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CHAPTER I 

INTRODUCTION 

 

1.1 BACKGROUND OF THE STUDY 

An ambitious infrastructure expansion project proposed by 

President Jokowi recently had been putting pressure for Directorate 

General of Tax (DGT) to realize the targeted tax revenue in Indonesia 

State Budget. President Jokowi sought as much as Rp5,519 trillion for 

the first-term investment in infrastructure segments - on high caliber 

projects from power plant to mass transportation (Rahadiana & 

Suhartono, 2016). DGT under Indonesia Ministry of Finance (MoF) has 

been on pursuit of Multi National Corporation (MNC) and operating 

subsidiaries from foreign MNCs in Indonesia to collect higher tax for 

the economic value coming from their actual business activities in 

Indonesia (Salna & Purnomo, 2017). MNCs take advantage of transfer 

pricing with the purpose of tax avoidance, especially those engaged in 

e-commerce business tend to use the obscured Indonesia’s taxation law 

on digital economy to reap maximum profit. 

Transfer pricing is not, in itself, illegal or necessarily abusive 

practice as the indication of tax evasion and profit shifting. Transfer 

pricing is, in essence, strategic for tax minimization as long as MNCs 

meet criteria and conditions equivalent to the arm’s length principles 

set forth by the Organization for Economic Co-Operation and 

Development (OECD). Transfer pricing is defined as the intercompany 

transactions between parent company and its related parties 

(subsidiaries, associates, and affiliates) in which any costs on products 

or services is transferred among associated enterprises (Sari & Hunar, 

2015). Before taking transfer pricing strategy into account, MNC must 

adhere to various provisions regulated by the OECD in selecting the 

appropriate transfer pricing method. There are several transfer pricing 
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methods accepted by the OECD, thus MNC must use the transfer 

pricing method which is consistent with the arm’s length principles.  

Transfer pricing on MNCs is considered as the key audit focus 

of DGT which is a complement to the mature transfer pricing landscape 

in Indonesia. The increased focus of the DGT on transfer pricing cases 

is consistent with its counterparts in other jurisdictions where transfer 

pricing has emerged as a key tax revenue generator. DGT Regulation 

PER-32/PJ/2011 (substitute of PER-43/PJ/2010) stipulates more 

stringent transfer pricing enforcement efforts of DGT through the 

enhancement of transfer pricing compliance requirements (Phan & Mu, 

2012). Global phenomena in Indonesia like the free movement of 

capital and labor, the shift of manufacturing bases from high-cost to 

low-cost locations, the on going removal of trade barriers, technological 

developments, and the increasing significance of managing risks of 

intellectual property, have had an exclusive impact on cross-border 

transfer pricing practices. Therefore, it does not come as a surprise 

when taxpayers face a more intense transfer pricing audit in Indonesia. 

PT Indofood Sukses Makmur is one of a number of 

multinational companies engaged in transfer pricing that fulfills the 

risk-based selection criteria for potential BEPS as stated in DGT 

Circular Letter SE-50/PJ/2013. PT Indofood Sukses Makmur 

specializes in consumer products and agricultural products with fully-

fledged manufacturing process from upstream to downstream business. 

The company consists of four primary business segments such as 

consumer branded products, agribusiness, flour millings and 

distribution. The company is also involved in secondary business 

activities like shipping, investment, trade export agency, industrial 

estate, transportation, restaurant chain management activities and the 

provision of management consulting services. PT Indofood Sukses 

Makmur is a subsidiary of CAB Holding Limited, Seychelles under the 

ultimate parent of First Pacific Company Limited. 
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PT Indofood Sukses Makmur which operates as MNC having a 

number of related parties globally might face tax investigations on its 

transfer pricing activities in various nations, including Indonesia, Saudi 

Arabia, Singapore, China and other host countries. The company sold 

finished goods to its related parties and purchased inventories with 

intercompany sales accounted for 9.88% of the consolidated net sales 

and intercompany purchases accounted for 5.76% of the consolidated 

total purchases as of December 31, 2016. Furthermore, the company 

also provided technical and administrative assistance, trademark 

agreement, rental and management services to its related parties in 

which intangible transactions tend to spark debates between DGT and 

taxpayer. In essence, PT Indofood Sukses Makmur engages in trade and 

financial transactions with certain related parties under normal course 

of business operations and has the obligations to prove the arm-length 

nature of its related-party transactions when challenged by the DGT. 

