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IMPORTANT DISCLAIMER
No person should act or rely upon any matter or information contained in or implied in this
publication without first obtaining advice from a qualified professional adviser that relates
specifically to their particular circumstances. This publication should not be regarded as offering a
complete explanation of the taxation matters referred to. The publishers and the authors are not
responsible for the results of any actions taken on the basis of information in this publication, nor
for any error in or omission from this publication. The publishers and the authors expressly
disclaim all and any liability and responsibility to any person, who acts or fails to act as a
consequence of reliance upon the whole any part of the contents of this publication.

Paul Hadiwinata, Hidajat, Arsono & Rekan is a member firm of the PKF International Limited network

of legally independent firms and does not accept any responsibility or liability for the actions or
inactions on the part of any other individual member firm or firms.
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Introduction
Geography
Indonesia, with its capital city of Jakarta, is the largest archipelago in the world, located
between mainland South-East Asia and Australia. The country consists of approximately
17,000 islands, of which approximately 6,000 are inhabited, stretching some 5,000 km
from east to west and 1600 km from north to west where 80% of this area is covered by
sea. Because of its complex geographical make-up and unique bio-geographical
position, Indonesia has enormous ecosystem diversity as well as a fascinating history
and heritage.

Culture
With more than 210 million inhabitants, Indonesia is the 5th most populous country in the
world and is among the most culturally rich countries on earth. Indonesia has more than
300 ethnic with some 250 distinct languages and dialects throughout the nation. Despite
of these differences, however, Bahasa Indonesia has been adopted as the national
language as well as the language of unity which is spoken by almost everyone. English
is generally spoken by businessmen, government officials, and foreign graduates. For
the last ten years, Chinese or Mandarin language has been commonly used and has
become advantage for businessmen doing business with China. As economic
development and modern education spread throughout the country, the ethnic and
regional differences are being diluted.

Advantages of investing in Indonesia
Following the experience of economic and financial crisis in 1997, the government of
Indonesia recognized that foreign investments have important role in order to reconstruct
the Indonesian economy. During the following years, the successive government
enacted legal and regulatory reforms which were designed to make Indonesia an
attractive and competitive destination for foreign investments.
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Indonesia has increased domestic consumption and investment which should
compensate for a global slow down in export growth to increase economic growth from
6.3 per cent in 2003 to 6.4 per cent in 2008. This should continue to attract foreign
investment and support the focus on increased infrastructure spending and improving
the investment climate. Indonesia’s developing economy has been largely based upon
primary industries notably agriculture and natural resources such as oil and gas,
minerals and forestry. The exploitation of natural resources is the most important source
of taxation revenues and foreign exchange for Indonesia. In order to reduce its relative
reliance on oil and gas related revenue and therefore its susceptibility to fluctuations in
the world demand for oil and gas, the government is encouraging growth and investment
in areas such as manufacturing and the exploitation of other natural resources.
The Government also recognizes the need for foreign investment in order to assist the
continuing development of the economy. The government is particularly interested in
foreign investment in areas where capital, advanced technology and management skills
are not readily available internally and in areas where investment will increase export
earning and transfer technology to Indonesians.

Constitution
Indonesia proclaimed its independence and became a republic on August 17, 1945. The
State’s basic legislation is Undang Undang Dasar 1945 (“The 1945 Constitution”).
The Republic of Indonesia is governed by a president who is directly elected by the
people through general election once every 5 years. The President of the Republic of
Indonesia is the Head of the State as well as the Head of the Government.

Communication and Transportation
Domestically, Indonesia has good coverage for media across most major islands. The
telecommunication companies are providing a wide range of services such as Local and
International Call, Mobile Cellular Services, Internet Access, Multimedia, etc. Foreign
GSM mobile phones are compatible with the Indonesian telecommunications network.
International phone cards are also usable at public phone kiosk and the Internet
Connections are widely available in the cities.

PKF- Doing business in Indonesia 6

Public transportations are easily available and relatively inexpensive. The public
transportation includes trains, busses and taxis. Bus services are available in most areas
connected to the road network. Taxis or rental car with chauffeur for hire is readily
available in the cities. An extensive network of trains for passenger transport currently
exists only in Java. Air transports are also available but considerably more expensive
than the above mentioned transport modes.

