SHISHYA AUSTRALIA PTY LTD

9 George Street, North Strathfield,
NSW 2137

P.0.Box 4286, Homebush South,
NSW 2140 Australia

SHISHYA ASSOCIATES LLP

Prince Infocity Il, Regus Unit No 1,1st Floor
283/3 & 283/4, Rajiv Gandhi Salai (OMR),
Kandanchavady, Perungudi,

Chennai 600 096.India

2022 BUDGET COMMENTARY

SHISHYA PNG LIMITED

Suite 3, Level 7, Monian Towers,

Lot 4 Sec 3 Douglas Street, Granville,
P.O.Box 128, Port Moresby NCD
Papua New Guinea



https://www.google.com.au/maps/place/5+George+St,+North+Strathfield+NSW+2137/@-33.8630101,151.0866198,17z/data=!3m1!4b1!4m5!3m4!1s0x6b12bb2bef974be7:0xdfdcc3ae14a987f4!8m2!3d-33.8630101!4d151.0888085
https://www.google.com.au/maps/place/5+George+St,+North+Strathfield+NSW+2137/@-33.8630101,151.0866198,17z/data=!3m1!4b1!4m5!3m4!1s0x6b12bb2bef974be7:0xdfdcc3ae14a987f4!8m2!3d-33.8630101!4d151.0888085
https://www.google.com.au/maps/place/5+George+St,+North+Strathfield+NSW+2137/@-33.8630101,151.0866198,17z/data=!3m1!4b1!4m5!3m4!1s0x6b12bb2bef974be7:0xdfdcc3ae14a987f4!8m2!3d-33.8630101!4d151.0888085
https://www.google.com.au/maps/place/5+George+St,+North+Strathfield+NSW+2137/@-33.8630101,151.0866198,17z/data=!3m1!4b1!4m5!3m4!1s0x6b12bb2bef974be7:0xdfdcc3ae14a987f4!8m2!3d-33.8630101!4d151.0888085
https://www.google.com.au/maps/place/Papua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc/@-9.471432,147.1572749,17z/data=!4m12!1m6!3m5!1s0x6902316d1731be95:0x43818b4c14742dda!2sPapua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc!8m2!3d-9.471432!4d147.1594636!3m4!1s0x6902316d1731be95:0x43818b4c14742dda!8m2!3d-9.471432!4d147.1594636
https://www.google.com.au/maps/place/Papua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc/@-9.471432,147.1572749,17z/data=!4m12!1m6!3m5!1s0x6902316d1731be95:0x43818b4c14742dda!2sPapua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc!8m2!3d-9.471432!4d147.1594636!3m4!1s0x6902316d1731be95:0x43818b4c14742dda!8m2!3d-9.471432!4d147.1594636
https://www.google.com.au/maps/place/Papua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc/@-9.471432,147.1572749,17z/data=!4m12!1m6!3m5!1s0x6902316d1731be95:0x43818b4c14742dda!2sPapua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc!8m2!3d-9.471432!4d147.1594636!3m4!1s0x6902316d1731be95:0x43818b4c14742dda!8m2!3d-9.471432!4d147.1594636
https://www.google.com.au/maps/place/Papua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc/@-9.471432,147.1572749,17z/data=!4m12!1m6!3m5!1s0x6902316d1731be95:0x43818b4c14742dda!2sPapua+New+Guinea+%26+Institute+of+Banking+and+Business+Management+Inc!8m2!3d-9.471432!4d147.1594636!3m4!1s0x6902316d1731be95:0x43818b4c14742dda!8m2!3d-9.471432!4d147.1594636

2022 PNG Budget Commentary

Table of Contents

EXECULIVE SUMMIAIY oottt ettt ettt e seeeeennnanneeneaaessesns 3

Budget Highlights ..ooiii ettt e e e e e e e eeaeeaeeeaaas 5 2
Medium Term Fiscal Stratergy ....ueeeieiiiiiiiiiii it e eereeeeeeeaannes 9 \/
Direct TaXation MEASUIES ......uuueetttttttttteeeeeeeiiaeeeeeeeesseseeeansnnnnnnnneseaees 10

INAIreCt TaXation MEASUIES .. vvveetttttiieeeiiiiiiieeteeeeeeeeeeeenennnnssseeseseeeeesennns 12

