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Independent administrator’s disclaimer

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

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

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

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

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

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

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

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

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

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

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

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

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

Reporting period

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

Reporting on cash basis

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

Currency

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

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

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

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

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

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

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

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

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

PNG EITI
Report 2018

officially endorse it for publication and
release.

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

PNG Extractive Industries Transparency
Initiative
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Multi-stakeholder group statement

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

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

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

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

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

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

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

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

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

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

Industry representatives have worked
consistently with great generosity of time and
resources to help advance all aspects of the
EITI process. The publication of this sixth
report demonstrates what can be achieved
when all partners collaborate and work
together and the valuable contribution they
can make to the economy in pursuit of our
development objectives as a nation.
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Executive summary

What is EITI?

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

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

Areas of satisfactory progress include:

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

3 Production data transfers

3  Comprehensiveness of revenue 3 Dataquality

collection data 3  SOE quasi-fiscal expenditures

About PNG

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

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

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

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

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

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

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

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

Who owns mineral resources in PNG?

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

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

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

How do the extractive industries contribute to the PNG economy?

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

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

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

89% 30% 29% 9.4%

Exports Nominal GDP Real and Government
Growth nominal GDP revenue

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

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

8 Ibid, p.166-170.

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

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

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

How do the extractive industries contribute to State revenue?

The government derives income from the industry through:

Taxes Such as corporate income tax and group tax

Dividends Derived from holding direct stakes in the industry

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

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

Dividends
8%

Salary and wage tax
9%
Share of sales
66%

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

1%

Figure 4: Revenue streams received by the State

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

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

Some revenue from the extractive industries is earmarked for specific purposes, such as the Public
Investment Program, a vehicle through which the PNG government implements development
policies aimed at improving the livelihood and wellbeing of PNG citizens in all provinces.

PNG EITI
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The PNG Sovereign Wealth Fund was established in 2015 to ensure that some of the wealth
generated by the extractive industries is saved for the benefit of future generations. However, the
fund is yet to come into operation.

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

What are the revenue streams from the extractives industry?

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

Mining Mining and Petroleum

Mine closure bond Conservation and Environment

Protection Agency (CEPA) Import taxes

5 Customs
Goods and services tax *

Production levy
Application, renewal,

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

Dividends IPBC, Treasury, Ok Tedi

Group tax (taxes withheld
on employees’ salaries)

Petroleum Mining and petroleum tax
(corporate income tax)

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

Foreign company withholding tax Internal Revenue

Development levy } DPE Business payments tax Commission (IRC)

Dividend withholding tax
License fees Interest withholding tax

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

Additional profits tax p RC
Equity distributions MRDC, Petromin

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

Quasi-fiscal payments (none identified)

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

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

Bold

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

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

Which revenue streams are considered material for this report?

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

11 world Bank East Asia and Pacific Economic Update October 2015 and 2016
http://pubdocs.worldbank.org/en/414911444005973491/pdf/EAP-Economic-Update-2015-10.pdf and
https://openknowledge.worldbank.org/bitstream/handle/10986/25088/9781464809910.pdf, accessed 18 October 2016

PNG EITI
Report 2018 EY § xx



The report also covers revenue streams that fall below this quantitative threshold, but which are
deemed material based on a qualitative definition adopted by the MSG, which captures revenue
streams that were:

3  Defined by law

3  Of potential significant interest or benefit to the PNG population

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

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

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

Which organisations are considered material for this report?

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

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

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

3  Government entities who received payments from the companies

3  Trustees of government funds

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

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

PNG EITI
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Table 1: Material reporting entities

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

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

subsidiaries)

3 Santos Ltd (and
subsidiaries)

3 Total S.A.

Who are the beneficial owners of resource extraction in PNG?

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

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

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

The mining industry in PNG

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

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

12 The EITI Standard, 2016 - Requirement 2.5 Beneficial Ownership
13 Excluding the alluvial mining sector.
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Kainantu Mine
Mt Crater
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Figure 6: Export values reported by MRA per mine for 2018.

Please note that the Edie Creek export value of $777,457 is not visible on this graph. * Value of
silver exports from Lihir was not reported by the MRA.

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 benefits for a 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 currently publicly disclosed.

The oil and gas industry in PNG

During 2018, five principal oil fields were operating in PNG. Commercial oil production began in
PNG in 1992 and has been in slow but steady decline since the mid-1990s.

The PNG LNG project exports liquefied natural gas (LNG), the first shipment of which was in 2014.
The project has design capacity of 6.9 million tonnes of LNG per annum,'4 and is expected to make
a significant long-term contribution to the economy and government revenues. Another two gas
projects are in advanced stages of development.

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.

Production figures for 2018 were inconsistently reported by companies, the Department of
Petroleum and Energy and Customs.®

14 ‘project capacity of 6.9 million tonnes of LNG’, ibid.
15 |Information included in Oil Search and ExxonMobil data templates provided for this report.

PNG EITI
Report 2018 EY 0 xxiii



Table 2: Oil and gas production and export quantities reported by DPE

0il (stbopd) 11,602 26,585
Hides Liquids (stbopd) 6,175 2,822
PNG LNG liquids (stbopd) 21,155 25,171
Hides Gas (MMscf) 2,998 2,933
PNG LNG Project LNG (tonnes) 7,246,136 7,143,819

The oil and gas industry in PNG is governed principally by the Oil and Gas Act 1998 (OGA), and
overseen by the Department of Petroleum and Energy (DPE). DPE is chronically under-resourced
and lacking in capacity, and has been the subject of a number of recommendations in previous PNG
EITI Reports. DPE is working to address some of these recommendations, such as establishing an
electronic registry and revenue system.

State-owned enterprises

The State holds the right to acquire a participating interest in any mining or petroleum project in
PNG at par value, or ‘sunk cost’. In return, the State can receive a share of the profits of the
project, paid as dividends in accordance with its rights as a shareholder.1® During 2018, PNG’s
state-owned enterprises (SOEs) that held interests in the extractive industries included:

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

The report also covers two organisations that act as trustees:

3  Mineral Resources Development Company Ltd (MRDC)
3 Ok Tedi Development Foundation

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
specifies MRDC’s role in holding and managing hydrocarbon assets for landholders, including
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
allows for MRDC to hold the State’s interest, but does not mandate it;'” consequently, not all mining
operations have an associated MRDC subsidiary.

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 mandated through
legislation or through contracts with the government, or may be at the company’s discretion.

The EITI Standard does not define ‘social’, and the types of payment reported by companies under
this heading varied, with some including payments such as compensation or lease payments, which
others classify as commercial rather than social.

Discretionary social expenditures by operators ranged from zero to hundreds of millions of Kina.
Payments were made to support health, education and community projects, among others. Where

16 The 2019 PNG National Budget announced the addition of a 50 per cent dividend policy on SOEs.
17 Mining Act 1992 s.16A

PNG EITI
Report 2018 EY 6 xxiv



companies invest in approved infrastructure, they may be entitled to claim Infrastructure Tax
Credits.

For 2018, the total social expenditures disclosed were:
3 Mandatory PGK176,455,548

3  Discretionary PGK373,751,285

Subnational payments and transfers

Information relating to transfers and payments to subnational (provincial and local level)
governments in PNG is difficult to obtain. This was an area highlighted as having ‘inadequate
progress’ in the validation of the 2016 EITI report.

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

The MSG commissioned a scoping study to investigate the possibility of implementing the EITI
Standard to subnational governments and landowner associations. The PNG EITI Sub-national
Payments Report was published April 2019.18 It makes recommendations including the
establishment of subnational multi-stakeholder groups with links to the PNG EITI MSG; entities to be
included and materiality thresholds; standardised payment categories; and implementation through
pilot projects.

For this report, the IA has attempted to include as much information as possible on subnational
payments, reported unilaterally. Based on information received, subnational payments and
transfers comprise 18% of total revenues from the sector. Subnational payments and transfers
have not been reconciled for this report except for Royalties and Levies which reconciled against
MRA and DPE reports.

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. More than 90% of the reporting entities provided these
signatures, as seen below.

Table 3: Rates of compliance with EITI reporting 2018

Non-financial
Data Data Financial Non-financial | information

Number of template template information | information partially
Entity type Companies signed unsigned provided provided provided

Material reporting entities 45 91% 9% 100% 62% 38%

All 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 financial statements for the reporting period, and previous audit
statements indicated significant shortcomings in the reliability of accounts.

Improved data assurance has been the subject of previous recommendations, but improvements
have not yet been seen. AGO, together with the assistance of the PNG EITI Secretariat, is planning
to specifically test receipts from government agencies relevant to EITI reporting, prior to

18 Grice, T. (2019). Sub-national payments in Papua New Guinea’s extractive sector: Scoping study for PNG Extractive
Industries Transparency Initiative., http://www.pngeiti.org.pg/wp-content/uploads/2019/07/PNGEITI-Sub-national-
Payments-Report-May-2019.pdf accessed 8 November 2019
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submission of data for the EITI report to separately perform test of receipts for the period ended
2018 on Government entities where audited financial statements are not updated.

Reconciliation of revenue streams

For material 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.

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

Oil and gas

Equity distributions
Share of sales

Mandatory social
expenditure
Voluntary social
expenditure

Dividends

Salary and wage tax

Corporate income
tax

Foreign contractor
witholding tax
Infrastructure tax
credit - 2. ITC offset
from tax paid in
reporting period
Infrastructure tax
credit- 1. ITC
actually spent on
projects in reporting
period

Business payments
tax

Dividend
withholding tax
Interest withholding
tax

Management fee
withholding tax

Royalty withholding
tax

Mining and petroleum

Goods and services
tax

Training Levy

Special Support
Grant

PNG EITI
Report 2018

Reconciled/

Unilateral

Reconciled

Unilateral
(MRA)

Reconciled
Unilateral
(DPE)
Reconciled
Reconciled

Unilateral
(SOEs)

Unilateral
(companies)
Unilateral
(companies)
Reconciled
Partially
reconciled
Reconciled
Reconciled

Reconciled

Reconciled

Unilateral (IRC)
Unilateral (IRC)
Unilateral (IRC)
Unilateral (IRC)
Unilateral (IRC)
Unilateral (IRC)

Unilateral (IRC)
Reconciled

Receiving

entity

MRA

MRA
Finance (via
DPE)

DPE

IRC

KPH

State partners

See section
6.5

See section
6.5

State
(Treasury)
IRC

IRC

IRC

IRC

DNPM

IRC

IRC

IRC

IRC

IRC

IRC

IRC

Provincial
governments,
special

purpose
authorities

Amount

reported paid

(PGK)
X1

32,370,383

Not reported
73,660,271
Not reported

483,922

296,442,000

5,979,105,161

176,685,056
376,001,599
358,073,435
694,746,440
766,123,077
173,189,449

206,484,453

328,767,774

Not reported
Not reported
Not reported
Not reported
Not reported
Not reported

Not reported
Not reported

Amount
reported
received

(PGK)
[Y]

28,005,135

4,002,689
72,410,451
2,673,054
o]

0
Not reported

Not reported
Not reported
653,500,000
693,595,350
765,056,770
172,324,228

112,231,376

60,143,299

5,442,567
387,722
10,113,248
4,644,657
1,960,989
34,333,822

20,500,000

Variance
(PGK)
[Zz=Y-X]

(4,365,248)
Not applicable
(1,249,820)
Not applicable
(483,922)

(296,442,000)
Not applicable

Not applicable
Not applicable
295,426,565
(1,151,090)
(1,066,307)
(865,220)

(94,253,077)

(268,624,474)

Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable

Not applicable
Not applicable

Variance
[z2/Y]

(15.59%)

Not applicable
(1.73%)

Not applicable
0.00%

0.00%
Not applicable

Not applicable
Not applicable
45.21%
(0.17%)
(0.14%)
(0.50%)

(83.98%)

(446.64%)

Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable

Not applicable
Not applicable
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Reconciled/

Receiving

Revenue stream

Unilateral entity

Environmental Reconciled CEPA

permit fees and

user charges

Royalties Reconciled DPE, MRA
landowners
and
subnational
governments

Amount
reported paid
(PGK)

X1

7,047,667

316,732,337

Amount
reported Variance Variance
received (PGK) [Z/Y]
(PGK) [2=Y-X]
[Y]
1,564,780 (5,482,887) (350.39%)
308,803,450 (7,928,886) (2.57%)

Together, the revenue streams included in the reconciliation equate to approximately 98% of total
revenue from the sector in 2018.

Findings and recommendations

Previous PNG EITI Reports have made a number of recommendations that could improve the
quality, accuracy, and comprehensiveness of future PNG EITI reports, and that could ultimately
improve the transparency of the extractive industries in PNG. Some of these have already resulted
in improved disclosure. Our recommendations for 2018 are outlined below.

Recommendations

1 Continue to address the findings of the independent
validation of the PNG EITI 2017 Report.

2 IRC should ensure accurate tax identification
numbers are used, and reconcile budgeted corporate
income tax revenue against actuals.

3 Tax credit schemes should be correctly reported to
DNPM.

4 CEPA should work to improve its financial close
process.

5 DPE should have access to relevant government data
to support its financial close process, and reconcile
companies remittances against receipts. A DPE
website would improve transparency.

PNG EITI

Report 2018

10

Data quality and reliability could be improved by
specific auditing by the Auditor General prior to the
EITI reporting process, and by requiring further
measures from reporting entities.

Continued engagement is required to reinforce that
reporting should be on a cash basis.

Reporting by GloCo should be facilitated by early
engagement with all participants.

Continue engagement and support to enable
complete, accurate and consistent disclosure of oil
and gas production data.

The MSG should undertake systematic reviews to
prepare for implementation of the 2019 EITI
Standard.
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“Generally, Papua New Guinea has made tremendous progress in EITI
implementation in 2018 following the publication of the Fifth PNG EITI Annual
Country Report covering fiscal year 2017. The 2017 fiscal year Report symbolises
our country’s commitment to implementing the EITI International Standards and
signifies our active participation as member nation of the Global EITI. The year
2018 also observed a significant milestone as the country commenced its first
country Validation since becoming a member in 2013.”

Lukas Alkan, Head of PNG EITI National Secretariat

Papua New Guinea (PNG) is known for its abundance of natural resources and diversity. The PNG
Government can utilise the increased revenue provided from the resources sector to improve the
wellbeing of its citizens. The Extractive Industries Transparency initiative (EITI) aims to increase
transparency in the collection and distribution of natural resource revenue. This report pertains to
the 2018 calendar year and is PNG’s sixth EITI report.

1.1  About the Extractive Industries Transparency Initiative

The Extractive Industries Transparency Initiative (EITI) was established in 2002. It assists countries
to increase transparency and accountability across the oil, gas and mineral resources value chain.
The EITl is a global organisation of sponsoring countries, 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 Standard is discretionary and must be incorporated into individual countries’ laws to be
binding. At the time of writing, the EITI website lists 52 countries at various stages of implementing
the EITI Standard. Of these, eight have achieved satisfactory progress, 29 (including PNG) have
achieved meaningful progress, five have inadequate progress or have been suspended due to
political instability or for missing the deadline, and the remainder are yet to be assessed against the
standard.*®

1.2 EITI implementation in Papua New Guinea

PNG has a wealth of natural resources, and revenue from these resources could contribute to
reducing poverty and improving the lives of PNG citizens. However, despite these abundant
resources, 37.5% of PNG citizens continue live below the national poverty line.?° PNG also ranked
138 out of 180 countries in Transparency International’s Corruption Perception Index for 2018,
with its score dropping by one point from the previous year.?! Similarly negative assessments of
corruption and attractiveness for foreign investment have been published by the World Bank,??

19 ET1 Website, https://eiti.org/countries, accessed 13 August 2019

202017 Asia Development Index, Basic Statistics 2019, https://www.adb.org/countries/papua-new-guinea/poverty,
accessed 7 November 2019

2% Corruption Perceptions Index 2018’, Transparency International, https://www.transparency.org/cpi2018, accessed
13 August 2019

22 Doing Business 2018, Equal Opportunity for All, World Bank (accessed via
https://www.doingbusiness.org/content/dam/doingBusiness/media/Annual-Reports/English/DB2018-Full-Report. pdf,
13 August 2019
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Natural Resource Governance Institute,?® Fraser Institute®* and the PNG Institute of National
Affairs 2017 Business Survey.?® In this context, it is important that PNG continues to strive for
increased transparency.

To address transparency and to improve PNG’s attractiveness for foreign investment, the PNG
Government, led by the Minister for Treasury, applied for EITI candidacy in 2013. PNG has since
published reports for the calendar years 2013-17. The timeline for EITl implementation in PNG is
shown in Figure 7 below. The 2017 report focused on improving the completeness of data
collected, and this 2018 report will focus on unilateral disclosure of subnational payments and aim
to meet all initial validation recommendations.

Informal MSG
formed Validation commences
Government 56 formalised Found to have made
announces i : i
. . o meaningful progress
commitment | Candidature application Second Validation
submitted commences
PNG becomes a
candidate country
2012 2013 2014 2015 2016 l 2017 2018 2019 2020 2021 2022
2013 First EITI Report 2014 EITIReport

ublished i
p published 2017EITI  2018EITI

Report Report to be
2015and 2016 EITI  published  published
Reports published

Figure 7: EITI implementation timeline

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

282017 Resource Governance Index’, Natural Resource Governance Institute,
https://resourcegovernance.org/sites/default/files/documents/2017-resource-governance-index.pdf, accessed 13 August
2019

24 Survey of Mining companies, Fraser Institute, 2018 https://www.fraserinstitute.org/studies/annual-survey-of-mining-
companies-2018, accessed 13 August 2019

25 PNG INA 2017 Business survey http://www.inapng.com/pdf_files/Being%20Heard%20wcA%20proof.pdf accessed 13
August 2019

PNG EITI
Report 2018 EY?6 3



8 X O =} = 0 2
£ 5 2 FE 3 c 5 £
= o = = O = “5 g 8 8
s &5 2 e G < @ a ?w = E 22 @
=S 588> &% ESn BES2 = Lo S g 3]
£%a BE'GC)E = O o500 82 ¢ = glc T e & E S
S5 T88s T&€ @8 gEE 2 g §s £2 £E 5
s 5535 BT 5E% 85> £ = 82 g3 28 g
réh O3EDO & =5% wga S o » o x 2 ic & <
Increased transparency of
revenue flows from the
companies to government, To Increase investors' confidence
various landowners' trust funds, to invest in PNG
associations, and the provincial

governments

Use of the EITI model as a
diagnostic tool to assess

' To provide a forum for enhancing
government’'s management of

dialogue between the
government, industry,
landowners and citizens

resource revenue and its policy
settings with recommendations to
be used as a platform for broader
reforms

Support and complement PNG's
Sovereign Wealth Fund (SWF) and
Government reforms to fight

Provide reliable data for citizens
to stimulate debate and hold
government and companies

accountable

corruption such as the
establishment of the Independent
Commission against Corruption
(ICAC)

Figure 8: PNG EITI's objectives for EITI implementation

1.3 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 met in PNG in early 2012, and the group was formalised on

1 November 2013 via a Memorandum of Understanding. Figure 9 shows the governance structure
of the PNG EITI.

The MSG is chaired by the PNG Treasurer, and comprises:?®

3  Eleven representatives from the Government of PNG, including four voting 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 (SOES), 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 the extractive industries, selected through a democratic process
based on agreed criteria, in collaboration with the PNG Chamber of Mines and Petroleum.

26 2017 Final PNG EITI MSG MoU, http://www.pngeiti.org.pg/wp-content/uploads/2018/04/2017-Final-PNGEITI-MSG-
MoU.pdf, accessed 13 August 2019
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Each MSG member has a primary and two alternate representatives; a proxy vote can be given to
others in case these representatives are unable to join a meeting. The organisational structure is
shown in Figure 9 below, and the complete list of members and representatives is provided at
Appendix A.

National Executive
Council & Parliament

PNG EITI MSG Chairman
& Ministry for Treasury

State Working Group Civil Society Working
(SWG) Group (CSWG)

Ministry PNG Resource Governance

Coalition (PNGRGC)

Extractive Industries
(Mining and Petroleum Government Agencies
Constituency)

Civil Society
Constituency

Figure 9: Structure of governance of PNG EITI

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.

1.4 The role of the independent administrator

The EITI Standard (4.9b) requires that payments and revenues be reconciled by an Independent
Administrator (IA). 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 IA are outlined within the
terms of reference?’ issued by the PNG EITI National Secretariat and provided on the PNG EITI
website at http://www.pngeiti.org.pg/.

EY’s process in preparing this report is shown in Figure 10 below.

27 PNG EITI Terms of Reference, http://www.pngeiti.org.pg/2018-validation/, accessed 26 November 2019
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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, including the 2017 report and gaps identified, work required for 2018 report to
meet EITI Standard, governance arrangements, tax policies, mining and oil and gas
industries, legal framework, existing reporting arrangements.

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

Phase 3 - Initial reconciliation: ldentification of discrepancies between sources of data,
analytical review, materiality assessment.

Scope Areas

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. Submission to International
Secretariat.

Engagement Management

Figure 10: Independent Administrator's process

1.5 Progress in implementing EITI in PNG

PNG underwent its first EITI validation in April 2018, to assess the progress made in the 2016 and
earlier reports. The independent validator assigned by the EITI International Secretariat found that,
overall, PNG had made meaningful progress. However, while some aspects, including MSG
oversight, show meaningful or satisfactory progress, several aspects of revenue collection and
revenue allocation were assessed as having inadequate progress. The results are summarised in
Table 5 below.

