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Ernst & Young (" Consultant ") was engaged on the instructions of the PNG Extractive Industries Transparency Initiative (EITI)
Secretariat (" Client7 > 2 ¥ | " z | v " Repoet cridet the HBTE i Kccordance with our Contract for Consultancy
Servicesdated N _ « o z G EHBhgagemént Agreement € > C
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in the Consultant's report dated 21 December 2017 (" 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 writin g 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 be en 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 co ntents 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 trangaction to
whichthe X¥ 8 ©« ¢33 vea2 CO ©z" " -~xz© "z¢va@z =¢iv® Vy-~xzC> ~0 | " ¥-~yzy O:
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 withoutt } z X¥wo ©«¢23vao2 CO | " ~¥" =-"~23a8zpop x¥o©Ozwo?dC

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, fo r 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 Reportto  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 r ecipient wishes to rely upon the Report that party must inform the Consultant and, if the
X¥popO«¢@vuaod ©¥ v|"zzOA ©~| 8 voy "z28«" @ &¥ 8}z X¥oO«¢dyvym? v 0©O%vn
of the reliance letter can be obtained fromtheC ¥ s ©« ¢ 2 v a2 C i}z "zx~}~z82CO "zC¢~vBXZ «| ¥

by the terms of that reliance letter.
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Reporting period

This report covers the calendar year from 1 January 2016 to 31 December 2016. In instances
where figures for 2016 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 2016 within the text.

Reporting on cas h basis

gzxz~|20© voy | v £z820 "zx¥ox~C~v3a@~¥o© ~ox¥ | ¥"

with decisions made by the MSG. That is, we included only payments made or received during the
2016 calendar year. Some of these payments may have been accrued in previous years. Where
payments were accrued during 2016, but made during 2017, these will be included in the 2017
EITI Report.

Currency

Most figures in this report are given in PNG kina (PGK), while some are in US dollars (USD). This
reflects the data as received; the independent administrator has not converted any amounts, nor
have we checked conversion rates. A suggested average 201 6 exchange rate of USD1: PGK3.075
was included in the reporting templates.

Data accuracy

The data contained in this report was compiled from a mixture of publically available information

and data sourced from documents provided directly by reporting entities and members of the MSG .

Where variances were found during the reconciliation process, we have worked with  reporting
entities to explain and, where, possible, resolve these variances. Other than the reconciliation
process, no quality assurance, audit, verification, or review has been provided to test or confirm
the accuracy of the data , meaning that no conclusi on is provided as to the accuracy and
completeness of the data and information presented

Report completeness

We have experienced varied levels of cooperation from reporting entities. In general, reporting
entities have shown an increasing level of understanding of the process, and willingness to
participate since the first PNG EITI Report on 2013. An index of report content relative to the EITI
Standard can be found on page viii.
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Alluvial Mining Lease

Agogo Processing Facility
Additional profits tax
Business Development Grant
beneficial ownership

Coordinated Development and
Operating Agreement

Conservation and Environment
Protection Authority

Community Mine Continuation
Agreement

Central Processing Facility
Consolidated Revenue Fund

Department of Mineral Policy and
Geohazard Management

Department of National Planning and
Monitoring

Department of Finance

Department of Petroleum and
Energy

environmental impact report
environmental impact statement
Extractive Industries Transparency
Initiative

Exploration License

Executive Management Commitee
Future Generation Trust Funds
Free on board

General Business Trust

Gross Domestic Product

Goods and Services Tax
Independent Administrator
Infrastructure Development Grant
Incorporated Land Group
International Monetary Fund

Independent Public Business
Corporation

Internal Revenue Commission
Income Tax Act 1959

Joint Venture

Kumul Consolidated Holdings Ltd
Kumul Mineral Holdings Ltd
Kumul Petroleum Holdings Ltd

Licence Based Benefits Sharing
Agreement

Liquefied natural gas
cubic metres

Mining Act 1992

Mining Advisory Council

Metallur gical Corporation of China
Ltd

ML
MoA
MRA
MRDC

MMscf
MRE
MRM
MROT
MRSM

MSG
MTFS

MYEFO

NEC
NEFC

NGO
OGA
OTDF
OTML
oz
PDL
PEP
PIP
PGK
PNG
PNGSDP

PPFL

PPL
PRG
PRK
PRL
PRM
scf
SML
SOE
SSG
STARS

Stbo
stbopd
SWF
TCS
TWL
UBSA
UHA

Mining Lease

Memorandum of Agreement
Mineral Resources Authority
Mineral Resources Development
Company Limited

Millions of standard cubic feet (gas)
Mineral Resource Enga Ltd

Mineral Resource Magang Ltd
Mineral Resource Ok Tedi No. 2 Ltd

Mineral Resources Star Mountains
Ltd

Multi-stakeholder group

Medium Term Fiscal Strategy 2013 g
2017

Mid-Year Economic and Fiscal
Outlook

National Executive Council

National Economic and Fiscal
Commission

Non-government organisation

Oil and Gas Act 1998

Ok Tedi Development Foundation
Ok Tedi Mining Ltd

ounce

Petroleum Development Licence
Politically exposed person

Public Investment Program
Papua New Guinea kina

Papua New Guinea

Papua New Guinea Sustainable
Development Program

Petroleum Processing Facility
Licence

Petroleum Prospecting Licence
Petroleum Resources Gobe Ltd
Petroleum Resources Kutubu Ltd
Petrole um Retention Licence
Petroleum Resources Moran Ltd
standard cubic feet (gas)

Special Mining Lease
State-owned enterprise

special support grants

Responsible Sustainable
Development Strategy

standard barrels of oil

standard barrels of oil per day
Sovereign Wealth Fund

Tax Credit Scheme

tax waiver letter

Umbrella Benefit Sharing Agreement
Unconventional Hydrocarbons Act
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It is with great pleasure that | endorse this fourth Extractive Industr ies Transparency Initiative
Report for Papua New Guinea. The 2016 Financial Year Report is the culmination of continued
commitment, collaboration and efforts by the  Government, extractive ind ustries and civil society
organisations to provide a comprehensive picture of the sector, its impact on the economy and our
management of the revenues and benefits derived.

Through the EITI process, it is beginning to strengthen the relationship between po licy, revenue
administration and regulating agencies. | believe that inter -agency collaboration is key to achieving
positive resource revenue management outcomes, both in terms of transparency in collections and
accountability in expenditure. Inter -agency collaboration is also important to identify opportunities
to make systems and processes more user-friendly for efficiency in businesses and investments.
The 2016 Report continues to build on the information and data gaps that were identified in earlier
reports. The Report also provides an update on the actions taken by affected government entities
that were directed by the National Executive Council (NEC Decision #91/2017) to implement key
recommendations from the first report.

The 2016 Report is important in that it will form the basis of an external review and assessment for
ec\CoO® z~i"N £z£wz ©}~} -vet~yva&@~¥o ~o GEFMC

The EITI process can also help improve current policy settings, the taxation and fiscal regime
governing the extractives sector. It demands G overnment to adhere to global best practices in the
sector by increasing transparency and accountability of extractive revenues. It also demands the
highest levels of transparency in the collection and distribution of revenues by the Government. |
encourage the public to read the contents of the report and use it as a basis for stimulating further
discussions on the management of the sector.

Though PNG remains one of the most challenging countries to invest in geographically, it is
amongst the most geologi cally attractive countries in the world. While global commodity prices
have remained subdued in the last couple of years, developers of a number of proposed projects in
PNG have remained committed and proceeded with several major mines set to come on strea m in
the near future. With promising signs of global commodity prices recovering, both developers,
Government and our people stand to gain from the operation of these projects. The Government
values the EITI process because it is playing a critical role in providing such reports to the public for
them to better understand how we are managing the revenues and other benefits derived from the
sector.

PNG EITI
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| therefore assure investors and Papua New Guineans that the Government of PNG is committed to
transparency and accountability to derive better outcomes for our development aspirations. This
Government believes in creating a conducive environment for furth er investments in the

extractives sector.
| commend the 2016 EITI Report and officially endorse it for publication and release.

Lo

HON. CHARLES ABEL, MP
Deputy Prime Minister, Minister for Treasury & Chairman,
PNG Extractive Industries Transparency Initiative

PNG EITI
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Multi -stakeholder group statement

The Papua New Guinea Extractive Industries Transparency Initiative Multi -Stakeholder Group

(PNGEITI MSG) was established in 2013 to provide guidance and oversight on the EITI

~£l ¢z£zo2yva~¥o | " ¥yan@dd@tiesdsthe ovérighttahd\g@dance in the

production of annual EITI reports as required by EITI International. PNGEITI MSG members

representing government, civil society groups and the industry have worked together and published

three EITI reports so far. The inaugural report covering the financial year 2013 was published and

tveox}zy w 2}z e " ~£z b~o-~0©2z" ez2z" dCcz~¢¢ ~o [zw’ «
financial year 2014 was published in February 2017 and the third report cover ing the financial year

2015 will be published concurrently with the financial year 2016 Report.

i}z GEFK gz|¥"2 ~©0 ©O~|og~{~xvwop2a ~p alya -~a . ~¢¢ {¥" £ 2
upcoming validation in 2018.

The MSG continued to provide guidance and oversight in the production of these reports, especially
in their endeavour to addressing the data and information gaps identified in the earlier reports. It is
good to note in the 2016 Report that the level of disclosure for some EITI requiremen ts has
improved from previous reports. The case study on the PNG LNG Umbrella Benefits Sharing
Agreement (UBSA) in the 2016 Report is particularly useful, as well as, the discussion on state-
owned enterprises (SOESs) structure and management.

The EITI process is helping to improve current policy settings for the extractive sector. It is set to

ensure PNG adheres to global best practices in the sector by increasing transparency and

accountability of revenues paid by companies to the national, provincial and local level

governments and landowner associations. It further enhances transparency in the distribution of

revenues from the national governments to sub -national levels. It is encouraging to see first -hand

the level of collaboration that has been fostered between government, industry and the civil society

groups and in publishing the annual EITI reports, consistent with global standards. The publication

of this report will not only stimulate further discussions on the management of the sector but also

provides anupdateonthe g¥ ~z " s £zw2 CO z{{ ¥ 2© 2¥ vx?2 ¥o O¥fz jz_
earlier EITI reports.

This fourth report further extends a journey the MSG had taken together. The MSG has been
focussed on the PNG EITI objectives of:

3 Improving pub lic 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 transparency of payments made to sub -national levels of government (provincial
and local level governments and landowner groups)

3 Ensuring that revenue generation and collections are consistent withthe g¥ -z " s £z082a CO© | ¥ ¢ ~x
settings, fiscal and taxation arrangements governing the extractives sector.

The activities of the MSG, however have not only resulted in the culmination of EITI reports but

have also created a platform for government, industry and civil society groups to work together

and improve communication outreaches and awareness of the extracti ve industries. The MSG has
formed a vital component of the wider partnership between government, private sector and civil
society over fiscal transparency, access to information and improved service delivery. This is being
developed under the Open Government Partnership (OGP), of which Papua New Guinea is a
member. The MSG also approved an EITI Open Data Policy and Framework which came into effect in
January 2017 as required under the EITI Standard. The Open Data Policy which also complements
OGP principles. The MSG had also adopted an EITI Communication Policy and Strategy in 2016 to

PNG EITI
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bring about awareness to the public on report findings as well as designh media and communication
strategies.

Some of the activities of the MSG members can be found on the PNGEITI website
(www.pngeiti.org.pg ). Some MSG members have also taken ownership of the EITI process and
included EITI activities in their regular newsletters, publications and other social media. Som e of the
key activities include: the annual activity reports and a range of awareness activities on the EITI
process, roadshows and outreaches conducted in regional centres and resources impact areas.
These outreach activities were targeted at informing the public on the out come and findings from
the EITI reports and their recommendations and progress made by concerned government entities

in implementing some of these recommendations.

The MSG has also commenced other important tasks for the sector that are now in progress an d
these include:

3 Implementation of activities from the Beneficial Ownership Roadmap adopted in January this
year following a scoping study. The roadmap will be implemented from 2017 to 2020 , when
PNG will be required to report on beneficial ownership deta ils under the 2016 EITI Standard.

3 The MSG has also started work on the EITI legislation and policy framework in 2016 that was
pursued in 2017. A policy and legal expert will be engaged early next year to commence
legislative drafting .

3 Commencement of a scoping study on exten ding EITI implementation to sub national levels of
governments.

Through the chairmanship of the MSG by the government, it has further strengthened the

relationship between policy, revenue administration and regulating agencies. Inter -agency
collaboration is key to achieving positive resource revenue management outcomes, both in terms of
collections, expenditure and transparency. Inter -agency collaboration is also important to identify
opportunities to make systems and processes more user -friendly for business. The MSG process has
not only allowed for better inter -agency collaboration and proposed policy and legal reforms but it
has also enhanced it further through greater access to Industry and civil society organisations. This
inter -agency collaboration was further strengthened through the inclusion of and participation of
SOEsat the MSG level. Their participati on signalled a long-term commitment from all stakeholders

to the EITI implementation process in the country.

Industry representatives on the MSG have been drawn from both the mining and petroleum sectors.
The industry representatives have worked consisten tly with other constituent partners for the last
three years, with great generosity of time and resources to help advance all aspects of the EITI
process. Publishing this fourth report demonstrates the valuable partnership that has been
operating in pursui t of our development objectives as a nation and the real contribution they can
make to the economy. The report is not only focussed on revenues produced by this sector in 2016
financial year but also sets out other contextual information on economic contri  butions such as
voluntary social expenditures, contracts transparency and beneficial ownership disclosure.

Civil society organisations (CSOs) have also been critical partners in the EITI process since the
establishment of the MSG. Active participation of CSOsin the EITI process has been key to ensuring
that the EITI reports that have been published are translated into actual policy and legislative
reforms. These reforms are necessary to bring about greater transparency and accountability for
better manage£ z v 2 ¥{ ec\ CO ESOshavewa wider netwarkétd ddseminate

information and a voice for the silent majority who have their own perspectives on the impacts and
economic contributions from the extractives industry.

CSOshave organised themselves with the establishment of the PNG Resource Governance Coalition
(PNGRGC) which extends to network with wider civil society. The PNGRGC, along with individual
MSG CSO stakeholders, have worked withgovernment and the industry group in conducting
community o utreach activities that have been critical for informing public debate on, how PNG

PNG EITI
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http://www.pngeiti.org.pg/

government and industry have been managing its valuable natural resource endowment, debating
benefits and some hazards of exploitation, the nature of agreements and fiscal ¢ onditions, and
sustainable management of these resources into the future.

The MSG would like to extend their thanks and appreciation to the PNGEITI National Secretariat
headed by Mr Lucas Alkan in supporting the MSG in advancing EITI work in the country. T he MSG
also acknowledges the valued advice and support it has been receiving from EITI International
Secretariat in its efforts to implement. Finally, the MSG would also like to thank EY for performing
its duties as the Independent Administrator in compili ng and producing 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 extracti ve industries to receipts by governments, in
accordance with the EITI Standard. This is Papua New GuineeC ®urth EITI report, covering the
2016 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).

Through participation in EITI, Papua New Guinea(PNG) is seeking to improve public understanding
of the management of the extractive industries, increase the accou ntability of both government
and industry, and improve the attractiveness of PNG as a destination for foreign investment.

About PNG

PNG comprises the eastern half of the island of New Guinea and surrounding islands, in the
southwestern Pacific. The country has around 7.3 million inhabitants, and is extremely diverse
geographically, biologically, culturally and linguistically. It comprises 22 provinces, with the capital
in Port Moresby.

