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This month, we bring updates on the following:

• Management Fee Withholding Tax
• Prescribed Royalty Withholding Tax
• A Strong Vision to Transform IRC 
• Deadline Reminders

In this issue

Interpretation of Management Fee Withholding 
Tax (MFWT) where Papua New Guinea (PNG) has a 
Double Tax Agreement (DTA)

The IRC issued a Public Notice expanding the 
application of MFWT to certain DTA countries, effective 
1 February 2021. This drew significant concerns from 
industry, and the IRC has now responded. The Public 
Notice has been withdrawn and replaced with a 
new Public Notice. Even though the new Public Notice 
entirely revokes first Public Notice, the two Public 
Notices do draw attention to MFWT, and it is still worth 
taxpayers pausing to ensure they understand their 
MFWT requirements. 

MFWT of 17% is imposed on management fees paid or 
credited to a non-resident of PNG. It must be withheld 
by payers, where the payer is a resident or a non-
resident carrying on business through a permanent 
establishment in PNG. MFWT does not apply to the 
extent it is derived by a non-resident carrying on 
business in PNG through a permanent establishment 
(though taxpayers should confirm foreign contractor 
withholding tax (FCWT) does not apply in such 
circumstances).

The definition of a management fee is extremely broad, 
covering: a payment of any kind to any person, other 
than to an employee of the person making the payment 
and other than in the way of royalty, in consideration 
for any services of a technical or managerial nature 
and includes payments for consultancy services, to the 
extent the Commissioner is satisfied those consultancy 
services are of a managerial nature “. The application of 
MFWT is restricted in that it only applies to a “taxable 
management fee”. A taxable management fee means 
that part of a management fee that is an allowable 
deduction after the application of Section 68AD or 
Section 155M of the Income Tax Act 1959 (ITA). 

The application of MFWT is further restricted by the 
operation of PNG’s limited DTA network. In some cases, 
the DTAs include an Article specifically addressing 

management / technical fees, which grant PNG taxing 
rights but cap the rate of withholding tax applicable. 
In other cases the taxation rights are caught under 
the Business Profits Article and thereby restricted 
to residents of the treaty country with a permanent 
establishment in PNG (in which case FCWT is the more 
likely withholding tax to apply). 

What was not changed

The DTAs themselves and relevant ITA provisions 
have not changed. The first Public Notice also 
reconfirmed the IRC’s position that where a resident 
of a treaty country can prove to the satisfaction of the 
Commissioner General that management fees are at 
arm’s length amounts (i.e. transfer pricing compliant) 
then the deductibility limitations in Section 68AD or 
Section 155M of the ITA will not apply. 

What was changed, but now withdrawn 

The original Public Notice refuted the effectiveness 
of some (but not all) DTA’s in reducing the rate of 
MFWT effectively to nil where, under the DTA, PNG’s 
taxing rights rely on the Business Profits Article. The 
IRC stated that a permanent establishment was not 
required for PNG to be able to levy MFWT at 17% 
under the DTAs with the following countries: Canada, 
Australia, Singapore and New Zealand. This position 
has now been withdrawn by the second Public Notice, 
which now acknowledges the operation of the above 
mentioned treaties and their requirement for a 
permanent establishment for PNG to have taxing rights. 

In the second Public Notice, the IRC has still cited a DTA 
with Germany, which is an apparent error given this 
treaty never came into force. The table below is taken 
from the IRC’s second Public Notice and summarises 
their current position. 

While not discussed in either Public Notice, individuals 
who are resident of DTA countries should be aware 
PNG may also have taxing rights to their income by way 
of operation of either the Independent or Dependent 
Personal Services Articles in PNGs DTAs.
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Name of the Country, where the 
recipient is Resident 

Whether Management fee 
Withholding tax be deducted

If yes, at what rate it is to be 
deducted

Non-Treaty   
Non-Resident YES 17%

Treaty   
Canada YES -

Australia YES -

Singapore YES -

New Zealand YES -

China NO -

Germany NO -

South Korea NO -

UK YES 10%

Malaysia YES 10%

Indonesia YES 10%

Fiji YES 15%

Changes to Collection Mechanism for Prescribed 
Royalty Withholding Tax (PRWT)

The IRC has issued a Public Notice stating that the 
changes announced in the 2021 Budget regarding 
PRWT will be effective from 1 January 2021 (and not 1 
January 2020 as originally stated). From this date it is a 
requirement that all resource developers must deduct 
5% PRWT at source and pay it directly to the IRC using 
the PR1 Tax Form.

While not mentioned in the Public Notice, there does 
remain some question over the impact of the 2021 
Budget changes. While we understand that the changes 
were intended to ensure PRWT was paid directly to the 
IRC, they also appear to increase the scope of payments 
to which PRWT applies. Amounts paid or credited by 
any person to or on behalf of customary landowners 
for a broad list of activities are subject to PRWT. Both 
persons making payments to customary landowners 
and the customary landowners themselves should 
ensure they understand the income tax consequences 
of the PRWT rules. 

A strong Vision to Transform IRC

The Commissioner General (CG) of the IRC Mr Sam 
Koim, has announced clear vision to transform IRC 
to become a Robust, Modern and Effective Tax 
Administration by 2025. This was introduced at the 
launching of the IRC Annual Work Plan which was held 
on 28 January 2021. The staff and management were 
encouraged by Mr Koim to embrace the change. 

Below is a summary of the CG’s message and highlights 
of IRC’s performance in 2020 and its strategic focus for 
2021 to 2025:

 • 2020 has been a very challenging year for IRC as well 
as many organisations in Papua New Guinea (PNG) 
and around the world. IRC’s reform activities were 
impacted by the Coronavirus restrictions resulting in 

a reduction in revenue collections due to subdued 
economic activities. In addition, most of IRC planned 
compliance activities were not carried out. 

