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Indonesia

Transfer Pricing Country Profile

Updated October 2017

SUMMARY

The Arm’s Length Principle

REFERENCE

Does your domestic legislation or
regulation make reference to the Arm’s
Length Principle?

M Yes
O No

Article 18 para. 3 of Income Tax Law
(Law Number 36 of 2008 concerning fourth
amendment of Law Number 7 of 1983)

Link (in Bahasa Indonesia):
http://ketentuan.pajak.go.id/index.php?r=aturan/r
inci&idcrypt=o0Jeko6A%3D

What is the role of the OECD Transfer
Pricing Guidelines under your domestic
legislation?

As reference for formulating our transfer pricing policy and regulation and for
dispute settlement.

Does your domestic legislation or
regulation provide a definition of
related parties? If so, please provide the
definition contained under your
domestic law or regulation.

M Yes
O No

The term related parties means:

a. a Taxpayer who owns directly or indirectly at least 25% of equity of
other Taxpayers; a relationship between Taxpayer through ownership of at least
25% of equity of two or more Taxpayer, as well as relationship between two or
more Taxpayer concerned;

b. a Taxpayer who controls other Taxpayer) or two or more Taxpayers are
directly or indirectly under the same control (through management or technology
even though there is no ownership); or

c. a family relationship either through blood or through marriage within
one degree of direct or indirect lineage.

Article 18 para. 4 of Income Tax

Law Link (in Bahasa Indonesia):
http://ketentuan.pajak.go.id/index.php?r=atur

an/r
inci&idcrypt=o0Jeko6A%3D




Transfer Pricing Methods

4 Does your domestic legislation provide M Yes Article 18 para. 3 of Income Tax
f::rrgalégegflgf:lgfclgsg;Ol;les tvtx?e::: used 0 No Law Link (in Bahasa Indonesia):
rela telt)i arties? http://ketentuan.pajak.go.id/index.php?r=atur
P ’ If affirmative, please check those provided for in your legislation: an/r
inci&idcrypt=o0Jeko6A%3D
CuP Resale Cost TNMM Profit Other (If so,
Price Plus Split please describe)
%} %} %} ] %} ]

Our domestic legislation also allows the use of other method such as: valuation
technique, market based approach, and others.

5 Which criterion is used in your Please check all that apply: Article 11 para 2 of Director General

jurisdiction for the application of Regulation Number 32 of 2011

transfer pricing methods? U Hierarchy of methods

Link (in Bahasa Indonesia):

http://ketentuan.pajak.go.id/index.php?r=aturan/r
O Other (if so, please explain) inci&idcerypt=0Jilnp8%3D

M Most appropriate method

Indonesia adopts the most appropriate method. However, if traditional
transaction method and a transactional profit method can be applied in an equally
reliable manner, the traditional transaction method is preferable to the transactional
profit method. Moreover, where the comparable uncontrolled price method (CUP)
and another transfer pricing method can be applied in an equally reliable manner,
the CUP method is to be preferred.

6 If your domestic legislation or O For controlled transactions involving commodities, the guidance Minister of Finance Regulation Number
regulations contain specific guidance on |contained in paragraphs 2.18-2.22 of the TPG is followed. 213 of 2016
commodity transactions, indicate which

of the followine approaches is followed [0 Domestic legislation mandates the use of a specific method for Link (in Bahasa Indonesia):
gapp * |controlled transactions involving commodities (if so, please explain) http://ketentuan.pajak.go.id/index.php?r=aturan/r
. : inci&idcrypt=0JqinKM%3D
M Other (if so, please explain) ncidide LIk,

Transfer pricing regulation does not contain specific mention to a method to
be used for commodity. However, in our regulation regarding transfer pricing
documentation we encourage the use of CUP for commodity.




Comparability Analysis

7 Does your jurisdiction follow (or largely M Yes Article 5 of Director General
follow) the guidance on comparability 00 No Regulation Number 43 of 2010
analysis outlined in Chapter III of the Link (in Bahasa Ind .
TPG? ink (in Ba asaIn 9n§s1a).

