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I n the cur ren t con tex t of 
economic development when 
the coun t ry is u n d e r g o i n g 

rehabilitation after a three-decade-
long conflict and poised for an 
economic take-off, the issues of 
taxation and Fiscal policy take on 
added importance. Taxes in Sri 
Lanka finance 65 per cent of the 
gove rnmen t ' s e x p e n d i t u r e and 
lending, and in the context of a 
declining tax ratio to GDP (Gross 
Domestic Product) in recent years, 
the i s sues i n v o l v i n g cu r ren t 
taxation, particularly in income tax 
which brings in about 20 per cent 
of tax revenue or around 3 per cent 
of G D P , a s sume cruc ia l 
significance. 

This book, writ ten by a former 
Deputy Commissioner of the Inland 
Revenue Department, therefore, is 
timely and consists of a collection 
of essays dealing with both tax 
po l i cy i s sues and tax 
admin i s t r a t ion us ing his w ide 
k n o w l e d g e of the subjec t and 
experience in administering income 
tax in the Department. 

Commencing with a description of 
the h is tor ica l b a c k g r o u n d of 
taxation, the author goes on to 
d i scuss i ssues such as tax 
avo idance and e v a s i o n , tax 
amnesties, some issues argued in 
severa l tax cases in Cour t s , a 
c r i t ica l ana lys is of va r ious 
administrative aspects of taxation 
inc lud ing raids and pena l t i e s , 
r e l a t ions b e t w e e n the tax 
authorities and the taxpayers and 
includes a histories) perspective of 
tax administration in Sri Lanka from 
1932 to 2007. 

These issues discussed, both policy 
and admin i s t r a t ive , a s sume 
importance as they figure in the 
current attempts at reforming the 
taxation system by the Presidential 
Taxation Commission of 2009-. This 

point has been emphasised in the 
Foreword in the book written by a 
member of the Commission, Dr. 
Saman Kelegama. 

In all these re levant i s sues 
discussed in the book, the author 
has been for thr ight enough to 
express his own views boldly, and 
as the title of the book indicates, 
it is critical appraisal of the issues 
discussed. As the Foreword states, 
"the author has not hesitated to be 
extremely critical where necessary, 
and has spa red nei ther his 
department, colleagues, eminent 
tax lawyers and practitioners nor 
even some j u d g e m e n t s of the 
Appeal Court and Supreme Court. 

The book commences with a brief 
i n t roduc t ion to the subject of 
t axa t ion g i v i n g a h i s to r ica l 
background as well as the basic 
p r inc ip l e s that gove rn a tax 
structure where he discusses the 
relevant principles enunciated by 
A d a m Smith in his "Weal th of 
Nations". This includes the broad 
classification of taxes into direct 
and ind i rec t taxes and the 
fundamental principles of equity 
and p r o g r e s s i v i t y w h i c h 
characterise a proper tax structure. 

This is followed by a discussion of 
tax a m n e s t i e s g ran ted by 
success ive gove rnmen t s in Sri 
Lanka with monotonous regularity. 
Here, the author takes issue with 
a prominent Chartered Accountant 
and tax consultant regarding the 
reasons attributed for the failure 
of tax amnesties. The Chartered 
Accountant took the view that the 
amnesties failed for two reasons: 

(i) that in the year of amnesty, evaded 
taxes were not in cash but in 
business, property and assets, 

(ii) that people did not have trust and 
confidence in the tax administration. 

Reviewed by 

D.D.M. Waidyasekera 

President, 
Institute of Taxation of Sri Lanka 

The author disagrees and takes the 
opposite view. On the first, he points 
out that a significant percentage of 
declarations was in fact in cash, and 
on the second, he states that it was 
precisely because tax evaders had 
nothing to fear in declaring that they 
took advantage of the amnesties in 
1989 and the 1990s. 

