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= MoF Regulation No.
35/PMK.010/2018

Minister of Finance Regulation No. 35/PMK.010/2018 (“MoF-35") offers a tax
holiday with fewer restrictions to a wider range of pioneer industries than was
previously provided. Eligible taxpayers will now enjoy a 100% reduction of corporate
income tax (“CIT”) for 5-20 years on a new investment of at least IDR 500 billion
(£ USD 36 million).

Requirements

A new investment, by a new or existing taxpayer, which meets the following
requirements may be granted the tax holiday:

= A pioneer industry

= A new investment plan of at least IDR 500 billion

= The taxpayer is incorporated in Indonesia

= No previous tax holiday has been granted or rejected
= The MoF debt to equity ratio is met

= The Indonesian shareholder obtains a tax clearance letter from the Director
General of Tax (“DGT”)

The application for the tax holiday must be submitted to the Investment Coordinating
Board (“BKPM”) before the start of commercial production, but no later than one year
after the investment approval was issued. After BKPM has reviewed the application,
BKPM will provide the proposed CIT reduction (Usulan Pengurangan Pajak
Penghasilan Badan) to the MoF, which has five business days to approve or reject
the application.

Note that the facility under MoF-35 can be granted for a proposal submitted within
five years of the effective date of MoF-35.

Pioneer industry

As before, a “pioneer industry” is defined as having a wide range of connections,
provides high added value and externality, introduces new technology, and has
strategic value for the national economy. The 17 approved business sectors are:

1. Integrated upstream base metal
Integrated oil and gas refining
Integrated petrochemicals from oil, gas or coal

Integrated inorganic base chemicals
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Integrated organic base chemicals from agriculture, plantation or forestry
products

6. Integrated pharmaceutical raw materials
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7. Semi-conductor and other main components of computers which are integrated
into the manufacturing of computers

8. Main components of communication equipment which are integrated into the
manufacturing of smartphones

9. Main components of health equipment which are integrated into the
manufacturing of irradiation, electromedical, or electrotherapy equipment

10. Main components of industrial machinery which are integrated into the
manufacturing of machinery

11. Main components of machinery which are integrated into the manufacturing of
motor vehicles

12. Robotic components which are integrated into the manufacturing industry for
machinery

13. Main components of ships which are integrated into the manufacturing of ships

14. Main components of aircraft which are integrated into the manufacturing of
aircraft

15. Main components of trains which are integrated into the manufacturing of trains
16. Power plant machinery
17. Economic infrastructure
Further details of the scope of each industry and type of production will be stipulated by
BKPM in a future regulation.
Capital investment

The required capital investment has been reduced from IDR 1 trillion (£ USD 72
million) to IDR 500 billion (£ USD 36 million). As before, the taxpayer must comply with
the debt to equity ratio as stipulated by the MoF. However, although the investment
must be new, the company does not have to be newly established. In addition, there is
no longer a requirement to place any amount of the investment in a local bank account.

Tax holiday facility

Under the previous regulation, the tax holiday provided a 10%-100% reduction for 5-15
years. Under MoF-35, a taxpayer can now enjoy a 100% reduction of CIT for 5-20 years,
depending on the value of the investment:

Investment value (IDR) Tax holiday period

500 billion - 1 trillion 5 years
1 trillion - 5 trillion 7 years
5 trillion - 15 trillion 10 years
15 trillion - 30 trillion 15 years
> 30 trillion 20 years

In addition, the taxpayer enjoys a 50% CIT reduction for two years after the initial period
expires.

The facility can be utilized from the year commercial production starts. The taxpayer is
required to apply for a determination of the year commercial production starts. The DGT
will then issue the decision based on a field audit.

If a taxpayer has multiple business activities, separate records must be kept for the
activity granted the tax holiday.
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Post approval

The tax holiday approval may be revoked if any of the following are discovered:
= The realization value is below IDR 500 billion;
= There is a failure to meet the realization of the initial main business activity plan;
= There are used capital goods imported or purchased, with certain exceptions;

= The main business conducted is not in accordance with the initial main business
activity plan;

= Assets are transferred during the facility period, with certain exceptions; or
= The new investment is relocated to another country.

If the approval is revoked, the entire reduction must be repaid, plus a sanction in
accordance with the prevailing law and regulations. Note that where the realization of
the investment plan is less than the minimum threshold of the investment plan which
was the basis for determining the tax holiday period, but the realization is in line with
the initial main business activity plan, the taxpayer may be granted the income tax
facility for capital investment with an adjustment to the tax holiday period.

A taxpayer granted the tax holiday must submit a report to the DGT within 30 days of
the end of each tax year.

Transitional provisions

= A tax holiday which was granted under the old regulation will continue in effect
until the end of the facility period.

= A proposal for a CIT reduction which was pending when MoF-35 was issued will
be decided based on MoF-35.

= Ataxpayer which obtained a BKPM investment license between 16 August 2015
and 3 April 2018 can submit an application for the tax holiday to BKPM based
on MoF-35 provided it:

— Meets the criteria and requirements stipulated in MoF-35;
— The application is submitted before commercial production begins; and
— The application is submitted by 3 April 2019.

For additional information, please contact us:

Sony B. Harsono, Managing Partner Budi Harnata, Partner
sony.harsono@harsono-strategic.com budi.harnata@harsono-strategic.com
[I—

Dwi Ary Retnani, Senior Partner Richard William, Partner
dwiary.retnani@harsono-strategic.com richard.william@harsono-strategic.com Harsono Strategic Consulting

Sudirman Plaza, Plaza Marein 9th Floor
Julius Hardianto, Senior Partner Roedy Andrianto, Director JI. Jend. Sudirman Kav. 76-78
julius.hardianto@harsono-strategic.com roedy.adrianto@harsono-strategic.com Jakarta 12910, Indonesia

ph. +622157936777
Suhartono Maridjan, Senior Partner Terri Shreve, Technical Advisor fax. +622157936778
suhartono.maridjan@harsono-strategic.com terri.shreve@harsono-strategic.com www.harsono-strategic.com
Susanty Judohartono, Partner Toshihiro Asai, Technical Advisor
susanty.judohartono@harsono-strategic.com toshihiro.asai@harsono-strategic.com

The information contained herein is of a general nature and should not be assumed to apply to the circumstances of any particular person or entity. Although we try
to provide accurate and timely information, we rely on a variety of sources for information about tax and other developments and we cannot guarantee that such

information is accurate when received or that it will continue to be accurate in the future. Appropriate professional advice should be sought to determine the effect of
the matters raised herein on any particular situation. News Alert is a copyrighted publication and may not be reproduced without the express written consent of HSC.




