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

Taxation of Individuals
The draft rewrite of the Income Tax Act contains many important 
implications to consider for taxpayers. In this article we summarise 
the implication for individuals. The changes for Salaries and Wages 
Tax and Trusts are the subject of previous alerts and therefore not 
repeated here.

Tax Residence
The definition of tax residence for an individual has been changed. 
The proposed definition is an individual who:
a. resides in PNG at any time during the year; 
b. has his or her domicile in PNG during the year unless the 

individual has a permanent home outside PNG for the year; 
c. is physically present in PNG for a period of, or periods 

amounting in aggregate to, 183 days in any 12-month period 
that commences or ends during the year; or 

d. is citizen of PNG who is an employee of the Government posted 
abroad. 

The current definition provides an exclusion to item (c) where the 
Commissioner is satisfied that the persons usual place of abode is 
outside PNG and that they do not intend to take up residence here. 
In addition, (a) above is new. The word “resides” is in the Australian 
tax legislation and has been held to mean “to dwell permanently 
or for a considerable period of time, to have one’s settled or usual 
abode, to live in or at a particular place”. The combination of both 
these items is likely to make it harder for many individuals to argue 
that they are non-resident. 

The important implication of this is that residents are taxable on 
their worldwide income, whereas non-residents are only taxable 
on PNG sourced income. Worldwide income would need to be 
declared through lodgement of an annual income tax return. 
Foreign income of a tax resident that has incurred tax in the 
country of source, would usually still be taxable in PNG, though a 
foreign tax credit may still be allowed. There are exceptions, such 
as some foreign capital gains are not assessable in PNG.

Impact of Tax Treaties
A Double Tax Agreement (DTA) can in certain instances override 
the domestic law. For example, in the case of the Australian 
DTA the primary test is based on the location of the individual’s 
“permanent home”. Where the taxpayer has a permanent home in 
both locations alternative tests are available for determining the 
residence for the purpose of the DTA. In the Australian case where 
the taxpayer can argue that they are non-resident in PNG the 
corollary is that they are resident in Australia and thereby:

 • Taxable in Australia on their worldwide income and 

 • Only taxable in PNG on PNG sourced income.

Unfortunately, PNG does not have an extensive DTA network. 
Currently PNG has 10 operational DTAs and it seems unlikely that 
this will be expanded in the near future.

Tax Return not Required
An individual is not required to file a tax return in the following 
circumstances:

 • Their only income is employment income from which salaries or 
wages tax has been deducted. 

 • Where the person’s income falls below the tax-free threshold 
(currently K12,500 per annum for resident individuals).

 • A non-resident whose only PNG source income is subject to “non-
resident withholding tax”.

 • A person specified in the Regulations (not yet issued).

In addition, it should be noted that the first K200 of interest income 
will be exempt from income tax. Withholding tax on dividends paid 
by a resident company is a final tax and therefore not subject to 
further tax in the hands of the individual. It is not clear how this 
will work in the case of dividends paid to a resident trust where 
the individual becomes entitled to that income. Please see our 
separate Alert on the taxation of Trusts for further details.

Small Business Tax
The small business tax (SBT) regime applies in the following 
circumstances:

1. An individual conducts the business solely in PNG.
2. The individual is not registered for GST and their turnover did 

not exceed the GST threshold of K250,000.
3. Their business does not include professional services, which 

is defined to mean medical, dental, legal, accounting, financial, 
managerial, engineering, architectural, consulting, or other 
similar services.

The individual can elect out of the regime or back into the regime 
after a three-year period. Where the individual’s turnover is less 
than K60,000, the annual tax liability is K250. Where it is greater 
than K60,000, the tax is payable quarterly and equates to K62.5 
plus 4% of the turnover above K15,000 for the quarter.