Language and Currency
Bahasa Indonesia is the national language, and Rupiah is the Indonesian currency.
English is the second language which mostly practices amongst the business people
and young executives.

Legal system
The basic ideology of the state is set out in 5 fundamental principles known as
“Pancasila”. This encompasses a belief in one supreme God, a just and civilized
humanity, unity of Indonesia, sovereignty of the people, and social justice. The 1945
Constitution vests the highest authority and provides for a sharing of powers among the
executive, legislature and judiciary.

Major exports and imports
Indonesia is the producer of oil and gas, and mining products, such as: coal, nickel, tin
and others, agriculture products, and fishery.

Government Policy on Foreign Investment in Indonesia
The Foreign Investment law stipulates that foreign companies and individuals may invest
and operate in Indonesia with 100% foreign ownership. Such investments must be
approved by the President through BKPM. The investor deals, in principle, with BKPM
for all the approvals, licenses and permits required to establish or expand production
facilities and to receive fiscal facilities, grants and other incentives. Work permits for
expatriates are issued by the Chairman of BKPM on behalf of the Minister of Manpower.
Foreign direct investment in the manufacturing, industrial or non-financial services sector
is licensed by BKPM. The Investment Coordinating Board (BKPM) is responsible for
promoting foreign and domestic investment and approving most project proposals in
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Indonesia. Investment in the areas of banking, insurance, general mining, oil and natural
exploration, production and related activities are licensed by other regulatory bodies.

Import Controls
Imported goods must receive the approval of the appropriate Government of Indonesia
agency. All imported food and beverages must be registered at the Indonesian Food and
Drug Control Agency.
Duties and taxes which are applicable to imported goods consist of:
1. Import duty, generally the rates range from 5 to 30%, major exceptions to this are
the 150% duty applied to all imported distilled spirits and wine and the 125% duty
on built up passenger and light vehicles.
2. Value Added Tax (VAT) rate varies from 0 to 10%
3. Sales Tax on Luxurious Goods (STLG) or Excise Tax can be as high as 35% for
certain Luxury products.
4. Income Tax (PPh) is 2.5% for a registered importer and 7.5% for an unregistered
importer.
Specified Import Licenses are issued by the Department of Trade for general importers
which is valid for one year up to five years and extendible.

Exchange controls
The rupiah, the local currency, is freely convertible, although approval of Bank Indonesia
(central bank) must be obtained before carrying more than IDR 100 million out of the
country. Any person carrying IDR 100 million or more into the country must verify the
authenticity of the funds with Indonesian custom upon arrival. Indonesia does not restrict
the transfer of foreign currency funds to or from foreign countries, but incoming
investment capital requires approval. Offshore loans must be registered with Bank
Indonesia, with subsequent movements reported monthly so that the Bank Indonesia
may monitor the country’s foreign exchange exposure. Domestic commercial banks
must submit monthly reports to Bank Indonesia on their foreign exchange transactions.

Source of Finance
Generally, the major sources of finance in Indonesia are local and multinational banks
(including sharia banks), financing companies, the stock exchange etc.
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Business Structure
A. Companies
(Limited Liability Company or Perusahaan Terbatas (“PT”))

Limited Liability under Indonesian Law is a legal person with a fixed capital divided into
shares and with the liability of each shareholder limited to the extent of the par value of
the shares held. The Indonesia Commercial Code provides only basic regulations with
respect to the most important aspects, from incorporation up to dissolution. As a legal
basis, the law is fairly accommodative to various deregulatory policies and measures to
date, and those that will be taken by the government in the foreseeable future.
A. 1. GOVERNING DOCUMENTS

Companies must have a constituent document which is the memorandum and article of
association. This document governs company operations. It must indicate the name of
company, its shareholdings, the liability of its members, and the amount of share capital
authorised.
A public company must have at least three organs. The three organs are general
meeting of shareholders (RUPS), board of directors (Dewan Direksi), and board of
supervisors (Dewan Komisaris). Except for approved Foreign Investment (PMA)
companies, all shareholders, Dewan Direksi and Dewan Komisaris must be Indonesian
nationals or wholly Indonesian-owned entities. Members of the Dewan Direksi and
Dewan Komisaris are prohibited from acting on behalf of the shareholders at the
shareholders meetings. The corporate law requires that an annual General Meeting of
Shareholders must be held at the latest six months after the end the company’s fiscal
year. The day-to-day management of the P.T. is in the hands of the Board of Directors.
However, the corporate law states that a PT has a Board of Supervisors, which means
that a PT must have this Board.
A.2. DIRECTORS