L0 TH Y =T Y T al 3 P 13

(0] 31 =Tt fl 1 13 14
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Executive Summary

e At a time when the world is still grappling with the COVID-19 pandemic, the Minister for Treasury,
Hon. lan Ling-Stuckey handed over the 2022 Papua New Guinea Budget on behalf of Marape
Government, at the Parliament on this 25" day of November 2021. He also presented the 2022
budget for Autonomous Region of Bougainville. 3

e This is the third annual budget presented by this government. Theme of this year budget is \_/
“Lighten the Burden”.

e The revised Medium-Term Fiscal Strategy 2022-27 continues to guide this budget, with its underlying
principles, i.e., Spend wisely, Raise revenue fairly, Finance debt cheaply, Focus on sustainable
investment options, Reform program for State Owner Enterprises (SOE), Grow non-revenue growth
above 5%, Ease foreign exchange, etc

e The 2022 Budget will continue to be guided by the doctrines of development espoused by Five
National Goals and Directive Principles’, Vision 2050, PNG Development Strategic Plan (DSP)
(2010-2030), the Medium Term Development Plan (MTDP) Il and lll, the National Strategy for
Responsible Sustainable Development (StaRS 2017), and the Fiscal Responsibility Act 2006 (FRA) as
amended in 2019.

o 2022 budget will continue the repair and reconstruction path pursued since 2019, fund key sector
like health, education, law and justice, strategic economic stimulus and support 2022 National
General Election

o Global economic growth is projected at 5.9% and 4.9% for 2021 and 2022, respectively. PNG
economy is expected to recover to 1.5% in 20021 and show strong growth of 5.4% in 2022.

e Budget presented at K22.17 billion, as compared to 2021 supplementary budget estimate of K20.28
billion.

e Total budgeted expenditure consists of, K11.09 billion for operational expenditure, K8.75 billion
for capital expenditure and K2.32 billion for interest payments as against K10.29 billion, K7.88
billion and K2.10 billion respectively, from 2021 supplementary budget.

e Total revenue and grants are estimated at K16.19 billion in 2021 with increase of K2.52 billion
from 2021 supplementary budget estimate of K13.67 billion.

e Tax revenue is estimated at K12.52 billion more than K1.65 billion and Non-tax revenues are
estimated at K1.84 billion more than K678 million, from 2021 supplementary budget estimates of
K10.87 billion and K1.16 billion, respectively.

e A record Deficit budget of K5.98 billion with deficit approximately amounting to 5.9% of GDP.
e The inflation level expected to increase to 5.6% in 2022.

e Various tax measures introduced to facilitate increased revenue collection, simplify rules, provide
transparency, obtain participation from taxpayers etc.

11 integral human development; equality and participation; national sovereignty and self-reliance; wise use of
natural resources and the environment; and Papua New Guinean ways
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Budget Highlights

Total Revenue and Grants 11,525.1 14,085.2 13,680.4 12,093.3 12,995 13,674.7 16,190.2 \4/
Total Expenditure and Net 13,319.1 15,297.5 17,852.4 19,397.8 19,607.8 20,287.5 22,174.8

Lending

(Deficit)/ Surplus (1,794.0) (1,212.3) (4,172.0) (7,304.5) (6,612.8) (6,612.8) (5,984.6)

Revenue and Grants

Taxation revenue 9,141.40 10,475.90 10,918.10 9,802.10 11,109.70 10,867.30 12,522.80
Non-taxation revenue 1,439.90 1,835.70 986.80 866.20 877.00 1,164.40 1,842.50
Grants 943.80 1,773.60 1,775.50 1,425.00 1,008.30 1,643.00 1,824.90

Budget Graph
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This year’s budget is built on the following key assumption and economic parameters

Key Economic Assumptions 2019 Actual | 2020 Actual 2021 Est 2022 Proj 2023 Proj

Economic Growth

World 2.8 (3.1) 5.9 4.9 3.6

Economic Growth

GDP Growth (PNG) 4.5 (3.5) 1.5 5.4 3.8 5
Non-Mining GDP(PNG) 1.6 (1.2) 3.9 3.5 4.9 \/
Exchange Rate

