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C.R. de Silva, P.C. Esqr.,

Hon. Attorney General,
Attorney General’s Department,
Hultsdorf Street,

Colombo 12.

Dear Sir,
Further to my Letter dated 16.5.2008 in relation to giving effect to the Inland Revenue (Regulation
of Amnesty) Act No. 10 of 2004, I enclose copy of my Letter of even date, together with the

attachments thereto forwarded to the Presidential Commission inquiring into the alleged fraudulent
VAT refunds, for necessary action to be caused to be taken thereon.

Yours truly,

Nihal Sri Ameresekere

cc:  Mr. Sisira Mendis, Deputy Inspector General of Police - CID

Mr. S. Swarnajothy, Auditor General
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Mr. S.M. Samarakone
Secretary — VAT Commission
Room No. 2/ 125

B.M.I.C.H.

Colombo 7.

Dear Sir,

Further to the evidence I placed before the Commission, and the Letters forwarded, I am
attaching for the kind attention of the Chairman and Members of the Commission, photocopies
of Columns 2852 to 2915 of the Hansard of 18.3.2008, which contain the Statement made to
Parliament by the Minister of State Revenue & Finance and Deputy Minister of Finance &
Planning on the “VAT” Scam, which includes, documents and correspondence tabled, and
details of VAT refunds, etc.

As regards the series of VAT refunds, where it is stated that “Documents are not traceable”,
some very large payments indeed, I believe the recipients of such payments ought to be able to
be traced, through the Inland Revenue Department’s Bank Branch, from which such Cheques
had been issued. The said Bank Branch could reveal information, as to which Account and at
which Bank, such payments had been credited and the identity of the recipients of such
payments; including, as to who had been the signatories to the several Cheques issued by the
Inland Revenue Department.

Significantly, at Column 2862 of the aforesaid Hansard is a Letter dated 23.6.2005 addressed to
Dr. P.B. Jayasundera, Secretary to the Treasury, by then Commissioner General of Inland
Revenue, Mr. R.P.L. Weerasinghe on the ‘audit query’ on the VAT fraud, forwarded by the
Auditor General on 5.6.2005, which had also been copied to Dr. P.B. Jayasundera, as Secretary,
Ministry of Finance and Secretary to the Treasury. (Though a comprehensive audit query had
been submitted on 5.6.2005, I reliably understand that there had been audit queries raised in
2003 and 2004 in relation to GST and VAT refunds).

On 7.6.2005 having met Mr. R.P.L. Weerasinghe on the non-enforcement of the Inland Revenue
(Regulation of Amnesty) Act No. 10 of 2004, I submitted to him Letter dated 10.6.2005, wherein
in relation to the VAT fraud, I stated thus:

“VAT & GST Fraudulent Refunds

As regards, the fraud perpetrated vis-g-vis refunds of VAT and GST reported
upon by the Auditor General, it was suggested (by me) that this matter be referred
to the Presidential Investigation Unit (PIU) for investigation and warranted action
under the law.”



At the time, I was assisting the PIU, who was working together with the CID and the Attorney
General’s Department, infer-alia, investigating into alleged bribes taken at school admissions,
and alleged fraudulent payments from Samurdhi Funds.

It is clear that Mr. R.P.L. Weerasinghe, without reporting such a matter of serious gravity and of
the national economic proportion to the CID, nearly 2 weeks after my aforesaid suggestion, had

written to Dr. P.B. Jayasundera, Secretary to the Treasury intimating of an internal Committee of”

Inquiry he had appointed. I believe this gave ample time and opportunity for those involved to
cover-up, and thereafter for documents to be reported ‘to be not traceable’.

I also refer to Letter dated 1.7.2005 from Dr. P.B. Jayasundera, Secretary to the Treasury
addressed to then Commissioner General of Inland Revenue, Mr. R.P.L. Weerasinghe calling for
explanation on the non-enforcement of the Inland Revenue (Regulation of Amnesty) Act No. 10
of 2004, particularly his not responding to 3 Letters of the Controller of Exchange, addressed to
him in terms of the provisions of the Exchange Control Act, and he being bound to reply thereto
in terms of the provisions of the Inland Revenue Act.

However, without any inquiry, upon retirement on 9.7.2005, having failed to get an extension for
Mr. R.P.L. Weerasinghe to continue, as the Commissioner General of Inland Revenue in terms
of a Ruling given by the Public Services Commission, Dr. P.B. Jayasundera, Secretary to the
Treasury appointed Mr. R.P.L. Weerasinghe, as a Consultant to the Ministry of Finance.

Kind regards,
Yours truly,

f———__—‘_——‘-
Nihal Sri Ameresekere

PS: Copies of the Letters referred to above are attached for easy reference.
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Commissioner General A

Dept of Inland Revenue

Doar Sri,

s\\

ENFORCEMENT OF INLAND REVENUE (REGULATION OF AMNESTY) ACT No: 10 of 2004

Chairman, Public Enterptise Reform Commission has written o Her Excetlence the Presidant (a
copy which has been submitted to me) informing that you have not responded to his letter dated

6.1.2005 regarding the enforcement of Inland Revenue (Regu

lation of Amnesty) Act No:10 of

2004. He has further stated that you have not responded to 3 letters of Controller of Exchange

as well.
Please clarify the position.

Yours faithfully,

P B Jayasundera

Secretary to the Treasury

Cc:  Secretaty to the President
Controller of Exchange
Chairman - PERC
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:{V‘: PUBLIC ENTERPRISES REFORM COMMISSION

OF SRI LANKA
PERC

The right thing. The right way.

