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PUNJAB FINANCE BILL 2026 

PROPOSED AMENDMENTS TO THE PUNJAB SALES TAX ON SERVICES 
ACT, 2012

The current definition excludes a person from "active taxpayer" status only if registration is 
suspended/blacklisted, or if no return has been filed for any one of the preceding three tax periods. The Bill 
replaces this with a more lenient formulation: a person falls off the active taxpayer list only after failing to 
file returns for two consecutive tax periods. 

1. Section 2(1) | Active Taxpayer

Currently, the Authority's power to amend Schedule entries by notification (subject to budget-session 
disclosure) applies only to the Second Schedule. The Bill extends this to the First Schedule (tax-free 
services) as well. This means exemptions can now be added, modified, or withdrawn by executive 
notification rather than only through Finance Act amendment.

2. Section 5(3) | Power to amend First Schedule

A new clause (ff) disallows input tax adjustment on goods/services received against invoices issued by 
persons not appearing on the active taxpayer list of the Authority (PRA) or FBR. 

3. Section 16B(1) | New Bar on Input Tax from Non-Active Suppliers 

The cap on input tax adjustment against output tax in a tax period is reduced from 90% to 80%. This means 
a larger portion of output tax liability must be settled in cash regardless of accumulated input tax credit, 
directly affecting working capital for businesses with high input tax positions. This is a revenue-protective 
measure for the Authority but a cash-flow cost for taxpayers.

4. Section 16C(1) | Reduction in Input Tax Adjustment Ceiling from 90% to 80%
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This is a substantial new enforcement architecture. The Authority is empowered to establish a risk-based 
system to identify, profile, and monitor input tax claims, suppliers, and transactions. Where a claim is 
flagged as carrying risk, the Authority may defer its admissibility pending verification, disallow it in whole 
or part, demand additional evidence, or select the case for audit, all without a fixed time limit on the 
deferral itself (only the appeal/review path under sub-section (6) carries a 30-day decision requirement 
before the Commissioner).

This formalizes and legalizes a profiling-and-deferral mechanism that gives the Authority broad 
discretion over the timing and admissibility of input tax credit, akin to risk-based frameworks used by FBR. 
Registered persons should expect that input tax claims may be held up pending verification with limited 
recourse beyond an application to the Commissioner. The provision does include a mandatory 
‘opportunity of being heard’ requirement (sub-section 5) before adverse action, and a defined 30-day 
window for the Commissioner to decide a contestation (sub-section 6), although both useful procedural 
safeguards, but the absence of any outer limit on the "deferral pending verification" period under 
sub-section 3(a) is a gap that could be exploited to indefinitely withhold legitimate claims. 

A new section reinstates a provision similar to the pre-2020 version of section 16C. Input tax on capital 
goods, machinery, and fixed assets must be adjusted against output tax in twelve equal monthly 
instalments, rather than claimed in full in the period of acquisition (subject to section 16B exclusions). This 
spreads the cash-flow benefit of input tax credit on capital expenditure over a year. 

5. Section 16CC (New) | Twelve-Month Amortization for Capital Goods Input Tax
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7. Section 48 | Penalty Increases

8. Section 56(1) | Devolution of Authorization 

The power to authorize officers for free and full access to business premises/records (currently exercised 
by "the Authority" via Gazette notification) is devolved to "the Commissioner," and the requirement for a 
Gazette notification removed entirely is.

5
Failure to produce records/

information despite notice, 

without reasonable cause

16

16

20

Causing intentional damage 

to/intervention in the electronic 

invoice monitoring system, or 

impeding/obstructing 

transmission of invoice data to 

the Authority

Failure or refusal to issue a tax 

invoice

Avoiding, defying, or failing to 

comply with the electronic 

invoicing system, or issuing 

invoices bypassing it

Rs. 25,000 (first default); Rs. 100,000 

(each subsequent default) — flat, 

regardless of entity type

Rs. 100,000, or 100% of tax payable for 

the relevant tax period, whichever is 

higher

Rs. 20,000 (first default); Rs. 50,000 

(each subsequent default); sealing 

of premises (up to 1 month) after 

three such defaults

Up to Rs. 100,000; not less than Rs. 

