Papua New Guinea
Extractive Industries
Transparency
Initiative (PNG EITI

2018 Report

[

20 December 2019 P N G \ I




Building a better
working world

Independent administrator’s disclaimer

Ernst & Young ("Consultant") was engaged on the instructions of the PNG Extractive Industries Transparency Initiative (EITI)
Secretariat ("Client") to prepare PNG’s 2018 Report under the EITI, in accordance with our Contract for Consultancy
Services dated 5 June 2019 (“the Engagement Agreement”).

The results of the Consultant’s work, including the assumptions and qualifications made in preparing the report, are set out
in the Consultant's report dated 20 December 2019 (“Report”). You should read the Report in its entirety including any
disclaimers and attachments. A reference to the Report includes any part of the Report. No further work has been
undertaken by the Consultant since the date of the Report to update it.

Unless otherwise agreed in writing with the Consultant, access to the Report is made only on the following basis: in
accessing the Report or obtaining a copy of the Report the recipient agrees to the terms established below.

1. Subject to the provisions of this notice, the Report has been prepared for the Client and may not be relied upon by any
other party without the prior written consent of the Consultant.

2. The Consultant disclaims all liability in relation to any other party who seeks to rely upon the Report or any of its
contents.

3. The Consultant has acted in accordance with the instructions of the Client in conducting its work and preparing the
Report, and, in doing so, has prepared the Report for the benefit of the Client, and has considered only the interests of
the Client. The Consultant has not been engaged to act, and has not acted, as advisor to any other party. Accordingly,
the Consultant makes no representations as to the appropriateness, accuracy or completeness of the Report for any
other party's purposes.

4. No reliance may be placed upon the Report or any of its contents by any recipient of the Report for any purpose and
any party receiving a copy of the Report must make and rely on their own enquiries in relation to the issues to which
the Report relates, the contents of the Report and all matters arising from or relating to or in any way connected with
the Report or its contents.

5.  All tax advice, tax opinions, tax returns or advice relating to the tax treatment or tax structure of any transaction to
which the Consultant’s services relate (“Tax Advice”) is provided solely for the information and internal use of Client
and may not be relied upon by anyone else (other than tax authorities who may rely on the information provided to
them) for any purpose without the Consultant’s prior written consent.

6. No duty of care is owed by the Consultant to any recipient of the Report in respect of any use that the recipient may
make of the Report.

7. The Consultant disclaims all liability, and takes no responsibility, for any document issued by any other party in
connection with the Project.

8. No claim or demand or any actions or proceedings may be brought against the Consultant arising from or connected
with the contents of the Report or the provision of the Report to any recipient. The Consultant will be released and
forever discharged from any such claims, demands, actions or proceedings.

9. To the fullest extent permitted by law, the recipient of the Report shall be liable for all claims, demands, actions,
proceedings, costs, expenses, loss, damage and liability made against or brought against or incurred by the Consultant
arising from or connected with the Report, the contents of the Report or the provision of the Report to the recipient.

10. In the event that a recipient wishes to rely upon the Report that party must inform the Consultant and, if the
Consultant so agrees, sign and return to the Consultant a standard form of the Consultant’s reliance letter. A copy of
the reliance letter can be obtained from the Consultant. The recipient’s reliance upon the Report will be governed by
the terms of that reliance letter.
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Independent administrator’s notes

Reporting period

This report covers the calendar year from 1 January 2018 to 31 December 2018. In instances
where figures for 2018 could not be obtained, the most recent available data is given. Where
relevant, we have also included data subsequent to the reporting period. We have annotated data
relating to years other than 2018 within the text.

Reporting on cash basis

Receipts and payments included in this report are on a ‘cash basis’, consistent with the approach
approved by the Multi-Stakeholder Group (MSG). This approach includes only receipts and
payments made during the 2018 calendar year. Some of these payments may have been accrued in
previous years. Where revenues and expenses are earned or accrued during 2018, but receipts and
payments were made during 2019, these will be included in the 2019 EITI Report.