We adopt 5 comparability analysis that includes: http://ketentuan.pajak.go.id/index.php?r=aturan/r
inci&idcrypt=0Jiim6M%3D

a. characteristic of property transferred or services provided;

b. functional analysis;

c. contractual terms of the transactions;

d. economic circumstances; and

e. business strategies.

8 Is there a preference in your O Yes
jurisdiction for domestic comparables 7 No
over foreign comparables?

Indonesia transfer pricing guidelines do not specifically mention that local
comparable is preferable, but in practice the local comparable is preferred.

9 Does your tax administration use secret O Yes
comparables for transfer pricing 7 No
assessment purposes?

In existing regulation, there is no restriction to use secret comparables. However,
until so far we have not yet made use of any secret comparables in audit or
litigation.

10 | Does your legislation allow or require M Yes Article 13 of Director General
the use of an arm’s length range and/or 0 No Regulation Number 43 of 2010
statistical measure for determining ink (in Bahasa Indonesia):
arm’s length remuneration? . Link (in Ba asa e

Indonesia use interquartile range (Q1-Q3) on applying arm’s length principles. http://ketentuan.pajak.go.id/index.php?r=aturan/r
inci&idcrypt=0Jiim6M%3D

11 | Are comparability adjustments M Yes Article 4 para 1 of Director General Regulation
required under your domestic 0 No Number 32 of 2011
legislation or regulations?

When necessary and possible, comparability adjustment can be made to eliminate
the effect of any differences to the price or to the profit being tested.




Does your domestic legislation or

Intangible Property

Article 17 of Director General

12 M Yes
regulations contain guidance specific 0 No Regulation Number 32 of 2011
:0 the P:}““g of clm.ltro.llet:d ibles? Link (in Bahasa Indonesia):
ransactions involving intangibles: Indonesia follows the guidance provided in OECD Transfer Pricing | http:// ketentuan.palak(.)go.ld/ index.php?r=aturan/r
Guidelines 2010 version. We are now in the process to revise the current | inci&iderypt=oJilnp8%3D
regulation, by which recommendation in BEPS 8-10 will be further embodied.
13 | Does your domestic legislation or O Yes
regulation provide for transfer pricing 7 No
rules or special measures regarding
hard to value intangibles (HTVI)?
14 | Are there any other rules outside O Yes
transfer pricing rules that are M No
relevant for the tax treatment of
transactions involving intangibles?
Intra-group Services
15 | Does your domestic legislation or M Yes Article 16 of Director General
regulations provide guidance specific 0 No Regulation Number 32 of 2011
to intra-group services transactions? Link (in Bahasa Indonesia):
Regulation on intra-group services transactions is in line with OECD Transfer | Dttp:/ ketentuan.palak(;go.ld/ index.php?r=aturan/r
Pricing Guidelines 2010 version. inci&idcrypt=0Jilnp8%3D
16 | Do you have any simplified approach
for low value-adding intra-group O Yes
services? ™ No
17 | Are there any other rules outside
transfer pricing rules that are O Yes
relevant for the tax treatment of 7 N
0

transactions involving services?




18

Does your jurisdiction have legislation
or regulations on cost contribution
agreements?

Cost Contribution Agreements

M Yes
O No

Indonesia follows the guidance provided in OECD Transfer Pricing Guidelines

2010 version.

Transfer Pricing Documentation

Article 17A of Director General
Regulation Number 32 of 2011

Link (in Bahasa Indonesia):
http://ketentuan.pajak.go.id/index.php?r=aturan/r
inci&idcrypt=olilnp8%3D