Foreign shareholders should take particular note of the prohibition on members of the
Boards of Directors or Supervisors representing shareholders at shareholders meetings.
Also, an expatriate resident in Indonesia may not be a director of a PMA company
unless he has a work permit sponsored by that company.
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A.3. AUDIT REQUIREMENTS AND PRACTICES

Audit is required for companies listed on the stock exchange, banks, underwriters, stock
brokers and leasing companies, including those established under the Foreign Capital
Investment Law. While for filing the corporate tax return the availability of statutory
accounts may become necessary requirement, however, audited accounts may only be
option.
Foreign accountants are not allowed to practice in Indonesia, accordingly audit opinions
must be issued by an Indonesian registered public accountant.
A.4. SHAREHOLDINGS BY NON-RESIDENTS

Foreign individuals and corporations may buy shares up to 100% of the foreign
investment company operating in Indonesia.
A.5. FORMING A COMPANY

BKPM is an investment service agency of the Indonesian Government created with the
purpose to effectively implement the enactment of law on foreign as well as domestic
investment. At the time, BKPM, chaired by Head of BKPM, is a non-departmental
government agency serving under and directly responsible to the President of the
Republic of Indonesia.
An approval in investment stage can be categorized in two main types: approval for
domestic investment and approval for foreign investment. Below is the flow chart of
approval in investment stage.
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Foreign Investment

Domestic Investment

Investor'
s Application

Indonesian Notary

BKPM

Tax Office:
Tax Registration Code
Number (NPWP)

PMA Approval

Ministry of Justice and
Human Rights

Indonesian Notary

Article of Association

Tax Office:
Tax Registration Code
Number (NPWP)

Investor'
s Application

Ministry of Justice and
Human Rights

BKPM

Article of Association

PMA Approval

BKPM :
1. Limited Importer
License APIT
2. Manpower Plan
Approval
3. Custom Approval
Letter (Master list
for Capital Goods)
4. Custom Approval
Letter (Master list
for Raw Material)

Regency/Municipality Level:
1. Location Permit
2. Land Title
3. Building Construction
Permit (IMB)
4. Nuisance Act Permit
(HO/UUG)

BKPM (Permanent
Business License/IUT)

A.6.

REGISTRATION

REQUIREMENTS

AND

FILING

PROCEDURES

FOR

PUBLIC

SECURITIES (SHARES)
The General requirements for stocks issuer to be listed in Indonesia Stock Exchange:
1. Registration Statement has been stated effective by Bapepam.
2. The issuer is not in lawsuit that could influence the existence of the company.
3. Its business field is directly or indirectly not prohibited by the prevailing law of Indonesia.
4. Particularly for issuers in manufacturing field, they are not in pollution problem (this is
proved by the AMDAL certificate) and for issuers in forestry field must have ecolabelling
certificate.
5. Especially for issuer in mining field, it must have a managing license that is still valid at
least for 15 years; have at least 1 Mining Authority Contract or Regional Mining License;
one director with technical skill and experience in mining field; and have had a proven
deposit or equivalent.
6. Especially for business that needs managing license (like highway construction, forestry),
it must own the license at least 15 years.
7. Subsidiary and/or holding company of a listed company in Indonesia Stock Exchange
that contribute 50% of its consolidation income to the listed company cannot be listed in
the Exchange.
8. Financially related requirements of the Initial listing must be base on the last audited
annual financial report.
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B. Foreign Companies and Branches
The investment law requires that a foreign owned enterprise operating wholly or mostly
in Indonesia as a separate business unit must be organized under Indonesian law and
domiciled in Indonesia. Branches are not normally permitted, except for foreign banks
and oil and gas companies.

