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KPK FINANCE BILL 2026 

COMMENTS ON PROPOSED AMENDMENTS TO THE KHYBER PAKHTUNKHWA 
SALES TAX ON SERVICES ACT, 2022 

The Bill inserts a sweeping definition of "Point of Sale System" covering essentially any software, app, 
device, or cloud arrangement used to generate or transmit an invoice, and simultaneously expands the 
definition of "tax fraud" under clause (aai) to capture anyone who aids, facilitates, or enables, directly or 
indirectly, the design, development, integration, installation, or "manipulation" of such a system in a way 
that results in suppressed or misreported transactions. For taxpayers, this means the ambit of persons 
who can be implicated in a tax fraud allegation now extends well beyond the registered service provider 
itself to IT vendors, POS integrators, and even general software contractors. 

1. Section 2 | Point of Sale System definition 

Currently, section 18(1) allows a registered person paying a reduced rate of tax to opt into the standard 
rate (to claim input tax adjustment), but a company that does so is barred from reverting to the reduced 
rate without the Management Committee's prior permission. The Bill deletes this proviso. Practically, this is 
a taxpayer-favourable change as companies will no longer be locked into the standard-rate regime 
once they elect into it, and can move back to a reduced rate (where eligible) without seeking 
case-by-case permission, subject only to the general sub-section (2) requirement of prior permission for 
any switch-back. 

2. Section 18 | Reduced rate switch-back restriction 

The existing section 22 already makes a service recipient jointly liable with the service provider if the 
recipient knew, or had reasonable grounds to suspect, that tax would go unpaid. The Bill adds an entirely 
new sub-section (2) that extends this same joint-and-several liability to any "collection agent," POS 
provider, supplier, integrator, installer, operator, or maintainer of a Point of Sale System, where that person 
aids or facilitates suppression of data, designs or operates the system in a manner resulting in 
non-payment, or simply has "knowledge or reasonable grounds to suspect" misuse and fails to take 
"reasonable corrective or preventive measures." The accompanying Explanation goes further still as it 
deems "continued provision of services, technical support or system access despite indications of 
manipulation" to itself constitute a failure to take reasonable measures.

3. Section 22 | New joint and several liability for POS providers 
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The current sub-section (1A) of section 27 limits penalty/default-surcharge orders (for failure to file a 
return, late payment, or failure to furnish information) to notices issued under a closed list of sections (36, 
37, 60, 61 and 63) or to contraventions of sections 34 or 64. The Bill's substitution removes this closed list 
entirely and instead authorizes a penalty order for failure to comply with "a notice issued under this Act" 
generally, for contravention of "any of the provisions of this Act," or for any offence listed in the section 53 
Table. Practically, this means the procedural safeguard of a defined, enumerated set of triggering 
provisions disappears, and the penalty-order mechanism becomes available for essentially any default 
under the Act. Taxpayers facing a notice or audit query under any section of the Act could now find 
themselves facing a formal penalty order on that basis. This is a meaningful net widening of the 
Authority's enforcement reach and reduces the predictability that the current narrower drafting provides.

4. Section 27 | Substantial widening of the penalty-imposition 

This is a broad rule-making power allowing Government to mandate real-time invoice/transaction-data 
sharing, prescribe e-invoicing standards, and impose "fee, service charges or cost-recovery charges" on 
registered persons for compliance, plus set up incentive/reward schemes for compliant invoicing. No 
rates, thresholds, or implementation timelines are specified in the Bill itself as these are left entirely to 
subsequent notification. Taxpayers should treat this as advance notice that mandatory real-time 
e-invoicing integration (similar to the FBR's digital invoicing push) is coming to the KP 
sales-tax-on-services regime, and that compliance will likely carry a cost component once rules are 
notified. Businesses not yet using POS/IMRS-type systems should begin budgeting for this transition now 
rather than waiting for the implementing notification.