Currency

This report is presented in PNG kina (PGK). Amounts provided in US dollars (USD) have been
converted at a rate of USD1: PGK3.2938, an average for the 2018 calendar year as per the Bank of
PNG figures.t

1 Bank of Papua New Guinea, Historical Exchange Rates, https://www.bankpng.gov.pg/historical-exchange-rates/, accessed
12 November 2019
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Minister’s foreword

The implementation of the Extractives
Industries Transparency Initiative (EITI) in
Papua New Guinea (PNG) continues to gain
momentum with the publication of the sixth
consecutive PNG EITI Report covering fiscal
year 2018. The timely publication of the
annual report signifies PNG’s commitment in
meeting its reporting obligation as a member
country of the EITI Global Initiative. This
report is the first to be delivered under the
Marape-Steven Government and
demonstrates the government’s continued
support towards the promotion of revenue
transparency and accountability in the
extractive sector. The compilation and
publication of the EITI annual reports is an
illustration of the sustained efforts and
enhanced collaboration between members of
the PNG EITI Multi Stakeholder Group (MSG).
The reports seek to present to our populace a
comprehensive description of the PNG
extractives sector, its economic and social
impacts and particularly, the management of
the revenues generated within this sector.

This sixth report is a significant progression
from the five annual reports that were
published in the past since PNG became a
member of this global body in 2013. The
report not only seeks to address, amongst
other things, the remaining recommendations
from PNG EITI’s first validation outcome, in
the lead up to the second validation, but it
also includes various aspects of reporting
attributed to sub-national payments and
beneficial ownership disclosure. The 2018
report has been significantly improved to also
address reporting gaps identified in previous
year reports with the aim of ensuring

PNG EITI
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comprehensiveness and timely reporting on
the sector. This will also be the final report
produced in compliance with the
requirements of the 2016 EITI Global
Standard. With the recent introduction of the
2019 EITI Standard, future PNG EITI reports
will include additional information such as
gender, systematic disclosures on State
participation in extractive projects through
SOEs, commodity trading, project by project
reporting, systematic disclosures on
production, license allocations and contracts
transparency.

With existing resource projects and new
projects on the horizon, the extractive sector
will continue to play a significant role in the
PNG economy, hence it is vital that citizens
are made aware of how resources generated
revenues are being managed and used. The
PNG EITI reports contain valuable financial
data and other contextual information that
are useful for this sector. The reports are
also important in diagnosing areas of
systematic weaknesses in the government
system and practices, the fiscal and taxation
laws governing the sector and initiating
necessary reforms to address these
weaknesses.

The country is undergoing a period of
significant economic transition and this
Government has taken positive steps to put in
place mechanisms for faster economic
recovery including; prioritizing expenditures,
less dependency on borrowings and reducing
existing debt to a manageable level. This
Government remains steadfast in supporting
important initiatives like the EITI to safeguard
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its revenues and strengthen the foundation
for sustained growth.

The Marape-Steven Government is committed
to maintaining investor confidence in the
extractive sector and to demonstrate to its
citizens, potential investors, development
partners and others that it is committed to
transparency and creating a conducive
environment for further investments in the
sector.

As Minister responsible for EITI implement-
tation in the country, | am pleased to
commend the 2018 PNG EITI Report and

PNG EITI
Report 2018

officially endorse it for publication and
release.

HON. IAN LING-STUCKEY, CMG. MP
Minister for Treasury & Chairman,

PNG Extractive Industries Transparency
Initiative
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Multi-stakeholder group statement

The PNG EITI Multi-Stakeholder Group (MSG)
is an oversight body that governs and guides
EITI implementation in Papua New Guinea.
The MSG comprises representatives from
government, civil society organisations and
the extractive industry companies.

One of the MSG’s main activities is the
production of annual EITI reports as required
by the EITI Global Standard. This tripartite
stakeholder group has worked
collaboratively, culminating in the publication
of five PNG EITI Annual Reports covering
fiscal years 2013 to 2017. This continued
collaboration has led to the production of the
financial year 2018 PNG EITI Report, the
sixth consecutive report to be published since
PNG became a member of this global body in
2013.

