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Executive Summary

The Treasurer Hon. Patrick Pruaitch handed over the 2017 Budget on behalf of O’Neill-Dion
Government at the Patliament on 1 November 2016 at 2 PM.

Theme of this year budget is “Responsible Fiscal Consolidation for Future Growth and
Development”.

This budget is presented in the backdrop of slowing world economy that directly impacted PNG’s
exportts. This was in no way assisted with the home-grown troubles such as OK TEDI shutdown,
drought and frost conditions, increased inflation and dipping foreign exchange reserves.

This year key budget thrust includes continued support to priority sector spending like education,
health, infrastructure, agriculture, tourism and SMEs, 2017 elections and APEC summit, effective
and efficient implementation of major projects, quality spending, etc.

Budget presented at K13.3 billion, as compared to 2016 supplementary budget estimate of K13.8
billion.

Total revenue and grants are estimated at K11.47 billion in 2017 with a slight drop of K0.25 billion
from 2016 supplementary budget estimates of K11.72 billion

Tax revenue is estimated at K9.2 billion more than 9% and Non-tax revenues are estimated at K1.2
billion increasing more than 67%, from 2016 supplementary budget.

Deficit budget of K1.8 billion with deficit approximately amounts to 2.5% of GDP.

More than 40% budget allocation for Key Priority Areas of Education, Infrastructure, Health, Law
& Otder and Economic & Agtriculture.

The inflation level expected at 7% in 2017 and 6.5% in 2015.

Public debt is expected to increase from K19.78 billion to K21.62 million, with domestic debt of
K13.52 billion and external debt of K8.1 billion. Government debt profile will be managed using
range of financial instruments including potential issuance of sovereign bond to ease pressure on
domestic market.

Other complementary policies include creating a quality framework for management of Sovereign
Wealth Fund, undertake major Public Sector Reforms, microeconomic reforms to improve
operational efficiency of State Owned Enterprises, tighten regulatory grip to encourage healthy
business competition, improve ease of doing business index, assist SMEs and other informal business
players to play more visible role, etc.

Key tax measures include reintroduction of progressive log export tax, increased alcohol and tobacco
excise, increased tax on employer provider housing and additional profits tax to apply to all mining
and petroleum projects.
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Budget Highlights

Key Economic Assumptions 2010 2011 2011 2012 2013 2014 2015 2015 2016 2017
Actual | Estimate | Actual | Actual | Actual | Estimate | Estimate | Estimate | Estimate | Budget

Economic Growth

GDP Growth 7.6 8.9 11.1 8.0 5.0 8.4 15.5 11.8 2.0 2.8

Non-Mining GDP 8.5 10.8 13.2 9.1 4.9 1.4 4.0 2.0 2.5 3.0

Exchange Rate

Real Exchange rate Index (2007=100) 155.0 175.2 164.1 155.1 157.3 141.0 129.4 133.2
Inflation

Year average (%0) 6.0 8.7 8.5 2.2 5.0 5.9 5.5 6.0 6.6 7.0
Dec on Dec (%) 7.2 7.7 6.9 1.6 2.9 8.3 44 6.4 6.4 6.5

Interest Rates

Kina Rate Facility (IKFR) 5.5 4.5 7.8 6.8 6.3 6.3 6.3 6.3 6.3 6.3

Inscribed Stocks(3 year Yield) 8.1 5.6 9.0 5.0 5.0 5.0 8.0 9.7 9.7 9.7

Commodity Prices

Oil (USD/Batrel) 79.0 90.0 104.0 105.0 104.0 95.5 89.7 49.0 42.0 50.0
Copper (USD/Tonne) 7,538 8,800 8,823 7,959 7,331 6,904 6,947 5,502 4,724 4,832
Gold (USD/Ounce 1,225 1,566 1,569 1,668 1,411 1,273 1,277 1,160 1,267 1,301
Nickel (USD/Tonne) 17,542 | 15,030 17,255 18,000 11,831 9,351 10,459
Cobalt (USD/Tonne) 28,761 | 24,600 32,623 30,000 29,255 24,212 25,243
LNG (USS per thousand cubic feet) 12 12 12 13 8 7 8

