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IGTax Fellows, in relation to the cost of
loan in tax calculations, taxpayers are
given provisions regarding the amount
that can be calculated, namely the
Ratio between Debt and Capital or
known as DER (Debt-to-Equity Ratio).
This review may serve to provide
additional understanding.

Based on the Income Tax Law as
amended by Law 36 of 2008, Article 18
paragraph (1) states, “The Minister of
Finance is authorized to issue a decision
regarding the amount of the ratio
between debt and capital of a company
for the purposes of tax calculation under
this Law”. In the Explanation section, it is
emphasized that the amount of the ratio
between the company's debt and capital
that can be justified for tax calculation
purposes shall use a certain reasonable
level of comparison regarding the debt
to equity ratio.

As an implementing regulation of Article
18 paragraph (1), Minister of Finance
Regulation (PMK) Number

169/PMK.010/2015 regarding Determina-

tion of Debt to Equity Ratio for Income
Tax Calculation Purposes was issued,
which began to apply the DER provisions
since fiscal year 2016.
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Furthermore, with the issuance of the

Law on Harmonization of Tax
Regulations (HPP), Article 18 paragraph
(1) of the Income Tax Law is amended
to state, “The Minister of Finance is
authorized to regulate the limit on the
amount of loan costs that can be
charged for tax calculation purposes
under this Law”. In the Explanation
section, it is affirmed that the limit on
the amount of loan costs that can be
expensed for tax purposes shall be
stipulated through the method of
determining a certain reasonable level
of comparison regarding the debt to
equity ratio, through a certain
percentage of loan costs compared to
operating income before deducting
loan costs, taxes, depreciation and
amortization (earnings before interest,
taxes, depreciation, and amortization)
or through other methods.

With the changes in these provisions, it
can be understood that, after the
enactment of the HPP Law, the methods
used to determine the Ilimit on the
amount of loan costs that can be
charged for tax purposes will be re-
established, which can be through DER,
EBITDA or other methods. The

implementation of the new provisions,
including
regulated.

the ratios, will be further
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A. DER According to Tax

Through PMK 169/2015, the Minister of
Finance sets the maximum DER at four
to one (4:1). The balance of debt and
capital used is the average balance
of debt and capital at the end of each
month in a tax year or part of the tax
year concerned.

Accounted debts shall include both
long-term and short-term debts,
including interest-bearing trade
payables. Capital includes equity as
defined in the applicable financial
accounting standards and interest-
free loans from related parties.

B. Cost of Loan Based on DER and Its
Exclusions

The DER provisions apply to Corporate
Taxpayers established or domiciled in
Indonesia whose capital is divided
into shares, other than the following
six specific types of taxpayers that
are exempted from the DER
provisions:

1.Bank taxpayers
2.Taxpayers of financing institutions

3.Insurance and reinsurance
taxpayers

4.Taxpayers conducting business in
the fields of oil and gas mining,
general mining, and other mining
that are bound by production
sharing contracts, contracts of

work, or mining cooperation

agreements, and the contracts or
agreements regulate or include
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provisions regarding DER limitations

5. Taxpayers whose entire income is sub-
ject to final income tax based on sepa-
rate laws and regulations

6. Taxpayers conducting business in the
infrastructure sector

With the DER provisions, taxpayers need
to take into account the loans they make.

Loan costs borne by taxpayers in
connection with loan funds include:

l.loan interest

2.discounts and premiums associated
with loans

3.additional costs incurred related to
the acquisition of loan (arrangement
of borrowings)

4.financial expenses in finance leases

5.cost of fees due to debt recovery
guarantees
6.exchange differences arising from

foreign currency loan to the extent
that such exchange differences
constitute an adjustment to interest
expense and other than as already
mentioned

The amount of loans that may be
charged for in tax calculation is in
accordance with the DER provisions,
which is a maximum of 4 times the
amount of equity. Therefore, for loan
amounts that exceed this limit, the costs

cannot be calculated, hence fiscal
corrections must be made.
Loan costs may not be taken into

account in the following cases:
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Costs not taken into

Conditions
account

Taxpayers have an equity balance | All loan costs of the
of zero or less than zero taxpayer

Taxpayer does not submit a report | Loan costs outstanding
to the Director General of Taxes on | from  such  offshore
the amount of foreign private debt | private debt

The loan cost amount taken into
account shall also observe the
provisions of Income Tax Law Article 6
and Article 9 regarding costs that may
and may not be deducted from gross
income.