The EITI reporting process continues to
facilitate critical policy and legislative reforms
and improvements in current institutional
capacities and business practices in in key
government departments and agencies for
improved governance of the extractive
sector. The publication of EITI reports also
ensures that PNG adheres to the global best
practices in the sector by working hard to
meet the requirements of the EITI Standard
to enhance transparency and accountability
of revenues paid by industry companies to
the national, provincial and local level
governments and landowner associations.
The publication of this sixth report is intended
to stimulate further discussions on the
management of the sector and should
continue to build trust between resource
impacted communities, government and the
industry players to improve governance and
enhance accountability.

This sixth report continues to focus on the
key objectives of:

PNG EITI
Report 2018

3 improving public understanding of the
management of the extractives industry;

3  improving the accountability of both
Government and Industry through
enhanced understanding of the
management of the extractives sector;

3 improving the transparency of payments
and transfers made to provincial and
local level governments and landowner
groups; and

3 ensuring that revenue generation and
collections are consistent with
Government’s policy settings for the
extractives sector.

The role of the MSG has been very important
in that it has provided a platform for the
government, industry and civil society to
work together and improve communication
and awareness of this important sector.

Through the chairmanship of the MSG by the
Government (through the Minister for
Treasury), it has further strengthened the
relationship between policy, revenue
administration and regulating agencies. Inter-
agency collaboration has proven to derive the
most positive resource revenue management
outcomes, both in terms of revenue
collections, expenditure tracking and
transparency. Inter-agency collaboration has
also assisted in identifying weakness in
government systems and processes to take
corrective measures for better management
of the financial data and information relating
to the sector.

Industry representatives have worked
consistently with great generosity of time and
resources to help advance all aspects of the
EITI process. The publication of this sixth
report demonstrates what can be achieved
when all partners collaborate and work
together and the valuable contribution they
can make to the economy in pursuit of our
development objectives as a nation.
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The MSG would like to thank Mr Lucas Alkan,
Head of PNG EITI National Secretariat and his
staff for their direction and continued support
in the production of this sixth report. The
MSG would also like to thank Ernst & Young
(EY) for performing its role as the
Independent Administrator (1A) for this
Report.
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Executive summary

What is EITI?

The Extractive Industries Transparency Initiative (EITI) is a global organisation established in 2002
with a goal of increasing industry transparency and accountability. Countries participate by issuing
annual reports reconciling payments from the extractive industries to receipts by governments, in
accordance with the EITI Standard. This is Papua New Guinea’s sixth EITI report, covering the 2018
calendar year. In accordance with the EITI Standard, the reporting process has been overseen by a
multi-stakeholder group (MSG), and has been compiled by an independent administrator, Ernst &
Young (EY).

Important progress has been made since PNG’s first EITI report, providing greater transparency for
Papua New Guineans over revenue streams from the country’s mining and oil and gas industry. The
2016 EITI report was the first to undergo validation by the EITI Secretariat and was found to have
achieved satisfactory progress. This report aims to build on previous disclosures and work towards
satisfactory progress in those areas that were noted by the EITI Secretariat as having inadequate
progress.

Areas of satisfactory progress include:

3 Items relating to MSG oversight, 3  Economic contribution
including stakeholder engagement, MSG s Public debate
governance, the work plan and the legal
framework 3  Follow up on recommendations
3  Policy on contract disclosure 3  Data timeliness
3  Exploration data
Areas that have been more challenging include:
3  License allocations 3  Direct subnational payments and

3 Production data transfers

3  Comprehensiveness of revenue 3 Dataquality

collection data 3  SOE quasi-fiscal expenditures

About PNG

Papua New Guinea is home to approximately eight million people, living predominantly outside
urban areas, and speaking 800 different languages. The country is extremely diverse
geographically, biologically, culturally and linguistically.

