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ABSTRACT

Stamp duty is the one of the indirect tax charged based on the value of the property
conveyed. The concept of stamp duty is to preserve the interest of the people by
keeping with the economic equity and efficiency. Stamp duty is the second highest
source of income to the Western Provincial Council and it is distributed to the Local
Authorities. Inefficiency of the stamp duty collection system causes inequality
between tax payers, excess tax burden, reduce return on real estate properties,
negative attitude on entire tax system etc. This research is study on the stamp duty
collection system on Title Deeds in Sri Lanka to find a pragmatic ways and means to
improve the present system. It was used three types of questionnaires to measure tax
awareness of different stakeholders. Economic impact of under declaration of
property values is measure by analyzing sample of Title Deeds & Stamp Duty Cases.
Stamp duty cost efficiency is compared with Hong Kong & Singapore. Present
institutional, administrative and legal setup is analyzed and it was compared with two
Asian and a European country i.e. India, Hong-Kong and England & Wales
respectively.

About 73% of the Buyers/Transferees under declared their properties & only 35%
people consider about stamp duty payable before his decision to purchase the
property. Buyers/Transferees who stated the actual consideration on the Title Deed
has the lower negative opinion of the entire tax system. Tax compliance is depends on
their employment, educational level, salary scale, types of use & types of deed etc.
Cost efficiency of Sri Lanka is inferior to Hong Kong & Singapore i.e. 11.44% in the
year 2010. Revenue & cost per deed is drastically reduced during 2008 to 2010. That
is because of the number of deeds registered over the period has been increased at an
increasing trend compared to the rise of expenditure. From the every deed executed,
average of 303% under declared and Rs. 48,490 causes loss to the Western Provincial
Council. It was taken average of 2 years to settle stamp duty cases. If all the deeds are
correctly pay its stamp duty, it will be the highest income source for the Western
Provincial Council & It will be added 0.35% to the Gross Domestic Product of Sri
Lanka. The structure of stamp duty collection system in Sri Lanka is different from
other countries because verification of the stamp duty payment is done after the
registering the property at the Land Registry. Therefore Sri Lanka needs to
computerize the land registration and stamp duty collection procedure but it should be
an integrated system among the authorities.

ii



TABLE OF CONTENTS

Acknowledgment i
Abstract ii
Table of Contents iii
List of Tables 1
List of Figures vi
List of Maps vi
List of Appendices vii
Abbreviation viii

Content

CHAPTER ONE - Introduction

1.1
1.2
1.3
1.4
1.3
1.6
1.7
1.8

Title of the Research

Background of the Problem
Justification of the Research
Problem Statement

Objectives of the Study
Methodology

Limitations

Chapter Organization of the Thesis

CHAPTER TWO - Literature Review

2.1
2.2
2.3
2.4
23

Taxes and Revenue Generation

Land Registration in Sri Lanka

The Administration of Stamp Duties in Western Province
Stamp Duties and Under Declaration

Comparison of Stamp Duty Collection Procedure

with Foreign Countries

CHAPTER THREE - Research Design & Methodology

3.1
3.2
3.3
34
3.5
3.6

Introduction

Research Design
Research Methodology
Theoretical Framework
Conceptual Framework
Research Process

CHAPTER FOUR - Background of the Research Area

4.1
4.2
4.3
4.4
4.5

Administrative Structure of Sri Lanka

History of Provincial Authorities

Provincial Council System

Western Province

Stakeholders in Stamp duty & Land Registration Process

iii

Page
01

01
01
04
04
06
06
07
07

09

09
13
18
20

30
36

36
36
38
39
40
41

46

46
46
48
48
51



CHAPTER FIVE - Data Analysis

5.1 Introduction

5.2 Significance of Stamp Duty and Its Efficiency

5.3 Analysis of the Questionnaire - Buyers /Transferee

5.4 Tax Compliance between Stakeholders

5.5 Analysis of the Sample of Title Deed

5.6 Analysis of the Stamp Duty Cases

5.7 Comparison of Land Registration and Stamp Duty Payment
Procedure with Foreign Countries

CHAPTER SIX — Conclusions & Recommendations
6.1 Conclusions
6.2 Recommendations

6.3 Further Research Areas

REFERENCES
APPENDICES

iv

53

53
33
58
73
76
79

83
97
97
104
106

107



Table

2.1
2.2
2.3
2.4
2.5
2.6
31
3.2
3.3
3.4
4.1
4.2
4.3
3.1
3.2
2.3
5.4
5.5
5.6
e
5.8
5.9
5.10
5.11
312