BY HAND

10t June 2005
Mr. R.P.L. Weerasinghe
Commissioner General of Inland Revenue
Department of Inland Revenue,
Sir Chittampalam A Gardiner Mawatha,
Colombo 2.

Dear Sir,

Enforcement of Inland Revenue (Requlation of Amnesty) Act No. 10 of 2004

| refer to my Letter dated 17.5.2005, and the subsequent discussion had with you on 7.6.2005 at your Office.

As per such discussion had, | confim the following, whilst making certain observations, as was requested by
you:

1. In respect of the 13,482 persons, who had submitted Declarations, deemed as Declarations
made under the above Act, that new Income Tax Files will be opened immediately.

However, the draft Instructions to the Deputy Commissioners dated 2.6.2005, states that
these Declarations will be sent to the Information Branch and that the - “Information Branch
will open income tax files for persons, who become liable to pay tax".

The Information Branch ought not have a desecration, not to open income Tax Files.

To expedite correct revenue enforcement and collection the Information Branch should direct
these Declarations to the relevant Units, as per the Addresses of the Declarent, whether
corporate, partnership or individual; and it be left to the relevant Unit to deal with the
Assessments in respect of the Years of Assessment 2002/03 and 2003/04; in that the
income Tax Amnesty is only upto 31.3.2002.

The Deputy Commissioner of the relevant Unit could then immediately send out Income Tax
Retumn Forms for the Years of Assessment 2002/03, 2004/05 to these 13,482 Declarents,
who had no Income Tax Files to be processed and retumed by stipulated dates, and dates
stipulated for payment of taxes, and the incidence of penalty for late payments.

In terms of the Declarations, it would be up to the Declarents to satisfy the relevant Deputy
Commissioners, as to whether Income Tax ought be paid or not, by them.

11-01 West Tower. World Trade Centre. Echelon Square. Colombo 1. Sri Lanka. Tel: 2346831 2338756
Fax - 2326116°2342544. Email: info@perc.gov.Ik htip:swww.perc.gov. tk



Declarations would have made by persons who have no Income Tax Files to get Custom
Duty and penalty waivers and refunds, Exchange Control fines and penalties and fines that
had been imposed for violation of the several other Laws that came under the purview of the
now repealed infamous Inland Revenue (Special Provisions) Act No. 10 of 2003. Such
persons not having Income Tax Files in relation to the value volume of such transactions
would have been an evasion of Income Tax. Hence Income Tax Files ought to be promptly
opened and the provisions of the Inland Revenue Act No. 38 of 2000 strictly enforced.

In addition, such Declarations ought to result in collection of indirect taxes such as GST, VAT
and Provincial Turnover Tax. Such Taxes ought to be correctly assessed and collected. No
Amnesty has been afforded such Taxes under the Inland Revenue (Regulation of Amnesty)
Act No. 10 of 2004. The previous Amnesty in respect of such indirect taxes have been
specifically dealt with by the Supreme Court and condemned.

In respect of the 38,323 persons, who had submitted Declarations and who had had Income
Tax Files, it was confirmed that these Declarations will be grouped in respect of the
respective Income Tax Units and dispatched directly to the relevant Deputy Commissioners
in charge of the respective Units immediately.

The respective Deputy Commissioners ought examine the Income Tax Returns forwarded by
such persons for the Years of Assessment 2002/03 and 2003/04, to ascertain as to whether
the income returned in respect of these 2 Years have been in conformity and sympathy with
the Declarations made as at 31.3.2002.

Here again, Declarations would have been made to get Customs Duty and penalty waivers
and refunds, Exchange Control fines waived, and penalties and fines etc. The Income Tax
Returns in respect of the Years of Assessment 2002/03 and 2003/04 ought be in conformity
with the value volume of such transaction, or else, Income Tax would continue to be paid by
such persons, below their actual levels of income.

Furthermore, for example if Fixed Deposits had been declared as at 31.3.2002, then
naturally interest income would arise in respect of this additional monies for the Years of
Assessment 2002/03 and 2003/04, similarly rental incomes, etc.

In this category, the Assessor ought be directed by the Deputy Commissioner to raise
additional Assessments for the Years of Assessment 2002/03 and 2003/04 in the context of
the disclosures in the Declarations; or in the alternative, the Deputy Commissioners calling
for explanations on such additional items / informations from the relevant Tax Payers, and
thereafter causing Additional Assessments to be made; including in respect of indirect taxes,
GST, VAT and Provincial Turnover Tax.

Here again new dates for payment of any Additional Taxes for the Years of Assessment
2002/03 and 2003/04 would have to be stipulated, with penalties for delay.

As regards the written requests made to you by the Controller of Exchange for Declarations
of any Foreign Assets by persons for him to enforce the provisions of the Exchange Control
Act, it was confirmed that the relevant Deputy Commissioners, upon examining the
declarations would forward the relevant informations to the Controller of Exchange.

In the alternative, the names of the relevant Deputy Commissioners could be provided to the
Controller of Exchange, so that the Controller of Exchange could give directions to provide
such informations in terms of Section 39 of the Exchange Control Act. Such Declarations
could even pertain to monies attributable to offences such as drugs, terrorism, etc.
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As regards communication to the Commission to Investigate Allegations of Bribery or
Corruption by persons who falt within the purview of the Bribery Act, it was confirmed that
such information would be forwarded similarly by the relevant Deputy Commissioners upon
the examination of the Declarations, where it is disclosed that persons coming under the
purview of the Bribery Act or the Declaration of Assets law are identified.

In the alternative, the names of the relevant Deputy Commissioners could be provided to the
Commission to Investigate Allegations of Bribery or Corruption so that the Commission
could give directions to provide such informations in terms of the Bribery Act.

