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Grow your business strategically through

an M&A

Wiljadi Tan, Transaction Support Practice

“When you stop growing you start dying”

— William S. Burroughs —

Due to the current rapid business devel-
opment, corporations are now chal-
lenged to grow quicker in a sustainable
manner. When growing through organic
way is already limited, corporation have
to consider non-organic way as a new
growth strategy.

The popular way to grow non-
organically is through Merger and Ac-
quisition (M&A). In Indonesia, M&A
deals has grown significantly, especially
during 2010 and 2011.

700

ereign fund, hedge fund and private
equity fund. The latter have the biggest
contribution to the significant number of
deals in M&A.

The third aspect is a new opinion that
M&A is a growth strategy. A lot of cor-
porations now have considered M&A as
their main strategy to grow. Most of
them have hijacked a lot of M&A exper-
tise built-in the management team.

Announced Mergers & Acquisitions:

Indonesia, 1990-2013
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From my professional experience and
analysis, M&A is becoming popular now-
adays due to several aspects.

The first aspect is due to globalization
where the “world is flat” is no longer an
imagination. Technology has highly con-
tributed to the speed of the globaliza-
tion.

Second aspect is the significant growth
of international funds in the form of sov-

The fourth, and last aspect is due to the
regulation. For instance, in Indonesia,
we have many banks with smaller size of
assets. Government has restricted li-
censes for new banks thus expect exist-
ing banks to perform M&A to increase
their size as well as their competitive-
ness in the market locally, regionally or
even globally. This is becoming very
relevant due to the ASEAN Economic
Community (AEC) in year 2015.

However, performing M&A is not as sim-
ple and easy as it appears. Not that
many M&A can create value. For that
particular reason, corporations have to
consider several aspects to perform
successful M&A that can really create
value.

Due diligence is no doubt the most
important pre-deal work that needs to
be performed before deciding to close
the deal or not. There are a lot of issues
and risks revealed during a good due
diligence process.

Integration planning also need to be
considered as an important pre-deal
exercise. There is a need to consider a
transition team/management to further
ensure that when the deal is on, no sig-
nificant gap will jeopardize the business
or block the synergy to be realized.

Synergy evaluation should be performed
during the initiation of the M&A. Usually
this should be addressed while finding
the right acquisition targets. Synergy
could be materialized through increase
in revenue or decrease in cost.

Corporations would also need to consid-
er potential conflict issues such as cul-
tural shock and proper communication
during the M&A process. Thus appoint-
ment of a good management team is a
must.

In conclusion , M&A is really a growth
strategy that can create value, however,
to have successful M&A that can create
value, we need to do the right planning
through due diligence and integration.



Understanding
Islamic financial products

Renato M Leuterio, Business Services & Outsourcing Practice

Conventional and Islamic financial insti-
tutions are ultimately commercial enter-
prises, taking risks and seeking returns
on their investment and efforts.

Islamic institutions have some very dis-
tinct features stemming from their strict
adherence to Islamic principles. Islamic
institutions share these three features:

e The abolition of interest but the
promotion of profit and loss
sharing. This is the principal ba-
sis for all activities which involve
money, assets and labor.

e The management of an Islamic
Institution must be based on
Muamalah Islamiah (Islamic acts
and practices).

e AnIslamic institution does not
practice activities that are con-
trary to the interest of the Islamic
community.

These features may be relevant to some
conventional institutions but for Islamic
institutions, they are universally rele-
vant.

ISLAMIC DEPOSIT ACCOUNTS

Like conventional banks, Islamic banks
have products for savings, checking and
fixed deposits. The difference is that
they are structured to comply with Sha-
riah principles. Conventional deposits
are prohibited by Shariah because of
riba. Such deposits that pay and guar-
antee interest clearly involve riba.

Not all conventional products are ex-
posed to riba hence there are many
such products offered by Islamic banks
without any need for modification. Ex-

amples of such products are those for
which fees are charged, including the
safekeeping of securities, safe deposit
boxes, the wiring of money and import-
export transactions. Shariah-compliant
deposit accounts are based on three
main structures: wadiah, mudharabah
and gard hassan.

Wadiah Deposit

In a wadiah deposit, the bank safe
keeps your money and pays it back to
you on demand. Unlike a conventional
deposit, a wadiah account does not
promise a fixed return, although the
bank has the discretion to provide you
with hibah (gift), or none at all.

In practice, banks generally offer some
form of hibah. If Islamic banks were to
refrain from such a practice, they would
find it difficult to attract depositor funds,
while at the same time, Islamic banks
cannot promise that they will surely pro-
vide customers with hibah. There are
two types of wadiah accounts: wadiah
yad amanah and wadiah yad dhamanah.