19 | Does your legislation or regulations M Yes Minister of Finance Regulation Number
require the taxpayer to prepare O No 213 of 2016
transfer pricing documentation? f affirmat l ok ol that aoi Link (in Bahasa Indonesia):
Ajirmative, piease check ait that appey- http://ketentuan.pajak.go.id/index.php?r=aturan/r
M Master file consistent with Annex [ to Chapter V of the TPG inci&idcrypt=0JqinKM%3D
M Local file consistent with Annex II to Chapter V of the TPG
M Country-by-country report consistent with Annex III to Chapter V of
the TPG
O Specific transfer pricing returns (separate or annexed to the tax return)
O Other (specify):
20 | Please briefly explain the relevant Timing for availability: Article 4 and 7 Minister of Finance
requirements related to filing of a. Masterfile and local file: 4 months after the fiscal year ended Regulation Number 213 of 2016
tral'lsfer pricing doc'umentation.(i.fe. b. CbCR: 12 months after fiscal year ended Link (in Bahasa Indonesia):
timing for preparation or submission, Timing for submission http://ketentuan.pajak.go.id/index.php?r=aturan/r
languages, etc.) a. Masterfile and local file: on request by DGT inci&idcrypt=0JginKM%3D
b. CbCR: together with the submission of subsequent year’s tax return and
taxpayer is obliged to submit CbCR and its notification electronically, at the
latest, 12 months after the fiscal year ended
21 | Does your legislation provide for O Yes Article 13 Minister of Finance
specific transfer pricing penalties M No Regulation Number 213 of 2016

and/or compliance incentives
regarding transfer pricing
documentation?

The penalty is governed in the General Provisions and Tax Procedures Law.

Link (in Bahasa Indonesia):
http://ketentuan.pajak.go.id/index.php?r=aturan/r

inci&iderypt=0JqinKM%3D
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If your legislation provides for
exemption from transfer pricing
documentation obligations, please
explain.

Which mechanisms are available in

your jurisdiction to prevent and/or
resolve transfer pricing disputes?

Taxpayer who does not meet the following criteria is exempt for transfer
pricing documentation obligation:

a. annual gross turnover in the preceding taxable year no more than
50billion Rupiah;
b. annual value of related party transaction in the preceding taxable year:

1. no more than 20billion Rupiah for tangible goods transaction; or

2. no more than 5Sbillion Rupiah for each of service provision, interest
payment, utilization of intangible goods, or any other related party
transactions; or
c. have no related party transaction in a country or jurisdiction with income
tax rate lower than income tax rate as referred to in Article 17 of Income Tax
Law.

In addition, taxpayer that has an APA agreement with DGT is exempt to file
transfer pricing documentation for the specific transaction that is covered in the
agreement.

Administrative Approaches to Avoiding and Resolving Disputes

Please check those that apply:

Rulings

Enhanced engagement programs
Advance Pricing Agreements (APA)
Unilateral APAs

Bilateral APAs

Multilateral APAs

Mutual Agreement Procedures

NN AXAOAO

Other (please specify): Objection and appeal

The dispute can also be solved through objection and appeal process.

We basically don’t have Multilateral APA program. However, if the covered
transactions and covered entities are from more than 2 countries, the APA can be
conducted by applying multiple Bilateral APAs with the countries concerned. For
example, the covered entities in the requested APA are Indonesia, X country, and
Y country. Then, Indonesia would conduct BAPA program with Country X and
Country Y simultaneously.

Article 2 para 2 Minister of Finance
Regulation Number 213 of 2016

Link (in Bahasa Indonesia):
http://ketentuan.pajak.go.id/index.php?r=aturan/r

inci&idcrypt=0JqinKM%3D




Safe Harbours and Other Simplification Measures

24 | Does your jurisdiction have rules on

safe harbours in respect of certain L Yes
industries, types of taxpayers, or types ™ No
of transactions?

25 | Does your jurisdiction have any other No.

simplification measures not listed in this
questionnaire? If so, please provide a
brief explanation.

Other Legislative Aspects or Administrative Procedures

26 | Does your jurisdiction allow/require M Yes

taxpayers to make year-end
adjustments? O No

Taxpayers are allowed to make year-end adjustments based on self-assessment

system.

27 | Does your jurisdiction make secondary M Yes Article 18 para 3 of Income Tax
i ?
adjustments? 0 No Law Link (in Bahasa Indonesia):
] - O o http://ketentuan.pajak.go.id/index.php?r=atur
There is also a possibility that equity is stated as debt, namely disguised an/r
equity. In such case, the Director General of Taxes is authorized to characterize inci&idcrypt=0Jeko6A%3D

debt as equity. This re-characterization may be made by comparing the ratio of the
company's liabilities to the company's equity of independent parties, or based on
other data. As a result, interest paid with respect to that debt is not deductible and
in the hands of shareholders the payment is considered as dividend which is subject
to tax.

