Income tax rate cut to 22% for fiscal year
2020, further down to 20% from 2022

Corporate income taxpayers and permanent establishments (PE) will see their income tax rates
cut to 22% for fiscal year 2020 and further down to 20% from 2022. Those with at least 40% of
their shares traded on the Indonesian Stock Exchange will still get an extra reduction of 3% from
the general tax rates. This measure has been taken by the Government as part of its state
treasury and financial system stability policy set out in Government Regulation in Lieu of Law
No. 1/2020 (“PERPU 1”) issued on 31 March 2020 in response to the severity of Covid 19
outbreak.

Other tax changes include the extension of the time provided for the performance of certain tax
rights and obligations, not only for the interest of taxpayers but also the Director General of
Taxation (DGT), and the introduction of tax rules applicable for e-commerce business.

Time extension

Referring to the State of Certain Emergency Disaster (SCED) period spanning from 28 January
to 29 May 2020 as established by the National Agency for Disaster Prevention (BNPB), PERPU
1 extends the time provided for the performance of the following tax rights and obligations which
otherwise would hit the deadline in the SCED period for a maximum of six months:

e Submission of tax objection letter
e Issuance of the DGT decision letter on a tax refund request in accordance with Article
17B of the Tax Administration Law (“KUP Law”)

e Issuance of the DGT tax assessment letter, DGT decision letter on a tax objection; and
e Issuance of the DGT decision letter on an application for administration penalty write off,
reduction or cancellation of an incorrect tax assessment, and cancellation of tax audit

results as meant by Article 36(1) of the Tax Administration Law.

With respect to an application for a preliminary refund (“Pengembalian Pendahuluan”) which
otherwise the DGT should have decided in the SCED period, PERPU 1 gives the DGT an
extension of the time to process the application for a maximum of one month. Taxpayers may
therefore see a delay in the issuance of the DGT decision on their application.

It should be noted that the time extension only applies to the specified tax affairs which
otherwise would hit the deadline in in the SCED period. PERPU 1 suggests that similar tax
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affairs which fall due before or after the SCED period still have the standard times as specified
in the Tax Administration Law (“UU KUP”).

E-commerce business

PERPU 1 sets out new rules specifically aimed at the taxation of e-commerce business which
otherwise is beyond the reach of the prevailing tax law, namely:

o VAT is due on the use or consumption in Indonesia of intangible taxable goods and/or
taxable services originated from outside Indonesia transacted through an Electronic
Trading System (e-commerce system);

o Foreign tax subjects with a significant economic presence (SEP) in Indonesia through
their e-commerce business operations in Indonesia are deemed as having a permanent
establishment (PE) in Indonesia and on that basis are held liable for Indonesian income
tax in respect of their business income attributable to the PE;

e Where atax treaty is in force a mere SEP of a foreign tax subject may not give rise to a
PE. Electronic transaction tax (ETT) is applicable for foreign tax subjects with a SEP
through their e-commerce business operations in Indonesia but cannot be deemed as
having a PE in Indonesia.

e The SEP of a foreign tax subject is to be determined on the basis of its group’s
consolidated turnover, its sales in Indonesia, and/or the number of active users of its
digital media in Indonesia.

B2B transactions involving the use or consumption in Indonesia of intangible taxable goods or
taxable services originated from outside Indonesia have long seen the imposition of VAT
through the self-assessed mechanism, i.e., the Indonesian users or buyers are held responsible
for paying the VAT (on behalf of the foreign vendors).

The new rule is apparently targeting BTC transactions where the self-assessed mechanism is
unlikely to work. PERPU 1 therefore asserts that it is the foreign vendors or the foreign service
providers, not the Indonesian users or consumers, who are held responsible for the collection,
payment, and reporting of the VAT. Subject to further provisions in a Minister of Finance (MoF)
regulation, the VAT collection, payment, and reporting may by shifted to a foreign e-commerce
system provider or a domestic e-commerce system provider appointed by the MoF.
Alternatively, the foreign vendor or service provider may appoint a representative based in
Indonesia to carry out the VAT obligations.

PERPU 1 is silent on the procedure for the imposition of income tax and ETT. Details about it,
including the tax rate, the tax base, tax calculation procedure, and how to pay the tax will be
provided in a government regulation and a MoF regulation.



PRECIOUS[ &

PT PreciousNine

Cyber 2 Tower, 18th Floor

JI. HR Rasuna Said Blok X-5 Kav. 13,

Jakarta Indonesia

Phone: +62 21 5799 8778, +62 21 2935 2500

Your PreciousNine Contacts

Anindita Hayuningtyas Dian Kusuma
anindita.hayuningtyas@preciousnine.com dian.kusuma@preciousnine.com
Fillyanto Sembiring Inge Jahja
fillyanto.sembiring@preciousnine.com inge.jahja@preciousnine.com

Lili Tjitadewi Lina Rosmiana
lili.tjitadewi@preciousnine.com lina.rosmiana@preciousnine.com
Martias Nandha

martias@preciousnine.com nandha@preciousnine.com
Noviana Tan Nuryadi Mulyodiwarno
noviana.tan@preciousnine.com nuryadi.mulyodiwarno@preciousnine.com
Randy Adirosa Robertus Winarto
m.adirosa@preciousnine.com robertus.winarto@preciousnine.com

The information in this publication is intended as a general update on particular issues for our partners, staff, and
selected clients. Though every care has been taken in the preparation of this publication, no warranty is given
regarding the correctness of the information covered herein and no liability is accepted for any misstatement, error,
or omission. When a problem arises in practice, specific advice may need to be sought and reference to the
relevant regulations may be required.
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