The research focus on manufacturing-based MNC like PT 

Indofood Sukses Makmur cannot be separated from former court ruling 

decisions on transfer pricing issues between DGT and MNCs. The 

failure of Deutsche Bank AG Permanent Establishment (PE) to prove 

the existence of management services, inappropriate appraisal from 

Siemens Indonesia, and unreasonable royalty payments from Ford 

Motor Indonesia, L’OrealA and Halliburton Indonesia has resulted in 

positive correction from DGT (Navarro, Mukanov & Priatna, 2012; 

Karyadi & Sungkono, 2014). The recent tax dispute has also involved 

PT Google Indonesia which was alleged paying less than 0.1 percent of 

the total income tax and Value Added Tax (VAT) payables, and posted 

$109.2 million in revenue in 2015 with most of the revenue from 

Indonesia being booked at Google's Asia Pacific headquarters in 

Singapore (Suroyo & Danubrata, 2017). Based on the recurring transfer 

pricing disputes in Indonesia, the writer attempts to analyze the 

probable transfer pricing audit practices on PT Indofood Sukses 
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Makmur in this research entitled “Transfer Pricing Audit Using 

OECD Model as A Solution to Base Erosion Profit Shifting (BEPS) 

Implemented in PT Indofood Sukses Makmur.” 

 

1.2 PROBLEM FORMULATION 

After securing $360 billion tax revenue from the launching of 

tax amnesty, Indonesia Finance Minister Sri Mulyani Indrawati had 

targeted another Rp185 trillion tax revenue from the unlocked income 

sources under Automatic Exchange of Information (AEoI) framework 

(Salna & Purnomo, 2017). As the result, DGT has been pushing 

stringent measures to maintain cash inflows from corporate income tax 

resulting in intensive transfer pricing audit towards the vulnerable 

MNCs. Most of the MNCs use transfer pricing as their tools to avoid 

paying tax as the level of compliance to OECD model is still low in 

Indonesia, hence the legal framework on transfer pricing issues has not 

been fully accomplished. 

Based on the stated problems above, the writer conducted 

research on PT Indofood Sukses Makmur and its subsidiaries with the 

formulation of problems as follows: 

1. What methods of transfer pricing that are applicable for 

PT Indofood Sukses Makmur as set forth in the OECD 

model? 

2. What are the main types of transactions that are 

susceptible to transfer pricing audit? 

3. How will diverse CITRs across different jurisdictions lead 

to transfer pricing loopholes? 
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1.3 FOCUS OF THE RESEARCH 

With respect to the recent Indonesian tax disputes over transfer 

pricing practices in association with MNCs and foreign operating 

subsidiaries, it is imperative to conduct research on transfer pricing 

using OECD framework to strengthen transfer pricing audit in 

Indonesia. The research was extended to observe the transfer pricing 

activities in PT Indofood Sukses Makmur with its affiliates, associates, 

and operating subsidiaries like PT Indofood CBP Sukses Makmur, 

Indofood Agri Resources Ltd., and Bogasari International Pte. Ltd. with 

the cut-off period as of 2016. 

In order to investigate transfer pricing audit on PT Indofood 

Sukses Makmur using OECD model, this research looks at three 

indicators as follows: 

1. Transfer pricing methods from research object as 

compared to transfer pricing methods as set forth in the 

OECD model under the arm’s length principle. 

2. Primary revenue and cost drivers from research object 

which may be under scrutiny for profit shifting and would 

be adjusted during transfer pricing audit. 

3. Transfer pricing loopholes in terms of CITRs difference 

and their impacts on positive correction from DGT. 