C. Partnerships
Companies operating in Indonesia need to be aware of the legal status of partnership as
they are a common operating structure. There is a collection of recognized legal entities
for setting up a business in Indonesia :
a. Persekutuan Perdata (PP) is a partnership between two or more people in one
agreement to make a profit.
b. Firma (Fa) is an open partnership established to continuously hold a business
name which is generally used by commercial partnerships such as trading and
service enterprises.Each partner has the right to act in the name of the Firma
within the scope of its activities and bind the partnership to third person unless he
has been expressly denied that right.
c. Persekutuan Komanditer ( Commanditaire Vennootschap – CV ) is a limited
partnership governed by the provisions of the Commercial Code. One partner is
allowed to invest money into the partnership without having to manage the
company.
However, the above business types apply only to local citizens.

D. TYPES OF BUSINESS ORGANISATIONS IN INDONESIA

Perseroan Terbatas (PT)
Limited Liability Companies (PT) can include, and are classified as private and public
companies. They are governed by the 1996 Corporation Law. PTs are managed by a
Board of Directors. Non-Indonesian citizens may not be directors or foreign investment
commissioners in a PT.
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Representative Offices
Foreign representative offices are typically formed to facilitate transactions between local
and foreign buyers and suppliers. A Representative Office facilitates making such
transactions easier but a Representative Office cannot perform operating activities
characterized by a PT.
Joint Ventures
Foreign direct investment companies may be in the form of Joint Ventures between
foreign and domestic capital owned by Indonesian citizens or organisations, or through
straight investment.
Badan Usaha Milik Negara (BUMN) These are companies owned by the government.
Perusahaan Dagang (PD) These entities are known as private trading companies, most
of which are sole proprietorships.
Limited Liability Partnerships (CV) This legal designation only applies to the silent
partners in a given partnership.
Firma These are unlimited liability partnerships, more commonly known as disclosed
partnerships.
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Taxation
Income taxation law and administration
Introduction
The current framework of Indonesia’s tax laws initiated in 1983 has been subsequently
amended, most recently in 2008. Companies doing business in Indonesia are subject to
income tax, withholding tax, value added tax (VAT) and various other indirect levies,
such as tax on land and building, and stamp duty. Individual articles contained in the
laws may be supported by the implementing regulations and decrees, such as:
Government Regulations, Minister of Finance Regulations, and Decrees of the Director
General of Taxation. The government is committed to a greater intensification of tax
collection as well as increasing the number of registered taxpayers.

Fiscal year
Yearly early and monthly tax periods
Tax collection is based on a self-assessment system which requires the taxpayer to
calculate, pay and report its tax obligations.
The tax year is basically the calendar year. However, the taxpayer may choose its tax
year based on the book year which may differ from the calendar year, subject to
obtaining approval from the tax office. As from fiscal year 2008, annual corporate tax
return must be filed by the end of the 4th month following the book year, with provision
for extended filing for two months. The annual employee income tax return must be filed
by March 31 of the following year.
Any shortfall of tax should be settled by the 25th day of the third month following the end
of the book year. Overpayments of tax may be recovered, but only after a tax audit has
been completed.
The monthly tax period is similar as monthly calendar. The monthly tax is due on the 10th
day of the following month of the monthly tax period for most types of taxes, and on the
15th of the following month of the monthly tax period for Value Added Tax. While monthly
tax returns must be filed by the 20th of month following the monthly tax period.
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Taxpayers
The tax law defines a tax subject to include:
a. an individual
b. an undivided estate as a unit
c. a corporation, including a limited liability corporation, a limited partnership, other
forms of limited liability entity, a state-owned or regional enterprise in whatever
name and form, a partnership, an association, a firm, a kongsi, a cooperative, a
foundation or similar organisation, an institution, a pension fund and other forms
of business entity
d. a permanent establishment is any establishment that is regularly used to carry on

business in Indonesia by an organization not set up or domiciled in Indonesia.

Taxable income
Taxable income is calculated after allowable deductions. For individuals there are
income tax exclusions which are set at relatively low income levels. Individuals are
broadly liable to income tax on cash income. Benefits in kind provided by employers to
employees are not taxable to individuals but are non-deductible against corporate
taxable income. Employers are required to withhold income tax from employees and
deposit each month with the State Treasury.