5.13
5.14
5.15
5.16

.7
5.18
Dl S

6.1
6.2

LIST OF TABLES

Description

Cost, time & process of buying properties in Sri Lanka

Cost efficiency of Hong Kong & Singapore

Roundtrip transaction cost

Stamp taxes on immovable property: International Comparisons
Stamp duty land transaction rates of residential properties
Stamp duty land transaction rates of non-residential property
Research questions

Number of Deeds registered in Sri Lanka & Western Province
Distribution of Sample

Summary of Dependent & Independent Variables
Registration of documents in Western Province — 2010
Number of Deeds registered in Western Province & Sri Lanka
Income sources at Western Provincial Council - 2008 to 2010
Income from registration of documents from 2008 to 2010
Significance of stamp duty income to Sri Lanka

Cost efficiency of Hong Kong & Singapore

Stamp duty cost efficiency in Sri Lanka

Awareness of the stamp duty

Tax compliance of the entire tax system

Tax compliance of the entire tax system & stamp duty payment
Responsibility to reduction of stamp duty payment
Declaration of property values on Title Deeds

Declaration of property values on Title Deeds by Type of Property
Loss of stamp duty income & deviation of declared value on Title Deeds

Loss of stamp duty income & deviation of declared value on
Title Deeds by Types of Property
Declaration of property values on Stamp Duty Cases

Page

16
27
27
29
32
33
36
42
43
43
50
51
51
54
35
56
57
74
75
75
76
77
77
77

78
79

Declaration of property values on Stamp Duty Cases by Types of Property 79

Declaration of property values on Title Deeds by District
Changes of stamp duty payment & deviation of declared value on
Stamp Duty Cases

Changes of stamp duty payment & deviation of declared value on
Stamp Duty Cases by Types of Property

Changes of stamp duty payment & deviation of declared value on
Stamp Duty Cases by District

Time taken to settle the Stamp Duty Cases

Impact on income sources of Western Provincial Council —2010
Impact on Gross Domestic Product of Sri Lanka — 2010

80
80
81
81
82

101
102



LIST OF FIGURES

Figure Description Page
3.1 Conceptual Diagram of the research approach 38
3.2  Theoretical Framework 39
3.3  Conceptual Framework 40
31 Income source at Western Provincial Council — 2010 55
5.2 Income sources at Western Provincial Council from 2008 to 2010 56
5.3  Employment by Sector 58
5.4  Employment by Occupation 59
5.5  Employment by Education 59
5.6  Salary scale of the respondents 60
5.7  Property information 61
5.8  Declaration of correct consideration on the Title Deed 62
5.9  Payment of stamp duty by Employment Group 63
5.10 Payment of stamp duty by Educational level 63
5.11 Payment of stamp duty by Salary Scale 64
5.12 Payment of stamp duty by Locality 65
5.13 Payment of stamp duty by Types of Deed 65
5.14 Payment of stamp duty by Type of Use 66
5.15 Awareness of stamp duty before purchase the property 67
5.16 Awareness of stamp duty payable - Occupational Group 68
5.17 Awareness of stamp duty payable - Educational Level 69
5.18 Awareness of stamp duty payable — Salary Scale 69
5.19  Awareness of stamp duty payable — Locality 70
5.20  Awareness of stamp duty payable - Type of Use 70
5.21  Awareness of stamp duty payable - Type of Deed 71
5.22  Causes for under declaration of Title Deeds 72
5.23  Causes for correct consideration of Title Deeds 72
5.24 Who decide or influence to state consideration on deed? 73
5.25 Stamp duty collection & land registration procedure in Sri Lanka 84
5.26  Stamp duty collection & land registration procedure in England and Wales 86
5.27  Stamp duty collection & land registration procedure in India 88
5.28  Stamp duty collection & land registration procedure in Hong Kong 92
6.1 Proposed model for the stamp duty collection in Sri Lanka 105
LIST OF MAPS
Figure Description Page
4.1  Location map of Western Province 49