Condensate(US$/barrel) 105 100 85 87 49 42 50
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Budeet 2014 2014 2015 2015 2016 2016 2016 2017
udge Budget Revised Budget Actual Budget Supp. Revised Budget
Total Revenue and Grants 12,688.50 | 1267480 | 1392730 | 10,7640 | 12,650.10 |  11,722.00 |  11,082.40 11,473.10
E:ﬁiffpmdlmre and Net 15,041.50 15,103.80 16,199.10 13,788.80 14,762.60 13,834.00 000 | 13,349.50
(Deficit)/ Surplus -2,353.00 -2,429.00 2,271.80 -3,012.40 2,112.50 211200 | 11,082.40 1,876.40
Revenue and Grants
Taxation revenue 9,743.50 9,762.80 |  11,257.80 8,931.00 |  10,525.60 8,825.80 8,453.20 9,182.20
Non-taxation revenue 1,260.00 1,195.50 1,065.60 1,026.00 611.30 947.70 747.70 1,245.70
Grants 1,555.00 1,555.00 1,396.10 819.50 1,513.20 1,948.00 1,881.40 1,045.30
Infrastructure Tax Credits 130.00 161.60 207.80 0.00 0.00 0.00 0.00 0.00
20,000.0
16,199.1
15,041.5 15,103.8 14,762.6
15,000.0 13,92 ’ 13,834.0
) 13,788.8 ,834. 13.349.5
12,68 12,67 12,65
11,72 11,47
10,77
10,000.0
5,000.0
2014 2014 Revised 2015 Budget 2015 Actual 2016 Budget 2016 Supp. 2017 Budget
Bu g (1,876.4)
r - 4}
(5,000.0)

==d Total Revenue and Grants

i Total Expenditure and Net Lending

e (Deficit)/ Surplus
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Direct Taxation measures

The budget introduces a number of key tax measures aimed at increasing collection, driving efficiency and
making tax laws easier to comply. It considers the report of the tax review committee tabled end of last year.

Tax rates and Thresholds® will apply from 1 January 2017

Resource company tax rates to be standardised at 30%. Refer table below for changes applied.

Resource companies Old Company tax rate New Company tax rate
New Petroleum projects 45% 30%
Incentive rate Petroleum projects | 30% 30%
Other Petroleum projects 50% 30%
Resident Mining companies 30% 30%
Non-resident Mining companies | 40% 30%

Single rate of 15% for Dividend Withholding Tax proposed to be applied across all sectors. The

changes are presented below table-

Paying company Old DWT rate New DWT rate
Non resource company 17% 15%
Petroleum/gas companies Nil 15%
Mining companies 10% 15%
Offshore dividend received by 17% 15%

resident companies

Repealing the presumptive tax basis of charging Foreign Contractors that provided for non-resident
tax rate of 48% on a notional income of 25% of gross contract value, with a flat 15% Foreign

Contractor Withholding Tax (FCWT).

Additional Profits Tax is increased from present 7.5% and 10% under two options, to standard 30%.

No change in personal tax rates

Y Income Tax, Dividend (Withholding) Tax and Interest (Withholding) Tax Rates (2017 Budget) (Amendment) Bill 2016




2017 PNG Budget Commentary

Changes to taxation of Employer Provided Housing Benefit Will apply from 1 January 2017

e  With view to reflect the recent appreciation in housing costs in PNG, the budget proposes to

introduce 2 new threshold called Very High Cost House or Flat and Up-Market Cost House or Flat.

Find proposed prescribed value

Type of Housing Weekly Rent Area 17
Very High cost house or flat > K5000 K2500
Up-market cost house or flat K3001 - K5000 K1500
High cost house or flat K1001 —K3000 K700
Medium cost house or flat K300-K1000 K400
Low cost house or flat <K300 K160
Mess/barracks NA K60
Government mess/barracks NA K7
Employees in approved low costing housing scheme NA KO

e  Offshore employer provided accommodation will be fully taxed.

Resource tax amendments

Area 27
K1500
K1000
K500
K300
K150
K50
K7

KO

Area 3
KO
KO
KO
KO
KO
KO
KO

KO

e A new bill® proposes following amendments to the way resource companies will be taxed from 1 January

2017

o Abolish double tax deduction concession for exploration expense in mining sector to

promote a level playing field across resource sector, simplify administration and increase

efficiency.

o Additional Profits Tax (APT) revamped and its application extended to all resource projects.

=  The reference to Accumulation Rate X and Accumulation Rate Y under S.159A (1)
repealed and replaced with word “accumulation rate”, to mean standard 15%.

= S.159A (5) allowing choice of above 2 options repealed.

= Under S.159B (1), (3) and S.159D, reference to the Accumulate Rate X and Y

removed

*  Under S.159C, the additional profits tax is increased from present 7.5%/10% to 30%.

