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Foreword

In this edition, as the country celebrates 48 years of nationhood, we turn our attention to
discuss key areas of interest across the business and investment sectors. Enhancing
Fixed Asset Management remains challenging in both the public and private sectors in
Papua New Guinea as the economy grows. We take a deep dive into Enterprise Resource
Planning (ERP) and what that entails in the digital landscape transformation taking place.

We have the latest updates on the work permit process and we close out this month with
commentary on the PNG Takeovers and Mergers Code that became effective in June
2023 as part of the Capital Markets reform.

KPMG in PNG has dedicated in-house locally based specialists in all of the following areas: cybersecurity
and technology advisory, internal audit/risk, visa migration, corporate finance, management consulting,
fraud investigation as well as tax, audit readiness, financial statement preparation, payroll services and
assurance. As such we are well placed to provide a truly multi-disciplined approach to business advisory.

Enjoy the read this month and reach out with any enquiries at kmcentee@kpmg.com.au if you would like
to see KPMG cover specific topics in future editions.

Ces

Enhancing Fixed Asset Management in Papua New Guinea
by Lizette Theron, Associate Director, Business, Tax & Advisory Services

The management and maintenance of fixed assets play a pivotal role in the success of organisations, both
in the private and public sectors. Fixed assets in Papua New Guinea (PNG) companies and public sector
entities are currently being managed using various methods, including automated systems and manual
processes.

PNG’s business environment demands efficient asset management and maintenance of fixed assets.
However, many organisations, including those in the public sector, face challenges in effectively managing
these assets. To address this issue, organisations may recognise the need to engage experienced
consultants to offer their expertise, guidance, and assistance to improve fixed asset management practices.
With their guidance and assistance, PNG’s business community can elevate their fixed asset management
practices, leveraging modern systems and accounting advice.

What are fixed assets?

Fixed assets encompass tangible resources essential for business operations, such as land, buildings,
vehicles, machinery, and equipment. Effective management of these assets ensures their longevity,
minimises risks, and maximises the return on investment.

Existing challenges in Papua New Guinea

Despite the importance of fixed assets management, many entities in PNG struggle with outdated practices
and inadequate systems. This can lead to inaccurate record-keeping, inefficient maintenance procedures
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and lack of visibility into asset lifecycles. Consequently, organisations may experience higher costs,
reduced productivity, and regulatory compliance issues. Common challenges faced by organisations in
PNG include:

o Data management — maintaining data in multiple systems can lead to inconsistencies,
inaccuracies, and inefficiencies.

e Staff turnover — high staff turnover can lead to loss of knowledge and expertise, disrupting the
management of fixed assets. New staff may need training and time to understand systems and
processes, which can affect productivity and efficiency.

o Budget constraints — limited budgets can restrict the ability to invest in advanced systems or hiring
additional staff for managing fixed assets. This can lead to overworked staff and outdated systems,
which can negatively impact the management of fixed assets.

e Capital allocation — deciding between capital expenditure (CAPEX) and operating expenditure
(OPEX) can be a challenge. Making sound investment decisions between CAPEX and OPEX can
help avoid the need for unnecessary capital intervention and improve the managing of cost, risk,
and performance.

¢ Regulatory compliance — ensuring compliance with various safety, reporting and other regulations
can be a complex and time-consuming task. Non-compliance can lead to legal contingencies,
penalties, and damage to the organisation’s reputation.

The role of consultants

Recognising the need for improvement, organisations may turn to experienced consultants who specialise
in fixed asset management. These professionals provide valuable guidance and assistance across various
areas, including systems implementation, development of policies and operating procedures, training, and
accounting advice. By partnering with consultants, organisations can benefit from their extensive
knowledge and understanding of best practices.

Systems implementation for streamlined management

Analysing an organisation’s existing processes will identify gaps in their fixed asset management, including
existing systems utilisation, if any. Working closely with an organisation’s key stakeholders, management
and consultants are able to develop tailored solutions, leveraging modern technologies and software
applications where necessary and feasible.

Considering resource constraints (budget and staff) within an organisation, varying levels of systems
implementation could provide automated processes, and standardised workflows, with real-time insights
into asset locations, conditions, maintenance costs to ensure accurate asset tracking, maintenance
scheduling, and financial reporting.

Development of policies and procedures and training of staff

Training staff on policies and procedures can be emphasised to reduce human error and improve asset
management practises, through the following steps:

¢ Defining value to allow trade-offs — understanding an organisation’s assets from a value, cost and
risk perspective enables trade-offs between these aspects.

¢ Whole of life costs — taking a whole of life view, the total costs of asset ownership from “acquire to
retire” is considered, including the impact of early decisions and interventions on future costs.
Organisations are more easily able to analyse and understand the trade-off between CAPEX and
OPEX by creating a singular asset register that also meets the need to list critical infrastructure
assets.

e Continuous training and development — regular training sessions should be conducted to ensure
that all staff members are up to date with the latest policies and procedures regarding fixed asset
accounting, management, and maintenance. This will not only help in reducing human error but
also in improving the overall efficiency of the organisation.

e Use of technology — leverage technology for condition automation and data capture. This can
provide valuable insights into assets and help in their effective management.

e Shared ownership — there needs to be an understanding of organisation-wide responsibilities and
shared ownership in achieving an integrated response to fixed asset management. This will ensure
that everyone is working towards the same goal — improved fixed asset management.

e Accounting advice for compliance and decision-making.