vi



LIST OF APPENDICES

Annexure Description

01 Questionnaire for the Buyers/Transferees
02 Questionnaire for the Lawyer

03 Questionnaire for the Professionals

vii



ATD
ASP
BOI
CARD
DR
GDP
HMRC
LR
RGD
SDLT
SD
UDA
UK
WP
WPC

ABBREVIATIONS

Abstract of Title Deed

Agreement for Sale & Purchase
Board of Investment

Computer Aided Registration of Deeds
Department of Revenue

Gross Domestic Product

Her Majesty's Revenue & Customs
Land Registry

Registrar General’s Department
Stamp Duty Land Tax

Stamp Duty

Urban Development Authority
United Kingdom

Western Province

Western Provincial Council

viii



A study on the stamp duty collection system of Title Deeds with special reference Chapter 01

to the Western Province, Sri Lanka

CHAPTER 01

INTRODUCTION

1.1 Title of the Research

A study on the stamp duty collection system of Title Deeds with special reference to

the Western Province, Sri Lanka

1.2 Background of the Problem

The 13™ amendment to the Constitution of the Democratic Socialist Republic of Sri
Lanka introduced the concept of Provincial Councils. It has authority to levy taxes,
duties and fees under Section 36 of List I of the Ninth Schedule. Stamp duty is the one
of its tax source based on the value of instrument used in the various transactions.
Alm et al (2004) identifies stamp duty as two sub-classification; “judicial stamp
duties” and “non-judicial stamp duties”. Judicial stamp duties are fees collected from
litigants in courts, and are best view as court fees. Non-judicial stamp duties are

typically a one-time charge on the transfer of immovable property.

Registration of Documents Ordinance No 23 of 1927 governs the requirement for the
transfer of ownership of any immovable property and provisions in the Notaries
Ordinance lays down the procedure for such transfer. Notaries or Attorneys needs to
state the consideration in to a deed which is certified. So Based on that consideration

Provincial Council levy taxes called Stamp Duty.

Stamp Duty Act No. 43 of 1982 which was administered by the Department of Inland
Revenue replaced the Stamp Ordinance of 1909 which was applied for the whole
Island. However, the 13th Amendment of the Sri Lanka Constitution enacted in 1987
& it was devolved the administration of Stamp Duty relating to transfer of the
immovable properties and court proceedings to the respective Provincial Councils. At
present stamp duty of Western Province is administrated by the Financial Statute of
the Western Province No 06 of 1990. Stamp duty rates for the Deed of Gifts are 3%
for the first Rs.50,000 & 2% on the balance amount and for the other Transfers, 3%
on the first Rs. 100,000 & 4% on the balance amount.

According to the section 48 of the Financial Statute of the Western Province No. 06 of
1990 stated that stamp duty is chargeable on the value of the property conveyed & the
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“value” refers in the section 106 as the open market value on the date of transaction.
If any instrument is declared lower value than the market value is called as under
declaration. Generally it is said that properties are under declared for evasion of stamp
duty tax in Sri Lanka. Stamp duty is the one of the major field that contributes about
20% of the revenue to the Provincial Councils but authorities pays least consideration
on this area because it is transferred to the local authority. On the other way, main
revenue source of local authorities is the rates collected based on the annual value of

the properties.

The provincial revenue structure has remained unchanged over the past two decades
of fiscal devolution continuing to mobilize less than a fifth of expenditure needs at
current levels of service delivery. Provinces collect less than 0.5% of GDP suggesting
that the overall tax effort is inadequate. From the twenty items of revenue assigned to
provinces, only three sources account for as much as ninety percent of local revenue.
There are Business Turnover Tax on whole sale and retail sales, Motor Traffic Fees,
Stamp Duty and Court Fines. Stamp duty is transferred to local authorities. Therefore
despite the larger number of sources assigned, the tax assignment to provinces under
the 13™ Amendment is weak and ensuing revenues are low by any standards (Asoka,

2010).