Other Relevant Information

28 | Other legislative aspects or
administrative procedures regarding N/A
transfer pricing

29 | Other relevant information (e.g. Indonesia is in the process of preparing a new Minister of Finance Regulation
whether your jurisdiction is preparing concerning transfer pricing guideline.

new transfer pricing regulations, or other
relevant aspects not addressed in this
questionnaire)

Indonesia is also in the process to revise the current regulation, by which
recommendation in BEPS 8-10 will be further adopted.

Safe harbours measures will be introduced in the next regulation.
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Indonesia: Updated Advance Pricing Agreement

regulations issued

The Directorate General of Taxation (“DGT") issued an update to
the Advance Pricing Agreement ( “ APA ") regulations. The most
Important amendments are the simplification of the application
process, extension of the validity of APAs including the possibility of a
rollback, the abolishment of the annual compliance requirements and
guidance on a new extension process. The new regulations
(22/PMK.03/2020) entered into effect as per 18 March 2020.

Simplification of the process

The taxpayer is now permitted to file the application for the APA
directly while previously extensive information had to be provided
during the pre-filing process.

Extension of validity

Bilateral and unilateral APAs will both be applicable for a period
of five years. This is an improvement over the previous terms of three
years for unilateral APAs and four years for bilateral APAs. The
taxpayer may now apply for a rollback, which was not previously
possible. The rollback applies to years prior to the ones covered by the
APA, provided that facts and conditions remain the same and certain
other conditions are met.

Annual compliance

Annual compliance reports are no longer necessary. However, the
DGT retains the authority to evaluate the APA and, inter alia, to discuss
the implementation of the APA, obtain further information and review
the business activities of the taxpayer.

Extension process

APAs may now be extended for one consecutive period.
Extension requests under the previous regulations were treated as a
new request. However, now an extension may be granted if the facts

and circumstances remain the same and other conditions are met.

-15-



BIEEFE VUL : RAn T #re e et ZHHL e

ENEMB TS 2/ (DGT) KMMMAENLTH (APA) #
EMEH, HPREENBITEEALCREREF. EKMAENL
HHNBERE (BREWEAENTREMYE) ( BUBFEEEMREUR
SEFEENFHNE. T ER2/PMK.03/2020) F 2020 % 3 A
18 HARL,

L RE

MHEARETNEERZIMAENZHRIE, MIAGI LT
MiRZIRFREAEEL.

EKFHH

MME RS BLTMAENLTHERRAHATE, Mz
Ay BRI TRAE N R HEABGL TR E h 2 HEE A #9514 = A
F, MBARETREENEE, XEMFTEAEATN. B
WMAETMAENRHFRENFEEZINEE, ARESIME
HREFATHF BB ERLEH KM,

FEEMN

MBMANBFTEREFESIRE. B2, BMBIBEAR
REBEMAENZHNN S, TE2ITRMAEMN THEA K.
WA — S ERMBEENHRANNETER.,

EHRTE

WA TN LRI AT WELL K —PEAE . IARTS5) T ZE
HIE R AFMIER. B, NREIHERREFEALIEH
BEMEZM, AT IUHCETER,

-16 -



I {ER2%3E
--OECDXHIEZ5FHIR
s30T Be T

Information Data
——Analysis and Forecast on

Indonesia's Economy from

OECD
AEAEEHIEEE (BEHLARF
A& ED 2 2021 &) (OECD Economic
Surveys: Indonesia 2021) , FZEEiA
1 OECD XFEM fe 255 15 SRV ER AR 77 #h B
ARREFT BTN o

--------
ami P ASRAE T




COVID-19 interrupted a long and stable growth journey,

causing a recession

After two decades of sustained, steady growth, the pandemic
triggered a “perfect storm”. GDP contracted in 2020 and some of
Indonesia ' s vulnerabilities have come to the fore, although
unprecedented policy interventions have circumscribed the damage.