VXX¥"y~ao| 2a¥ | ¥"¢y Wvoj x¢v©O©O-~{ ~ xheetountrywicsll e c \
establishing infrastructure and governance structures, and faces the complexities of a substantially
non-monetised economy and a diverse population. PNG currently ranks 154 out of 187 countries in
a1z ja~2azy cvea~Y¥uooCndpxahdmanyacial indicatpore suchas health,
education and gender equality are poor. * The PNG Government has expressed a strong
commitment to address these issues and to meet the Sustainable Development Goals.?

ec\CO zx¥o¥f ~©O y¥f£~mvazy w 2a-¥ ©zx2¥ ©0 v|
of the labor force (the majority informally); and the extractives sector (oil and gas extraction;

mining and quarrying ), which accounts for the majority of export earnings. 3In2016A ec\ CO©
Domestic Product (GDP) was PGK60,516.5 million .4

What extractive industries are there in PNG?

PNG isrich in minerals, ranking in the top 20 world gold and copper producers, and also producing
silver, nickel and cobalt. PNG also has reserves of oil and gas; the country ranks 99 out of 103
countries with proven oil reserves, but its location close to Asia Paci fic buyers, and the relatively
low production costs, ° give the industry strategic advantages. ©

1 World DataBank Development Indicators, http://databank.worldbank.org/data/reports.aspx?source=world  -development-
indicators , accessed 13 November 2017

2PNG Department of National Planning and Monitoring, Millennium Development Goals Final Summary Report 2015,
http://www.pg.undp.org/content/papua_new_guinea/en/ho  mel/library/millennium -development-goals-final-summary -
report -2015.html accessed 26 September 2017

S®NGd ~z " = htp: /W@ . worldbank.org/en/country/png/overview , accessed 11 November 2016 .

4 2017 National Budget, Vol 1, Appx 3, Table 1, p. 102 (Actual data for 2007 to 2014: National Statistical Office. Estimates
and projections: Dept. of Treasury)
http://www.treasury.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf

5d~¢ hzv' x} e z©®zmava~¥o va XahV ] Yaccgssed Wan | "o -z©2¥ " ©C [ ¥~

http://www.oilsearch.com/Media/docs/160919%20CLSA%20Investors'%20Forum%20Hong%20Kong%20 -%20presentation-
Update-85eecbha? -f7cd -4aea-9764 -217eaca5d2ca -0.pdf, 7 February 2017)
6gnmaz " ova~¥ov¢ EhergyinformatibrrAdrinis@etion x © A C

http://www.eia.gov/cfapps/ipdbproject/iedindex3.cfm?tid=5&pid=57&aid=6 , accessed 07 February 2017
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http://www.eia.gov/cfapps/ipdbproject/iedindex3.cfm?tid=5&pid=57&aid=6

Who owns mineral resources in PNG?

Subsoil assets in PNG belong to the State. Developers of resource projects generally enter into an
agreement with the State of PNG in addition to obtaining a resource development licence or mining
tenement. This typically involves a broad consultation process with all affected parties. The details
of contracts and licences are confidential and not publicly available.

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 are a in which a project is located.
How do the extractive industries contribute to the PNG economy?

The extractive industries makeup 2 } z £v ¥ ~2 7 ¥ énd thecomh@ncen@nt ¥f the © A
PNG LNG projecthas been the primary driver of GDP growth in recent years. Extractives contribute
a smaller proportion of Gross Domestic Product, government revenue and employment.

Figure 1: Percentage contribution of the extractive industries to economic measures 2016
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Figure 2: Mineral exports 2016 (PGK million) *
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7 Estimates from 2017 Budget, V ol 1, Appx 3, Table 5, p. 106,
http:/iwww.treasury.g ov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf
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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 43%

dividends derived from holding direct stakes in the industry 12%

royalties 2% of the gross revenue from resource sales or wellhead  11%
value

Equity distributions Received by state owned entities participating in the 19%

extractive industries
other revenue streams such as levies and fees

Figure 3: Relative contribution of revenue streams from the extractive industries 2016
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In 2016, the largest sources of government revenue from the extractive industries were group tax,
equity distributions, dividends, royalties, corporate income tax and infrastructure tax credit.

Most of this revenue goes into consolidated government revenu z C

ec\ CO w«y]| z?

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.

The PNG Sovereign Wealth Fund was recently established to ensure that some of the wealth
generated by the extractive industries and is saved for the benefit of future generations. However,

the fund is yet to come into operation.
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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 commaodity prices,
and impacts of severe weather events such as drought and flood. & This was evident in 2016 , with
receipts significantly lower than previous years due partly to lower commodity prices and
temporary cessation of production from som e major resource projects. °

What are the revenue streams from the extractives industry?

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

Figure 4: Revenue streams and recipients
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Which revenue streams are considered material for this report?

This report covers all revenue streams that contribute 2% or more to the total known revenue
received by the government from the mining and oil and gas sectors. It also includes some revenue
streams that were below that threshold but considered to be of interest , such as production levies.
The material revenue streams are shown in bold in the diagram above.

Which organisations are considered material for this report?

The report includes all mining and oil and gas com panies which had interests in operations that
were producing saleable commodities during the reporting period, together with all state  -owned
enterprises (SOEs) and government entities that received payments from them.

8 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
9 Institute ¥ { cva~¥ove V{{v~" Odpas presénBandfut¥epiodhects.GE F K
http://www.inapng.com/pdf_files/PB%20 -
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdf accessed 9 October 2017.
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Table 1: Material reporting entities

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

3 Barrick (Niugini) Ltd 3 ExxonMobil PNG Ltd 3 Kumul Mineral Holdings 3 Bank of PNG

3 Anomaly Ltd (and subsidiaries) Ltd 3 Conservation and

3 Hidden Valley JV 3 JX Nippon Oil and Gas 3 Kumul Petroleum Environment Protection

3 Lihir Gold Ltd Exploration Corporation Holdings Ltd Authority

3 MCC Ramu NiCo Ltd (and subsidiaries) 3 Mineral Resources 3 Department of Finance

3 Niuminco Edie Creek 3 Oil Search (PNG) Ltd Development Company 3 Department of National
Ltd 3 Santos Ltd (and Ltd Planning and

3 Simberi Gold Co. Ltd subsidiaries) 3 Ok Tedi Mining Ltd Monitoring

3 Ramu Nickel Ltd 3 Department of

Petroleum and Energy
3 Department of Treasury
3 Internal Revenue
Commission
3 Mineral Resources
Authority

The mining industry in PNG

During 2016, eight mines were operating in PNG, distributed over a number of provinces.
Companies active in mining and exploration in PNG include large international companies, state -
owned enterprises, and a large number of junior companies, together with a significant contribution
from up to 80,000 small -scale alluvial miners.

Figure 5: Mining exports by projec t, 2016 ©
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Mining in PNG is governed principally by the Mining Act 1992 (MA) and administered by the Mineral
Resources Authority ( MRA), an independent statutory body.

There are four principal channels by which communities benefit economically from mining projects,
other than through employment and procurement: Royalties, Infrastructure Development Grants,
Special Support Grants, and the Public Investment Program. The be nefits for a particular project
are agreed in a development forum with relevant stakeholders, including the State, company,
provincial government, local level government and landowners, and set out in a Memorandum of
Agreement. These agreements are not pub licly disclosed.

10 Figures from MRA except for Lihir figures from ¢ ompany
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The oil and gas industry in PNG

Commercial oil production began in PNG in 1992, and has been in slow but steady decline since the
mid-1990s. There are currently five principal oil fields.

Oil and gas interests in PNG are predominantly in listed companies and state -owned enterprises. A
range of companies are actively engaged in exploration and production in PNG, with a number of
new projects in planning and development stages.

Gas production at scale is a new industry; the PNG LNG project shipped its first liquefied natural gas
(LNG) in May 2014. ! The project has design capacity of 6.9 million tonnes of LNG per annum, 12
and despite current low commaodity prices, is expected to make a significant long -term contribution
to the economy and govern ment revenues. However, falling global LNG prices have already

negatively impacted project © z 2 « " e ©A - ~21}1 | ¥2zp@~y¢ "VE~{~xXxV2~¥0o00O {¥

position. ** The project has had significant impacts on affected communities, both positive and
negative. Production figures for 2016 were sourced from Oil Search and ExxonMobil, in the
absence of data from the Department of Petroleum and Energy. #

Table 2: Oil and gas production data 2016

Amount reported | Total export value | Total export value

Amount reported Amount reported

byorel T byoperaor|  ereaby] - reponedby freponed n et
QOil Not provided 13,721 stbopd 5,082,671 stbho 716,988,408 893,000,000
Condensate Not provided 308 stbopd 3,423,923 stho 482,996,657 1,462,000,000
PNG LNG liquids Not provided 5573 MMscf 0 0 0
PNG LNG Project 7,944,946 Not reported Not reported 8,013,000,000

Not provided

LNG tonnes

The oil and gas industry in PNG is governed principally by the Oil and Gas Act1998 (OGA), and
overseen by the Department of Petroleum and Energy (DPE). DPE is chronically under -resourced
and lacking in capacity, and was the subject of a number of priority recommendations in the PNG
EITI Report 2013. On 6 April 2017, the Nati onal Executive Council (NEC) endorsed the
recommendations from the first PNG EITI report . The DPE has since held a workshop to begin
developing a licensing database and has begun implementing the electronic registry system by
scanning the relevant document s. An increase of resourcing for DPE will be required to facilitate
additional changes required to adhere to the EITI Standard.

State -owned enterprises

The State holds the right to acquire a participating interest in any mining or petroleum project in
PNGva !'v"™ =avet«zA ¥  theSstatecanveteve L£9bare’obithe profitsof the A
project, paid as dividends~o v Xx ¥ "yvexz -~28} ~2©0 "~|]}20 v©O v
relevant state -owned enterprises (SOESs) were:

3 Kumul Petroleum Holdings Ltd (all hydrocarbon assets)
3 Kumul Minerals Holdings Ltd (all mining assets)
3 Ok Tedi Mining Ltd

11 HNG LNG Project ships{ ~ " ©2 a cRNG NG, hitp¥:./A@Ing.com/Newsroom/Media -Release/PNGLNG-Project-ships-
first -LNG-cargo, accessed 7 February 2017

ey zxa xv!vx~2~ ¥{ KCN £~¢¢~¥no 23¥ooz© ¥{ ac\CA ~w~-yC
Begecl \¥-z " ofzoa - ¥" | OO M B@hesEGrobp; 2 z | ~ ¥-231} CA
https://www.oxfordbusiness group.com/overview/png -government -works-stimulate -growth , accessed 7 February 2017

14 Information included in Oil Search and ExxonMobil data templates provided for this report, received 8 and 19 September
2017
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3  Mineral Resources Development Company Ltd (MRDC)

MRDC acts as a trustee shareholder for beneficiary landowners and provincial governments. It
holds and manages shareholdings and pays royalties and equity to project landowners. The OGA

©' zx~{~z2©® bgYXCO® " ¥¢z ~uo }¥¢y~no| voy E£vov|~o| } y-

investment of funds in future generation and community infrastructure trust funds. All oil and gas

projects therefore have associated trusts which are wholly owned subsidiaries of MRDC. The MA
VECY-© {¥° bgYX 2¥ }¥¢y 2}z hayalzcaneequenty uot al @iRing w« 2
operations have an associated MRDC subsidiary.

Beneficial ownership

A beneficial owner in respect of a company means the natural person(s) who directly or indirectly
ultimately owns or controls the corporate entity. 1°

The PNG Government does not require companies to disclose the beneficial owners of comp anies
producing oil and gas or minerals, and does not have a publically 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 esta blished 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 .

Subnational governments

Information relating to transfers and payments to subnational (provincial and local level)
governments in PNG is difficult to obtain. The IA has attempted to include as much information as
possible in this report.

Subnational payments include royalties, dividends, compensation payments, de velopment levies,
Special Support Grants, and other benefits as agreed through memoranda of agreement.

PNG EITI have commissioned a scoping study to investigate the possibility of implementing the EITI
Standard to subnational governments and landowner asso ciations, which is expected to be
completed during 2018.

Reconciliation of revenue streams

For most revenue streams, the IA attempted to obtain data from both the paying and receiving
entity, so the amounts could be reconciled. In some instances, however, the MSG agreed that data
would be collected unilaterally. This can be seen in Table 4 below.

The response rate was encouraging, although it would give more confidence to the quality of the
data if more reporting templates were signed by an authorised officer.

15 Mining Act 1992 s.16A
16 The EITI Standard, 2016 gRequirement 2.5 Beneficial Ownership

PNG EITI
Report 2016 EYO7


ttp://www.pngeiti.org.pg/wp-content/uploads/2017/06/PNGEITI-Beneficial-Ownership-RoadMap-1.pdf
http://www.pngeiti.org.pg/wp-content/uploads/2017/06/PNGEITI-BO-Scoping-Study-Report.pdf

Table 3: Rates of compliance with EITI reporting 2016

Signed tax waiver submitted

Reporting template

Reporting template signed

submitted (%) (%) (%)
Mining companies 75 38 88
Oil & gas companies 100 75 100
Government entities 86 57 n/a
Total 84 58 94

A summary of the payment streams reported and reconciled is presented below:

Table 4: Revenue stream overview

Revenue stream

Production levy

MRA fees

Mining

Development levy

Licence fees

Additional profits
tax

Equity distributions

QOil and gas

Equity distributions
(Oil Search shares)

Share of sales

Mandatory social
expenditure

Discretionary social
expenditure

Dividends

Group tax

Corporate income
tax

Mining and petroleum

Infrastructure tax
credits (offset
against income tax
payable)

Infrastructure tax
credits

PNG EITI
Report 2016

Reconciled/
Unilateral

Reconciled

Unilaterally
declared
(MRA)

Reconciled

Unilaterally
declared
(DPE)

Reconciled

Unilaterally
declared
(KPH)

Reconciled

Unilaterally
declared
(SOEs)

Unilaterally
declared
(companies)

Unilaterally
declared
(companies)

Reconciled

Partially
reconciled
Reconciled

Reconciled

Reconciled

Receiving entity

MRA
MRA

Finance (via
DPE)

DPE

IRC

KPH

KPH

State partners in
PNG LNG

See section 6.5

See section 6.5

State (Treasury)

IRC

IRC

IRC

DNPM

Amount
reported

paid (PGK)

17,544,297

n/a

69,689,630

n/a

471,647

n/a

23,396,040

n/a

183,431,808

90,372,513

200,500,000

496,298,414

46,600,594

42,345,643

135,544,477

Amount
reported
received

(PGK)

17,577,741
8,423,503

7,425,972

3,302,054

302,932,186

822,349

560,086,591

n/a

n/a

200,500,000

554,460,671

88,686,362

54,734,655

111,025,337

Variance
(PGK)

(33,445)

n/a

62,263,658

n/a

471,647

n/a

22,573,691

n/a

n/a

n/a

58,152,257

(42,085,768)

(12,389,012)

24,519,140

Variance (%)

(0.19%)

n/a

89.34%

n/a

(100%)

n/a

96%

n/a

n/a

n/a

0%

10%

(90.31%)

(29.26%)

18.09%
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Revenue stream Reconciled/ | Receiving entity Amount Amount Variance | Variance (%)

Unilateral reported reported (PGK)
paid (PGK) received
(PGK)
Other taxes Unilaterally IRC n/a 74,930,413 n/a n/a
declared
(IRC)
Special support Unilaterally  Provincial 14,700,000 n/a n/a n/a
grants declared governments,
(Treasury)  special purpose
authorities

See section 5.7

Environmental Unilaterally CEPA n/a 3,811,837 n/a n/a
permit fees declared
(CEPA)
Royalties Reconciled DPE, MRA 196,777,541 182,547,009 14,230,532 7.23%
landowners and
subnational
governments

Together, t he revenue streams included in the reconciliation equate to approximately 95 % of total
known revenue from the sector in 2016 (see Figure 3Figure 10: Relative contribution of each
known revenue stream, 2016 ). Group tax was not initially included in the 2016 reconciliation based
on a decision made by the MSG in 2015, at a time when these revenue streams were deemed not
material .1” With the PNG LNG project now in operation, this situation has changed, and the IA has
included this information in the reconciliation where it was available. A recommendation has also
been made to reconcile in future years along with foreign contractor withholding tax that has been
shown to represent 4% of the known revenue streams for 2016.

