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Doing Business in
Indonesia

2019







This book was prepared by EY Thailand
and EY Indonesia. It was written to give
the busy executive a quick overview of the
investment in Indonesia mainly covering
taxation, investment incentives, forms of
business, accounting practice and recent
tax and regulatory updates.

Making decisions about foreign
operations is complex and requires an
intimate knowledge of a country's
commercial climate with a realization
that the climate can change overnight.
Companies doing business in Indonesia,
or planning to do so, are advised to obtain
current and detailed information from
experienced professionals. This book
reflects information current at 30 April
2019.







A. Overview of
foreign

investment

A.l Forms of business
Limited liability company

The minimum capital requirement for a limited liability company is IDR
50 million, while foreign-owned company requires a capital investment
of more than IDR 10 billion. Generally, the minimum paid-up capital
required for foreign investment company upon registration is IDR 2.5
billion, but for certain industries, at least IDR 10 billion must be paid up.
The limited liability company is required to have at least 2 shareholders.

The 2 types of limited liability company in Indonesia are the private
limited liability company and the public company, while the latter
is subject to a higher degree of regulation by the financial services
authority (Otoritas Jasa Keuangan: OJK) (previously Bapepam-LK).
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Branch office

Only foreign corporations operating in specific sectors (e.qg.,
construction services business (civil and building works)) are allowed to
set up a branch office in Indonesia.

Joint venture

Under Indonesian law, joint venture is recognized as legal entity and
regarded as separate taxable entity which is established in a form of
limited liability company is known as Perseroan Terbatas (PT).

The foreign company can also undertake the construction businesses
in Indonesia under a joint venture arrangement with local partners,
whereby a business entity certificate must be obtained from the relevant
construction association. For infrastructure project, the joint venture
must be at least 33% owned by Indonesian construction entities. The
minimum partnership by the Indonesian construction company in the
joint venture is reduced to 30%, if the foreign investors are from the
Association of South-East Asian Nations (ASEAN) countries.

Representative office

A foreign corporation can set up a representative office in Indonesia
but its activities are limited to certain activities, such as supervision,
intermediation, coordination and management to further the interests
of the head office, introduction of products and preparatory work
for establishment of a company. The representative office is
prohibited from generating any revenue or engaging in any sales or
service activities.
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A.2  Foreign ownership restrictions

The Foreign Investment Law requires the Foreign Direct Investment
(FDI), called Penanaman Modal Asing (PMA), to be conducted through
a limited liability company. In general, a PMA can be wholly owned by
foreign investors or be jointly invested with domestic investors and
there is no limitation on investment size, provided that the business
does not fall under the “Negative List".

The "Negative List" stipulates restricted business activities for large
scale and/or foreign investments, some of which can be engaged in if
certain conditions are met. Examples of the business activities under
the Negative List include international shipping, data communication
system service provider, foreign and non-foreign exchange bank and
the pharmaceutical company.

A.3 Investment incentives

The Investment Coordinating Board (Badan Koordinasi Penanaman
Modal: BKPM) was established with the objective to boost domestic
and FDI. The privileges and incentives normally offered to promoted
industries are described below.

Tax allowance incentive

Tax allowance incentive is available to certain qualifying resident
companies (both new companies and existing companies expanding
their business) investing in specific types of business or regions. It
consists of the following: -

» Accelerated depreciation and amortization

» Extended period up to 10 years for tax loss carry forwards (normally
5 years), subject to certain conditions

» Reduced tax rate of 10% (or potentially lower rates under a double
tax treaty) for dividends paid to non-residents
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> Investment allowance in the form of permission to deduct 30% of
the amount invested in land, buildings, plant and equipment from
net income, at a rate of 5% per annum over a 6-year period

Tax holiday incentive for pioneer industry

Introduced in 2011, companies engaged in a “pioneer industry”
may seek a tax incentive commonly known as the tax holiday
incentive. Starting from April 2018, the Indonesian legal entity under
the listed pioneer industry with a new minimum capital investment of
IDR 500 billion is eligible for an exemption from corporate income tax
for 5 to 20 years from the commencement of commercial production,
depending on the investment capital of IDR 500 billion to IDR 30 trillion
and greater, and 50% corporate income tax reduction for 2 years after
the expiry of the tax exemption period.

Effective as of 27 November 2018, the definition of pioneer industry
has been expanded to cover 18 sectors and the tax holidays provide
a lower threshold of IDR 100 billion for the new capital investment.
A taxpayer who received a tax holiday qualification notification is
considered to have submitted its application to obtain the tax holiday
incentive once the taxpayer files additional supporting documents
through the Online Single Submission (OSS) system.

Taxpayers that have already received tax allowance incentives for
investments are not eligible for the tax holiday incentive and vice versa.