Real Exchange rate Index (2007=100) 130.1 132.0 130.0 129.0 130.4

Inflation

Year average (%) 3.6 4.9 5.0 5.6 5.4

Dec on Dec (%) 2.7 5.1 7.5 4.6 4.6

Interest Rates
Kina Rate Facility (KFR) 5.5 3.0 3.0 3.0 3.0

Inscribed Stocks (3-year Yield) 9.7 9.0 9.8 9.8 9.8

Mineral Prices

Gold US$/0z 1,392.0 1,770 1,795 1,788 1,802
Copper USS/ton 6,006 6,170 9,117 9,059 9,024
Qil Kutubu crude USS$/barrel 57 39 65 64 61
LNG USS per 000 cu. ft 10.6 8.3 10.3 9.8 9.5
Condensate USS$/barrel 57 39 65 64 61
Nickel USS/tonne 10,960 10,639 16,202 14,080 14,208
Cobalt USS$/tonne 22,836 21,483 40,620 40,159 44,175

Agricultural Prices

Coffee USS/ton 3,019 3,628 4,200 4,601 4,683
Palm Oil USS/ton 543 640 1,012 905 782
Cocoa USS/ton 2,342 2,373 2,439 2,556 2,514

Copra Oil USS$/ton 733 994 1,470 1,470 1,470
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REVENUE GRAPH
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Revised Medium Term Fiscal Strategy (MTFS) 2022-2027

The MTFS aims to support medium term development plans and maintain macro-economic stability and
is composed of three major components

e Medium term revenue strategy (MRTS) that aims to build revenue base capable of financing
government medium- and long-term expenditure plans. These includes policy reforms consisting 8
of simplified small business regime, review of tax exemptions/incentives, review of excise and \_/
export duties, tax base broadening, rebalance tax composition from income to consumption
based and legal reforms consisting of simplify and consolidate existing Acts, obtain economic
value from international agreements, establishment of asset registers, bank secrecy codes
amendments, public agencies and administration reforms aimed at managing compliance risks,
improve systems/process and develop strategic leadership and management

e Medium term expenditure strategy aims to reduce total expenditure to GDP ratio by 2027,
reallocate expenditure mix from personnel emoluments and goods and service to priority capital
allocations

e Debt management strategy that delivers low cost financing within prudent risk levels at same
time ensures macroeconomic stability and allows flexible funding to government.

The 2022 Budget strategy is framed within the revised MTFS that sets out government plan of ongoing
budget repair and reconstruction plan and based on following principles

spend the money we have more wisely,

raise the revenues more fairly,

finance the debt more cheaply,

leverage friendly international support more intelligently,

focus on growth in the agriculture, forestry and fishing sector, SMEs and the informal economy,
distribute resource benefits more equitably,

stimulate non-resource growth back to at least 5.0 per cent annually,

comprehensive Government SOE reform program for cheaper energy, internet and water,
getting foreign exchange flowing more freely, and

create at least 10,000 jobs annually

The 2022 fiscal parameters are:

Budget deficit at -6.0% OF GDP

FRA DEFICIT (ex. Concessional loans) at -4.9% of non-resource GDP
Non resource primary balance at -6.6% of non-resource GDP

DEBT target at 52.4% of GDP (2022) and moving to under 50% by 2027
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Direct Taxation measures

The budget introduces several key tax measures aimed at increasing collection, driving efficiency, and
making tax laws easier to comply.

Income tax amendments (effective 1 January 2022). 9
e New Division 11 inserted under Part Ill of the Act and introduces \/

o a flat rate market concentration levy of K195 million, is payable by a commercial
banking company, licenced to operate under Banks and Financial Institutions Act 2000
and having market share of more than 40%

o A flat rate market concentration levy of K95 million, is payable by a Telecommunication
company, licenced to operate under National Information and Communication
Technology Act,2009 and having market share of more than 40%

o Such levy is payable over and above the Provisional Income Tax (PIT) and in three equal
instalment as applicable to PIT

o Such levy is not payable in any year, where the company incurs a tax loss

e Increase in Infrastructure Tax Credits (ITC) from 0.75% for Extractive Industries and from 1.5%
for Agriculture and Tourism sectors, to flat 2%. However in order to be eligible to claim,
following further requirement are to be met-

o Taxpayer to mandatorily submit expenditure report directly to IRC
o ITC can only be claimed for completed projects.

o Any expenditure on prescribed infrastructure development will not be deemed to be
income tax for a year of tax, that is more than 7 years after the year in which such
expenditure is incurred. However any carry forward expenditure as of 31 December 2021
is eligible to be utilised until 31 December 2028.

o Only taxable companies are eligible to participate

e Procedural amendments made to harmonise the operation of the Tax Administration Act, 2017
(TAA Act) and enable the Commissioner General to enforce tax compliance, collection and
recovery actions

¢ Amendment made to enable the taxpayer with Substituted Accounting Periods to pay PIT in line
with their financial year.