An overall material variance was found in all revenue streams reconciled, except for mining
production levy and mining royalties. In most cases, however, these overall variances do not imply
systemic issues when examined in more detail. In the case o f corporate income tax, the majority of
payments showed a zero or immaterial variance, but there was one significant variance. In other
cases, such as Infrastructure Tax Credits, there appeared to be differing interpretations of which
amounts should be reported. This can be further clarified in future reporting periods.

Is the data on the extractive industries revenues reliable?

Entities participating in this EITI report were asked to submit data templates signed by an
authorised company representative, confirming that reported amounts are materially consistent
with the audited financial statements. Only 58% of reporting entities provided these signatures.

All of the producing companies have accounts audited to international standards . Government
entities and state-owned enterprises (other than Ok Tedi) are audited by the PNG Auditor General .
Most, however, do not yet have audit statements for the reporting period, and previous  audit
statements indicated significant shortcomings in the reliability of accou nts.

Social expenditures

Many extractive companies contribute to the communities in which they operate beyond the direct
economic benefits and employment provided. These contributions may be voluntary, or may be
mandated through legislation or through contracts with the government.

i}z ZAi A havoyv’'y y¥adée typesof payment reported I ¥ompaniés@nder
this heading varied, with some including payments such as compensation or lease payments, which
others classify as commercial ra ther than social .

7 MSGmeeting minutes, 17 April 2015, http://www.pngeiti.org.pg/wp -content/uploads/2016/03/2015.04.13 -MSG
Meeting-2-Minutes.pdf accessed 27 November 2017

PNG EITI
Report 2016 EY 069


http://www.pngeiti.org.pg/wp-content/uploads/2016/03/2015.04.13-MSG-Meeting-2-Minutes.pdf
http://www.pngeiti.org.pg/wp-content/uploads/2016/03/2015.04.13-MSG-Meeting-2-Minutes.pdf

Discretionary social expenditures by operators ranged from zero to hundreds of millions of Kina.
Funds went to support health, education and community projects, among others. Where companies
invest in approved infrastructure, they may be entitled to claim Infrastructure Tax Credits.

Findings and recommendations

The 2013 and 2014 PNG EITI Reports made recommendations in relation to a number of areas
where weaknesses in systems, processes, or organisational capacity had the potential to mat erially
impact on the quality, accuracy, and comprehensiveness of future PNG EITI reports.

On 6 April 2017, the National Executive Council (NEC) endorsed the recommendations from the
2013 PNG EITI report. Progress has already been made against a number of these directives, some
independently of the EITI recommendations. The timing of these improvements meant that not all
benefits were noticeable during the 2016 reporting period, but it is expected that these changes
will continue to drive improvements int he completeness and accuracy of data relating to the
extractives sector in PNG for future EITI reports .

It was pleasing to note a significant increase in engagement from several reporting entities, and in
the data provided. This was particularly evident f rom MRDC.

Additional recommendations have been made in this report, concerning:

1. Reconciliation differences and EITI 2. Material revenue streams to include
reporting process group tax and foreign contractor tax in
future reports

7. DPE to establish criteria for the 8. The MSG to consult with EITI to
transfer of oil and gas licences provide more clarity on definition of
social expenditure
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1. Introduction

dNe hope that the dissemination of these reports will stimulate discussion on the
management of the sector, assist in better governance and create greater tr  ust
between local communities, Government and industry. C

e " ~£z b~o~0©2z" ]¥uC ez2z" dCcz~¢¢ Xb\ be ©! zvj~no %
Mining and Petroleum Investment Conference

i}z yz-z¢¥! £zo2a ¥{ ev! «v c zresolcestepreseris@ significartta } ¥ { wova «”
opportunity for the government of Papua New Guinea to reduce poverty, increase wealth and

improve the wellbeing of its citizens. By becoming an implementing count ry for The Extractive

Industries Transparency Initiative, P apua New Guinea has committed to improving transparency

regarding the collection and distribution of revenues from the natural resource sector.

1.1  About the Extractive Industries Transparency Initiative

The Extractive Industries Transparency Initiative (EITI) was established in 2002 with a goal of
increasing transparency and accountability across the oil, gas and mineral resources value chain.

Figure 6: The resources value chain 18
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The EITI is a global organisation of sponsoring countr ies, civil society representatives and

companies developing a framework for transparency. Participating countries issue annual reports

reconciling payments from the extractive industries to receipts by governments. The adoption of

the EITI Standardisdisc” z® ~¥ov"™ A voy £«©% wz ~ox¥ | ¥"vadzy ~pad¥ -~
binding. At the time of publishing this report, the EITI website listed 52 countries at various stages

of implementing the EITI Standard. Of these 52, nine have achieved meaningful p rogress against

the 2016 EITI Standard, six have been suspended due to inadequate progress and the remaining 37

(including Papua New Guinea) are yet to be assessed against the 2016 EITI Standard through the

Validation process. 1°

1.2  EITIimplementation in Papua New Guinea

Papua New Guinea (PNG) has a wealth of natural resources. Revenue from these resources could
contribute to reducing poverty and improving the lives of PNG citizens. A key platform for achieving
these outcomes is transparent collection and distr ibution of revenue from natural resources.

18 EIT| Website, https://eiti.org/ , accessed 2 October 2017
19 EITI Website, https://eiti.org/  countries, accessed 2 September 2017
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in 2016. 2° Similarly challenging assessments of corruption and attractiveness for foreign

investment have be en published by the World Bank,?* Natural Resource Governance Institute 2 and

the Fraser Institute .23

i}z ec\ \¥-z"ofzo?d ~©O© zoyzv-¥« ~o| 2a¥ yyy z0O0 2} ~0 ~C
foreign investment. Led by the PNG Minister for Treasury, PNG applied for EITI candidacy in 2013,

and has since published reports for the calendar years 2013 , 2014 and 2015 . This report focuses

on the 201 6 calendar year.

[ "¥E£ F V! " ~¢ GEFMA ec\CO Z"AinN "z!¥" 20 -~¢¢ wz vOOz©OZ
with th e report covering the 2016 calendar year.

Figure 7: PNG EITI Timeline?*

¢ Informal MSG formed

. Government announces
commitment

% Validation commences
2015 and 2016 EITI
MSG formalised Reports to be published
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submitted
Becomes Candidate

I country

-

2014 Second EITI
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2012 2013 2014 2015 201 2017 2018 2019 2020

2013 First EITI Report
published

The PNG EITI has stated its objectives for implementing EITI in PNG are:?®

3

To increase transparency of revenue flows from the companies to government, various
landowners Qrust funds, associations, and the provincial governments

i ¥ «©z Z™M"iN VO VvV y~Vv| o¥02~x 2¥¥¢ 2¥ vOOzOO | ¥-z" ofz
its policy settings with recommendations to be used as a platform for broader reforms

To provid e reliable data for citizens to stimulate debate and hold government and companies
accountable

Toiex " zvO©z ~o-7z02¥ ©C x¥o{~yzoxz 2¥ ~o-z02 ~o ec)

To provide a forum for enhancing dialogue between the government, industry, landowners and
citizens

D Corrupt~¥ o ez xz! @ ~¥ d@ansparency I@ermatorak C A
https://www.transparency.org/news/feature/corruption_perceptions_index_2016#table , accessed 26 September 2017

2% poing Business 2017, Equal Opportunity for All, World Bank, 2016 (accessed via

http://www.doingbusiness.org/~/media/WBG /DoingBusiness/Documents/Annual -Reports/English/DB17 -Report.pdf,

26 September 2017

2GEFL gzO¥« " xz \¥-z" mvoxz ~oyz®CA cva@« vt gzO¥« xz \¥-z mvoxz ~a80®©
https://resourcegovernance.org/sites/default/files/documents/2017 -resource -governance-index.pdf, accessed

26 September 2017

23 survey of Mining com panies, Fraser Institute, 2015 and 2016, (accessed via
https://www.fraserinstitute.org/categories/mining 26 September 2017)

24 EITI, 2017 htt ps://eiti.org/papua_-new-guinea
25 PNG EITI Annual Progress Report 2016
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1.2.1 EITI governance and leadership in PNG

The EITI Standard requires candidate countries to form a multi -stakeholder group (MSG) as the key

decision-making body for implementation. The MSG represents government, civil society and
industry. An informal group first metin  PNG in early 2012, and the group was formalised on

1 November 2013 via a Memorandum of Understanding. Figure 8: shows the governance structure

of the PNG EITI including the multi -stakeholder group.

Figure 8: Structure of governance on PNG EITI

The MSG is chaired by the PNG Treasurer, and at the time of writing comprises:

3 Eleven representatives from the Government of PNG, including four votin g and seven non-

voting members, selected through internal processes and through direct engagement with
participating ministries, agencies and departments

3  Four representatives from state -owned enterprises, including three voting members and one

non-voting member

3 Eight representatives from civil society, including seven voting members and one non -voting

member, selected through a democratic process based on agreed criteria, representing a
range of perspectives and constituencies

3  Seven representatives from th e extractive industries, selected through a democratic process

based on agreed criteria, in collaboration with the PNG Chamber of Mines and Petroleum.

Each MSG member has a primary and two alternate representatives; a proxy vote can be given to

others in c ase these representatives are unable to join a meeting. The organisational structure
shown in Figure 5 below, and the complete list of members and representatives is provided at
Appendix A.

is

The PNG EITI National Secretariat assists the Chairman in providing coordination, facilitation and

administrative support to the MSG. It is governed by terms of reference approved by the MSG.
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1.2.2 The role of the independent administrator

The EITI Standard (4.9b) requires that payments and revenue s be reconciled by an Independent Administrator (lA). Ernst & Young (EY) has been engaged
by the PNG EITI National Secretariat to fulfil this role and prepare this report. The detailed responsibilities of the 1A are outlined within the terms of
reference i ssued by the PNG EITI National Secretariat and provided on the PNG EITI website at http://www.pngeiti.org.pg/

ZnCO | "¥xz©© ~m ! "z!v' ~po| 2} ~0 "z|!¥"2a ~© ©}¥-©m ~©o [~|«"z K wz¢¥-C

Figure 9: EY's process for preparing this report

Plan Execute Deliver
Scoping Study and Design Data Collection and Report of the Independent
Report Reconciliation Administrator

» Phase 1: Preliminary Analysis, Scoping Study and Inception Report: Understand the PNG context, including2014 and 2015
report and gaps identified, work required for 2016 report to meet EITI Standard, governance arrangements, tax policies, mining
and oil and gas industries, legal framework, existing reporting arrangements.

Phase 2: Data Collection: Distributionof reporting templates to reporting entities, delivery of training, collection of financial and
contextual information fromreporting entities, provision of support for reporting process, data completeness checks.

Phase 3: Initial reconciliation: Identification of discrepancies between sources of data, analytical review, materiality assessment.
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Phase 4: Investigation of discrepancies and Draft Independent Administrator’s Report: Investigation of discrepancies above
materiality threshold through follow-up with reporting entities. Preparation of draft report, and feedback from MSG.

Phase 5: Final Independent Administrator's Report: Finalisation of the report, and development of detailed electronic data files.
MSG approval. Submissionto International Secretariat.

Engagement Management >
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1.2.3 Progress in implementing EITI in PNG

On 6 April 2017, the National Executive Council (NEC) endorsed the recommendations from the
first PNG EITI report. Itis expected that this will drive improvements in the completeness and
accuracy of data relating to the extractives sector in PNG.

Specifically, the following directives made by the NEC have the potential to facilitate improvements
in the data collection process and address many of the gaps identified in previous PNG EITIreports:

3 That the Minister responsible for the Mineral Resources Development Company (MRDC)
ensures that MRDC engages fully with the PNG EITI MSG and reports through the EITI process
on the equity distribution and all other funds it holds in trust and invests for the landowners
and for future generations

3  That the Minist er responsible for Kumul Consolidated Holdings Ltd (KCH) ensures KCH
fvid~x~lvazO ~a a}z ZAi N | T¥xz200 voy Tzl «tv© ¢ Tz}
share/interest in the mining and petroleum sectors that it manages under the General Business
Trust (GBT)

3 That the Minister responsible for Kumul Minerals Holdings Ltd ( KMH) and Kumul Petroleum
Holdings (KPH) ensures these enterprises are fully engaged in the EITI process and report as
required under the EITI Standard

3 That the Minister responsible f or the Mineral Resources Authority (MRA) and the Minister
responsible for the State Solicitor ensure these entities make publicly available Memorandum
of Agreements (MOAS) for EITI purposes and for the benefit of the general public

3  That the Minister for Tr easury legislates for the EITI reporting requirements within the
Government reporting process (in lieu of current practice of using a waiver letter) and reports
wvxi -~} y"v{?2 ¢z|~©O¢va~¥no {¥" 2alz cZXCO X¥oO~yz" "\

Further di rectives that relate to implementing systems improvements should flow through to
improvements in EITI reports from 2017 onwards. These include:

3 Implementing an electronic registry system at the Department of Petroleum and Energy
3 Amending budget and fiscal reports to collect information on subnational payments
3 Improving audit processes for government agencies.

Refer to Chapter 11 for summary of progress in each of these areas.
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2. Revenue streams and reporting entities

This report covers all material revenu e streams from the extractive industries in the calendar year
201 6. Both quantitative and qualitative definitions of materiality were applied:

3 Quantitative materiality was defined as those revenue streams that are known to contribute 2%
or more of governme nt revenue from the sector

3 Qualitative materiality was defined as those revenue/payment streams that are considered
important or potentially important to the people of PNG, such as payments from trust accounts
managed for the benefit of landowners, communi ties, or the State

3  The resource sector companies required to report were those producing saleable product
during the reporting period

3 All revenue streams that were quantitatively material have been reconciled

3  Revenue streams that do not meet either the quantitative or qualitative materiality thresholds
have been unilaterally reported by either the paying or receiving entity

2.1  Materiality

The MSG considered both qualitative and quantitative definitions of materiality to determine which
revenue streams would be deemed material for the purpose of this report.

When providing independent assurance under audit standards, materiality is typically defined as:

"¥wvwe®zd z2} wdy | £zo? ¥{ v |z O¥a “z¢ ~ao| ¥o 2}z ~of¥’

8}z £v|e~a«yz ¥{ vao ¥£~00~¥no ¥ £~003vazfzumda a}yapA
[}
1
~o{¢Ct«zoxzy wW 2}z ¥£EO00O~¥un ¥ £-~002vazfzunaC

The Global Reporting Initiative has a broader definition:
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transparency and accountability. The MSG therefore adopted a definition of materiality that goes

beyond the quantitative, including revenue streams that were:

3  Likely to exceed a pre -defined quantitative level of materiality
3 Are defined by law, or
3 May be of significant interest or benefit to the PNG population.

The quantitative threshold applied to define material ity was all revenue streams that contribute 2%
or more to the total known revenue received by the government from the mining and oil and gas
sectors. Two percent is within the range usually applied in auditing financial accounts and is broadly
consistent with materiality thresholds used for other EITI -compliant countries. Lowering the
materiality threshold further would not have significantly increased coverage of the report.

26 Global Reporting Initiative https://www.globalreporting.org/

PNG EITI
Report 2016 EY016


https://www.globalreporting.org/

Some additional revenue streams that fall below this threshold, but which are cons idered
potentially material based on our qualitative definition of materiality have also been reconciled (see
Table 8 below).

Additionally, other known revenue stream s that are below this threshold have been included. These
revenue streams are reported unilaterally by the receiving entity, or in the case of social
expenditure, by the companies making the payments.

Definitions have also been confirmed for materiality of reporting entities as outlined below.