As you are aware, even the now repealed infamous Inland Revenue (Special Provisions) Act
No. 10 of 2003, did not contemplate the granting of amnesty or pardon for offences of Bribery
or Corruption, which offences were expressly excluded in terms of Section 6 (4) of the Inland
Revenue (Special Provisions) Act 10 of 2003.

Given the dicta of the Supreme Court that the now repealed infamous Inland Revenue
(Special Provisions) Act 10 of 2003 defrauded public revenue causing extensive loss to the
state, and in the context of questions being raised, as to how and why such perverse law
was conceived and enacted behind the back of Her Excellency the President and extended
regardless of her objections, warrants that copies of all Declarations be forwarded to the
Commission to Investigate Allegations of Bribery or Corruption, for the Commission to
identify those persons, who should be dealt with for Bribery or Corruption; inasmuch as no
legitimacy or entitiement flows from a fraud to a Declarent.

As regards, the draft Instructions to Deputy Commissioners dated 2.6.2005, my further
observations as requested are as follows:

Classification of Declarations 1 (i)

These Declarations ought not be accepted as per paragraph 2 (a) of the said Instructions for
grant of income Tax Amnesty without verification of correctness of such Declarations. For
instance false Cash Balances, Stocks, Receivables could have been declared as at
31.3.2002 to show cash inflows in subsequent years and to evade the payment of correct
Income Tax in the subsequent years.

In terms of Section 4 (3) of Inland Revenue (Regulation of Amnesty) Act No. 10 of 2004, no
Loss disclosed as at 31.3.2002 can be carried forward for the subsequent years.

it ought be noted that these Declarents had obviously not conformed and complied with the
Laws coming under the purview of repealed infamous Inland Revenue (Special Provisions)
Act No. 10 of 2003. Hence the need to verify the authenticity and the correctness, prior to
unilaterally granting an Income Tax Amnesty.

Section 3 (3) of the Inland Revenue (Regulation of Amnesty) Act No 10 of 2004 imposes the
requirement to verify the correctness of Declarations, prior to granting Income Tax Amnesty.

In addition, there being no Amnesty being granted as aforesaid in respect of indirect taxes,
GST, VAT, Provincial Turnover Tax, steps ought be taken to assess and collect such indirect
taxes.

Classifications of Declarations 1 {ii)

Here endeavour is made as per paragraph 2 (b) of the said Instructions to obtain incomplete
information, calling for further information in terms of Section 3 (3) of the Inland Revenue
(Regulation of Amnesty) Act No. 10 of 2004 for the grant of Income Tax Amnesty.
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Here again it would be noted that these Declarents had obviously not conformed and
complied with the Laws coming under the purview of repealed infamous inland Revenue
(Special Provisions) Act No. 10 of 2003. Hence the need to verify the authenticity and
correctness, prior to unilaterally granting the amnesty.

Section 3 (3) of the Inland Revenue (Regulation of Amnesty) Act No 10 of 2004 imposes the
requirement to verify the correctness of Declarations, prior to granting Income tax Amnesty.

In addition, there being no Amnesty being granted as aforesaid in respect of indirect taxes,
GST, VAT, Provincial Turnover Tax, steps ought be taken to assess and collect such indirect
taxes.

Classifications of Declarations 1 (iii)

These Declarations ought not be rejected as per paragraph 2(c) of the Instructions simply
because the Declarents had not declared any income or assets or any source of income.

As dealt with above, some of these Declarations would have been made, simply to obtain
Custom Duty and penalty waivers and refunds, Exchange Control fines and penalties and
fines imposed under the several statutes coming under the purview of the now repealed
infamous Inland Revenue (Special Provisions) Act No. 10 of 2003.

As dealt with above, these Declarations ought to be examined to consider whether levels of
income declared are in conformity and sympathy with the levels of these other business
transactions in respect of which they have sought Amnesty / Pardon for breach of the law;
some of which could be criminal offences.

In addition, there being no Amnesty being granted as aforesaid in respect of indirect taxes,
GST, VAT, Provincial Turnover Tax, steps ought be taken to assess and collect such indirect
taxes.

VAT & GST Fraudulent Refunds

As regards, the fraud perpetrated vis-a-vis refunds of VAT and GST reported upon by the
Auditor General, it was suggested that this matter be referred to the Presidential
Investigation Unit for investigations and warranted action under the law.

As you are aware, the Supreme Court on two different occasions, one when Reference was made under Article
129 of the Constitution by Her Excellency the President, and second, when making determination on the Infand
Revenue (Regulation of Amnesty) Bill, inter-alia, pronounced and determined that by the Inland Revenue
(Special Provisions ) Act No. 10 of 2003, there has been defraud of public revenue causing extensive loss to
the State.

Hence, no legitimacy or entitlement, whatsoever, would flow from fraudulent transactions. Thus the Declarents
have to be strictly dealt with in terms of Inland Revenue Act No. 38 of 2000, as persons who had endeavoured
defraud public revenue causing extensive loss to the State; which is also an offence of corruption in terms of
Section 70 of the Bribery Act. Thus the need to communicate with the Commission to Investigate Allegation of
Bribery or Corruption.

I understand that all Declarations were given a “serial number”. Hence a proper record ought be maintained in
accordance with such “serial number" disclosing as to how the said respective Declarations have been dealt
with, i.e. whether new Income Tax Files have been opened in respect of those who had no Income Tax Files:
and whether additional Assessments have been made in respect of those who had Income Tax Files; including
as to how the incidence of indirect taxes, GST, VAT and Provincial Turnover Tax had been dealt with.
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It was also confirmed that action has already been taken to collect all taxes that were due, which had been
written-off or refunded, consequent to Inland Revenue (Regulation of Amnesty) Act No. 10 of 2004, and that
litigations have been re-instituted, where withdrawn, and Appeal Hearings continued with, where stopped. This
information too ought be maintained on the above record.