 • The IRC’s initial Covid-19 revenue impact assessment 
in April 2020 projected a revenue loss of about K2.16 
billion in a mild case scenario. However, due to a 
number of mitigation strategies and the decision by 
the Government’s action to reopen the economy, IRC 
managed to collect a total of K8.2 billion in 2020.

 • From the K8.2 collections, K578 millions (60% of 
GST) was transferred to Provincial governments. A 
further K228 million was “provided” to taxpayers as 
GST refunds and K8 million transferred to provincial 
governments as bookmaker’s revenue. After the 
disbursements totalling K814 million, the net amount 
of K7.38 billion was transferred to the Waigani Public 
Accounts (WPA) to fund the National Budget. That was 
4.3% (K306 million) above the 2020 supplementary 
budget projections.

 • All taxes performed poorly except Personal Income 
Taxes (10% increase) and Royalty/Management Fees 
(17%). Mining and Petroleum Taxes fell by a shocking 
75% despite the fact that the gold price spiked a 
record high to US$2000 per ounce. 

 • The 10% increase in the Personal Income Taxes was 
attributed to the decision to switch off unverified GST 
credit offsets against Salaries and Wages Taxes (SWT) 
which resulted in an average revenue increase of 
K30m per month.

 • IRC is a high risk organisation and hence has to look 
after its staff well enough as a disincentive to fraud 
and corruption. Therefore, a raft of staff terms and 
conditions were improved last year. On the other 
hand, IRC is establishing a robust system of internal 
controls to detect and address risks of fraudulent 
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activity. Despite Covid 19 disruptions, 16 Internal 
Audits were completed and 27 fraud and corruption 
investigations were completed.

 • As part of the Medium Term Revenue Strategy (MTRS), 
IRC is undergoing a major organisation redesign, 
assisted by the International Monetary Fund. This work 
is anticipated to realign the IRC organisational structure 
and the functional areas, with a separation of roles 
between headquarters and operational functions.

 • Despite the Covid-19 disruptions, a significant number 
of projects featured our 2020 Annual Plan and the 
MTRS Projects were completed whilst some are still 
continuing this year.

 • The CG’s vision is to transform IRC to be a Robust, 
Modern and Efficient Tax Administration by 2025. 
Consistent with that Vision, a number of strategic 
pillars have been adopted to direct the key reform 
activities between 2021 and 2025.

 • The IRC’s present challenges of huge uncollected 
tax debts and high rate of non-compliance, amongst 
the many, which cannot be resolved overnight with a 
single solution. The starting point is recognising that 
the self-assessment tax regime that PNG has adopted 
works well in societies that are generally honest and 
compliant. PNG’s societal preconditions present unique 
compliance challenges hence a raft of interventions 
have to be introduced to secure voluntary compliance.

 • The IRC also wants to avoid projects that would 
result in incremental progress or what the CG calls 
repetitive fire-fighting solutions. He mentioned that 
the IRC is cognisant of the fact that they cannot change 

everything. However, they can change some things 
that can change everything. IRC want to rally the 
organisation around a few bold ideas that will drive the 
change. These few bold ideas are mostly interrelated 
and interdependent.

 • Therefore, IRC is committing the first few years of the 
CG’s tenure to create underlying business structures 
that would support the creation of innovative ideas 
and perpetuate their forward momentum.

 • The 2021 Annual Plan Features the below  
Strategic Pillars:

 • Amongst the key activities featured under the seven 
pillars for 2021, some of the core tax activities are  
as follows: 

 – Collection at Source: IRC will make sure that they will 
collect a lot of taxes at source with the aim of closing 
the tax gap. IRC will be rolling out the Section 65A 
project and introducing GST Monitoring System. 

 – Taxpayer Services Improvement Project 

 – Taxpayer Mapping and Registration Improvement

 – Tax Crime Investigation and Prosecutions 

 – Empowering Provincial Tax Centres to be effective in 
collecting taxes.

 • Mr Koim is confident that they can change the 
organisation by changing the “few main things” 
because in his words he is supported by intelligent, 
experienced and committed Commissioners, Assistant 
Commissioners, Directors, Managers, Team Leaders 
and Staff. Together they can make a difference.

Effective tax collection

Explore ways, including introducing 
a nudge or collection at source, to 
prevent revenue leakages and  
collect effectively.

Building organisational agility. 

Ensure that “people flow”, “systems flow”, 
and “process flow”, together, in delivering 
our core mandate and addressing 
emerging challenges. 

Promoting integrity and preventing 
corruption 

Establish a robust system of internal 
controls to detect and address risks of 
fraudulent activity. 

Make GST as No. 1 Revenue Earner

Increase GST Collections so that the entire 
country shares the Burden of funding 
goods and services. Also, if we collect 
more in GST, we can push for reduction in 
rates of Salaries and Wages tax.

Data Driven

Invest in big data and data  
analytics to make value-driven  
and timely decisions. 

Digital Transformation

Embark on setting up a measured 
digital ecosystem with interoperability 
capabilities.

Fostering voluntary compliance

Encourage taxpayers to comply; and 
Discourage taxpayers from  
not complying.
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Strategic Pillars:

Building the foundations of a Robust, Modern, and Efficient Tax Administration
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Reminders

• 28 February is the due date for all Annual reconciliations (BIPT, FCWT, SWT, etc)

• 21 February is the due date for Goods & Services Tax (GST)

• 7 March is the due date for Salary & Wages Withholding Tax (SWT)