2 Goroka, Lae, Madang, Mt Hagen, Port Moresby, Kokopo, Alotau & Kimbe

3 Bulolo, Daru, Kainantu, Kavieng, Kerema, Kiunga, Kundiawa, Lorengau, Mendi, Popondetta, Pogera, Rabaul,Tabubil, Vanimo, WAbag, Wau,

Wewak, Buka, Arawa & Lihir
4 any place in Papua New Guinea not included in Area 1 and 2
5 Income tax (2017 Budget) (Amendment) Bill 2016
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Transfer pricing reporting will apply from 1 January 2017

e The budget announced implementation of the Minimum Standards- Base Erosion Profit Shifting
(BEPS) Action 13 Transfer Pricing and Country by Country Reporting, by introduction of a new
Division 16A — Country by Country Reporting (CbCR). Salient features are listed below-

o Each ultimate parent entity of a Multi National Enterprises (MNE) Group is required to file a
CbCR with respect to its reporting fiscal year, on or before 12 months from end of such year.

o In certain circumstances, where a PNG entity is not ultimate parent entity, it will still be
required to file CbCR.

o The CbCR reporting requires the following information —

= Aggregate information relating to the amount of revenue, profit (loss) before income
tax, income tax paid, income tax accrued, stated capital, accumulated earnings,
number of employees, and tangible assets other than cash or cash equivalents with
regard to each jurisdiction, in which the MNE Group operates

® Anidentification of each Constituent Group of the MNE Group, setting out the
jurisdiction of tax residence of such Constituent Entity, and where different from
such jurisdiction of tax residence, the jurisdiction under the laws of which it is
organised and nature of main business activity or activities.

o The following MNE Group will be excluded from CbCR reporting
= Total consolidated group revenue is less than K2 Million for any fiscal year

= MNE Group of which the Constituent Entity resident in PNG is member has filed
through a Surrogate Parent Entity with tax authority of its jurisdiction of tax
residence and satisfies further conditions.

Foreign Contractor Provisions Revamped Will apply from 1 January 2017

e The budget proposes major amendments to the way foreign contractors will be taxed in PNG and
important changes are indicated below-

o0 The presumptive basis of taxation of income i.e. notional income of 25% of total contract
value, will no longer apply.

o Option to adopt a basis of annual assessment by lodging tax return is done away with.
o The FCWT withholding tax is now a flat 15% rate.
o Reference to Deemed assessment removed.
Dividend Withholding Tax (DWT) Provisions Revamped Will apply from 1 January 2017
e The budget proposes major amendments to DWT -
o Simplifies the provision relating to the incidence and application of DWT

o Removes the reference to exempt entities

Page 1 0
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o Does away with the claim for refund of DWT paid to exempt entities and thus makes DWT
final tax in relation to exempt entities

Minor technical amendments Will apply from 1 January 2017 except otherwise provided

A general administration provision included Section 6 of the Income Tax Act (IT'A) to ensure

consistency between the Internal Revenue Commission Act (IRC) and I'T/A. Will apply from 18 September
2014.

Section 9 (4) (e) and (g) of the ITA are repealed to correct out dated legislative references to the
Central Banking Act and a secrecy provision respectively.

Amendment to section 144 AB (1) to change the word ‘country’ last appearing in Section 144AB (1) to
the correct word ‘company’.

Section 299F (2) of the ITA is also amended replace the word ‘employer’ used in subsection (2) with
the word ‘employee’.

Update to Regulation 88 (1) of Income Tax Regulation 1959 to correct out-date referencing of
‘Supreme Court’ to ‘National Court’.

Further amendment to the heading of Part VI Division 2 of ITA by deleting the words “and royalty
payments”

Repealing of redundant exemption provisions under section 22B, 23, 25B, 29 (a), (b),(c), (d), (e), (f),
(@), ), @), (j), and section 38, 43A of the ITA.