The foregoing should be expeditiously implemented, inasmuch as the Inland Revenue (Regulation of Amnesty)
Act No. 10 of 2004 became law as far back as 20.10.2004 with the certification by the Hon. Speaker, having
been presented as an “Urgent Bill". The repeal of the infamous Inland Revenue (Special Provisions) Act No. 10
of 2003 by the enactment of Inland Revenue (Regulation of Amnesty) Act No. 10 of 2004, became a reality due
to my efforts and the sole commitment and determination by Her Excellency the President, and the voice of the -
people, whose funds had been defrauded as aforesaid, and which funds are held on their behalf in trust by the
State.

It would stand to reason that no one, who had been actively involved in mooting, formulating,
articulating and supporting the now repealed infamous Inland Revenue (Special Provisions) Act No. 10
of 2003, ought be associated and/or involved in the implementation of the foregoing. It was acknowledged
that some of such persons function as Members of the now created Tax Cluster !

No Gold or Silver Cards ought be given to any of the Declarents until a passage of time whereby they are
accepted to be honest and responsible Tax Payers ! There is no logic in recognising those Tax Payers, who pay
Rs. 1 Mn. tax where they ought to have paid very much more; whereas there is merit to recognise even the small
tax Payer who has paid Tax honestly, with responsibility.

Yours faithfully,

- -
)

Nihal Sri Ar;we.resekere
Chairman

cc: Controller of Exchange
Director General, Commission to Investigate Allegations of Bribery or Corruption

Auditor General

Secretary to Her Excellency the President
Her Excellency the President
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COMMIUTTEE TO ENQUIRE INTO AND REPORT ON CERTAIN VAT
REFUNDS ALLEGED TO BE IMPROPERLY MADE

o Mr. PP DL P Karunasekera - Additional Commissioner General

- (Chairman)

- DCUnit4 - (Member)

- DC Internal Audit & Assessment
Control - (Mcmber)

2. Mrs. Anula Seneviratne
3.

3. Mr. W, Thilukeratne

You are aware that an investigation is now being carried out by the
Commission to fnvestigate Allegations of Bribery or Corruption into
VAT refunds made to the tollowing taxpayers.

TIN NAME

(@) 114216623
(h) 409011314
£e) 700520803
() 622783606
(¢} 643182165
(1} 409162070
o) 104054749
(b 409157998
(i) 409162517

World Gate Apparels
Jef Garments

M. S, Jaffer

M. S ML Jalier

M. L M. Yoosuf

Pro Garments

Butant Exports
Junaid Apparels
Kohb Apparels

2. bwish to fook into the same matter at the level of the department
and request you to conduct an inquiry and report to me before
Jath May 2005 on the following.

(i)  Whether infact VAT refunds have been made during the
period from fanuary 01, 2002 to October 01. 2004 to any or
more of the taxpayers mentioned above.

(i) Whether any or some or all of the refunds is/are at variance
with the VAT law and pr'aclice of the departiment in
relation thereto ldentify the cases if any which are at
vartance

2:8Be0x7nd
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(iii)  What are the deficiencies in the controls and procedures
adopted by the department in relation to the
implementation of the VAT law with regard to the issue of
refunds.

(iv)  Who are the officers responsible for such variances.

(v)  Whether any corrective action have been taken subsequent
to the issue of such refunds; if so your views as to the
effectiveness of such action.

(vi)  What actions/procedures you recommend to
. violations of the law or practice in the future.

avoid
(vit)  Any other matter you wish to comment on.

3. You are authorized in this regard to

(a)  Call for any file or other document from any branch/unit of
the department whether such file or document is in
electronic or other medium and to exanune them.

(b)  Summon any officer of the department and require such
officer to disclose information relevant for present purpose.

(¢) To take any other action to facilitate the successful
completion of the inquiry.

R. P. L. Weerasinghe
Commissioner General of [nland Revenue

Copies :
1. Three officers named above.
2. All other CIRR & D. CC who are requested and hereby
required to corporate with the committee.

a & Depattment of Iniand Revenue
AL Fonpaid Al s k. Il revenue Builling
AUTHINE G 515 No. 515

witpt L6 Fmpeu P f mant g

£, DrdShpiisvib € &g nasujans  Sir Chitampakin A. Gurdier Mawatha.
Darggiey 2. G Colambo 2. Sei Lanka

i . (Imne sdsfue | ooedy
} 30816 Soramaguf [ 4124 558 Cannaiy
Telephone Telegruns Revenue

FRVIC BTN Sust ewe oo
ERMTINENTY sTug @ £33 23 June. 2005
Your No. My Na. Dure

The Secretary to the Treasury,
Dr. P. B. Jayasundara,
Ministry of Finance.

Dear Sir.

Query No. EAF/C/1R/Query/2004/30
Audit Query-Auditor General’s Department

I refer 10 the above audit query raised by the Auditor General’s
Department, and addressed to me with a copy to you: A copy of the
query is attached herewith.

The Auditor General has raised this query with regard to the refund of
VAT amounting to Rs. 3,573.372.886 to 20 companies by 235 cheques
during the period 15th November, 2002 to 25th August, 2004.

This matter is being investigated by the Bribery Commission. I also
appointed a committee of which Mr. P. P. D. P. Karunasekera has been
appointed as the Chairman. The report of the committee has not been

* submitted yet. 1 hereby attached a copy of the appointment letter.