Payment of corporate income tax
Taxes are paid by monthly installments on a current year basis. The regular installment
amount is based on the previous year’s filings after taking credit for withholdings at
source. Any shortfall should be settled by the 25th day of the third month following the
end of the financial year. The self-assessment principle, however, underpins Indonesian
Income Tax Law. A substantial part of individual income is collected by way of
withholding by third parties.

Residence and Sources
The law distinguishes between resident tax subjects and non resident tax subjects. A
resident tax subject includes:
a. Any individual present in Indonesia for more than 183 (not consecutive)days in
any 12 month period, or any individual present in Indonesia during a tax year and
intending to reside in Indonesia
b. Any organisation registered or domiciled in Indonesia.
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Residence of Individuals

Resident individual tax payers are taxed on their worldwide gross income less allowable
deductions and nontaxable income. A resident individual who has no income other than
related to his employment, on which tax is withheld by the employer, has no obligation to
has income other than that related to his employment or who works for more than one
employer is required to register as a taxpayer and lodge an annual tax return together
with a payment for any tax due.
Residence of Companies

Resident Organizations and permanent establishments are required to register as tax
payers, pay tax on their own income, withhold tax on payments to employees and third
parties, and lodge the relevant tax return.
Sources of income

Resident companies deriving income from foreign source are entitled to a unilateral tax
credit with respect to foreign tax paid on the income. The credit is limited to the amount
of Indonesia tax otherwise payable on the relevant foreign income. Indonesia has a
reasonably broad tax treaty network. To establish eligibility for the treaty rates, the
nonresident payee should provide the payer with a certificate of domicile from the tax
authority in the payee’s country of residence. A copy of this statement is filed with the
Directorate-General of Taxation.

Taxation of companies
Taxation of profit

Taxable income for corporation is taxed at the rate of 28%.
Some expenses not related to normal business expenses are not allowed for tax
purposes and such expenses must be taken out in order to arrive at the amount of
taxable income. Rates of depreciation are regulated, although taxpayers may elect either
the straight line or double declining method. Companies may choose to be taxed on the
basis of a financial year other than the calendar year. Books of account may be kept in
English based on the tax office approval.
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Taxable business profits are computed on the basis of normal accounting principles as
modified by certain tax adjustments. Generally, a deduction is allowed for all expenditure
incurred to obtain, collect, and maintain taxable business profits. A timing difference may
arise in respect of when an expenditure recorded as an expense for accounting can be
claimed as a deduction for tax.
Dividend imputation

Dividends received from Indonesian companies are subject to a 15% withholding tax.
Payments to nonresident individuals or companies in the form of dividend are subject to
a 20% withholding tax, subject to any reduces rates under an applicable tax treaty.
Interest deduction

Under Indonesian tax law, withholding tax of 20% is imposed on the gross amount of
interest including guarantee fees paid or payable to non-resident tax subjects. This is a
final tax and no further assessment of Indonesian tax occurs in relation to interest
derived by non-residents from an Indonesia source where withholding tax applies.
Repatriation of Profits and Transfer Pricing

Repatriation of profits includes interest, dividends, royalties, branch profits, management
fees, technical services fees. Some of the repatriations profits as mentioned above must
be justified for tax purposes in order to be recognized as tax deductions. Most of these
repatriation profits are subject to withholding tax, subject to protection under the Double
Tax Agreement.
Royalties

Withholding taxes on royalties are 15% on domestic payments and 20% on remittances
abroad, unless the latter rate is reduced under a tax treaty and the recipient submits a
tax residence certificate from the tax authorities of its country of residence. The term
Royalties is defined differently in each of Deferred Tax Asset and where applicable, its
definition takes precedence over the domestic law. The definition usually en compasses
both royalties for the use of property, and for information concerning industrial,
commercial and scientific experience.
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Taxation of permanent establishment (PE)
A permanent establishment is any establishment that is regularly used to carry on
business in Indonesia by an organization not set up to domiciled in Indonesia. A
Permanent establishment is taxed on Income from business activities of the Permanent
Establishment and from property controlled or owned by the PE, Income of the parent
company where the income is from business activity or sales of goods and provision of
services in Indonesia of the same type as those carried out by the permanent
establishment in Indonesia, and Income in the form of dividends, royalties, interest
payments and fees for services received by the parent company.
A Permanent Establishment is therefore taxed on income from its own business
activities, and on any income received by the parent company from the sale of products
and services in Indonesia of the same type. It is also taxed on income received by its
parent company in the form of dividends, royalties, interest payments and fees and
services if an effective relationship exists between the PE and the property or
separations producing the income. A Permanent Establishment is also required to pay
additional tax at the rate of 20% on its after-tax taxable income in Indonesia.

