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Value Added Tax (Amendment)
Act No.14 0f 2026

The Value Added Tax (Amendment) Act No. 14 of 2026 has been
certified by the Speaker on 30 June 2026 and published as a

Supplement to Part Il of the Gazette of the Democratic Socialist
Republic of Sri Lanka on 03 July 2026.

A significant change from the VAT Bill is that the VAT
(Amendment) Act retains the mainstream VAT registration
threshold at LKR 60 Mn per annum, foregoing the Bill's proposal
to reduce the threshold to LKR 36 Mn p.a.
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VAT Registration Threshold

There is no change to the VAT registration threshold, which
will continue to remain at LKR 60Mn p.a. or LKR 15Mn per
taxable period.

VAT on Financial Services (FS)

VAT on FS rate increased to 20.5% w.e.f. 01 July 2026.

"Emoluments" definition aligned with IRA 2017, with exclusions
(w.e.f. 01 Apr 2018).

Returns previously filed referencing the IRA 2006 for periods
ending before 01 Jan 2026 are deemed compliant.

For the avoidance of doubt, it is stated that the dividend income
received by a person, who is not a specified institution or whose
business income is not earned by supplying any services
specified in paragraph (a), (b), (c), (d), (g) or (h) of S. 25F, shall
not be treated as profit from business.

Submission of VAT Schedules

Taxpayers are allowed to submit schedules at any time from
the start of the taxable period.

This is a positive move enabling the taxpayer to upload
transactional schedules progressively throughout the period,
rather than compiling and submitting all information at the
end.
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Input Tax - Restrictions and Deemed Credit

Input tax is disallowed where payment of tax has been
deferred on plant, machinery, equipment, or vehicles imported
for project use and are not re-exported within one month of
project completion.

Garment Buying Offices

Services to overseas buyers by a
garment buying office registered
under the Industrial Promotion
Act are zero-rated, if services
supplied to a person outside Sri
Lanka and payment in foreign
currency (w.e.f. 01 Oct 2025).

Public Disclosure

CGIR is now empowered to publish: name, address, TIN, and
registration status of every registered person.

This is intended to facilitate administration and enforcement of
the Act and other relevant written law, ensure public
transparency, enable identification of tax-compliant entities, and
support the operation of Section 25N (digital services B2B carve-
out). In practice, this means registered persons' basic registration
and compliance-status details may now be made publicly
available.
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VAT on Non-Resident Digital Service Providers

Mandatory Registration: Non-resident digital service providers
must register for VAT if their supplies to Sri Lankan customers
exceed LKR 60Mn in 12 months or LKR 15Mn in a quarter.

Electronic Registration: Registration applications must be
submitted electronically, within 3 months, from the date liability
arises or the form is issued- whichever is later.

Determining a Sri Lankan Customer: A recipient is deemed to be
in Sri Lanka when at least two indicators are met, such as a Sri
Lankan billing address, payment through a Sri Lankan bank, a
local payment instrument, or a Sri Lankan IP address.

Cancellation of Registration: Registration may be cancelled if the
provider ceases supplying services, is no longer eligible, or falls
below the registration threshold for two consecutive taxable
periods.

B2B carve-out : Digital services supplied to VAT-registered
persons in Sri Lanka are not subject to VAT.

Payment of VAT: VAT must be paid electronically, either in Sri
Lankan Rupees or an approved foreign currency, directly by the
provider or through an appointed representative.

Returns and Record Keeping: Registered non-resident providers
must file electronic VAT returns, maintain invoice-based accounts,
and communicate with the IRD.

Exemptions specified : for educational services, healthcare and
supplies to organizations or diplomatic missions

.04



TaxFlashNews July 2026

VAT Exemption on CPC BSI

Supplies of goods or
services to businesses
designated as Businesses of
Strategic Importance (BSI)
(approved in the national
interest or for economic
advancement), as per the
Colombo Port City Economic
Commission Act and related
regulations.

Mandatory Secured Point-of-Sale Machines

All VAT-registered businesses must use approved secured POS
machines for taxable transactions within 3 months from the
prescribed date.

The system must:
 Record supplies of goods and services
 Generate invoices / receipts

» Capture transaction data in real time
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Penal and Criminal Provisions — S.66

. Amending Act No. 14 of
“ 2026

Penal provisions for
fraud

Tax evasion or
attempted tax evasion
was an offence under
S.66

Fine of up to LKR 25,000
and/or imprisonment up
to 6 months, plus tax-
related penalties.

No enhanced penalty
specifically provided.

Expanded to include
fraudulent refund
claims, attempts to
obtain refunds through
misrepresentation, and
assisting others to do
SO.

Prior to 01 October
2025 -

Fine up to LKR 25,000
and/or imprisonment up
to 6 months, plus twice
the tax evaded.

After 01 October 2025 -
Fine increased to LKR 1
million and/or
imprisonment up to 6
months, plus twice the
tax evaded or
fraudulent refund
claimed.
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Penal and Criminal Provisions — S.67

. Amending Act No. 14 of
“ 2026

Additional VAT Covered offences such New offences
Offences as failure to comply with introduced for
VAT obligations. fraudulent refund

claims and failure to
furnish valid tax
invoices, customs
declarations or
authenticated
documents.

Prior to 01 October
2025 -

Fine up to LKR 25,000
and/or imprisonment up
to 6 months.

After 01 October 2025 -
Fine increased to LKR 1
million and/or
imprisonment up to 6
months.

Fine up to LKR 25,000
and/or imprisonment up
to 6 months.
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Criminal Proceedings — S.68

. Amending Act No. 14 of

Investigation of Expressly states that the

Offences CGIR may investigate
VAT offences.

Prosecution Criminal prosecutions

must be conducted by
the Attorney-General
or an authorized
delegate, in the name of
the CGIR.

Prosecution can only be
commenced with the
sanction by the CGIR.

Where multiple
offences arise from the
Multiple Offences same conduct, total
imprisonment cannot
exceed 5 years.
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Criminal Proceedings — S.68 — Contd.

. Amending Act No. 14 of
“ 2026

Double Penalty No Chapter Xll penalty

Protection applies where the
person has already been
convicted or the offence
has been compounded
by court.

Doing of an act -
Proceedings may be
commenced within 12
years of the act.

Prosecution can only be
commenced with the Failure to do an act -

sanction by the CGIR. within 12 years of a
required act not being

performed or 3 years
from when the CGIR
becomes aware of the
failure (whichever is
earlier),

Time Limit for
Prosecution

Non-disclosure or
misrepresentation -
within 3 years from the
final determination of
the correct tax liability.
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Follow us on,

The information contained herein is of a general nature and is not intended to address the circumstances of any particular
individual or entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such
information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act upon such
information without appropriate professional advice after a thorough examination of the particular situation.
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affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

The KPMG name and logo are registered trademarks of KPMG International.
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