PNG has experienced 17 years of economic growth and is classed as ‘lower middle income’ by the
World Bank.? The country has a wealth of natural resources, and revenue from these resources
could contribute to reducing poverty and improving the lives of PNG citizens. However, despite
these abundant resources, 37.5% of PNG citizens continue to live below the national poverty line,3
and the country is classified as ‘low human development’, ranking 153 out of 188 countries.*
Corruption is a challenge for PNG; in 2018 it was ranked 138 out of 180 countries in Transparency
International’s Corruption Perception Index.®

2 https://data.worldbank.org/country/papua-new-guinea, accessed 8 December 2019

32017 Asia Development Index, Basic Statistics 2019, https://www.adb.org/countries/papua-new-guinea/poverty,
accessed 7 November 2019

4 UN Human Development Reports, http://hdr.undp.org/en/countries/profiles/PNG, accessed 14 August 2019

5 Corruption Perceptions Index 2018’, Transparency International, https://www.transparency.org/cpi2018. Accessed
13 August 2019.
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What extractive industries are there in PNG?

Until the current decade, PNG’s export commodities were gold, copper and oil. In the years to
2018, copper volumes decreased while PNG has been able to add silver, LNG, condensate, nickel
and cobalt to its export commodities, diversifying and expanding its revenues from its endowment
of natural resources.
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Figure 1: Historical volume indices of PNG’s diversified resources economy6

In the 2019 National Budget, silver is the only export with volumes forecasted to increase over the
forward estimates.

Who owns mineral resources in PNG?

Subsoil assets in PNG belong to the State of PNG (the State). Developers of resource projects
generally enter into an agreement with the State in addition to obtaining a resource development
licence or mining tenement. This typically involves a broad consultation process with all affected
parties.

The State has the right, but not the obligation, to acquire up to 22.5% of a participating interest in a
designated gas or petroleum project, and up to 30% of a mining project. The State generally also
grants free equity in resource projects to landowners from the area in which a project is located.

The details of contracts and licences are confidential and not currently made public, but the EITI
process has prompted efforts to understand whether some contracts, particularly in the mining
sector, might be publicly disclosed in future.

How do the extractive industries contribute to the PNG economy?

PNG’s economy is characterised by two very large economic sectors: agriculture, forestry and
fishing — which engages most of the labour force (the majority informally) — and the extractives

6 PNG National Budgets from 2008-2019. Volume of Main Export Commodities tables. ‘e’ indicates estimates’ ‘p’ indicates
projections
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sector (oil and gas extraction; mining and quarrying) - which accounts for the majority of export
earnings (see Figures 2 and 3). These two sectors make up nearly 46% of PNG’s nominal GDP.”

The extractives sector contributed significantly to nominal GDP growth in 2018 despite a decrease
in total output from 2017. High commodity prices and a weaker PGK currency helped extractives
business generate more revenue from less total output.® The extractive industries also make up the
majority of PNG’s exports, and the commencement of the PNG LNG project has been the primary
driver of GDP growth in recent years. The extractives sector contributes a smaller proportion of the
stock measure of nominal GDP,° government revenue and employment.

89% 30% 29% 9.4%

Exports Nominal GDP Real and Government
Growth nominal GDP revenue

Figure 2: Percentage contribution of the extractive industries to economic measures 2018
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Figure 3: Value of mineral exports 2018 (PGK miIIion)lo

72019 PNG National Budget, p.166, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf.
Accessed 3 December 2019

8 Ibid, p.166-170.

9 Though this has grown from 20% of stock nominal GDP in 2014.

10 2019 PNG National Budget, Vol 1, Appx 2, Table 5, p. 170,
http://www.treasury.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D

evelopment%20Policies.pdf. Accessed 3 December 2019.
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The extractive industries have both positive and negative social impacts in PNG. The positive
impacts of the extractive industries are the provision of employment and revenue to local
communities, as well as funding for infrastructure such as roads, hospitals and schools. The
extractive industries can also be a source of tension between different societal groups and
negatively impact the environment through land degradation, water quality and increased carbon
emissions.