The 2020 recession was widespread. Most sectors were hit, while
uncertainty over the evolution of the pandemic and depressed
confidence held back investment and consumption, with few
exceptions such as ICT and healthcare services. Subdued global
demand weighed on commodities sectors, notwithstanding
improvement in the second half. Construction was also affected, with
delays in infrastructure projects.

The recovery will be gradual, with considerable downside risks.
With no clear signals that the virus is receding, uncertainty surrounds
the definitive withdrawal of all prevention and mitigation measures
and the successful roll-out of the free vaccination programme. Despite
the increasing reliance on e-commerce, private consumption will take
time to return to pre-crisis levels due to income losses. Investment
growth is set to remain soft, although the new Omnibus Bill for Job
Creation is expected to improve the business climate. Sluggish global

trade growth will also take its toll.
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Table 1. The economy suffered a contraction

(annual growth rates, unless specified) 2019 2021
Gross domestic product (GDP) 5.0 -2.1 4.9 5.4
Private consumption 5.2 =27 3.6 7.1
Government censumption 3.2 1.9 -0.3 1.0
Gross fixed capital formation 45 -4.9 2.0 6.0
Exports of goods and services -0.9 =77 20 39
Imports of goods and services -7.4 -14.7 1.8 7.4
Unemployment rate (% of labour force) 5.3 8.0 6.8 5.8
Consumer price index 3.0 1.9 2.1 3.0
Fiscal balance (% of GDP) -2.2 -6.5 5.7 -4.1
Fublic debt (% of GDF) 26.3 27.0 35.0 386

Source: 0ECD Economic Qutlook 108 database updated.
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Fiscal policy has been expansive despite formal constraints. The
ceiling on the deficit (3% of GDP) has been temporarily suspended.
Slow disbursements limited the initial impact of the 4.3% of GDP fiscal
stimulus in 2020 but the situation later improved with an acceleration
of spending. The OECD projects the deficit-to-GDP ratio to recede
from 6.5% in 2020 to 5.7% in 2021. Further support in the medium term
will depend on maintaining easy access to financial markets and
raising tax revenue above current levels, which are insufficient.

Monetary policy remains accommodative. Bank Indonesia cut its
policy rate five times in 2020 and then again in February 2021, by 150
basis points in total, while quantitative easing and a range of
macro-prudential measures were activated to increase liquidity.
Inflation is projected to remain low and accommodative monetary
policy, accompanied by forward guidance, should continue.

The central bank engaged in a “burden-sharing” scheme with the
government. Bank Indonesia bought government bonds directly,
bearing the interest cost. The action was consistent with the central
bank ' s macroeconomic stabilisation mandate and appropriate
safeguards were in place. Going forward, it will be important to
maintain clarity regarding the boundaries between fiscal and
monetary policy and preserve the independence of Bank Indonesia.

Some financial indicators warrant attention. Market stress was at
its highest in March 2020. It has since receded but corporates’ foreign
currency debt is a risk to financial stability. Despite recent currency
strengthening, the spreads over global benchmarks have yet to return
to pre-crisis levels. The narrowing of the current account deficit is a
positive signal insofar as reduces vulnerability, but investor sentiment
towards emerging markets remains fickle and any sudden
deterioration may trigger a vicious depreciation/inflation cycle and
hinder market access.

Progress in reducing poverty is at risk. Poverty has declined since
the turn of the century but started to edge up even before the

pandemic hit (Figure 2). Consumption patterns, notably for durable
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goods, testify to the rise of the middle class. Nonetheless, only a third
of Indonesians are economically secure and in urban areas three out
of ten live in slums. Poverty remains widespread in rural areas and
youth unemployment is the highest in Southeast Asia. Over 26 million
people (9.8% of the population) were considered poor when the
country started to suffer from the pandemic, which could push up to

10 million more individuals into poverty.