Import duty incentives

The incentive consists of an exemption from import duty on machines,
goods and materials for use in production imported by companies in
certain sectors which produce goods and/or provide services, including
tourism and culture, public transportation, public health services and
mining, construction, telecommunications and port services.
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Special tax rates
Certain industries are granted with special tax rates.
» Petroleum

Petroleum companies pay income tax at the applicable rates when
their contracts were signed and approved. In addition, foreign
petroleum branch office is subject to branch profit remittance tax
of 20% on the after-tax net profits, unless otherwise reduced under
applicable tax treaties.

» Mining

The tax rates applicable to general mining companies depend
on when the concessions were granted, so while holders of
earlier concessions may be taxed at historical tax rates ranging
from 30% to 45%, holders of more recent concessions are taxed
at the prevailing corporate income tax rate of 25%. Moreover,
withholding tax on dividends paid to the recipient overseas is
generally imposed at a rate of 20%, but holders of some earlier
concessions were granted a reduced rate of 10%. The withholding
tax rate may be reduced under applicable tax treaties.

» Construction companies

Construction companies are taxed at rates ranging from 2% to 6%
of the contract value. These income tax rates apply to complete or
partial construction activities, with the actual rate depending on
the business qualifications and/or the types of service performed
by the respective company. The tax is considered as a final tax,
meaning that no corporate income tax is due on the income at the
end of a fiscal year. Foreign construction companies operating
in Indonesia through a branch or a permanent establishment are
subject to a further branch profit remittance tax of 20% on the
after-tax net profits, unless otherwise reduced under applicable
tax treaties.
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>

Foreign drilling companies

Foreign drilling companies are taxed at a rate of 3.75% of their
gross drilling income. They are also subject to branch profit tax of
20% on their after-tax net profits, unless otherwise reduced under
applicable tax treaties.

Non-resident international shipping companies and airlines

Non-resident international shipping companies and airlines are
taxed at a rate of 2.64% of gross turnover (which is inclusive of
branch profit remittance tax).

Small and medium-sized entities

Effective from 1 July 2013, individual and corporate taxpayers
with annual gross turnover of up to IDR 4.8 billion are subject to
final income tax at a rate of 1% of monthly gross turnover, which is
a final income tax.

From 1 July 2018, the rate of which is reduced to 0.5%. The
individual taxpayers can apply the reduced income tax rate for 7
years. Companies, on the other hand, can enjoy the 0.5% rate for 3
years. If taxpayers have the gross income exceeding IDR 4.8 billion
during these periods, the normal tax rate will be applied.

For this purpose, incomes do not include those from independent
professional services, such as services provided by lawyers,
accountants, medical doctors and notaries.

Taxpayers qualifying for a different final tax regime, such as
construction service companies, are not subject to this 0.5% final
tax.
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B.1  Corporate income tax

At a glance

Descriptions

Corporate income tax
Withholding tax on payment to residents: -

Dividends

Interest

Royalties

Fees for services

Fees for construction services

Rent of assets

Rental of land or buildings
Withholding tax on payments to non-residents
Branch profit remittance tax

Rate (%)
25

10/15
15
15

2
2/3/4/6
2
10
20 (a)
20 (a)

(@) The rate could be reduced or exempt under the tax treaties.
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Scope of corporate income tax

Companies incorporated or domiciled in Indonesia are subject to
corporate income tax on their worldwide income. Foreign tax may be
claimed as a tax credit, subject to limitation rules. Branches of foreign
companies are taxed only on those profits derived from activities
carried on in Indonesia. However, income accruing from Indonesia
to a foreign company with a permanent establishment in Indonesia
is taxed as income of the permanent establishment if the business
generating the income is of a similar nature to the business of the
permanent establishment. This follows the “force-of-attraction”
principle.

Assessable income

Income is broadly defined and includes, but is not limited to, the
following:-

> Business profits

> Gains from sales or transfer of assets

> Interest, dividends, royalties, rental and other income with respect
to the use of property

> Income resulting from reorganization

> Gains from sales or transfer of all or part of a mining concession,
funding participationin or capital contribution to a mining company

» Refund of tax that has been claimed as a tax deduction

> Income earned by syariah-based businesses (syariah refers to
businesses conducted in accordance with Islamic law)

Final tax regime will be applicable to certain income derived (e.q., rental
of land/building, gains from disposal of land/buildings, income from
disposal of shares in Indonesian Stock Exchange, gross turnover of
small and medium-sized entity if the annual turnover does not exceed
IDR 4.8 billion).
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Deductible expenses

Taxpayers are generally able to deduct expenses from gross income to
the extent that they are directly or indirectly incurred in earning taxable
income. Specified non-deductible expenses include the following: -

» Income tax and penalties

» Expenses incurred for the private needs of shareholders,
associates or members

> Gifts
» Donations (with certain exceptions)

» Benefits in-kind, including a subsidy, aid, gift or award given to an
employee or a related party

» Reserves and provisions for certain industries

» Business losses incurred overseas
Inventories

For tax purposes, inventories must be valued at cost using either the
first-in, first-out (FIFO) or average-cost method. The last-in, first-out
(LIFO) method cannot be used.

