DOI: 10.31357/fmscmst.2014.00169

Analysis of the Existing Property Transfer System
and Stamp Duty Procedure in Sri Lanka with Special
Reference to Gampaha District

Jayasiri Bogahawatta



Analysis of the Existing Property Transfer System
and Stamp Duty Procedure in Sri Lanka with Special

Reference to Gampaha District

Dissertation Submitted to the
University of Sri Jayewardenepura
As a Partial Fulfillment for the
Requirements of the Final Examination of the

M.Sc. in Real Estate Management and Valuation Degree

3
=
2
-

el

3

i

| _ ?

Examination No  : REMV/044 L Hugegeda  §

Full Name : Bogahawattage Jayasiri iardenepura §
Registration No : GS/M.Sc./REMV/3396/08

Department : Department of Estate Management and Valuation

University : University of Sri Jayewardenepura

Date of First Submission (For Evaluation) :07.03.2014

Date of Second Submission (Corrected Final Repot) :28.07.2014



Student’s Declaration

The work described in this dissertation was carried out under the supervision of Mr.
H.M. Premathillake Senior lecturer and any report on this has not been submitted in
whole or in part to any university or any other institute for another degree

/examination or any other purpose.

Bogahawattage Jayasiri
Index No. REMV/044

Signature
07.28.2014



Supervisor’s Declaration

Hereby, I certify that Mr. Bogahawattage Jayasiri (Registration No:
GS/M.Sc./REMV/3396/08) duly completed the due corrections in the research titled
“Analysis of the Existing property Transfer System and Stamp Duty Procedure in Sri
Lanka with Special reference to Gampaha District” under my supervision and
recommended to submission.

Also it is declared that, this final report has been completed according to the

instructions and suggestions made by the board of examiners

Signature of the Supervisor

Signature and the official stamp of the Head



ACKNOWLEDGEMENT

First, I would like to take my sincere thank to my Supervisor, Mr. H.M. Premathilaka,
Senior Lecturer, for necessary guidance and towards to make this assignment
successful. Then to the course coordinator Prof. R.G. Ariyawansa, Ms. Janaki
Edirisinghe, Senior Lecturer, Ms. Padma Weerakoone, Senior Lecturer and Ms.
Nishani Wickramaarachchi, Senior Lecturer for enormous encouragement. Finally to
the Department of Real Estate Management and Valuation of University of Sri

Jayewardenepura, Authors and Publishers of books, journals, periodicals.

Also, I highly appreciated the help, assistance and courage given by all my family
members and friends to make this research project submitted to Department Real
Estate Management and Valuation of Faculty of Management - Post Graduate Studies
of University of Sri Jayewardenepura as a partial fulfillment of the requirement of the

Master of Science Programme 2008/2010

Bogahawattage Jayasiri
Date: 07.28.2014



Abstract

Payment of property transfer tax related when real estate transaction taken place.
Basically the stamp duty payment takes place when ownership of property
transactions taken place. This can be either the deed of transfer or deed of gift.
Literature shows that there are different type’s stamp duty payments in different
countries. The main purpose of this study is to analyze Existing property Transfer
System and Stamp Duty Procedure and introduce possible reforms for the payment
stamp duty for property rights. Stamp duty payers were analyzed whether they are
satisfied for the payment of stamp duty. Looking at opportunities to maximize the
public benefit government considers development opportunities. Therefore it is
essential to reform stamp duty transfer cost for land transactions. There are many
researchers have carried out in this thematic area. A two way approach involving a
questionnaire and a structured interview was applied in this study. The questionnaire
survey was focused to collect perspectives from stamp duty payers whose paid stamp
duty, this amount depend on consideration cost of the deed. Unit of analysis was
affected beneficiaries. The sample selected was 51 affected parties who resolved their
issue during the year 2011-2012. Out of the sample of 51 affected was selected
covering from the area of Gampaha District was employed for this purpose and the
analysis was done based on those completed questionnaires using Statistical Package
for Social Science (SPSS) computer software. 20 Structured interviews from the
professionals were held to ascertain their opinions on steps whichever necessary to
identify the problems of stamp duty payment and possible reforms. Findings of the
study indicate that undervalue of stamp duty payment and there is a requirement of a
reform for stamp duty structure for transfer of ownership of property. Detailed data
were collected from 3 case studies to analyses the percentage total cost incurred
during property transaction. The total cost incurred were 8.76%, 8.81% and 8.91% on
consideration cost of Rs. 1,0000,000/-, Rs, 1,500,000/~ and 2,000,000 respectively.
On average this cost was 8.82% from the total consideration amount. The key
findings of this research will assist the policy makers to identify and introduce a
suitable reform for stamp duty. Reducing this amount will lead to create an active