The discussion on tax amnesties 
is connec t ed wi th t w o o the r 
relevant issues, tax avoidance and 
tax evasion, in Chapters IV and 
VIII of the book. Tax avoidance 
and evas ion , t hough 
interconnected, are two different 
things legally. Tax avoidance takes 
p l ace wi th in the l e g i s l a t i v e 
framework where a taxpayer takes 
advantage of the loopholes in the 
law and the maximum advantage of 
the l e g i s l a t i v e p r o v i s i o n s to 
minimise his tax l iabi l i ty. Tax 
evasion, on the other hand, is the 
total avoidance of tax liability by 
not adhering to the legal provisions 
of the tax laws. The author points 
out that, today, the drafting of tax 
avoidance schemes has become a 
big industry, and thus, a big problem 
to Inland Revenue authorities the 
world over. The Courts which were 
initially responsible for this, have 
now come out strongly against such 
schemes . In th is respec t , the 
author discusses the significance 
of the United Kingdom tax cases, 
D u k e of W e s t m i n s t e r vs 
Commissioner of Inland Revenue 
( C I R ) which e n d o r s e d the 
taxpayer's entitlement to the letter 
of the law, and the subsequent 
cases of Ramsay vs CIR, CIR vs 
Burmah Oil Co. and Furniss vs 
Dawson, came out strongly against 
tax avoidance schemes. 
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DIARY OF EVENTS 
A u g u s t 

1" At the launching ceremony of the report titled 'Humanitarian 
Operation Factual Analysis July 2006-May 2009 at the Hilton Hotel, 
Colombo, the Defence Secretary Gotabhaya Rajapaksa said that the 
falsehood created by the LTTE's international propaganda machinery 
together with some in the Tamil Diaspora will be laid to rest with the 
publication of the report enabling the world to conclude beyond any 
doubt that the humanitarian operation was just. 

2 n d The Prime Minister of India, Dr. Manmohan Singh, told MDMK 
(Marumalarchi Dravida Munnetra Kazhagam| leader Vaiko that India 
cannot afford to restrict economic ties with Sri Lanka as demanded by 
Tamil Nadu's political parties to apply pressure to mitigate the 
sufferings of Sri Lankan Tamils. 

8 t h Standard and Poor's credit ratings agency said that new global 
financial crisis would hit Asia harder than the last one (2008-2009 
global financial crisis), especially nations heavily exposed to offshore 
markets or still repairing their budgets from the 2008-2009 crisis. 

The first solar power plant established in Baruthakanda, Hambanthota 
in Sri Lanka, was opened. 

11'" The President Mahinda Rajapaksa, on a four-day official visit in 
China, opened the newly-built Sri Lanka Academic Centre at the 
University of Foreign Studies in Beijing. The University conferred an 
Honorary Doctorate, on the President. 

At a bilateral meeting held with the President Mahinda Rajapaksa, 
Chinese Prime Minister Wen Jiabao stated that China is committed to 
strengthen friendship with Sri Lanka and will extend its fullest support 
in all necessary- situations to Sri Lanka at the international level. 

12 t h The United States warned Sri Lanka of a possible international 
enquiry if adequate steps were not taken for a credible probe into 
charges of alleged humanitarian crimes during the LTTE war. 

The Presidential Press Service of Russia said that the Russian President 
Dimitry Meadvedev signed a decree backing the UN Security Council 
resolution that authorised international military action in Libya. 

1 3 t n T h e world Bank Chief, Robert Zoellick, warned of a "new and 
more dangerous" time in the global economy, as Europe struggles to 
resolve its debt crisis. 

16 t h Sri Lanka announced that it had clinched its largest ever single 
foreign investment deal by signing a $ 500 million contract with a 
Chinese-led consortium to build a new container terminal. 

I S 1 " The Sri Lanka government granted a US$ 10 million credit 
facility to the Republic of Maldives expecting the Maldives import food 
supplies, especially fruits and vegetables from Sri Lanka. 

22 n d The Libyan rebel chief, Mustafa Abdel Jalil, hailed the end of 
the four-decade Kadhafi era after his fighters took control of most of 
Tripoli. 