2.2  Reporting entities

The entities required to contribute to this EITI report include resource companies, state -owned
enterprises (SOEs) and government entities. These are outlined in turn below.

2.2.1 Resource companies

Resource companies considered material were those with interests in extractive projects that were
producing saleable commaodities during the reporting period. This is the same definition the MSG
applied in previous reports .

Table 5: Material resources companies 2016

Reporting entity Project name

Mining

Anomaly Ltd Mt Crater mine

Barrick (Niugini) Ltd Porgera mine

Hidden Valley JV Hidden Valley mine

Lihir Gold Ltd Luise Caldera mine (Lihir)

MCC Ramu NiCo Ltd Kurumbukari mine (Ramu)
Niuminco Edie Creek Ltd Edie Creek mine

Ramu Nickel Ltd Kurumbukari mine (Ramu) JV partner
Simberi Gold Co. Ltd Simberi mine

Oil and gas

ExxonMobil PNG Ltd (and subsidiaries) Oil projects & PNG LNG JV partner
JX Nippon Oil and GasExploration Corporation (and subsidiaries) Oil projects & PNG LNG JV partner
Oil Search (PNG) Ltd Qil projects & PNG LNG JV partner
Santos Ltd (and subsidiaries) Oil projects & PNG LNG JV partner

Each material company is discussed in more detail in Chapters 7 and 8 of this report, in relation to
the relevant project. This includes structure, how it contributes to extractive industry revenues and
any changes in ownership during the reporting period.

Although only producing companies are considered material for reporting purposes, a discussion of
the revenue streams flowing from exploration companies is also included in a case study in
Chapter 8 of this report.
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2.2.2 State -owned enterprises

State-owned enterprises =hdzZ2©> | ¢v v jz " ¥¢z ~@ E£vaov]| ~‘o| vaoy y-~

Therefore, the transparent disclosure of their processes for managing funds and transferring funds
to beneficiaries (landowners, subnational governments, etc.) is critical to a ¢ omprehensive EITI
report. The SOEs considered material were those with interests in (or responsibility for managing
interests in) extractive projects that were producing saleable commodities during the reporting
period. These are listed below.

Table 6: SOEs2016

Reporting entity Project name Further detail
Kumul Petroleum Holdings Ltd (KPH) Oil projects and PNG LNG 9.3

Kumul Mineral Holdings (KMH) PNG LNG 9.4.1

Ok Tedi Mining Ltd (OTML) Mt Fubilan mine 9.5

Mineral Resources Development Company Ltd (MRDC) Multiple interests 9.6

Each SOE, its structure, relevant subsidiaries and how it contributes to extractive industry
revenues, is discussed in more detail in Chapter 9 of this report.

2.2.3 Government entities

Government entities are material reporting entities if they received payments fr om the reporting
companies and SOEs during the reporting period. Government entities that do not receive
payments, but keep records of payments, are also included in the list of material government
entities, shown below.

Table 7: Material government entities 2016

Government entity Revenue streams received or recorded

Internal Revenue Commission (IRC)  Mining and petroleum tax (corporate income tax), group tax, infrastructure tax
credits, additional profits tax, foreign contractor  withholding tax

Mineral Resources Authority (MRA) Production levy, royalties and tenement fees, rents and security payments.
Department of Treasury Development levy (keep records of payments), dividends from SOEs

Department of Finance Development levy (Trust Branch administers any payments out of trust accounts to
provincial governments)

Department of Petroleum and Energy  Royalties, development levy, licence fees
(DPE)

Department of National Planning and  Infrastructure tax credits
Monitoring (DNPM)

Conservation and Environment Decommissioning and mine closure bonds, licence fees
Protection Authority (CEPA)

Bank of PNG Holds accounts for royalty payments received by DPE; gold and silver export bonds
(MRA)

2.3 Revenue streams

The PNG Governmentrevenue streams relevant to the extractives sector, as identified to date, are
shown in Table 8 below. Amounts generated through each of these reve nue streams during the
reporting period w ere requested from the relevant reporting entity. In the case of reconciled
revenue streams, amounts were requested from the resource company (or SOE), as well as the
relevant government receiving entity. In cases w here a revenue stream has been identified as
material, but has not been reconciled, the reasons are stated below the table.
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Table 8: Extractive industry revenue streams

S °
= () —_— ()
22 g S . . . Reported/
Revenue stream X ¢ Q S Paid to Discussion o
5 2 g g Reconciliation
S o
Mining
Mine closure bond 0 N N  Conservation and Environment 5.6;10.4.1.8 10.4.1.8
Protection Agency (CEPA)
Production levy 1% v27 Y Mineral Resources Authority (MRA) 4324 10.4.2.1
Alluvial levies; <1% N N 4.4 10.4.2.3
Mine security deposits;
Exploration security deposits; Mining
lease rentals;
Exploration licence rentals;
Data sale receipts;
Exploration applications, extensions,
extension late fees, transfer and
dealing fees (related to exploration);
Mining applications, extensions,
extension late fees, transfer and
dealing fees (related to mining)
Petroleum
Decommissioning bonds 0 N N  Conservation and Environment 5.6;10.4.1.8 10.4.1. 8
Protection Agency (CEPA)
Development levy 4% Y Y Collected by Department of 4324 ; 10.4.3.2
Petroleum and Energy (DPE), 5.7.2;81
recorded by Treasury, and paid to
relevant local or provincial
government
License fees <1% N N Department of Petroleum and 0
Energy (DPE)
Additional profits tax <1% N N Internal Revenue Commission (IRC) 4323 10.4.3.4
Equity distributions 19% Y y28 State-owned enterprises 47;4.8;5.7.2 104.3.1
Share of sales 29 Y N30 State-owned enterprises 9.3.3;9.4.3 10.4.3.5
Mining and petroleum
Import taxes N/A  N/ASY  N/A PNG Customs Service NA
Goods and services tax N/A  N/A32  N/A PNG Customs Service (& IRC) 4.3.25 NA

ZThnyzoa~{~zy vO £v3z " ~v¢ w  bh\ yxzo?¥-6xygtz®¥&~-z yz{~o~2~¥aq

28 Partially reconciled. Unilaterally declared by SOE where information from company/operator was unavailable.

29 Not included in % calculation as this revenue stream may overlap with equity distributions data received from reporting
entities . Confirmation of this could not be obtained from KPH.

30 Unilaterally reported by SOEs gno other in -kind revenues identified
31 PNG Customs were not able to supply any data that was specific to the extractive industries
32 As above
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Reported/

Paid to Discussion S
Reconciliation

Revenue stream

e}
K}
©
=
<}
(8]
o}
a4

Material

% of known
revenue

Royalties 119633 Y y34 O&G: Oil Search pays by Cheque to 4.3.2.4 ;5.7.2; 10.4.3.3
DPE, ExxonMobil makes payments 8.2.2
direct to trust account to be
apportioned to relevant
landowners, local -level
governments and provincial
governments

4324;0 10.4.2.2

Mining: Paid directly to State of

PNG, relevant landowners, local -

level governments and provincial

governments; also reported to MRA
Dividends 13% Y Y Treasury 4.7;0; 5.7.2 10.4.1.2
Environment permit fees <1% N N  Conservation and Environment 10.4.1.8

Protection Agency (CEPA)
Group tax (taxes withheld on 34% Y v35 Internal Revenue Commission (IRC) 10.4.1.4
zZE| ¢¥ zzOC OvVeEtv"™ ~z
Mining and petroleum tax (corporate 6% Y Y 431 10.4.1.1
income tax)
Business payments tax 1% N N 0
Dividend withholding tax 0 N N 4321 0
Interest withholding tax 0 N N 4321 0
Management fee withholding tax <1% N N 4321 0
Royalty withholding tax <1% N N 4321 0
Foreign contractor withholding tax 4% Y N3é 4321 0
Infrastructure tax credits 79537 Y Y Spending reported to Department 4.3.2.6 ;6.3 10.4.1.3

of National Planning and Monitoring
(DNPM); offset reported to IRC

The relative magnitude of each revenue stream is shown below.

33 As reported by Operator

34 Reconciled with amounts reported by DPE or MRA, not reconciled to subnational level

35 The decision to state th is revenue stream unilaterally was made by the MSG on 17 April 2015,
(http://www.pngeiti.org.pg/wp  -content/uploads/2016/03/2015.04.13  -MSGMeeting-2-Minutes.pdf accessed 27 November
Where data was available, this revenue 20 17). The IA has reconciled this revenue stream where it has been provided by
companies and has made a recommendation to reconcile in future years (See Chapter 11). See also discussion in section
10.1.1)

36 Unilaterally declared by IRC - recommendation to reconcile in future years (See Chapter 11)

37 spending reported to DNPM
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Figure 10: Relative contribution of each known revenue stream, 2016

Development levy - .. Others * not material
4% /

2%

Royalties
11%

Foreign company
withholdingtax -

Production levy
1%

Group tax

There are a number of additional payment types that are referred to by the EITIStandard. These
are summarised below in Table 9.

Table 9: Additional payment types referred to by the EITI Standard

Payment type Comments Further discussion
Quasifiscal payments No quasi-fiscal payments were reported for 2016 . 6.4
In-kind revenues Other than share of production (for SOES, no other 9.6.2
in-kind revenues were identified for the resources
sector.
Payments and transfers to subnational entites ~ These include Special Support Grants g PIP Project 5.7;0; 9.6
funds® and transfers from MRDC to subnational
governments
Payments and transfers between SOEs and Dividend are paid by SOEs tothe government 9.2.3;9.3.3;94.3;
other government agencies 9.5.3;104.1.2
Infrastructure provisions and barter Treasury stated that the only infrastructure
arrangements provisions or barter arrangements in place were

those relating to the implementation of infrastructure
tax credits. *

Transportation revenues Treasury were not aware of any material revenues Appendix E
from the transportation of oil, gas or minerals. “°
DPE reported the value of fees associated with
pipeline licences for 2016 as PGK490,054. This is not
a material revenue stream.

Mandatory social expenditure These payments are unilaterally declared by 5.7;6.1;10.4.1.5
companies

Discretionary social expenditure These payments are unilaterally declared by 6.2;10.4.1.6
companies

38 Unable to establish if these payments are material without access to project contracts/agreements.
39 Treasury reporting template completed for this report.  Received 8 September 2017
40 i

ibid
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3. Contribution of the extractive industries to the
economy

3.1  About Papua New Guinea

Papua New Guinea (PNG) is a country in Oceania, occupying the eastern half of the island of New
\«~mzv voy o«f£z "  ¥«O ¥{{0O}¥"z ~©¢vomy©C ec\CO xv, ~2veE v

PNG is one of the most diverse countries on earth, with over 800 indigenous languages and at least
as many traditional societies, included in a population of over 8 million. 4! It is also one of the most
rural, with only 13% of its people living in urban centres.?

The nation established independence from Australia in 1975 . The country has a unicameral
National Parliament, for which elections are held every five years. There has been one significant
internal conflict, the Bougainville crisis, which began as a result of tensions related to the
Bougainville Copper mine (Panguna Mine), and ran from 1988 until 1998.

ec\ }v©O v¥- z®| z"~zwxzy FJ “Tzv O ¥{ zx¥o¥f~x | ¥-2}A
£~yytz ~ox¥£zC vxx¥ y~no| #Yhislpgrebsis edoed jnthe Bnite@ ©~ { ~x v 2 ~ ¥ o
c v @ ~ Mumar(Development Index, with an HDI of 0.516 in 2015, a steady improvement from

ECI GG ~o GEEEC ] ¥-z-z"A 3}z x¥«wpa’”™  ~© 02~¢¢ XCvOO~{ -
out of 188 countries. * An estimated 39.3% of the PNG population lives below the international

poverty line. 4°

Challenges to improving the wellbeing of the PNG population remain, as the country is still
developing infrastructure and establishing governance structures, and has a substantially non -
monetised economy. However, the PNG Government has expressed a strong commitment to
meeting the UN Sustainable Development Goals and working towards improvements in sustainable
development. 46

Table 10 below providesanoverv~z - ¥{ ec\ CO !z " {¥ " £vexz Vv|v~o0©2 v " v
development indicators.

4% World Bank in Papua New Guinea- Overview http://www.worldbank.org/en/country/png/overview , April 2017, accessed
7 September 2017

42 World DataBank, World Development Indicators , http://databank.worldbank.org/data/reports.aspx?source=world
development-indicators , accessed 7 September 2017

43 World Bank East Asia and Pacific Economic Update October 2016
https://openknowledge.worldbank.org/bitstream/handle/10986/25088/9781464809910.pdf , accessed

7 September 2017

44 United Nations Development Programme, Human Development Report 20186,
http://hdr.undp.org/sites/default/files/2016 _human_development_report.pdf accessed 7 September 2017

45 Basic Statistics 2017, Asian Development Bank, April 2017,
https://www.adb.org/sites/default/files/publication/298061/basic -statistics -2017.pdf , accessed 7 September 2017
46 pNG Department of National Planning and Monitoring, Millennium Development Goals Final Summary Report 2015,
http://www.pg.undp.org/content/papua_new_guinea/en/home/library/millennium -development -goals-final -summary -
report -2015.html accessed 26 September 2017
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Table 10: PNG's World Development Indicators 4

Average East

Asia Pacific
Country Value
(2015)
Surface area (sq. km) 462,840 462,840 462,840 462,840
c Population, total 7,592,865 7,755,785 7,919,825 8,084,991
% Population density (people per sg. km of land area) 16.77 17.13 17.49 17.85 93.54
§- Population growth (annual %) 2.16 2.12 2.09 2.06 0.68
o
Urban population (% of total) 12.98 12.99 13.01 13.04 56.64
Rural population (% of total) 87.02 87.02 87.00 86.96 43.36
GDP real growth (annual %) 5.00 13.30 12.00 2.00 a
GNI per capita, Atlas method (current US$) 1,970 2,160 E] E] 9,794
Inflation, GDP deflator (annual %)* 4.96 5.20 6.02 7.00 1.64
> . . . _ .
g E_ase of doing t_)usmess index (1=most business- a a 133 119 a
< friendly regulations) i |
O
(1] (o)
Unemployment, tqtal (% of total labour force) 259 258 2.48 2.49 4.33
(modelled ILO estimate)
Labour force, total 3,324,983 3,404,688 3,501,238 3,598,105 a
Labour force, female (% of total labour force) 48.93 49.00 48.97 48.94 43.46
Fertility rate, total (births per woman) 3.81 3.76 3.71 a 1.81
Improved sanitation facilities (% of population with 18.90 18.90 18.90 3 7791
access)
o - 7
Improvgd sanltatlon facilities, rural (% of rural 13.30 13.30 13.30 3 64.33
population with access)
o - -
£ Improvgd sanltatlon facilities, urban (% of urban 56.40 56.40 56.40 3 87.10
s population with access)
T 0 . .
Improved water source (% of population with 20 20 20 3 94.14
access)
- .
Improved water source, rural (% of rural population 32,80 32.80 32,80 3 90.19
with access)
Mortality rate, under -5 (per 1,000 live births) 60.90 59.10 57.30 3 17.11
Life expectancy at birth, total (years) 62.45 62.61 62.78 3 75.26
Fixed broadband subscriptions (per 100 people) 0.15 0.18 0.20 3 16.65
Fixed telephone subscriptions (per 100 people) 191 1.94 1.97 3 16.83
S Individuals using the Internet (% of population) 5.10 6.50 7.90 3 49.79
o
S Mobile cellular subscriptions (per 100 people) 40.98 44.93 46.65 3 104.05
2]
.g Access to electricity (% of population) 19.67 20.26 3 3 96.56
"~ Access to electricity, rural (% of rural population) 11 12 3 3 94.93
Access to electricity, urban (% of urban population) 75.78 76.35 3 3 99.61

47 values in table sourced from World DataBank except values for "GDP and *inflation are s ourced from the PNG 2017
National Budget Vol 1, Appx 3, Table 1, p. 102 (Actual data for 2007 to 2014: National Statistical Office. Estimates and
projections: Dept. of Treasury) and Asian Development Outlook 2017 gTranscending the middle -income challenge. Asian
Development Bank, 2017; most 2016 values not available at time of writing
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3.2  PNG economic overview for 201 6
ec\ CO \ " ¥ ©®rodust GDR)In+egent years is shown in Figure 11: below.

