
Transfer Pricing and Taxation:

How to Mitigate Risks
and Avoid Penalties?



In today's complex global business landscape, 
multinational companies face increased scrutiny 
of their transfer pricing practices as tax 
authorities tighten regulations and increase
their oversight capabilities. To navigate this 
environment, it's critical for companies to 
implement robust operational transfer pricing 
solutions. Ensuring compliance and minimising 
risk is essential, and this guide outlines key 
strategies to mitigate both risk and penalties

Comprehensive Business Description
Provide a comprehensive description of your 
business and industry to help the Indonesian tax 
authorities understand your operations in a 
broader market. This detailed overview ensures 
that the unique aspects of
your business are clear, facilitating a more 
accurate and fair assessment of your transfer 
pricing practices in Indonesia.

Thorough Transfer Pricing Analysis
Transfer pricing rules in Indonesia focus
primarily on thorough documentation, requiring 
companies to meticulously document their 
pricing strategies through a transfer pricing 
analysis. Compliance means demonstrating the 
analysis used to determine the arm's length
price and ensuring that the chosen method is 
reasonable and consistently applied to all 
related party transactions. Indonesian
companies are expected to document and 
maintain this analysis as it may be requested by 
the tax authorities

Consistent Risk Allocation
Ensure that the allocation of risk in  
intercompany transaction is consistent with the 
comparable companies used in the economic 
analysis, with a clear explanation of any adjust-
ments made for risk considerations. This consis-
tency of risk considerations is critical to main-
taining the integrity of transfer pricing practices 
and ensuring tax compliance.

Best Method Selection
Financial reporting requirements under 
Indonesian accounting standards require 
careful consideration of transfer pricing. A 
robust transfer pricing analysis is critical
not only for compliance, but also for 
negotiating advance pricing agreements
with tax authorities, establishing accepted 
transfer pricing methodologies, and 
mitigating the risk of double taxation and 
future tax audits. In addition, companies 
should conduct a comprehensive best
method selection analysis, justifying the 
rejection of alternative methods and 
explaining the rationale behind the selected 
approach.

Transparent Adjustments
To mitigate both risk and penalties, it is 
critical to maintain transparency in
transfer pricing adjustments. Ensure that 
risk allocations in intercompany transaction 
agreements are consistent with those of 
comparable companies used in economic 
analyses. Comprehensive document and    
explain any adjustments made for risk con-
siderations. This transparency not only 
demonstrates compliance and reasonable-
ness to tax authorities, but also helps pro-
tect against potential disputes and       
penalties.

Transfer pricing compliance is critical for 
multinationals operating in Indonesia. By 
providing a thorough business description, 
ensuring consistent risk allocation,
maintaining transparent adjustments and 
segmenting financial data, companies can 
effectively mitigate both risk and 
penalties. Adherence to these practices 
will fosters trust with tax authorities, 
ultimately contributing to a fair and 
equitable global tax environment.
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For further insight and discussion into transfer 
pricing matters, please contact our experts:
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