Provisions

Provisions are generally not deductible for tax purposes. However,
certain taxpayers may claim bad debt provision as deductible expenses,
such as bank and certain non-bank financial institution, including entity
providing loan facilities, insurance company, leasing company that
lease assets under finance leases, consumer financing company and
factoring companies.
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The following companies may also claim tax deduction for
specific-purpose reserves: -

>

>

>

>

Social insurance provider: reserves for social funds
Forestry company: reserves for reforestation
Mining company: reserves for reclamation of mining sites

Industrial waste treatment company: reserves for closure and
maintenance of waste treatment plants

Taxpayers may only claim tax deductions for bad debts if specific
conditions are satisfied, while write-offs of receivables from related
parties are not deductible for tax purposes.

Depreciation and amortization allowances

Depreciation is calculated on the useful life of an asset applying the
straight-line method or declining-balance method. The following table
sets forth the useful live and depreciation rates for depreciable assets.

Depreciation method

Class of asset Ysetullife Straight- Declining-
(years)
line (%) balance (%)

Buildings

Permanent 20 5 -

Non-permanent 10 10 -
Other assets

Class 1 4 25 50

Class 2 8 12.5 25

Class 3 16 6.25 12.5

Class 4 20 5 10
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Intangible assets providing more than 1 year of benefit, including
leases of tangible properties, are amortized over their useful lives using
the same percentages applicable to fixed assets. Special depreciation
and amortization rules apply to assets used in certain businesses or in
certain areas.

Foreign exchange differences

Foreign exchange gains and losses are treated as taxable income
and deductible expenses, respectively, provided that the treatment
is consistently adopted and in accordance with generally accepted
accounting procedures in Indonesia.

Dividends

In general, dividends are taxable, with dividends paid domestically to
Indonesian resident corporate taxpayers subject to withholding tax at
a rate of 15% and corporate income tax rate of 20%. Tax exemptions
may apply if the dividends are paid from the retained earnings and if
the recipient’s share ownership in the dividend payer represents 25% or
more of the paid-in capital. Dividends received by Indonesian resident
individuals are subject to a final tax at a maximum rate of 10% while
dividends remitted overseas are subject to a final 20% withholding tax,
unless applicable tax treaties provide a lower rate.
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Interest

Certain interest income is subject to a final tax regime. Interest earned
by resident taxpayers on time deposits, certificates of deposit and
savings accounts is subject to a final 20% withholding tax. However,
interest paid for other purposes is subject to 15% domestic withholding
tax. Also, a final 20% withholding tax (or a lower rate if provided under
tax treaties) is imposed on interest earned by non-residents.

Foreign tax relief

A credit is allowed on a country-by-country basis for tax paid or due
overseas on income accruing to an Indonesian company, provided that
it does not exceed the allowable foreign tax credit.

Tax loss carried forward

The carryback of loss is not allowed. Tax losses may generally be
carried forward for 5 years or up to 10 years for certain businesses.

Tax consolidation concept

There is no tax consolidation concept. Tax losses of one company
cannot be used to offset against the taxable profits of another affiliate.

Transfer pricing

The Indonesian tax authority requires that related party transactions
be carried out on an arm’s length basis and conducted with
commercially justifiable grounds. Previously, taxpayers were only
required to prepare transfer pricing documentation specific to their
operations in Indonesia.
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The law provides that the following methods may be used to determine
arm's length pricing: -

» Comparable uncontrolled price method

» Resale price method

» Cost plus method

»  Profit split method

» Transactional net margin method

Taxpayers now are required to prepare transfer pricing
documentation comprising a three-tier structure (i.e., Master File,

Local File and Country-by-Country Report (CbCR)), provided that
certain thresholds are met.

Advance Pricing Agreements (APA), both unilateral and bilateral, are
available in Indonesia.

Debt-to-equity rules

From 2016 onwards, the allowable debt-to-equity ratio is 4:1. The
related interest will be disallowed if debt exceeds such threshold.

Related-party loan may be treated as equity investments, resulting in
a tax disallowed expenses of such interest element. Moreover, in the
case where there is a special relationship between two taxpayers and
loan may therefore provide tax advantages, the transfer pricing rules
may be applied to determine income and deductions and reclassify the
loan as the equity.
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Under Indonesian transfer pricing regulations, the following factors will
be considered when determining whether an interest deduction will be
challenged: -

> Analysis of the necessity of the debt, including the nature and
purpose of the loan, market conditions when the loan was
granted, the amount of the loan principal and the term of the loan,
guarantees and collateral offered and the amount of any
outstanding loans of the borrower and its ability to repay the loan
by taking into account the Interest Coverage Ratio.