25,000

Rs. 500,000 (first default); Rs. 

1,000,000 (each subsequent 

default); sealing of premises (up to 1 

month) after three such defaults

Up to Rs. 500,000.

Rs. 500,000, or 100% of tax payable for 

the relevant tax period, whichever is 

higher

Individual: up to Rs. 100,000 (first 

default) and up to Rs. 100,000 (each 

subsequent default)

Company/AOP: up to Rs. 500,000 

(first default) and up to Rs. 500,000 

(each subsequent default)

S. No. Penalty Description Current Penalty Proposed Penalty
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9. Section 60(1) | Expansion of Adjudication Jurisdiction 

10. Section 76A | Expanded Power to Restrain Licensing/Procurement Authorities

• Clause (b): The Assistant/Deputy Commissioner adjudication threshold rises from Rs. 10 million to Rs. 
 50 million in tax involved.

• Clause (c): The Enforcement Officer/Audit-cum-Risk Compliance Officer threshold rises from Rs. 5 
 million to Rs. 25 million.

This is a substantial expansion of adjudicatory authority at lower officer ranks. Cases involving tax 
amounts that previously required escalation to an Additional Commissioner (for amounts above Rs. 10 
million) can now be decided by an Assistant/Deputy Commissioner up to Rs. 50 million, and by an 
Enforcement/Audit-cum-Risk Compliance Officer up to Rs. 25 million. From a taxpayer perspective, this 
means more consequential cases will be adjudicated by relatively junior officers, which may affect the 
quality and consistency of first-instance decisions and increase reliance on the appellate process 
(Commissioner (Appeals) and Tribunal) for correction.

11. First Schedule, S. No. 25 | Withdrawal of Exemption

The entries in columns (1) to (3) against S. No. 25 (services provided by a foreign exchange dealer, 
exchange company, money changer, or money exchanger, currently exempt with "None" conditions) are 
omitted entirely. Read together with the Second Schedule amendment below (new S. No. 35), foreign 
exchange services move from full exemption to a 3% reduced-rate taxable category. Forex dealers, 
exchange companies, and money changers operating in Punjab will need to register (if not already) and 
begin charging 3% sales tax on spread-based consideration from the effective date.

The existing section 76A allows the Authority to require licensing authorities to withhold license 
issuance/renewal unless the applicant is a duly registered person. The Bill substitutes a broader version 
with two strands:

(a) The registration requirement is extended to also require active taxpayer list status (not just 
registration), and extended to cover "no objection certificates" in addition to licenses and permissions.

(b) A new requirement is introduced: procuring agencies awarding or renewing any contract involving 
taxable services must confirm the bidder/contractor/supplier/consultant is both registered and on the 
active taxpayer list, with a carve-out exempting newly registered businesses for six months from 
registration.
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12. Second Schedule, Part-III (Reduced Rate Services) | Multiple Rate Increases and Additions

• The reduced rate for digital payment to restaurants is raised from 5% to 8% (with the 16% rate for 
 other payment methods unchanged).

• Across many reduced-rate entries (restaurants' digital-payment leg, marriage halls/catering, tour 
 operators, property dealers, construction services, beauty parlours, IT services, 
 accountancy/audit/tax consultancy, warehousing, manpower recruitment, laundries), the rate rises 
 from 5% to 8%.

• event management services are carved out of the general consultants entry (S. No. 9) into a new 
 standalone S. No. 36 with no rate change.

• As discussed above under the First Schedule, foreign exchange dealers, forex dealers, and money 
 changers become taxable at 3% without input tax adjustment, specifically on spread-based 
 consideration permitted by the State Bank of Pakistan for currency buy/sell transactions. 
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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