How do the extractive industries contribute to State revenue?

The government derives income from the industry through:

Taxes Such as corporate income tax and group tax

Dividends Derived from holding direct stakes in the industry

Royalties 2% of the gross revenue from resource sales or wellhead value

Equity distributions Received by state owned entities participating in the extractive industries
Other revenue streams Such as levies and fees

Dividends
8%

Salary and wage tax
9%
Share of sales
66%

Other Royalties
34% 4%
Foreign
. contractor
Corporate income tax withholding
10% tax
2%
Production levy
0% Others Development
0% levy

1%

Figure 4: Revenue streams received by the State

In 2018, the largest sources of government revenue from the extractive industries included
corporate income tax, salary and wage tax, dividends and royalties.

Most of this revenue goes into consolidated government revenue. PNG’s budget is prepared by the
Department of Treasury through a public consultative process. In recent years there has been an
effort to make the process more strategic and rules-based so that it is directed towards achieving
sound fiscal policy.

Some revenue from the extractive industries is earmarked for specific purposes, such as the Public
Investment Program, a vehicle through which the PNG government implements development
policies aimed at improving the livelihood and wellbeing of PNG citizens in all provinces.
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The PNG Sovereign Wealth Fund was established in 2015 to ensure that some of the wealth
generated by the extractive industries is saved for the benefit of future generations. However, the
fund is yet to come into operation.

Revenue flows to the government from the extractives industry can be volatile, as the financial
performance of the individual operations can fluctuate due to factors including commodity prices
and impacts of severe weather events such as drought and flood.'* In 2018, an earthquake in Hela
Province impacted production at several mining and oil and gas sites.

What are the revenue streams from the extractives industry?

The diagram below outlines the main revenue streams and their recipients.

Mining Mining and Petroleum

Mine closure bond Conservation and Environment

Protection Agency (CEPA) Import taxes

5 Customs
Goods and services tax *

Production levy
Application, renewal,

renewal penalty and Mineral Resources Authority Mandatory social expenditure Direct recipients
o (MRA) Voluntary social expenditure
Data sale fees

Dividends IPBC, Treasury, Ok Tedi

Group tax (taxes withheld
on employees’ salaries)

Petroleum Mining and petroleum tax
(corporate income tax)

o Conservation and Environment e
Decommissioning bonds } Protection Agency (CEPA) Infrastructure tax credits

Foreign company withholding tax Internal Revenue

Development levy } DPE Business payments tax Commission (IRC)

Dividend withholding tax
License fees Interest withholding tax

Sundry fees DPE Management fee withholding tax
Royalties* Royalty withholding tax

Additional profits tax p RC
Equity distributions MRDC, Petromin

Intra government and state-owned enterprises
Share of sales State partnersin PNG LNG

Quasi-fiscal payments (none identified)

Payments and transfers to sub-national entities
Transfers between government agencies or SOEs
Infrastructure provisions and barter arrangements

material revenue streams Mandatory and discretionary social expenditure
reported to IRC
special trust accounts

Bold

In-kind revenues (n/a for PNG)
Transportation revenues (n/a for PNG)

Figure 5: Revenue streams and recipients (material entities represented in bold)

Which revenue streams are considered material for this report?

The revenue streams deemed material for this report are shown in bold in the diagram above. This
includes all revenue streams that contribute 2% or more to the total revenue received by the
government from the mining and oil and gas sectors.

