THE POWER
OF BEING
UNDERSTOQOD

AUDIT | TAX | CONSULTING



Presented by :
Untoro Sejati - Partner RSM Indonesia

Transfer Pricing Updates




Transfer Pricing Updates

Changes to the Transfer Pricing Landscape in Indonesia

Three-Tiered Contemporaneous and Price _
Approach Setting Documentation PMK'23/ 2016
!
1
“Master File” which contain high level information !
about the global business operations and TP policy Fommsooooo- S it !
of an MNE group. J v

“Local File” which contain more detailed
information and analysis about the local entity’s

intercompany transactions and is expected to be
filed with the tax authority in that jurisdiction.

“CbC” report which contain the information

including amount of revenue, profits, income tax ==
paid and accrued, employees, retained earnings

and assets, functions performed and business

activities by each entity in a particular tax

jurisdiction must also be disclosed.
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Transfer Pricing Updates

Changes to the Transfer Pricing Landscape in Indonesia

______ » Aligning transfer pricing outcomes with value creation
- == : ( \ » Tax Audit Policy, Indication of Taxpayer Non-
I RUpdlaigad : . Cha”gsgit‘)f P : Compliance (DGT’s focus on aggressive tax planning
egulations Yefima (F
I\ ’ 9_ tons : Landscape | and transfer pricing risk)
_____ -
Purposes and Roles
Allow tax administration to understand how local
entities fit within the activities of MNE groups;
_______ A Y
If ;e;u-ire:j Ex;an_si;e-‘l I{ More Toolsto 1 Conduct more effective risk assessment to identify
| Documentations | | Aslzeelrsfgrrnn;m : high risk arrangements;
1

______ / Determine appropriate action following the completion
of risk assessment.

Use of CbCR

MNE Group’s profile may be compared with that in other jurisdiction, with part of the
group or group as a whole. MNE Group’s profile may be compared with that of a
typical MNE group in same sector. MNE Group’s profile can be compared with
CbCR information for the same jurisdiction in earlier period.
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Transfer Pricing Updates

Transfer Pricing Audit Landscape — SE-15/2018

SE-15/2018 regarding Tax Audit Policy
Indication of Taxpayer Non-Compliance
« Taxpayers who conduct aggressive tax planning, among others:

lll. There are indications of transfer pricing risk, among others:

» Taxpayers have transactions with counterparties who apply lower effective tax rates

» There is an indication of a scheme of transactions involving entities / parties that do not have
business substance and/or do not add any economic value (reinvoicing)

» Taxpayers have a significant related party transaction value to their revenue

» Taxpayer who conduct intra-group transactions such as the provision of services, royalty
payments, cost distribution arrangements, intra-group financing and others

» Taxpayer who conduct business restructuring transactions_such as such as mergers,
acquisitions, and others

» Taxpayer's financial performance differs from industry financial performance
» Taxpayers suffer losses for 3 (three) Tax Years in a period of 5 (five) years
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Transfer Pricing Updates

The Development of Transfer Pricing — A New Digital Business Model

Any change in operating models will usually lead to consideration of the transfer pricing issues related to
the change. Some of the key issues to be considered are as follows:

A possible new value chain:

It is critical, when building a new digital business

model, to understand the value creation in the

new business and how it is similar/different

compared to the traditional business. For

example, it will be key to understand the role of £ rd v
technology and brand intangibles, as well as SN Jole] del®p
data, synergies and network effects and whether P CN e N s
they are market differentiators creating significant (R N (1 ‘ N (1

value.

These concepts may be familiar territory for —L o~ ' L
technology companies, but perhaps less so in

financial services where the value chain typically

centres around capital and people functions.

Digital business models may therefore require a

fresh I_ook at value cre_afuon, the value_ chalr_m, and o o —
associated transfer pricing for many financial RSM
services institutions.



Transfer Pricing Updates

The Development of Transfer Pricing — A New Digital Business Model

BEPS:

The OECD's BEPS project has demanded a careful look
and focus on DEMPE (development, enhancement,
maintenance, protection and exploitation) functions, as
well as the control of risk functions. This is particularly
important where a new business model contains a high

degree of use of non-routine valuable intellectual property.