Taxation of capital gains
Capital gains are taxable as ordinary income, and capital losses are tax-deductible. The
taxable gain is defined as net proceeds less book value at the time of disposal. Capital
gains from the sale of Indonesian assets held by foreigner are taxable at 5% of gross
proceeds (but the only assets now taxable are shares held by foreign entities).
Applicable tax treaties usually override this provision of domestic tax law.
Sales of shares listed on the Indonesian Stock Exchange are subject to a tax of 0.1% of
the transaction value. Founder shares are also subject to a final tax 0.1% of the
transaction value. Founder shares are also subject to a final tax 0.5% on the share value
at the time of an initial public offering.

Interaction with international tax regime
Indonesia has agreements for the avoidance of double taxation signed. There are
currently 59 tax treaties in force with other countries. Indonesia has a reasonably broad
tax treaty network to establish eligibility for the treaty rates, the non residence payee
should provide the payer with a certificate of domicile from the tax authority in the
payee’s country of residence. A copy of this statement is filed with the DirectorateGeneral of Taxation. In general, these agreements follow the principles of the OECD
Model Taxation Convention on Income and Capital.
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The basic principle is that the country of source has the prior right to tax and the other
country provides either a tax exemption. In a tax regulation issued by the Indonesian Tax
Office, that in order that a non-resident may enjoy the benefits of treaty protection
including reduced withholding tax rate, for an application form to be lodged with the
Indonesian tax Office seeking confirmation of the non-resident’s right to take treaty relief.
Until such time that the Indonesian Tax Office approves applications, full withholding tax
rates apply.

Taxation of individuals
Residents

A resident tax subject is defined as any individual present in Indonesia for more than 183
days in any twelve month period, or any individual present in Indonesia and intending to
reside in Indonesia. Resident individuals are taxed at the normal rates on taxable
income,being world-wide gross income less allowable deductions and non-taxable
income.Individual income taxes in Indonesia are levied only at the national level.
Personal tax rates are:
Income (IDR)

Percentage (%)

Up to Rp 50,000,000

5%

From Rp 50,000,001 to Rp 250,000,000

15%

From Rp 250,000,001 to Rp 500,000,000

25%

Above Rp 500,000,000

35%

Non-residents

A non-resident individual, being an individual present in Indonesia for less than 183 days
with no intention to reside, is deemed to be a non-resident tax subject under the law if he
or she receive or accrues any income from Indonesia. Payments to nonresident
individuals in the form of dividends, interest, royalties, rents for property, prizes or
awards, and payment for technical, management and other services wherever
performed are subject to a 20% withholding tax, subject to any reduced rates under an
applicable tax treaty.
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Other taxes
Value added tax (VAT)

Indonesia operates a VAT system, which taxes the supply goods and the provision of
services at a standard rate of 10%. Certain goods and services are exempt. Insurance
and banking are not subject to VAT. VAT on exports is charged at a zero rate, so the
payment of VAT on inputs is refunded. VAT applies to intangible goods (including
royalties) and to virtually all services provided outside Indonesia to Indonesian business.
VAT applies equally to all manufactured goods, whether produced locally or imported.
Manufacturing is defined as any activity that changes the original form or nature of a
good, creates a new good or increases its productivity. The VAT on inputs is creditable
against the VAT on outputs. VAT has become a major source of revenue for the
government.
Sales tax on luxury good

A luxury goods tax is levied on a variety of goods at rates ranging from 10% to 75%. The
tax is levied upon importation. This tax applies at the point of import or manufacture and
is additional to VAT. It is a non-creditable one-off tax and applies to a wide range of
goods.
Excise duties
A number of excise duties are levied, primarily on alcohol and tobacco products.
Stamp duty