The next validation will occur in April 2020, to assess the progress made by PNG in the 2017 and
2018 reports.

PNG EITI
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Table 5: PNG’s progress in implementing the EITI Standard (Initial assessment card) 28

EITI requirements

No Progress
Inadequate

||| satisfactory |

Categories

Government
engagement
1.2 | Industry engagement
Civil society
1.3
engagement
1.4 MSG governance
Work plan
Legal framework

1.1

MSG oversight

RAR R R R R

License allocations 7,8

License register ] 7,8

Ppllcy on contract 412
disclosure

Licenses and contracts

Beneficial ownership

(BO)* n/a 4.17

State participation . 4';‘4’

Exploration data [ ] 8

Production data 8

Monitoring
production

3.3 Export data ] 8

Updates for this report

We have again specifically requested the MRA and
DPE to report each tenement/licence awarded,
extended, or transferred, extended, surrendered or
cancelled during the reporting period: ID, ownership
and date of award/transfer/extension in the non-
financial reporting template.

DPE in coordination with JICA and MRA are in the
process of uploading of license data on a public web
portal. This is not available to the time this report was
finalised and will be made available on the PNG EITI
website.

BO reporting becomes mandatory under the Standard
in 2020. The MSG has completed a BO roadmap and
has begun the implementation phase of addressing
this requirement.

Since the previous PNG EITI report was published the
MSG has defined the following in the context of PNG:
1  Beneficial ownership
1  Politically exposed person(s), in line with the
Anti-Money Laundering and Counter
Terrorist Financing Act 2015
1 A materiality threshold for beneficial

ownership, set at 5%.
Further, a template form has been developed to
capture beneficial ownership information at the time
companies are registered with the Investment
Promotion Authority (IPA).

The IA has again requested this information in the
reporting template, but reporting remained
inconsistent.

DPE for 2018 has reported production data.

28 PNG Validation Report, https://eiti.org/sites/default/files/documents/png_validation_-

validators_final validation_report.pdf accessed 16 November 2019
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Updates for this report

The IRC reporting template has been updated since
the 2016 validation to clarify that total revenue
stream value as requested and the IA have been
working to confirm full unilateral disclosure of all
government extractive revenue streams. Specifically,
we have sought to include revenue streams from
projects that are not yet producing.

AGO, together with the assistance of the PNG EITI
Secretariat, is planning to specifically test receipts
relevant to EITI reporting on Government entities
where audited financial statements are not updated
for the period ended 2018.

Engagement undertaken through the validation
process found there was consensus among
stakeholders consulted that this requirement was not
applicable to PNG under the current fiscal regime.2°
To further increase transparency for the 2018 report,
it was agreed by the MSG to include a sub-national
payments framework to be completed by reporting
entities. This includes cash and in-kind payments to
the sub-national level.

Validation process consultation found that extractives
companies are not required to undertake expenditures
that could be categorised as barter agreements. *°
Treasury has confirmed that transport revenues do
not exist in PNG except for pipeline fees, which are
not material

al.st

29 https://eiti.org/papua-new-guinea#validation, accessed 16 November 2019

30 ibid

31 PNG EITI 2016 Report, http://www.pngeiti.org.pg/wp-content/uploads/2018/04/PNG-EITI-2016.pdf
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Updates for this report

A terms of reference is being drafted by the PNG
Secretariat to perform scoping study on State-Owned
Enterprises and promote transparent disclosure on
their activities.

A scoping study of sub-national payments has been
released in April 2019. From this study the MSG has
agreed to request unilateral disclosure of subnational
payments for the 2018 report.

Engagement with the PNG Auditor General's Office
was undertaken to establish the current status of the
audit of Government and SOE accounts. This
information has been incorporated into the
assessment of data quality in the reconciliation
chapter of this report.

Information relating the distribution of revenues has
been updated in this report and additional information
is also provided relating to the distribution of funds
managed by MRDC.

A scoping study of sub-national payments has been
released in April 2019. From this study the MSG has
agreed to request unilateral disclosure of subnational
payments for the 2018 report.

The IA requested that companies include the name of
any contract that defines social payments so that a
better understanding of what is a mandatory social
expenditure could be included in this report. At the
time this report was finalised, no entities had included
this information in their reporting template.

We requested contextual and financial information
from each SOE subsidiary (including Ok Tedi Power
and Ok Tedi Foundation) and KPH to assist with
addressing this requirement in this report. At the time
this report was finalised, we have not yet received this
information.

* These requirements are only encouraged or recommended and are not currently considered in assessing compliance with
the EITI Standard.
~ During the validation process, the MSG was able to demonstrate that these requirements of the Standard were not

applicable in

PNG.

On 6 April 2017, the National Executive Council (NEC) endorsed the recommendations from the
first PNG EITI validation report. Certain recommendations have already been implemented, and we
expect that this will continue to drive improvements in the completeness and accuracy of data
relating to the extractives sector in PNG.

The NEC directives have the potential to facilitate improvements in the data collection process and
address many of the gaps identified in previous PNG EITI reports. The MSG and PNG EITI Secretariat
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have also started to improve and address these gaps, particularly by encouraging and supporting
greater participation and engagement by SOEs including the Mineral Resources Development
Company (MRDC), Kumul Minerals Holdings Ltd (KMH) and Kumul Petroleum Holdings Ltd (KPHL).32
The Mineral Resources Authority (MRA) is currently consulting with State solicitors on the legality
of making Memorandum of Agreements (MOAS) public. Upon approval, this would further promote
transparency in line with NEC directives and improve PNG’s compliance with the EITI standard.

The 2018 budget incorporated a minor technical amendment to the secrecy provisions pertaining
to the Income Tax Act, allowing the Internal Review Commission (IRC) to directly report data
without a tax waiver letter from each of the reporting entities.

Further directives that relate to implementing systems improvements should flow through to
improvements in EITI reports from 2018 onwards. These include:33

Implementing an electronic registry and revenue system at the Department of Petroleum and
Energy (DPE):

YeZ O wzze 3v0jzy —2} -£ HizEz0%a| v "zi-vwiz Z(zx¥ ¥o-x gz|-€*" vay gz-zo«z h 03z£
=Zggh> o Jtvxz ¥{ 8}z x«7ze2 vz tzy |27 Z| ¥ T 130 ¥ 2@ 1t wz O« 1¥zy W 3zx}amxve
VOO-CRvIXz { ¥£ "XV «ayz” 40 O« ¥ 2 1"¥| 'VE & 8}z ec\ Z'i" cva¥avt hzx"z2v™-v¥ 1}z

hzx "3V ™-v2 —-it xX¥o2-0«z ¥ (-v-0z —3} YeZ ¥a 8}z -£ }(zE£zo2va-¥a ¥ 330 | ¥ zx(34

Amending budget and fiscal reports to continue to collect information on subnational payments:

1}z x«"zod "z ¥ 3a| w @}z cvd¥avt hzx 'z3v -v@ voy 8}z cva-¥ovt Zx¥o¥E£-x voy [-Oxve
X¥LEL£-00-¥a =CZ[X> y¥z0 0¥ Xv |3« 'Z Vit O«wava-¥ovt “z-za«z vay |V £z82 0¥ zvEQ "z8«"zy w
a}z ZMi* havoyv 'yl CZ[X(0 x« "'za? "z ¥ 2a] -0 | "¥-0-¥ozy «ayz" @}z 'odz" | ¥-z oL zodve
gziva¥a0 J«oxa-¥o0 vay [«oy-o|>Vx2 GEENA —}-x} |¥-2 00 cZ[X(0 ¥ 1z va-¥ae( "2-0 1 ¥ 1¥0zy
a}va cZ[X vay 2}z ec\ Z"i" hzx'z3v " ~vd —¥"j ¥ | z3}z" ¥ ~yzed-{ £zx}vo0L£0 2}v2 xva wzez"
vi-|a cZ[X "z ¥ aa| ¥ 8}z ZMi" "28«"zEz%0A o¥2 ¥o -0 “ziva-¥o ¥ OnBava¥avt [V £2783%0 w«@
Y Vit ¥3}z7 v £20%0 {73}z -V ¥«O 624260 ¥{ | ¥z oL Zzoder

Government agencies are directed to submit timely reports to the Auditor-General’s Office
(AGO):

i}z ¥ Evt (337" ¥{ o¥a-{-xva-¥a ¥a 8}-0 y~'zx®-z }v0 wzzo x¥o-z zy & @}z V\dC i¥ yv3z o¥

{¥ Evt 207 ¥00z IO wzzo “zxz--zy ¥ &} z-7 -£ {izEze%v3A¥a ¥ | Z00 vayD¥ 02 'vaz| € i}z V\d
JVO «myz dvjzo vo vx3-z vey-2 V¥ VE ¥ao “ziz-ve? |¥-z oL za? v]zox-zE0 gzxzed @}z V\d
JVO X¥E£Z ¥«@ -0 3}z £7y-v ~yzed{ o] vay ¥«&-a-a| ©0«z0 O« "¥«ay-a| 8}z o¥oB z ¥ o] ¥

V| zax-z0 ¥~ 8}z yz{~x-zax-z0 vay 8}z "z 1 ¥ 30 O«wE£-23zy 2¥ @}z V\A( 1}z hzx"z3v"™~v2 —{i
x¥od-0«z ¥ (-+v-0z —4} 33z V\d “z|v'y-r| 3}z -£ }izE£z0dvA¥0o ¥{ 3}-0 y-zx3-2(36

32 2018 Validation Report, https://eiti.org/sites/default/files/documents/png_validation_-
validators_final_validation_report.pdf accessed 16 November 2019

33 NEC File No.-NEC04-1-21.11.17 http://www.pngeiti.org.pg/wp-content/uploads/2018/04/NEC-File-No.-NEC04-1-

21.11.17.pdf, accessed 13 November 2019

34 PNG EITI Annual Progress Report 2018 https://eiti.org/sites/default/files/documents/annual-progress-report-2018.pdf,

accessed 13 August 2019

35 ibid

36 ibid

PNG EITI
Report 2018 EY 6 10



g entities and

\ . ‘

venue streams

Ny
<>L' L
v | 1Y 4

|
\
|
‘ \"\"‘W

\ = :
g




)
|8
r

g

%‘4 1%}
= o g = 5 2 5
— Y
=] ‘o & g'& T 4 :% =
= S c o R £° — b 2¢ =3
o =} o = = o S o} %) [ =5 cc 4
= oc S5 00 € — =) Tcon © cQ < H ]S 3
o [) S>>0 2> o © =1 c o+ o 2.2 = o (%) =
= '%%‘Q““E < B 25 85§ S &5 53 o E 5
8 522G 5882 & I8t sEg 2 c = El= S E =
= — = C B =
£ %28 E53s %= 5§58 §s5» E = T e g¢ 238 g
c n:gow.Ew B irs =5 voaa = o o x 2 ic & <

2. Reporting entities and revenue streams

This report covers all material revenue streams from the material reporting entities, for the 2018
calendar year. These are defined below:

Material revenue streams

3 Revenue streams that contribute 2% or more of government revenue from the sector

3 Revenue streams that currently contribute less than 2% to government revenue from the
sector, but which are considered by the MSG to be ‘of significant interest’ to the people of PNG
- for example, production levy, development levy or environmental fees.

Material reporting entities

3 All mining and oil and gas companies, including those with interests in operations or interests
in projects in advanced stages of exploration or pre-production, who paid combined
government revenue (as reported by Government entities who received payments) beyond
materiality threshold.

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

3  Government entities who received payments from the companies
3  Trustees of government funds
3  SOEs that have resource companies, or receive or make payments to the resources sector

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

2.1 Determination of materiality for revenue streams

The MSG considered both qualitative and quantitative definitions of materiality to determine which
revenue streams would be deemed material for this report, in alignment with PNG EITI's strategic
objectives.

The quantitative threshold applied was all revenue streams that contribute 2% or more to the total
revenue received by the government from the mining and oil and gas sectors. In 2018, this
threshold was PGK55 million. This is within the range applied in auditing financial accounts and is
broadly consistent with materiality thresholds used for other EITI-compliant countries. According to
this standard, 98% of PNG government revenues attributed to the extractives sector were
considered material.

Some revenue streams that fall below this quantitative threshold have also been reconciled, based
on a qualitative definition of materiality adopted by the MSG, which captures revenue streams that
were:

3  Defined by law

3  Of potential significant interest or benefit to the PNG population

PNG EITI
Report 2018 EY§ 12
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3  Likely to exceed a pre-defined quantitative level of materiality in the future

For 2018, these revenue streams included the environmental permit fee, environmental user fee
and production levy. Individually, these revenue streams fall below the quantitative threshold, but
together they represent more than 2% of revenue from the extractive industries. Therefore, all
payments that could affect the comprehensiveness of the EITI report are included in the scope of
reconciliation.

Where revenue streams are not considered material for reconciliation, these revenue streams are
reported unilaterally by the receiving entity, or in the case of social expenditure, by the companies
making the payments. For the 2018 report, to increase transparency at the provincial level, the IA
and MSG has requested unilateral disclosure of sub-national payments by reporting entities (further
discussed in Chapter 6).

An overview of the revenue streams is illustrated below.

Dividends

Salary and wage tax
9%
Share of sales
66%

Other

34% 4%

8%
l< Royalties

Foreign

. contractor
Corporate income tax withholding

10% tax

2%

Production levy
0% Others Development
0% levy

1%

Figure 11: Relative amount of each revenue stream, 2018

2.2 Resource companies

Resource companies were those with interests in extractive projects that were producing saleable
commodities during the reporting period and projects in advanced stages of exploration or pre-
production. The MSG approved the exclusion of mid-stream and down-stream resource companies.

To identify material resource companies, the IA requested the IRC, MRA, CEPA and DPE to supply
the value of all revenue from extractive industry companies, encompassing those that had
ownership in active mining exploration licences, mining leases, special mining leases, or leases for
mining purposes, petroleum development, pipeline, processing facility or retention licences, as
identified by the MRA and DPE. Upon receipt, this revenue data was used to calculate quantitative

PNG EITI
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threshold for EITI reporting and identify material reporting entities based on consolidated receipts
by receiving entities.

As many companies have multiple subsidiaries active in mining and oil and gas projects, the
threshold is applied to the total value across the parent and all its subsidiaries. When the threshold
is reached for the group, each subsidiary company is then required to report.

The table below shows the resource companies quantitatively assessed whether material or not for
the 2018 report. Each material reporting company is discussed in more detail in Chapters 7 and 8
of this report, which includes company structure, its contribution to extractive industry revenues,
and any changes in ownership during the reporting period.

Table 6: Mining, SOE and oil and gas companies 2018

Project PNG Entity Parent company Consolidated
Receipts (PGK)*

Mining
Mt Crater (HGZ Mine)

Porgera

Frieda River

Kainantu
Lihir (Luise Caldera)

Ramu Nickel
(Kurumbukari)

Hidden Valley Mine

Solwara (Bismarck Sea)
(not producing in 2018)

Wafi-Golpu

Edie Creek
Tolukuma (not producing
in 2018)

Simberi

Woodlark (Kulumadau)
(not producing in 2018)

SOE
Ok Tedi (Mt Fubilan)

Trustee

Anomaly Ltd

Barrick (Niugini) Ltd
Mineral Resources Enga
Ltd

Frieda River Ltd

K92 Mining Ltd

Lihir Gold Ltd

MCC Ramu NiCo Ltd

Morobe Consolidated
Goldfields Ltd

Nautilus Minerals Niugini
Ltd (Solwara)

Newcrest PNG 2 and Wafi
Mining Ltd

Niuminco Edie Creek Ltd

Tolukuma Gold Mine Ltd
Simberi Gold Co. Ltd
Woodlark Mining Ltd

Ok Tedi Mining Ltd
Mineral Resources
Development Co. Ltd

Crater Gold Mining Ltd
Barrick Gold Corporation/Zijin
Mining Group

MRDC

PanAust Ltd, 100% owned by
Guangdong Rising Assets
Management Co. Ltd

K92 Mining Inc
Newcrest Mining Ltd

MCC-JJJ Mining
Harmony Gold Mining Company Ltd

Kumul Mineral Holdings Ltd

Newcrest and Harmony Gold Mining
Company Ltd

Niuminco Group Ltd

Asidokona Mining Resources Pty
Ltd

St Barbara Ltd

Geopacific Resources Ltd/ Kula
Gold Ltd

Ok Tedi Mining Ltd

Oil and gas companies that provided a consolidated template

ExxonMobil PNG LNG and

Oil Project subsidiaries
Oil Projects

PNG LNG and other Oil
Projects

ExxonMobil PNG Ltd
Oil Search Ltd

Kumul Petroleum Holdings

Limited (KPH)

Oil and gas companies by project

Gobe

PNG EITI
Report 2018

Ampolex Highlands Ltd

Cue PNG Oil Co. P/L

Southern Highlands
Petroleum Company Ltd

Merlin Petroleum Co

Oil Search (PNG) Ltd

ExxonMobil Ltd

Kumul Petroleum Holdings Ltd

Japan Papua New Guinea Petroleum
Company,

Nippon Oil Exploration (PNG) Pty
Ltd, Marubeni Corporation

Oil Search Ltd

277,472
207,590,500

2,354,129

2,332,043

13,523,374
237,208,085

59,337,575

52,877,892

378,215

142,418

(o]

]
28,813,707
349,465

529,358,136
2,551,517

678,675,414
146,169,508
579,528,734

2,416,571

(o]
]

1,478,771

Material under
quantitative
definition

z =z zZz Zz Z2

<

Y (Part of ExxonMobil
Group)
N

Y (Part of KPHL
Group)

Y (Part of Oil Search
Group)
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Petroleum Resources Gobe MRDC 65,270 N
Ltd
Gas Resources Gobe Ltd MRDC 0 N
Barracuda Ltd Santos Ltd 197,293 N
Hides Gas to Blectricity goqroh (Tumbudu) Ltd  Oil Search Ltd 37,151,301 ¥ (Parte‘;zsg)seamh
Kutubu Ampolex (PNG Petroleum) ExxonMobil Ltd 17,092,814 Y (Part of ExxonMobil
Inc Group)
Merlin Pacific Oil Co. NL  ExxonMobil Ltd 4,632,816 Y (Part of BxxonMobil
Group)
Japan Papua New Guinea Petroleum
Merlin Petroleum Co Company, Nippon Oil Exploration 0 N
(PNG) Pty Ltd, Marubeni Corporation
Petroleum Resources
Kutubu Ltd MRDC 10,459,638 N
Gas Resources Kutubu Ltd MRDC 1,510,940 N
0il Search (PNG) Ltd 0il Search Ltd 48,792,974 Y (Partof Oil Search
Group)
Project PNG Entity Parent company Consolidated Material under
Receipts (PGK)* quantitative
definition
et Ampolex (Highlands) Inc ExxonMobil Ltd 53,188 Y (Partg:oEux';()onMobll
Ampolex (PNG Petroleum) ExxonMobil Ltd o Y (Part of ExxonMobil
Inc Group)
Esso PNG Moran Ltd ExxonMobil Ltd 13,147,703 Y (Part g:oi"';‘)O”MOb"
Merlin Pacific Oil Co. NL ExxonMobil Ltd 0 W {{PEri o @]
Group)
Eda Oil Ltd Kumul Petroleum Holdings Ltd 9,282,077 v (Pzrrto?:;l)(PHL
Japan Papua New Guinea Petroleum
Merlin Petroleum Co Company, Nippon Oil Exploration 0 N
(PNG) Pty Ltd, Marubeni Corporation
Petroleum Resources
Moran Ltd LR 0 N
Gas Resources Moran Ltd  MRDC 0 N
Gas Resources NW Moran MRDC o N
Ltd
Oil Search (PNG) Ltd Oil Search Ltd aaqag s | G BICl S
Group)
PEOIE NG (312 Total E&P PNG Ltd Total S.A. 31,662,810 N
Antelope)
Pasca A Twinza Oil Twinza Oil 0 N
Gt Ampolex (PNG) Ltd ExxonMobil Ltd 0 W (PEC =Gl Al
G Group)
Esso Highlands Ltd ExxonMobil Ltd 0 W {{PEri o @]
Group)
Esso PNG Juha Ltd ExxonMobil Ltd 13,180,703 Y (Part of ExxonMobil
Group)
ExxonMobil PNG Ltd ExxonMobil Ltd See above W (PE =Gl Al
Group)
Kumul Petroleum (Kroton) Kumul Petroleumn Holdings Ltd See above Y (Part of ExxonMobil
Ltd Group)
Kumul Petroleum (PNG . Y (Part of ExxonMobil
LNG) Ltd Kumul Petroleum Holdings Ltd See above Group)
Nippon Oil exploration (PNG) Pty Ltd,
Nippon PNG LNG LLC JX Nippon Oil & Gas Corporation, 3,242,396 N
Marubeni Corporation
Merlin Petroleum Co Japan Papua New Guinea Petroleum 0 N
Company,
Nippon Oil Exploration (PNG) Pty
Ltd, Marubeni Corporation
Oil Search (LNG) Ltd Oil Search Ltd See above V(LT E O S
Group)
Oil Search (Tumbudu) Ltd  Oil Search Ltd See above V{Pari el st
Group)
PNG EITI
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pe_
Lavana Ltd Santos Ltd 0 N
Santos (Hides) Ltd Santos Ltd 0 N
Gas Resources Gigira Ltd MRDC 3,828,460 N
(LBtads Resources Hides No.4 MRDC 692,017 N
Gas Resources Angore Ltd MRDC 367,581 N
Gas Resources Juha No.1 MRDC 366,433 N
Ltd
S B P ED Repsol Talisman Niugini Pty Ltd 813,129 N
Horizon oil (Papua) Ltd 1,334,768 N
Osaka Gas Niugini Pty Ltd 0 N
Mitsubishi Corporation o N

(Diamond Gas Niugini B.V.)
* excluding share of sales, license and MRA fees and ITC.