property market.
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Analysis of the Existing Property Transfer System and Stamp Duty Chapter 01

Procedure in Sri Lanka with Special Reference to Gampaha District

CHAPTER ONE
INTRODUCTION

With the effect of globalization, internationalization of property market is an
unavoidable context in any country in the world. Real estate represents a significant
share of the physical capital stock of the economy and it helps to generate income for
other source too. Study of real estate is a very broad which includes evaluation of real
estate market, characteristics of real estate, efficiencies & inefficiencies of real estate,

issues related to real property market.

Real estate which is scarce natural resources plays a key role in development. Land is
the foundation of all forms of human activity. It is the means of life without which
human beings could never have existed and on which their continued existence and
progress depend. Also land is a factor of production. For any physical development to
take place there should be a land as the priority requirement. There are many
proposed infrastructure development projects in the pipeline now in Sri Lanka. Much
of investors’ incentive for the development, maintenance and improvement of land
resources is rooted in the concept of property rights. This concept involves complex
of rules and procedures under which property is owned, leased, mortgaged and legally
transferred to others (Premathilaka, 1998).

Since land is the base for development it should be made available for the right use at
right time in the right location in right quantity at right price. Stamp duty on transfer
of ownership if real estate transfers tax on the market value of the property as at date
of transfer of ownership recent property transaction prices. Therefore, efficient
market-based allocation of land is evidently a necessity for development and

community life.

This study mainly focuses on assessment and payment of stamp duty and transfer tax
at the time of transfer of ownership of real estate in Sri Lanka. The broad objective of

this study is to examine the existing system of assessment and payment of stamp duty
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and transfer tax at the time of transfer of ownership of real estate and the impact of

land transfer cost on marketability of land.

Stamp duty is a tax that is levied on documents. Historically, this included the
majority of legal documents such as cheques, receipts, military commissions,
marriage licenses and land transactions. A physical stamp (a revenue stamp) had to be
attached to or impressed upon the document to denote that stamp duty had been paid
before the document was legally effective. More modern versions of the tax no longer

require an actual stamp.

Much of investors’ incentive for the development maintenance and improvements of
resources is rooted in the concept of property rights. At present with 84% of total the
state dominates land ownership in Sri Lanka. Agricultural land accounts for
approximately 2.79 million hectares or about 43% of total land mass, of this 53% is

owned by the state, but farmed by private farmers under varying tenure agreements
(World Bank, 1996)

Prior to the British colonization, the whole land of the country was managed &
conserved by the king. The king was recognized as the trustee of the land but not the
owner of the land. After the country become a British colony, all lands become under
the control of British crown. During the colonial period they introduce new real estate
development including plantation, commercial developments residential property
developments and development of infrastructure facilities etc. Thereafter, various
changes have been experienced with effect of changing political, legal, economic and
social circumstances in connection with the tenure of land and real estate. When the
united front government came in to power in 1970- 1977, national economy become
major changes. During the period of 07 years, two land reform Acts were passed in
1972 and 1975 that vested a more than million acres of private land with the state.
Enactment of Rent Act No. 07 of 1972 and the ceiling on Housing Property Law No.1
of 1973 are some other legal impacts on the development of land & property tenure
and ownership. Market system was totally inactive during the period and which

discouraged private investors to invest more on landed properties.