Stamp duty applies to financial transactions, deeds and receipts, at rates ranging from
IDR 3,000 to IDR 6,000 depending on the amount of the transaction or type document.
Sanctions levied on unpaid or under-paid stamp duty is penalty of 200% of the duty
payable or underpaid. Criminal sanctions may also be imposed for certain actions such
as stamp forgery, storing of equipment to forge stamps.
Fiscal tax

A fiscal tax of, currently, Rp 2,500,000 is payable by permanent residents, including both
nationals (don’t have NPWP) and expatriates, upon departure from Indonesia, at the
point of embarkation. Indonesian permanent residents who have tax identification
number (NPWP), foreign diplomats, foreign employees of specified international
organizations, foreign consultant holding service visas and certain overseas students
excluded from fiscal tax.
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Land tax

A land and building tax payable annually on land, buildings and permanent structure.
The rate is typically not more than 0.5% of the value of the property, although higher
rates apply to certain high value housing and large estates.
Fringe Benefits

Generally, the full cost of benefits in-kind is excluded from the taxable income of an
employee, and at the same time are not an allowable deduction from gross income in
determining the taxable income of the employer. Benefits-in-kind are considered to be
any benefits received by the employee or his or her family from his employer not in the
form of cash. For example, the medical expenses of an employee paid directly by the
employer to a hospital are excluded from taxable income because the benefit was not
received as cash and was paid directly to a third party. Such benefits also include
housing (except in isolated areas), home leave, motor vehicles, children’s education
expenses and tax borne by an employer on behalf of an employee.
Customs Duty

Customs examination shall be applied for imported goods, in which includes verification
of documents and physical inspection. In order to obtain accurate data and to evaluate
the lodged Customs Declaration, customs examination shall be carried out upon
imported goods through the inspection of the goods and verification of documents.
Payroll Taxes

Employers have three choices for the personal income tax calculation:
1. Employee'
s salaries are classified as Gross and tax is calculated on this,
withheld from employee and paid via the banking system to the tax office
2. Employee'
s salaries are classified as Net and then grossed up to establish a
gross amount from which the tax is calculated to bring the remainder back to the
net amount as expressed in the employment letter
3. The tax is calculated on the net and treated as a fringe benefit.
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Grants and Incentives
General Introduction
By special concession, Indonesian nationals are allowed the full use of non-taxable
income allowances and the full benefit of the lower bands of tax rates. The following
paragraphs list some of the significant grant and incentives opportunities.

Government Incentives
Employee’s Remuneration

Indonesia has ratified the law 13/2003 governs the bargaining power of workers,
specifies minimum standards for working condition, and sets rules for severance and
compensation payments. The government has issued several regulations that expand or
modify labour laws, including the decrees on the employment of foreigners, occupational
health and safety, work competency standards and overtime standards and pay.
Wages

Wages include a minimum wage, overtime pay, sick pay and holiday pay. Cash wages
must constitute minimum 75% of the minimum wage, with the remainder typically
allocated for food and transport.
a. Bonuses, Income in the form of a production bonus, director’s remuneration,
Lebaran and New Year bonuses and any other income which is regularly
received are included in taxable income and taxes at normal rates. Non-taxable
allowances and other deductions are not allowed to be applied against this type
of income. The amount of tax to be withheld is determined by calculating the tax
payable on normal income plus the bonus, and subtracting from it the amount of
tax payable on normal income only.
b. Honorarium or other payments received as remuneration for services performed
in Indonesia by resident taxpayers is subject to income tax at the normal scale
rates on the gross amount of the payments.
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Social Insurances

A workers insurance scheme including occupational accident, health and life insurance,
exists for companies with more than 10 employees or a monthly payroll exceeding IDR 1
million. Jamsostek, the state-run workers insurance fund, administers the scheme.
Other than the retirement plan, employer contributions entirely fund benefits. For
healthcare coverage through Jamsostek, employers contribute 6% for married
employees and 3% for unmarried workers. For the retirement scheme, the employer
contributes 3.7% of wages, and the employee contributes 2%. If the participant dies
before retirement for any reason except occupational accident, beneficiaries may claim a
life-insurance benefit and a burial allowance.
Research and Development (R&D)