The following entities have consolidated receipts below quantitative threshold. However, the IA
considered qualitative factors such as significant production and export quantities including PGK
values and entities with a high public profile:

K92 Mining Limited (Kainantu)
Morobe Consolidated Goldfields Ltd (Hidden Valley)
Simberi Gold Co. Ltd (Simberi)
Total E&P PNG Ltd (Papua LNG Elk-Antelope)
Other joint venture partners of PNG LNG project
1 Santos
9 IX Nippon
1 Mineral Resources Development Co. Ltd

=A =4 =4 A"

We have analysed the coverage of selected reporting entities as follows:

Table 7: Resource company coverage

Companies No. of resource Government receipts Coverage
p companies (PGK) 9

Companies covered under quantitative

0
threshold 2,534,771,937 94.13%
Companles_ covered under qualitative 23 152,513,455 5.66%
consideration
Companies not covered 12 5,627,511 0.21%
Total 57 2,692,912,902 100.00%

Based on the above selection of reporting companies, the 1A is covering 99.6% of the extractive
revenues to be reconciled for the 2018 report.

2.3 State-owned enterprises and trustees

State-owned enterprises (SOEs)3” and trustees play a key role in managing and distributing PNG’s
wealth. Transparent disclosure of their processes for managing and transferring funds to
beneficiaries (landowners, subnational governments, etc.) is therefore critical for a comprehensive
EITI report. Material SOEs and trustees were those with interests in (or responsibility for managing

37 The EITI Standard 2016 s. 2.6a defines an SOE as: ‘a wholly or majority government owned company that is engaged in
extractive activities on behalf of the government’, https://eiti-production-files.s3-eu-west-1.amazonaws.com/s3fs-
public/documents/the_eiti_standard 2016 _-_english.pdf, accessed 11 December 2019
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interests in) extractive projects that were producing saleable commodities during the reporting
period. These are listed below:

Table 8: SOEs and trustees 2018

Reporting entity Revenue stream paid to PNG Government

Kumul Petroleum Holdings | Share of sales from subsidiary companies Dividends paid to PNG Treasury
Ltd (KPH) that are joint venture partners in oil projects  KPH taxes paid to IRC
and PNG LNG Subsidiary company taxes paid to IRC

Return of capital to the State
State support
Kumul Mineral Holdings Ltd ' n/a. Not material for 2018, as no interests in | Salary & wages tax

(KMH) operations that were producing saleable (Group tax)
commodities
Mineral Resources Management fees from trusts managed on MRDC taxes paid to IRC
Development Company Ltd  behalf of subsidiary landholder companies. Subsidiary company taxes paid to IRC
(MRDC) MRDC also report the royalty and dividends

received from subsidiary landholder
companies and on payments to relevant trust

funds.
Ok Tedi Mining Ltd (OTML)  Sales revenue from Ok Tedi mine Dividends paid to PNG Treasury
Taxes paid to IRC
Production levy paid to MRA
Ok Tedi Development n/a. Not material for 2018 data Potential quasi-fiscal payments. Further
Foundation reconciliation, but contextual information was update on this will be available on PNG EITI
requested by the IA) website

State participation in the extractive industries contributes to government revenues through
dividends and tax payments to PNG Treasury and IRC, respectively. Where the SOE is also the
operator of the project (as is the case with Ok Tedi), the SOE pays a production levy to the MRA.
Royalty payments are also distributed to subnational governments and landholders through the
MRDC.

Each SOE, and associated subsidiary companies, is considered material for reporting purposes
regardless of whether the quantitative threshold is met. This is due to the requirement of the EITI
standard to transparently report the management of funds through these entities. Each SOE, its
structure, subsidiaries and its contribution to extractive industry revenues are discussed in more
detail in Chapter 9 of this report.

2.4 Government entities

Government entities are material reporting entities if they received payments from 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, as shown below.

Table 9: Material government entities 2018

Government entity Revenue streams received or recorded

Internal Revenue Commission (IRC) Mining and petroleum tax (corporate income tax), Salary and wages tax
(group tax), Infrastructure tax credits, additional profits tax, foreign
company/contractor withholding tax, management fee withholding tax,
interest withholding tax, training levy, business payments tax, royalty
withholding tax and dividend withholding tax.

Mineral Resources Authority (MRA) Production levy, royalties and tenement fees, rents and security payments.
Requested MOA information
Department of Treasury Dividends from SOEs, values of funds held in Royalty Trust Funds and other

resource related Trusts as listed on Volume 2D of Budget Booklet, and

PNG EITI
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Government entity Revenue streams received or recorded

methodology of calculations of benefit streams for each project and
development levy (records of payments).

Department of Finance Development levies and royalties from oil and gas.

Department of Petroleum and Energy (DPE) | Royalties, development levy, license fees.

Department of National Planning and Infrastructure tax credits.

Monitoring (DNPM)

Conservation and Environment Protection Decommissioning and mine closure bonds, license fees.

Authority (CEPA)

Bank of PNG Receipt of royalties, development levy and petroleum license fee from DPE,
gold and silver export bonds (MRA).

Department of Mineral Policy and Geo- To request information on dividend payments made by Ok Tedi to Western

hazard Management (formerly the Province Peoples Dividend Trust Fund (from Terms of Reference

Department of Mining) document).

PNG Customs Bills of lading of every shipment of minerals, oil and gas so IA can verify

export data.

2.5 Revenue streams

The PNG Government revenue streams relevant to the extractive sector, identified to date, are
shown in Table 10 below. Amounts generated through each of these revenue streams during the
reporting period were 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 to compare. In cases where a revenue stream has been
identified as material, but has not been reconciled, the reasons are stated below the table.

Table 10: Extractive industry revenue streams

< iZ
[} [}
£ AR HE
Revenue stream < § § ] E g Paid to Discussion Report.ed./
c 2 > g | 3 Reconciliation
3] 3 o0Lll=]c¢
2 S Y= o
& il
=
Mining
Mine closure bond O 0.0% 0.0% N N CEPA 10.5.8 n/a
Production levy 28,005,135 0.3% 1.0% Y*® Y MRA 4.13,
10.6.1
Alluvial levies; 4,002,689 0.0% 0.1% N N 10.6.3
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)
Public Investment Program (PIP) 0O 00% 0.0% N N MRA 7.10,
project funds
Petroleum
Decommissioning bonds O 0.0% 0.0% N N CEPA 10.5.8 n/a
Development levy 72,410,451 0.9% 2.6% Y Y Collected by DPE, 4.13, Development levy
recorded by The 10.7.2

Department of Finance,
and paid to relevant local
or provincial government
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Revenue stream

Licence fees

Additional profits tax

Equity distributions /
Share of sales

Import taxes

Goods and services tax

Royalties

Dividends
Environment permit fees

Salary and wage tax (Group tax -
taxes withheld on employees’
salaries)

Mining and petroleum tax
(corporate income tax)

Business payments tax

Dividend withholding tax
Interest withholding tax
Management fee withholding tax
Royalty withholding tax

Foreign contractor withholding
tax

Training Levy

Tax credit scheme (Infrastructure
tax credits)
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Revenue (PGK)

N

,673,054

0

5,311,270,420

Not reported

34,333,822

308,803,450

653,500,000
2,832,762

697,967,195

765,056,770

5,442,567
387,722
10,113,248
4,644,657
1,960,989

172,480,029

60,143,299

Social and

subnational
payments

=
[
s | &
5 3
> o S
138
s o2
= ]
=
0.0% 0.1%
0.0% 0.0%
65.3% 0.0%
0.0% 0.0%
0.4% 1.2%
3.8% 11.2%
8.0% 23.6%
0.0% 0.1%
8.6% 25.2%
9.4% 27.7%
0.1% 0.2%
0.0% 0.0%
0.1% 0.4%
0.1% 0.2%
0.0% 0.1%
2.1% 6.2%
0.0% 0.0%
0.7% 0.0%

Mining

Y39

Reconciled

p=4

<

o
8 ]
o ;.g
° Qs
= m’dh.)
= g2
o " o

Paid to

DPE

IRC

State-owned enterprises

PNG Customs Service

PNG Customs Service
and IRC

0&G: Oil Search pays by
cheque to DPE,
ExxonMobil makes
payments direct to trust
account to be
apportioned to relevant
landowners, local-level
governments and
provincial governments

Mining: Paid directly to
State of PNG, relevant
landowners, local-level
governments and
provincial governments;
also reported to MRA
Treasury

CEPA

IRC

Spending reported to

Reconciliation of
revenue streams

Discussion

10.7.5,
Appendix
©

4.8.4,
10.7.4

10.7.1

4.8.1

4.8.2;
10.5.4

4.13;
10.6.2;
10.7.3

10.5.5
10.5.8

4.5,
10.5.3

4.4,
10.5.1

4.8.5,
10.5.4

4.8.6,

4.8.7,
10.5.4

4.8.8,
10.5.4

4.8.9,
10.5.4
4.6,
10.5.4

4.7,

DNPM; offset reported to 10.5.2

IRC

Findings and
recommendations
Appendices

Reported/
Reconciliation

DPE licence fees

Additional profits
tax

Equity distributions
and share of sales

Other taxes (not
reconciled)

Other taxes (not
reconciled)

Mining royalties oil
and gas royalties

Dividends
Environment permit
fees

Salary and wage tax
(group tax)

Corporate income
tax (mining and
petroleum tax)
Other taxes (not
reconciled)

Other taxes (not
reconciled)

Other taxes (not
reconciled)

Other taxes (not
reconciled)

Other taxes (not
reconciled)
Foreign contractor
withholding tax
Other taxes (not
reconciled)
Infrastructure tax
credits (ITC)

The relative magnitude of each revenue stream is shown in section 2.1 above. This includes the
share of sales, which is received by state-owned enterprises and trustees. Some of this ultimately
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flows to the State via dividends, but some is received on behalf of landowners. Similarly, social
expenditures flow not to the State but direct to a variety of recipients.
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3. Contribution of extractive industries to the economy

3.1 About Papua New Guinea

Papua New Guinea (PNG) is part of Oceania, occupying the eastern half of the island of New Guinea
and numerous offshore islands. PNG’s capital and largest city is Port Moresby.

PNG is known for its diversity, with over 800 indigenous languages and at least as many traditional
societies, within a population of only 8.6 million people.*° It is also one of the most rural societies in
the world, with only 13.2% of people living in urban centres.*!

The nation established independence from Australia in 1975 and has a unicameral National
Parliament, for which elections are held every five years. There has been one significant internal
conflict, the Bougainville crisis of 1988-98, which began because of tensions related to the
Bougainville Copper mine (Panguna Mine).

PNG has now experienced 17 years of economic growth, progressing from ‘low income’ to ‘lower
middle income’ according to World Bank classifications.*? This progress is echoed in the United
Nations’ Human Development Index (HDI), with an HDI of 0.544 in 2018, a steady improvement
from 0.422 in 2000. However, the country is still classified as ‘low human development’, ranking
153 out of 188 countries.*?

Challenges to improving the wellbeing of the PNG population remain, as the country still faces skills
shortages, poor infrastructure, and a weak institutional set-up that hinders development.
Corruption, political uncertainty, access to land, and maintaining law and order are a few of the
major constraints to business investment and growth.** However, the PNG Government has
expressed a strong commitment to meeting the UN Sustainable Development Goals, working
towards improvements in sustainable development and reducing incidents of corruption.45:46

Table 11 below provides an overview of PNG’s performance against a range of economic and social
development indicators.

40 World Bank Data - https://data.worldbank.org/country/papua-new-guinea, accessed 14 August 2019

41 World Data Bank - World Development Indicators http://databank.worldbank.org/data/reports.aspx?source=world-
development-indicators& , accessed 14 August 2019

42 World Bank in Papua New Guinea - Data https://data.worldbank.org/country/papua-new-guinea, accessed 14 August
2019

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

44 World Bank, PNG Economic Update 2019,
http://documents.worldbank.org/curated/en/597161549016416469/pdf/Papua-New-Guinea-Economic-Update-Slower-
Growth-Better-Prospects.pdf, accessed 19 August 2019

45 PNG Department of National Planning and Monitoring, Millennium Development Goals Final Summary Report 2015,
https://www.pg.undp.org/content/papua_new_guinea/en/home/library/millennium-development-goals-final-summary-
report-2015.html, accessed 24 October 2019

46 United Nations Development Programme, More Government agencies join fight against corruption,
http://www.pg.undp.org/content/papua_new_guinea/en/home/presscenter/pressreleases/2018/04/04/more-government-
agencies-join-fight-against-corruption-.html, accessed 24 November 2019
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Table 11: PNG’s World Development Indicators*’

Surface area (sq. km) 462,840 sg.km
< Population, total 7,946,731 8,107,775 8,271,760 8,438,029 8,606,316
o
E Population density (people per sqg. km of land area) 17.5 17.9 18.3 18.6 19.0
§. Population growth (annual %) 2.0 2.0 2.0 2.0 2.0
% Urban population (% of total) 13.0 13.0 13.1 13.1 13.2
Rural population (% of total) 87.0 87.0 87.0 86.90 86.8
Real Gross Domestic Product (real GDP) growth 13.5 9.5 4.1 1.5 0.4
(annual %)™
Gross National Income (GNI) per capita, Atlas 2,970 2,900 2,500 2,500 2,530
method (current US$)
E\ Inflation, GDP deflator (annual %)* 5.5 -3.9 7.6 7.6 8.3
2 Ease of doing business index - - - - 108
USJ (1=most business-friendly regulations)
Unemployment, total (% of total labour force) 2.6 2.6 2.4 2.4 2.4
(modelled ILO estimate)
Labour force, total 2,377,937 2,420,940 2,481,588 2,543,115 2,595,814
Labour force, female (% of total labour force) 48.7 48.8 48.9 48.8 48.7
Fertility rate, total (births per woman) 3.8 3.7 3.7 3.6 -
Improved sanitation facilities (% of population with 18.9 18.9 - - -
access)
Improved sanitation facilities, rural (% of rural 13.3 13.3 - - -
population with access)
< Improved sanitation facilities, urban (% of urban 56.4 56.4 - - -
% population with access)
[}
T Improved water source (% of population with 40 40 - - -
access)
Improved water source, rural (% of rural 32.8 32.8 - - -
population with access)
Mortality rate, under-5 (per 1,000 live births) 59.0 57.1 55.2 53.4 47.8
Life expectancy at birth, total (years) 65.2 65.4 65.5 67.7 64.3
Fixed broadband subscriptions (per 100 people) 0.2 0.2 0.2 0.2 -
Fixed telephone subscriptions (per 100 people) 1.9 1.9 1.9 1.9 -
% Individuals using the Internet (% of population) 7.9 7.9 9.6 11.2 -
§ Mobile cellular subscriptions (per 100 people) 45.0 45.0 46.8 48.7 -
s
@ Access to electricity (% of population) 44.5 44.5 49.4 54.4 -
=
£ Access to electricity, rural (% of rural population) 39.5 39.5 44.9 50.4 -
Access to electricity, urban (% of urban 78.2 78.2 79.3 81.0 -
population)

47 Values in table sourced from World Data Bank except values for ~"GDP and *inflation are sourced from the PNG 2019
National Budget Vol 1, Appx 3, Table 9, p. 174 (Actual data for 2007 to 2014: National Statistical Office. Estimates and

projections: Dept. of Treasury). Life expectancy data from http://hdr.undp.org/sites/default/files/hdr2019.pdf,
accessed 17 December 2019
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3.2 PNG economic overview for 2018

PNG’s Gross Domestic Product (GDP) in recent years is shown in Figure 12 below.
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Figure 12: GDP and rate of real growth 201848

PNG’s economy was projected to grow by 0.3% in 2018 in real terms, which was a reduction on the
2.4% projected in the 2018 budget and the revised projection of 1% in the Mid-Year Economic and
Fiscal Outlook. “° Actual figures were not available at the time of writing. This compares with
nominal GDP growth of nearly 9% forecast for 2018, with the difference between the two measures
of GDP attributable to inflation, currency depreciation against the US dollar, increased commodity
prices, and decreased levels of extractives production.>®

These factors contributed to a 9.4% increase in the nominal GDP generated by the extractive
industries in PNG.5! The combination of high commodity prices and a lower PGK meant that the
extractive industries yielded a higher total value of production despite a reduced level of output.
Real GDP growth in the extractive industries is forecast to be -6.1% in 2018,%2 reflecting lower
forecast output. This reduction in output may not coincide with lower total export values,
government revenues or nominal GDP, as these measures are also affected by financial markets.

The non-extractives sector contributed significantly to GDP growth in 2018, with real non-mineral
GDP growth at 3.1% overall, an increase of 2.9% from 2017. Agriculture, forestry and fishing is the
largest non-extractives sector in PNG in terms of contribution to real GDP, and is forecast to grow
by 3.3% in real terms in 2018.

48 2019 National Budget, Appendix 3, Table 1, p. 166,
http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf, accessed 15 August 2019
4 Ipid, p. 1.

50 |bid, p. 166-170.

51 Ibid, p. 166

52 |pid, p. 166-170.
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3.3 Post-2018 developments and projections

The medium-term economic outlook for PNG remains positive, with the economy forecast to grow
by approximately 4.0% in real terms in 2019, driven largely by non-extractive industries.>® Sectors
including oil and gas extraction, mining and quarrying, construction, electricity, gas and air-
conditioning are also forecast to grow in 2019.

Potential future mining opportunities include the Papua LNG, Pasca A Gas, Stanley Gas, P’nyang
Gas, Yandera mining, Woodlark mining, Wafi-Golpu and Frieda River mining and petroleum
projects.>* These have the potential to stimulate the PNG economy and provide the government
with revenue to enable the delivery of social services and infrastructure. However, sustainable
economic growth is contingent upon broader-based investment that will spread economic activity
and opportunity across PNG.5°

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.5®

The extractive industries dominate exports and are correlated with economic activity in other

sectors such as construction and transport. The relative contribution of the extractive industries to
a selection of economic measures for the 2018 reporting period are shown in Figure 13 below.

89% 30% 29% 10.1%

Exports Nominal GDP Real and Government
Growth nominal GDP revenue

Figure 13: Percentage contribution of the extractives sector to economic measures in 2018

3.5 Contribution to GDP

The contribution of the extractives (or mineral) and non-mineral sectors to GDP in recent years is
shown in Figure 14 and Table 12 below.5”

53 Ibid, p. 166.

54 Ibid, p.12.

55 Institute of National Affairs, PNG’s Economy 2016- past, present and future prospects.
http://www.inapng.com/pdf_files/PB%20-
%20Mining%20and%20Petroleum%20Conference%20%202016%20%20Word%202007.pdf

56 Minutes of MSG meeting #2, 27 March 2015. GDP figures above include quarrying in the extractives as that industry was
not able to be omitted from the analysis using publicly available information.

57 2019 National Budget, p. 166, http://www.treasury.gov.pg/html/national_budget/files/2018/Volume%201.pdf, accessed
24 October 2019

PNG EITI
Report 2018 EY 6 25



8 X O i) = 0 2
£ 2 ks 4 I
5 53 8 £ 5 3, £ BT
g 2 £ = Q5 - & & co R c S @
3] 28 ol Esa c§58 = S0 S0 ] ksl
S s > 2 =2 253 &5¢ S © 5 T Y o E =]
3 i z¢€ @82 &g 2 2 ¢g <=2 £E S
£ gTi 52 82z 828 £ &z S g g8 g
IS X cn s =52 vad = o Hh o x @ ic 2 <
100,000 12.0%
—. 90,000
c
g 80,000 10.0%
p= X
~ 70,900 80% <
g 60,000 3
& 50,000 6.0%
G) (a
= 40,000 C
= o  —
S 30000 40% 5
o o
=
20,000 2.0%
10,000
- 0.0%
2015 Est 2016 Est 2017 Est 2018 Proj 2019 Proj
mmmm Non-mineral GDP (LHS) Mineral GDP (RHS) ==#==Rate of real growth (RHS)

Figure 14: Extractive industries contribution to GDP 2018

The table below attributes the contributions to historic and forecast overall real GDP growth (or
output) to the various economic sectors of the PNG economy.

