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Branch Profit Tax Exemption

Permanent establishments (PE) such as branches and
certain representative offices of foreign companies in
Indonesia are required to pay tax at a rate of 20% (or a
reduced rate under a tax treaty) on their after-tax profits
unless the profits are reinvested in Indonesia.

This tax is commonly referred to as Branch Profit Tax
(BPT). The Minister of Finance (MoF) is given authority
under the Income Tax Law to further regulate the
reinvestment requirements.

In this regard the MoF has issued Regulation
No.14/PMK.03/2011 (PMK-14) regarding Tax Treatment
on After-tax Profits of a PE. PMK-14 revokes MoF
Regulation No.257/PMK.03/2008 (PMK-257). PMK-14
is dated and came into effect at 24 January 2011.
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PMK-257 states that to be exempt from BPT, a PE must
reinvest its entire after-tax profits in the form of capital
participation in a newly established Indonesian company
as a founder or a participant founder. In addition to that
initial form of reinvestment, PMK-14 provides the
following alternative forms of reinvestment:

e asashareholder of an established Indonesian
company through capital participation;

e acquisition of a fixed asset used by the PE to
conduct its business or activities in Indonesia; or

e investment in the form of an intangible asset used
by the PE to conduct its business or activities in
Indonesia,

The above forms of reinvestment must be executed no
later than at the end of the tax year following the year
when the income subject to BPT is earned by the PE.
PMK-14 sets out specific requirements for each form of
the reinvestment as listed down below.

( Please see Attachment A)

The PE obtaining the exemption is required to submit to
the Tax Office where the PE is registered, notifications
regarding the preferred form of investment, its
realization and the start of commercial production if the
reinvestment is made in a newly established company.

PMK-14 also requires that if the income earned by a PE
is subject to a final income tax, the BPT imposition base
(or the after-tax profit) for the PE is calculated as if the
income is subject to regular income tax, by applying tax
adjustments to the commercial/book profit and then
deducting the final income tax paid on the adjusted
profit.

Update on VAT on Export of Services

The MoF has released Regulation No.30/PMK.03/2011
(PMK-30) as an amendment to the MoF Regulation No.
70/PMK.03/2010 ( PMK-70) regarding Limitation on
Activities and Types of Taxable Services the Export of
which is Subject to Value Added Tax (VAT). PMK-30 is
dated and came into effect at 28 February 2011.

PMK-30 specifically amends the provision regarding
reporting in the VAT Return on exported manufactured
goods resulting from the export of toll manufacturing
services. It is now regulated that the export of
manufactured goods resulting from the export of toll
manufacturing services shall be reported by the exporter
of services as an export of Taxable Goods in its VAT
return. PMK-70 stated otherwise.
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Furthermore, PMK-30 also confirms that the associated
Input VAT relating to the goods manufacturing can be
credited by the exporter of the toll manufacturing
services.

Rectification of VAT on Banking Services

In our Tax Flash No 13/2010, we gave information about
VAT on banking services and noted several unclear
issues. In response to subsequent queries, the Director
General of Tax (DGT) has issued a rectification to the
Circular Letter No.SE-121/PJ/2010 regarding the VAT
treatment of banking services. The DGT rectified
Attachment II to the Circular, regarding examples of
income received by banks on the performance of
commonly done activities which are subject to 10% VAT.
Previously, under the Circular, income from the
following transactions was subject to VAT:

e bank draft, traveller check and payment order; and
e telex, swift, National Clearing System (SKN).

With the rectification, the above forms of income are
only subject to VAT if the income is received from non-
customers.

New requirement for Judicial Review
application

The Supreme Court has issued Circular Letter
No.14/2010 (SE-14) regarding Electronic Documents as
the Necessary Forms for Cassation and Judicial Review
Applications. SE-14 is dated 30 December 2010 and
came into effect at 1 March 2011.

SE-14 requires that taxpayers applying for a Judicial
Review should provide the tax court decision on appeal
in an electronic format. It is also encouraged that the
application itself be provided in an electronic format
together with its hardcopy.

The electronic format documents shall be provided in the
form of a compact disc, flash disk, or email. A Judicial
Review application may be considered incomplete
should the taxpayer fail to provide the electronic
documents. SE-14 was issued in order to increase the
efficiency of reviewing disputed materials that are
requested for a Judicial Review as well as to support the
transparency and accountability of the Supreme Court.
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Form of reinvestment
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capital participation in a newly
established Indonesian
company as a founder or
participant founder

Requirements
- FILSRYLENDA & PRV T St SRS ANL—FUNIZ, £
D FNLAFE S RO FEMR A 3 &5 AT 5, the newly established
Indonesian company is actively conducting business in accordance with
its deed of establishment, no later than one year from the date of
establishment of the company; and

- PEZ. TOEASI (KX & B L RS NI ts pa2E AR sEIC A
ST BRI b 2 FMEOE TIE, BEAL TR 5720, the PE shall
not transfer its capital participation until, at the minimum, two years

after the newly established company has entered into commercial
production

b | RILFEHDA v RRUT DL
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capital participation in an
established Indonesian
company as a shareholder

- BNLERDA V RR U TRAEA v RR VT THEETT-> T D, the
established Indonesian company carries out active business in Indonesia;
and

- PE ZEAZIAAR, Dia L b 3FERMBEOE TIIZOEASI (KK

X)) Z2BlE GEME) LTI/ 5720, the PE shall not transfer its capital
participation until, at the minimum, three years after capital injection

c TEE D Hf5 acquisition of
a fixed asset

PE [IEEEEDO BF %, D &b 3FEMBEDOE TE DREEEELBIR
L Tlix72 572\, The PE shall not transfer the fixed asset until, at the
minimum, three years after the acquisition of fixed asset

d | #EH & PE O $2 % investment of
intangible asset

PE (ZEJEEEDO LR, Ve &b 3EMBOETIITOEPEELR
#5 L ClE7e 5720, the PE shall not transfer the intangible asset until, at
the minimum, three years after the investment of the intangible asset
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