Alm et al (2004) & Sirivastava et al (2006) discussed about the higher stamp duty
rates in most of the Indian States and its effects to under-declaration of property
values for evasions of stamp duty. Alm et al (2004) indicates that the high duty rates
coupled with weak tax administration, leads to widespread evasion of the tax through
under-declaration. This under-declaration of property values directly affects collection
of other taxes, among them, property taxes and capital gain tax. Moreover, it
indirectly affects the collection of all taxes through the impact of under-declaration on
the circulation of black money. Simulation indicate that revenue lost due to a lowering
of stamp duty rates closer to international levels are quite likely to be recovered in
higher collections of other taxes. In Sri Lanka, Capital gain tax, Wealth tax, Gifts tax
had been imposed in the year 1958. Then Estate duty and Gifts tax had abolished in
the year 1985. Later Wealth tax & Capital gains tax had been abolished in the year
1992 and 2002 respectively.
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In a different view, Rupananda et al (2002) & Premathilake (1999) considered about
Stamp duty as transaction cost by considering on buyers point of view. Hence
Rupananda (2002) stated that cost of transaction has increasingly become a major
issue in the recent past as the parties are called upon to bear this cost in addition to the
value of land, level of which, also has increased. It is evident that the proper
functioning of the property market is impaired due to high cost of property
transaction. Generally the cost of transactions discussed above amount to about 7% to
10% of the value of the property. Premathilake (1999) on similar view and it is stated
that there is a stamp tax on the prices of the property. This, of course, increase the
total cost over the land & building & in turn causes to increase the secondary market

price.

World Bank (2000) stated that the State land registry also does not examine the
validity of land values/price. Colombo land registry has, of course, a very limited
capacity thereby land registry activity is not encouraged for a prudently developed
property markets in the city of Colombo. Ariyawansa (2008) stated that people can go
through loopholes of the existing legal and administrative system and prevent from
tax and other official payments. Stated property values in legally registered deeds, of
course, are considerably below to the actual transaction. The situation, in fact, seems
not empirically tested and documented. Since such transactions are generally accepted
as ‘formal sector’, investigators discuss more about the informal sector only. Except
some mortgage properties, none of property registrations is checked twice regarding
the accuracy of stated value/price of the relevant property. But objective of the Land
Registry is to “assist the public to secure their rights by registration” but not the

collection of taxes.

Ariyawansa (2008) stated that the above situation has dual effects on the land and
property price/values. In some cases, official document shows less property values
while the actual money transaction is higher keeping the property price higher in
practice. On the other hand people try to over-states the deed consideration to get
increases the loan amount. Then the net-results of this type of cases are that “sated
loses its, tax income™ and “society gets increase of the property price”. Finally society
get higher tax burden on property transactions and this leads to imperfection of the

property market.
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1.3 Justification of the Research
Why people has to pay stamp duty on their property transactions. What is the concept

of stamp duty? Government responsibility is to preserving the legal interest of the
properties by properly maintains & update the land records and it helps to facilitate
the investment on lands, minimize the land frauds and other costs etc. Therefore
government is charged stamp duty to cover the cost of maintaining such system and
revenue generation for resource allocation on public works. Stamp duty is the one
way of land value capture mechanism. Why this land value should be captured?
Government carries out infrastructure projects, development projects etc for
development of the country by spending money which was collecting from poorest of
the poor to wealthy persons. Because of such development it increases the value of
the land in particular areas. Administrative and cost efficiency of the stamp duty

collection system is positively effect on societal wellbeing of the country.

1.4 Problem Statement

Many countries used land as a main component of their tax base. Land taxation
includes local tax, transfer taxes, stamp duty, capital gains taxes, value added taxes,
inheritance taxes etc. Perhaps the most common alternative form of land tax is one on
land transfers. In fact, land transfers may sometimes be subject to various taxes and
charges — land transfer taxes, stamp duties, notaries’ fees, registry charges, value-
added taxes and, in some instances, succession and gift taxes. Stamp duty is the one of
its tax source based on the value of instrument used in the various transactions. Alm et
al (2004) identifies stamp duty as two sub-classification; “judicial stamp duties” and
“non-judicial stamp duties”. Judicial stamp duties are fees collected from litigants in
courts, and are best view as court fees. Non-judicial stamp duties are typically a one-

time charge on the transfer of immovable property.

Government responsibility is to preserving the legal interest of the properties by
properly maintains & update the land records. Government is maintaining land
records over the period of time therefore when the time of ownership changes (i.e.
transferring or gifting of properties), it is essential to have a payment by the new
owner at least on the cost perspective. For example, Estate duty is a tax on the total
market value of a person's assets (cash and non-cash) at the date of his or her death.

On the other way Duties are generally inputs and are tagged with a “cost” perspective.