[ have decided to draw your attention lo above query as I will retire from
9th July 2005 and this 1s very important, and I believe that remedinf
action should be taken without delaying because these type of refunds
have to be stopped, and proper system of issuing VAT refunds has to be
implemented.

R. P. L. Weerasinghe,
Commissioner General of Infand Revenue.

[T
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Internal Audit & Assessment Control
22.06.2005

C.G. LR,

Interim Report of Committee to enquire
Into certain VAT refunds alleged to be improperly made

This refers to your request-dated 24.03.2005, appointing a committee to
conduct an inquiry into and report on certain VAT refunds alleges to
have been improperly made. ’

Initially the committee intended to collect the information from relevant
files themselves.

All the files were called from the VAT branch. In its response, of VAT
files being furnished, relevant two G. S. T. files were made available to
the committee. It was also informed that some of these files were taken
over by the Bribery Commission and the Auditor General’s Department
(Numbers are given below.)

World Gate Apparels - 114216623
Jef Garment - 409011314
- M. S. Jaffer - 700520803
M. J. M. Yooduf - 643182165
Pro Garmants - 409162070
Butani Exports ' - 104054749
Junaid Apperals - 409157998
Kohb Apperals - 409162517

The committee found that there are no physical files being maintained in
the VAT branch until such tine an audit is commenced in the file.

Documents relevant to registration of VAT taxpayers are all handled by
the D. P. R. A. U. and thereafter kept into custody.

No Single VAT file after being subjected to audit with connected papers
has been furnished despite several requests made by the Committee. So
committee is unable to ascertain whether those files have been audited or
not.

Failure to obtain above documents the committee looked into what
refunds have been made in those files. A copy of the details of the
refunds is attached herewith.

Steps are being taken to call the relevant tax payers to get preliminary
information in relation to those refunds. Further details in relation to
clearing of cheques will be obtained from the relevant bank.

Please treat this as interim report on what we have completed up to now

and enquiries will be continued and further developments will be
informed te you in due course.

Mr. P. P. D. P. Karunasekara— A. C. G. (Chairman)
Mrs. Anula Senevirathna—D. C. Unit 4 (Member)

Mr. W. Tilakaratne—D. C. Internal Audit (Member)

INTERNAL MEMO
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Fraudulent VAT Refunds
Proposal to require Internal Auditor
of the Ministry of Finance to Examine and Report

This refers to your note dated 16.08.2005.

1. Secrecy provision of the VAT Act (Section 73) do not periiit
internal auditor to have access to tax records.
2. It would appear that only 3 alternatives are available.

* Request CGIR to carry out further inquiry focusing on

identified aspects.

Request Auditor General to carry out further audit focusing

on identified aspects.

* To establish Commission under the Special Presidential
Commission of Inquiry Law No. 7 of 1978.

R. P. L. Weerasinghe
Senior Tax Advisor
18.08.2005

#8HS 05
8¢C ™ BP0 FHm-RB
B, ALLfLD syemivés
MINISTRY OF FINANCE AND PLANNING

on o@n® MmEwcy, omed 01, Gsweosn, Gsregoy 01, The Secretariat, Colombo 01.

®0d 92Bx
Qaniemrd Wibw treasury.

miSeacs 2484500 opsSed
Website gov.Ikk

S 2484600  Swdww (94)-011-2449823
Office 2484700 Fax °

To nternal Auditor

From : Secretary to the Treasury
Ce: DST/D

Subject : Alleged frregularities
Date : )

16th August, 2005

The Honournable Minister has directed me that an carly investigation be
carried out in respect of alleged irregularitics in VAT reimbursement in
the Intand Revenue Department. The Minister has drawn urgent
attention to this matter in view of the adverse publicity regarding
malpractices in the Department of Customs and Inland Revenue.

Theretore, you are hereby directed to examine the alleged irregularties in

the VAT reimbursement transactions and subinit a report to me within
10 days from the date of receipt of this memo.

7 -~ PL 002944 —- (2008/04)

®ed g-me Ded g gme
aarg @ (RPN S18 12th September 2006
My No. Your No. Date

The Commissioner General

Department of Inland Revenue
Sir Chittampalam A. Gardiner Mawatha
Colombo 2

Fraudulent VAT Refund

The Hon. Minister of Finance & Planning has directed me to have an
early investigation regarding alleged irregularities in VAT refunds to
which the Press has given wide publicity; among others, to the following
parties:-

*  World Gate Apparels
* Jef Garment
* M. S. Jaffer
* M. S. M. Jaffer
* M. J. M. Yoosuf
*  Pro Garment
Butani Exports
Junaid Apparels
*  Kohb Apparels

In this regard, please report to me on the following:-

t. Whether the. VAT refunds have in fact been made to any
one or more of the parties named above, during the period
01.01.2002 to 01.10.2004.

2. Whether any such refunds have been made in contravention
of the relevant provisions of the VAT law, and if so,
“identify such case by name indicating also the amount of
the refund in each case.

[¥%)

Whether any guideline or procedure has been prescribed by
you or on your behalf with regard to the making of VAT
refund, and if so, whether any of the refund in question has
been made in contravention of such guideline or procedure.

Identify each case by name indicating also the amount of
refund in ecach case. )
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4. Whether from any deficiencies or shortcoming in the

systems and procedures adopted by the Department in

relation to the administration of the VAT law, with regard
to the issue of refund in particular, if so, identify such
deficiencies.

5. Whether in view of the alleged irregularities you
recommended any amendments to the VAT law, if so,
indicate the substance of such amendments.