» Whether there is evidence that the loan actually occurred

> Whether the debt-to-equity ratio is within the industry and business
norms

» The arm’s length nature of the interest rate or other fees related
to the loan

Tax compliance and administration

All types of business entities (i.e., company limited, branch office,
joint venture and representative office) are required to file an annual
corporate income tax return by the end of the fourth month following
the end of the fiscal year, although the deadline can be extended for 2
months. The balance of annual tax due must be settled before filing
the annual tax return. Corporate income tax must be paid in advance in
monthly installments, which are due by the 15th of each month. Each
tax installment should be 1/12 of the tax payable for the preceding year
(after exclusion of non-regular income or the tax payable based on the
latest tax assessment).
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Tax treaties

Doing Business in Indonesia 2019

As of 30 April 2019, Indonesia has concluded double tax treaties with
the following 68 countries: -

Algeria
Armenia
Australia
Austria
Bangladesh
Belgium
Brunei Darussalam
Bulgaria
Canada
China
Croatia
Czech Republic
Denmark
Egypt
Finland
France
Germany
Hong Kong
Hungary
India

Iran

Italy

Japan

Jordan

Korea (North)
Korea (South)
Kuwait

Lao PDR
Luxembourg
Malaysia
Mexico
Mongolia
Morocco
Netherlands
New Zealand
Norway
Pakistan
Papua New Guinea
Philippines
Poland
Portugal
Qatar
Romania
Russian Federation
Saudi Arabia
Seychelles

Singapore
Slovak Republic
South Africa
Spain

SriLanka
Sudan
Suriname
Sweden
Switzerland
Syria

Taiwan
Thailand
Tunisia

Turkey

Ukraine

United Arab Emirates
United Kingdom
United States
Uzbekistan
Venezuela
Vietnam

Zimbabwe
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B.2 Personal income tax
Who is liable?

Indonesian-resident taxpayers are subject to personal income tax on
their worldwide income. Non-residents are subject to tax on their
Indonesian-sourced income only. Individuals are considered resident
for Indonesian tax purposes if they stay in Indonesia for more than 183
days within a 12-month period, or if within the calendar tax year, they
reside in Indonesia with the intention to stay.

Assessable income

In general, taxable income of an employee includes, wages, salary,
commissions, bonuses, pensions, director fees and other compensation
for work performed. With certain exceptions, compensation in-kind for
work or services is not considered taxable income for the employee and
may not be treated as a deductible expense for the employer.

Members of partnerships, firms and associations, as well as other
individuals, may be subject to tax on self-employment or business
income. Self-employment and business income are combined with
other incomes and taxed at the progressive personal income tax rates
of 5% to 30%.

Dividends, rents, royalties and certain types of interest paid to
individuals are subject to withholding tax at various rates. These types
of investment income are generally combined with other incomes and
taxed at the progressive personal income tax rates of 5% to 30%.
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Some types of income are subject to final tax, for example: -
» Dividends received by an Indonesian resident individual taxpayer
are subject to a 10% final tax

> Severance payments are subject to a final tax at progressive rates
ranging from 0% to 25%

» Retirement benefits paid in lump sum by pension funds are subject
to a final tax at rates ranging from 0% to 5%

Deductible expenses

To determine the taxable income of reqular employees, the following
items are deducted from gross annual income.

» Standard deduction at the rate of 5% of gross income, capped at
IDR 6 million a year
» Contributions made by employees to approved funds/pension

To determine the taxable income of a pensioner, the gross pension is
reduced by a deduction of 5%, up to a maximum of IDR 2.4 million a
year.

Allowances

The current personal allowances are as follows: -

Types of allowances Amount (IDR million)
Personal allowance 54
Married persons' additional allowance 4.5
Wife's additional allowance if income received 54

is not related to husband’s or other family
member's income

Additional allowance for each dependent 4.5
family member with direct blood and/or
adopted relationship (up to 3 persons)
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Rates

The current personal income tax rates are as follows: -

Range of taxable income (IDR) Rate (%)
50,000,000 or less 5
50,000,001 to 250,000,000 15
250,000,001 to 500,000,000 25
500,000,001 or more 30

Taxation of non-residents

A non-resident taxpayer is subject to tax at a flat rate of 20% on his or
her Indonesian-sourced income.

Relief for foreign tax

An Indonesian resident who receives foreign-sourced income and pays
taxes according to a foreign tax law will receive a tax credit against
Indonesian tax. The credit equals the lesser of the foreign tax or the
Indonesian tax applicable to that income.

