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Withholding tax on interest income
I am pleased to observe that necessary 

am endm ents to the Inland Revenue Act will 
be m ade in due course in respect o f the fol­
lowing:

(1) Deposits
W hen a lim ited company places a deposit 

w ith a Bank on Financial Institution, the entire 
incom e is taxable @ 30 percent or 35 percent 

' as the case may be. The 10 percent w ithhold­
ing tax deducted by the Bank or Financial 
Institution could be claimed as credit by the 
said company. In the past, in the absence of 
necessary amendm ent it was announced that 
90 percent net income receivable be taxed 
while the 10 percent W HT was non refund­
able. This had resulted in added tax paid by 
the lim ited companies and discouraged them 
from  making investments in the Bank or 
Financial Institutions.

(2) TVeasury bills
A ccording to  the am endm ent to be effected 

w hen an individual purchases Treasury Bills 
in  the secondary m arket, the net incom e 
received w ill not be taxable. This w ill stim u­
late partic ipa tion  o f  individuals in the 
Treasury Bill market.

In the case o f companies or associations, 
the gross incom e from Treasury B ills was 
considered  as taxable. A ccording to the 
am endm ent, a  notional tax credit is perm itted 
com puted @ 1/9 o f the net income. This will 
also encourage such companies and associa­
tions to invest in Treasury Bills. 1

Therefore, it could be observed that attrac­
tive tax concessions, are granted in accordance 
w ith the new  amendments. These steps give 
support to the Treasury Bill operations.

(3) Interest on deposits
A monthly incom e o f Rs. 6,000 or an annu­

al incom e o f  Rs. 72,000 per deposit in a Bank 
is not subject to W ithholding Tax. However, 
in  the case o f  Savings C ertificates o r 
Certificates o f Deposits the total incom e is 
liable for W ithholding Tax with no limits. This 
lim it has been increased to Rs. 12,000 per

m onth or Rs. 144,000 per annum  for charita­
ble institutions. This is an additional support 
towards such organizations.

Observation
W ith effect from  1.4.2002 the en tire  

incom e earned by private Provident Fund 
A ssociations from  Treasury Bills is liable for 
tax w ith W ithholding Tax credit perm itted. 
Since approved Provident Fund A ssociations 
are taxable @ 10 percent it is practically 
know n that the Treasury B ill incom e (net) 
received is tax free. ■

Usually, a major portion o f incom e earned 
by P rovident Fund A ssociations is from  
Treasury Bill, operations and the balance is 
from  loans to mem bers.

I quote below the follow ing exam ple o f a 
P rovident Fund A ssociation  fo r the year 
2002/2003:

Income from Treasury Bills (net) - Rs. 900,000 
Income from loans given 
to members - Rs. 100,000

Total income - Rs. 1,000,000

The incom e o f Rs. 900,000 w ould be 
grossed to Rs. 1,000,000 (taxed at lOpercent) 
w ith the notional tax credit o f  Rs. 100,000. 
Therefore, practically only the incom e from  
loans g iven to  m em bers is taxable. O n
15.8.2002 the Association w ould have paid 
Rs. 25,000 as the first instalm ent o f incom e 
tax payable for 2002/2003, w hereas the tax 
liability for the entire year now, after deduc­
tion o f notional tax credit available is only Rs. 
10,000. ■

Therefore, the Rs. 25,000 tax paid on
15.8.2002 covers the tax liability  o f  the 
A ssociation for nearly 2 1/2 years resulting in 
m oney being blocked.

I recom m end that the Dept, o f Inland 
Revenue:

(a) perm its that no m ore instalm ents be

paid on N ovem ber 15, 2002 and February 15 
and M ay 15, 2003.

AND
(b) arrange for refunds to be m ade on sub­

m ission of applications.
I hope the Dept, o f  Inland R evenue will 

issue a  press notification w ith regard  to  this 
m atter. I suggest th a t the pub lic -a t-la rge  
should ob ta in  c la rif ica tion  from  the 
Departm ent early for corrective action. A fter 
all, the concessions g ran ted  by  the 
Departm ent should be enjoyed by all w ith the 
least possible delay.

Tax on dividends
W hilst thanking the D ept, o f  Inland 

R evenue for rem oving the anom alies with 
suitable amendm ents, it should be m entioned 
that the 10 percent W ithholding Tax im posed 
on dividends results in  a reduction o f  income 
to the lim ited com panies receiving such divi­
dends. In the past lim ited com panies w ere not 
liable for tax on dividend incom e. I hope the 
Departm ent w ould m ake necessary am end­
m ents to rem ove this anom aly as w ell..

General
N otifica tions by the D ept, o f  In land 

Revenue are usually published in  the new spa­
pers. It w ould be better if  the D epartm ent 
could issue copies o f such notifications to  the 
follow ing bodies w ho reg ister them selves 
with the Departm ent for this purpose, at the 
same tim e they are released to  the press:

(1) Professional Institutions
(2) Trade Cham bers
(3) Taxation Com m ittees etc.
Sim ilar arrangem ents could be done by the 

Sri Lanka Custom s w hich is also a very 
im portant Departm ent. '

This step w ill ensure that the public-at- 
large is properly inform ed o f any new regula­
tions that are im plem ented, amendm ents to 
existing regulations etc. on time.

S. R. Balachandran
Executive Committee Member Income 

Tax Payers' Association
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