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GOVERNMENT MOVES ON TAX FRONT TO 
ENCOURAGE GREATER EQUITY 
CONTRIBUTION TO COMPANY CAPITAL  

 

The Minister of Finance recently issued Regulation No. 169/PMK. 010/2015 (the “Regulation”) 
on the ratio of debt to equity in a company’s capital (debt-to-equity ratio /“DER”) for tax 
calculation purposes. This is significant as Law No. 7/1983 on Income Tax, as lastly amended 
by Law No. 36/2008, provides that interest expenses are deductible in the calculation of a 
company’s tax liabilities. 
 
The Regulation, which enters into effect in fiscal year 2016, sets the DER at 4 : 1, meaning 
that interest expenses arising on borrowings incurred to provide company capital  will no 
longer be deductible for tax purposes where such borrowings exceed 80 percent of the 
company’s capital. 
 
The Regulation is mainly aimed at the taxation implications that arise in connection with the 
proportion of a company’s capital sourced using two different methods, i.e., equity versus debt. 
When a large proportion of a company’s capital is provided by borrowings, the company is said 
to be “thinly capitalized.” This may have undesirable consequences from both the perspective 
of creditors and the revenue authorities (Directorate General of Taxes). For the former, there 
will be less shareholder capital available to repay the company’s debts in the event of 
insolvency, while for the later, excessive deductions of interest expenses are clearly 
undesirable. 
 
Thus, as stated by the Ministry of Finance, the Regulation is intended to encourage 
shareholders to provide a greater contribution to company equity and discourage excessive 
reliance on borrowing.  
 
The Regulation defines “debt” as interest-bearing short- and long-term borrowings and trade-
related debts, while “equity” is defined as both equity and interest-free loans from parties with 
special relationships. 
 
A number of exemptions are provided, including in the case of banks, consumer finance, 
insurance and reinsurance firms, oil and gas and mining firms with particular types of 
contractual relationships with the state, companies that are subject to final tax, and companies 
involved in infrastructural development. 
 
A similar ruling was first introduced by virtue of Minister of Finance Regulation No. 
1002/KMK.04/1984 (but at a tighter ratio of 3 : 1). However, the requirement was put on 
indefinite hold the following year by Minister of Finance Regulation No. 254/KMK.01/1985. 
Thus, there have been no DER limits since 8 October 1984 on the amount of interest 
expenses that may be set off against a company’s taxable income, even in the case of loans 
from shareholders or affiliates. 
 
While DER rules on company capital are quite common in civil law jurisdictions, questions 
have nevertheless been raised about the precise timing of the Regulation as it has the clear 
potential to increase the financial burden facing companies at a time when the national 
economy is experiencing turbulence and the rupiah continues to weaken. It has also been 
commented that the new policy appears to run contrary to the spirit of the government’s 
recently announced deregulation package. 
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Based in Jakarta, 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, China, Lao PDR, Vietnam, Thailand 
and Myanmar, as well as associate and affiliate offices in Malaysia, Cambodia, Indonesia and the Middle East. 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.  

 
 


