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In this issue
This is the twelfth edition of our series of Special Alerts summarising the major proposed changes under the Income Tax Act 
rewrite. This Alert focuses on the proposed changes to the Financial Services Sector.

Overview of Key Changes
The draft rewrite of the Income Tax Act (ITA) contains many important implications to consider for taxpayers. Our series of 
Special Alerts on the ITA Rewrite outlines the key proposed changes in detail. We recommend readers review our prior alerts 
which are listed below. Please follow the link to review the specific alerts. 
https://www2.deloitte.com/au/en/papua-new-guinea/pages/deloitte-private/articles/png-income-tax-act-rewrite-tax-alerts.html

 • Foreign Contractors 

 • Fixed Assets

 • Withholding Taxes

 • Employment Income

 • Trusts

 • Individuals

 • International Tax

 • Allowable Deductions

 • Assessable Income

 • Capital Gains Tax

 • The Tax Administration Act

In this alert we focus on changes specific to the Financial Services sector and areas which are likely to have significant affects. It is 
important to note that many of the other changes referred to in our prior alerts listed above will also affect players in this sector. 
For example employment taxes, fixed assets, withholding taxes etc.Change of tax residency rules for Australian individuals

Fixed Assets Leasing
In addition to the changes in the optional methodologies for 
calculating depreciation the new rules propose that leased assets 
will follow IFRS rules such that a finance lease will be deemed a sale 
of the asset for income tax purposes. This will have a significant 
impact for both the financial institution and its customers, 
potentially impacting the calculation of the implicit return as well as 
the instalment payments. There is currently no proposed changes 
to the GST treatment of finance leases.

Bad Debts/Loan Loss Provisions
A bank is not subject to the normal bad debt deductibility 
provision (deductible when written off subject to meeting specific 
tests). Instead a bank will be entitled to a deduction for 75% of 
the increase in the loan loss provision for the year, provided it is 
calculated under IFRS standards. A Bank means an entity defined 
as such by the Banks and Financial Institutions Act 2000 (BFI Act). 
As such it will not include all Licensed Financial Institutions. There is 
no transitional provision in the draft legislation.

General Insurance – provision for unexpired risks
A deduction is allowed to a General Insurer for the amount of the 
unexpired risk at the end of the financial year. The amounts allowed 
in prior years is included in assessable income. The provision for 
unexpired risks is not defined in the draft legislation but generally 

means the amount set aside by an insurer at the end of its financial 
year, in respect of risk to be borne by the insurer after the end of 
its financial year under contracts of insurance entered into before 
the end of that year and includes the unearned premium less any 
deferred acquisition cost (DAC) plus any additional provision for 
unexpired risk (IBNR), required as a result of the liability adequacy 
test in the financial reporting standards. This will have impact on 
the calculation of taxable income for many insurers who currently 
adopt different methodologies for treating DAC. Again there is no 
specific transitional provision contained in the draft legislation to 
deal with changes in the treatment of provisions.

Life Insurance
Life Insurance companies will no longer be exempt from income 
tax on their premium income. The prior exemption provisions 
together with special deductions allowed are not replicated in the 
draft legislation. Consequently, profits from their underwriting 
activities will be taxable effectively on a profits emerging basis. The 
provision allows a deduction for the movement in reserves and 
taxability where the reserves fall.

https://www2.deloitte.com/au/en/papua-new-guinea/pages/deloitte-private/articles/png-income-tax-act-rewrite-tax-alerts.html
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Conclusion

 • The above mentioned changes are potentially significant and taxpayers should take time to ensure 
they understand the implications. 

 • If you would like to discuss the draft changes or their impact please let us know.

Superannuation
The tax rate for Approved Superannuation Funds is maintained 
at 25%, as well as the exclusion of contributions from assessable 
income. Unapproved funds are taxable at 30%. However, there 
are no special rules dealing with Retirement Savings Accounts. 
There are also some changes affecting the taxation of pay-outs 
by a superannuation fund, in terms of years of contribution and 
prescribed amounts. It is not clear whether these changes were 
intended. 

Foreign Exchange Movements
Foreign exchange (FX) gains and losses are taxable on a realization 
basis. However, net FX losses are not deductible in the year 
incurred except in the case of Financial Institutions. The definition 
of Financial Institutions refers to a licensed Financial Institution 
under the BFI ACT. This in turn refers to the list declared by BPNG 
on its website. At present that list only refers to secondary lenders. 
Consequently it is not entirely clear what entities are intended to 
obtain the benefit of this statutory concession. 

Annuities
Annuities and pensions are included in the new separate category 
of property income. However, for businesses in the financial 
services sector, transacting in such products would be expected 
to remain as business income. In addition, an annuity received by 
an employee or former employee in respect of past employment is 
included in employment income. 

Where a purchased annuities is not included in business income 
or employment income, the amount of each annuity payment will 
be included in property income or subject to non-resident tax. The 
assessable amount is reduced by the capital component of the 
annuity payment, which is calculated per a specified formula. 

The rate of non-resident tax for an annuity is 15%. 

Other Important Changes
 • In a separate exercise, the Bank or PNG has commenced a review 
of the whole area of Superannuation and Life Insurance. This 
includes a review of the taxation of these industries.

 • Under the ITA rewrite insurance premiums are subject to 
non-resident tax. Non-resident tax applying to insurance and 
reinsurance premiums is 3% (currently it is either 4.8% or 3%). 
An insurance premium relating to the insurance or reinsurance 
of a risk in PNG is deemed to be PNG sourced. It is not clear how 
this deeming rule will be applied to regional / global insurance 
policies where only some of the risk insured is in PNG.

 • The ITA rewrite defines the cost of real property or long terms 
leases that are not a depreciable asset as including interest on 
borrowings to acquire or improve the asset, as well as insurance 
premiums. This means that such expenses will not be afforded 
a tax deduction apart from in calculating a gain under the 
proposed capital gains tax rules.
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