Table 12: Contributions to growth in real GDP (% points) during 2014-18%8

Contributions to growth In Real Gross Domestic Product (% points)

2014 2015 2016 Est | 2017 Proj | 2018 Proj | 2019 Proj

Agriculture, forestry and fishing 0.6 0.4 0.6 0.3 0.5 0.5
Oil and gas extraction 9.1 10.2 0.5 1.6 -1.9 1.2
Mining and quarrying 0.6 -0.2 1.1 1.2 0.0 0.6
Manufacturing 0 0 0 0 0.1 0.1
Electricity gas & air conditioning 0 0 0 0 0 0
Water supply & waste management 0 (0] (0] (0] (o] (o]
Construction 0 0 0.1 -0.6 0.1 0.3
Wholesale and retail trade 0.1 0.2 0.1 0.1 0.3 0.4
Transport and storage -0.2 (0] 0 (0] 0.1 0.1
Accommodation and food services 0 0 0 0 0.1 0
Information and communication 0.3 0.1 0.1 0 0.1 0.1
Financial and insurance activities -0.8 -0.6 -0.3 -0.1 0.1 0.1
Real estate activities 0.2 0.1 0.1 0 0 0.1
Professional and scientific -0.1 -0.1 0 0 0 0
Administrative and support services 0 0 0 0.1 0.4 0.2
Public administration and defence 0.5 0.2 0.2 0.1 0.2 0.2
Education 0.2 0.1 0.1 0.1 0.1 0.1
Health and social work activities 0.1 0.1 0 0 0.1 0.1
Other service activities -0.1 0 0 0 0 0
TOTAL 12.5% 10.5% 2.0% 3.0% 0.3% 4%
Total Non-Mineral 3.3% 0.7% 0.7% 0.2% 3.1% 3.1%

58 2019 National Budget, Appendix 3, Table 2, p. 167 (Actual National Statistical data up to 2015. Estimates and
projections-Department of Treasury) http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf ,
accessed 14 August 2019
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3.6  Contribution to government revenue

Figures drawn from the 2018 Final Budget Outcome indicate that the mining and petroleum sectors
contributed 10.1% of government revenue (via corporate income tax and dividends) in 2018 as
shown in Table 13 below.

Table 13: Contribution of the mining and oil and gas sectors to government revenue®

2014 2015 2016 2017 2018
(PGK million) | (PGK million) | (PGK million) | (PGK million) | (PGK million)

Total tax and non-tax revenue (excluding

10,975.7 10,183.6 10,485.5 11,525.1 14,085.8
grants)
Mining and petroleum tax (Corporate 864.0 195.4 92.0 113.6 7750
Income Tax)
Mining and petroleum dividends 507.2 456.4 300.5 562.3 653.5
Grants Stabilisation Fund (Sovereign ) ) ) ) 362.57
Wealth Fund (SWF)) '
Contribution of mining and petroleum in 12.49% 6.40% 3.74% 5.86% 10.1%
government revenue
Salary & wages tax (group tax) 426.78 57264 57295 597 53 697.97

contribution by extractive industries*

*As per IRC templates 2014-18
~ 2018 Supplementary budget

The budget commentary suggests that the trend of declining proportional mining and petroleum
revenues in the years to 2016 has been corrected, thanks in part to ongoing reforms under the
Medium Term Revenue Strategy 2018-2022. The revenue increases are due to growth in both
mineral and non-mineral receipts. This result was despite the massive earthquake that struck the
Southern Highlands province in February, causing severe social and economic disruptions that
dampened GDP growth significantly. These effects were mitigated by the increased production
capacity of the PNG LNG Project, improved oil and gas prices and a PGK currency depreciating
against the US dollar. The successes of the 2018 Budget have only been marred by some continued
expenditure overruns related to rising government payroll costs. Instructions have been issued to
tighten spending over the remaining months of 2018 to minimise this, and commitments have been
made to redouble efforts to control expenditure into the new year.%°

The International Monetary Fund (IMF) has concluded that PNG’s taxes on the extractive industries
are low by international standards.®* Some high-profile projects such as Ramu Nickel contribute
little to resource sector revenues, largely due to accelerated depreciation and tax exemptions.
Similarly, Lihir, one of the largest mines, has paid almost zero corporate income tax since 2013,
after deduction of infrastructure tax credits. In 2018, Santos subsidiaries and Morobe Consolidated
Goldfields Ltd also paid no corporate income tax.

59 2019 National Budget, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf accessed

15 August 2019. Note - Under the GFS 2014 methodology, non-payable infrastructure tax credits, revenue on asset sales
and GST transfers to WPA and Trust Accounts are excluded from revenue

80 |bid, p.iii-iv

61 Rohan Fox et. al., 2018 Economic Survey, http://www.devpolicy.org/2018 economic_survey_final_draft_29June.pdf,
accessed 24 October 2019
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Table 14: Comparison of 2018 Budget figures with figures from reconciliation (see Chapter 10)62

2018 reconciliation
figure Variance
(Company reported) Absolute

2018 final budget
outcome

— Variance (%)
(PGK million)

(mining and petroleum 775 766 9) 0%
tax)

Mining and petroleum

dividends (paid to 654 655* 1 0%
Treasury)

Corporate income tax

*includes a K202 million return of capital payment made by KPHL.

We note that the contribution to government revenue for mining and oil and gas sectors as defined
in the 2019 Budget includes corporate income tax (mining and petroleum tax) and dividends paid to
Treasury from SOEs operating in the extractives sector. The company-reported figure for mining
and petroleum dividends (paid to Treasury) includes return of capital to the State amounting to
PGK296.44 million. The IA has not received any comments from IRC and Treasury on the variances
above. The revenue streams included in this report are broader in nature and include additional tax
revenues which are described in more detail in Chapter 2 of this report.

3.7 Contribution to exports

The value of total mineral exports for 2018 was estimated at PGK29,588.5 million, comprising 89%
of total export value. A breakdown of the value of exports by commodity is provided in Figure 15
below.

62 2019 PNG Budget, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf, accessed
15 August 2019
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Figure 15: Mineral exports as a proportion of total exports, 2015-18%3
For detailed export quantities and values reported, see Chapters 7 and 8 of this report.

The dominance of the extractive industries in PNG’s exports, together with the limited range of
commodities being exported, leaves the economy vulnerable to the cyclical nature of commodity
markets. The government has made attempts to manage this, such as the development of the
Sovereign Wealth Fund, discussed further in Chapter 5.

3.8 Contribution to employment

Employment data for PNG is limited. 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, shown over the past four years in
Figure 16, is reported with the base period being March 2002.54

53 |bid, Vol 1, Appx 3, Table 5, p. 170, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf
84 Which has an index of 100.
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Figure 16: Mineral and non-mineral employment 65

The World Bank states that, despite improving growth in the non-extractive sectors in 2018, the
BPNG data indicates that formal sector employment®® continued to decline in 2018, down by over
3% from a year earlier, and that retrenchments were broad-based across non-extractive sectors.®’
The growth of formal sector employment has not kept pace with the labour force growth.
Significant numeracy and literacy gaps are also a contributing factor to the low levels of formal
employment, with the majority of labour market entrants seeking jobs in the informal sector.58

A study from the Institute of National Affairs comments:

(VId}¥« |} £-0-0] voy 8«v" -a| ¥ol |"¥-yz0 -£-2zy y-'zx3 ZE [ ¥ £7034 -0 ['vX3XZ 2 0« ] 1 ¥ 20
v O-|o{-xved vE¥«2 ¥ Z£ | (¥ £702 -0 ¥3}77 0zx3¥ 0 ¥ 2}z zx¥o¥E£ ( [¥ z0vE |tzAy«-a] 3}z
X¥a0¥ «x®¥o [P0z ¥ £-077Vt voy 3y ¥XV WY¥D TZO0¥« XZ | ¥ ZXP0h Z£ | (¥ £702 -0 xtv0C-{-zy -
3}z X¥o0? «x®-¥a 0ZX3¥ " z-z0 ¥« |} 20 | ~EVT j« T 1¥0Z -0 ¥ O« | 1¥ 23}z £-o-n] vay

T V¥V w¥o 0zx3¥ T b¥ z¥-Z'A Eva ¥ 3}z ¥8}77 y¥£ 702X 0zx3¥ 0 | -Ev'™ 027~z 8}z £-0-0]
Ay« ¥ |v-o 0| o-{xve? -ox zv0z0 -8 @' vyz vO v “z0«(? ¥{ va ~ox zv0z ~e vx&--2 -a 8}z £-077ve
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A report from the United Nations Development Program for PNG in 2014 noted that PNG’s total
formal labour market provides livelihoods to less than 12% of the working-age population.”® A much

55 |bid, Vol 1, Appx 3, Table 5, p. 170, http://www.treasury.gov.pg/html/national budget/files/2019/Volume%201.pdf

66 Stable forms of employment with salaries subject to taxation

87 World Bank Group - Papua New Guinea Economic Update, January 2019,
http://documents.worldbank.org/curated/en/597161549016416469/pdf/Papua-New-Guinea-Economic-Update-Slower-
Growth-Better-Prospects.pdf, Accessed 27 August 2019

58 International Labour Organization, Decent Work Country Program, http://www.ilo.org/wcmsp5/groups/public/---asia/---
ro-bangkok/---ilo-suva/documents/publication/wcms_667537.pdf, accessed 19 August 2019

59 Luke T. Jones and Paul A. McGavin, ‘Grappling afresh with labour resource challenges in Papua New Guinea: a framework
for moving forward’, Institute of National Affairs, June 2015.

7° PNG NHDR 2014
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larger informal labour market, centred on semi-subsistence agriculture, forestry and fisheries,
generates livelihoods for most of the remaining working-age population.

Formal employment opportunities in PNG generally emerge from four industrial sectors:

Education

Agriculture, hunting and forestry

Real estate, renting and business services
Construction.

W W WW

Data from The Lowy Institute states that these four sectors account for 52% of all formal
employment.”* Nevertheless, the extractive industries have been important to the growth of formal
employment in PNG. Large mines such as Ok Tedi employ 1,624 staff, and mine development
contracts may require mining companies to employ local staff.”? The PNG LNG project provided a
significant number of jobs during its construction (peaking at 21,200 in 2012). As at December
2018, more than 3,236 workers were engaged in production-related roles in the PNG LNG project,
of which over 2,770, or 86%, were PNG citizens. This is an increase of some 700 workers compared
to 2017, because of contractors appointed to assist with earthquake recovery efforts. 73

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.

3.9 Commentary

The extractive industries make a significant contribution to the economy of PNG through exports,
economic activity, 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 cyclical. Furthermore, the industry can also have social
and environmental costs.

Recent government policies such as the Sovereign Wealth Fund, Vision 2050, and the National
Strategy for Responsible Sustainable Development (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% paul Barker and Jonathan Pryke, 2017, ‘A Bumpy Road: Societal Trends in Papua New Guinea’,
http://interactives.lowyinstitute.org/publications/PNGin2017/png-in-2017-society-a-bumpy-road-societal-trends-in-papua-
new-guinea.html, accessed 15 August 2019

72 2018 Ok Tedi Annual Report, https://oktedi.com/wp-content/uploads/2019/05/0K-Tedi-Annual-Review-2018-Web.pdf,
accessed 15 August 2019

73PNG LNG Environmental and Social Report-Annual 2018, PNG LNG, 2018 https://pnging.com/media/PNG-LNG-
Media/Files/Environment/Environment%20and%20Social%20reports/2018-Annual-ES-Report-FINAL_FULL_300419-(ENG-
WEB).pdff accessed 14 August 2019

74 *\lision 2050’, 2009, PNG Government, https://sustainabledevelopment.un.org/content/documents/1496png.pdf
accessed 27 August 2019
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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 varied geographies,
many of which are remote and inaccessible. To respond to this, the government is decentralised
and multi-layered, including national, provincial and local levels of government. This report focuses
primarily on the national government and associated revenue flows, but recognises that significant
efforts are being made to extend this through to subnational and regional levels to further improve
transparency.

4.1 National governance structures

PNG has a constitutional monarchy and is a member of the Commonwealth of Nations. The Head of
State is Her Majesty Queen Elizabeth Il, 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 system.

In May 2019, James Marape replaced Peter O’Neil as Prime Minister. Hon. Charles Abel also handed
his position as Treasurer to Hon. Sam Basil, who was subsequently replaced by Hon. lan
Lin-Stuckey, CMG, MP.

Members of the National Parliament are elected from 89 single-member electorates and 22
regional electorates. The regional electorates correspond to PNG’s 20 provinces, plus the
Autonomous Region of Bougainville and the National Capital District. Members from regional
electorates also serve as provincial governors. Each province has its own provincial assembly and
administration.”®

4.2  Ownership of subsoil assets

The OECD define subsoil assets as proven reserves of mineral deposits located on or below the
earth’s surface that are economically exploitable given current technology and relative prices.”®
According to the Mining Act 1992 (MA) and the Oil and Gas Act 1998 (OGA), subsoil assets in PNG
belong to the State.

Section 5 of the MA states, ‘All minerals existing on, in or below the surface of any land in Papua
New Guinea, including any minerals contained in any water lying on any land in Papua New Guinea,
are the property of the State.’””

Section 6 of the OGA states, ‘Subject to this Act, but notwithstanding anything contained in any
other law or in any grant, instrument of title or other document, all petroleum and helium at or

75 National Parliament of Papua New Guinea, http://www.parliament.gov.pg/about/parliament, accessed 30 August 2019
76 OECD, Subsoil assets definition, https://stats.oecd.org/glossary/detail.asp?ID=2602, accessed 4/12/19

77 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 24 October 2018
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below the surface of any land is, and shall be deemed at all times to have been, the property of the
State’.”®

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 collection of taxation, including taking
action against parties that choose to avoid or evade tax.”® 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 assists 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 2018 budget introduced a technical amendment to the secrecy provisions under the Income
Tax Act. This allows the IRC to provide direct information without the requirement of a waiver letter
for EITI reporting purposes and provides greater transparency. This amendment was effective as of
1 January 2018 and was utilised to access tax payment data from the resources sector.

PNG Customs was established as 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.

A comprehensive Taxation Review was submitted to the government in October 2015. The report
contains 91 recommendations, seven of which relate to the extractive industries. The
recommendations include reducing levels of State equity participation, extending the additional
profits tax to the mining and petroleum sector, and changing the terms and availability of fiscal
stability agreements. A number of other recommendations not specific to the extractives sector are
also relevant, including the introduction of a capital gains tax regime and a tightening up of tax
concessions. See http://taxreview.gov.pg for further information.

In 2018 many of these recommendations had been implemented, including:8°

3  Resourcing revenue-raising agencies for improved compliance, including the IRC in the 2017
budget

3  Developing policy and principles to guide State equity participation

3 Implementing an updated Additional Profit Tax which applies to all resource projects except
those with a Fiscal Stability clause

3 Removal of the exemption on interest paid to foreign lenders

3  Reducing the generous carry forward loss period in line with the record keeping period

78 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

® ‘“Tax avoidance’ generally refers to aggressive tax planning - for instance transfer pricing or treaty shopping; ‘tax evasion’
refers to fraudulent activity.

80 The 2017 National Budget,
http://www.treasury.gov.pg/html/national_budget/files/2017/2017%20Budget%20Volume%201%20Economic%20and%20D
evelopment%20Policies.pdf, accessed 22 October 2018
http://www.treasury.gov.pg/html/national_budget/files/2018/Volume%201.pdf, accessed 15 August 2019
http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf, accessed 15 August 2019
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3  Strengthening revenue administrating agencies.

4.4  Corporate 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 operations depending on the type of resource being extracted. These are
contained within Division 10 ‘Mining, Petroleum and Designated Gas Projects’ and include:

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

3 Subdivision C: Specific provisions applicable to petroleum

3  Subdivision D: Specific provisions applicable to designated gas projects

3  Subdivision E: Additional profit tax

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.

Corporate income tax is standardised to 30% for all petroleum companies, to align with the
corporate tax rate of mining and non-resource companies.

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
is taxed on a project basis (‘ring fencing’), effectively taxing each project like a separate taxpayer.
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 expenditure and expenditure carried forward from discontinued projects, as seen
below.

Concessions to ring fencing for resource companies include the ability to:®!
3  Pool exploration expenditures and deduct this against project income at year end

3 Include exploration expenditure incurred by an exploration licence into the project if the
licence has been surrendered or cancelled or has expired

3  Allocate residual capital expenditure to other resource project(s) if the taxpayer ceases to
have an interest in a resource project due to the surrender, cancellation or expiry of the
resource development licence

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% in the case of oil and gas companies or 25% in the case of mining companies.
During the production phase, ordinary operating and administrative expenses can be immediately

81 Information provided by the IRC non-financial template 23 October 2018. No update for 2019 was provided.
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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. In 2018, there was an amendment to section 155A (6) and 155N (6) of the ITA to remove
cross-references to the now repealed Section 156E relating to the double deduction for exploration
expenditure for mining companies.

4.5 Salary and wages tax

Salary and wages tax (SWT, also referred to as group tax), are amounts withheld from employee
salaries and paid to the IRC by companies operating in PNG.

4.6 Foreign contractor withholding tax

Foreign contractor withholding tax (FCWT) applies to non-residents performing contracted roles
within PNG. The FCWT rate was amended in 2017 to 15% of gross contract income. This made it a
final tax and removes the option to file an annual tax return. In its ongoing effort to protect its
revenue base, the Government will restrict FCWT as a separate tax regime from the Corporate
Income Tax regime.?

4.7 Tax Credit Scheme

The Tax Credit Scheme (TCS) (previously called infrastructure tax credits) is a public/private
partnership model to promote the development of infrastructure in areas where mining and
petroleum resource projects or agricultural companies are operating.

In 2017, companies could claim expenditure on prescribed infrastructure projects as a credit
against 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 succeeding years of income until
fully utilised. A further 1.25% can be utilised for specified projects. Guidelines and project approvals
for credits are managed by the Department of National Planning and Monitoring (DNPM).

The TCS was halted in 2018 and is under review,® a decision that was welcomed by the PNG EITI
National Secretariat.®* TCS for 2017 and 2018 that were approved prior to the halt are included in
this report.

4.8 Other taxes on resource projects

Additional forms of taxation and concessions that influence the amount of revenue that the State
collects from resource projects are outlined below:

82 2018 PNG Budget http://www.treasury.gov.pg/htmi/national_budget/files/2018/Volume%201.pdf, accessed 14 August
2019

83 Oxford Business Group news article, https://oxfordbusinessgroup.com/analysis/hold-tax-credit-scheme-halted-
government-review accessed 22 October 2019

84 PNG EITI http://www.pngeiti.org.pg/pngeiti-welcomes-halt-on-tax-credit-scheme/ accessed 24 October 2019
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4.8.1 Import taxes

Revenues from import taxes have performed above 2017 levels and against the 2018 budget
projection. The positive trend in revenues from this tax can be attributed to the implementation of
the tariff policy measures and the efforts to improve compliance by Customs through the
establishment of the Container Examination Facility (CEF) and wireless transaction among others.
Import taxes may be applicable to resource companies depending on the tariff classification of the
imported goods. Customs did not report this revenue stream for 2018, and we have not included
this as a material revenue stream. The PNG Government has increased investment in Customs to
improve compliance efforts for taxes on international trade and transactions and it is expected that
increased revenues will result in future years.

4.8.2 Goods and services tax

Goods and services tax (GST) is collected in accordance with the Goods and Services Act 2003. GST
collections at PNG’s ports remain relatively flat, although collections from the provinces have
increased, reflecting improved compliance measures implemented by IRC. Export sales by resource
companies are also zero rated. Domestic sales by a resource company are subject to GST, except
for the domestic supply of crude oil sourced from a field in PNG which is a GST zero rated supply.
Customs did not report this revenue stream for 2018, and we have not included this as a material
revenue stream. We note that from 1 January 2019, supplies to resource companies will no longer
be zero rated.8®

4.8.3 Fiscal stability

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 provide certainty to foreign investors that they will be protected from changes to
fiscal law that apply to their investments, thereby encouraging positive investment decisions in
PNG.8¢

Fiscal stability currently applies to the PNG LNG Gas Project companies, although the 2% premium
to the applicable rate of income tax was waived in this case.8” No other current resource project
has opted for fiscal stability.®8

4.8.4 Additional profits tax

The purpose of additional profits tax (APT) is to continue to provide a progressive tax instrument to
tax economic rents of highly profitable resource projects.

85 PNG 2019 Budget, p. 66. http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf accessed
12 November 2019

In 2019, net GST remitted to CRF is projected to increase slightly, with collections expected to increase on the back of
higher projected economic growth and tax policy measures to remove GST zero rated status for suppliers of resource
companies of which it is expected to generate PGK86.0 million in revenue.

86 Note that the Tax Review included the following recommendation (no. 47) in relation to fiscal stability: ‘Restrict any fiscal
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.

872019 PNG Budget, p. 125, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf accessed
15 December 2019

88 Email from IRC, 4 July 2017
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The application of APT is subject to the terms of an applicable fiscal stability agreement. Without
access to the relevant agreement for the PNG LNG project, the IA is not able to determine how the
APT provisions apply to that project. APT has not been paid to date. The mining and petroleum
industry raised concerns to the Government that the application of the revamped APT to existing
projects is unfair and argued that the Government needs to recognise the existing mining and
petroleum projects for investments made prior to the introduction of revamped APT.

The mandatory income tax returns do not require the tax payer to file details of the net cash flow
which goes into the calculation of the additional profits tax. Oil Search have reported that they first
started paying APT in 2018 in respect of the income year ended 31 December 2017.

4.8.5 Business payments tax

Companies without a ‘Certificate of Compliance’ incur a 10% tax on certain specified business
payments. A credit may be provided by the IRC after a review of the payer’s tax return.

