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Leveling the Playing Field, the
Government Cuts Income Tax Rate on
Bonds for Local Investors

Following the decrease in income tax for interests on bonds received by foreign investors to 10% under
the Omnibus Law (Law No. 11 of 2020), the government has given the same treatment to local investors
under Government Regulation No. 91 of 2021. This Regulation replaces Government Regulation No.
16 of 2009, which was lastly amended by Government Regulation No. 55 of 2019. Under this new
Regulation, the final income tax rate on interests from bonds received by local investors decreases from
15% to 10%.
This Regulation marks a turning point not only for local investors but also for the local bonds market.
Moreover, it is also in line with Indonesia’s National Medium-Term Development Planning, which
achievement requires significant funding in order to increase financial inclusion, expand innovation of
financial products, develop financial services, and optimise means of alternative financing.
We discuss this new Regulation in more details below.

Things to Note
The reduced tax rate applies on any income received or gained by investors in the form of interest, ujrah
or fee, profit sharing, margin, and any other similar income derived from bonds issued by the government
or non-government institutions, including shariah bonds (sukuk). Individual (wajib pajak pribadi) and
corporate taxpayers (wajib pajak badan) can enjoy this treatment, including permanent establishments,
mutual funds, and collective investment contracts.
Under the Regulation, there are three possible income tax bases upon which the reduced 10% tax rate
will be calculated:
(a)

coupon interest income from interest-bearing bonds (obligasi dengan bunga) during the
holding period;
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(b)

discount from interest-bearing bonds, which is any excess of the selling price or nominal value
over the acquisition price of the bonds, excluding any accrued interest; and

(c)

discount from non-interest-bearing bonds (obligasi tanpa bunga), which is any excess of the
selling price or nominal value over the acquisition price of the bonds.

Further, if the investor suffers a negative discount or loss when it sells the interest-bearing debt
securities, the investor can set off the loss with the coupon interest income.
The Regulation also expands the parties obligated to withhold the tax. Previously, under the 2019
Regulation, these parties were limited to bond issuers, custodians or securities firms, dealers, or banks
as brokers and/or buyers. Now, under the new Regulation, pension funds or mutual funds acting as
brokers and/or buyers, as well as custodians or sub-registry that records the transfer of ownership, can
withhold the tax.
Lastly, if the interests are received from government-issued bonds, the recipient of such interests must
settle the tax themselves and submit a report on the withholding or settlement of the final tax to the
Directorate General of Tax.

AHP’s Note
Readers should note that some provisions in the 2019 Regulation have been retained, namely on the
tax treatments of interest income received from bonds by pension funds and banks. Any interest income
from bonds received by a government-approved pension fund is exempted as regulated under the
Income Tax Law (Law No. 7 of 1983 as amended several times and lastly by the Omnibus Law).
Meanwhile, interest income from bonds received by banks established in Indonesia or Indonesian
branches of foreign banks are not subject to withholding tax.
As this Regulation is a government-level regulation, the government still needs to issue regulations at
the minister level to address the technical aspects of the reduced tax rate. In the meantime, we expect
that this reduced tax rate will help boost public interest in bonds, not only from the purchasers’ side but
also from the issuers’ side.
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Rajah & Tann Asia is a network of legal practices based in Asia.
Member firms are independently constituted and regulated in accordance with relevant local legal requirements. Services provided by a
member firm are governed by the terms of engagement between the member firm and the client.
This update is solely intended to provide general information and does not provide any advice or create any relationship, whether legally
binding or otherwise. Rajah & Tann Asia and its member firms do not accept, and fully disclaim, responsibility for any loss or damage which
may result from accessing or relying on this update.
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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 Brunei, 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.
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