Under the Government Regulation No. 35 / 2007 (from the Research & Technology
Dept), a company that finance its own research activities to improve the ability of doing
certain kind of business can earned incentives in such form as tax incentive, custom or
technical assistance in research and development.
Tourism Overseas Promotion Scheme

The Government is constantly trying to attract the world attention through some
promotion activities about indonesian tourism. Last year (2008) the Ministry of Tourism
held an event such as "Indonesia Visit Year" is about promoting every part of the nation
to the world include many discount on many hotels and airline fare. The Government
also issued some regulation to widener the foreign tourist access to every part of
Indonesia, such as (Government Regulation No. 75/ 2005) about visa on arrival for 63
countries.
Tariffs and Bounty Payments
Customs Duties and Taxation
Imports are subject to:
Import Duty - Import duty is payable at the rates from 0% - 150% on the customs value of
imported goods. Customs value is calculated on the cost, insurance and freight level (CIF).
Value Added and Luxury Sales Tax - VAT is typically imposed at 10% CIF value of importers.
This can be reduced or increased by a government regulation to 5% or 15%. Certain
manufactured taxable goods may be subject to luxury sales tax (LST) ranging from 10-75%. To
ascertain whether a particular item is subject to LST and to identify the LST rate, reference
should be made to the Customs book in light of the relevant harmonised system (HS) doe.
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Income Tax - Taxpayers are obliged to make a prepayment of their annual tax obligation by a
withholding of 2.5% (7.5% if the company does not possess an import permit) of CIF value of
imports.
State Government Incentives
Investment incentives include:

1. 30% net income reduced from capital investment amount for 6 (six) years period
(equal to 5% per annum)
2. Accelerated amortization & depreciation up to 10 years
3. 10% Income tax charged for overseas tax-payer on dividend bill or lower tariff
according to the Double Taxation Agreement
4. Loss compensation with the period between 5 to 10 years with some specific
stipulations.
Investment Allowance (IA): Corporate income tax base is deducted by 30% of
investment realization. Total 30% deduction is given in 6 years (5% deduction p.a).
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Protection of intellectual and
industrial property

Property Rights

Foreign entities have no freehold rights to land ownership in Indonesia. Foreign
investors’ land holdings are usually obtained through long-term lease agreements
(normally for 30 years) with the government or private parties. Government regulations
allow mortgages to be registered against real property and seagoing vessels in their
appropriate registries. And also Indonesia is a member of The World Intellectual
Property Organisation.
Patents

The current patents law dates from 2001, which amended and consolidated in a single
text all previous legislation. Inventions that are contrary to Indonesian laws and
regulations are excluded from patent ability, and the standard for excluding inventions
without domestic content appears to be inconsistent.
Trademarks

Indonesia enacted its new trademark law on August 1, 2001. Like the new patent law,
the latest version consolidated into one text a series of trademark laws enacted over the
past 20 years. The new law raised the maximum fine for trademark violation to Rp 1
billion (USD 95,000) and slightly reduced the maximum possible prison term. The
trademarks law provides for the determination of trademark rights by priority of
registration.
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Immigration and Employment
Permanent Residence
Who is eligible?

Indonesia wants to attract people whose business, entrepreneurial, trade or professional
skills will contribute to its economic growth.
Labour Management Relations

Labor contacts are common, and typically cover employees who enter a firm within a
certain time period. Contracts can be renewed for one to three years. Collective
bargaining is typically conducted at the company level if a union represents or gains the
approval of at least 51% of the workforce. Labor disputes are addressed by a special
provincial-level Commercial Court.

Visas
Indonesia issues a range of different classes of visa depending on the purpose of a
foreigner’s visit. Short visit visas valid for 60 days may be issued on arrival at an official
entry point to passport holders from most developed and neighboring countries. The
passport’s validity should be at least six months.
The Following are types of visa recognized in Indonesia:

1. Transit Visa
2. Transit Visa on Arrival
3. Visit Visa
4. Visit Visa on Arrival
5. Collective Visit Visa
6. Multiple Journey Business Visa
7. Limited Stay Visa.

Work Permits
All foreigners planning to work in Indonesia must obtain a work permit an addition to a KITA visa.
Work permits are issued by the Department of Manpower approximately concurrently with the
VITAS visa. The BKPM will approve a certain number of positions for expatriates as contained in
the investment application.
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