Accurate accounting practices are vital for maintaining compliance with regulatory requirements (reporting,
auditing) and for making informed business decisions. Consultants may assist organisations in establishing



effective accounting frameworks, including depreciation methods and appropriate depreciation rates,
techniques for verification and condition assessment, and asset impairment assessments. This ensures
that financial statements reflect the true value and condition of fixed assets, enabling better decision-
making and facilitating of audits.

Embracing change for a better future

In an ever-evolving business landscape, embracing change is crucial for sustained success. By seeking
the expertise of consultants in fixed asset management, companies and public sector entities in PNG can
unlock significant benefits. These include improved asset Utilisation, reduced costs, enhanced regulatory
compliance, and informed decision-making. By embracing change and investing in effective asset
management strategies, organisations can position themselves for long-term growth, efficiency, and
competitiveness.

The Double-Edged Sword of ERP Implementation in PNG Organisations
by Charles Judd, Principal Director, Advisory Services

In Papua New Guinea (PNG), a rapidly evolving digital landscape has urged PNG organisations to integrate
complex business processes for efficiency and competitive advantage. One solution we see that is gaining
traction is the implementation of Enterprise Resource Planning (ERP) software. ERP systems offer a
consolidated approach to streamline various business operations, from finance, payroll to human
resources. However, adopting an ERP system is a significant move with both advantages and challenges.

Pros:

e Streamlined Operations: ERP systems consolidate multiple business processes into a single
platform, facilitating seamless communication across different departments. This is particularly
beneficial for PNG organisations aiming to centralise their operations.

¢ Real-time Data: Access to real-time data enables quicker and more informed decision-making. It
is a boon for sectors like manufacturing and retail that require immediate insights into inventory
levels, sales, and financial metrics.

e Scalability: ERP systems are scalable, making it easier for organisations to adapt to market trends
and shifts in demand. This is crucial for businesses in PNG, where the digital landscape is still
evolving.

e Compliance and Reporting: With increasingly stringent regulations in PNG concerning data
protection and cybersecurity, ERP systems can assist in maintaining compliance through built-in
audit functionalities.

Cons:

e High Costs: ERP implementations often require significant investments not just in software but also
in training and change management. For smaller organisations in PNG, this could be a financial
burden, though there are more cost-effective ERP systems available aimed at the SME sector

e Complexity and Overhead: The comprehensive nature of ERP systems could lead to unnecessary
complexities, especially if the software includes features that are not useful for a particular
business.

e Implementation Time: Implementing an ERP system is time-consuming and could result in
operational downtime. Organisations must be prepared for this transitional phase, which might
impact productivity.

e Dependency and Vendor Lock-in: Once implemented, changing, or upgrading your ERP system
can be complicated and expensive, often resulting in vendor lock-in that might not be ideal for
every organisation.

For PNG organisations, ERP implementation presents a double-edged sword. While the benefits are
significant, the challenges are not trivial and require comprehensive planning and risk assessment. The
key to a successful ERP implementation lies in choosing a system aligned with your organisational needs
and preparing adequately for the associated changes. As PNG’s digital future unfolds, ERP could be the
catalyst for operational efficiency, but only if implemented thoughtfully.




Work permit updates

As anyone involved in bringing expatriate employees into PNG will know, the work permit process has been
very slow. The minimum standard processing time advised by the Department of Labour had historically
been 15 working days for the work permit itself. In recent weeks the Department has advised us that this
minimum standard processing time has increased from 15 working days to 42 working days. While this is
not a surprise as it has been reflective of some of the delays arising in practice, it is concerning and will not
be a welcome development.

Typically the quick mobilisation of employees into PNG is critical to businesses operating in PNG and
delays in mobilisation can have significant impacts. There is a fast-track option for work permits of K300
although its effectiveness is not consistent and it does not guarantee a maximum turnaround time.
Nevertheless, businesses may wish to try and avail of this fast-track option. By contrast the fast-track
option of K6,800 for visas guarantees a 48-hour turnaround and is generally successful despite the steep
cost.

Takeover and Mergers Code

A new Takeover and Mergers Code was put in place in June 2023. The former Code was repealed in 2017
which created some uncertainty for companies seeking to undertake takeovers in PNG. The key highlights
are that take-over offers under the Capital Markets Act must comply with the Code. The fundamental rule
prohibits movements in shares from less than 20% to more than 20% or increased movements from 20%
or more shares unless an exception applies. Exceptions include full offers, partial offers, acquisitions or
allotments approved by ordinary resolutions and acquisitions if a person already holds or controls 90% or
more of the shares. Procedures and requirements apply in respect of an exception and these are set out
in the Code.

Our social media presence

As usual, you may access our regular multi-disciplined thought leadership pieces, newsletters, and updates
on our KPMG PNG LinkedIn page. Also, connect via our webpage www.kpmg.com.pg.and Facebook
https://www.facebook.com/pngkpmg/.
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