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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.

The definition of what constitutes employment income remains
broadly the same as per the ITA1959, with some specific extensions
referred to below.

The definition of employment includes a a reference to situations
where the contract is “to perform services under a contract where
the payments are substantially for the labour of the individual”.

The ITA2025 also retains very widely drafted anti-avoidance rules
which make it difficult in practice for many individuals who work as
independent contractors to be anything other than an employee.
The ITA2025 therefore gives wide powers to the Commissioner
General to treat an individual as an employee and places the
responsibility to deduct SWT on the contractor.

Unlike the ITA1959, the ITA2025 specifically provides for the tax
treatment of shares or options under an Employee Share Scheme
(ESS). The ITA2025 provides for the taxing point (timing) and the
valuation of the income derived by an employee from an ESS.

The concessional component of a redundancy payments under an
“approved redundancy scheme” will be subject to a 15% tax rate if
the employee is made redundant before reaching the age of 65 or
meets certain other criteria as set out in the ITA2025. Full details of
the concessional components and qualifying years of service are
now provided in the new Act. The minimum number of employees
being made redundant has been reduced to ten employees

which is thirty employees under the ITA1959. The Regulations also
outline the further information required to be submitted to the
Commissioner General in order to seek approval of the scheme.

The ITA1959 contemplates that the assessable value of allowances,
including cost of living, subsistence, rent, utilities, education,
entertainment, meeting, or travel allowance may be reduced to
the extent it is expended by the employee in the performance of
their duties. This principle covers reimbursements for work related
expenditure as well. The travel allowance is not to exceed public
sector travel allowance amount which is to be specified in a public
ruling.

Expenses incurred by an employee in deriving employment income
are still not an allowable deduction to the employee.

The prescribed rates for housing remains the same while the
motor vehicle benefits are to move to more market-based
valuation rules, while specific valuation rules have been introduced
for other benefits:

* Housing: The value of the housing benefits has not been
changed. There is a specific provision under the Regulations that
deals with housing allowance variation scheme.

¢ Motor Vehicle: The value of a motor vehicle benefit is calculated
at 10% of the cost of the vehicle per annum, spread out over each
fortnight. Where the vehicle is leased by the employer, the benefit
value is based on the fair market value at the commencement of
the lease.
Unlike the current Income Tax Act, the value of the motor vehicle
benefit does not increase where the vehicle is also fuelled and
consequently the value includes the value of such fuel. However,
the value of the benefit may now be reduced by:

- Any payment made by the employee for the use of the motor
vehicle or for maintenance and running expenses;

- The proportion of the use of the vehicle by the employee in the
conduct of employment; and

- The proportion of the fortnight that the vehicle was not
provided to the employee for private use.

Where the vehicle is more than 10 years old then only two-thirds
of the value of the benefit is taken into account to calculate the
value of the benefit.

* Debt Waiver: A waiver by the employer of an employee’s
obligation to pay or repay an amount owing to the employer by
the employee is a taxable employee benefit to the value of the
debt waived.

Discounted Interest Loan: A loan provided by the employer to
an employee at a rate less then market lending rates is a taxable
benefit equal to the value of the interest discount.

Discounted Goods & Services: The provision of discounted
goods or services by an employer to an employee is a taxable
benefit, equal to the cost to the employer. There are concessional
valuation rules (75% of normal selling price) where the employer
supplies such goods or services in its ordinary course of
business.

* Private Expenditure: The payment of private expenditure by
an employer for the private benefit of the employee, whose value
is otherwise not specifically covered, is a taxable benefit equal to
the amount of the expenditure.
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Residual Benefit: Other non-cash benefits provided to an
employee by the employer which are not covered elsewhere is a
residual taxable benefit whose value is its fair market value at the
time it is provided, less any employee payments for the benefit.

We also note that employers should consider the GST implications
of benefits (and amounts refunded) provided to employee.

e Annual school fees for a child of the employee remains exempt,
but only for primary and secondary school.

Medical Insurance Premiums: Payment on behalf, or
reimbursement to, an employee by the employer of medical
insurance premiums is now exempt, but only if this benefit is
available to all non-casual employees on equal terms.

Annual Leave & Additional Leave Fares: The existing rules are
preserved, including ability to apply for additional fares due

to remoteness or hardship. What is important to note is the
inclusion of the wording paid or reimbursed, suggesting the
employee will be able to book the fares directly and recover the
cost from the employee.

* A superannuation contribution made by an employer is not
assessable to the employee. Employers may still contribute up
to 15% of taxed employment income of the employee. Amounts
in excess of this will not be allowed as a tax deduction to the
employer.

Meals or refreshments provided in a canteen, cafeteria or dining
room by the employer solely for all employees is now proposed
as exempt but only if this available to all non-casual employees
on equal terms.

Citizen first home ownership scheme: A subsidy provided by an
employer to an employee towards the capital cost of purchasing
a residential dwelling (not constructing) under a first home
buyers scheme approved by the Commissioner General is
exempt. This extends to cover repayable amounts advanced to
the employees to pay for the cost of the property, which is equal
to or less than K700,000 where this is taken out against leave
entitlerments, superannuation or gratuity entitlements.

* Non-deductible employer expenses: Where the employer has
not been allowed a deduction for expenditure, on the basis that
itis domestic or private in nature, that benefit is not assessable
on exempt income to the employee.

* The employment income derived by a representative of the
PNG NRL, is exempt to the extent that it it not taxable in another
jurisdiction.

The ITA2025 formalises the 60:40 rule and the practise remains
the same with the excess to be taxed as salary or wages. Further,
under the draft Income Tax Regulations 2025 a Salary Packaging
Arrangement is required to be approved by the IRC prior to
implementation. The regulation goes to further state that any
modifications to the arrangement is required to be informed to
IRC and any arrangements that was approved under the current
legislation would need to be approved again. The draft Regulations
also limit what benefits can be salary sacrificed to certain types
of housing, travel and school fees. It therefore appears any other
benefit must be included in the employment contract.

Foreign employment income, including a pension related to foreign
employment, derived by a resident individual will be exempt

but only where the income is subject to tax in the country of
employment.

Salary and wages withholding taxes due date remains as the 7th
day of the following month while other withholding taxes are due
by the 21st day of the following month.

The above-mentioned changes to the taxation of employment
income can be significant and taxpayers should take time to ensure
they understand the implications of the changes for their business
and its employees. If you would like to discuss the changes, their
impact, please contact any of the following.
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Leadership contacts

For more details please contact your key Deloitte contacts or any of the following:
Andrew Harris Sanchika Sutharshan
Partner Partner
Tax & Legal Tax & Legal

andrewharris@deloitte.com.pg ssutharshan@deloitte.com.pg

Maygen Turliu

Partner

Tax & Legal
mturliu@deloitte.com.pg
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Deloitte

Contact us

Deloitte Touche Tohmatsu
Level 9 Deloitte Haus,
MacGregor Street,

Port Moresby

Papua New Guinea
Phone: +675 308 7000
www.deloitte.com/pg
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