4.8.6 Dividend withholding tax

From January 2017, a standardised dividend withholding tax (DWT) rate of 15% came into effect
across all sectors.®° Prior to this, withholding taxes had been concessional for resource taxpayers,
with the DWT rate being nil for dividends paid out of petroleum or gas income and 10% for dividends
paid by companies carrying on mining operations. Taxation amendments in the PNG 2018 and
2019 Budget have confirmed that dividends paid from PNG LNG-sourced profits are exempt from
dividend withholding tax, in accordance with the PNG LNG Gas Agreement. *°

4.8.7 Interest withholding tax

Interest payments generally attract a withholding tax of 15%. Certain entities and assets are
exempted, including interest earned on long-term bonds, BPNG-authorised foreign currency
deposits, and the participants and lenders to the PNG LNG project.®!

4.8.8 Management fee withholding tax

This tax applies to the management fees of non-residents performing management services outside
of PNG. The tax rate is dependent on whether the country in which they are a resident has a Double
Tax Agreement with PNG. If there is no applicable Double Tax Agreement the gross management
fee is subject to 17% withholding tax.%?

4.8.9 Royalty withholding tax

Royalties paid to non-residents (for the provision of technical know-how, trademarks, patents,
design or model or copyrights etc.) are subject to a 10% tax, or 30% if paid to an associate.
However, if the person is a resident of a country with which PNG has a Double Tax Agreement, then
this is generally reduced to 10%.%3

89 ibid

90 2019 PNG Budget, p. 124, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf accessed
15 December 2019

%1 |RC, http://irc.gov.pg/tax-information accessed 23 October 2019

92 |RC, http://irc.gov.pg/tax-information accessed 23 October 2019

98 |RC,* http://irc.gov.pg/tax-information/withholding-taxes/, access 3 November 2019
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4.9 Regulation of the mining industry

The principal laws that regulate mining activities in PNG are:

3 Mining Act 1992 (MA), which sets out how mining projects should be administered and
regulated.

3 Mining (Safety) Act 1977, which stipulates safety requirements on mine sites, provides for
investigations and inquiries into mine accidents and establishes a regime for certification of
prescribed mining roles.

3 Mining (Ok Tedi Agreement) Acts, which govern the operation and development of mineral
deposits in relation to the Ok Tedi mine.

3 Mining (Bougainville Copper Agreement) Act 1967, which governs the Panguna mine on
Bougainville. Note that although separate mining legislation for the Autonomous Region of
Bougainville - the Bougainville Mining Act 2015 - was passed by the Autonomous Bougainville
Government in 2015,%* the relationship between these respective pieces of legislation is
unclear as the former has not been repealed, nor have the references to it in the MA been
amended.

Oversight, administration and enforcement of these acts and associated agreements, as well as any
other legislation related to mining, is the responsibility of the Mineral Resources Authority (MRA).
The Mineral Resources Authority is established under the Mineral Resources Authority (MRA) Act
2005. During 2018, the MRA Act 2005 was repealed and replaced with the Mineral Resources
Authority Act 2018 made by the National Parliament on 14 February 2018, by an absolute majority
in accordance with the Constitution.

Advising the minister on mining, management, exploitation and development of PNG’s

I mineral resources matters.

Receiving, assessing, registering, recording and managing applications and dealings in
' mineral tenements in Papua New Guinea and providing technical expert advice and
. information to the Ministry Advisory Council, the Minister and the State.

Overseeing the administration and enforcement of the Act as stated in function 5.

To negotiate mining development contracts under the Mining Act 1992, as an agent
. of the State.

: Acting as agent for the State in relation to any international agreement relating to
| mining or to the management, exploitation or development of Papua New Guinea’s
' mineral resources.

Coordinating and monitoring the implementation of the State’s undertakings and

i obligations under agreements, and such other legal, contractual, commercial or social
. obligations in accordance with government policies on mining and the applicable laws
: that are necessary for the management of the mining sector.

%4 http://www.abg.gov.pg/uploads/acts/Act_2015-3-Bougainville_Mining.compressed.pdf accessed 26 October 2018
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Although the MRA issues all tenements in relation to mining, once the application assessment
process has been completed, the application is forwarded to the Mining Advisory Council (MAC).
The 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 licences). The MAC reviews
assessment and application and makes a recommendation to the Minister for Mining on the
suitability of the tenement application.

The Minister for Mining is responsible for approving all mining and exploration tenements except
Special Mining Leases, which are approved by the Governor-General of PNG, on advice from the
National Executive Council and the recommendation of the MAC.

The MA has been under review since 2009.%° In 2016, the Prime Minister confirmed that a draft
revised MA had been completed but that this would not be passed into legislation until after the
2017 National Election, to allow adequate consultation.®® In mid-2017, the new Minister for Mining
stated that a revised MA would be passed in 2017; however, this did not occur and at the time of
reporting the MA has yet to be amended. The revised MA is anticipated to include:

Updated regulations for offshore mining
Mine closure and rehabilitation

Resettlement

Standards for employing mine workers including changes to fly-in fly-out worker regulations

3

3

3

3  Geothermal resources
3

3 A compulsory right for State acquisition of mining projects after 24 years
3

Increased royalties.®”

In 2019, representatives of the PNG Chamber of Mines have once again expressed concerns about
the revision of the Mining Act. The Chamber has urged Government to seriously consider the
implications of the revised Act and consult with industry representatives. Key concerns remain
around increased tenure risk for mining companies, inadequate transitional arrangements to
protect existing operations and increased costs to businesses which may impact investor interest.%
Despite these concerns, the Chamber and industry still support the underlying motion of updating
the Act and hope that these key issues are addressed prior to the implementation of the Act.®®

The Mining (Safety) Act 1977 is also under review, and there are plans to develop an alluvial mining
policy. Upon the introduction of Mineral Resources Authority (MRA) Act 2018, Chamber of Mines is
currently working in collaboration with MRA and DMPGM to revise the Mining Safety Act.1%°

%5 Information provided by MRA 27 November 2017

6 peter O’Neill Prime Minister Speech 2016, http://www.pm.gov.pg/speech-by-hon-peter-oneill-cmg-mp-prime-minister-of-
papua-new-guinea-at-the-14th-papua-new-guinea-mining-and-petroleum-investment-conference-5-december-2016-sydney-
australia/

97 https://www.smh.com.au/business/companies/australian-miners-in-firing-line-of-png-law-shake-up-20180716-
p4zrpc.html accessed 8 November 2019

% PNG Chamber of Mines, http://www.pngchamberminpet.com.pg/index.php/media-centre/news-release-view/chamber-
calls-on-government-to-seriously-consider-impacts-of-proposed-changes-to-the-mining-act-1992, accessed 8 November
2019

%9 |bid

100 pNG Industry News article, http://www.pngindustrynews.net/pngindustrynews/news/1144858/png-develop-alluvial-
mining-policy, accessed 26 October 2019; https://ramumine.wordpress.com/tag/mining-act/, accessed 16 August 2019
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Matters relating to the environment within mining and exploration tenements are governed by the
Environment Act 2000 with amendments stated in the Environment (Amendment) Act.0*

An export licence is required to export gold. The relevant requirements can be found on the Bank of
PNG website.102

4.10 Regulation of the petroleum industry

The petroleum industry in PNG is governed by the Oil and Gas Act 1998 (OGA) with amendments
stated in the Oil and Gas (Amendment) Act 2016 and the Oil and Gas Regulation 2002 under the
administration and management of the Department of Petroleum (DPE), headed by the Minister for
Petroleum and Energy. The OGA specifies regulatory requirements for oil and gas development
activities such as:1°3

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 infrastructure 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 performs a number of functions under the OGA including:

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.

4.11 Regulation of unconventional hydrocarbons

Unconventional hydrocarbons are defined as any naturally occurring mixture of one or more
hydrocarbons (whether in 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.%* In the OGA, the definition of ‘petroleum’ excludes these
unconventional hydrocarbons as it ‘does not include coal, shale, or any substance that may be
extracted from coal, shale or other rock’ (p. 7).

Legislation specifically for these hydrocarbons, The Unconventional Hydrocarbons Act 2015 (UHA),
was passed in November 2015 to act alongside the OGA. The twofold purpose of the UHA is to
‘govern the exploration for and production of unconventional hydrocarbons in Papua New Guinea,

101 Environment (Amendment) Act 2014, http://www.parliament.gov.pg/uploads/acts/14A 10.pdf, accessed 19 August
2019

102 https://www.bankpng.gov.pg/wp-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, accessed 20 December 2018

103 0jl and Gas (Amendment) Act 2016, http://www.parliament.gov.pg/uploads/acts/16A 25.pdf, accessed 19 August 2019
33 https://www.bankpng.gov.pg/wp-content/uploads/2014/08/goldlicenserequirements-Final-and-Appproved-8-a-
23112015.pdf; https://www.bankpng.gov.pg/wp-content/uploads/2014/08/goldlicenserequi
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including the offshore area’ and ‘the grant to traditional landowners and Provincial Governments
and Local-level Governments of benefits arising from projects for the production of unconventional
hydrocarbons.” Terms and definitions of the UHA are consistent with OGA, including licence areas,
fees, royalties, development levies, rights of landowners and State participation.

4.12 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
negotiated to modify the general operation of PNG’s revenue laws with specific application to that
project (e.g. to grant concessions such as exempting a designated gas project from APT). Since
contracts are not disclosed (see 4.16 below), the extent to which tax rates are negotiable is
unclear, and the tax profile of specific projects is opaque. Section 17 of the MA outlines the State’s
power to enter into agreements, which must not be 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 6).

4.13 Royalties, development levy and production levy

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.

In the 2018 budget, the Government amended the ITA such that royalties and the development levy
are treated as deductions from taxable income rather than the excess over 2% of wellhead value
being deemed to be tax paid. This will now be consistent with the mining sector and is predicted to
have a positive effect on revenue.1%® Previously, where a petroleum or designated gas project was
liable for both royalty and development levy, and the total amount of royalty and development levy
exceeded 2% of the wellhead value of petroleum or gas sales for that year, the excess was deemed
to be income tax paid for that year.

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
provincial government (see more detail in Chapter 5).

The production levy applicable to mining projects is calculated at 0.25% (or up to 0.5% at the Mining
Minister’s discretion) of assessable income (primarily, but not exclusively Free on Board (FOB)
production sales) and is used to fund the activities of the MRA. The new MRA Act 2018, certified in
July 2018, increased the production levy to 0.5%.1¢

1052018 PNG National Budget, http://www.treasury.gov.pg/html/national_budget/files/2018/Volume%201.pdf , accessed 8
November 2019

106 MRA Act 2018, s. 28, http://www.paclii.org/cgi-
bin/sinodisp/pg/legis/num_act/mraa2018328/mraa2018328.html?stem=&synonyms=&query=mineral%20resources,
accessed 11 December 2019
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4.14 State’s equity participation right

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, and up to 30% of a mining project,
at par value, or ‘sunk cost’. This means the State can acquire a share in a project by paying its share
of the project’s historic cost (including exploration cost), and an ongoing share of future costs.

In return, the State can receive a share of the project 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 the development
phase, the resource development agreement may allow for the government to forego their shares
of resource income (dividends) to meet the State’s accumulated liability.

Based on the findings of the Tax Review Committee, the Government will develop a framework to
guide State investment decisions in relation to equity acquisition in mining, oil and the gas projects,
which should make the equity participation decision more transparent and promote good
governance. A policy draft has been prepared for further consultation with external stakeholders.
The policy was expected to be finalised in 2018, but was not yet completed at the time of writing
this report.

4.15 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
landowners’ share in petroleum projects is prescribed in section 167 of the OGA.1%8 For mining
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.10®

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

4.16 Government policy on disclosure of contracts

The details of contracts and licences are protected by confidentiality provisions in Section 163 of
the MA, Section 52 of the MRA Act and Section 159 of the OGA. Contracts are held and maintained
by the Solicitor General’s office. Without legislative amendment, agreements could only be made
public with the approval of both the company and the DPE or MRA (as appropriate). To date, no
contracts have been made publicly available. Broader benefit-sharing agreements related to mining
and oil and gas projects are also not currently publicly disclosed.

This is an issue which civil society organisations seek to change in the interests of greater
transparency. The MRA has shown support for an amendment to the ITA to promote greater public

107 Note that ‘dividend’ here has a different meaning from shareholder dividends. State entities, like other consortium
partners, are paid their share of profits based on equity interests, in line with related agreements.

108 0jl and Gas Act 1998, Section 167 p. 122, http://www.paclii.org/cgi-
bin/sinodisp/pg/legis/num_act/oagal199894/index.html?stem=&synonyms=&query=oil%20and%20gas, accessed

4 September 2019

109 The Papua New Guinea Mining Policy, p. 10, accessed 4 September 2019

110 0jl and Gas Act 1998, Section 176 p. 128, http://www.paclii.org/cgi-
bin/sinodisp/pg/legis/num_act/oagal199894/index.html?stem=&synonyms=&query=oil%20and%20gas, accessed

4 September 2019
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disclosure of tax information. The MRA is also seeking legal advice on making all mining project
Memorandums of Agreement (MOASs) publicly available.''* The reporting templates for this report
sent to each of the reporting entities requested the name of any contract or agreements with the
government that included mandatory social payments. No reporting entities who submitted data
request templates supplied this information.

The principle of freedom of information is enshrined in the constitution, under the ‘Goals and
Directive’ principles, under ‘Basic Rights (d) freedom of conscience, of expression, of information
and of assembly and association’ and, specifically under Sections 51 and 52 on enforceability of
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, provides for
constitutional limitations as the mining legislation is intended to give effect to the national interest.

Work commenced in October 2018 through the JICA Technical Cooperation Program to improve
resource-related revenue management in PNG. This will support DPE to address public disclosure of
oil and gas licences. Efforts made by the MSG in 2017 supported the start of this program, which is
expected to continue for the next two years.

Insight on stakeholder views of public contract disclosure

The importance of public disclosure of extractives contracts has been recognised by PNG government
representatives, and the lack of this disclosure has been highlighted as an issue for government entities such
as PNG Customs. Currently, provisions in the MA and OGA prevent the disclosure of these contracts, and civil
society representatives note that this will likely not change without a freedom of information act.

Due to an absence of confidentiality clauses and bespoke fiscal terms within mining contracts, several mining
companies were not opposed to the public disclosure of contracts. However, due to the commercially
sensitive information within oil and gas contracts it is unlikely that oil and gas companies will support this
without specific provisions protecting this information.

Stakeholder Views, PNG Validation Report 2018

4.17 Disclosure of beneficial ownership

A beneficial owner in respect of a company means the natural person or persons who directly or
indirectly ultimately own or control the corporate entity.**?

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 or invest 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. In compliance with this requirement, the MSG
commissioned a Scoping Study on Beneficial Ownership, completed in November 2016, and a
Beneficial Ownership Roadmap, published in March 2017. The roadmap includes a costing and work
plan from April 2017 to December 2019,'*2 but it is expected that the document will evolve over
time.

111 http://www.pngeiti.org.pg/wp-content/uploads/2018/04/NEC-File-No.-NEC04-1-21.11.17.pdf accessed

23 October 2018

112 The EITI Standard, 2016 - Requirement 2.5 Beneficial Ownership

113 pPNG EITI, KPMG, Papua New Guinea Roadmap for Beneficial Ownership Disclosure March 2018,
http://www.pngeiti.org.pg/wp-content/uploads/2018/04/PNGEITI-Beneficial-Ownership-RoadMap-1.pdf, accessed
19 August 2019
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In July 2017, the MSG approved a Roadmap Implementation Manager (RIM) to implement the
activities of the Beneficial Ownership Roadmap (BOR) in preparations for BO reporting from year
2020 onwards. The RIM phase out the implementation into three phases.

Phase one started from July 2017 and ended in July 2018, which was more on planning and
meetings with relevant BO stakeholders and the MSG; desktop reviews and research on specific
laws related to BO Disclosures; and defining BO and PEPs in PNG context. Progress work also began
on the BO thresholds that was presented and considered by the MSG. Per PNG Secretariat, the
research was widened to include international best practice.

Second phase of the assignment began in July 2018 and ended in July 2019. In this phase,
discussions on the EITI International Secretariat BO model template and BO roadshows were held.
The RIM in consultation with the PNG Investment Promotion Authority (IPA), the government arm
that regulates and administers business registration in the country for all sectors (extractive and
non-extractive business operations), proposed amendments to the current company registration
form. The proposed form was agreed and approved by the PNG MSG and was used to pilot the BO
disclosure reporting. This proposed company registration form is not legal and not accepted at IPA
but it is a work progress at the IPA pending legal amendments on the IPA acts. The PNG EITI MSG
are working closely with IPA to include in their legislation amendments currently underway. The
pilot disclosure is available on the PNG EITI website and can be excess directly on this link:
http://www.pngeiti.org.pg/document-portal/beneficial-ownership/

4.18 Relevant legislation

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

Table 15: Relevant legislation with hyperlinks

Legislation

Environment Act 2000

Environment (Amendment) Act 2014
Goods and Services Act 2003

Income Tax Act 1959

Mineral Resources Authority Act 2005
Mineral Resources Authority Act 2018
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
Bougainville Mining Act 2015
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5. Management and distribution of revenues

This chapter outlines how the government distributes revenues from the extractive industries. It
describes the government’s budget process and governance structures, where revenues from the
extractive industries are recorded and how they are audited.

Budgeting for government revenues from the extractive sector is complex due to the revenue being
subject to fluctuations in quantities produced, global commodity prices and exchange rates. Earlier
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.114

The 2018 EITI validation report noted inadequate progress in revenue allocation, and in several
aspects of revenue collection.''> This was due to both information gaps and concerns around the
accuracy of the data provided (see further detail in Chapter 10).''® This report seeks to address
those gaps.

5.1 Budget process

The national budget process is led by the Department of Treasury, and guided by a number of
documents, processes and governance structures, outlined below in Figure 17.17

@ Papua New Guinea Fiscal Responsibility Act Non-financial
= | 2006 Instructions
S
Z Public Finances (Management) Act 1995 Combined Budget
-% (amended 2016) Operation Rules
%)
4| Organic Law on the Sovereign Wealth Fund Budget Management
= 2012 Framework
Vision 2050 Buglg_;et process and
Medium Term Fiscal publications

Development Strategic Plan Strategy

2010-2030
Development Plan Il 2018-2022

Medium Term
Debt Strategy

(%]
=
&
(o8
S
[=2)
3
©
=
=)
n

Alotau Accord

Strategy for Responsible Sustainable
Development

Figure 17: PNG national budget process

114 2013 and 2014 PNG EITI Reports http://www.pngeiti.org.pg/pngeiti-reports/
115 PNG EITI 2018 Validation, https://eiti.org/sites/default/files/documents/png_validation -

validators_final validation_report.pdf, accessed 2 December 2019
116 Board decision on the Validation of Papua New Guinea, https://eiti.org/scorecard-
pdf?filter%5Bcountry%5D=46&filter%5Byear%5D=2018, accessed 24 October 2019
117 PNG Budget Manual,
http://www.treasury.gov.pg/html/national_budget/files/2008/budget_documents/Budget%20Manual.pdf, accessed
19 August 2019
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Recent years have seen significant moves to improve the efficiency and effectiveness of the
budgeting processes. For example, the ‘two-stage budget process’ requires additional
rationalisation of high-cost public proposals by a newly established interdepartmental
committee.''® The Government has committed to introducing additional reforms to further improve
the integrity of the budget process and reporting.

Rules-based constraints have been introduced in recent years to help direct the budget process
towards achieving sound fiscal policy. This is reflected in volume two of the Medium Term Fiscal
Strategy (MTFS) 2018-2022, the Medium Term Debt Strategy 2018-2022 and the Medium Term
Revenue Strategy 2018-2022,° the Papua New Guinea Fiscal Responsibility Act 2006 (amended
in 2017), the Public Finance (Management) Act 1995 (amended in 2016)*2° and the establishment
of the Sovereign Wealth Fund (SWF).

The Medium Term Fiscal Strategy aims to drive sustainable economic growth through strategic
investment in key programs and projects. This was underpinned by the 2018 Budget,*?! and the
2019 Budget builds on this to continue to broaden the revenue base; improve efficiencies in the
cost of service delivery, particularly in the salaries and wages bill; contain utility costs; enhance the
quality of expenditure, particularly related to capital spending; as well as restructuring the domestic
debt portfolio and maturity profile. The Fiscal Responsibility Act 2017 legislates a debt-to-GDP
ceiling range of 30 to 35%, with a 30% ratio to be attained by 2022.122

PNG places emphasis on development planning, as reflected in the Vision 2050 report, PNG
Development Strategic Plan 2010-2030 and the Medium Term Development Plan 2018-2022,
available on the Department of National Planning and Monitoring website.*?3 Another influence on
spending priorities has been the Alotau Accord platform for action, agreed by the coalition
government following the 2012 elections.