Relief for losses
In general, losses may be carried forward for up to 5 years.
Tax filing and payment procedures

Employee taxes are withheld by the employer. An employer is required
to submit a monthly tax return for all employees by the 20th day of the
following month and an annual tax return no later than 20 January of
the following year.
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An individual is required to file an individual income tax return by 31
March following the end of the tax year. An individual earning income
only from employment is not required to file a monthly tax return.

Married persons can separately file their income tax returns even if they
do not enter into a prenuptial agreement.

B.3  Value added tax (VAT) and Luxury goods sales tax

Unless specifically exempt, VAT is generally applicable to delivery of
taxable goods and imports of goods and services, including services
providing benefits in Indonesia, but furnished by foreign taxpayers
outside Indonesia.

The standard rate of VAT is 10%. A 0% rate of VAT applies to exports
of goods or certain services. Effective from 29 March 2019, the list of
export services eligible for the zero-rated VAT is broadened and certain
requirements must be satisfied for applying the 0% VAT e.qg., having
in place written agreement, payment evidence. Failure to meet the
requirements will result in the need to apply the 10% VAT.

Luxury goods sales tax is imposed in addition to the VAT on the
delivery of luxury goods manufactured in or imported into Indonesia.
Rates range from 10% to 200%, depending on the nature of the goods.

The VAT operators throughout Indonesia are required to use the
electronic tax invoice system (e-faktur), whereby all tax invoices
issued need to be electronically approved by the tax office.
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B.4 Customs duties

In general, customs duties are imposed on items imported into
Indonesia. Goods are considered to be imported into Indonesia when
the goods pass the border of the Indonesian Customs Territory.
Imported goods must be cleared through Customs and are subject to
customs duty and other taxes unless specifically exempted under the
law.

Indonesia applies an 8-digit tariff nomenclature based on the
Harmonized System of the World Customs Organization. Most customs
tariffs lie between 0% and 40% but some products have higher tariffs,
such as completely built up vehicles (rates of 10% to 50%) and liguor
(rate of 150%).

The administrative process of the importation takes place at the
Customs Office at the port of discharge and requires the importer
or their agent (customs broker) to prepare an import declaration.
The import declaration should be supported with relevant import
documents including invoice, packing list and bill of lading. All
documents must refer to the importer by name.

In some major Customs Offices, the import declaration must be
submitted through the Electronic Data Interchange. Smaller Customs
Offices accept electronic submission on disc or other media. Remote
Customs Offices require printed import declarations.
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C. Financial
reporting
and audit

Method of accounting

Companies generally adopt an accrual basis for preparing the financial
statements.

Accounting principles

The Indonesian Generally Accepted Accounting Practices
(Indonesian GAAP), in principle, follow International Financial Reporting
Standards (IFRS) but there are some differences. In practice, if no local
accounting standard or other accounting practice in the Indonesian
capital market has been established, companies may follow IFRS or
United States GAAP. However, the Indonesian Financial Accounting
Standards Board (Dewan Standar Akuntansi Keuangan: DSAK) and the
Indonesian Institute of Accountants (Ikatan Akuntan Indonesia: 1AD
plan to fully align Indonesian GAAP with IFRS.
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Disclosure requirements

Basic financial statements include a statement of financial position,
a statement of comprehensive income, a statement of changes in
shareholders' equity, a statement of cash flows and notes to
financial statements. The statutory financial statements are required to
be prepared in Bahasa Indonesian language. However, a company can
request approval from the Ministry of Finance to use English language.

Audit requirements

Company, branch office of foreign corporation, joint venture and
representative office doing business in Indonesia must have their
financial statements audited by a registered public accounting firm.

Filing and reporting requirements

The audited financial statements are required to be filed with the
Ministry of Commerce (MOC) no later than 6 months after year-end and
the annual income tax return no later than 4 months after year-end.

Listed companies must submit their audited annual financial
statements to the OJK, financial services authority, for the purpose
of disclosure to investors, within 3 months after the end of the annual
financial period. Interim financial statements must also be submitted to
OJK within 1 month after the interim financial statements date.

Books and records keeping

All types of business entity are required to maintain a register of
shareholders and books of account that accurately reflect its
transactions and assets and liabilities for tax inspection for at least 5
years, while all accounting books and records are required to be kept
for 10 years.
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Professional associations

The DSAK under the IAl is responsible for formulating and
issuing accounting and auditing standards, as well as accounting
interpretations.

The Indonesian Capital Market Supervisory Agency occasionally
announces notifications regarding accounting issues, primarily to
standardize the financial reporting practices of listed companies.
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D.1  Social security contributions

In Indonesia, social security contributions are made in the
form of a combined insurance and provident fund, called BPJS
Ketenagakerjaan which are calculated on the basic salary plus other
monthly fixed allowances at the following rates.