6. If indeed any irregular/fraudulent/improper refunds have
been made, identify by name and designation the officers
responsible for the same.

7. Brief statement of any collective action taken subsequently.

8. What action you propose to initiate in order to avoid or
minimize the chances of any recurrence of similar
situations.

9. Any other comments you wish to offer in this regard.
Please forward your response before 21st September, 2005.

P. B. Jayasundera
Secretary to the Treasury

a§u® 06

B¢ s ygminersigt Departinent of Inland Revenue

Intard Revenue Building
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Your No. My. No. Datc

21.09.2005

Secretary to the Treasurey
Ministry of Finance

Fraudulent VAT Refun_d

With reference to vour letter dated 12th September 2005 on the above,
the details requested are kindly given below -

(1) VAT refunds have already been issued to all parties mentioned in

your letter during the period from 01.01.2002 to 01.10.2004.

(2) All these refunds have been issued on the basis of returns fur

nished and they have been made in accordance with the pro
visions of VAT law, .
(3) ‘No any refund found to have been made in

contravention of guidelines and procedures prescribed for the issue
of refunds.

(4) When refunds are issued for exporters during the period under
consideration there was no facility available in the system to check
the amount declared as exports in the return with exports actually
made through the customs. However, this checking was done after
obtaining a custom declaration obtained from the taxpayer.

(5) So far

no any amendment was proposed in this
regard. :

(6) Since the issue of refund is a collective activity of number of offi
cers it is not possible to identify and name officers individually
responsible for the issue of improper refunds.

(7) Following are some of the steps taken subsequently to minimize
the chances of happening of similar situations.

2886®xInd
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1. Making compulsory to check up the export data with taxpayers
returns.

it.Directing officers to pay more attention when registering
taxpayers for VAT.

iii.Instead of issuing refund cheques directly to persons concerned
over the counter, instructions have been given to dispatch all
cheques by registered post to the address provided at the time
of registering for VAT.

~ iv. Factlity to check on line the amount of exports declared in the
return with the exports through the customs was made available
to the officers in issuing the refunds.
v. Deferred Refund System for VAT was introduced for the"
apparel industry to curtail improper refunds.

(8) In addition to the steps introduced on above, all cases involved for
this type of irregular refunds were
subjected to VAT Audits including field audits and
assessments were raised wherever necessary to recover the appro
priate amounts and recovery has already been initiated.

A Committee has been appointed by me to investigate the cases where
refunds claimed to have been irregularly made.

P.P.D. P. Karunasekera
Commissioner general of Inland Revenue

P.P.D.P. Karunasckera
Conunissioner General of Inland Revenue

7Y@ 07
ST flewms Qsrerens Hemawrssearn
Department of Fiscal Policy
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My No. Your No. Daw

Commissioner General
Department of Inland Revenue

Dear Sir,

Fraudulent VAT Refunds

I'am in receipt of your letter 6f September 21, and regret to note that
it has not clarified the concerns raised by my letter. In the meantime in
order to clear the name of the Department and those of the officers, it
would be desirable that you make a public statement to indicate that you
have initiated action to rectify the situation.

2 You state that refund is a collective activity and that it-is not
possible to identify any individual officer by name as being responsible
for the issue of the refunds in question. You will agree that, by
extension, it is also the collective responsibility of these officers to
answer the issues raised by the Auditor General. Therefore please send
me a schedule of the officers who were involved in that collective
activity, 'In relation to each of the refunds referred to in item 04 of the
Audit Quarry  No. EF/C/IR/Wimasunv2604/30 of June 3, 2005
addressed to you by the Auditor General with copy to me. Please also
indicate, with reference to each of the refund,

(i)  whether an audit has been carried out and if so names of
the officers who panticipated in it

(i) name of the Assessor who signed the refund assessment,
and the name of the Deputy Commissioner who
approved the refund.
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(iii) the names of the officers who signed the cheque 03. It is proposed to investigatc the matter further with a view to ascertaining whether in fact
) there has been any fraud and if so. the person or persons responsible for same. the actual amount

(ivy name of the Deputy Commissioner of the Unit from nvolved cfc.
which the refund was issued and the name of the

.. . . . 04. It has been pointed out that th isions in Scctions in sections 73 of the VAT Act relati
Commlssmner in change Of that Umt at the tlme the as N POINLCG oul a C ProvISIONS 1N SCCLONS 10 S¢C 10nS 0 € Ct relating

to official secrcey might stand in the way of any such inquiry. The provisions in the VTA Act

refund was issued. appear to be more stringent than thosc in the Inland Revenuc Act (Scction 178 of Act 38 of
2000). in that Section 178 provides for a number of exceptions in subscctions (4), (5). (6) etc. but
3. Also please clarify the following - there are no such exceptions in Sections 73 of the VAT Act.
(a) I am aware that during the GST regime every taxpayer 05. I wish to have your opinion as to whether an inquiry/investigation by the Fraud Bureaw/a
i r the first time (the first-refund cases person or a panet appoiqted by the Minister of Finance or by the Cabinet or by H. E. the
claiming a rgﬁlnd fo . c firs ( iected d) President etc, would be violative of Section 73 of Act No. 14 of 2002 or whether there is any
was customanly and without exception, SUbJe‘:t to audit alternative course of action available to ascertain the matters referred to in paragraph 3.

before the issue of the refund.