Figure 2. Poverty is on the rise again
Incidence of poverty as a share of total population

Y%
15

14
13
12
11

10

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

PO ERITE ¥ @5t KRRl ke,
S5IRA5 %R

e FaEd A - THEEHFERERK, BEIHEMREE
BA, 2020 FENEEANLE~RE (GDP) TE, REBUFRIT
LRI A BUR FHUARERE BN EFMNEm, EthRERETHRE
KPR

2020 FMEFRE WHE, KEEITLEZE T Mg, MW
WM REBERTNAFHE R REEAEOMESE T HRENE
%, RBEEEMBEEHRAS VMETRERS W EDETLHI,

-21-



RETHFEHUE BEXFTRERSAZTRIOTWEAKE
Tt ZEFmm, BERREIE HWER,

FEDEREN, FNHEERANEFTTRE. BT
REPRNERRPRSEAER, EMAMPMNERERRE
BHAM R R EEEMTRINER 25, AHERDAFE. R
EXETHSNMRBEEEM, ERTEBSEDABRNED,
PINBEEFBERE S EREZBILIRIAKFE. REFH (EER
Wik) BENEMIIRE, BRABROEFRTEK. EXKEH

MR I Bt 1 38 Al R 2
E1: ENEGDPIEKIER (RLLZTIE L)

N

4

5

o Real GDP growth rate

IDN
Other G20 EMEs'

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Beskk: B
LlEtksk: Hft G20 MNWHAFE, SFEMRE. Efl. fE. B
E. 2AF. BT, PHEPRA. mENLER.

" ARRR 2RHRAKGFRE 108 BUEEERN.

-22._



E2: ZFEREFEKEK

KR, BRI 2019 2020 2021 2022
GDP (EM&=E1E) 5 21 4.9 5.4
I 52 2.7 36 71
BURE S 33 19 -0.3 1.0
B E R AR 4.5 -4.9 2.0 6.0
BYMARS H O -09 7.7 2.0 3.9
YRS # O 74 -14.7 1.8 7.4
Kb E 53 8 6.8 58
HBEMRIEE 3 1.9 2.1 3.0
T B 3 T 5 22 -6.5 -5.7 -4.1
= i 263 27 35.0 386

REBERMRE, MBBER—EZY KN, FFLER (4
GDPRI3%) EE1F. HEEFEAR, PRI T 202054 .3% A9 GDP R M4
BBUR RO, EEEXXHOINE, BAEREMHE. &
BAHRTT IR F 5 CDPRY L M 2020 £96.5% T~ £ 2021 5 7Y
5.7%, BAFHERHA—FINK, BERTRESRTZNER
AN RIIES 2 BRIKEM £, EXEZZAE,

TRHBURIRA TN ENJERTTAE 2020 FH0 2021 &£ 2 A%
FRRTABREMNE, 24TF 150 MNEA, BN EHELTER
M— R AN EEREBDUE IR M . BRI RISERAL
BN TR M BUR IR RTRE MRS IR IZS MEET X,

: WRBRR: Z25AREFRE 108 BIEEEH.

-23-




FRRITSBUFH T 7RISR TR ENERITHEEMEE
s, REBAERA, ZTHFERITHEREFRETS,
FXBMT7TEHNRERE. BEARK, REFPHVEBFMEHBEK
ZEIMARFRFONERHTRTHMIHEFTEE,

—E W SIERESRE. MHENE 2020 FF 3 AiRElRS
KF, WEBTER, Bl mshm s Stz e .
REEHGEMER, B52REAENTZEHARKEREYVRTAK
. BERESEMENE 2FKAFFRER—IRRGES, B
BABNHXTHNEENMARELE, EARRELETEES]
BT B/ BRI BER AN

REFTEMNHBREIRNE. BELZRZMK, REEE TR,
BEMBMAEEREZMRR/NELEF (BE3) . HHRER,
AHEWMAS, ERTHAMENELZ. REQL, RE=02
—MEERATAEZF EARE, mMEEEHTHX, +oz=
MAEEBERRE. REERNWXMAL BEFLE, RELME
FRIVERS. ¥ZEFHEZHEMHEEER, 81226005 A
(HEAHER9.8%) HINARRER, XoJsk=ELIA10007 A
AT,

-24 -



%

15

14

13

12

19

10

E3: REXFEXLH
AEAOQHEAOBNELER

Figure 2. Poverty is on the rise again

Incidence of poverty as a share of total population

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

-25-



#‘“

m Bibctriit

AR R TS
W W Wyt

R ——The Implementing Regulations

M, v of the Omnibus Law

i

AEAFR BRI B (BIERA KD SEht 51
Z—H2021 FEFISHATEA (GR-9) HEAE.