23"" Rebel fighters captured Moamer Kadhafi's heavily-defended Bab-
al-Aziziya compound and headquarters in Tripoli after a day of heavy 
fighting. 

24 r t The Hurricane 'Irene' pounded the Bahamas with sustained 
winds of 120 miles (195 kilometres] per hour and churned up heavy 
seas as it barrelled on a path toward the populous US east coast. 

25* The President Mahinda Rajapaksa stated in parliament that 
there was no longer a need to impose emergency regulations within 
the country proposing that the parliament remove the emergency 
laws. 

29 t h The President Mahinda Rajapaksa was honoured wkh the title 
'Voharapathi' by the Law College, Colombo, to mark the Law College's 
137th anniversary at a ceremony held at its premises. 

September 

3 r i The Arab League and three international organisations approved 
plans for supporting the Palestinian's request for full membership in 
the United Nations. 

4 l t The Russia's Foreign Minister, Sergei Lavrov, said that the BRICS 
(Brazil, Russia, India, China and South Africa) group of emerging 
powers is determined not to allow a Libyan-style of solution to the 
crisis in Syria. 

7"" The Global Competitiveness Report (2011-2012) issued by the 
World Economic Forum (WEF) indicated a progressive increase in Sri 
Lanka's competitiveness index shifting from 6 2 n d in 2010 to 5 2 n d in 
2011. 

10°" The IMF (International Monetary Fund) said now it recognises the 
transitional government in Libya, paving the way for the fledgling 
administration to benefit from the IMF's financial help. 

12 t h The Special Envoy of the President of Sri Lanka on Human Rights 
and leader of the Sri Lanka delegation to the United Nations Human 
Rights Council (UNHRC) Minister Mahinda Samarasinghe said at UNHRC 
council session in Geneva that Sri Lanka has been willing to accept 
justified criticism and helpful comment of constructive spirit. 

13*" Pakistan called on the world to speed up relief efforts after torrential 
rains exacerbated major floods, killing 270 people and making another 
200,000 people homeless in the south of the country. 

14 t h The US Assistant Secretary of State for South and Central Asia, 
Robert O' Blake, told the media at the end of his three-day visit to Sri 
Lanka that the US government commended Sri Lanka for the positive 
progress it had made on its recovery from a deeply-damaging and long­
standing conflict. He also said that the deploying of Tamil Police in the 
Northern Sri Lanka is important. 

Defence Experts of Sri Lanka claimed the Robert O1 Blake's call to set 
up a 'Tamil Police' in the North is viewed as an 'unwarranted 
interference' in internal affairs of a sovereign State. 

18 t h South Korean government ordered seven savings banks to 
suspend operations because of their poor financial condition due to 
heavy investment in risky property projects at home and abroad. 

At least 66 people have been killed and hundreds people have been 
injured in the powerful earthquake of 6.8 magnitude (Richter Scale) 
that hit the Himalayan State, causing widespread damage to buildings 
and roads. 

20 t l 1 The President Mahinda Rajapaksa, when he attend the 66 , h UN 
General Assembly sessions in New York, explained Heads of State of 
Slovenia, Kirghizstan and Nigeria, the progress achieved after the defeat 
of terrorism. 

21** "Saving our planet, lifting people out of poverty, advancing economic 
growth are one and the same fight," said the UN Secretary General Ban 
Ki-Moon, in his opening remarks at the 66th UN General Assembly 
session that opened in New York. He also emphasised the importance 
of a collective global effort to address this issue. 

The President Mahinda Rajapaksa held bi-lateral talks with the Heads 
of State of Nepal, Colombia and Iran at the UN Headquarters in New 
York. During these talks, he apprised the State leaders of the progress 
achieved by the Sri Lankan Government in resettling IDPs (internally-
displaced persons), de-mining, reconstruction endeavours and the 
recently-held local authority elections in the northern and eastern 
provinces. 

22 n d The President Mahinda Rajapaksa, on the sidelines of the UN 
summit, briefed the Heads of State of Qatar, Uganda and Palestine 
about the progress achieved by Sri Lanka in the socio-economic fields 
following the total eradication of terrorism and the massive development 
programmes undertaken in the country. 