Stamp Duty amendments (effective 1 January 2022).

e Procedural amendments made to harmonise the operation of the Tax Administration Act, 2017
(TAA Act) and enable the Commissioner General to enforce tax compliance, collection and
recovery actions




2022 PNG Budget Commentary

Gaming Control amendments (effective 1 January 2022).

e Procedural amendments made to harmonise the operation of the TAA Act and enable the
Commissioner General to enforce tax compliance and collection of Betting Tax and Bookmaker
Turnover Tax, and take penal actions.

Departure tax amendments (effective 1 January 2022).

e Procedural amendments made to harmonise the operation of the TAA Act and enable the 10
Commissioner General to enforce tax compliance and collection of Departure Tax, and take \/
penal actions.

e Authorising Post PNG to act as agent for IRC and charge and collect any unpaid tax, late penalty
and interest thereof.
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Indirect Taxation measures

GST amendments (effective 1 January 2022).

e Procedural amendments made to harmonise the operation of the TAA Act, by making
amendments to the Goods and Services Tax Act, 2003. Includes repeal of certain provisions and
drawing reference to TAA Act in relation to the payment and filing obligation and refund
eligibility, of taxpayer and collection and enforcement obligation of Commissioner General

Amendment to Customs provisions

e To allow level playing field and discourage monopoly, custom tariff on Diesel (tariff item
2710.19.10) and Petrol (tariff item 2710.12.10) to be repealed in a phased manner. Current
10toea per litre to 5toea per litre from 1 January 2022 and Nil toea per litre from 1 January
2023.

e Repeal tariff on Ultra High Temperature (UHT) Milk (certain tariff item beginning 04.01) with
retrospective effect from 1 January 2019.

Amendment to Excise Tariff

e In a bid to provide relief to the ailing industry, six monthly increase rate for excise duty on
Alcohol (includes certain tariff items beginning with 2203, 2204, 2205,2206 and 2208) and
Tobacco products (includes certain tariff items beginning with 2402 and 2403), is reduced from
5% to 2.5% (effective 1 December 2021)

e Continuation of second excise tier introduced in 2019, without six monthly indexation, on
tobacco (tariff item 2402.20.40), for a further period of 2 years commencing 1 December 2021
to 30 November 2023.The aim to discourage cheap illicit tobacco products.

e Increase in excise rate on high alcoholic content products (>10% of alcohol content) by another
K100, from K689.66 per litre to K789.66 per litre (effective 1 December 2021).

e Repeal and replace the 20% excise tariff on electric vehicle (tariff item 8703.80.00) with Nil
excise rate (effective 1 January 2022).

11
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A comprehensive suite of tax and regulatory services

Direct Tax and Regulatory Services

e direct tax and regulatory advisory &
statutory compliances

e international tax advisory & planning
e regulatory advice and support under
- Central Banking Act
- Investment Promotion Act
- Companies Act
e inbound investment advisory & entity set-up

e outbound investment & cross-border
transaction advisory

e tax health check-ups
e tax due diligence

e expatriate tax advisory & compliance
services

Indirect Tax Services

e advisory & strategic consulting in relation to
GST, Customs, Excise, Stamp Duty and other
allied legislations

e compliance assistance

e representation

e review/ health check/ GST audit

e tax due diligence

Transfer Pricing Services

e local documentation studies
- functions & risk analysis
- comparability analysis

e planning study (margins reviews for
budgeting, new transaction planning)

e review of agreements from a transfer pricing
perspective

e  structuring cost sharing arrangements for
inter-company transactions

Compliance and Outsourcing

e maintenance of books of accounts

e  payroll processing, including tax computation
and remittance and filing associated returns
with the IRC

e accounts payable/ receivable processing
e  banking support

e preparation of Final Accounts

e audit support

e secretarial support

e migration advisory and assistance

12
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For more information on the budget please,



mailto:hari.mettupatti@shishya.net
mailto:admin@shishya.net