>  Work accident insurance: contribution of between 0.24% and 1.74%
to be paid by employer

> Life insurance benefit: contribution of 0.3% to be paid by employer

> Old age benefit: contribution of 3.7% to be paid by employer and
2% by employee

Employees’ contributions of old-age benefits are deductible from
taxable income, up to 2% of income.
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BPJS Ketenagakerjaan is mandatory only for company with more than
10 employees or having payroll cost of exceeding IDR 1 million per
month. Contributions are also mandatory for expatriates if they work
more than 6 months.

When an expatriate leaves Indonesia at the end of their assignment,
they may be eligible to withdraw the pension component (i.e., the total
contribution of 3.7% and 2% plus any contribution growth).

In addition, from 1 January 2015 onwards, there is a mandatory health
care program, called BPJS Kesehatan. The BPJS health care program
requires employer contribution at 4% and employee contribution at 1%
on employee’s capped monthly salary of IDR 8 million.

D.2 Entry visas

A visa is required for a visit to Indonesia for any duration. However,
governmental visitors and tourists, as well as social, cultural and
business visitors from 14 countries, including Thailand, can obtain free
visas on arrival for visiting Indonesia of not exceeding 30 days.

Single or multiple visas

Foreign visitors wishing to conduct business meetings or
non-commercial activities that have governmental, tourism, social and
cultural aspects may obtain either single entry visa (Visa Kunjungan:
VK), or multiple entries visa (Visa Kunjungan Beberapakali
Perjalanan: VKBP), from an Indonesian embassy or consulate abroad.

VK is issued for a visit of up to 60 days. The company or
sponsor must provide a valid reason for requesting the visa, which
may be renewed for additional one-month period, subject to a
maximum duration of the visa of 6 months. The VK becomes invalid
upon exit from Indonesia and another similar visa is required for any
subsequent similar visits. The VK is not valid for working purposes.
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For the VKBP, an application must be made by a sponsor to an
office of the Directorate General of Immigration in Indonesia. VKBP
is valid for a maximum period of 12 months. Under this type of
visa, each visit may not exceed 60 days. The multiple-entry visa is
recommended for people who regularly visit Indonesia to conduct
business meetings and who do not establish residency in Indonesia.
The VKBP is not valid for working purposes.

Residence visas

A residence visa, known as a limited-stay visa (Visa Tinggal Terbatas:
VTT), is valid for a period of 30 days on arrival. It is issued exclusively
to expatriates who are working in accordance with the prevailing
government regulations. Within this 30-day period, expatriates must
then apply for a residence card, called a limited-stay permit card
(Kartu Izin Tinggal Terbatas: KITAS) as well as other relevant stay
permits. The KITAS is renewable up to 5 times. Each extension is valid
for 1 year.

The VTT, the KITAS and other stay permits may also be applied for by
dependents who accompany the expatriates to reside in Indonesia.
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D.3  Work permits

The Indonesian government prefers that expatriates be employed
in Indonesia only in positions that cannot currently be filled by
Indonesian nationals. Company wishing to hire expatriates must
provide the necessary education and training programs for
Indonesians who will replace the expatriates within a reasonable
time period (except for positions in board of directors and/or
commissioners).

Employers must require their expatriate employees to obtain
work permits. Obtaining the necessary visas and work permits in
Indonesia can be a protracted and complex process. It is therefore
strongly recommended that a prospective employer works with a local
agent to obtain the permits and visas to employ expatriates. Work
permits are usually issued for a maximum period of 12 months and may
be extended, subject to approval from the government.
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List of government

agencies in
Indonesia and
contact details

Government agencies

Ministry of the State
Secretariat

Ministry of National
Development Planning

The Coordinating Ministry of
Economic Affairs

Ministry of Finance
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Contact details

Jalan Veteran No.17-18,
Jakarta Pusat 10110

Tel: (+62 21) 384 9065
Website: www.setneg.go.id

Jalan Taman Suropati No.2
Jakarta 10310

Tel: (+62 21) 391 6207
Website: www.bappenas.go.id

Jalan Lapangan Banteng, Timur,

No.2-4, Jakarta Pusat 10710
Tel: (+62 21) 352 1835
Website: www.ekon.go.id

Jalan Lapangan Banteng, Timur,
No.2-4, Jakarta Pusat 10710
Tel: (+62 21) 384 1067
Website: www.depkeu.go.id



Government agencies

Ministry of Industry

Ministry of Trade

Ministry of Cooperatives and
Small and Medium Enterprises

Ministry of Forestry and
Environment

Ministry of Foreign Affairs

Ministry of Law and Human
Rights

Ministry of Communication and
Informatics

Doing Business in Indonesia 2019

Contact details

Jalan Jend. Gatot Subroto Kav.
52-53, Jakarta Selatan 12950
Tel: (+62 21) 525 6548, 522
9592

