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Dr. P.B. Jayasundera
Secretary, Ministry of Finance
& Secretary to the Treasury
The Secretariat
Colombo 1.

Dear Dr. Jayasundera,

I just completed examining the Report of the Auditor General on the ‘Special Project Audit on the
Management of Government Tax Revenue’, published recently as Parliamentary Series No. 2, in terms of
Article 154(6) of the Constitution, which reads thus;

“154(6) The Auditor-General shall within 10 months after the close of each financial year and as and
when he deems necessary report to Parliament on the performance and discharge of his
duties and functions under the Constitution.”

Such ‘Special Project Audit on the Management of Government Tax Revenue’, admittedly in view of its
gravity and, national and public importance, the Auditor General had deemed, that he stands bounden in
duty to necessarily report such matter to Parliament.

I draw your attention to the following extracts from the said Report of the Auditor General, with
emphasis added on certain extracts.

“WEAK MANAGEMENT OF THE GOVERNMENT TAX REVENUE

Introduction

» According to test checks carried out during the course of audit it was observed that the
annual loss of the Government Tax Revenue is extraordinarily large. According to audit test
checks the computable value of the loss of Government Tax Revenue and the failure to
collect in accordance with the legal provisions during the last few years amounts to about
Rs.389 billion while the amount that cannot be computed is extremely large.

- lannex as Appendix "A’ the Computation of the Rs. 388.9 billion given in
the said Special Audit Report of the Auditor General to Parliament

» The audit coverage is very much limited due to limitations of time and resources and as
such the possibility of the prevalence of large scale irregularities and weaknesses in the
wider areas which were not covered in audit cannot be ruled out.

2. Executive Summary
» Even though the Tax Revenue represents about 90 per cent of the overall Government
Revenue, a sound and efficient management had not been maintained for the

management of the Tax Revenue

~ Even though the contribution of the Value Added Tax represented about 42 per cent of
the Government Tax Revenue, its management is replete with serious deficiencies




» The co-ordination of the flow of information and confirmations which should be in operation
among the major Government institutions dealing in matters relating to the Tax Revenue had
been at an extremely weak level.

» The inter-division co-ordination within the Government institutions responsible for the
management of the Tax Revenue had also not been maintained adequately.

» The institutions d'éé-!ing with the Tax Revenue had not maintained an adequate tax
management co-ordination with their supervisory institutions that is, the General
Treasury and the Ministry of Finance.

» The responsibilities devolving on the Secretary to the relevant Ministry in terms of the
provisions in the Constitution, and on the Secretary to the Treasury and the respective
Heads of Departments as the Accounting Officers through the Financial Regulations
had not been discharged properly.

» The reliability of statistics published as the Govemment Tax Revenue and Exports are
uncertain to a considerable extent.

» The risk of uncertainty over the fufure economic plans exists due to the inability to utilize
accurate data as a basis for planning.

» Questionable responses made instead of taking the immediate steps necessary to be
taken even after serious lapses are brought to the notice of the institutions concerned
by audit, pose problems.

5. Summary of Audit Findings

The audit test checks of the Department of Inland Revenue, Sri Lanka Customs, Department
of Motor Traffic and the Department of Imports and Exports Control carried out in addition
to the audit relating to VAT carried out in relation to the Department of Inland Revenue
revealed a large number of serious deficiencies and shortcomings connected with the
overall Management of the Government Revenue. The structural weaknesses of the
institutions, neglect of duty by the higher management, weaknesses relating to the internal
controls, weaknesses prevailing in the systems and controls as well as the conceptual
problems relating to the State Audit are brought to light through this report.

5:1 Weaknesses of the Higher Management

In pursuance of provisions in Article 52(2) of the Constitution of the Democratic Socialist
Republic of Sri Lanka the overall responsibility in this area is devolved on the Secretary to
the Ministry of Finance.

The Constitutional provision that “The Secretary to the Ministry shall, subject to the
direction and control by his Minister, exercise supervision over the departments of
Government or other institutions in the charge of his Minister” surpasses all other
provisions.

Apart from that, a huge responsibility and a duty are devolved on him in terms of Financial
Regulations as the Secretary to the relevant Ministry who is the Chief Accounting Officer
and as the Secretary to the Treasury whose foremost responsibility is the maintenance of
the financial control and administration of the Government.

A summary of the responsibilities of the Secretary to the Treasury in terms of Financial
Regulations is given below.

» Financial Regulation 124(1) provides that the Minister of Finance is charged with the raising of
Revenue and the collection of other Government monies as well as with the general oversight
of all the financial operations of Government. He (or the Treasury on his behalf) therefore
lays down the broad framework within which departmental financial transactions of all
kinds may be undertaken



» Control and supervision of the Treasury is given in Financial Regulation 126(1). Accordingly
the chief function of the Treasury is to maintain control and supervision over the Government
finance. It is, therefore, the duty of the Treasury to set up a system of financial
administration satisfactory in all respects specially with regard to accounting, security
and responsibility. ;

» According to Finanéiél Regulation 126(2), the responsibility of the Treasury under 126(1)
above is not curtailed by the Statutory assignment of any financial function.

Therefore, the responsibility of the Treasury for the overall management of the
public finance including the management of Tax Revenue is a responsibility
which cannot be evaded. According to Financial Regulation 127 which shows
the general responsibilities of Chief Accounting Officers, a Chief Accounting
Officer is responsible to the Minister of Finance for the adequacy of the
financial administration of all the departments within the Ministry.

