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INDONESIA'S FIGHT AGAINST CLIMATE CHANGE:

CARBON TAXES AND BEYOND

ICHWAN SUKARDI & SOPHIA SHE JIAQIAN, TAX PRACTICE

As an archipelagic country with more than 17,000
islands and the fourth-largest populationin the
world, Indonesia’'s greenhouse gas levels have been
steadily increasing over the past decade, and
Indonesiais one of the top ten largest carbon
emitters in the world. Statistic records show that
Indonesia's greenhouse gas emission levels have
increased over 313% when compared to 1990
levels.

According to areport by the International Monetary
Fund (“IMF"") on Fiscal Policies to Address Climate
Change in Asia and the Pacific (FPACCAP 2021),
most of the countriesin the region have imple-
mented carbon tax and emissions trading systems
as part of their commitments under the Paris
Agreement. Only Indonesia, Thailand and Vietnam
have not yet joined to this list.

Indonesia demonstrated its commitment to tackle
climate change by ratifying the Paris Agreementin
April 2016 through Law No. 16 of 2016. It later
developed the Nationally Determined Contribution
(NDC) to reduce emissions — by 29% domestically
and by a further 41% with international

support - by 2030.

Following a voluntary trial program that was placed
for a12-month period, the government of Indonesia
introduced its long-anticipated carbon tax through
Law No. 7 of 2021, as the Harmonization of Tax
Regulations (Harmonisasi Peraturan Perpajakan/
HPP) Bill was signed by the President on 29 October
2021(the HPP Law). On the same day, Indonesia
issued President Regulation No. 98 of 20210on the
‘Implementation of Carbon Economic Value to
Achieve Nationally Determined Contribution
Targets and Control over Greenhouse Gas
Emissions in Relation to National Develop-

ment’ (Regulation No. 98).

The carbon tax will be levied on both individuals and
corporations that purchase carbon-containing
goods or engage in activities that generate carbon
emissions within a specified period. The explanation
givenin the HPP Law provides that the carbon tax
will prioritize corporations and, at the initial stage,
will apply only to the coal-fired power. The scope
covers both independent power producers (IPP)
and Indonesia's state-owned electricity company
(Perusahaan Listrik Negara (PLN)).

The HPP Law sets the carbon tax rate to be the
carbon price in the domestic carbon market per
kilogram of CO2e (CO2e signifies the amount of
CO2 which would have the equivalent global
warming impact), or IDR 30 per kilogram of CO2e
(approximately $2.10 per ton of CO2e) whichever
is higher.

Facilities are available in the form of a carbon ‘offset’
whereby participants in carbon trading and
emissions offsetting (as well as other mechanisms)
can be granted a carbon tax reduction and/or



other incentives for the fulfilment of carbon tax
obligations.

The HPP Law also provides implementation
milestones as the carbon tax program s expected
to be gradually rolled out — that from 2025




