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In this issue
This is the fourth of our series of Special Alerts summarising the major proposed changes under the Income Tax Act rewrite. 

Changes to the Taxation of Employment Income
The draft rewrite of the Income Tax Act contains many important 
implications to consider for taxpayers. In this article we summarise 
the implications for salary and wages withholding tax on 
employment income. 

Employment and Salary and Wages
In the new Act, Salary and Wages Tax is now referred to as a tax on 
Employment Income. However, the definition of what constitutes 
employment income remains broadly the same as per the old Act, 
with some specific extensions referred to below. 

The term employment is also defined but interestingly refers to 
an individual engaged “to perform services under the direction and 
control of another person”. This control requirement results in a 
more restrictive scope than the old Act’s definition of employment. 
However, the new Act also contains anti-avoidance rules which 
makes it difficult in practice for individuals who are independent 
contractors to be anything other an employee. What is not clear 
is whether these anti-avoidance measures are just intended to 
counter situations where employees convert themselves into 
independent contractors, which the name to the anti-avoidance 
section suggests.

Employee Share Scheme Benefit
Unlike the old Act, the new Act specifically provides for the tax 
treatment of shares or options under an Employee Share Scheme 
(ESS). The new Act provides for the taxing point (timing) and the 
valuation of the income derived by an employee from an ESS. 

Redundancy Payments
The concessional component of a redundancy payments under an 
“approved redundancy scheme” will be subject to a 2% tax rate if 
the employee is made redundant before reaching the age of 65 or 
meets certain other criteria as set out in the new Act. Full details 
of the concessional components or qualifying years of service are 
not yet stated in the new Act. An approved redundancy scheme is 
referred to as a scheme approved by the Commissioner General in 
accordance with the Regulations. 

Allowances
The new Act contemplates that the assessable value of allowances, 
including cost of living, subsistence, rent, utilities, education, 
entertainment, meeting, or travel allowance may be reduced to 
the extent it is expended by the employee in the performance 
of their duties. This principle covers reimbursements for work 
related expenditure as well. Details of supporting documentation 
requirements, or prescribed reasonable limits, have not yet been 
released. 

Employee Deductions
Expenses incurred by an employee in deriving employment income 
are still not an allowable deduction to the employee. 

Valuation of Non-cash Benefits
The prescribed rates for housing and motor vehicle benefits are 
to move to more market-based valuation rules, while specific 
valuation rules have been introduced for other benefits.

 • Housing

The value of the housing benefits are not provided, however, 
reference is made to the Regulations on prescribed amounts. 
These are expected to be somewhat higher than the present 
prescribed amounts.

 • Motor Vehicle

The value of a motor vehicle benefit is calculated at 10% of the 
cost of the vehicle per annum, spread out over each fortnight. 
Where the vehicle is leased by the employer, the benefit value 
is based on the fair market value at the commencement of the 
lease. It should be noted that this formula applies regardless of 
the car’s age.

Unlike the current Income Tax Act, the motor vehicle benefit does 
not factor in fuel in to the calculation of the motor vehicle benefit. 
However, the value of the benefit may now be reduced by:
 – Any payment made by the employee for the use of the motor 
vehicle or for maintenance and running expenses;

 – The proportion of the use of the vehicle by the employee in the 
conduct of employment; and

 – The proportion of the fortnight that the vehicle was not 
provided to the employee for private use.

 • Debt Waiver: A waiver by the employer of an employee’s 
obligation to pay or repay an amount owing to the employer by 
the employee as specific as assessable to the value of the debt 
waived.

 • Discounted Interest Loan: A loan provided by the employer 
to an employee at a rate less then market lending rates is 
assessable equal to the value of the interest discount.

 • Discounted Goods & Services: The provision of discounted 
goods or services by an employer to an employee is a taxable 
benefit, equal to the cost to the employer. There are  
concessional valuation rules (75% of normal selling price) where 
the employer supplies such goods or services in its ordinary 
course of business.

 • Private Expenditure: The payment of private expenditure by an 
employer for the private benefit of the employee, whose value is 
otherwise not specifically covered, is an assessable benefit equal 
to the amount of the expenditure.

 • Residual Benefit: Other non-cash benefits provided to an 
employee by the employer which are not covered elsewhere is a 
residual benefit whose value is its fair market value at the time of 
is provided, less any employee payments for the benefit.
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Exempt Benefits

 • Annual school fees for a child of the employee remains exempt, 
but is now extended to an “approved tertiary institution”. No 
details of an approved tertiary institution as yet.

 • Medical Insurance Premiums: Payment on behalf or 
reimbursement to, an employee by the employer of medical 
insurance premiums is now exempt, but only if this benefit is 
available to all non-casual employees on equal terms. 