Figure 11: GDP and GDP Growth 2016
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oil production declined. The Ok Tedi mine re -opened in the first quarter of 2016, after a seven -
month shutdown due to a severe drought associated with El Nifio weather conditions experienced at
the end of 2015. This was offset h owever, by the closure of Ramu mine for several months, and
reduced production at the Porgera mine. #®

The slowdown in economic growth resulted in a shortfall in public revenue, causing a larger deficit
increase than initially anticipated for 2016. “° Since 2015, the government has implemented
significant expenditure cuts in an attempt to maintain macroeconomic stability.  °°

3.3 Post-201 6 developments and projections

The medium-term economic outlook for PNG remains positive, with foreign investments in the
pipeline. The economy is expected to grow by 2.5% in 2017 and by 2.8% in 2018. Influencing
factors include:

3 A gradual pickup in the global economy is expected to boost commodity prices and stimulate
activity in sectors outside resource extraction

3 Increased outputs are expected in mining and agriculture

3 Agriculture, forestry and éshery output is forecast to grow by 3.6%, with increases in both
price and production, assuming favourable weather in 2017

3 PNG is hosting the Asia-Pacific Economic Cooperation Leaders GMeeting in 2018, with
associated spending

48 Asian Development Outlook 2017 g Transcending the middle -income challenge. Asian Development Bank, 2017
49 ibid
50 http://dfat.gov.au/geo/papua -new-guinea/Pages/papua -new-guinea-country -brief.aspx
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3 Non-resource sectors will likely enjoy further support from spending related to elections in
June and July 2017, and continued government investment in infrastructure. 5!

3 Legislative changes introduced on 1 January 2017 on taxation of the extractive sector 52

Wz ¥oy GEFMA 23}z | "¥0,zx20 ¥{ yz-z¢¥, ~a| {«"2}z" ac)\
possible further mining developments, provide potential economic stimuli, combined with proceeds

from PNGLNG erhancing revenue substantially. However, sustainable economic growth is

contingent upon broader-based investment that will spread economic activity and opportunity
across PNG>

3.4 Impact of the extractive industries

For the purposes of EITI reporting, the MSG agreed that the extractive industries include mining, oil
and gas. Quarrying, forestry and fisheries have been excluded.%*

ec\ }v® v -zveta}l ¥{ O«wO¥~¢ vOOz20©C V GEEJ [ ¥" ¢y Wvaj
capita subsoil assets as follows:

Subsoil assets: 32nd

Minerals: 3rd
Gas: 57th
Oil: 31st

The extractive industries dominate exports, and have associated impacts such as construction. The
relative contribution of the extractive industries to a selection of economic measures for the 2016
reporting period are shown in Figure 12: below.

51 http://dfat.gov.au/geo/papua -new-guinea/Pages/papua-new-guinea-country -brief.aspx
52 Direct communication from IRC received 6 December 2017
8rp@a~acaz ¥{ cva@~-¥ove Vdpdsy presedtiandduture Préspetts. ¥ ot ¥ £~ GEFK

http://www.inapng.com/pdf_files/PB%20 -
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdf

54 Minutes of MSG meeting #2, 27 March 2015
%jyaye voy !'z" xv!~2ay -zve¢a} ¥{ ova-¥o®©CA | ¥ ¢y Wvoj GEEJP -zv¢a}
http://data.worldbank.org/data  -catalog/wealth -of-nations , accessed 18 January 2016. More recent data not available.
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Figure 12: Percentage contribution of the extractives sector to economic measures in 2016
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35 Contribution to GDP

The contribution of the extractive industries to Gross Domestic Product (GDP) in recent years is
shown in Figure 13: below.

Figure 13: Extrac tive industry contribution to GDP 2016
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During 201 6, the extractives sector comprised 28% of GDP and contributed to 42% of GDP growth. _
Table 11 below showsthe x ¥ 82 " ~w« @ ~¥o ¥{ y~{{z " zo?2 fONIAMG © 2 ¥ ec)\ C
2016 .

56 2016 Budget Volume 1 Appx 3Tables 1,2,5,7&8 on pp.107 al14
http://www.treasury.gov.pg/html/national_budget/file ~ s/2016/Volumel -Econ&DevPolicies.pdf *figures include quarrying,

-} ~x} i TzvoOo«” Vy-~0z© x¥£| " ~0zy v w¥gDirect@omm¥n{catidn}fram Teelstrg, ~a| voy §«v '
2 December 2015
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Table 11: Contributions to growth in real  GDP (% points) during 2013 a1657

Agriculture, Forestry and Fishing

0il and Gas Extraction 0.1 9.1 10.2 -0.2
Mining and Quarrying 0.6 0.6 -0.2 b |
Manufacturing o o o o
Electricity Gas & Air conditioning 0.1 o o o
Water Supply & Waste Management o o o o
Construction -0.3 o o 0.1
Wholesale and Retail Trade 0.4 0.1 0.2 0.2
Transport and Storage 0.2 -0.2 ] ]
Accomodation and Food Services 0.1 o o o
Information and Communication ] 0.3 0.1 0.1
Financial and Insurance Activities 0.5 -0.8 -0.6 -0.3
Real Estate Activities 0.4 0.2 0.1 0.1
Professional and Scientific -0.1 -0.1 -0.1 o
Administrative and Support Services -0.3 o o o
Public Administration and Defence 0.4 0.3 0.2 0.2
Education 0.4 0.2 0.1 0.1
Health and Social Work Activities 0.1 0.1 0.1 i)
Other Service Activities o -1 o o
TOTAL 3.8 12.5 10.5 2
Total Nen-Mining 3.6 3.3 0.7 1.6

In 2016, gas production was estimated to reach capacity, while oil production was estimated to
decline, so the oil and gas sector actually contracted slightly overall, compared with 2015.

}z £~vp~p0| ©zx2@¥" | "z- v]|v~‘os ~»o GEFK vO dj izy~ 7zO«fE
offset the closure of the Ramu nickel mine for several months because of noncompliance with
safety standards, as well as the Porgera gold and silver mine being forced to scale down operations
by a landslip and damage to power transmission lines. Overall, the mining and quarrying sector
Xx¥oa’ ~w«? zys3%WGDP gréwih in@@ls. C

3.6  Contribution to government revenue

Figures drawn from the 2017 Budget indicate that the mining and petroleum sectors contributed  to
3.24%of government revenue (due to tax and dividends) in 2016, as shown in Table 12:

57 2017 National Budget, Vol 1, Appx 3, Table 2, p. 103 (Actu al National Statistical data up to 2014.Estimates and
projections -Department of Treasury)

http://www.treasur y.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf
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58

Table 12: Contribution of the mining and oil and gas sectors to government revenue

2013 2014 2015 2016

(PGK million) (PGK million) (PGK million) (PGK million)

Total tax and non -tax revenue (excluding grants) 9,028.9 10,975.7 10,183.6 9,948.2
Mining and petroleum tax 666.0 864.0 195.4 21.9
Mining and petroleum dividends 0.0 507.2 456.4 300.0

Contribution of mining and petroleum in government
revenue

7.38% 12.49% 6.40% 3.24%

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 commaodity prices,
and impacts of severe weather events such as drought and flood. ° This was evident in 2016 , with
receipts significantly lower than previous years due partly to lower commodity prices, and
temporary cessation of production from some major resource projects.  5°

The largest sources of extractive industry revenue in 2016 were group tax, equity distributions,
dividends and royalties .

It was noted that the figures for Government revenue included in the 2017 Budget figures do not
align with the figures reported by T reasury and the IRC for the 2016 data reconciliation. Table 14
below shows the variance between the figures.

Table 13: Comparison of 2017 Budget figures with figures from reconciliation (see Chapter 10)
2016
20 bgdget reconciliation | Variance (PGK
f_|g_ure figure million)
(PCKmillion) | o5k million)
Mining and petroleum tax 21.9 88.7 -66.8 (75.3%)
Mining and petroleum dividends 300.0 200.5 99.5 49.6 %

3.7  Contribution to exports

The value of total mineral exports for 2016 was PGK19,986 million (still estimates at the time of
writing), comprising 84% of total export value. This increase is associated with the resumption of
production from Ok Tedi mine in March 2016.

A breakdown of the value of exports by commodity is provided in Figure 14: below.

58 2017 National Budget, Vol 1,
http://lwww.treasury.gov.pg/htmli/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf Accessed 17 October 2017. Note - Under the GFS 2014 methodology, non -payable

infrastru cture tax credits, revenue on asset sales and GST transfers to WPA and Trust Accounts are excluded from revenue
59 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
0nrp@a~acaz ¥{ cva-~¥ove Vdpgsypresedranddutuie Prospetts. ¥ o ¥ £ GEF K
http://www.inapng.com/pdf_files/PB%20 -
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdf accessed 9 October 2017.
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Figure 14: Mineral exports as a pro portion of total exports, 2003 :511661
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For detailed export quantities and values reported, see sections 7.5 and 8.5 of this report.

Exports from the extractive industries make up the majority of total exports. In combination with
the limited range of commodities being exported, this leaves the PNG economy vulnerable to
commodity price fluctuations. The government has made attempts to manage this, such as the
development of the Sovereign Wealth Fund, discussed further in Chapter 5.4.

3.8  Contribution to employment

There is limit ed employment data for PNG. Treasury draws on an index compiled by the Bank of
PNG through its Business Liaison Surveys of around 400 private sector business entities across
different regions and industries. The Bank of PNG Employment index is reported rel ative to March
2002 which is equal to an index of 100.

Figure 15: below indicates that employment in the extractive sector peaked in 2013 and then
dropped in 2014 before increasing slightly again during 2015 and 2016 . Employment in the non -
mining sectors has remained relatively steady over the same period.

Figure 15: 2009 82016 Employment index 62

61 2013 figures f rom 2015 Budget, vol. 1, Appx 3, Table 5 p.15,
http://www.treasury.gov.pg/html/national_budget/files/2015/Voll -Economic%20and%20Devéopment%20Policies.pdf , p.
139, 2014 figures from 2016 Budget, Vol 1, Appx 3, Table 5, p. 111 (Actuals from BPNG. Projections from Dept. of
Treasury.), http://www.treasury.gov.pg/html/national_budget/files/2016/Volumel -Econé&DevPolicies.pdf, 2015 figures
and 2016 estimates from 2017 Budget, Vol 1, Appx 3, Table 5, p. 106 ( Actuals from BPNG. Projections from Dept. of
Treasury)
http://lwww.treasury.gov.pg/htmli/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf

62 2017 National Budget Vol 1, Appx 3, Table 7, p. 108, sourced to BPNG

http://lwww.treasury.gov.pg/html/nationa  |_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf . The Business Liaison Surveys request the number of employees for the reference quarter.
Where companies respond in consecutive quarters, the change in numbers is used to calculate a quarterly growth rate which
then moves the index. The survey does not distinguish between national and non -national employees or between permanent
and casual employees. The index has a base of 100 set for the March 2002 quarter
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Estimates of actual numbers employed vary co nsiderably. The 2011 census estimated formal
employment in the mining and quarrying sector at 9,011, representing just 2.5% of formal
employment, as illustrated in Figure 16: below. 3
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Figure 16: Mining and non -mining employment growth 64
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Another study from 2015 put direct employment in the sector at 14,000, and indirect at 45,800,
including employment of locally owned businesses.

The 2011 census data indicated that, along with education as a close second, the sector provides
by far the highest median wages. Furthermore, a study from the Institute of National Affairs adds:
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A report from the United Nations Development Program for PNGin2014 "o ¥2 z© 2} va ec\ CO 2}
formal labour market provides livelihoods to less than 12% of the working -age population. A much

larger informal labour market, centred on semi -subsistence agriculture, forestry, and fisheries,

generates livelihoods for most of the remaining working -age population.

64 2017 National Budget Vol 1, Appx 3, Table 7, p. 108, sourced to BPNG

http://www.treasury.gov.pg/html/  national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf
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https://espace.library.uqg.edu.au/view/UQ:367396/UQ367396_OA.pdf
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Figure 17: 2011 census employment data
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Nevertheless, the extractive industries have been important to the growth of  formal sector
employment. Large mines such as Ok Tedi employ up to 2000 staff, ® and mine development
contracts may require mining companies to employ local staff. The PNG LNG project provided a
significant number of jobs in recent times during its construc tion (peaking at 21,200 in 2012) but
this number declined as the project moved into production. More than 2,500 workers were
employed in production related roles in the PNG LNG project in 2016. Of these, over 2000 were
PNG citizens comprising 82% of the wo rkforce. 5°

Further major LNG construction projects may proceed in 2019, providing extensive, but relatively
brief employment for two to three years. As with PNG LNG, they may also stimulate extensive small
and micro-enterprises. 7

3.9 Commentary on the contribu tion of the extractives sector to
the economy

The extractive industries make a significant contribution to the economy of PNG, most notably to
exports, but also to GDP, government revenue and employment. There are also other broader
impacts such as stimulating infrastructure development. However, as illustrated by some of the
figures above, these benefits can be volatile, and the industry can also have social and
environmental costs.

68 Ok Tedi Annual Review 2016 p44 http://www.oktedi.com/index.php/media -items/publications/annual -review/488 -2016 -
annual-review/file accessed 6 November 2017.

89pNG LNG Environmental and Social ReportAnnual 2016, PNG LNG, 2016 https://pnglng.com/media/PNG -LNG-
Media/Files/Environment/Environment%20and%20Social%20reports/2016 -Annual-ES-Report-FINAL-28-04-2017 -FULL-
(ENGWEB).pdf accessed 6 November 2017.

Mrp@a~ac«az ¥{ cva-~¥ove Vdpgsypresedranddutuie Prospetts. ¥ o ¥ £ GEFK
http://www.inapng.com/pdf_files/PB%20 -
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdf, accessed 9 October 2017
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Recent government policies such as the Sovereign Wealth Fund, Vision 205 0, and the Responsible
Sustainable Development Strategy (STARS) seek to capitalise on the economic boon of the
extractive industries, while also diversifying the economy to avoid over -dependence on the

sector. ! These policies have the potential to benefit PNG over the long term, if prudently
implemented. 7

Ne¢k~0~¥n GEJECA GE E Nips://eustainable¥evetopneesit. anofg/bontent/documents/1496png. pdf
accessed 10 October 2017.
rnp@a~agaz ¥{ cva@~-¥ove Vdpdsy presedtiandduture Préspetts. ¥ o ¥ £~ GEFK

http://www.inapng.com/pdf_files/PB%20 -
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdfaccessed 10 October 2017.
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4, Legal framework and fiscal regime

PNG presents unique challenges: its eight million people comprise hundreds of cultural and
linguistic groups, with a predominantly rural population spread widely over vari  ed geographies,
many of which are remote and inaccessible. To respond to this, the government is decentralised,
with five layers from national to provinces, districts, local level governments and wards. While the
Government sets strong policy and has a rel atively robust legislative regime and fiscal control,
implementation through these layers is challenging due to weak capacity and a lack of
accountability at local levels. ™

4.1 National governance structures

PNG has a constitutional monarchy and is a member o f the Commonwealth of Nations. The Head of
State is Her Majesty Queen Elizabeth II, represented by a Governor -General elected by Members of
the National Parliament.

PNG has three levels of government: national, provincial and local. The National Parliament is a
unicameral legislature elected for five -year terms. The Parliament is led by a Prime Minister and
Cabinet, known as the National Executive Council (NEC). The Supreme Court, National Court, and
local and village courts form an independent justice syst em.