Fintech driving revenue:

Where new financial technology is a key driver of revenue
generation and increased profits, the transfer pricing
policies used may need to be modified to incorporate a
reward for the contribution of technology; such as when
residual profit split or revenue/profit sharing approaches
are employed. Depending on the fact pattern, one may
also need to consider pricing based on royalties for the
use of intellectual property.
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Transfer Pricing Updates

Stages in Performing Value Chain Analysis (“VCA”)

Analysing ‘ Analysing ‘ Mapping the value chain
the industry the company and its core drivers

» Value Driver? Results: Value Driver? Describe the supply chain,

Results:
« Suppliers? - Group’s . Suppllers? « Does the |nvo|vm_g pnma}ry'and
* Buyers? positioning * Buyers? company supporting activities
- Potential « Competiive  * Potential possesses a e Link this chaln to the pom_ts
entrants? advantage of entrants? competitive of connection of costs, price
. I 9 L] I I
Substitutes? the group Substitutes? advantage? and value driver

» Competition? » Competition? » which legal entities perform
which functions within the
supply chain?

* Who is taking strategic

decisions?
A clear VCA defines Results:
the correlation ; = Global supply chain
between Group’s Evaluation * Main value drivers
strategy a_m_d Grou_p_s‘ = Entity performs routine &
transfer pricing policies * Arm’s length non-routine functions?
compensation
» Arrangement of the
transactions
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Transfer Pricing Updates

Contemporaneous and Price Setting Documentation

Contemporaneous

Local file is to be based on the data and information available at the time the related party transaction are
conducted. If the above is not satisfied, the Taxpayer shall be deemed not to apply the arm’s length principle.

8. . 8.

( [

Conduct
periodically review,
detect deviation
and conduct

Systematically I
I
I
| steer intercompany
I prices or margins
\ during the fiscal year

integrate target
margin to business
plan and budget

Prepare target |
margin/prices atthe |
beginning of the new I
I
I
I

[
I
|
I fiscal year or before
|
I
\

>

the transaction been preparation corrective action to
conducted
| S — - / [ — - / S — - /
Target Margin Integrate Target Margin Periodically Review
I I
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Transfer Pricing Updates

PMK-213/2016 — Timing for Filing of MF and LF in Indonesia

Timing for Filing Master File (MF) and Local File (LF)

MF and LF must be available for no later than 4 months following the end of Tax Year

Submission of the Submission of the Submission of the Important things to note:

summary* of MF and summary of MF and LF summary of MF and LF 1) MFand LF must be prepared

LF for FY16 (attached for FY17 (attached to for FY18 (attached to by a Taxpayer in Bahasa

to FY17 CITR) FY18 CITR) FY19 CITR) Indonesia. Documentation in
foreign language and foreign
currency is permitted by
approval from the Minister of

Finance, nonetheless such
documents must be
accompanied with a translation

N~ [ce] (o)} A 3

~ < = in Bahasa Indonesia.

g g [ 2) MF and/or LF must not be

< < < :

S S S submitted along CITR but

™ ™ ™ must be submitted upon DGT

request and attached with
Assuming the FY statement letter indicating
end to be 31 Dec *Taxpayer provides a statement on its when such documentation has
availability of MF and LF been created.

RSM



Transfer Pricing Updates

PER-29/2017 — Timing for Filing of CbCR in Indonesia

CbCR Notification Form* and the CbCR (along with the working paper, where required) should be filed simultaneously

at the latest by:

* FY2016: 16 months following the end of Tax Year

* FY2017 and thereafter: 12 months following the end of Tax Year

* Submission of the Submission of the receipt ~ Submission of the
receipt for FY16 CbCR for FY17 ChCR receipt for FY18 CbCR
(attached to FY17 CITR) (attached to FY18 CITR) (attached to FY19 CITR)

» Deadline for filing FY16

CbCR. Deadline for FY17 Deadline for FY18
CDbCR filing CDbCR filing

4 .

Timeframe © © o S Q

— — — ; [sY
to prepare L & L 2 L
the CbCR < 3 < a) <
for FY16 2 b S - S

Assumi *Local Taxpayer provides a statement
ssuming the FY . N ; N
end to be 31 Dec on its obligation to submit a CbhCR

Important things to note:

If the CbCR cannot be obtained by

the Government of Indonesia

despite having a QCAA, the
following steps would be
undertaken:

1) DGT will provide list of such
countries/jurisdictions in its
website;

2) Local Taxpayer would be
required to file the CbCR within 3
months of such listing;

3) Upon failing to file within the 3
months period, a formal request
letter will be issued by the DGT
with the filing deadline of 30
days from the date of such letter.
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Thank you
for your time
and attention