 • Annual Leave & Additional Leave Fares: The existing rules are 
preserved, including ability to apply for additional fares due 
to remoteness or hardship. What is important to note is the 
inclusion of the wording paid or reimbursed, suggesting the 
employee will be able to book the fares directly and recover the 
cost from the employer.

 • A superannuation contribution made by an employer is not 
assessable to the employee. Employers may still contribute up 
to 15% of taxed employment income of the employee. Amounts 
in excess of this will not be allowed as a tax deduction to the 
employer. 

 • Meals or refreshments provided in a canteen, cafeteria or dining 
room by the employer solely for all employees is now proposed 
as exempt.

 • Non-deductible employer expenses: Where the employer has not 
been allowed a deduction for expenditure, on the basis that it is 
domestic or private in nature, that benefit is not assessable on 
the employee. While not clear, we would expect this is intended 
to cover social club memberships and utilities. 

Formalising the Salary Sacrificing Arrangement
With the formalising of the assessment of non-cash benefits, it  
may be the IRC’s 60:40 rule is withdrawn. Procedures for complying 
with salary sacrificing requirements are not yet stated, and we 
expect these will be covered by subsequent Regulations and  
IRC Tax Circulars.

Foreign employment income
Foreign employment income, including a pension related foreign 
employment, derived by a resident individual will be exempt 
but only where the income is subject to tax in the country of 
employment.

Salary and Wages Tax Lodgement Date
Salary and wages withholding taxes due date is proposed to be 
moved from the 7th to the 21st day of the following month, in line 
with other withholding taxes. 

The above mentioned changes to the taxation of employment 
income are significant and taxpayers should take time to ensure 
they understand the implications of the changes for their business. 

If you would like to discuss the draft changes, their impact or the 
making of a submission to Treasury, please let us know. 

Written submissions are due by 9 April 2020. 

This publication contains general information only, and none of Deloitte Touche Tohmatsu 
Limited, its member firms, or their related entities (collectively the “Deloitte Network”) is, by 
means of this publication, rendering professional advice or services. Before making any decision 
or taking any action that may affect your finances or your business, you should consult a 
qualified professional adviser. No entity in the Deloitte Network shall be responsible for any loss 
whatsoever sustained by any person who relies on this publication.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of 
member firms, and their related entities. DTTL (also referred to as “Deloitte Global”) and each of 
its member firms and their affiliated entities are legally separate and independent entities. DTTL 
does not provide services to clients. Please see www.deloitte.com/about to learn more.

About Deloitte
Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk 
advisory, tax and related services. Our network of member firms in more than 150 countries 
and territories serves four out of five Fortune Global 500®companies. Learn how Deloitte’s 
approximately 286,000 people make an impact that matters at www.deloitte.com.

About Deloitte Asia Pacific
Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. 
Members of Deloitte Asia Pacific Limited and their related entities provide services in Australia, 
Brunei Darussalam, Cambodia, East Timor, Federated States of Micronesia, Guam, Indonesia, 
Japan, Laos, Malaysia, Mongolia, Myanmar, New Zealand, Palau, Papua New Guinea, Singapore, 
Thailand, The Marshall Islands, The Northern Mariana Islands, The People’s Republic of China (incl. 
Hong Kong SAR and Macau SAR), The Philippines and Vietnam, in each of which operations are 
conducted by separate and independent legal entities.

About Deloitte Australia
In Australia, the Deloitte Network member is the Australian partnership of Deloitte Touche 
Tohmatsu. As one of Australia’s leading professional services firms. Deloitte Touche Tohmatsu 
and its affiliates provide audit, tax, consulting, and financial advisory services through 
approximately 8,000 people across the country. Focused on the creation of value and growth, 
and known as an employer of choice for innovative human resources programs, we are dedicated 
to helping our clients and our people excel. For more information, please visit our web site at 
www.deloitte.com.au

Liability limited by a scheme approved under Professional Standards Legislation. 
Member of Deloitte Asia Pacific Limited and the Deloitte Network. 
© 2020 Deloitte Touche Tohmatsu. 
Designed by CoRe Creative Services. RITM0523964

For more details please contact your key Deloitte contacts or any 
of the following:

Leadership Contacts 

Andrew Harris
Partner 
Tax & Business Services 
Tel/Direct: +675 308 7010
andrewharris@deloitte.com.pg 

Declan Mordaunt 
Principal 
Tax & Business Services  
Tel/Direct: +675 308 7037
dmordaunt@deloitte.com.pg 

Sanchika Sutharshan 
Director 
Tax & Business Services 
Tel/Direct: +675 308 7160 
ssutharshan@deloitte.com.pg 

Antonio Bernabe 
Principal 
Tax & Business Services 
Tel/Direct: +675 308 7057 
abernabe@deloitte.com.pg 

Maygen Turliu 
Director 
Tax and Business Services  
Tel/Direct: +675 308 7017  
mturliu@deloitte.com.pg 


