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Active Income Excluded from the Calculation of 
Deemed Dividends under the Controlled Foreign 
Company Rules       

 
With the intention to encourage transparency, provide legal certainty and fairness in the imposition of 
tax to Indonesian resident taxpayers for its equity participation in a foreign business entity other than 
business entities listed on a foreign stock exchange, the Ministry of Finance recently amended the 
Minister of Finance Regulation No. 107/PMK.03/2017 ("2017 CFC Rules") by issuing the Minister of 
Finance Regulation No. 93/PMK.03/2019 on Controlled Foreign Company (CFC) Rules ("New CFC 
Rules"). The New CFC Rules will apply for the 2019 fiscal year.   
 
The New CFC Rules reflects the exclusion of active income and provides a definition for ‘certain income’ 
(penghasilan tertentu) from the calculation of deemed dividends for a directly and indirectly owned CFC, 
which includes:    
 

a. dividends, except for dividends received and/or obtained from a directly owned CFC; 
 
b. interests, except for interests received and/or obtained by a directly-owned CFC that is 

owned by a resident taxpayer holding a banking business license, which excludes interests 
received and/or obtained from a direct or indirect transaction between the CFC and the 
resident taxpayers as the related party in accordance with the Indonesian Income Tax Law; 

 
c. rentals in the form of: 

 
1) rentals received and/or obtained by a directly owned CFC in relation to the 

utilisation of land and/or building; and 
 

2) any other rentals received and/or obtained by a directly owned CFC originating 
from a transaction with any other related party in accordance with the 
Indonesian Income Tax Law; 

 
d. royalties; and 
 
e. profits from sales or transfer of assets. 
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Further, the New CFC Rules provides a new guidance to determine the basis for deemed dividends, 
which is the net profits after tax on certain income and is calculated as follows: 
 

gross income on certain income 
minus 

the costs of obtaining, collecting and maintaining certain income 
minus 

the portion of income tax payable, paid or withheld on certain income 
equal 

Net Profits after tax on certain income. 
 
This is different from the 2017 CFC Rules, where the basis for deemed dividends is calculated from the 
total net profits after tax of the CFC (total net profit being active and passive income of the CFC).  
 
We note that the remaining provisions under the 2017 CFC Rules remain effective, including the 
imposition of deemed dividends from an indirectly owned CFC. 
 
In conclusion, the New CFC Rules requires the CFCs to invest their business in active business activities 

rather than business activities where the CFCs do not materially participate in. 
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Member firms are constituted and regulated in accordance with local legal requirements and where regulations require, are 
independently owned and managed. Services are provided independently by each Member firm pursuant to the applicable terms 
of engagement between the Member firm and the client. 
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Our Regional Presence 

 
 
 
 

Based in Indonesia, and consistently gaining recognition from independent observers, Assegaf Hamzah & Partners has established itself as a major 
force locally and regionally and is ranked as a top-tier firm in many practice areas.  Founded in 2001, it has a reputation for providing advice of the 
highest quality to a wide variety of blue-chip corporate clients, high net worth individuals, and government institutions. 

 
Assegaf Hamzah & Partners is part of Rajah & Tann Asia, a network of local law firms in Singapore, Cambodia, China, Indonesia, Lao PDR, 
Malaysia, Myanmar, the Philippines, Thailand and Vietnam. Our Asian network also includes regional desks focused on Japan and South Asia.    
 
The contents of this Update are owned by Assegaf Hamzah & Partners and subject to copyright protection under the laws of Indonesia and, through 
international treaties, other countries. No part of this Update may be reproduced, licensed, sold, published, transmitted, modified, adapted, publicly 
displayed, broadcast (including storage in any medium by electronic means whether or not transiently for any purpose save as permitted herein) 
without the prior written permission of Assegaf Hamzah & Partners. 
 
Please note also that whilst the information in this Update is correct to the best of our knowledge and belief at the time of writing, it is only intended 
to provide a general guide to the subject matter and should not be treated as a substitute for specific professional advice for any particular course 
of action as such information may not suit your specific business and operational requirements. It is to your advantage to seek legal advice for your 
specific situation. In this regard, you may call the lawyer you normally deal with in Assegaf Hamzah & Partners. 

 