5. New Section 34A | e-invoicing/digital compliance enabling provision

The Bill replaces the entire table. While many individual penalty amounts are simply being increased (e.g., 
the registration-failure penalty rises from the higher of Rs. 100,000/5% to the higher of Rs. 200,000/5%, with 
the compulsory-registration minimum rising from Rs. 200,000 to Rs. 400,000; the late-return penalty rises 
from Rs. 9,000 to Rs. 10,000 per tax period), the table also introduces several genuinely new offence 
categories tied directly to the POS/e-invoicing regime. Most notably, new entries penalizing failure to 
integrate RIMS/IMRS systems (Rs. 500,000 or 5% of tax, whichever is higher, per instance) and penalizing 
integrators/vendors who fail to ensure real-time data transmission or who manipulate transactional data 
(also Rs. 500,000 or 5% of the value of suppressed sales, whichever is higher). Taxpayers operating retail, 
restaurant, or hospitality businesses subject to RIMS/IMRS integration requirements should treat these as 
materially higher-stakes obligations going forward. The renumbering of the table from the current 
somewhat irregular sequence (1, 2, 3, 4, 4A, 4B, 5, 6, 7, 7A, 8...) to a clean 1–26 sequence is a clean-up exercise 
that should not, in itself, cause confusion, but taxpayers relying on cross-references to specific serial 
numbers in the current Act should re-check those cross-references once the Bill is enacted, since serial 
numbers will shift.

6. Section 53 | Comprehensive restructuring of the section 53 offences and penalties 
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7. Section 60 | Procedural safeguard added to search/inspection powers 

The Bill requires an authorized officer to furnish a copy of the Management Committee's or Collector's 
approval to the registered person (or their representative) at or before undertaking an access/inspection 
action, and to submit a report afterward. This is a taxpayer-favourable procedural safeguard as it gives 
registered persons a documentary basis to verify that an inspecting officer is properly authorized before 
they are required to grant access, which is useful in resisting overreach or impersonation. At the same 
time, the Bill adds an Explanation clarifying that access/inspection powers extend to "any storage facility, 
electronic device, digital medium, compartment, shelf or any other place" where records are believed to 
be kept or concealed. This is a clarificatory widening that primarily affects what officers can physically 
search (including digital devices), not just paper records.

8. Section 74 | Bank account attachment 

The current clause (c) allows the Authority to require a bank to recover and remit an amount "without 
attachment" i.e., directly debit and remit without necessarily freezing the account, alongside a 
personal-penalty proviso capped at Rs. 100,000 for a non-compliant bank officer. The Bill's substitution 
removes the "without attachment" language (so recovery now proceeds via attachment), and crucially 
adds that a notice to any bank operating in the Province is binding on the bank as a whole, meaning a 
bank cannot refuse compliance merely because the relevant account is held at a branch located outside 
KP. The personal penalty exposure for a non-compliant or complicit bank officer also rises sharply, from a 
flat Rs. 100,000 cap to the higher of Rs. 500,000 or 5% of the tax amount. 

9. Second Schedule Part-II Serial 11 | Government-funded construction projects 

The Bill adds a detailed "Government funded project" clarification to Serial 11, and purports to substitute 
"Serial No. 44" with a consolidated 4% rate (without input tax adjustment) for government/ADP-funded 
construction projects approved after 1 July 2025, alongside transitional clarifications for ongoing projects 
approved between 1 July 2021 and 30 June 2025 (taxed at 2% on contract-value variations, subject to a 
carve-out where MRS/SOR/CSR rate adjustments have been made), and an exemption for specified 
social-welfare projects (poverty alleviation, women and child welfare, disability support, shelter homes, 
etc.).
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10. Second Schedule Part-II New Serial 45 | levy on virtual asset/digital trading platform services 

A 5% sales tax (without input tax adjustment) has been proposed on any person, resident or non-resident,  
operating a digital/electronic platform that enables trading, exchange, or settlement of virtual assets, 
digital assets, financial instruments, commodities, securities, or derivatives, for a fee, commission, spread, 
or markup. The three explanations make clear this is intended to capture exchanges, brokers, 
wallet/custodial interface providers, and similar intermediaries based on economic substance rather 
than legal form, and ties the definition of "virtual asset" to the Virtual Assets Act, 2026. 
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DISCLAIMER
This document is the property of Tola Associates and Tola & Tola ("Authors"), and contents of the 
same may not be used or reproduced for any purpose without prior permission of the Authors in 
writing.

The contents of this document may not be exhaustive and are based on the laws as of date and 
the current economic scenario unless otherwise specified. Tax laws and current economic 
scenario are subject to changes from time to time and as such any changes may affect the 
contents.

The comments in the document are a matter of interpretation of law and current economic 
scenario and is based on author's judgments and experience, therefore, it cannot be said with 
certainty that the author's comments would be accepted or agreed by any authority. 
Furthermore, this document does not extend any guarantee, financial or otherwise. The Authors 
do not accept nor assume any responsibility, whatsoever, for any purpose.

This document is circulated electronically free of cost for general public to create tax awareness 
in the country