118 2019 National Budget http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf, accessed

19 August 2019

119 2019 Budget Strategy Paper,
http://www.treasury.gov.pg/html/national_budget/files/2013/budget_documents/Related%20Budget%20Documents/2019
%20BSP%20Master%20FINAL.pdf, accessed 19 August 2019

120 pyplic Finances (Management) Act 1995 Amendment 2016, http://www.parliament.gov.pg/uploads/acts/16A 05.pdf
accessed 27 November 2019

121 Medium Term Development Plan |1l 2018-2022,

http://www.planning.gov.pg/images/dnpm/pdf/latest pub/MTDP%20111%20Book%202_Final%20Proof(Web) compressed.pdf
, accessed 24 October 2019

122 papua New Guinea Fiscal Responsibility Act 2017, http://www.parliament.gov.pg/uploads/acts/17A-15.pdf, accessed

24 October 2019

123 Medium Term Development Plan |1l 2018-2022,
http://www.planning.gov.pg/images/dnpm/pdf/latest_pub/MTDP%20I11%20Book%202_Final%20Proof(Web)_compressed.pdf
, accessed 24 October 2019
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5.2 Budget governance structures

Several committees help steer the budget process and fiscal decision-making, as illustrated in
Figure 18 below:

o | Budget Strategic Deputy secretaries of the central To work with agencies to review their
T Committee™?* agencies?® budget submissions
o
>
§ Central Agencies Chaired by the Chief Secretary to the To coordinate policy and development
@ Coordinating Committee™?®  government?’ planning in PNG

Ministerial Economic Chaired by the Treasurer and comprises | To drive budget strategy setting and
= Committee (also referred to | ministers of Finance and National advise the National Executive Council on
S | as the Senior Ministerial Planning as well as the Prime Minister and ' the budget
‘S Budget Committee) 128 National Executive Council (NEC)
a

NEC Key government decision making body To approve the final budget

Figure 18: Budget governance structure

The budget process commences around January of each year, with a consultation period where
agencies provide information regarding their cash flow needs for the following year. Treasury
concurrently undertakes economic forecasts to determine the level of funds available for the
upcoming year. This helps determine budget ceilings, which are then communicated to relevant
agencies via the budget circular, and inform their budget submissions.*?® The capital ceiling is
based on ongoing projects and the available funds. Agencies are required to make a single budget
submission (including both capital and operational costs) to request access to these funds.

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 against targets set out in the
budget, along with economic forecasts for the following six months. This is followed in August by
the Budget Strategy Paper,'3° which sets out high-level fiscal parameters and broad policy strategy
for the coming budget, and provides greater transparency and accountability for Government
spending. The 2018 Budget Strategy Paper was released in November 2017 and marked the
beginning of a new government following the 2017 National General Elections (now superseded by
the 2019 elections).

124 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%20and%20D
evelopment%20Policies.pdf

125The 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

126 Information received from Treasury 4 December 2017

127 The structure for public sector reform, http://press-files.anu downloads/press/p78541.edu.au/ /mobile/ch03s03.html,
available 24 October 2019

128 Information received from Treasury 4 December 2017

129 pPNG Budget Manual,
http://www.treasury.gov.pg/html/national_budget/files/2008/budget_documents/Budget%20Manual.pdf, accessed

19 August 2019

130 2018 Budget Strategy Paper
http://www.treasury.gov.pg/html/national_budget/files/2013/budget_documents/Related%20Budget%20Documents/2018
%20BUDGET%20STRATEGY %20PAPER%20-%20FINAL.pdf accessed 28 October 2019
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During late August and September each year, 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 activities 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 National Executive Council (NEC) for endorsement. In
early November, the budget is presented to Parliament and approved before the start of the coming
fiscal year.

Following approval, comprehensive budget documents are published, including 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.3!

* Policy submissions from public
March

*Budget circular

May/ . supmissions from agencies
June

* Mid-year Economic and Fiscal Outlook
July

*Budget Strategy Paper

Oct *Budget Screening Committee meets with agencies

. *Budget approval by NEC and presented to Parliament
ov

" « Final budget outcome report released
ar

Figure 19: Timeline of key steps in PNG budget process in 2018132

131 PNG 2018 Final Budget Outcome,
https://www.treasury.gov.pg/html/national_budget/files/2013/budget_documents/Related%20Budget%20Documents/201
8%20Final%20Budget%200utcome.pdf accessed 28 October 2019

132 MYEFO released,

http://www.treasury.gov.pg/html/national_budget/files/2012/budget_html/related_budget documents.htm, accessed

28 October 2019.
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5.3 Recent reforms to the budget process

Major areas of focus for recent reforms to the budget process have been: 133
3 Hard budget ceilings for government employment levels and off-line payments
3  Measures to control government utility and rental payments

3  Establishment of a high-level task force (Treasury, IRC, Customs and Finance) focused on
improving compliance and the pass-through of departure tax and import excise collections

3 Instructions to accelerate the establishment of the Large Taxpayer Office in the IRC

3 Instructions to implement fully the 2018 Budget changes to the policy on export duty on old-
growth logs

3 Instructions to the Treasury and Finance Departments to conduct, as a priority, discussions
with state entities to re-examine dividend inflows, particularly relating to LNG dividends to
Government

3 Instructions to the Treasury Department to find additional savings in goods and services
expenditure across all non-essential priority areas and in non-essential capital works programs
that are funded by the Government.

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 communication between agencies.'3*

On 5 December 2017, the PNG National Parliament passed the Public Money Management
Regularisation Act.*3% This act aims to standardise how public money is managed by public and
statutory bodies in PNG. It specifically targets public and statutory bodies that are raising and
retaining public funds directly, rather than through the Consolidated Revenue Fund. By 1 January
2020, PNG public and statutory bodies shall only receive public money by appropriations made by,
or under the National Budget. Note that this act does not apply to Kumul Petroleum Holdings Ltd or
Kumul Minerals Holdings Ltd.

5.4 PNG Sovereign Wealth Fund

The PNG Sovereign Wealth Fund (SWF) is intended to be an important mechanism for managing
external shocks to the economy, to support the budget to fund priority areas such as education,
health and infrastructure, and to invest for the benefit of future generations. The Organic Law on
the Sovereign Wealth Fund was passed by the Parliament in July 2015.13¢ The SWF comprises two
funds managed under the same governance framework: the Stabilisation Fund and the Savings
Fund.

133 2019 Budget Strategy Paper
http://www.treasury.gov.pg/html/national_budget/files/2013/budget_documents/Related%20Budget%20Documents/2019
%20BSP%20Master%20FINAL.pdf, accessed 19 August 2019

134 http://www.treasury.gov.pg/htmli/national_budget/files/2016/Volumel-Econ&DevPolicies.pdf, p. 66 accessed

28 October 2019.

135 public Money Management Regularization Act 2017, http://allepng.com/pmmra/ accessed 28 October 2019.
13650vereign Wealth Fund, http://www.treasury.gov.pg/html/public_debt/swf.htm accessed 28 October 2019.
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Once operationalised, each fund will receive a proportion of mining and petroleum dividends paid by
state-owned enterprises. Based on current estimates by Treasury, 50% of mining and petroleum tax
revenues will be channelled to the SWF Stabilisation Fund, while the other 50% will flow directly to
the CRF to finance government operations. Until the SWF is operationalised, all mineral and
petroleum dividends are directed to the National budget.**” The Savings Fund will also receive some
of the proceeds of state-owned assets that the government agrees to sell. When revenue flows are
large, the excess will be deposited into the Savings Fund.38

The SWF was originally slated to come into operation in 2016.'*° However, at the time of writing,
the Government is yet to appoint the inaugural board, and the 2019 National Budget projects zero
balances for both funds through to 2023.140

5.5 How extractive industry revenues are recorded

Table 16 below outlines where revenues and payments from the extractive sector are recorded,
and which of these can be accessed online.

Table 16: Public records of extractive industry revenues

Revenue stream Where recorded Available online?

Mining

Mine closure bond Financial reports of Conservation and Environment Protection  No
Agency (CEPA)

Production levy Financial reports of the MRA No

Alluvial levies; Accounts/Financial reports of MRA No

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)

Royalties Paid by the project developer directly to the recipients, which Yes
are defined in each project MOA. Receipts of payments are
furnished to the MRA.
Estimates of mining royalties and dividends paid to the
provinces are recorded in the 2019 PNG Budget by the NEFC
based on actuals from 2017.

141

PIP project funds National Budget Volume 3 Yes!4?

Petroleum

Decommissioning bonds Financial reports of Conservation and Environment Protection  No
Agency (CEPA)

Development levy Paid to DPE Trust Account, and financial reports are furnished  No

to the Trust Fund Management Division of the Department of

137 ibid

138 http://www.treasury.gov.pg/html/public_debt/swf.htm accessed 12 November 2018

13950vereign Wealth Fund, http://www.treasury.gov.pg/html/public_debt/swf.htm accessed 28 October 2019.

140 PNG 2019 Budget, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf , p. 150; pp. 182-3,
accessed 8 November 2019.

141 PNG 2019 National Budget, Table 1.2: Grants, transfers and other resources of the provinces p.164,
http://www.treasury.gov.pg/html/national_budget/files/2019/Public%20Investment%20Program%20Volume%203B.pdf,
accessed 19 August 2019

142 ibid
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Revenue stream

Royalties

Additional profits tax

Equity distributions/ share of sales
Mining and petroleum

Import taxes

Goods and services tax
License/tenement fees

Mandatory social expenditure
Discretionary social expenditure
Dividends

Environment permit fees

Royalties & dividends paid to
provincial governments

Salary and wages tax (taxes withheld
on employees’ salaries)

Corporate income tax (mining and
petroleum tax)

Infrastructure tax credits

Business payments tax

Dividend withholding tax

Interest withholding tax
Management fee tax*

Royalty withholding tax”™

Foreign contractor withholding tax
Training Levy

and fiscal regime

— 0
© £

c g

© kS g¢
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Finance as per the Public Financial Management Act 1995
reporting requirements on Trust Funds

Paid to the DPE Trust Account, which is then transferred to
parties based on the OGA, Oil MOAs and UBSA/LBBSA
negotiations

Estimates of petroleum royalties and dividends paid to the
provinces are recorded in the 2019 PNG Budget by the NEFC
based on actuals from 2017.

National Budget, Volume 1, Economic and development
policies. None paid to date, therefore no figure to report. 144

Relevant annual reports (e.g. KPH, KMH, MRDC, OTML)

National Budget, Volume 1, Economic and development policies
National Budget, Volume 1, Economic and development policies
Paid to MRA and DPE for mining and petroleum respectively
Some company annual reports

Some company annual reports

National budget (listed under non-tax revenue)

Financial reports of Conservation and Environment Protection
Agency (CEPA)

National Economic Fiscal Commission’s Report
IRC annual report
National budget

IRC accounts and DNPM

IRC annual report

National Budget, Volume 1, Economic and development policies
National Budget, Volume 1, Economic and development policies
National Budget, Volume 1, Economic and development policies
National Budget, Volume 1, Economic and development policies
IRC annual report (as part of ‘withholding taxes’)

National Budget, Volume 1, Economic and development policies

Note: Some reports may be gazetted and are therefore available to the public in hard copy or via PacLlIl.

*Recorded in the budget as Management tax
~Recorded in the budget as Royalties tax

143 ibid
44 |bid

Findings and
recommendations
Appendices

Where recorded Available online?

Yesl43

NA

Yes

Yesl45

Yesl46

No

Yesl47

No

Yesl48

Nol49

Yes

YeSlSO

No

Yes
Yes
Yes
Yes
No

Yes

1452019 National Budget, http://www.treasury.gov.pg/html/national_budget/files/2019/Volume%201.pdf accessed

19 August 2019.
148 ibid.
147 |bid

148 National Economic and Fiscal Commission 2017 Annual Budget Fiscal Report,
http://www.nefc.gov.pg/documents/publications/fiscalReports/2017Fiscal_Report.pdf accessed 128 accessed 28 October

2019.

149 This is recorded in the IRC annual report however the latest annual report available on the IRC website is for 2013, and is
therefore considered as not available information for revenue http://irc.gov.pg/wp-content/uploads/2017/01/2013-
Annual-Report.pdf, accessed 14 November 2019
150 2018 National Budget, Summary of annual values included in Appendix 1 - Revenue Tables of 2018 Budget,
http://www.treasury.gov.pg/html/national_budget/files/2018/Volume%201.pdf, accessed 28 October 2019.
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5.6 Auditing of public accounts

The Auditor-General of PNG is responsible for auditing public accounts and reporting to Parliament
at least once in every fiscal year. The Auditor-General is a Constitutional Officer appointed by the
Head of State; their functions, mandate and powers are set out in Section 214 of the Constitution
of Papua New Guinea and in the Audit Act 1989.

The Auditor-General’s responsibilities extend to:

3  Departments of the National Public Service and arms, agencies and instrumentalities of the
national government

3  Provincial governments, and arms, agencies and instrumentalities of provincial governments
3 Bodies established by statute or Act of Parliament.51
The Auditor-General presents the annual financial audit reports to Parliament in four parts:
evaF  e«wix vXx¥«ad0 ¥{ ev]«v cz— \«-ozv =vazCR "z} ¥ @ ¥o GEFI >
evaG cvi¥av | ¥~z eE£zr? yz v aEZEA0 vay v | zax-z0 =tvaz0? "z | ¥ @ ¥o GEFI DFJ>
evaH e ¥-oxvi |¥-z'oL£z080 vay (¥xviBiz-zt | ¥~z aE 700 =fvaz0? "z ¥ @ ¥a GEFK>

eval  e«wi-x W¥y-z0 vay @47~ O«wO-y~-v -ZOA |¥-Z oL z0? ¥—azy X¥£ | va-zC0A ava-¥av(
|¥-2"0£z02 O}V 'z ¥ly-a |0 -0 ¥8} 727 X¥£ [ v-z0 =v3zZCR “z | ¥ ¥o GEFL>

The reports highlight serious and pervasive deficiencies in accounting practices at all levels of
government. The Auditor-General’s Annual Report 2018 states:

Nwzi-z-z @}z xv jvwt-A ¥ 0Av{{ -B v o«Ewz ¥{ | «wi-X 0zX3¥ T ze32-20 -0 o¥? vyz8«v3z ¥ yzvi —-2}
Az X¥EZ02Z0 ¥{ v £¥yZ o yv  j«wi-X 0zX3¥ " zo-~"¥oL£ 708

1}Z vy {«axa-¥o -0 x¥a? v-azy Wzxv«0z 8}zz V'z {z— “Zx¥ 'y0 2¥ v«y-ah vay 8}z zodazQ(
€ 0PzE£0 y¥ o¥2 0« 1 ¥ 3}z {-ovox-vt £vov | z£z0?2 {«ax3-¥o0( d{2za 8}z -03z "ovt X¥a2 ¥ a}va
V'Z O« 1¥0zy ¥ }7Z-z02 W'zvjy¥—a0 -a {-avox-vt vy£-0-0% va-¥o vz a¥aBz@-6Rzod(152

The report also notes that financial statements are often not submitted within the legislated
timeframe, leading to audits being in arrears.

The audit status of individual reporting entities can be seen in Chapter 10.

151 http://www.ago.gov.pa/index.php/about-the-ago accessed 28 August 2018
152 Auditor General’s Office, Annual Report, p. 8,
http://www.ago.gov.pg/docs/AuditorGeneralOfficeAnnualReportUploadedJuly2019.pdf, accessed 8 November 2019
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6. Social and subnational payments

6.1 Social payments

Many extractive companies contribute to the communities in which they operate beyond the direct
economic benefits and employment provided. These contributions may be at the discretion of the
company or mandated through legislation or contracts with the government. The EITI Standard
requires disclosure of material mandatory social expenditures and encourages disclosure of
discretionary social expenditures. The MSG endorses these recommendations.

Mandatory social expenditure is defined by the EITI 2016 Standard as social expenditure that is
required either by legislation or by the contract with the government that governs the extractive
investment.'5® Requirements to compensate landholders are set out in the MA (s. 154) and OGA
(s. 118), but neither makes specific reference to other social payments.

Mandatory social expenditure is generally agreed between the State or landowners and operators
on a case-by-case basis. These agreements are typically confidential, and reporting entities may
therefore be unwilling, or unable, to disclose information regarding specific payment amounts and
receiving entities. For each mandatory social payment, reporting entities were asked to disclose the
name of the contract or agreement where the payment is mandated; however, no reporting entities
disclosed the contract name.

Discretionary social expenditure may include, for example, sponsorships and voluntary
contributions to health and education programs. Despite disclosure of these payments being
optional, many operators chose to disclose these payments and/or activities through their
corporate responsibility or sustainability reporting, as well as through the EITI reporting template.
Some reporters disclosed aggregate amounts, arguing that disclosure of specific organisations and
amounts could expose those organisations to unwelcome pressure or extortion. Where these details
were not disclosed, it is possible that some mandatory payments were incorrectly reported as
discretionary payments.

The EITI Standard does not define ‘social’, but the guidance note on social expenditure refers to
‘donations, grants or other types of cash transfers, the transfer of assets such as the construction
of roads or schools, or the provision of services like training and health care.’*>* The MSG refer to
the original scoping study for the first EITI report for a comprehensive breakdown of the categories
of social expenditure (to right).*>®> However, lease fees would generally be regarded as commercial
expenses rather than social expenditure. Reporting of these payments as ‘social’ is inconsistent
across companies; the IA has included payments as reported.

158 The EITI Standard 2016, https://eiti.org/sites/default/files/documents/the_eiti_standard 2016 - english.pdf, accessed
2 December 2019

154 ‘Guidance note 17 on social expenditures’, EITI,

https://eiti.org/sites/default/files/documents/guidance _note 17 social_expenditure_en 2016 0.pdf accessed

27 November 2019

155 PNG EITI Scoping Study for First EITI Report, www.pngeiti.org.pg
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The 2018 reporting templates included a detailed description of what is considered a mandatory
social expenditure.56 To avoid double counting, entities were asked to identify any payments
relating to infrastructure projects to be claimed under ITC.

Reporting entities were also asked to disclose the nature and deemed valued of any benefits
provided in-kind. Where the beneficiary is a third party (i.e. not a government agency), the name
and function of the beneficiary/ies was requested. Some companies have disclosed this.

6.1.1 Mandatory and discretionary social expenditure

Table 17: Summary of social expenditure by company and sector in 2018

Mandatory social Discretionary social
expenditure (PGK) expenditure (PGK)

Mining - Reporting entity (mine)

Barrick (Niugini) Ltd (Porgera mine) 20,988,889 696,947
K92 Mining Ltd (Kainantu) 14,198,516 210,340
Lihir Gold Ltd (Lihir/Luise Caldera mine) 52,773,976 41,757,347
MCC Ramu NiCo Ltd (Kurumbukari mine, Ramu) 10,717,966 2,827,417
Morobe Consolidated Goldfields Ltd (Hidden Valley mine) 601,110 4,189,446
Simberi Gold Company Ltd (Simberi mine) 1,938,187 448,024
Oil and gas - Reporting entity (project)

ExxonMobil (operator PNG LNG - total PNG LNG figure) 2,511,737 46,583,933
Total (PNG LNG contribution) 577,727 52,676
Oil Search (operator oil projects - total oil project figure) 919,886 216,856,964
State-owned enterprises

Kumul Petroleum Holdings Ltd (KPH) 0 9,930,807
Mineral Resources Development Company Ltd (MRDC) 0 See 6.5.1

Ok Tedi Mining Ltd (Mt Fubilan mine) 71,227,554 50,197,384

6.2 Subnational payments

Information relating to transfers and payments to subnational (provincial and local level)
governments in PNG is difficult to obtain and reconcile. This is due to payment data at the
subnational level being either non-existent, too aggregated to be meaningful, inconsistent across
projects, or difficult to obtain,*>” in part due to a lack of record keeping by provincial-level
governments. Some relevant information is to be found in the 2017 National Economic and Fiscal
Commission (NEFC) Budget Fiscal Report.158 However, this does not always align to the EITI
reporting requirements.

156 ‘Mandatory social expenditure refers to social payments by companies that are mandated by law or the contract with the
government that governs the extractive investment. This may include development contracts, compensation agreements or
benefit sharing memorandum of agreements that cover payments such as compensation, infrastructure or services such as
health and education. They are separate to the development levy or production levy. Mandatory social payments are agreed
between the state and/or landowners and operators on a case-by-case basis, as allowed for under the Mining Act and Oil &
Gas Act.” - |A reporting templates 2019

157 PNG EITI, Sub-national payments and Transfers, http://www.pngeiti.org.pg/sub-national-payments-and-transfers/ ,
accessed 3 December 2019

158 National Economic and Fiscal Commission 2018 Annual Budget Fiscal Report,
www.nefc.gov.pg/documents/publications/fiscalReports/2018Fiscal_Report.pdf accessed 29 October 2019
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Subnational payments were identified in the validation report as an area of inadequate progress. In
October 2017, PNG EITI commissioned a scoping study to investigate how the EITI Standard can be
implemented in relation to subnational governments and landowner associations.*>°® We refer
readers to this report, published in April 2019, for the most detailed information currently available
about subnational financial flows, including the distinction between payments, transfers and social
expenditures.*®® The report makes recommendations including the establishment of subnational
multi-stakeholder groups with links to the PNG EITI MSG; entities to be included and materiality
thresholds; standardised payment categories; and implementation through pilot projects.6!

Following the publication of this report, the MSG agreed to attempt unilateral disclosure of
subnational payments made by reporting entities for the 2018 PNG EITI report. The recommended
framework proposed by the report, illustrated in Table 18 below, was used by the IA to inform the
table in the data collection templates, and the information received is presented in sections 6.3-6.5
below. Also relevant are payments through the Public Investment Program, which can be seen in
section 7.10 of this report.

