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Debt to Equity Ratio 
 
After having been stipulated in the Income Tax Law for over three decades, the Minister of Finance 
(MoF) has finally issued the implementing regulation on Debt to Equity Ratio (DER)  for tax 
calculation purposes through the issuance of Regulation No.169/PMK.010/2015 (PMK-169) dated 
9 September 2015 which is applicable starting from fiscal year 2016.  
 
This ratio is applicable to corporate taxpayers that are established or domiciled in Indonesia whose 
capital consists of shares, with the following exemptions. 
 
Exempt parties 
PMK-169 provides an exemption from the application of this ratio to the following taxpayers: 
a. Banks 
b. Financing institutions 
c. Insurance and reinsurance companies 
d. Taxpayers in oil and gas mining, general mining, and other mining companies under a Profit Sharing 

Contracts, Contract of Works, or Mining Cooperation Agreements, and the relevant 
contract/agreement contains provisions governing DER. If the contract/agreement does not contain 
such a provision or the contract/agreement has expired, the relevant taxpayer is subject to the 4:1 
ratio 

e. Taxpayers whose whole income is subject to final tax 
f. Taxpayers in the infrastructure industry 

 
What is the ratio? 
A single ratio of 4:1 is applicable across the board, which means the amount of debt allowable in 
order to obtain full deductibility of the financing cost is limited to four times the equity amount. 
Debt amount exceeding four times of equity will result in an adjustment on the deductible 
financing cost amount. 
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What is considered debt 
Falling under the category of debts are: 
a. Long-term debt 
b. Short-term debt 
c. Trade payables which bear interest 
 
There is no differentiation between debt from a third party and from a related party, although it is mentioned 
that the deductibility of financing cost derived from a related party loan is still subject to arms’ length principle 
on top of the DER. 
 
 
What is considered equity 
PMK-169 defines equity as: 
a. all items that are recorded under the equity section based on the prevailing accounting standards; and 
b. an interest-free loan from related parties. 
 

What is considered financing cost 
Financing costs are defined as all costs of funds, as follows: 
a. Loan interest 
b. Discount and premium related to the loan 
c. Arrangement of borrowings 
d. Financing cost in leasing arrangement 
e. Guarantee fee 
f. Foreign exchange derived from the financing costs in points (a) to (e) above. 
 
 
How to apply the ratio in a tax calculation 
The amount of debt for the purpose of calculating DER is the monthly average debt balance during the fiscal year or 
part of the fiscal year.  
 
Similarly, the amount of equity for the purpose of calculating DER is the monthly average equity balance during the 
fiscal year or part of the fiscal year. In the case where the balance of equity is zero or minus, all financing costs of the 
taxpayer cannot be deducted. 
 
If the actual ratio of the debt and equity exceed 4:1, the deductible financing costs must be adjusted to an allowable 
amount based on the 4:1 ratio. It is silent on the treatment if the ration is less than 4:1. 
 
When some of the income is subject to final tax, the taxpayer must first calculate the DER, apply it to the total 
financing cost to derive a deductible financing cost amount, then later adjust the deductible amount based on a 
proration of the final and non-final-taxed income. 
 
However, if some of the debt is used to generate non-taxable income, the loan and relevant financing costs are 
excluded prior to calculating the DER.  
 
Detailed examples of calculations are available in the attachment of the regulation. 
 
 
Offshore loan reporting requirement 
Taxpayers who have an offshore private loan must submit a report to the Directorate General of Tax (DGT) regarding 
the amount of this offshore loan. Failure to do this will result in non-deductibility of the relevant financing cost. The 
reporting mechanism will be governed under a separate DGT regulation. 
 
 
Although the applicability of the DER starts in the 2016 fiscal year, taxpayers may want to review the potential 
impact of this regulation on the deductibility of their future financing costs under the current financing arrangement. 
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