The Implementing Regulations of the Omnibus Law

Government Regulation (GR) No.9 Year 2021 (GR-9) has been
issued as one of the implementing regulations of the Omnibus Law.
GR-9 deals with taxation issues under the Omnibus Law and is
effective from 2 February 2021.

Please note that many aspects of the tax law changes under the
Omnibus Law are also subject to further elaboration by Ministry of
Finance (MoF) regulations, hence not all of the implementing rules are
covered in this GR-9.

Some of the changes in GR-9 serve as new rules and changes to
parts of existing regulations123, while some are merely an alignment

of the changes under the Omnibus Law without adding new rules.

1. Income Tax Aspects
Withholding tax on bond interest paid to non-residents
Under the Omnibus Law, the government may reduce the withholding tax
rate for interest paid to non-residents to be further directed under an applicable
government regulation. GR-9 has done that by setting a lower interest rate of
10% (or the applicable tax treaty rate) for interest paid on bonds. This lowered
rate applies to all types income treated as bond interest, including capital gain
(i.e. premium and discount) enjoyed upon disposal, and will be effective after six
months of the effective date of this GR (i.e. lower rate goes into effect on 2
August 2021). Prior to this effective date, the existing GR-164 still applies for the
interest treatment on bond transactions.
Domestic dividend exemption
The Omnibus Law provides that dividends paid by an Indonesian company
is not taxable in the hands of the recipient if they are:
(1) Domestic tax resident individual taxpayers who reinvest the dividend
income in Indonesia within a certain period; or
(2) Domestic tax resident corporate taxpayers.
The Indonesian company distributing the dividends no longer will have a

withholding tax requirement (i.e. does not need to withhold tax from such
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dividends even in the case of individuals that might not meet the reinvestment
condition). However, if the individual taxpayer does not meet the reinvestment
requirements, the dividend will be subject to income tax which must then be
settled by the individual. Further stipulation on the re- investment and
self-payment mechanisms will be governed in a separate MoF regulation.
2. VAT Aspects

Consignment goods

The delivery of consignment goods by a VATable Entrepreneur (Pengusaha
Kena Pajak/PKP) is no longer included as a VATable delivery under the Omnibus
Law. GR-9 emphasises that the delivery of movable goods from consignor to
consignee and from consignee to the actual buyer will still be subject to VAT and
clarifies that the change is only on the timing. Under the regulation, the timing
for these types of transfers will be as follows:

a.For consignor, VAT is due when the price of the goods is recognised as
receivable/income in accordance with the generally accepted accounting
principles that are applied consistently or when the commercial invoice is issued
by the consignor PKP. In the previous provision in the VAT Law, VAT is already
due when the goods are delivered to the consignee, although no actual sales
had yet been made.

b.For consignee, VAT is due when:

(1)The goods are directly delivered to the buyer or other third party for and
on behalf of the buyer;

(2)The goods are directly delivered to the goods recipient as a free gift or
own-use, or upon head-office to branch (and vice versa) or interbranch delivery;
(3)The goods are delivered to the courier service or freight company; or

(4)The price of the goods is recognised as receivable/income in accordance
with the generally accepted accounting principles that are applied consistently or
when the commercial invoice is issued by consignee PKP.

VAT obligation for retailers (Pedagang Eceran)

GR-9 defines a retailer as a PKP who delivers VATable goods/services to the
buyers/service recipients who are end-consumers, including the delivery which is
conducted via an e-commerce platform. This definition is simpler while

potentially wider than the previous scope which, among others, required

-28 -



cash-and-carry transactions that are not preceded with a purchase order,
offering letter, or a contract.

Retailers may appoint a third party as VAT Collector to conduct their VAT
compliance obligations. The third-party appointment and VAT compliance
mechanism will be governed in a separate MoF regulation.