Stamp Duties Amendment

A new bill® proposes to repeal stamp duty on bookmakers betting tickers considering the low revenue
and significant costs involved. Will apply from 1 January 2017

Related pronouncements

A Joint Task Force on compliance enforcement comprising of senior treasury and IRC officials to be

set up with the objective of making specific efforts towards raising revenue from large companies.
Terms of reference expected to be finalised in early 2017

6 Stamp Duties (2017 Budget) (Amendment) Act 2016
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Indirect Taxation measures

Amendment to Customs Tariff

e With view of encouraging downstream processing, capturing resource rent from high value log
species, and simplify administration, a new bill” proposed to replace the duty tariff for unprocessed old
processed logs from fixed rate to progressive export duty rate. Refer table below for the rates
proposed to apply from 1 January 2017-

New Threshold ( FOB price, USS/ metric cube) New Export Tax (USS/ metric cube)
0 P x 0.095

Above $25.0 P x 0.2375 - 3.56

Above $30.0 P x0.4275-9.26

Above $35.0 P x0.095 - 10.92

Above $40.0 P x0.095 - 12.82

Above $55.0 P x0.095 - 18.04

Amendment to Excise Tariff

e A new bill8 is introduced to increase alcohol excise, one off increase on tobacco excise, removal of
redundant tariff codes and increase diesel excise, as below-

o Biannual capped indexation rate increased for alcohol excise from 2.5% to 5% on range of

alcohols included under principal tariff codes 2203, 2204, 2205, 2206 and 2208. Will apply from
1 December 2016

o One off increase of 15% on tobacco excise effective base rate to discourage tobacco
consumption. Will apply from 1 January 2017

o Removal of tariff item 2402.20.30 for cigarettes of tobacco substitute with filter containing
dark fired tobacco. Will apply from 1 January 2017

o Diesel excise tariff increased from 6 toea per litre to 10 toea per litre to allow government to

get increased share. The additional 4 toea will be transferred to National Roads Authority?.
Will apply from 1 January 2017

Other indirect tax amendments

e A new bill'” proposes to amend the Gaming Control Act to apply from 1 January 2017

7 Customs Tariff (2017 Budget) (Amendment) Bill 2016
8 Excise Tariff (2017 Budget)(Amendment) Bill 2016
9 National Roads Authority (2017 Budget)(Amendment) Bill 2016
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o to increase consolidated revenue fund share from 46% to 55% by reducing the gaming
machine profit distribution to community benefit fund by 4% and permit holders portion by
5%, and reallocate those shares.

o Existing Bookmakers Stamp Duty on betting tickets to be merged with Bookmakers
Turnover Tax(BTT) and increased 15% BTT to apply

o Obligations placed on bookmakers to comply with BT'T

e New bill'! proposed to establish the sharing of the BTT between provinces and national government
on 40:60 basis.

e A Dbill"? proposes to increase Departure tax from K30 to K114 per departing passenger. Will apply from
1 January 2017.

General Pronouncements

o With aim to arrest illicit entry of products into PNG, the government is proposing to establish a multi-
agency anti illicit trade task force under a private public partnership. To be established in 2017.

10 Gaming Control (2017 Budget)(Amendment) Bill 2016
11 |nter Government Relations (Functions and Funding) (2017 Budget)(Amendment) Bill 2016
12 Departure Tax (2017 Budget) (Amendment) Bill 2016
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Financial Analysis of Taxation Measures

Tax measures proposed

Additional revenue / (outgoings) in 2017
(in millions)

Revenue raising initiative — special task force K 400.0
Progressive Export Duty Rate- Unprocessed log K 80.0
Redistribution of Gaming Control revenue K 32.0
Increase in Alcohol Excise K 19.0
Increase in Tobacco Excise K 24.0
Increase in Diesel Excise K76.0
Merger of Stamp Duty into BT'T and increase BTT K18.0
Increase in Departure Tax K20.0
Increase in housing benefit valuation Ko6.0
Reduction in DWT in non-resource sector (K6.0)

Increase in DWT in resource sector

No value provided but expected to be positive

Reduction in Corporate Tax — Resource Companies (K2.0)
Simplification of DWT KO
Increase in FCWT No value provided but expected to be positive

Minor policy or technical amendments

KO

CbCR reporting

No value provided but expected to be positive
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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 checkups
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
®  representation

e review/ health check/ GST audit

e tax due diligence

Transfer Pricing Services

local documentation studies
- functions & risk analysis
- comparability analysis

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

review of agreements from a transfer pricing
perspective

structuring cost sharing arrangements for inter-
company transactions

Compliance and Outsourcing

maintenance of books of accounts

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

accounts payable/ receivable processing
banking support

preparation of Final Accounts

audit support

secretarial support

migration advisory and assistance




Contact us

For more information on the budget please



mailto:hari.mettupatti@shishya.net
mailto:mary.nigona@shishya.net
mailto:cathy.polangou@shishya.net