06. My observations on the applicability of Section 73, as regards the refunds made to fictitious

(i) Was this custom of auditing every first-refund parties, ate as follows:,
case continued with the change ever from GST to
VAT? The substance of Scction 73(1) is that the Commissioner General and 'the other
. employees of the Inland Revenue Department ............ " shall preserve......
(i) Are there any first-refund cases among those secrecy with regard 10 all maters relating to the affairs of any person ......... " the
referred to in item 04 of the Audit Quarry, and if person’ (defined in Section 83 at page 35 as mc!}xdmg a company or body pf
” A persons”) in this context is obviously the “taxpayer” - the one who as registered in
so identify them by name and state whether the the relevant records of the Tax Department as such, who furnishes tax returns
customary audit has been carried out in each such corresponds with the Tax Department on various issues ctc. in other words the
case; if not why not? persons has to be “real” (not fictitious)
(B) In the case of exporters (among those referred to in item 04 :thrc the “Persons” who has (alllegedly) furnished returns (with other
. : . ocuments in support of the same) claimed (and received) refunds is not real
Of the Audit QUCIT}’) whether the refund is annbumb!e to but fictitious. then any inquiry into or investigation of the returns, refund
1mports or local purchases? claims and other correspondence would not constitute in law, a violation of
) . i . the “secrccy relating to the affairs of any persons™. because no “person”
(i) If attributable to imports, was the input tax thereon exists in reality.
checked with the customs authorities before issue of
refund and if not why not? These obscrvations would not apply where the “persons” (f.c., recipients of the

refunds) are actual and real.
(ii) On the other hand if attributable to local purchases,

was a schedule thereof obtained before issue of . 07. As the sum allcged to have been fraudutently refunded is around Rs. 3.450 Mr.
refund, of not, why not . It is necessary to take quick action identify and round up the culprits.
X .
(c) Whether any refund claimant (among those referred to in item 04 08. I look forward for your advice in this matter.
of the Audit Quarry) has been registered as a non-exporter If so
has the refund to such a claimant been made within a period of Sgd. P. B. Jayasundara
Secretary of the Treasury

one month (the period applicable to exporters) notwithstanding

that there is no statutory requirement to do so. If so what were the §
circumstances that necessitated the issue of the refund so expedi qu & @@6@53(;5) q@amsooeaw

tiously. B8, AL & sjeowEs
MINISTRY OF FINANCE AND PLANNING

4. 1 presume that you appreciate the need to probe a fraud of
such gigantic proportions as the instant case, described in o afm® mb 201 o The's st Colombo 01
. . " > . IDWICEH, TWI IS, GlsTap tariat,
some media as being “unprecedented”. It is our bounden °e ST Brumas, Garaced ¢ Secromriat. Tolombo
duty, as responsible public servants, both you and I, to do
. R e oED e
our u.tmost to ensure that public funds are not allowed to et P w} (04) 0112449823 Deviremse Yot wrsasury Gov. 1k
be mlsappropnated. Office Fax Websile
5. T appreciate an early reply. o e £oi & mo gone
aarg 0. P FPN6200920 e g Gea : ﬁsﬁ} 22.12.2005
. My No. Your No. Date
Yours faithfully
P.B. Jayasundara Commissioncr General
Secretary to the Treasury Departrcnt of Inland Revenuc
qu © @@&QO:)Q@ q@omlsoo&w Fraudulent VAT Refunds
“. ‘ . A éd oy 5 1 wrotc to you on October 26. 2005 raising certain issucs with regard to the

} fraudulent Vat refunds. | regret that | have not, so far, had cven an interim reply.
MINISTRY OF FINANCE AND PLANNING
. ) Plcase aticnd to this matter on an urgent basis and forward your responsc on or

before December 30, 2005,

v o@dnd mbwmee. Tmed 01 Drwa s, DHT oy 01 The Secretariat Colombo 01
Sgd. P. B. Jayasundera
Secretary to the Treasury

P e } 214500 ;‘3\’:) } oo et

UISERLEE B Dugaic 4 9440R73  EeOSL P wircasury Gov ik

Olfice 2RI Fax OH 28D (e 16.01.2006

FP/06/20/09:20

Coet @ ma LR T W P

Tors @R b rpae. 200030 08 B £55 » 21102005

My N . Your No, Pate Commissoner General

Department of [nland Revenue

The Attorney Geneeal Fraudulent VAT Refund

This refers to my any letter 26th October. 2005 and the reminder of 22nd
Sccrecy Provisions in the Vaiuc Added Tax Act No. 14 of 2002 Dccember 2005. | regret that | have not so far had even an inerim reply.
1 igation of Fraudulent VA

Refunds

Please attend to this matter on an urgent basis and forward your response on or
You arc probably awarc of the recent media reports relating to fraudulent VAT refunds: the before 4.00 p. m. today (16.01.2006). Please treat this as final reminder on this
reports were based on certain parts of the Auditor Generals report No. E. H/CHLR/ matter.
Wimasum/2004/30 dated 03th June, 2005 (copy anncxed).