Inbreng (contribution in kind)

Under the Omnibus Law, the transfer of taxable goods for the purpose of a
contribution to capital in exchange for shares in the company the assets are
being transferred to, or a so-called inbreng, is not VATable provided that the
transferor and the transferee are both PKPs. GR-9 elaborates that if the inbreng
does not meet the said requirements, VAT will still be due when the inbreng is
agreed or stipulated in the inbreng agreement or the inbreng deed is signed by
the notary.

3. General Tax Aspects

Bookkeeping obligations for certain individual taxpayers

Under the KUP Law, individuals who carry out business or freelance activities
must conduct bookkeeping, unless they are allowed to use a deemed method to
calculate net income and taxes. Individuals not carrying out business or freelance
activities, or those allowed to use a deemed method to calculate taxes are not

required to conduct bookkeeping but required to conduct recording ”
(pencatatan).

Although not mandated in the Omnibus Law, GR-9 adds individual
taxpayers who meet certain criteria into the scope of taxpayers who are not
required to conduct bookkeeping but required to conduct recording. The criteria
will be governed in a separate MoF regulation, and will consider at least the
business capital amount, gross turnover, and the establishment date of the
business. Considering the default position under the KUP Law, this new provision
may provide leniency in terms of bookkeeping obligations for individual
taxpayers carrying out business that meet the criteria.

Digitalisation in tax administrative processes

GR-9 introduces two new articles to govern the digitalisation of documents

and signatures in the tax administrative processes for both taxpayers and tax

authorities. The provisions stipulate that:
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a.For taxpayers

(1)Taxpayers can carry out their taxation rights and obligations electronically
using digital signature in accordance with the law governing electronic
information and transactions.

(2)The digital signature can be non-certified or certified through the
issuance of electronic certificate by an authorised party that is appointed by the
MoF.

b.For the tax authorities

(1)Tax authorities can issue decisions or assessments electronically using
digital signature, which are as legally binding as the hardcopy ones. If these
documents have been issued electronically, no hardcopy document is issued.

(2)The sending or receipt date is the sending date based on the Directorate
General of Taxation (DGT) administration system or other system that is
integrated with the DGT system.

GR-9 did not elaborate the details on the scope of taxation rights and
obligations which can be carried out electronically using digital signature. Further
iImplementing provisions will be governed in a separate MoF regulation.

4.Transitional rules

GR-9 provide several transitional rules for the application of the changes
under the Omnibus Law ,these transitional provisions include:

a.For any:

Tax Assessment/Tax Collection Letters that were issued; or
Voluntary Disclosure on Incorrect Tax Return that was submitted

since 2 November 2020, whereby the interest penalty is calculated from
periods prior to 2 November 2020, the interest rate is using the MoF Interest
Rate for November 2020 period.

b.For Voluntary Disclosure after a Preliminary Evidence Tax Audit has started,
the 100% (previously 150%) penalty on the tax underpayment will apply on the
Voluntary Disclosure that is filed since 2 November 2020.

c.The penalty of three times (previously four times) of the tax underpayment
that must be paid by a taxpayer requesting to stop a tax investigation will apply
for a request that is filed starting 2 November 2020.

d.For taxpayer who did not issue or late in issuing VAT invoice or issued
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incomplete VAT invoice, the penalty of 1% (previously 2%) of VAT imposition base
will apply on Tax Collection Letters issued starting 2 November 2020. However,
specifically for non-retailer PKP who issued VAT invoice without filling out the
identity of the buyer/service recipient, they will not be imposed with this penalty
up to 30 days of the effective date of this GR-9, i.e. 4 March 2021.

e.For interest compensation to be paid based on decisions that were issued
starting 2 November 2020, whereby the interest is calculated from periods prior
to 2 November 2020, the interest rate is using the MoF Interest Rate for
November 2020 period.

f.Input VAT on pre-production stage which must be repaid because the PKP
has failed to produce, which has not been repaid until 2 November 2020, will be
collected using a Tax Assessment Letter (previously using a Tax Collection Letter).

g.Interest compensation which should not have been paid to a taxpayer,
which has not been repaid by the taxpayer until 2 November 2020, will be
collected using a Tax Collection Letter (this mechanism was not governed in
GR-74).
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