Website: www.kemenperin.go.id

M.l. Ridwan Rais Road, No.5,
Central Jakarta 10110

Tel: (+62 21) 384 1961-62
Website: www.kemendag.go.id

Jalan H.R. Rasuna Said Kav.3-5
Kuningan, Jakarta 12940

Tel: (+62 21) 520 4375
Website: www.depkop.go.id

Gedung Manggala Wanabakti
Blok I Lantai 3, JI. Gatot Subroto,
Senayan, Jakarta 10207

Tel: (+62 21)573 0191

Jalan Taman Pejambon No.6,
Central Jakarta Pusat 10110
Tel: (+62 21) 344 1508
Website: www.kemlu.go.id

Jalan H.R. Rasuna Said Kav.

6-7 Kuningan, Jakarta Selatan
12940

Tel: (+62 21) 525 3004
Website: www.depkumham.go.id

Jalan Medan Merdeka Barat
No.9, Jakarta 10110

Tel: (+62 21) 345 2841
Website: www.kominfo.go.id
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Government agencies

Ministry of Transportation

Ministry of Tourism

Ministry of Energy and Mineral
Resources

Investment Coordinating Board
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Contact details

Jalan Merdeka Barat No.8
Jakarta Pusat 10110

Tel: (+62 21) 381 1308
Website: www.dephub.go.id

Gedung Sapta Pesona

Jalan Medan Merdeka Barat
No.17 Jakarta Pusat 10110
Tel: (+62 21) 383 8899
Website: www.kemenpar.go.id

Jalan Medan Merdeka Selatan
No.18, Jakarta Pusat 10110
Tel: (+62 21) 380 4242
Website: www.esdm.go.id

Jalan Jend. Gatot Subroto
No.44, Jakarta 12190
P.0.Box 3186

Tel: (+62 21) 525 2008
Website: www.bkpm.go.id



APA
ASEAN
BKPM

CbCR
DSAK

FDI
FIFO
GAAP
[Al

IDR
IFRS
KITAS
LIFO

Advance Pricing Agreements
Association of South-East Nations

Badan Koordinasi Penanaman Modal (Investment
Coordinating Board)

Country-by-Country Report

Dewan Standar Akuntansi Keuangan (Indonesian
Financial Accounting Standards Board)

Foreign Direct Investment
First-in, first-out
Generally Accepted Accounting Practices

Ikatan Akuntan Indonesia (Indonesian Institute of
Accountants)

Indonesian Rupiah

International Financial Reporting Standards

Kartu Izin Tinggal Terbatas (Limited-stay permit card)
Last-in, last-out
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MOC
0JK
PMA
PT

VAT
VK
VKBP

VTT
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Ministry of Commerce

Otoritas Jasa Keuangan (Financial services authority)
Penanaman Modal Asing (Foreign direct investment)
Perseroan Terbatas (Joint venture established in a form
of limited liability company)

Value added tax

Visa Kunjungan (Single entry visa)

Visa Kunjungan Beberapa Kali Perjalanan (Multiple
entries visa

Visa Tinggal Terbatas (Limited-stay visa)



Country updates

September 2019

> Indonesia’s Minister of Finance announced on 3 September 2019
that the Government's plan to introduce legislation on a number
of tax changes (the New Tax Law) which will impact the corporate
income tax, VAT, and general tax provision laws. Key highlights
of the proposed changes are: -

> The corporate income tax rate will be reduced from 25% to
22% for tax years 2021 and 2022, with a further reduction
to 20% for tax years 2023 and thereafter. Newly listed
Indonesian companies will receive an additional 3%-point
reduction (i.e., corporate income tax rate of 19% for tax years
2021 and 2022 and 17% for tax years 2023 and thereafter
for a period of 5 years). After the 5 years, the rate becomes
20%.
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September 2019
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Tax exemptions will be provided for Indonesian resident
companies and individuals on dividends received from both
domestic and foreign companies, if the dividend is reinvested
in Indonesia. Currently, an Indonesian company pays 25%
corporate income tax on all foreign-sourced dividends, and
on domestic dividends when the company’s shareholding is
less than 25%.

Tax penalties will be reduced to encourage voluntary
compliance. The penalty for failure to issue, or for the late
issuance of a VAT invoice would be reduced from 2% to 1% of
the VAT transaction value. The interest for the underpayment
of tax (due to tax return amendments and tax assessment
letters) would be reduced from 2% per month to a benchmark
interest rate (determined by the Minister of Finance on a
reqular basis) plus 5%, prorated on a monthly basis. A new
penalty of 1% of the VAT transaction value will be introduced
if a person fails to register for VAT purposes.

