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Implementing rules for the Debt to Equity Ratio
As most readers would be aware, Indonesia has set in place a single Debt to Equity Ratio (DER) of
4:1 for tax purposes. This means that the amount of debt allowable in order to obtain full
deductibility of the associated financing costs is limited to four times the equity amount (with an
exemption for certain taxpayers). This policy was set out in Minister of Finance Regulation
No.169/PMK.010/2015 (PMK-169).
On 28 November 2017, the Director General of Tax issued Regulation No.PER-25/PJ/2017 (PER25) which provides certain detail in relation to the implementation of PMK-169.
Key points from PER-25 are set out below.
Exclusion of certain debt
PMK-169 already excludes from the DER calculation debt used to generate non-taxable income or
income subject to final tax. PER-25 now also excludes debt for which the existence cannot be
formally verified. This appears to be targeting debt which cannot be substantiated through ordinary
commercial arrangements and so with some question over its legitimacy.
Non-deductible financing costs
Deemed Dividends
PMK-169 already stipulates that deductibility of financing costs derived from related party lending is
still subject to the arm’s length principle (i.e. as well as satisfaction of the DER).
PER-25 further stipulates that financing costs will be deemed to be a dividend if the taxpayer fails to
satisfy the arm’s length principle. Remittance of the relevant tax (presumably as withholding tax)
will be due upon actual payment or the due date of payment.
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Capitalised financing costs
PMK-169 already stipulates that the following financing costs are not deductible:
a. financing costs to the extend of being connected to debt which exceeds the DER threshold;
b. related party financing costs to the extend of any failure to meet the arm’s length principle;
c. financing costs of debt used to generate non-taxable income; and
d. financing costs of debt used to generate income subject to final tax.
PER-25 now clarifies that these provisions apply even where the taxpayer capitalises the financing costs as part of an
asset acquisition (i.e. meaning that the relevant depreciation cannot be deducted).
Reporting requirement
PER-25 provides the following standard forms necessary to report DER compliance:
a. an overall DER calculation; and
b. a summary of “offshore” loans
Both forms must be attached to the relevant taxpayer’s annual Corporate Income Tax Return (CITR) with the CITR
treated as incomplete if the taxpayer fails to do so. Further, and specifically for offshore loans, failure to submit the
report will result in the automatic non-deductibility of the relevant financing costs.
Both reports are mandatory starting in the 2017 tax year (i.e. for CITRs to be filed by April 2018).
There is however no guidance on taxpayers excluded from DER such as those included in infrastructure projects.
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