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This Alert is based on the Income Tax Act 2025 which was approved in Parliament on 20 March 2025 and is due to come into effect on 
1 January 2026.

Foreign Contractors - A New Income Tax Regime

The Income Tax Bill (ITA2025) contains many important implications to consider for non-resident 
contractors, and for those that engage non-resident contractors. Essentially, the foreign contractor 
withholding tax (FCWT) regime will be removed. This will be replaced as follows:

1.	 �A “non-resident tax” is imposed on non-residents deriving PNG sourced income including, amongst 
other things, technical fees, dividends, interest, royalties and natural resource amount.  
The definition of technical fees includes: a fee for administrative, management, technical, professional 
and consultancy services including a fee for the supply of administrative, management, technical, or 
other personnel, but does not include employment income.  
Technical fees will now be subject to a 15% non-resident withholding tax. The separation of Management Fee Withholding Tax (currently 
17%) and Foreign Contractor Withholding Tax (at 15%) will no longer apply.

2.	 Only foreign contractors with no permanent establishment in PNG will be taxed through the non-resident technical fee withholding tax:

a.	As stated above for technical service providers this is through a 15% non-resident withholding tax

b.	For lessors of equipment (that is not substantial equipment), this will be through a 10% (or 30% where the lessor is associated) 
royalty withholding tax; and

c.	Non-resident persons who derive other types of income such as dividends, interest, insurance premiums, annuities, natural 
resource amounts are also subject to withholding tax. There is now also a detailed definition of “interest” in the ITA2025. 

3.	 �A withholding agent responsible for withholding the taxes is required to furnish the recipient of the withholding income with a 
withholding tax certificate:

a.	Where the withholding tax is not withheld by the withholding agent, the IRC may now recover that withholding tax from either the 
withholding agent or the foreign contractor. 

b.	Where the tax is withheld but not paid to IRC, then IRC may only recover from the withholding agent, unless the foreign contractor 
is a party to an arrangement under which the tax withheld is not paid in which case the IRC may also recover the withholding tax 
from either party. 

3.	 �Foreign contractors that have a permanent establishment will be required to lodge annual income tax returns and be assessed on 30% 
of their net (taxable) income. Some important features to this:

a.	The definition of permanent establishment is broadly the same framework to that found in PNG’s tax treaties, though the ITA2025 
contains some nuances such as:

i.	 a warehouse is considered as a permanent establishment which is generally excluded in the treaties
ii.	 furnishing of services by employees or personnel otherwise engaged for periods aggregating more than 183 days in any 12 

month period
iii.	 An office that has representation of a person’s business as its sole activity is not a permanent establishment
iv.	 A connected activity undertaken by an associate can be added to a period of time for the purposes of determining a 

permanent establishment for building, construction, assembly and installation activities. 

b.	Where an entity has a permanent establishment under a tax treaty definition of that term, it will be taken to have a permanent 
establishment for the purposes of the ITA2025. 

c.	PNG sourced income includes force of attraction rules such that if a non-resident derives income from activities of a similar kind to 
that of a permanent establishment located in PNG, that income will be deemed to be sourced in PNG. 

d.	Unless otherwise determined by the Commissioner, the permanent establishment will be treated as a separate and distinct person 
(who is an associate) from the offshore headquarters. This can have important implications for the permanent establishment on 
cross-border intra-company charges: including the application of transfer pricing, withholding tax, thin-capitalisation and branch 
profits tax rules.

e.	Permanent establishments are also taxed at 15% on their deemed repatriated profit, which is calculated as a function of the 
movement in net assets and net profit. We note that the calculation of repatriated profits is not based on actual repatriated income 
and raises some questions on application.  
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f.	 There are transitional rules which extend the rules of the ITA1959 for finance leases entered into before 1 January 2026, as well as 
long term contracts. Long term contracts is defined as a construction or engineering contract that will take more than 12 months 
to complete. This means that not all prescribed contracts for the purposes of FCWT will be covered by the transitional rule.

g.	Where depreciable assets are used by the foreign contractor prior to the commencement of the new regime this will initially be 
depreciable on a straight-line basis as though it had always applied.

h.	Apart from long term contracts, there are no specific transitional rules on the treatment of amounts subject to FCWT but earned 
post the commencement of the new regime and amounts earned before the commencement but paid after the new regime 
commences.

i.	 In lodging annual corporate income tax returns, foreign companies will need to become familiar with this regime and its compliance 
obligations, as well as rules regarding the calculation of taxable income.

The abovementioned changes to the taxation of foreign contractors are significant. Foreign contractors and their clients should take time 
to ensure they understand the implications for their business. There are a number of transitional issues to consider in moving from a final 
withholding tax regime on gross revenue to lodging returns based on net taxable income. This includes: 

	• The timing of contract payments which may impact the applicable tax around transition date 
	• Foreign contractors with permanent establishments, need to understand what procedures, policies and records need to be in place in 

lodging annual corporate income tax returns and supporting schedules
	• Non-resident companies and their PNG customers need to determine and agree if there is a permanent establishment and what tax 

regime applies and whether existing contracts remain appropriate. 
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