel agent
registered with the Sri Lanka Tourism Development Authority with effect from April 1,
2020.

Exemption of quantities supplied/donated of health protective equipment and similar
products by export oriented BOI companies to the Ministry of Health and Indigenous
Medical Services, Department of Health Services, Tri Forces and Sri Lanka Police on their
request.

viii. Exemption of Importation or importation and supply or importation and donation of

ix.

machinery and equipment including medical, surgical, surgical and dental instruments,
apparatus, accessories and parts thereof, hospital/medical furniture and drugs, chemical
and similar items required for the provision of health services to address the COVID 19
Pandemic from May 20, 2020 to December 31, 2020.

Reduction of piece based VAT Rate applicable on domestic sale of certain garments by
the export oriented Board of Investment (BOI) companies from Rs. 100/- to Rs. 25/-in
line with the removal of Nation Building Tax and reduction of VAT rate.

Removal of the provisions permitting to treat the supplies made by the suppliers who are
not registered for VAT as VAT inclusive supplies, introduced in respect of the wholesale
and retail trade, in line with the increase of threshold for registration for VAT and
introduction of voluntary registration.
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3. Technical Rectifications

Relevant amendment will be made to the Inland Revenue Act, No. 24 of 2017 and Value
Added Tax Act No. 14 of 2020 to rectify certain ambiguities (including differences in
translations).
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