It is envisioned that the quality of disclosures relating to subnational payments and transfers will
improve in future years, as the recommendations of the scoping study are implemented.

As no definitions were provided in the study, the MSG agreed on the following guidance for the
categories/sectors:

3  Statutory compensation: Required compensation to landholders and any regulatory
compensation.

3  Economic: Any other social payments made that are not included in the other categories.
3 Infrastructure: Payments or resource costs towards buildings and roads.
3  Capacity building: Contributions towards training and upskilling local communities.

3 Health: Payments to health missions, medical activities and supplies and donations to the
health ministry.

3  Education: Scholarships, university scholarships and education resources.
3 Law & order: Contributions to policing and security.

3 Agriculture & fisheries: Payments towards agriculture and fisheries for public consumption.

Table 18: Subnational payments reporting framework

Subnational data to be collected

© " Statutory compensation 1. Paye_r/ recipient/ 2. Payment type - 3. Sector - What sector
S — g mediator - the payer, Whether the payment the payment belongs
2 =) Economic recipient and any is a government

159 Terms of reference for this study available on the PNG EITI website http://www.pngeiti.org.pg/wp-
content/uploads/2018/04/PNGEITI-TOR-Sub-national-payments-scoping-study-final.pdf accessed 12 November 2019

160 Grice, T. (2019). Sub-national payments in Papua New Guinea’s extractive sector: Scoping study for PNG Extractive
Industries Transparency Initiative, p. 66, http://www.pngeiti.org.pg/wp-content/uploads/2019/07/PNGEITI-Sub-national-
Payments-Report-May-2019.pdf accessed 8 November 2019

161 Grice, T. (2019). Sub-national payments in Papua New Guinea’s extractive sector: Scoping study for PNG Extractive
Industries Transparency Initiative, p. 11, http://www.pngeiti.org.pg/wp-content/uploads/2019/07/PNGEITI-Sub-national-
Payments-Report-May-2019.pdf accessed 8 November 2019
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Infrastructure ‘mediating’ entities in transfer, direct (e.g. education, health,
case of transfers company payment, or infrastructure).
Capacity building social expenditure.
Health
Education
Law & order
Agriculture & fisheries
Royalties 4. Direct/ indirect - whether the 5. Mandatory/ discretionary - whether
payment was a direct cash the payment is mandatory (i.e.
h It d contribution or in-kind goods and required under law or an agreement)
Other royalties and taxes services or discretionary (i.e. not required

under law or an agreement).
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6.2.1 Subnational payments and transfers: mining

The National Economic and Fiscal Commission (NEFC) Provincial Government Budget Report
outlines the revenues received by provincial governments. At the time of writing, the NEFC had not
released actuals for 2017 or 2018.162 The figure below is derived from the National Budget.
160,000

140,000

120,000

100,000

80,000

PGK '000

60,000
40,000
20,000

0
2014 2015 2016 2017 2018
Budget year

Figure 20: Mining and petroleum royalties/dividends transferred to provinces*163

In accordance with the Mineral Resources Authority Act 2018, the MRA has the function of
receiving any fee, levy, rent, security, compensation, royalty or other money payable under the
Mining Act 1992 (‘MA’) and other legislation.'®* The most significant regional allocations are for:

162 NEFC 2018 Budget Fiscal report, http://nefc.gov.pg/documents/publications/fiscalReports/2018Fiscal_Report.pdf,
accessed 21 August 2019

163 sourced from National budgets 2014-2019, Table ‘Grants, Transfers and other resources of the Provinces’
http://www.treasury.gov.pg/, accessed 10 December 2018-8 November 2019

164 Mineral Resources Authority Act 2018, p. 3, http://www.parliament.gov.pg/uploads/acts/18A-06.pdf, accessed

8 November 2019
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Royalty: A royalty benefit of 2% of the FOB value from resource sales is provided by
' tenement holders to the State. This is then apportioned to landowners, affected
provincial governments and local level governments.

Equity: The State has the right, but not the obligation, to acquire up to 30% of a
mining project, at par value, or ‘sunk cost’ (MA s. 16A). Landowners also have equity
stakes in mining projects such as Porgera and Ok Tedi.

Dividends: Landowners and provincial governments of Ok Tedi and Porgera receive
+ dividends from their equity shares in the respective projects. The companies of these |
' land owners and provincial governments are held in trust by MRDC. |

Compensation payments: Landowners such as those on the Fly River receive a
percentage of dividends from Ok Tedi as compensation payments.

Special Support Grant: The State allocates funding for mining projects to hosting
provincial governments such as New Ireland and Enga. The SSG is a transfer to
provincial governments in accordance with Section 197 of Organic Law on Provincial
and Local Level Governments. It is calculated by Treasury at a rate of 0.25% of FOB
value and its disbursement is administered by DNPM through a Guideline.
Treasury has reported the following payments and transfers for Special Support Grants and
Development Grants.

Table 19: Mining payments and transfers reported by Treasury for 2018

Receiving entity Amount (PGK)

Special Support Grants

Lihir 2,500,000
New Ireland Provincial Government Simberi 1,000,000

Nimarmar 1,000,000
Morobe Provincial Government Hidden Valley 1,000,000
Enga Provincial Government Porgera 1,000,000
Porgera Development Authority Porgera 2,000,000
Fly River Provincial Government OK Tedi 2,000,000
Development Grants
New Ireland Provincial Government Lihir 0
Total 10,500,000

Accountability mechanisms vary significantly depending on the entity receiving the allocation.
Audits of provincial, local government and landowners’ groups should occur on an annual basis but
capacity constraints within both the local and provincial governments and the Auditor General
prevent this from occurring. Other mechanisms such as board review or government oversight also
vary considerably depending on the entity receiving the distribution.

6.2.2 Subnational payments and transfers: oil and gas

The Oil and Gas Act 1998 outlines the process for benefits sharing, including payments earmarked
for specific regions. Part Ill Division 14 legislates fees and royalties, and Part IV legislates State
equity entitlement and project benefits. As per s. 174, the total of these benefits to provincial
governments, local-level governments, and landowners shall not exceed 20% of the total net benefit
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to the State from that petroleum project, as determined by a cost-benefit analysis. These benefits
and payments include:

» Royalty: 2% of ‘wellhead value’ is provided from the tenement holder to the State (OGA

 s. 159). Royalty benefits are payable monthly by the State (Minister) to affected
landowners, local-level governments and provincial governments in proportions agreed by
them in a development agreement, or determined by the Minister in default of this
agreement (s. 168).

. Development levy: 2% of wellhead value, calculated in the same manner as royalties, is
' payable by a development licensee directly to a trust fund, which is then available to the
provincial governments and the local level governments (s. 160).

: Equity: The State has the right to acquire all or part of a participating interest not

i exceeding 22.5% in each petroleum project (s. 165). The State grants to the project area
' landowners and affected local-level governments an equity benefit in that petroleum

| project (s. 167). These benefits shall be held in trust and shared in proportions agreed

5 upon in a development agreement or, in default of the agreement, as determined by the
Minister (s. 167). Governments and landowners are also at liberty to negotiate a
1 participating interest in addition to the interest granted them (s. 175).

Project grants: The State may agree with affected local-level governments and provincial
governments of a petroleum project to provide grants in the form of monetary payments
or provision of infrastructure, services, or other benefits (s. 173).

Other benefits: Through a development agreement the State may provide project area
landowners or people of the region grants, consolidated revenue or otherwise. These
. agreements made between the State and landowners do not affect any agreements which
 may be reached between project area landowners and petroleum project developers
themselves (s. 171).

Treasury has reported the following payments and transfers for Special Support Grants.

Table 20: Oil and gas payments and transfers reported by Treasury for 2018

Receiving entity Amount (PGK)

Special support grants

Gulf Provincial Government Oil projects 1,000,000
Southern Highlands Provincial Government Oil project/PNG LNG 1,000,000
Moran Special Purpose Authority (SPA) 2,000,000
Kutubu SPA 1,000,000
Hela Provincial Government Oil projects/PNG LNG 0
Angore SPA 3,000,000
Hides SPA 2,000,000
Central Provincial Government PNG LNG 0
Total 10,000,000

We have included a project-level summary of social and expenditure below where information has
been provided by entities.
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6.3 Social and subnational payments by PNG entity: Mining

6.3.1 Barrick Niugini Ltd (Porgera mine)

Wy "X j 00 GEFMh«CRv-ovw--2 gz ¥ @ yzOX ~-Wz0 ZX¥o¥E-X X¥0& W«-¥a0 a¥3vit-a| JhOHNH £-4t-¥al
-axtey-a| v £z0%0 ¥ z£ ¥ zZ0A | < XFvOZO { ¥E FHO? X¥«o®™ O« |} 14-Z7CA Vv £20%0 ¥ | ¥~z oL zR?
vay X¥£ £ «a-d -0-z03E£zo3E010% Wy x| 1" ¥+yzy 8}z (Mit¥—a| wzviy¥-o ¥ 3}z e¥ |zv £-0z (¥
Evayva¥ ™A y-0x z3¥av'" vay O«wava-¥ovt jv £z036C

Mandatory

Mandatory social expenditure for Porgera mine included environmental compensation, education
and relocation.%8 Barrick Niugini provided the following breakdown.

Table 21: Mandatory social expenditure paid by Barrick in 2018

Compensation-environmental & social 6,413,862
Infrastructure 3,450,488
Capacity building - Infrastructure 12,080,129
Education 11,124,538

33,069,018

Discretionary
Barrick reported the following donations paid, however details of recipients were not provided.

Table 22: Discretionary social expenditure paid by Barrick in 2018

Economic Donations 696,947

Subnational
Table 23: Subnational payments paid by Barrick in 2018

Commodity Payer/Recipient/Mediator Amount (PGK)

Enga Provincial Government 17,691,807

Porgera Development Authority 1,769,181

. i SML Landowners 5,307,543
Mining royalties -

SML Children’s Trust 3,538,361

Porgera Landowners Association 4,246,034

Porgera Young adults 2,830,689

Total 35,383,615

6.3.2 Frieda River Ltd (Frieda River)

Frieda River Ltd (not a material resource company) reported the following social payments for
Frieda River in 2018. They have also noted that PanAust Ltd contributed PGK953,942 to
community development programs in PNG, with a further PGK186,249 associated with the use of

165 2018 Sustainability Report, https://barrick.q4cdn.com/788666289/files/design/sustainability _assets/Introduction.pdf,

accessed 29 October 2019
166 Barrick’s financial data template.
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helicopters to deliver programs to the Frieda River Copper-Gold Project communities that are
inaccessible by road. Programs focused on improved health and education services and capacity
building, with greater emphasis on the maintenance and establishment of infrastructure to support
these services.1¢’

Mandatory
Table 24: Mandatory expenditure as reported by Frieda River Ltd for 2018

Near-Project communities 229,508

Discretionary
Table 25: Mandatory expenditure as reported by Frieda River Ltd for 2018

Economic In-kind Near-project communities (in-kind) 69,807
Infrastructure In-kind Near-project communities (in-kind) 158,351
Capacity building In-kind Near-project communities (in-kind) 3,849

Telefomin District Health, PNG Baptist Church Health

Health In-kind Services (in-kind) 534,635

Education Cash Telefomin District Education (cash) 156,948

Law & order 923,591
. . . m Near-Project communities (in-kind) including Iniok,

Agriculture & fisheries In-kind Paupe, Eliptamin, Sokamin, Okisai and Wabia 30,352

Total 534,635

Subnational

Frieda River have reported zero subnational payments for 2018.

6.3.3 K92 Mining Ltd (Kainantu)

K92 Mining Ltd reported the following mandatory, discretionary and subnational payments for the
Kainantu mine project in 2018.

Mandatory
K92 reported the following mandatory payments for 2018.

Table 26: Mandatory expenditure as reported by K92 Mining Ltd

Statutory compensation Mineral Resources Authority 71,763
Economic ASILA Security / NCS/Pagini K92 JV / Young Jin Trading 13,461,113
Health Chemcare Group Ltd / Johnstons Pharmacies Ltd 58,554
Education ngl\(la(r;lslixeg:;gc;c;ecté /sz?ﬁyChamber of Mines / Diamond 156,576
Law & Order Police/ G4S Security Cos. 450,511
Total 14,198,516

167 Frieda River 2018 reporting template

PNG EITI
Report 2018 EY (6 63



g e T - 2

= - () = = = S s QE o

= o = ga © y ; cCc =
c S o c o R 20 S -] oo -3
) = s = bt o S M o 0 =5 c ]
= o c = € — S = & cQ < 5 S S 8
3] c o 520> &1 == S = o £3 S S5 8
S 5>2 |l asSEcEl &© [TR=} = o= 3} o £ °
3 EOE T08 o 2 o9 3 o © T = 2 c e =
o o088 S8 9c¢ e c T S c c O = S S £ S
= 20 9® 5535 93T S22 i= o =3 g T8 2

c 8o oc 2 = = Sc £

£ rXsh OdEo I S35 2 = o h o x ® i & <

Discretionary

Table 27: Discretionary expenditure as reported by K92 Mining Ltd

Commodity Recipient Amount (PGK)

Education DWU / PNG Chamber of Mines - M Feiner 4,700
Law & Order Yoge & ML 150 LO Security Cos. 205,640
Total 210,340
Subnational

Table 28: Subnational payments as reported by K92 Mining Ltd

EHP Government - Five Year Provincial Development Plan @ 5% 357,352
Mining royalties Kainantu Rural LLG-5 Year District Development Plan @ 9% 214,411
Kainantu Urban Local Level Government @ 4.5% 107,206
Total 678,970

6.3.4 Lihir Gold Ltd (Luise Caldera mine)

Lihir Gold Ltd reported the following mandatory, discretionary and subnational payments for the
Luise Caldera mine project in 2018.

Mandatory

Mandatory expenditures by Lihir include community projects, IBP2 Grant (landowner agreement)
and other ongoing direct benefit landowner agreements. Compensation agreements are required
under Papua New Guinea (PNG) law and the land-owning communities have a legal right of veto
over the development/ disturbance of customary land owned by indigenous communities.
Agreements providing consent to impact cultural sites, consent to impact economic crops, and
consent for site access have all been signed between Lihir Gold Limited and the affected land block
holders prior to any entry or works occurring.%8 Lihir provided the following breakdown in Table
29.

Table 29: Mandatory expenditure as reported by Lihir Gold Ltd

Integrated Benefits Package (IBP) Community Projects 12,288,281
IBP2 Grant (landowner agreement) 21,709,311
Other ongoing direct benefit landowner agreements 18,501,839
Other 136,556
Total 52,773,976

Discretionary

Discretionary expenditures by Lihir include investment in external/community roads and airport
runway, medical centres and a resource centre.'%® Lihir runs several programs, as detailed in its

168 2018 Newcrest Sustainability Report,

https://www.newcrest.com.au/media/sustainability reports/2018/181112 Newcrest Sustainability Report 2018.pdf,
accessed 21 August 2019

169 |ihir 2018 financial data template.
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sustainability report.”° For example, Lihir developed a wellbeing program that initially focused on
the physical health and wellness of employees and business partners, and has now shifted its focus
to mental wellness, providing site-based counsellors and psychological support. Additionally, Lihir
has made a procurement decision to utilise local contractors and suppliers when possible, spending
$238 million on local contractors and suppliers in FY2018. Lihir provided the following breakdown
in Table 30.

Table 30: Mandatory expenditure as reported by Lihir Gold Ltd

Recipient Amount (PGK)

Costs to support the in-progress Lihir Agreement Review with land-owners 7,539,019
External/Community Roads & Airport Runway 13,120,500
Lihir Medical Centre 18,616,944
Resource Centre 1,198,997
Other 1,281,887
Total 41,757,347
Subnational

Lihir disclosed the following subnational payments made in 2018.

Table 31: Subnational payments paid by Lihir Gold Ltd in 2018

Royalties - Paid to provincial/local governments New Ireland Provincial Government (NIPG) 38,621,167
Royalties - Paid to provincial/local governments Niamamar Local Level Government (NLLG) 23,172,700
Royalties - Paid to landholders SML Landholders 14,676,043
Total 76,469,910

6.3.5 MCC Ramu Nico Ltd (Ramu Nickel, Kurumbukari mine)

MCC Ramu Nico Ltd reported the following mandatory, discretionary and subnational payments for
the Ramu Nickel/Kurumbukari mine in 2018.

Mandatory

Table 32: Mandatory expenditure as reported by MCC Ramu Nico

Land and environment compensation Payment to landowners 2,132,068
Community affairs Assistance to communities 453,670
Business opportunities Business contract with locals 8,132,228
Total 10,717,966

170 2018 Sustainability Report, https://www.newcrest.com/sites/default/files/2019-
10/18 Newcrest%20Sustainability%20Report_0.pdf, accessed 12 December 2019
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Discretionary

Table 33: Discretionary expenditure as reported by MCC Ramu Nico

Recipient Amount (PGK)

Capacity building 298,573
Health, securities and environment 1,936,060
Donations 592,784
Total 2,827,417
Subnational

Table 34: Subnational payments as reported by MCC Ramu Nico

Local/provincial government
Madang provincial and local level government 10,499,924
Landholders

Kurumbukari, Maigari Inland Pipeline, Coastal
Pipeline and Basamuk Landowner groups

Total 29,187,021

6.3.6 Morobe Consolidated Goldfields Ltd (Hidden Valley Mine)

Morobe Consolidated Goldfields Ltd (MCG) reported the following mandatory, discretionary and
subnational payments for the Hidden Valley mine project in 2018.

18,687,098

Mandatory
Table 35: Mandatory social expenditure paid by MCG in 2018

ME 82 Lease Compensation Agreement 40,931
ML 151 Lease Compensation Agreement 328,340
Land for Wau Camp Water Supply 3,849
Rainfall Monitoring Station 12,828
Dust Monitoring Station 4,574
Hydrology Monitoring Station 43,180
Creek water discolouration compensation 163,200

4,207
Total 601,110

Discretionary
Table 36: Discretionary social expenditure paid by MCG in 2018

Agricultural Programs, Community Business
Development Support, Community Road 4,189,446
Maintenance, Share Benefit Payments

A further break down of in-kind discretionary payments is given below:
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Table 37: In-kind discretionary payments made by MCG in 2018*

Recipient Amount (PGK)

NKW - we bought buses and donated them to NKW 2,528,905
Equipment hire to fix the road for local residents 55,626
Landowners, coffee beans and plants 49,582
Total 2,634,113

*The IA note that at the time of reporting, it is un-clear whether in-kind payments have been included in the total
discretionary social expenditure figure.

Subnational
Table 38: Subnational payments paid by MCG in 2018

Royalties - Paid to provincial/local governments

Highway Communities 79,931
River Communities 79,931
Subsidiary Landowner Communities 239,792
Settler Communities 319,722
Royalties - Paid to landholders

Wafi Landowner Association 79,931
Nakuwi Landowner Association 319,722
Future Generations Trust 319,722
HV Landowners - Winima recipients 1,398,785
HV Landowners - Kwembu recipients 1,398,785
HV Landowners - Nauti recipients 2,797,570
Total 7,033,889

6.3.7 Simberi Gold Limited (Simberi mine)

Simberi Gold Ltd reported the following mandatory, discretionary and subnational payments for the
Simberi mine project in 2018.

Mandatory

Mandatory social expenditure for the Simberi mine is paid to the Simberi land owners. As per the
parent company’s (St Barbara) annual report, this includes mine services such as earthmoving and
trucking, and community support such as roads and water maintenance.'”*

Table 39: Mandatory social expenditure paid by Simberi Gold in 2018

Simberi land owners 1,938,187

Discretionary

Table 40: Discretionary social expenditure paid by Simberi Gold in 2018

Simberi community 448,024

171 st Barbara 2018 Sustainability report https://stbarbara.com.au/wp-content/uploads/2018/09/2018.09.14-asx-
sustainability-report.pdf, accessed 21 August 2019.
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Subnational

Table 41: Royalty payments paid by Simberi Gold in 2018

Recipient Amount (PGK)

Landholders

Big Tabar landowners 1,632,618
Future Generations 310,299
Landowners compensation 2,482,393
Simberi Mining Development 2,482,393
Simberi Mining Association 930,897
Tatau landowners 1,632,618
Local/provincial government

Sentral Niu Ailan LLG 1,088,412
Total 10,559,632

6.4 Social and Subnational payments by PNG entity: Oil & Gas
6.4.1 PNG LNG project total

Exxon Mobil reported the following mandatory and discretionary payments for the PNG LNG project
in 2018. It is noted that ExxonMobil provided both the PNG LNG total and Exxon’s share of
expenditure, which is provided separately section 6.3.8.1.

Mandatory
Table 42: Mandatory social expenditure paid by PNG LNG in 2018

Land deprivation 2,511,737

Discretionary
Table 43: Discretionary social expenditure paid by PNG LNG in 2018

Civic and community 13,063,385
Environment 10,328,952
Education 3,958,916
Health 2,415,818
Public policy and other 1,122,626
Hela Agriculture Initiative 7,000,000
APEC 2,945,451
Earthquake response 5,748,786
Total 46,583,933
Subnational

For royalty payments on PNG LNG projects, please refer to Chapter 10.7.
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6.4.1.1 ExxonMobil (PNG LNG contribution)
Mandatory

ExxonMobil provided the following total mandatory expenditure figure for their contribution to the
PNG LNG project; however, no breakdown of recipients or sector was provided.