Members of the National Parliament are elected from 89 single -member electorates and 22

"z ~¥ove zC¢zx@¥"v2azOC i}z "z|~¥ove z¢Czx@¥ T v2az0O XxX¥""zC
Autonomous Region of Bougainville and the National Capital District. Membe rs from regional

electorates also serve as provincial governors. To date, all national governments have been

coalitions. Each province has its own provincial assembly and administration.

4.2  Ownership of subsoil assets

According to the Mining Act 1992 (MA) and the Oil and Gas Act1998 (OGA), subsoil assets belong
to the State.

hzx2a~¥o J ¥{ 2}z bV ©2v2z© €V¢¢ £~oz"vetO z®~02~o]| ¥aoA
New Guinea, including any minerals contained in any water lying on any land in Papua Ne w Guinea,
are the property of the State. 7

hzx2~¥a K ¥{ 2}z d\V ©23v2z00 €h«w zx2 2¥ 221 -0 VXA wc
other law or in any grant, instrument of title or other document, all petroleum and helium at or

below the surface of any land is, and shall be deemed at all times to have been, the property of the

State. "

73 Asian Development Outlook 2015: Financing VO~v C©® [ «2 « "z \ " ¥-3} A VO~vo Yz-z¢¥! £z03 Wyaoj
https://lwww.adb.org/sites/default/files/publication/154508/ado -2015.pdf p. 256 accessed 27 September 2017

s Department of Mining, Mining Act 1992 and Regulation. Port Moresby: Department of Mining, 1992.
http://www.mra.gov.pg/Portals/2/Publications/MINING_ACT%201992.pdf  , Accessed 20 January 2016

5 Department of Petroleum. Independent State of Papua New Guinea. No. 49 of 1998 An Act Entitled Oil and Gas Act 1998.

Port Moresby: Department of Petroleum, 1998
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4.3 Taxation

The Internal Revenue Commission (IRC) is mandated by Parliament under the various taxation acts
and regulations and is tasked with the administration and co llection of taxation, including taking
action against parties that choose to avoid or evade tax. 7® The IRC collects the majority of State
revenue, comprising corporate income tax and tax on salary and wages, as well as indirect taxes
such as GST. It also asists Treasury with the development of taxation policy. The IRC is managed
by the Commissioner General of the IRC with support from the Commissioner Taxation and
Commissioner Services.

The Commissioner Taxation oversees the tax wing, which comprises teams that collect taxes,
manage debt, provide policy advice and conduct tax audits. The Commissioner Services oversees
the Services Wing, which comprises Corporate Services, the Office of the Commissioners, Internal
Audits and Integrity, Information Communicati on and Technology and Legal Services.

PNG Customs was formerly part of the IRC, but was made a separate entity in 2009. In addition to
border and community protection and trade facilitation, it is responsible for collecting government
revenue from imports and exports.

4.3.1 Income Tax

Revenues from the extractive industries are collected via income tax and additional profits tax as

set out in the primary tax legislation, the Income Tax Act 1959 (ITA). The ITA includes specific rules

which apply to resource operat ions depending on the type of resource being extracted. These are

X¥opay~ozy -~2}-~0 Y~-a-~O-~¥Desigh@edE b ©o e FAZa2OCYOBYE ~ BN «Y

Subdivision A: General provisions applicable to mining, petroleum and designated gas projects
Subdivision B: Specific provisions applicable to mining

Subdivision C: Specific provisions applicable to petroleum

Subdivision D: Specific provisions applicable to designated gas projects

Subdivision E: Additional profit tax

N WWWW

The OGA governs the exploration and production of petroleum (including oil and gas) in the onshore
and offshore areas of PNG, and the MA governs the discovery, appraisal, development and
exploitation of mineral deposits in PNG (see further comments below). The OGA also governs the
calculation of royalties and development levies.

The rates of income taxation on extractive industries in PNG are set outin Table 14 below.

Table 14: Rates of income taxation in PNG (%)

Non-resident

Resident ” . Comments
companies
Mining 30 40 a
Petroleum golder projects 50 50 Projects that existed and derived assessable income prior

to 31 December 2000

Petroleum gnew projects 45 45 Projects that did not derive any assessable income prior to
31 December 2000

Petroleum aincentive rate 30 30 Projects that arise out of a petroleum prospecting licence
granted during the period 1 January 2003 to 31 December
2007 from which a development licence is granted before
31 December 2017

Gas 30 30 a

Bive v-¥~yvoexzC |zoz " vee ~“zaf ¥" ©0~aPVavpkzzO®OvSO{ZV®| ! éxemto " 2 zy
refers to fraudulent activity.

77 A resident co mpany is defined in the ITA 59 as a company which is incorporated in PNG, or carries on business in PNG,

and has its central management and control in PNG.
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Corporate tax is levied on taxable income, that is, assessable income less deductions allowed under
the Tax Act. The taxation regime for extractive industries is designed such that a resource company
~© 2yv@®zy ¥uo v | 7¥ g@efectively @xingeashdprojectlike afseparate-taxgayer.
This means that revenue, expenses and losses from each project are effectively quarantined from
each other, with any expense attributable to more than one project apportioned to the projects on a
reasonable basis. However, the regime does allow some concessions to ring fencing with respect to
exploration expendi ture and expenditure carried forward from discontinued projects.

Exploration costs incurred in respect of exploration activities by the company or its related entities
can be added to a pool from which deductions can be made against income from the projec t once
production commences. The deduction allowed each year due to exploration costs is limited to the
lesser of 25% of the total balance of the exploration pool or the amount that would reduce the
income tax otherwise payable for that year by 10%. ® During the production phase, ordinary
operating and administrative expenses can be immediately deducted, but there are deduction limits
in relation to certain expenditure such as interest and management fees . Exploration expenditure,
as well as capital expenditures, are written off over the life of the project and deductions allowed
each year are limited such that it does not create a tax loss. The ITA (s156E) also allows double
deduction of exploration expenses in the mining sector. The PNG Tax Review Com mittee, in their
final report published in 2015 recommend the removal of this double deduction. 7®

4.3.2 Other taxes on resource projects

Although company income tax is the primary method of collecting revenue from resource projects,
there are additional forms of taxation and concessions that influence the amount of revenue that
the State collects from resource projects:

4.3.2.1 Withholding taxes

Withholding taxes are concessional for resource taxpayers, with the dividend withholding tax rate
being nil for dividends paid o ut of petroleum or gas income and 10% for dividends paid by
companies carrying on mining operations. Likewise, interest withholding tax rate on interest paid
by resource companies on funds borrowed directly from a non -resident lender is nil.

4.3.2.2 Fiscal stabil ity

A resource project has the option of adding a 2% premium to the applicable rates of income
taxation noted above in exchange for receiving fiscal stability for a period equal to the financing
period or 20 years, whichever is shorter ( Resource Contracts Fiscal Stabilisation Act 2000 ). In the
case of a gas project, the stability period is the period of time necessary to produce a foundation
volume or quantity of resource as defined in the relevant gas agreement. The purpose of fiscal
stability is to provid e certainty to foreign investors that they will be protected from changes to

fiscal law that apply to their investments, thereby encouraging positi  ve investment decisions in
PNG#

Fiscal stability currently applies to the PNG LNG Gas Project companies. No other current resource
project has opted for fiscal stability. 8!

8 Income Tax Act 1959 s155N (PNG) www.paclii.org/pg/legis/consol_act/ital959116.rtf
79 Tax Review Committee, PNG Taxation Review Report to the Treasurer Part 2 of 2: Detailed Analysis, October 2015

http://taxreview.gov.pg/wp -content/uploads/2015/11/15.10.22_taxreview.final_.report_vol.2.pdf , accessed 16 October
2017
80cyaz ajya a}z jv® gz-~z- ~uoxt«yzy 23}z {¥¢C¥-~n| StricbeayfisBatoyve ~¥o =

stability agreements to key rates of tax and duty and to major deductions listed in the agreement. Agreements should be
symmetrical (no one -way bets). They should not contain most favoured project rules. The premium requirement can be
discontinued for new projects.

81 Email from IRC, 4 July 2017
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4.3.2.3 Additional profits tax

Additional profits tax (APT) applies only to designated gas projects (APT for mining and petroleum
projects was abolished from 6 June 2002) and is essentially a tax on p ositive cash flows arising
from a gas project in excess of a hurdle rate of return. The purpose of APT was to provide a
progressive tax instrument to tax economic rents of highly profitable resource projects.

4.3.2.4 Royalties, development levy and production lev vy

Resource projects are subject to a royalty which is equal to 2% of the gross revenue from resource
sales or wellhead value in the case of oil and gas projects. Since 2001, new petroleum and gas
projects are also subject to a development levy, which again is equal to 2% of the wellhead value.
Where a petroleum or designated gas project is liable for both royalty and development levy, and

the total amount of royalty and development levy exceeds 2% of the wellhead value of petroleum or
gas sales for that year, the excess may be claimed as a credit against income tax payable. Royalties
are collected by the State and apportioned to relevant landowners, local -level governments and
provincial governments. Development levies are paid to the relevant local or provi ncial government
(see more detail in section 5.7).

The production levy applicable to mining projects is calculated at 0.25% (or up to 0.5% at the Mining
b ~ o ~ Cdiseréti@hiof assessable income (primarily, but not exclusively Free on Board (FOB)
production sales), and is used to fund the activities of the Mineral Resources Authority, the
statutory authority charged with regulating the mining industry.

4.3.2.5 Goods and services tax (GST)

GST is collected in accordance with the Goods and Services Act 2003. Supplies to resource
companies, for the carrying out of resource operations, other than the supply of cars, are zero
rated for GST purposes. Export sales by resource com panies are zero rated. Domestic sales by a
resource company will be subject to GST, with the exception of the domestic supply of crude oil
sourced from a field in PNG which is a GST zero rated supply.

4.3.2.6 Infrastructure tax credits (ITCs)

The ITC scheme is a pblic/private partnership model to promote the development of infrastructure
in areas where mining and petroleum resource projects or agricultural companies are operating.

Companies can claim expenditure on prescribed infrastructure projects as a credit ag ainst tax
payable. The credit amount is generally limited to the lesser of 0.75% of assessable income or tax
payable each year. Unspent amounts can be carried forward and utilised within the next two years,
while unused credits can be carried forward to su cceeding years of income until fully utilised. A
further 1.25% can be utilised for specified projects.

Guidelines and project approvals for ITCs are managed by the Department of National Planning and
Monitoring (DNPM).

(See also commentary on ITCs in section 4.9)

4.4  Regulation of the mining industry

The principal laws that regulate mining activities in PNG are the Mining Act 1992 (MA), which sets
out how mining projects should be administered and regulated, and the Mining (Safety) Act 1977 ,
which stipulates s afety requirements on mine sites, provides for investigations and inquiries into
mine accidents and establishes a regime for certification of prescribed mining roles.
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The MA has been under review since 2009 .82 Progress has been made with working groups,
comprising both state and industry representatives .2 In 2016, the Prime Minister confirmed that a
draft act had been completed but that this would not be passed into legislation until after the 2017
National Election, to allow adequate consultation. 8 In mid-2017, the PNG general election resulted
in a new Minister for Mining, who has said that a revised MA will be passed in 2017 and will also
include a revision of the Mineral Resources Authority Act 2005 .8 The revised MA is anticipated to
include updated regu lations for offshore mining, mine closure and rehabilitation, resettlement and
geothermal resources and standards for employing mine workers. The Mining (Safety) Act is also
under review, and there are plans to develop alluvial mining policy. The intention  of this is to
strengthen the industry and implemen t the Gold Bullion Bank in PNG.8¢

Matters relating to the environment within mining and exploration tenements are governed by the
Environment Act 2000 . The operation and development of mineral deposits in r elation to the Ok
Tedi mine is governed by the Mining (Ok Tedi Agreement) Act 1976 and the fourteen supplemental
agreement Acts. The Panguna mine on Bougainville is governed by the Mining ( Bougainville Copper
Agreement) Act 1967, although mining legislatio n for the Autonomous Region of Bougainville has
now been passed. The relationship between those respective pieces of legislation is unclear as the
former has not been repealed, nor have the references to it in the MA been amended.

The Mining Advisory Council (MAC) is a government entity established under the MA, which advises
the Head of State and Minister for Mining in relation to grants and extensions of mining tenements
(i.e. mining leases, leases for mining purposes, mining easements and exploration li cences).

The Mineral Resources Authority (MRA), established through the Mineral Resources Authority Act
2005 (MRA Act), is a government agency that collaborates with other government departments to
deal with a range of matters concerning the exploration a nd exploitation of minerals in PNG. 8" As
an independent statutory authority, its functions are executed on behalf of the Government of PNG.
The functions of the MRA are set out in Section 5 of the MRA Act and include:

3 Promoting the orderly exploitation for the development of the country G mineral resources

3 Overseeing the administration and enforcement of all relevant mining legislation as outlined
above

3 Negotiating mining development contracts under the Mining Act 1992 as agent for the State

3 Receiving and collecting, on its own account and on behalf of the State, any fee, levy, rent,
security, deposit, compensation, royalty, cost, penalty, or other money or other account
payable under the relevant mining legislation outlined above.

Although the MRA issues all tenements in relation to mining, once the application assessment
process has been completed, the application is forwarded to the MAC, which will review the
assessment and application and make a recommendation to the Minister for Mining on the
suitability of the tenement application.

82 |nformation provided by MRA 27 November 2017

83 Byron Chan Ministerial Speech 2014, http://Awww.pnginvestment.com/files/6814/1845/1320/MS3330CHAN. pdf
8ezaz" dCcz~¢¢ e" ~£z http/weww@h.gov.pglsdeeriz xbl-hoG-gekeikaheill-cmg-mp-prime -minister -of -
papua-new-guinea-at-the-14th -papua-new-guinea-mining-and-petroleum -investment -conference -5-december-2016 -sydney-
australia/

85 Loop PNG news article Revised mining act will be passed: Minister http://www.looppng.com/business/%E2%80%8Brevised -
mining -act-will-be-passed-minister -65327

86 pNG Industry News article, http://www.pngindustrynews.net/pngindustrynews/news/1144858/png -develop-alluvial -
mining-policy

87 The former Department of Mining, now the Department of Mineral Policy and Geohazards Management, is now solely
responsible for policy development.
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The Minister for Mining is responsible for approving all mining and exploration tenements, with the
exception of Special Mining Leases, which are approved by the Governor -General of PNG, on advice
from the National Executiv e Council and the recommendation of the MAC.

An export licence is required in order to export gold. The relevant requirements can be found on
the Bank of PNG website.88

4.5 Regulation of the petroleum industry

The petroleum industry in PNG is governed by the O il and Gas Act 1998 (OGA) and the Oil and Gas
Regulation 2002 under the administration and management of the Department of Petroleum and
Energy (DPE), headed by the Minister for Petroleum and Energy. The OGA specifies regulatory
instruments for oil and gas development activities such as:

3  Licensing, exploration, development, processing, storage, transportation, and sale of products

3 Directing monetary benefits to State oil companies and resource area landholders, and also
non-monetary benefits such as infrast ructure development, training, employment, business
development and community participation

3  Compliance mechanisms relating to health, safety, security, environmental protection, and
project monitoring and reporting.

The Minister for Petroleum and Energy p erforms a number of functions under the OGA includin g:

3  The granting of various prospecting, retention, development, pipeline and process facility
licences and imposing supplementary conditions upon the holders of those licences (such as
the requirement to lodge security deposits) or varying existing licence conditions.

3  The disbursement of royalties in accordance with a development agreement to be agreed
between project area landowners, affected local -level governments and affected provincial
governments or , where there is no agreement, the Minister determines the proportionate
disbursement of royalties.