11 world Bank East Asia and Pacific Economic Update October 2015 and 2016
http://pubdocs.worldbank.org/en/414911444005973491/pdf/EAP-Economic-Update-2015-10.pdf and
https://openknowledge.worldbank.org/bitstream/handle/10986/25088/9781464809910.pdf, accessed 18 October 2016
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The report also covers revenue streams that fall below this quantitative threshold, but which are
deemed material based on a qualitative definition adopted by the MSG, which captures revenue
streams that were:

3  Defined by law

3  Of potential significant interest or benefit to the PNG population

3 Likely to exceed a pre-defined quantitative level of materiality in the future

For 2018, these included the environmental permit fee, environmental user charges and production
levy. Individually, these revenue streams fall below the quantitative threshold, but together they
represent more than 2% of revenue from the extractive industries. Therefore, all payments that
could affect the comprehensiveness of the EITI report are included in the scope of reconciliation.
Where revenue streams are not considered material for reconciliation, these revenue streams are
reported unilaterally by the receiving entity, or in the case of social expenditure, by the companies

making the payments. For the 2018 report, to increase transparency at the provincial level, the IA
and MSG has requested unilateral disclosure of sub-national payments by reporting entities.

Which organisations are considered material for this report?

The entities required to submit data templates for this report include:

3 All mining and oil and gas companies, including those with interests in operations or interests
in projects in advanced stages of exploration or pre-production, which has paid combined
government revenue beyond materiality threshold.

3  Resource companies who paid combined government revenue below quantitative threshold,
however, the IA considered qualitative factors such as significant production and export
guantities including PGK values and entities with a high public profile.

3  Government entities who received payments from the companies

3  Trustees of government funds

3  SOEs that have resource companies, or receive or make payments to the resources sector

3  Entities that do not receive payments but keep records of payments.

PNG EITI
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Table 1: Material reporting entities

Mining companies Oil and gas companies State-owned enterprises Government departments
and statutory authorities

Barrick (Niugini) Ltd ExxonMobil PNG Ltd (and 3 Kumul Mineral Holdings '3 Conservation and
(Porgera mine - SML 1 subsidiaries) Ltd Environment Protection
P) 3 JX Nippon Oil and Gas 3 Kumul Petroleum Authority
3 Lihir Gold Ltd (Lihir/Luise Exploration Corporation Holdings Ltd 3 Department of National
Caldera mine - SML 6) (and subsidiaries) 3 Mineral Resources Planning and Monitoring
3 MCC Ramu NiCo Ltd 3 Kumul Petroleum Development Company 3 Department of Petroleum
(Kurumbukari mine, Holdings Ltd (and Ltd and Energy
Ramu - SML 8) subsidiary) 3 Ok Tedi Mining Ltd 3 Department of Treasury
3 Morobe Consolidated 3 Mineral Resources 3 Internal Revenue
Goldfields Ltd (Hidden Development Company Commission
Valley mine - ML 151) (MRDC) (and 3 Mineral Resources
3 (Simberi mine - ML136) subsidiaries) Authority
3 QOil Search Ltd (and 3 PNG customs

subsidiaries)

3 Santos Ltd (and
subsidiaries)

3 Total S.A.

Who are the beneficial owners of resource extraction in PNG?

A beneficial owner in respect of a company means the natural person(s) who directly or indirectly
ultimately owns or controls the corporate entity.?

The PNG Government does not require companies to disclose the beneficial owners of companies
producing oil and gas or minerals and does not have a publicly available register of the beneficial
owners of the corporate entities in the sector. This report includes information on beneficial owners
of material entities, as far as could be established through direct enquiry, reference to corporate
websites and annual reports, and the PNG Mining Cadastre Portal database, hosted by the MRA
website. Most interests are held by listed companies and/or state-owned enterprises.

The 2016 EITI Standard (2.5c) requires that reports from 2020 onward include detailed
information relating to beneficial ownership. The MSG has developed a roadmap and scoping study
to address this requirement, and work has begun on implementing the roadmap.

The mining industry in PNG

During 2018, eight mines were operating in PNG,*3 distributed over a number of provinces. A
further four mines were in advanced stages of pre-production.

Companies active in mining and exploration in PNG include large international companies, state-
owned enterprises, and many junior companies, together with a significant contribution from up to
80,000 small-scale alluvial miners.

12 The EITI Standard, 2016 - Requirement 2.5 Beneficial Ownership
13 Excluding the alluvial mining sector.
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