) - . Sgd. P. B. Jayasundara
02. It would appear that some of the refunds have been made to fictitious partics. Scerctary to the Treasury
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DETAIL OF VAT REFUNDS
Period Date ] Nil , C h?que Amount Name of Institution Name of the Name of the Name of the
Number/ No. Rs. Assessor who Assessor who D/C who
\]\/;OULher- Authorized Approved Certified the
umber the Refund the refund Refund Document
15.11.2002 50256 180277 2.483.468 World Gate Apparels Pvt. Ltd..  Document not traceable
09093 02.01.2003 5_102] 181683 3.900.988 World Gate Apparels Pvt. Ltd. - Z. Jayatilake R. K. H. Kaluarachch
02.01.2003 51023 181684 2,817,782 World Gate Euro Apparel Document not traceable
(Pvt.) Ltd.
14.02.2003 26280 182382 2,793,107 World Gate Euro Apparel Document not traceable
(Pvt.) Ltd.
02123 12.02.2003 26337 182390 3,893,728 (S;)uth [I:?ka Graments Industries Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
vt.) Lid.
02122 25.02.2003 26855 183442 3291619 I\i\/'orch‘i dGate Euro Apparel Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
vt, Ltd.
25.02.2003 26919 183335 2,619,727 World Gate Apparels Pvt. Ltd.  Document not traceable
26.02.2003 26978 183526 3,393,177 World Gate Apparels Pvt. Ltd.  Document not traceable
12.03.2003 27706 184867 3.860,455 World Gate Apparels Pvt. Ltd.  Document not traceable -
3032 04.04.2003 29434 186438 711312 Pro Garments Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
3033 04.042003 29435 186441 4,096,783 World Gate Apparels Pvt. Ltd. ~ Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
04.04.2003 29509 186679 5.117.923 World Gate Apparels Pvt. Ltd. Document not traceable
08.04.2003 29621 187007 4.162,353 World Gate Euro Apparel Document not traceable
) (Pvt.) Ltd.
11.04.2003 30951 187279 5,611,729 World Gate Euro Apparel Document not traceable
(Pvt.) Ltd.
22.042003 30604 187422 1,231,655 Creative Apparels Document not traceable
22.04.2003 30613 187402 2,711,351 Creative Apparels Document not traceable
23.04.2003 30838 187409 4,863,922 Lanka Universal Garment Exports ~ Document not traceable
03031 29.04.2003 31261 187695 4,290,788 Lanka Universal Garment Exports Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
03031 29.04.2003 31262 187748 4,567,911 Lotus Apparel (Pvt) Ltd. Z. Jayatilake Z. Jayatilake R. X. H. Kaluarachchi
05.05.2003 31471 188084 3,819,641 Subramanium S. (Lotus Garments) ~ Document not traceable
06.05.2003 31591 188428 449,878 Subramanium S. Document not traceable
03031 20.05.2003 32393 188682 5,061,195 World Gate Apparels Pvt. Ltd.  Document not traceable
20.05.2003 32394 188674 5,231,826 South Lanka Graments Industries Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
(Pvt.) Ltd.
03033 21.05.2005 32583 188815 4993774 Pro Garments Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
23:05.2003 32675 189090 2.909.685 Creative Apparels Document not traceable
03033 26.05.2003 32782 188875 5,029,668 Subramanium S. Z. Jayatilake 7. Jayatilake R. K. H. Kaluarachchi
03033 30.05.2003 32918 189080 4,981.773 Lanka Universal Garment Exports  Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
30.05.2003 32921 189211 5.033,958 World Gate Euro Apparel Document not traceable
(Pvt.) Lid.
05.06.2003 33320 189885 4,786,763 Kohb Apparels Document not traceable
03361 12.06.2003 33751 190473 5.692.111 Subramanium S. - Z. Jayatilake R. K. H. Kaluarachchi
03061 16.06.2003 33852 190476 5,198.873 World Gate Apparels Pvt. Ltd. ~ Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
16.06.2003 33972 190460 5,498,718 Pro Graments Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
03061 23.06.2003 34085 190469 5395225 Lanka Universal Garment Exports  Z. Jayatilake 7. Jayatilake R. K. H. Kaluarachchi
03061 25.06.2003 34157 190453 5365912 South Lanka Graments Industries - Z. Jayatilake R. K. H. Kaluarachchi
. (Pvt) Ltd.
15.07.2003 35904 192324 5593281 World Gate Euro Apparel Document not traceable
(Pvt.) Lid.
15.07.2003 35905 192323 6,846,522 Kohb Apparels Document not traceable
15.07.2003 35920 192231 583,105 Pro Graments Document not traceable
03061 25.06.2003 34156 190457 5,728,112 Lotus Apparels Pvt. Ltd. Z. Jayatilake Z. Jayatilake R. K. H. Kaluarachchi
15.07.2003 35828 192554 7.965,843 Kohb Apparels Document not traceable
28.07.2003 36869 193314 5725812 World Gate Apparel Document not traceable
(Pvt.) Ltd.
01.08.2003 37134 193535 3371465 Creative Apparels Document not traceable
01.08.2003 37135 193536 3.168,942 Creative Apparels Document not traceable
01.08.2003 37136 193537 3.781.215 Creative Apparels Document not traceable
04.08.2003 37153 193538 3.567.925 Creative Apparels Document not traceable
12.08.2003 37629 194264 5916831 Subramanium S. Document not traceable
12.08.2003 37630 194263 6,119,723 Janaka universal Garments Document not traceable
Exports
03063 12.08.2003 37631 194262 9.856,567 World Gate Apparels (Pvt.) Ltd. Z. Jayatilake
12.082003 37632 194261 9,923,642 Outh Lanka Garment Industries Documient not traceable
(Pvt) Ltd.
03063 12.08.2003 37633 194260 10,988,816 Khobo Apparels Z. Jayatilake Z. Jayatilake
03063 12.08.2003 37643 194253 11,971,085 Pho Garments Z. Jayatilake Z. Jayatilake
03063 15.08.2003 37740 194259 6,873.221 Lotus Apparel (Pvt.) Ltd. Z. Jayatilake Z. Jayatilake
15.08.2003 37849 104069 3,857,673 Uni Line Apparels Document not traceable
02.09.2003 38941 195335 9,698,811 World Gate Euro Apparels Document not traceable
(Pvt.) Ltd.
02.09.2003 38042 195336 5719811 Upali Garments (Pvt.) Ltd. Document not traceable
02.09.2003 38943 193337 35,591,073 Lotus Garments (Pvt.) Ltd. Document not traceable