4.5.1 Regulation of unconventional hydrocarbons

Unconventional hydrocarbons are defined as any naturally occurring mixture of one or more
hydrocarbons (whether i n gaseous, liquid or solid state) and any other substance, including those
extracted from coal, shale or other rock, but does not include any hydrocarbons extracted from a

conventional petroleum pool. 8~ o 2}z d\ VA 23}z yz{~o~2~¥em ¥{ C|z2 ¥tz
«oxX¥po-zod~¥ove } Yy T¥XxvT I w¥o© vO ~2 Cy¥z©O o¥? ~oxt«yz X
z®2 " vx2azy { "¥f X¥VCECA ©O}vez ¥  ¥2a}z" "¥x;iC =!C L>C

New legislation specifically for these hydrocarbons was passed in November 2015, The

Unconventional Hydrocarb ons Act 2015 (UHA). It acts alongside the OGA, although it is separate

tz| ~©¢va@~¥oC i}z 2-¥[{¥¢Cy |« " | ¥0z ¥{ &}z jl]V ~© a¥ ¢]| ¥
«oX¥p-zop2d~¥ove } Ty ¥xvTiw¥om© ~8o ev)] «v cz- \awttomzv A ~aox(
traditional landowners and Provincial Governments and Local -level Governments of benefits arising

{ "¥E | ¥ zx?20© (¥ 2}z | "¥y«x?®~¥o ¥{ «ox¥o-zod~¥ove }o

the UHA are consistent with OGA, including licence ar eas, fees, royalties, development levies,
rights of landowners and State participation.

88 hitps://www.bankpng.gov.pg/iwp  -content/uploads/2014/08/goldlicenserequirements  -Final-and-Appproved -8-a-
23112015.pdf ; https://www.bankpng.gov.pg/wp -content/uploads/2014/08/goldlicenserequirements  -Final-and-Approved-
8-b-17112015.pdf

89 As per the Unconventional Hydrocarbons Act 2015, http://www.p aclii.org/pg/legis/num_act/uha2015316/ , accessed 10
November 2017
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4.6  Resource development agreements

Developers of resource projects generally enter into an agreement with the State of PNG in addition
to obtaining a resource development licence or mining tenement for the extraction of the relevant
resource under either the OGA or MA (see further comments below in relation to regulation). For
major mining projects, Section 18 of the MA requires a Mining Development Contract.

In addition to giving the State an equity interest in the resource project, these agreements may be

mz| ¥2a~vazy 2a¥ f£¥y-~{~ a}z |zumwz " ve¢ ¥lz"va~¥o ¥{ ec)\CO
project (e.g. to grant concessions such as exempting a designated gas project from APT). Since

contracts are not disclosed (see 4.10 below), the extent to which tax rates are negotiable is

unclear, and the tax profile of specificpr ¥ zx23 © ~© ¥]v8«zC hzx?3~¥o FL ¥{ 2},
power to enter into agreements, not inconsistent with the MA.

Section 3 of the MA sets out a broad consultation process before a special mining lease is granted.
The Minister convenes a development forum of affected parties to agree the flow of benefits from
the project, which are captured in a Memorandum of Agreement (MOA) and subsequently approved
by the National Executive Council ( see chapter 7).

47 havazCO© z8«~2a~ ly a~-x~lya-yg " ~|}a2

As noted above, 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, an d up to 30% of a mining project,

va lv" avet«zA ¥ EO«umj x¥02CC i}~© £zve© 2}z h2avagz xy
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In return, the Stat e can receive a share of the proje ct profits, paid as dividends, *° in accordance

with its right as a shareholder. As the State does not always have the resources to buy into the

project or pay cash calls on resource projects as they incur expenses during th e development

phase, the resource development agreement may allow for the government to forego their shares

¥{ " z20O¥«" Xz ~ux¥f£z =y~-~yzuoy©> 2¥ f£zz2a 2}z hayazCO VX

4.8  Other stakeholder equity participation rights

Currently, where the State takes an equity participation interest in a project, it has an established

practice of granting free equity to landowners from the area in which the project is located. The

tvoey¥-az " ©C ©}v' 'z ~@ ! za " ¥¢z«E !T¥ zxa@mnn® | zOX" ~wzy
projects, an equity of up to 5% is free carried by the State on behalf of the landowners and

provincial governments (at 2.5% each) and is controlled by a State nominee company managed by

the MRDC.

In addition to the equity benefit granted by the State, project area landowners and affected local -
level governments may acquire further participating interests in the resource projects by
negotiation with licence holders on freely negotiated commercial terms.

4.9 Changes to the taxation system

INn2013,the ec\ \ ¥~z " ofzn?d x¥Ef£f~232azy 23Y¥ x¥f£| " 2z2}za©~-2z¢ "z~
ensure that it remains relevant, efficient and effective. The o  bjectives of the review are to:

3 Align PNGG revenue system with its development aspirations of being a competitive mi  ddle-
income nation in the Asian century

Vcyay alva gy~a~yzoyC }z"z }vO v y~{{z"zmwa fzvo-~o| {"¥f£ ©}v z}¥cty
partners, are paid their share of profits based on equity interests, in  line with related agreements.

91 Tax Review Committee Report to the Treasurer, October 2015,  http://taxreview.gov.pgiwp -
content/uploads/2015/11/15.10.22_taxreview.final_.report_vol.1.pdf
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investment, employment and economic development

3 Enhance the fairness and simplicity of PNG @ taxation system

3 Recommend practical optio ns to change PNGGS tax mix between the levels of taxation on land
(including resources), capital and labour

3 Improve taxpayer compliance, including considering options to enhance services to taxpayers
and reduce the cost of compliance through the use of mod ern and user-friendly technology

3 Review PNGS non-tax revenues with the aim of ensuring that fees are appropriate and fair.

As part of the review, the Tax Review Committee (made up of distinguished Papua New Guineans
with significant experience in tax poli cy and administration, trade and business) drafted a series of
issue papers and requested submissions from stakeholder groups with respect to various aspects of
PNGs fiscal policy. Two are of particular relevance here:

3 Issues Paper 1 explored PNG@ mining and petroleum fiscal regime and posed a number of
questions in relation to specific fiscal instruments that are or could be utilised. The questions
covered various topics including the process of awarding licences, the usefulness of current
tax concessions, the introduction of a rent tax and international tax aspects.

3  Issues Paper 3 discussed the broad direction of reform, including the comparative benefits of
State equity participation and a resources rent tax. Whilst it did note some merit in a resources
rent tax, it also noted the stakeholder desire for stability in the mining and petroleum taxation
regime and the strong sentiment for State equity participation.

The Tax Review Committee lodged its report to government in October 2015. The report contain  ed
91 recommendations, seven of which related to the extractives industry. The recommendations
included reducing levels of State equity participation, extending the additional profits tax to the

mining and petroleum sector, and changing the terms and avail ability of fiscal stability agreements.
A number of recommendations that were not specific to the extractives sector would nonetheless

be relevant, including the introduction of a capital gains tax regime and a tightening up of tax
concessions.

Following consultation, a number of changes are being implemented as a result of the tax review in
the 2017 National Budget. However, as these are not operative until 01 January 2017, they do not
impact the revenue streams in the 201 6 reporting period. % See http://taxreview.gov.pg for further
information.

Tax Review recommendation: Tax concessions

One of the issues raised by the review is tax incentives, particularly in the form of tax holidays. It counsels
against the use of tax holidays for the extractives sector, on the basis that such incentives are inequitable;
create opportunities for tax abus e and corruption; complicate tax administration and compliance; and do not
benefit new enterprises that are not yet profitable.

The Mining Development Contract agreed between the State and the operators of the Ramu nickel and cobalt
mine included concession of a 10 -year tax holiday, starting from 1 January 2016. The project has been
exempted from all taxes except for group tax (on salaries), but is still liable for the production levy and

royalty. %

92 Email from IRC, 4 July 2017

93 Tax Review Committee Report to the Treasurer, October 2015,  http:/taxreview.gov.pg/wp
content/uploads/2014/05/31.03.14_issues.paper_.1_mining.petroleum.tax_.pdf p.49 , accessed 9 November 2017
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Tax Review recommendation: Infrastructure Tax Credits

The review recommends suspension of the Infrastructure Tax Credit Scheme for new projects, pending audits
for the value of money forgone. The report comments:

td-z" VveE£¥©2 GE ~zv ' © ©~mxz 2}z ~po?" ¥y«x?a ~Y¥noits¥pfratidn}
Generally, there is a significant lack of reporting in relation to the ITC expenditures and monitoring of

approved projects. The absence of a standard format for reporting ITC expenditures has resulted in a lack of
consistency in the provisi on of the information by developers. This creates difficulty for the collation of tax
expenditure dat a. The appraisal process has suffered from a lack of technical capacity and funding within  the
Department of National Planning and Monitoring (DNPM). These processed relate to policy screening, cost
appraisal and approval of the projects by the Project Appraisal Committee. Monitoring and evaluation of these
7Y zx2© }VvO wzzwm X¥£4 ¥E£~0zy {¥ yzxvyzoeccC

4.10 Government policy on disclosure of contracts

The details of contracts and licences are protected by confidentiality provisions in Section 163 of

the MA, Section 51 MRA Act and Section 159 of the OGA. Contracts are held and maintained by the
h¥¢~x~2¥" \zoz " veCO ¥{{~xzC | ~2age¥greemetdizdortddllybt ~~z Vv E£zaoy
made public with the approval of both the company and the DPE or MRA (as appropriate). To date

no contracts have been made publically available. This is an issue which civil society organisations

in particular seek to change in the interests of greater transparency.

i}z | T~ax~1 ¢z ¥{ {"zzy¥f ¥{ ~o{¥"£f£va@~-¥pm ~0O0 zwvO}" ~nmzYy
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those rights. Specific clauses clarifying public access to the content of agreements signed by or
with the State on resource projects would be valuable. Part 1 of the MA however, pr ovides for
Constitutional limitations as the mining legislation is for the purpose of giving effect to the national
interest.

The MSG discussed issues relating to disclosure of resource agreements during their meeting on

27 March 2015. The MSG felt that m ining companies may feel comfortable disclosing agreements,
but that oil and gas companies, being more exposed to global market dynamics, are concerned that
the details in the agreements would reveal their strategy, and would thus be more commercially
sensitive. % At the time of writing this report, it is understood the companies will be comfortable
disclosing some parts of the agreements (partial contract disclosure) . However, the MSG hasyet to
discuss this with oil and gas companies and agree on the details that may be disclosed. This is
anticipated be discussed and addressed in the next report.

Insight on government policy on disclosure of contracts from the Institute of National Affair s

&inalising revised MOAs onsix mining projects during early 2017, following extensive negotiations between
multiple parties, including government and customary landowners, was a considerable achievement, led by the
b~oz"vet gzO¥« " xz© V«2} ¥ " ~2a " P 1} ¥.- 7 head, PhilipPjSamag, €The}ivalo ~ © z
product itself should therefore be a document that the various stakeholders and the general public can have
access t0.C
Full transparency of agreements involving the State as a party, entailing State assets and proceeds from them,
should be standard, and the landowners and wider public should be able to view arrangements readily
involving themselves as stakeholders, to help keep companies, the National and subnational Governments, but
also landowner companies and associations accountable. Progress has been achieved, but further reform,
public scrutiny and automatic exposure of the outcome of negotiations should be achieved and mandatory, as
well as input by stakeholders into those consultations and agreements. This should apply , likewise, to other
processes and documentation, such as social and environmental impact studies and statements. C

Paul Barker, Institute of National Affairs

% PNG Taxation Review October 2015, Tax Review Committee Report to the Treasurer, Part 2 of 2: Detailed Analysis.
http://taxreview.gov.pg/wp -content/uploads/2015/11/15.10.22_taxreview.final_.report_vol.2.pdf accessed 10 October
2017

95 MSG Meeting #2, 27 March 2015
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4.11 Disclosure of beneficial ownership

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 publically availabl e register of the beneficial
owners of the corporate entities in the sector.

This EITI report includes information on the beneficial ownership arrangements of each of the
operating mines and producing oil and gas licences, as far as could be established th rough direct
enquiry, reference to corporate websites and annual reports, and the PNG Mining Cadastre Portal
database, hosted by the MRA website. " Where a company is publicly listed, the name of the stock
exchange where they are listed has been provided.

Information on beneficial ownership is included in the discussion of mining, oil and gas operators
and SOEs in chapters 7, 8 and 9. Note that the information provided relates to the 201 6 calendar
year, and that the ownership of a number of the projects and assets has since changed. These
changes have been noted wherever possible.

The 2016 EITI Standard (2.5c¢) requires that EITI reports from 2020 onward include information
relating to the beneficial ownership of corporate entities that bid for, operate orinv  est in extractive
assets. The Standard includes a requirement (2.5bii) to develop a roadmap defining all the actions
that need to be taken to address this requirement.

The MSG held a workshop in May 2016 to discuss this requirement, ® and commissioned a
roadmap. The draft roadmap was published in December 2016, with a final version published in
March 2017, which included a roadmap costing and work plan from April 2017 to December

2019. * The MSG was involved in determining all milestones and deadlines in the roadmap, and will
be responsible for evaluating implementation of the roadma p as part of their annual progress
report (as per EITI Requirement 7.4avi). It is expected that the document will evolve over time
through iterations and improvements.

Below is an update on activity in relation to beneficial ownership, provided by the PNG EITI National
Secretariat.

Update on beneficial ownership roadmap implementation %°

PNG EITI MSG is working towardsdisclosing beneficial ownership details in 2020 as required by the EITI
Standard. The roadmap for the implementation of beneficial ownership disclosure began in July 2017 and is
currently in the early stages of planning activities that will aid efficient beneficial ownership disclosure. The
MSG has begin a review of the legal and regulatory framework that may hinder the progress by directly
communicating with legal officers from the MSG organisations and EITI specialists.

A consultant was contracted by the PNG EITINational Secretariat in July 2017 as the roadmap
implementers for the disclosure of beneficial owners with regards to extractive i ndustries. The roadmap
implementation project covers 23 milestones encompassing topics of defining beneficial owners hip (BO)
and politically exposed per sons (PEP) while establishing thresholds of ownerships within the context of BO.
Additionally, the consultant has articulated the need for amendments or regulations to existing laws rather
than the int roduction of a new legislation.

% The EITI Standard, 2016 gRequirement 2.5 Beneficial Ownership
97 PNG Mining Cadastre Portal - http://portal.mra.gov.pg/Map/
98 MSG Meeting #2/2016, 8 July 2 016

% PNG EITI, KPMG, Papua New Guinea Roadmap for Beneficial Ownership Disclosure March 2017,
http://www.pngeiti.org.pg/wp -content/uploads/2017/06/PNGEITI -Beneficial-Ownership-RoadMap-1.pdf
100 |nformation received from Treasury, 4 December 2017
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As of 4 December 2017, eight milestones have been completed and the consultant is in the process of
finding different ave nues to enhance public awareness using media as a tool and a source. PNG EITI
National Secretariat will conduct roadshow in 2018, to showcase the EITI and its benefits whilst creating
public awareness on the changes to be implemented regarding BO disclosure. Public debate will be crucial to
adjusting BO disclosure to suit the local context during this time.

The Government has been making progress since 2016 in its efforts to achieving the national priorities in
Vision 2050 and its Development Strategy 2010 g2013. Reforms have been somewhat slow as government
entities have their own priorities. However, these reforms also coincide with changes to legislation that are
essential to implementing the EITI objectives.

Another challenge anticipated is data collect ion. By comparison with other countries, PNG has poor data
collection and storage capabilities. For example, while the Mineral Resource Authority has a cadastre in
place for tenement licensing progress, DPE has been collating financial data manually in an outdated
system.