C. Example of Calculation of DER
Usage

PT GHI is a company engaged in the
trading industry. In 2023, PT GHI incurs
costs in the form of interest and other
related costs on loans, debt balances
and capital at the end of each month
in average are as follows:

o debt to PT JKL Rp742,500,000 (with
loan costs for a year Rp96,000,000)

e debt to PT MNO Rp780,000,000 (with
loan costs for a year Rp20,660,000)

e debt to PQR Co. Ltd. Rp1,472,500,000

(with  loan costs for a year
Rp66,262,500)
o trade payable (interest-bearing)

Rp805,000,000 (with loan costs for a
year Rp10,765,000)
e share capital Rp150,000,000
e additional paid-in
Rp110,000,000

capital

e retained earnings Rp450,000,000

e interest-free loan from YYY Ltd.

Rp50,000,000

What is the cost of PT GHI's loan that
can be charged to its gross income to
calculate taxable income? From the
data above, we can identify the DER of
PT GHI for 2023 as follows:

e Total average debt balance =
Rp3,800,000,000
e Total average capital balance =

Rp760,000,000
e DER = 3.800.000.000 : 760.000.000 =
5:1

Meanwhile, the DER allowed by the
regulation is 4:1, therefore, the amount
of loan costs that can be calculated to
be charged is as follows:

4/5 x loan cost of each debt

Loan costs
Type of debt Loan costs | takeninto
account
Debt to PT JKL 96,000,000 | 76,800,000
Debt to PT MNO 20,660,000 16,528,000
Debt to PQR Co. Ltd. 66,262500 | 53,010,000
Trade payable (interest bearing) | 10,765,000 8,612,000

D. Determination of Non-Interest
Bearing Debt to Affiliated Parties as
Capital
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Article 3 (4) of PMK 169/2015 states that
the costs of taxpayers' loans to parties

with special relationships are also
required to fulfill the arm’s length
principle, as stipulated in Article 18

paragraph (3) of the Income Tax Law
and also Article 12 of Government
Regulation (PP) Number 94 of 2010
concerning Calculation of Taxable
Income and Payment of Income Tax in
the Current Year, which state:

“(3) The Director General of Taxes is
authorized to redetermine the amount
of income and deduction as well as
determine debt as equity to calculate
the amount of Taxable Income for

taxpayers who have a special
relationship with other taxpayers in
accordance with reasonable and

common business practice that is not
affected by special relationships ..."

“(1) Non-interest bearing loans from

shareholders received by taxpayers in

the form of limited liability companies
are permitted if:

a. the loan originates from the share-
holder's own funds and not from
other parties;

b. the capital that should have been
paid up by the lending shareholders
has been fully paid up;

c. the lending shareholder is not incur
ring a loss; and

d. the limited liability company receiv-
ing the loan is experiencing financi-
al difficulties for the continuity of its
business.
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(2) If the loan received by a taxpayer in
the form of a limited liability company
from its shareholders does not fulfill the
provisions as referred to in paragraph
(1), interest shall be payable on the loan
at a reasonable interest rate.”

The DGT applies the arm’'s length
principle as referred to observe whether
the debt is necessary and reasonable,
thus it can be stipulated as to whether
or not the interest payment thereon can
be expensed in the calculation of
corporate income tax.

This is what we can discuss about DER
which constitutes a provision in taxation,
we hope it would be useful to all relevant
parties.
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