Table 44: ExxonMobil’s share of PNG LNG mandatory social expenditure in 2018

Recipient Amount (PGK)

No recipient disclosed 833,897

Discretionary

ExxonMobil provided the following total discretionary expenditure figure for their contribution to
the PNG LNG project; however, no breakdown of recipients or sector was provided.

Table 45: ExxonMobil’s share of PNG LNG discretionary social expenditure in 2018

ExxonMobil sole costs 5,768,017
Overall ExxonMobil Share of expenditure 19,318,901
Subnational

For royalty payments on PNG LNG projects, please refer to Chapter 10.7.

6.4.1.2 JX Nippon (PNG LNG contribution)

Mandatory
JX Nippon reported zero contribution to the mandatory expenditure for the PNG LNG project.

Discretionary

JX Nippon reported zero contribution to the discretionary expenditure for the PNG LNG project.

6.4.1.3 Lavana Ltd (PNG LNG contribution)

Mandatory
Lavana Ltd reported zero contribution to mandatory social expenditure for the PNG LNG project in
2018.

Discretionary

Table 46: Lavana’s share of PNG LNG discretionary social expenditure in 2018

Tari Hospital 214,521
Earthquake Appeal 117,546
Total 332,067
PNG EITI
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6.4.1.4 Santos Ltd (PNG LNG contribution)

Mandatory
Santos reported zero contribution to mandatory social expenditure for the PNG LNG project in
2018.

Discretionary

Table 47: Santos share of PNG LNG discretionary social expenditure in 2018

Recipient Amount (PGK)

Tari Hospital 893,838
Earthquake Appeal 489,774
Total 1,383,612

6.4.1.5 Total (PNG LNG contribution)
Mandatory

Table 48: Total’s share of PNG LNG mandatory social expenditure in 2018

PRL- 15 Land Owners 577,727

Discretionary

Table 49: Total’s share of PNG LNG discretionary social expenditure in 2018

Digicel Foundation 30,000
Volunteer Services 22,676
Total 52,676
6.4.2 Oil Search

Mandatory

Table 50: Mandatory expenditure as reported by Oil Search in 2018

OSL/ Community 919,886

Discretionary

Table 51: Discretionary expenditure as reported by Oil Search in 2018

OSL/ Various 216,856,964

Subnational
For royalty payments on PNG LNG projects, please refer to Chapter 10.7.
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In June 2018 Repsol (not a material resource company) announced that they are selling their 40%
shares in the Stanley project to Balang International (a part of the China Changcheng Natural Gas
Power Co. Ltd Group).'”? The Stanley project is currently not in operation and as per available
information it appears that the sale has not yet been finalised.

Mandatory

Repsol reported zero mandatory social expenditure for 2018.

Discretionary

Repsol reported zero mandatory social expenditure for 2018.

Subnational

Repsol reported zero subnational payments for 2018.

6.5 Social and Subnational payments by PNG entity: SOE
6.5.1 Kumul Petroleum Holdings (KPH) (PNG LNG contribution)
Mandatory

KPH reported zero contribution to the mandatory expenditure for the PNG LNG project.

Discretionary

Table 52: KPH share of PNG LNG discretionary social expenditure in 2018

Various donations - Hunters Rugby league, PNG
Olympic Committee, Passam National High School,
Woman'’s Oceania 7s, Kokoda Trek Foundation, and
others

9,930,807

Subnational

KPH reported zero contribution to the subnational payments for the PNG LNG project in 2018. It is
noted that the PNG LNG project has reported zero subnational payments in 2018 and therefore no
contribution by KPH was expected.

6.5.2 MRDC Ltd (multiple projects)
Mandatory

MRDC reported no mandatory social expenditure for the 2018 reporting period.

172 Repsol announces sale of Papua New Guinea interests,
https://investors.horizonoil.com.au/irm/PDF/2565_0/RepsolannouncessaleofPNGinterests accessed 2 December 2019
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Discretionary

MRDC reported the following social expenditures for 2018. The IA notes that there are significant
payments to ‘public relations’ for 2018. For the 2019, greater clarity over the nature of these
payments will be required.

Table 53: Discretionary expenditure as reported by MRDC

Subsidiary/trust entity & expenditure details Amounts (PGK)

Mineral Resources Development Company (MRDC)

Public relations - MRDC 601,827 MRDC - through the office of the Managing Director
Donations 30,000 | Ipatas Cup Challenge

Donations 30,000 MRDC Super 9 Rugby Challenge
Donations 7,500  Gulf Provincial Sports Trust launching
Donations 5,000 Life PNG Care Annual Charity Event
Donations 15,000 MRDC staff funeral assistance
Petroleum Resources Kutubu Ltd (PRK)

Sponsorship 596,384  Gulf Isou RFLC

Sponsorship 753,740 Mendi Muruks RFLC

Sponsorship 1,000,000 Hekari United Football Club
Sponsorship 100,380 Gulf Erema Football Club
Sponsorship 233,135  Others

Sponsorship 27,199 Gulf Provincial Sport Trust
Donations 44,838 Kikori Landowners

Donations 310,000 Foe landowners - Kutubu

Donations 500,000 Fasu landowners - Kutubu

Donations 50,000 Kutubu Digaso Cultural Annual Show
Donations 20,000 Kikori local churches

Donations 26,600 Souths Super 9's Tournament
Donations 25,000 School fees assistance

Donations 77,000 Medical assistance

Donations 33,590 Other sports sponsorships
Donations 150,729 Funeral assistance

The FASU landowners of Kutubu managed by

Public relations - Fasu 900,000 Director Johnny Yawari

public relations - Foe 897,619 The FOE I._amdowners of Kutubu managed by Director
John Kapi Natto

public relations - Kikori 1213531 Kikori landowners managed by Director Abraham
Murepe

Public relations - Namo Aporo 900,000 Nf"lmo Aporo Iandov_vners of Kutubu managed by
Director Mark Sakai

Public relations - SHP Government 698,506 SHP Government through the office of Governor
William Powi

Public relations - Gulf Prov Government 785,727 GPG. Gov_ernment through the office of Governor
Chris Haiveta

Public relations - Dept of Petroleum & Energy 278,027  DPE - through the Office of the Secretary

Public relations - MRDC 817,322 MRDC - through the office of the Managing Director
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Subsidiary/trust entity & expenditure details Amounts (PGK)

Petroleum Resources Gobe Ltd (PRG)

Public relations - Erave/samberigi
Public relations - Kikori/Kaiam

Public relations - Gulf Prov Government

Public relations - Southern Highlands Province
Government

Public relations - MRDC

Petroleum Resources Moran Ltd (PRM)
Public relations - Moran

Public relations - Department of Petroleum &
Energy

Public relations - MRDC
Mineral Resources Star Mountains Ltd (MRSM)

Public relations - Director W Sokim
Public relations - Director D Kaiankim
Public relations - Director J Atmeyok

Public relations - Chairman

Public relations - Department of Mining
Public relations - MRDC
Mineral Resource Ok Tedi No. 2 Ltd (MROT)

Public relations - Chairman

Subnational

299,973

99,257

46,606

25,000

69,080

293,776

10,000

20,000

198,439

305,153

197,517

200,000

54,150
24,950

962,925

PR funds for Erave/samberigi landowners through
their Director Philip Kende

PR funds for Kikori/Kaiam landowners through their
Director George Kasi

GPG Government through the office of Governor
Chris Haiveta

SHP Government through the office of Governor
William Powi

MRDC - through the office of the Managing Director

PR funds for Moran landowners through their
respective Directors

DPE - through the Office of the Secretary

MRDC - through the office of the Managing Director

PR Funds for Start Mountain landowners through
Director Wilson Sokim

PR Funds for Start Mountain landowners through
Director David Kaiankim

PR Funds for Start Mountain landowners through
Director John Atmeyok

PR Funds for Start Mountain landowners through
Chairman Amos Kiki

Dept of Mining - through the Office of the Secretary
MRDC - through the office of the Managing Director

PR funds through the office of Western Provincial
Governor

MRDC facilitates sub-national transfers as the trustee of interests in extractive projects on behalf of
subnational governments and landowner groups. For more detail, see section 9.6 of this report.

Table 54: Subnational payments as reported by MRDC

Subsidiary/trust entity

Mineral Resources Development Company (MRDC)
Petroleum Resources Kutubu Ltd (PRK)
Petroleum Resources Gobe Ltd (PRG)

Mineral Resource Ok Tedi No. 2 Ltd (MROT)

PNG EITI
Report 2018

Recipient (inferred by IA based on ownership) Amount (PGK)

unknown 100,000
Gulf and Southern Highlands 3,222,386
Gulf and Southern Highlands 25,000
Western (Fly River Provincial Government) 1,399,555
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6.5.3 Ok Tedi Mining Ltd (Mt Fubilan Mine)
Mandatory

Table 55: Reported mandatory expenditure paid by Ok Tedi Mining Ltd in 2018

Recipient Amount (PGK)

CMCA compensation payments

Nupmo 3,848,071
Tutuwe 5,340,273
Wari Tri 9,896,345
Middle Fly 10,857,026
Kiwaba 3,846,539
Suki Fly Gogo 3,485,596
Dudi 3,303,605
Manawette 3,406,055
Total CMCA compensation payments 43,983,510
Mine villages™

Atemkit 791,943
Kavorabip 855,524
Finalbin 828,721
Bultem 999,517
Migalsimbip 967,807
Wangbin 1,099,749
Total mine village payments 5,543,261
Lease*

Lease-Local 1,694,204
Land Rental (Govt) 449,892
Land Lease Payments (Community) 1,202,199
Land Lease Compensation-LMP79-Kobom 967,305
Land Lease Compensation-LMP37-Aekyom 679,368
Lease-Lamin Trust 584,241
Total lease payments 5,577,209
Eight supplement

Eighth Supplemental Agreement-Heduru 16,123,575
Total mandatory payments 71,227,554

*Included according to template provided, however please note that lease payments would typically be classed as commercial
operating costs rather than that social expenditure.

~The OK Tedi template states “Mine Villages (PGK '000,000)”, however the IA note that this would make the payments
extremely high. Confirmation from OK Tedi has not been received at the time of writing.
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Discretionary
Table 56: Discretionary expenditure as reported by Ok Tedi Mining Ltd in 2018

Recipient Amount (PGK)

Various donations 50,170,385
Compensation general (Others) 27,018
Total 50,197,403

Some further detail on Ok Tedi’s social expenditure by category can be found in its Annual
Review.1"3

Subnational
Table 57: Subnational payments as reported by Ok Tedi Mining Limited in 2018

Western Provincial Government (FRPG) 17,649,015

173 Ok Tedi Mining Lt Annual Review 2018, pp. 65-9, https://oktedi.com/wp-content/uploads/2019/05/0K-Tedi-Annual-
Review-2018-Web.pdf, accessed 12 December 2019
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7.1  Overview of mining operations in 2018

The companies discussed in this chapter are listed below. These were companies initially identified
as material, based on their association with mines that were either in operation or in advanced
stages of pre-production.

Table 58: Mining companies 2018

Reporting entity (mine - license) Mining operator and Joint Venture (JV) partners

Mining
Anomaly Ltd Anomaly Ltd (Crater Gold) Not producing in
(Mt Crater mine)* 2018
Barrick (Niugini) Ltd Barrick Niugini Ltd (operator) - 50% owned by Barrick Gold | Producing in 2018
(Porgera mine - SML 1 (P)) Corporation and 50% by Zijjin Mining Group

MRDC (managing funds for Mineral Resources Enga Ltd

(MREL 5%)
Eda Kopa (Solwara) Ltd Nautilus Minerals Not producing in
(Solwara - ML 154)* KMH Eda Kopa (Solwara) Ltd 15% 2018
Frieda River Ltd PanAust and Highlands Pacific JV for 2018. 100% owned (SML Application
(Frieda River)* by PanAust from May 2019 lodged)
K92 Mining Ltd K92 Mining Inc. Producing in 2018
(Kainantu - ML150)
Lihir Gold Ltd Lihir Gold Ltd is 100% owned by Newcrest Mining Ltd Producing in 2018
(Lihir/Luise Caldera mine - SML 6)
MCC Ramu NiCo Ltd MCC Ramu NiCo Ltd (operator) Producing in 2018

(Kurumbukari mine, Ramu - SML 8) | Highlands Pacific (100% owner - Ramu Nickel Ltd 8.56%

MRDC (managing funds for Mineral Resources Madang Ltd
2.5% and Mineral Resources Ramu Ltd 3.94%)

Morobe Consolidated Goldfields Ltd Hidden Valley JV (operator) 100% owned by Harmony Producing in 2018
(Hidden Valley mine - ML 151)

Newcrest PNG 2 and Wafi Mining Ltd | Newcrest and Harmony JV (SML Application
(Wafi-Golpu)* lodged)

Niuminco Edie Creek Ltd Niuminco Edie Creek Ltd Producing in 2018
(Edie Creek mine - ML 144)*

Simberi Gold Company Ltd Simberi Gold Co. Ltd (operator) is 100% owned by St Producing in 2018
(Simberi mine - ML136) Barbara

Woodlark Mining Ltd Geopacific Resources Ltd Not producing in
(Woodlark - ML508)* Kula Gold Ltd 2018

SOE

Ok Tedi Mining Ltd Ok Tedi Mining Ltd (operator) Producing in 2018

(Mt Fubilan) SML 1 (0)

*Not material reporting entities for 2018 EITI report. However, we have included their overview and background for
transparency purposes.

7.2  Mines operating in 2018

This section of the report presents an overview of mining projects active in PNG during 2018. Any
changes that occurred to the ownership structures during the 2018 reporting period are noted.
Export values included in summaries are free on board (FOB) values reported by the MRA. FOB
values are the values recorded by customs when the mining commodities are exported.

In the ownership structure figures, the yellow boxes identify the operator of the mine, (or in some
cases the owner of the operator). This is the reporting entity that provides the majority of EITI
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reporting information. The other joint venture owners were also asked to provide contextual
information and to notify the amount of tax paid for the data reconciliation process. Beneficial
ownership (to the extent known) are shown in blue.

7.2.1 Alluvial mining sector

The MA allows people to mine for alluvial minerals on their own land by non-mechanical means
without the need for a mining licence, provided that the land is not the subject of tenement (other
than exploration licence) and that the mining is carried out safely.”* This sector is therefore largely
unmonitored, and there is limited information about its size. MRA estimates there are 80-100,000
small-scale miners in this category. An Alluvial Mining Database is planned for 2020, funded by
MRA and Artisanal Gold Council, which should give a more accurate number.*’® By 2018, 4,659
individuals had completed training at the MRA’s small-scale mining centre in Wau.'7®

Small-scale mining conducted with powered machinery requires an Alluvial Mining Lease or Mining
Lease (for alluvial purposes) from the MRA. The former is granted for up to five hectares of land
that is a river bed and extends no further than 20 metres from any river bed. The latter may cover
up to 60km?. There is a requirement for a minimum 51% ownership by PNG nationals.*”” In 2018,
there were 117 Alluvial Mining Leases.'"®

Alluvial miners sell their gold to traders, who then on-sell it to one of 16 licensed exporters,
regulated by the Bank of PNG. The MRA checks the export forms and raises levies on the export.

174 Mining Act 1992 s.9, http://www.paclii.org/cgi-
bin/sinodisp/pg/legis/consol_act/mal199281/mal199281.html?stem=&synonyms=&query=Mining%20Act%201992,
accessed 22 August 2019.

175 Direct communication from MRA, 17 December 2019

176 MRA, interview 28 November 2016; a more recent estimate has not been obtained.

177 Mining Act 1992 s. 38, http://www.paclii.org/cgi-
bin/sinodisp/pg/legis/consol_act/mal199281/mal199281.html?stem=&synonyms=&query=Mining%20Act%201992 accessed
22 August 2019

178 MRA, response to data request for 2018 PNG EITI Report, received 8 September 2019.

PNG EITI
Report 2018 EY( 78



8 X O i)

B e 2 5 E =

3= o = = © 4
c S o c o ;% 2@
o @ 5 S = “E’L TS
2 = 2 o5 =
B £8, 520> &8 ES g
= '..:>E o5 £ = (D=
° o ‘= Q+ o 7} U:_QC
) O-@ & T 9 & T - w =
= Q o 53 c s 9
= o255 6883 OE S23
£ roeo OO I =T <

Social and
subnational
payments

— 0
£

c g

3, 2%

@ ca T 5
(o)} ;9 = o0

b

© C,’Q_ g:
g 25 S5
= g2 2>
o h o x 2

S

7.2.2 Barrick Niugini Ltd (Porgera mine)

Minerals Gold and silver
Province Enga

Mine opened 1989

Mine life (years) 202517°

Tenement SML1 (P), ML101

2018 export value PGK1,869,792,597
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300

200

000s ounces (02)

100

2015 2016

, -l "

Findings and
recommendations
Appendices

RIANJAYA

2017 2018

Reporting year

Figure 21: Porgera production data, as reported by MRA

95% Barrick
(Niugini) Ltd
Porgera Porgera
mine JV
5% " Mineral Resources

Enga Ltd

(managed by MRDC)

Figure 22: Porgera mine ownership structure8°

Gold

m Silver

50% :
Barfick GOl \ o, v,k and Toronto listed
Corporation
50% T
__PZUIRMIRINGS |\ kong and Shanghai listed
Group
50%
— Local landowners
50%

— Enga provincial government

179 https://miningdataonline.com/property/611/Porgera-Mine.aspx, accessed 5 September 2019

180 http://www.porgerajv.com/Company/Our-Story accessed 22 August 2019
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7.2.3 K92 Mining Ltd (Kainantu)
y— NS 'w
Province Eastern Highlands < \
“ > H
Pa :
Mine opened 2005 = J
| <T¥ :
Mine life (years) 9 years'81
Tenement ML150 o
A~ £
2017 export value PGK 141,595,949
60 300
50 250
N
o 40 200
N ~
-
: A
€ 30 150 @ " Gold
© S mSilver
3 -
8 20 100 Copper

50

[
o o
o

2015 2016 2017 2018
Reporting year

Figure 23: Kainantu mine production data, as reported by MRA

(CIHEINGOI 100% | K92 Mining  100% K92 Holdings 100% | K92 Mining

mine Ltd International Ltd Inc. ToX listed: KNT

Figure 24: Kainantu mine ownership structure

Operations commenced in 2006 but the mine was placed into care and maintenance in 2009. It
remained in this state until 2015, when K92 acquired the project, restarting production in 2017.182

181 Mine Life, https://miningdataonline.com/property/656/Kainantu-Mine.aspx, accessed 5 September 2019
182 K92 Mining Inc, https://www.k92mining.com/operations/, accessed 31 October 2019.
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7.2.4 Lihir Gold Ltd (Luise Caldera mine)
Minerals Gold and silver o 7 sLinir
Province New Ireland o N
Mine opened 1997 . MWAN/”;
. 30+ (gold reserves estimated at
Mine life (years) 25,297,577 07:%9)
Tenement SML6, ML125, 126 @ )
\ < <
2018 export value PGK3,903,974,2078 %%
1,200
1,000
~
N
S 800
7]
[
o
g 600
o Gold
S m Sil
ilver
S 400
o
200
0 — —_— . ==
2015 2016 2017 2018
Reporting year
Figure 25: Lihir (Luise Caldera) production data, as reported by MRA.
100% Lihir Gold 100% Newcrest ASX listed
Ltd Mining Ltd
Figure 26: Lihir ownership structure
Please note that 2018 silver data from Lihir Gold Lt was not reported by MRA.
183 Reported by Newcrest Mining in LGL data template completed for this report
184 ibid
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7.2.5 MCC Ramu Nico Ltd (Ramu Nickel, Kurumbukari mine)

Minerals Nickel, cobalt and chromite

Province Madang

;
y g
%y f-

Ramu)
Mine opened 2012 (construction completed) o \ C»W\:W/
Mine life 30 18 Y
W\;\ \\
Tenement SML8 ~ ) §
\ D) \ 17 . <
2018 export value PGK1,377,324,450186 Maam -

Figure 27: Kurumbukari production data, as reported by MRA*

*Chromite production was reported by MRA for 2016 but not for 2017. Chromite production 2017 values are from the
operator. Produced quantity was not provided by the MRA or the operator for 2018.

Figure 28: Ramu Nickel Project ownership structure®”

185 Mine Life, https://miningdataonline.com/property/3323/Kurumbukari-(Ramu)-Mine.aspx, accessed 5 September 2019
186 Note: This value includes sales for Nickel, Cobalt and Chromite as the export value was provided for these commodities.
This is despite no produced value being provided for Chromite in 2018.

187 Ramu Nickel Cobalt, http://www.highlandspacific.com/current-projects/ramu-nickel, accessed 31 October 2019.
Jinchuan Group listing from http://www.metorexgroup.com/investors-and-media/shareholder-information/, accessed 31
October 2019. Jiuquan Iron & Steel Group Co Ltd listing from https://www.bloomberg.com/profiles/companies/JQISGZ:CH-

Jiuguan-iron-&-steel-group-co-ltd, accessed 31 October 2019. Jilin Jien Nickel Industry Co. Ltd listing from
https://www.bloomberg.com/profile/company/600432:CH?in_source=PersonProfile, accessed 31 October 2019.
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