The work through the beneficial ownership project is to review the current legislative arrangements as

beneficial ownership information is concerned for better management of the extractive Industry. However,
a} z 2 pgehefic®l odnershipy ~Ox ¢ ¥©« "~ zC vay ¢! ¥ tareqlsoinelwdéd andzdined i® z -
alz x ¥ dAmtizMonegl@undering Act 2015.

PNG is different from other EITI countries i n that the law makes provision for people to be attached to their
land, hence the term landowners. When executing BO disclosure within PNG context, particularly for
landowner groups, validating landowner information and their respectiv e groups will be crucial in BO
disclosure accuracy.

Once BOdisclosure is fully implemented in 2020, it will demonstrate theg¥ -z "t £z a2 CO X ¥ £ £
transparency, achieve its goals in its Vision 2050 and ~ 2 D@@lopment Strategy 2010 a2030. It will provide
an enabling environment for the government to maximise its revenue collection by preventing money
laundering and transfer pricing. The BO reporting will provide another platform for collaboration between
government, industry and civil society. BO disclosure will also improve sovereign and corporate ratings and
promote accountability for local and foreign investors for better management of corporate risk.

A Scoping Study on Beneficial Ownership was also published in March 2017, 1%

101 pNG EITI, KPMG, Report on Outcome of the Scoping Study on Beneficial Ownership March 2017,
http://www.pngeiti.org.pg/wp -content/uploads/2017/06/PNGEITI -BO-Scoping-Study-Report.pdf
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4.12 Relevant legislation and agreements

Most key pieces of legislation relevant to the extractive industries in PNG are available f rom PaclLll
http://www.paclii.org/countries/pg.html . Mining legislation is also available on the MRA website
http://www.mra.gov.pg/Regulations.asp  x.

The PNG LNG Umbrella Benefit Sharing Agreement (UBSA) and the PNG LNG Coordinated
Development and Operating Agreement (CDOA) are not publically disclosed.

Table 15: Relevant legislation with hyperlinks

Legislation

Environment Act 2000

Goods and Services Act 2003

Income Tax Act 1959

Mineral Resources Authority Act 2005
Mining Act 1992

Mining Safety Act 1977

Oil and Gas Act 1998

Oil and Gas Regulation 2002

Mining (Ok Tedi Agreement) Act 1986
Mining (Ok Tedi Tenth Supplemental Agreement) Act 2013

Resource Contracts Fiscal Stabilisation Act 2000

Government Gazettes

Unconventional Hydrocarbons Act 2015
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5. Management and distribution of revenues

The 2013, 2014 and 2015 PNG EITI reports identified that in some cases, the absence of a robust
system for managing government revenue payments in PNG leaves the system vulnerable to fraud,
corruption, and human error. 1% The problem of transparency is amplified when payments to
subnational governments are taken into consideration, and the Asian Develo pment Bank has called
for greater transparency in subnational government resource revenue flows. 103

Budgeting for government revenues from the extractive sector is complex due to the revenue being
subject to fluctuations in quantities produced and global com modity prices. Medium -term
projections anticipate that corporate income tax (mining and petroleum tax) will come mainly from
Ok Tedi, Porgera and the oil fields. The Ramu Nico mine has a 10-year exemption from corporate
income tax. The Lihir mine continues to undertake high capital expenditures which reduce its
taxable income. Low LNG prices, together with an accelerated depreciation allowance, means there
may not be corporate income tax from the PNG LNG project. In addition, key mines are claiming
Infrastr ucture Tax Credits (ITCs).104

5.1 Budget process

The national budget process is led by the Department of Treasury. The documents, processes and

governance structures that guide the PNG budget are outlined below . In the absence of clear

publicly available informa2 ~¥ o ¥o ec\ CO w«y| z?2 | "¥xzZO©OA 2}z {¥¢¢¥-~
directly by the Treasury of PNG in 2015. 1%

The budget is guided by relevant legislation and strategies, as outlined below.

Papua New Guinea Fiscal Responsibility Act Non-financial
2006 Instructions

Combined Budget

Public Finances (Management) Act 1999 Operation Rules

(%]
R}
>
2
=
(=
S
E
1]
(o))
(0]
-

Organic Law on the Sovereign Wealth Fund Budget Management
2012 Framework

Budget process and
Medium Term Fiscal publications

Development Strategic Plan Strategy
2010 2030

Vision 2050

Development Plan Il 2016 g2017

Strategic plans

Medium Term

Alotau Accord Debt Strategy

Strategy for Responsible Sustainable
Development

102 2013 and 2018 PNG EITI Reports http://www.pngeiti.org.pg/pngeiti  -reports/

Bye~vo Yz-z¢¥! £zo28 d«?2¢¥¥| GEFJ,@sidn DevalopmentBnk 0B~v CO [ «2 «” z \ " ¥- 2}
https://ww w.adb.org/sites/default/files/publication/154508/ado -2015.pdf p. 256 accessed 27 September 2017

104 Treasury EITI Reporting Template, provided 14 November 2016

105 information provided directly by Treasury, email 3 December 2015
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In recent years there has been an effort to introduce rules -based constraints so that the budget
process is directed towards achieving sound fiscal policy. This is reflected in the Medium Term

Fiscal Strategy 2013 82017 (MTFS), the Medium Term Debt Strategy , the Papua New Guinea Fiscal
Responsibility Act, the Public Finances (Management) Act 1999 (amended in 2016 %) and the
establishment of the Sovereign Wealth Fund. The MTFS sets fiscal rules regarding the size of the
deficit and debt, but it has been amende d in the context of the annual budget. The Fiscal
Responsibility Act 2006 legislates a debt limit of 35% of GDP for the years 2013, 2014 and 2015
(increased from 30% via an amendment in 2013) which returned to a limit of 30% of GDP in 2016.

In the 2015 bu dget, Combined Budget Operational Rules were introduced. This is a set of organic
rules setting out budget criteria and processes for government departments, statutory authorities
and provinces. This set of rules will be annually revised by the Departments of Treasury and
National Planning and Monitoring and used fo r assessing budget submissions.%” The 2016 Budget
also introduced the Budget Management Framework to bring the rules and the Non -Financial
Instructions to the attention of agencies.

PNG places emhasis on development planning, as reflected in the Vision 2050 report, PNG
Development Strategic Plan 2010 g2030 and the Medium Term Development Plan 2016 g2017
available on the Department of National P lanning and Monitoring website. 1% Another influence on
spending priorities has been the Alotau Accord platform for action, agreed by the coalition
government following the 2012 elections.

5.1.1 Budget governance structures

Several committees assist in steering the budget process and supporting fiscal decision -making:

Committee Composition Role in budget
© Budget Screening deputy secretaries of the central works with agencies to review their budget
S Committee 19° agencies*'° submissions
o
>
g Central Agencies Coordinating chaired by the chief secretary to the coordinates policy and development
@ Committee ™t government 112 planning in PNG
Ministerial Economic chaired by the Treasurer and comprises of drives budget strategy setting and advises
Committee (also referred to ministers of Finance and National the National Executive Council on the
g as the Senior Ministerial Planning as well as the Prime Minister and budget
= Budget Committee) e NEC
o
National Executive Council key government decision making body approves final budget

(NEC)

106 pyplic Finances (Management) Act 1999 Amendment 2016, http://www.parliament.gov.pg/uploads/acts/16A_05.pdf
accessed 7 December 2017

107 http://www.treasury.gov.pg/html/national_budget/files/2015/Voll -Economic%20and%20Development%20Policies.pdf
108 http://www.planning.gov.pg/images/dnpm/pdf/MTDP2.pdf

109 The 2017 budget process has replaced the Budget Screening Committee with a Budget Strategic Committee
http://www.treasury.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%?2 0and%®?0D
evelopment%20Policies.pdf

10The central agencies are: Departments of Treasury, Finance, National Planning & Monitoring, Prime Minister & NEC and

the Department of Personnel Management. These are the key central government departments or key economic  agencies
that have major inputs into the budget formulation process in terms of budget strategies and frameworks, and policy
formulation and allocation of resources. Information received from Treasury 4 December 2017

11 |nformation received from Treasury 4 December 2017

112 http://press -files.anu.edu.au/downloads/press/p78541/mobile/ch03s03.htm

113 Information received from Treasury 4 December 2017
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5.1.2 Budget governance structures

Several committees assist in steering the budget process and supporting fiscal decision -making:

The budget process commences around March of each year, with a consultation period. Treasury
calls for policy submissions from the public and undertakes forecasting of key economic indicators
and revenues.

In May or June a Budget Circular is issued to all spending agencies of government, including
provincial governments, which provides them with instructions for preparing their budge t
submissions, including expenditure ceilings for each agency. The process for setting ceilings
includes:

3  Treasury determines an aggregate expenditure ceiling, guided by revenue projections,
macroeconomic conditions and fiscal rules.

3  The operational ceilin gs are prepared based on the appropriations for the prior year gadjusted
for some parameter changes such as agreed salary increase and inflation. These ceilings are
provided to agencies via the Integrated Financial Management System.

3  The capital ceiling is based on ongoing projects and the available fiscal space.

Since 2015, agencies are required to make a single submission including both capital and
operational costs, and the linkages between these, rather than separate budget submissions as in
prior peri ods.

At the end of July, the Mid -year Economic and Fiscal Outlook (MYEFO) report is released, which
provides an update on the fiscal performance of the past six months, economic forecasts for the
next six months and the medium -term budget and economic fore cast.

At the end of August, the Budget Strategy Paper is released. This sets out high -level fiscal
parameters and broad policy strategy for the coming budget.

During late August and September, the Budget Screening Committee holds meetings with agencies
to discuss and negotiate the submissions received. Agency submissions tend to be large and
ambitious and it is difficult to sort proposed funding for new activiti  es from funding for existing
programs and projects. A key focus of these meetings is to try to bring budget requests within
ceilings.

The Budget Screening Committee is where most decisions are made regarding a new policy or
initiative. It is in this forum that the Department of National Planning and Monitoring (DNPM) and
Treasury seek consensus at executive level regarding the prioritisation of new development and
operational spending. It is only at the margins, and very late in the process, that Cabinet -level
engagement is sought around the most contentious resource allocation decisions.

A proposed final budget is then submitted to NEC for endorsement. In early November, the budget
is presented to Parliament and approved before the start of the coming fis cal year.

Comprehensive budget documents are published with the approved budget gwhich includes
detailed estimates for each agency as well as a Public Investment Program with information
regarding both ongoing and new projects that received appropriations

A Final Budget Outcome report is released within three months of the end of the financial year,
which includes annual expenditure.
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Figure 18: Timeline of key steps in PNG budget process

UPolicy submissions from public
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(Budget circular

May/" (isubmissions from agencies

June

oy (OMid-year Economic and Fiscal Outlook

(UBudget Strategy Paper
Aug (UBudget Screening Committee meets with agencies

(Budget | by NEC
Nov udget approval by

CFinal budget outcome released
Mar

5.2 Recentreformsto the budget process

In 2012, the government introduced a number of reforms to the budget process. Major areas of
focus to date have been:

3 Integration of capital and operational spending. Previously, the budget process was split such
that the Department of National Planning and Mo nitoring assessed and advised Cabinet on
development projects proposed in the budget, while Treasury assessed the policy and
operational side of the budget. 4

3 Setting ceilings for both operational and capital components.

3  Greater cohesion between ministerial priorities and bureaucratic activity plans. Agencies are
now requested to have ministerial sign -off of on their budget submission. *°

3  Separate consideration of new and ongoing expenditure. The 2016 and 2017 budgets involved
a two-stage approach for the firs t time: the first stage calls for new activities in order of
priority; the second stage covers ongoing operating costs and projects. %6

3 Budgeting by sector to avoid duplication, align sector priorities, and help distribute funding
VX ¥O0O 2} z |pHofity dreas padicéul@rl® highlighting funding to health and higher
education. 7

3 Shifting emphasis from inputs to outcomes by: integrating more information into resource
allocation decisions, particularly on program goals and performance; and assessing t he validity
of historical budget decisions. 8

114 http://www.treasury.gov.pg/htmi/national_budget/files/2015/Voll -Economic%20and%20Development%20Policies.pdf
http://www.treasury.gov.pg/html/national_budget/files/2016/Volumel -Econ&DevPalicies.pdf

115

http://www.treasury.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf p. 58

116 ibid

17 http://www.treasury.gov.pg/htmi/national_budget/files/2015/Voll -Economic%20and%20Development%20Policies.pdfp.
54

118 ibid
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3 Nox"zvOzy 27" vo®©lvizex €2} "¥«|} 2}z 8S«viaaz" ¢ z
warrant releases and expenditure to date of every Governmentagency C i } ~© ~© y¥uoz w
publishing information in the major newspapers and online through the Department of
Treasury website (www.treasury.gov.pg) .9

¢z

3 Ensuring the sustainability of projects by requiring four -year forward estimates, including
future operational costs of capital expenditures. ?°

The budget reforms have been supported by guidance documents such as the Budget Management
Framework, introduced for the 2016 budget, and a network of technical officers to disseminate
information and provide a forum for open communi cation between agencies. 2!

Classifications of the State budget and public accounts have been updated to the Government
Financial Statistics Manual 2014.

5.3 Commentary on the budget process

The Fiscal Affairs Department of the International Monetary Fund carried out an assessment of

ec\CO ! «w¢~x {~ovex~ve¢ £vov|z£f£zw2 ~a GEFJA v|v-~o0©?2 va
framework. It found that PNG scores relatively well on credibility of fiscal strategy and budget;

policy based planning and budgeting; and comp rehensiveness and transparency. However, it found

considerable scope for improvement in accountability; the management of public assets, liabilities

and associated fiscal risks; and the quality, availability, comprehensiveness and timeliness of fiscal

accounts. 122

5.4 PNG Sovereign Wealth Fund

The PNG Sovereign Wealth Fund (SWF) is an important mechanism to manage external shocks to
the economy, to support the budget to fund priority areas such as education, health and
infrastructure, and to invest for the benefi t of future generations.

The Organic Law on the Sovereign Wealth Fund was passed by the Parliament in July 2015 to come

into operation in 2016. 2 According to the 2015 Budget, from 2016 onwards all mining and

petroleum tax es were to have been deposited int o the Sovereign Wealth Fund instead of flowing

directyto 2} z | ¥z o f£zo2 CO X ¥oO¥C¢ 2% Movever, ateport romdhe { « oy =Xg|[ >
International Monetary Fund (IMF) stated that the SWF was not yet in operation as at the end of

2016. 1%

The SWFwill comprise of two funds: the Stabilisation Fund and the Savings Fund. Tax revenues
received from mining and petroleum projects, including the PNG LNG project, will be directed to the
Stabilisation Fund, and be available to be drawn down into the budget, in a ccordance with a five -
year moving average, to fund expenditure needs. When revenue flows are large, the excess will be
deposited into the Savings Fund.

The Stabilisation Fund and the Savings Fund will each receive a proportion of the mining and
petroleum dividends paid by state -owned enterprises. The Savings Fund will also receive some of
the proceeds of state -owned assets that the government agrees to sell.

119 ibid

120 ibid

121 hitp://www.treasury.gov.pg/html/national_budget/files/2016/Volumel -Econé&DevPolicies.pdf, p. 66

122 |nternational Monetary Fund, Fiscal Affairs Departme @2 A &ev! «v cz- \«~82zV e«wé~x Z®! zoy~a«" 2

Vxx¥«oayw~¢~2a~ VOOz ek kpefd dysiteMdefaukt/@ds/PNGE F-Auly15-PFMPRTesting%20version-
Public%20with%20PEFA%20Check.PDlaccessed 5/10/2017

123 http://www.treasury.gov.pg/htmi/public_debt/swf.htm

124 http://www.treasury.gov.pg/htmi/national_budget/files/2015/Voll -Economic%20and%20Development%20Policies.pdf
125 https://www.imf.org/en/News/Articles/2017/01/30/PR1724 -Papua-New-GuineaIMF-Executive-Board-Concludes-2016 -
Article -IV-Consultation
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