In accordance with this Financial Regulation, the Secretary to the Ministry of Finance, as the
Chief Accounting Officer, is responsible to ensure that -

» Each Accounting Officer under his supervision has planned the financial work with propriety
and has evolved a system which provides adequate control over expenditure and the collection
of revenue.

» The expenditure of the institutions under his control is closely examined in the Ministry from
the point of view of economy and efficiency.

> All case of doubt or difficulty are referred to him so that he may bring his own administrative
experience and judgement to bear on them.

» The important variations between the estimates and the actuals of the institutions under his
supervision are critically examined by him personally, and

» The collection of Revenue or other Government dues for which Accounting Officers are
responsible is closely watched and examined by the Ministry.

The Secretary to the Ministry of Finance, in furnishing further explanations, has stated
that he believes the determination of Rs.389 billion as a loss to Government revenue is
erroneous and would create a wrong opinion on the Tax Administration, about those
institutions and the overall State Tax Management.

When the explanations received in connection with each individual observation referred
to in paragraph 4 are taken into consideration, the simple situation that clearly emerges
is the weakness of the State Tax Revenue Management.

Had the higher management acted with understanding and adequate professional
competence, specially with regard to the estimation, collection and refund of Tax
Revenue and the determination of the quantum of tax, the possibility of the loss from
taxes remaining without being collected in accordance with regulations, of such an
erraneous amount of revenue could have been minimised.”

| annex as Appendix ‘B’ a Schedule of the ‘Sub-section Headings® of Section 4 of the aforesaid Audit
Report, which ‘Sub-section Headings’, are themselves, self-explanatory, and re-inforce, underscore and
validate the findings reported upon and opinions expressed by the Auditor General in the said Special
Audit Report to Parliament.

The foregoing is a severe castigation and a damning indictment on you, as the Secretary, Ministry
of Finance and the Secretary to the Treasury, which said Offices, you have held for several vears.
except for the 2 years, 2002 and 2003.



All those who hold public office are accountable, not only to the Auditor General, but also to the public
themselves, inasmuch as, particularly in this instance, it is the management of funds of the public that are
involved, and which funds are held in trust on behalf of the people by the government. To express a
view that reporting by the Auditor General will demoralise the public service has no place, whatsoever, in
the sphere of good governance in contemporary civilised societies. On the contrary, is one to entertain the
idiocy that tolerance of bribery, corruption and inefficiency will incentivise and motivate the public

service 7

You are aware, that over the recent years, I have acted with concern and strenuously litigated, vis-a-vis,
the management of raising public revenue. In fact, the incumbent government came into power
aggressively campaigning denouncing the perverse ‘Tax Amnesty’ of 2003. One of the first pieces of
legislation to have been enacted by the incumbent government was the repeal of the perverse ‘Tax
Amnesty’, with a cognisable majority in Parliament. In such circumstances, it was even more onerous
upon the incumbent government to have arduously ensured the improvement in the revenue
administration and collection. It is with sheer distraught that it is noted, that arrears of Tax Revenue
over the last 2 years have nearly doubled from a level reckoned to have been around Rs. 200
Billion, now to about Rs. 400 Billion. Therefore, in the foregoing facts and circumstances, I cannot be a
silent spectator.

Regretfully, my initiatives, endeavours and actions to arrest and reverse such situation, were
neither appreciated, nor acted upon, but I believe, on the contrary, thwarted. Reference is drawn,
inter-alia, to my Letter dated 10.6.2005.

You are well aware, that the Supreme Court of this country, both, in an Opinion pronounced, and in a
Determination made and conveyed to Parliament, inter-alia, had determined that it is to be borne in
mind that public revenue is held in trust for the People of Sri Lanka, who cannot be denied its
benefit, and that the ‘Tax Amnesty’ of 2003 had defrauded public revenue, causing extensive loss to
the State.

You also are aware, that I raised the issue of cognisable non-repatriation of export proceeds, since
1993/1994 by the non-enforcement of repatriation and surrender requirements for export proceeds,
compatible with policies and procedures, which had been enforced by other IMF Article VIII Status
countries, whose economies are much larger and sounder than ours. Such countries in the region included,
India, Pakistan, China, Malaysia, Thailand, South Africa, South Korea, etc. We even obtain foreign
currency loans from some of these countries. Ironically, whilst we had not enforced export proceeds
repatriation and surrender requirements, such countries had. Whilst the IMF endorsed my stance, I was
surprised to learn that you were unaware of the prevalent international practices.

Export incentives, such as import duty concessions and tax holidays are extended, not merely to have
exports ‘reported’, but to have the realisation of much needed foreign exchange. Such incentives granted
at the cost of public funds, create and cast a contractual obligation on the part of exporters to have
repatriated export proceeds to the country, thereby having a beneficial impact on the foreign exchange
position and the foreign currency rates, having a direct bearing on the cost of living.

As a result of my perseverance and endeavour, the Controller of Exchange was caused to carry out a
voluntary reporting ‘survey’ of the exports for the quarter ended September 30, 2004, to ascertain, as to
whether export proceeds had been repatriated back to the country by December 31, 2004. The answers to
‘questionnaires’ from the exporters were ‘unauthenticated’, in that. they were devoid of bank
certifications. Nevertheless, the report of the Controller of Exchange dated May 5, 2005 of such
‘survey’ revealed that only 81.1% of the export proceeds had been repatriated, whilst 10.7% had
voluntarily been admitted to have been expended abroad, whilst 10% of the exporters were
revealed to be ‘fictitious’, a fact corroborated by the aforesaid Report of the Auditor General.
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