 

1.4 OBJECTIVE OF THE RESEARCH 

The purpose of this research has threefold dimension as follows: 

1. To examine transfer pricing practices on PT Indofood 

Sukses Makmur regarding its transfer pricing method and 

transfer pricing procedures in compliance with the arm’s 

length principle. 

2. To identify the revenue and cost drivers that tend to be 

under DGT’s suspicions during transfer pricing audit. 
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3. To investigate the relationship between varying CITR and 

transfer pricing loopholes. 

 

1.5 BENEFIT OF THE RESEARCH 

1.5.1 THEORETICAL BENEFIT 

Based on the objective of research, the research is expected to 

generate theoretical benefits as follows: 

1. The research is expected to become the foundation of 

scientific knowledge for the writer related to treatment of 

transfer pricing audit in Indonesia and recognition of 

transfer pricing practices by various MNCs. 

2. The research is expected to be used as theoretical review 

in further studies and be applied on the upcoming transfer 

pricing issues in Indonesia in relevance to OECD  model. 

3. The research is expected to provide information and could 

be used as reference for other researchers doing similar 

research related to transfer pricing audit using OECD 

Model in the upcoming periods. 

 

1.5.2 PRACTICAL BENEFIT 

Based on the research objective, the research is expected to 

generate practical benefits as follows: 

1. For the public, this research will improve the knowledge 

about transfer pricing methods used by most of MNCs in 

tax avoidance and how to overcome Base Erosion Profit 

Shifting (BEPS) issues. 

2. For PT Indofood Sukses Makmur and the other MNCs, 

this research will give more insights on the effective 

transfer pricing procedures and how to avoid transfer 

pricing audit. 
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3. For Indonesia’s tax administrator, this research will give 

more insights on the effectiveness of Indonesia’s taxation 

law to deal with Base Erosion Profit Shifting (BEPS) 

issues. 

 

1.6 SYSTEMS OF WRITING 

The systems of writing for this research are as follows: 

CHAPTER I: INTRODUCTION 

The first chapter provides preliminary insights like background 

of study, problem formulation, research focus, research objective, 

benefit of the research, and systems of writing. In this chapter, the 

importance of research on transfer pricing audit is emphasized and brief 

explanation about Indofood’s transfer pricing issues are discussed to 

show its relevance to transfer pricing audit using OECD model.  

CHAPTER II: LITERATURE REVIEW 

The second chapter explains about transfer pricing guideline in 

Indonesia which includes transfer pricing methods, arm’s length 

principles, transfer pricing audit requirements, transfer pricing audit 

procedures, transfer pricing audit focus, transfer pricing audit 

resolution and Base Erosion Profit Shifting (BEPS) in Indonesia as the 

theoretical background. In this chapter, the brief discussion on prior 

research and the framework of thinking is also elaborated. 

CHAPTER III: RESEARCH METHODOLOGY 

The third chapter discusses about research design, research 

object, data collection method and data analysis method for transfer 

pricing audit in PT Indofood Sukses Makmur. This chapter will also 

provide a methodology for the transfer pricing audit of PT Indofood 

Sukses Makmur to avoid potential BEPS in Indonesia. 

CHAPTER IV: DATA ANALYSIS AND DISCUSSION 

The forth chapter highlights about company background, 

financial & industry analysis, related party transactions, comparability 
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analysis, and transfer pricing methods of PT Indofood Sukses Makmur. 

This chapter also assesses transfer pricing practices of PT Indofood 

Sukses Makmur with its related parties in contrast to the comparables’ 

arm-length transactions under DGT and OECD frameworks. 

CHAPTER V: CONCLUSION 

The final chapter summarizes the potential treatment of transfer 

pricing audit on PT Indofood Sukses Makmur and shares further 

implications for MNCs, government, practitioners, and researchers. 

This chapter also provides recommendation for PT Indofood Sukses 

Makmur to safeguard themselves from the down-side effects of transfer 

pricing audit. 