Sri Lanka High Commission in Canberra stated that the Australian 
government and the Opposition voted together to defeat a motion 
moved in the Senate by Australian Greens Senator Lee Rhiannon 
(Senator for New South Wales) to suspend Sri Lanka from the 
commonwealth membership, calling for a full investigation into 
allegations of war crimes committed in the final months of the country's 
civil war. 

23 r t The President Mahinda Rajapaksa, addressing the 66 t h sessions 
of the United Nations General Assembly in New York, said "whilst clash 
of ideas, opinions and values continue, we have clearly to recognise 
that dialogue, deliberation and consensus offer the only viable means 
for resolving differences. The might of powerful nations cannot prevail 
against justice and fair play" 

The President Mahinda Rajapaksa and the Indian Prime Minister, Dr. 
Manmohan Singh, discussed issues of bilateral interest and matters of 
importance at regional and international level at the UN premises in 
New York. 

24 t h The Sri Lanka President Mahinda Rajapaksa met the Secretary 
General of Commonwealth of Nations, Kamalesh Sharma and the 
Maldivian Vice President, Dr. Mohammed Waheed Hassen, at the UN 
Headquarters in New York and discussed issues of bilateral interest 
and regional matters. 

25 l h The President Mahinda Rajapaksa briefed the UN Secretary 
General at the UN Headquarters on the progress achieved since the 
end of the conflict in Sri Lanka including the massive infrastructure 
development in the North and the resettlement of the IDPs. The 
President also explained the measures taken by the government to 
expedite the reconciliation process including the continuing talks with 
the Tamil political parties. _ 

In r e s p e c t of tax e v a s i o n , the 
author in Chapter VIII reviews a Sri 
Lanka tax case of Mer r i l J. 
Fernando & Co. vs H.B.Gunadasa 
and others, where he respectfully 
d i sagrees with the j u d g e m e n t s 
given by the Court of Appeal and 
the Supreme Court when they held 
that the taxpayer was guilty of tax 
e v a s i o n . T h e au thor is of the 
c o n t r a r y v i ew that w h e r e the 
taxpayer had not concealed the 
p r i m a r y facts , he canno t be 
accused of tax evasion. 

The au tho r ' s t ra i t of h a v i n g 
confidence in his own judgement 
and d i s a g r e e i n g wi th those of 
o thers is aga in m a n i f e s t e d in 
Chapter V where he reviews an 
article by a leading attorney-at-law 
and tax consultant on the legal 
issues in tax investigations. The 
au thor d i s a g r e e s wi th the tax 
lawyer on a number of matters. 
These include such issues as (i) the 
nature of tax investigation (ii) more 
appropriateness of judicial review 
than case-stated procedure (iii) the 
circumstances in which a taxpayer 
should move for a Writ of Certiorari 
( i v ) the l ega l i t y of s e i z i n g 
d o c u m e n t s in the cour se of a 
Revenue Raid, etc. 

The issue of Revenue Raids itself 
is specially gone into Chapter VI 
which discusses the powers of the 
In land R e v e n u e au tho r i t i e s in 
r e s p e c t of en t ry , sea rch and 
seizure. It deals with such issues 
as the effect a raid has on the party 
searched, the concept of Public 
Interest, the seizure of documents 
and other evidence, the effect on 
third parties, the evidence obtained 
on the basis of illegal search and 
the concept of Legal Professional 
Privilege. 

On tax administration, the book 
covers many areas such as the 
penalties for incorrect tax returns, 
the r e l a t i o n s b e t w e e n the T a x 
Depar tment and the tax-paying 
public, the issue of establishing a 
Revenue Authority and a historical 
review of the Department in its 75 
years of existence from 1932 to 
2007. 

