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Profits are repatriated from Indonesia to non-resident shareholders or holding companies through
several forms, which commonly include:

« Dividend distributions » Service or management fees
 Interest payments on shareholder loans * Royalties for the use of intellectual property

Such payments are generally subject to 20% Withholding Tax ("WHT") in Indonesia, with reduction
and/or exemption of WHT available based on the prevailing Double Taxation Agreement ("DTA").

11% Value Added Tax ("VAT") will also apply for the service fee and royalty payments, which is
imposed through a reverse-charge mechanism (i.e. the Indonesian party will remit the VAT on behalf
of the income recipient, which subsequently constitutes its prepaid VAT).

Indonesia has an extensive network of DTAs aimed at avoiding double taxation, which provide
tax benefits in the form of :

WHT exemption on service fees (business profits), in which they are generally only subject to tax
at the resident country of the income recipient under the DTAs, provided that the income
recipient does not have a Permanent Establishment ("PE") in Indonesia; and

WHT reduction on dividends, interest, and royalties, as follows :

* At a minimum, provide Certificate of Domicile (CoD) to the
Indonesian Tax Office ("ITO") through the Indonesian party
paying the income; and

» Justifying compliance with the substance and beneficial
ownership ("BO") tests.

Requirements for access
of DTA benefits:
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DTA abuse includes any effort to lower, avoid, or defer payment of income tax that is already due,
which contradicts the objective and purpose of a DTA (i.e. eliminate double taxation without
creating opportunities for double non-taxation or tax reduction through avoidance or evasion)

The Indonesian tax regulation has provided several specific anti-abuse

rules, which include:

Identification of the party who enjoys the
income in substance

Capital gains tax may be imposed in Indonesia
on transfer of shares or rights of an Indonesian
entity whose value of immovable property
exceeds the percentage threshold of its total
assets as specified in the DTA, at any time
during 365 days preceding the transfer.

Where 2 (two) WHT rates on dividends are
stipulated in a DTA (generally based on
percentage of ownership), the lower WHT rate
can only be applied if:

* The corporate income recipient is the BO of
the dividend; and

* Holds a certain percentage of shares with a
minimum holding period of 365 calendar
days, including the dividend payment date

If these conditions are not satisfied, the higher
DTA WHT rate will apply, provided that the
corporate income recipient is the BO of the
dividend.

The following rules apply to combat artificial avoidance of PE status through:

Commissionaire
Agreement

A PE will be deemed to exist if a dependent agent plays a principal role in
concluding contracts that are typically finalized without material

modification by the foreign taxpayer

Specific Activity
Exemptions

Activities carried out by a foreign taxpayer or its closely related persons in
Indonesia are genuinely preparatory or auxiliary in nature, and do not
constitute core business operations

The PE time test is determined by aggregating the period of presence of the

Contracts Splitting
Arrangements

foreign taxpayer and its closely related persons, provided that each
presence exceeds 30 days and all projects are carried out at the same site

Where artificial avoidance of PE status is identified, the ITO may issue a tax registration on an ex

officio basis for the “deemed” PE

We pave the way. Worldwide.

roedl.com



Eligibility to claim DTA benefits will be DTA benefits cannot be claimed if the principal

determined based on the specific criteria set or one of the principal purpose of a transaction

out in the relevant DTA arrangement is to obtain DTA benefits, directly
or indirectly.

On top of the above, an adherence to the arm's length principle will also apply on payments made to
related parties, except for dividend distributions. This generally includes justifying existence, benefit,
fair pricing, and sufficient documentation.

In light of the above, we recommend the following actions to minimize tax risks on cross-border
transactions:

A thorough assessment and a close monitoring Assessment of the level of justification
of the compliance level with the relevant available to substantiate the adherence to the
requirements when applying DTA benefits; requirements.

Assessments of the potential existence of a PE in Indonesia may also be relevant for businesses
that are planning to initiate operations in Indonesia, as well as for those that already have contracts
and/or arrangements in place involving activities performed in Indonesia.

Your contact in Indonesia:

Hanny Fanjaya
Certified Tax Advisor (ID)
Senior Manager Tax Advisory

Tom Pagels
Partner
Managing Director Indonesia

RODL Tax consulting
hanny.fanjaya@roedl-indonesia.com

RODL Consulting
tom.pagels@roedl.com

This guide has been prepared for informational purposes with professional diligence. RODL makes no warranty, express or implied, as to the accuracy or
completeness of its contents, assumes no liability for any actions taken in reliance thereon, and recommends that users seek independent p ofessional
advice before making any business or investment decisions.
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