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This Alert is based on the Income Tax Act 2025 which was approved in Parliament on 20 March 2025. 

Areas of special note for the Financial Services sector include the following:

Bad Debts
Earlier versions of the ITA2025 included special concessional 
provisions allowing a deduction to Banks for debt provisions. 
The final Act has excluded the concession and instead Financial 
Services sector is covered by the standard provision which allows a 
deduction when the debt is written off (in other words a provision 
for a debt will not suffice). The provision is as follows:

a. the amount of the debt –

	–  was previously included in the assessable income of the 
person; or

	– is money lent by the person in the normal course of carrying on 
a business of money lending to derive assessable income; and 

b. �the debt or part of the debt is written off as bad in the person’s 
financial accounts for the tax year

Note the debt must be written off in the tax year not just in the 
Financial Statements for the tax year, so care should be taken to 
review and write off bad debts before year end. 

Withholding Tax on Interest (IWT)
The legislation provides an exemption for a tax year for the first 
PGK 200 of interest earned by a resident individual from a Financial 
Institution. This poses a few issues that the financial institutions 
will need to consider. The exemption (from IWT) is based on 
individuals and not each separate account the qualifying individual 
has with financial institutions. It will also be necessary for financial 
institutions to flag the residency status of the individual. 

Foreign Exchange Gains/ Losses
essentially the existing rules for determining the timing of 
recognition of foreign exchange gains and losses on a realisation 
basis remain. However, as noted below the impact of a hedge must 
be considered in determining the amount derived or incurred as 
the case may be. 

The draft Regulations contain substantiation rules for foreign 
exchange losses to be provided by the due date for the annual 
income tax return. These requirements include:

a. �information concerning the nature of the transaction giving rise 
to the loss; and

b. the reasons why the loss is on revenue account; and

c. evidence of the exchange rates used in calculating the loss; and

d. �details of any hedging contract entered into in relation to the 
transaction giving rise to the loss, including a hedging contract 
entered into outside PNG by an associate; and

e. �such other information or documentation as required by the 
Commissioner General by notice in writing to the person.

Hedging 

The ITA1959 makes no mention of hedging contracts. The ITA2025 
requires the effect of a hedging contract to be considered when 
determining a foreign exchange gain or loss. Interestingly it 
includes a hedging contract entered into by an associated party 
in respect of the transaction. There is no territorial limit to the 
wording in the legislation. 

In addition, the definition of interest includes the following 
amounts:

“….. an amount, however described, that is functionally 
equivalent to (interest)…, including notional interest amounts 
under derivative instruments or hedging agreements relating 
to borrowings, and payments of defaulted interest by a 
guarantor;”

Clarification will be needed to determine how this interacts with 
the IWT regime. For example, an interest rate swap.

	• Finance Lease Regime – this is not specific to Financial 
Institutions however it will impact the economics of leases as the 
benefit of depreciation goes to the lessee rather than the lessor. 
Existing finance leases at the time the ITA2025 commences will 
continue to be treated under the old rules under the transitional 
rules.

	• Hybrid Instruments – the definition of interest also raises the 
issue of how dividends on fixed rate preference shares should 
be dealt with. This is not entirely clear as the legislation currently 
stands as it could equally meet the definition of a dividend. 

	• Thin Capitalisation – the thin capitalisation regime generally 
applies to non-residents and imposes a maximum debt: equity 
ratio of 2:1 to avoid disallowance of interest deductions. It is not 
surprising that this ratio does not apply to foreign controlled 
Financial Institutions. However, interestingly Financial Institutions 
themselves are excluded from the thin capitalisation regime, 
though are referred to under the arm’s length debt amount test.

	• General Insurance – Unexpired Risks – the ITA1959 is silent 
on the treatment of unexpired risks. The ITA2025 specifically 
allows a deduction for General Insurers up to the level set aside 
in the financial statements for the year. No specific provision 
covers the timing of the recognition of premium income, however, 
the spreading of premium income is unlikely to be controversial. 
There are also no specific rules covering the impact of “deferred 
acquisition costs” (DAC) and consequently the deduction should 
be available based on the timing of the incurrence of the liability. 
Thus, continuing the deferred tax impact of DAC.
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	• Reinsurance and PNG Source Income – the definition of 
insurance premium includes a reinsurance premium. Importantly 
PNG source income includes an insurance premium relating to 
the insurance or reinsurance of a risk in PNG. 

	• Life Insurance – the ITA2025 includes hybrid rules applying to 
life insurance companies. Essentially the life insurance premiums 
and consideration for annuities are excluded income and no 
deduction is allowed for expenses with a direct nexus to that 
income. Other income remains assessable with expenses 
incurred in deriving that income being deductible under the 
normal rules. However, an additional deduction is available for “… 
expenditure incurred in the general management of the business 
…”. This is based on actuarial liabilities and varies depending upon 
the compound interest rate used in determining the “calculated 
liabilities”. 

	• Purchased Annuities – the ITA2025 includes rules for the 
calculation of annuity income by a person who purchased 
an annuity from a life assurance company or other financial 
institution. This allows a deduction (on a pro-rata basis) to the 
purchaser for the capital cost of purchasing the annuity. 

Under the ITA1959 annuity business was essentially not viable 
as the purchaser was taxed on the annuity received without a 
deduction for the capital cost. This has now been corrected. 

	• Tax Rates –The tax rate for commercial banks are at 45%, 
meaning they are taxed at a much higher rate than other 
taxpayers. The changes in the 2026 Budget that transition 
these rates down to 35% are expected to be included in the 
amendments to the ITA2025 before it comes in to effect. 

	• Other – as noted in the introduction to this Alert it is important 
that you prepare your organisation for the impact of the other 
changes noted in our other Alerts in this series of Alerts. The 
taxation of Fixed Assets, the calculation of benefits for employees 
(and the structure of employment contracts), withholding taxes 
and payments to non-residents will impact most Financial 
Institutions. 

Concluding Remarks
The abovementioned changes can be significant, and taxpayers 
should take time to ensure they understand the implications for 
their business. The impact will vary greatly amongst taxpayers. In 
some cases, it will impact the timing of recognition of income or 
deductions and have a consequential follow-on effect on Tax Effect 
Accounting. 

For some this offers the opportunity to review current technical 
positions adopted and offers the opportunity to reconsider such 
areas and record the rationale for the position taken. Please reach 
out to one of us or your Deloitte PNG contact.
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