C h a p t e r V I I w h i c h dea l s wi th 
pena l t ies for i nco r r ec t r e tu rns 

discusses a number of issues such 
as on whom is the onus of proof, 
the standard of proof, the concepts 
of fraud and wilful neglect, penalty 
mitigation, appeals against penalty 
and whether penalty provisions 
have attained their objective. 

In respect of relation between tax 
authorities and tax-paying public 
which is crucial for securing a good 
c o m p l i a n c e ra te , the au thor 
maintains that except at the very 
early stage, the relations between 
the two have not been cordial . 
Initially, this was due to the lapses 
of the t a x - p a y i n g publ ic and 
even tua l ly to the at t i tude and 
c o n d u c t on the par t of the 
department. Overall, according to 
the author, the department must 
accept a greater responsibility for 
the breach of good relations between 
the department and the tax-paying 
public. Perhaps the tax officers of 
the d e p a r t m e n t wi l l p robab ly 
dispute this view. 

Many attempts have been made to 
m i n i m i s e the defec t s in tax 
administrat ion and improve the 
efficiency of the various units and 
branches of the Department. Such 
m e a s u r e s inc lude p rocedu ra l 
improvements , computerisat ion, 
training, performance incentives, 
establishment of a closed service, 
etc. In this context, one view was 
the establ ishment of a Revenue 
Authority. The author, however, 
disagrees with this as a panacea 
for the p r o b l e m s wi th in the 
departments, and maintains that 
the p rob lems within should be 
addressed and rectified rather than 
imposing a superstructure on the 
revenue departments. 

F ina l ly , the au tho r t races the 
performance of the Tax Department 
du r ing its s e v e n t y five y e a r s 
froml932 to 2007. As stated in the 
Foreword to the book, the author 
has followed Dr. Gamani Corea's 
adv ice to fo l low up his ear l ie r 
history of the Department up to 
1957 by recording the events to the 
present day. He has done this in 
the present volume although in 
lesser detail. This chapter contains 
a whole lot of statistics regarding 
a s s e s s m e n t s , co l l ec t i on data , 
arrears, taxes in default, etc. as 
w e l l as de t a i l s of the human 

resources and staff in the Inland 
Revenue Department and includes 
an O r g a n i s a t i o n Char t as at 
31.12.2006 as well. However, his 
judgement is that overall (except 
for the per iod 1963-1977) , the 
department has failed to achieve its 
primary functions of tax collection 
and combating tax evasion. 

There are however some points an 
earnest reader may ponder on. One 
is that the issues discussed in 
various chapters may sound too 
technical and legal to the general 
reader interested in taxation, and 
pa r t i cu la r ly to the t ax -pay ing 
public . Some issues may also 
appear to be ou tda ted and 
irrelevant in the current context. 
However, such technicalities cannot 
be avoided in discussing a subject 
as taxation due to its very nature. 
Another point is that some may 
d i sagree wi th the au thor ' s 
viewpoints and contentions on a 
number of controversial issues and 
tend to agree with his adversaries. 
F ina l ly , some may v i ew the 
vehemence with which the author 
has expressed his disagreements 
on var ious issues with reputed 
Chartered Accountants, tax lawyers 
and tax practitioners and even with 
respected j u d g e s of the Appeal 
Court and Supreme Court, as too 
harsh and even incorrect. The 
reviewer, being a fellow student of 
the au thor in the Peraden iya 
Campus in its halcyon days and 
also a co l league in the In land 
Revenue Department is familiar 
with the author's thinking on these 
various issues, and hence, is not 
surpr i sed on the cont rovers ia l 
nature of the views expressed in 
the book. 

Nevertheless, overall, the book rs 
an ex t r eme ly useful source of 
information with thought-provoking 
discussions on a number of issues 
written in a lucid and readable style 
resulting from the author's long 
experience in tax administration. 
It would be an interest ing and 
useful r e fe rence mate r i a l for 
s cho la r s , admin i s t r a to r s , 

policymakers, tax administrators 
and the tax-paying public alike. 

A Stamford Lake publication, the 
book is available for sale at the 
Lake House Bookshop and other 
leading booksellers. • 
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