To protect the integrity of the SBT provisions, there are anti-
avoidance provisions to avoid splitting income between associates 
as well as seeking to convert employment contracts into contracts 
for services (business income). Sole traders may find they are 
employees of their clients under these rules even where not 
previously employees. 
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Taxable Income
A taxpayer is required to return the following income:
a. Employment Income;
b. Business Income; and 
c. Property income (including dividends, interest, royalties, rent, 

annuities, and pensions unless they are already included in 
business or employment income).

As noted above, if the individual has only employment income 
and/or dividends they will not need to file a return. The detailed 
calculation of business and property income will be the subject of 
a separate Alert. It is not clear from the new Act whether tax losses 
are to be quarantined between business and property income. 

Income derived by the individual from a partnership or from a trust 
will be included within the appropriate category above. 

Individuals may obtain deductions for donations only to IRC 
approved non-profit bodies, including religious organisations, but 
this cannot exceed 10% of that person’s assessable income. 

Capital Gains Tax (CGT)
The CGT regime is included within the Income Tax Act rewrite; 
however, the commencement date will be deferred until a future 
date when notified in the Government Gazette. We understand 
that it is unlikely the CGT regime will commence until after the next 
general election.

The assets within the charge for CGT has also been restricted to 
the following:
a. PNG real property;  
b. A membership interest in an entity where more than 50% of 

the value of the interest is derived, directly or indirectly, from 
PNG real property; and

c. An option or right to acquire an asset referred to in the 
preceding paragraphs. 

Exempted assets include the following:
a. The principal place of residence of an individual; 
b. An asset that is used by a person solely to derive exempt 

income; and 
c. A gain derived or loss incurred on the first commercialisation of 

customary land. 

The cost of a taxable asset held on the date of introduction of CGT 
will, at the election of the taxpayer, be the actual cost or the fair 
market value on that date. CGT will be payable at the rate of 15% 
of the capital gain. The legislation also provides for special rules 
for part disposals, splitting of assets, creation of new assets and 
replacement assets (roll -over relief).

Tax Returns and Payment
Income Tax returns are due for lodgement 3 months after the 
end of the tax year (31 March). Tax is payable by provisional tax 
payments due in 3 instalments on 31 March, 30 June and 30 
September of the tax year. Any balance of tax is now due on the 
same date the return is due for filing (3 months after year end). 

Each of the provisional tax payments are based on 1/3rd of 
the prior year’s tax liability increased by an uplift factor (to be 
determined by Regulations). As we will move to a self-assessment 
system from 1 January 2021 it will no longer be necessary for IRC to 
issue assessments nor provisional tax notices. 

There are also rules allowing an application for a variation 
(reduction of provisional tax) and covering the situation where the 
individual did not have a tax liability in the prior year.

CGT returns and the payment of tax are due:

 • Where the transfer document is required to be stamped under 
the Stamp Duties Act, by the earlier of – 
i.   the due date for stamping (60 days after the issue of a stamp 

duty assessment); or 
ii. 21 days after the date of disposal of the asset; or 
iii. in any other case, within 21 days after the date of disposal of 

the asset.  

 A small business taxpayer with income less than K60,000 does not 
need to file a tax return. The K250 tax liability must be paid on 30 
June of the tax year.

When turnover exceeds K60,000 the individual must furnish a SBT 
return for a quarter within 15 days after the end of the quarter. The 
tax payable by a small business taxpayer for the quarter is due on 
the same date. 

Submissions
The abovementioned changes to the taxation of Individuals 
are significant and taxpayers should take time to ensure they 
understand the implications. There are situations were individuals, 
for example, may become tax resident or become taxable in PNG 
on trust income. Planning in advance of any changes is therefore 
recommended.

If you would like to discuss the draft changes, their impact or the 
making of a submission to Treasury, please let us know. Please note 
that submissions are required to be made on or before 9 April.



Papua New Guinea

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 and Business Services 
Tel/Direct: +675 308 7010 
andrewharris@deloitte.com.pg 

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

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

Antonio Bernabe 
Principal  
Tax and 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