The ability to claim input VAT will be broadened to potentially
cover pre-production periods and certain other situations.

International digital companies will be required to register
for, collect and report VAT at arate of 10%. The international
digital companies will be able to appoint a representative
in Indonesia to meet their VAT obligations. It appears that
the New Tax Law covers international sellers, international
service providers and international platform companies
subject to more detailed guidelines.

The legal and regulatory frameworks for Indonesia’s various
incentives will be consolidated into one part of the law.
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September 2019

» A new domestic permanent establishment (PE) definition
(without physical presence) will be introduced that may apply
“significant economic presence” concept. It appears that the
PE definition in Indonesia’s Income Tax Law will be updated
to reflect this change that allows the Indonesian Government
to tax profits without physical presence in Indonesia. The
announcement did not address the expected impact of treaty
definitions of PE, but the Director General of Taxation has
been subsequently quoted as stating that such treaty articles
will still apply.

March 2019

> Effective from 29 March 2019, the list of exported services
subject to zero-rated VAT is broadened (previously, there were
only 3 types of services eligible for the 0% VAT). However, certain
documentations will be required for applying the 0% VAT.

January 2019

» Effective of the revised anti-tax treaty abuse rules and
beneficial ownership tests for non-residents receiving
Indonesian-sourced income. The new regulation provides
changes to the administrative procedures for treaty relief,
including but not limited to the followings: -

» Only one “Form DGT" is required for all types of non-
residents.

» The Form DGT must now be submitted through electronic
submission to the DGT's website, or a particular channel to be
requlated by the DGT.

» The mechanism for submission and validation of Form DGT
and Certificate of Residence is altered.
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December 2018

> Effective from 31 December 2018, taxpayers are allowed to use a
book tax base for mergers, consolidations, spin-offs and business
take-overs, as a result, no gain or loss will be triggered.

November 2018

> Revised regulations on the tax holidays has become effective as
of 27 November 2018.

> The definition of pioneer industry has been expanded to
cover 18 sectors.

> The tax holidays provide a lower threshold of IDR 100 billion
for the new capital investment.

> The new procedure to apply for the facility which aligns with
the Online Single Submission system

October 2018

» Effective of regulation that decreased the maximum customs
value for the exemption to Free-on-Board (FOB) USD 75
(previously USD 100) for one or more shipment per day.

September 2018

> Effective of reqgulation that increased the withholding tax rates on
the importation of certain goods or delivery of goods.

August 2018

> Effective from 2 August 2018, Government Regulation No.37 of
2018 isissuedto enable the holders of mining licenses to comply
with their tax and non-tax state revenue obligation in the mineral
mining business sectors.
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July 2018

» The income tax rate for small and medium-sized entities is
lowered to 0.5% from the previous 1%.

April 2018

» New regulation on the tax holidays has become effective as of 4
April 2018.

» With conditions attached, an Indonesian legal entity
under the listed pioneer industry with a new minimum
capital investment of IDR 500 billion is eligible for the
corporate tax exemption. The tax holiday ranges from 5
years to 20 years, depending on new capital investment
amount of IDR 500 billion to IDR 30 trillion and greater. An
additional 50% corporate income tax reduction is offered for
2 years following the expiration.

» The pioneer industry has been expanded to cover
those with value added and high positive economic
consequences and those related to new technology
and providing strategic value for the national economy.
An application can be done through the Investment
Coordinating Board and approval will be granted by the
Ministry of Finance.
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March 2018

> Following the implementing regulations on Indonesia’s thin
capitalization rules by applying a 4:1 debt-to-equity ratioin 2016,
taxpayers are required to comply with the reporting obligation
by attaching a debt-to-equity ratio calculation and any private
overseas loan transaction report together with the annual
corporate income tax return, starting fiscal year 2017.

January 2018

> The tax treaty between Indonesia and Lao PDR has become
effective in January 2018.
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“Doing Business" 2019 version

New investment and business expansion to Cambodia, Myanmar,
Vietnam and Indonesia have gained an increasing attention by Thai
investors in light of competitive labor cost, burgeoning consumer
base, and strategic locations. Yet, a navigation through unfamiliar
territories can be challenging.

Investors will need to stay abreast of constantly changing investment
climate, get yourself up to speed with current regulatory environment
and up-to-date incentives, and be aware of issues to enable your
company effectively manage overall tax risks.

As a starting point, to be well prepared for your outbound investment,
read our Doing Business booklet series.
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Doing Business in aolnq Business in
Cambodia lyanmar
2019 2019

meaauluGaaun | msawuludulaiiids

Doing Business in Doing Business in
Vietnam Indonesia
2019 2019
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