Wadiah Yad Amanah (WYA). With such
an account, the bank performs a pure
safekeeping function for deposits, e.g.,
if you deposited cash, the bank has to
keep the money in its vaults. As custodi-
an, the bank is not allowed to utilize the
funds for profit generation or any other
purpose and does not charge any fees
for safekeeping. As a result, no returns
in any form can be expected. The de-
positor also faces the risk that the bank
does not guarantee the return of your
money in the event of loss due to theft,
fire or some unforeseen mishap.

Wadiah Yad Dhamanah (WYD). In this
case, the bank guarantees the return of

the money even if it is stolen. In return,

the bank is allowed to utilize the funds,

enjoys all profits and absorbs all losses.
It is with this version that the bank pro-
vides hibah.

Mudharabah Deposit

The typical mudharabah arrangement
comprises an investor (or rabb al-mal)
who supplies the capital and an entre-
preneur (or mudharib) who provides the
expertise on investing. In a mudharabah
deposit, the customer making the de-
posit is the investor while the bank is
the entrepreneur. With your money de-
posited, you become a capital provider
to the bank who then assumes the role
of fund manager. The bank has the free-
hand in the management of your money
for profit.

At the outset of your mudhabarah de-
posit, you and the bank would agree to
a profit-sharing ratio (PSR). If the PSR
was struck at say 60-40, any profit that
the bank subsequently makes will be
shared accordingly in that ratio.

In the event of losses, however, you as
capital provider will have to bear them
all. The bank, as fund manager, will suf-
fer no losses other than its time and
effort. By the same token, the bank is
not allowed to take any form of remu-
neration unless the project is profitable.

The roles of capital provider and fund
manager may also be reversed. The
actual return on deposits is known only
upon maturity or the periodical payment
of profit. Returns can be negative alt-
hough Islamic banks are careful to di-
rect the investments towards those with
relatively predictable outcomes such as
mortgages and business loans.




There are two types of mudharabah,
depending on whether the bank is lim-
ited in the way it invests the deposits.

Mudharabah mugayyadah. The bank is
limited by how it can deploy the funds.
Such limitations could be on the period
of time, the type of business, the busi-
ness location, or the kinds of services.

Mudharabah muthalagah. The bank has
the freedom to utilize the funds without
restrictions, meaning the restrictions of
mudharabah muqgayyadah are not in
force, not that the bank can invest in
anything it likes.

Qard Hassan Deposit

This is another type of deposit account-
-based on gard hassan- which offers
absolutely no returns at all, and the
bank can use the money as it wishes.
Such deposits are not as popular and
less available because depositors do
not receive returns.

ISLAMIC SAVINGS ACCOUNTS
Savings Accounts Based on WYD

The most common form of Islamic sav-
ings accounts is based on wadiah yad
dhamanah (WYD), where the bank
guarantees the return of money depos-
ited on demand. Some depositors like
such accounts because they offer safe
custody of their money, and the possi-
bility of some profits in the form of hi-
bah. Since depositors are not taking
part in any sort of business risk (the
bank absorbs all losses), they are thus
justifiably entitled to only non-
guaranteed hibah.

Savings Accounts Based on WYA

Wadiah yad amanah (WYA) accounts
are uncommon. Since the bank is not
allowed to utilize the funds, and the
depositor is not guaranteed his money
back if there is a legitimate physical
loss (such as from theft), it is easy to
see that such accounts will not be as
commercially available as WYD ac-
counts.

ISLAMIC CHECKING ACCOUNTS

Current accounts are based on these
three islamic methods:

. Wadiah current accounts guar-
antee the paying back of money
but not any returns.

. Mudharabah current accounts
are less popular than those of
wadiah mainly because the cus-
tomer is responsible for all loss-
es incurred, and he may get
back less than what he had put
in.

o Qard hassan current accounts
allow the bank to utilize the
funds without having to provide
any returns.

ISLAMIC GENERAL INVESTMENT AC-
COUNTS

Islamic banks have general investment
accounts that work like conventional
fixed deposits.

They are typically based on mudhara-
bah muthalagah, which means that the
bank has the freedom to utilize the
funds with few restrictions. Returns to
depositors are based on pre-agreed
PSR, and the actual returns are not
known ahead of time.

Fixed deposits have higher profit-
sharing ratios in favor of the depositor
than do savings accounts. This is un-
derstandable because they cannot be
withdrawn for a certain period of time
and generally speaking, the longer the
term, the better the yield you can ex-
pect on your money.

COMPARING ISLAMIC AND CONVEN-
TIONAL DEPOSITS

Monetary benefits are paid to deposi-
tors in both Islamic and conventional
banks but they are not the same. Pay-
ment to depositors by Islamic banks is
variable while that to depositors by
conventional banks tends to be fixed.

Islamic banking not only prohibits inter-
est but also regards such an arrange-
ment as in your favor and unfair to the
bank.

An Islamic bank would accept your
$1,000 deposit, invest it and profit-
share with you, based on the bank's
investment performance and a pre-
agreed PSR. This is the case of a
mudharabah account. With such an
account, you will bear all losses should
the bank incur any. If you prefer a safer
option, the bank can safekeep your
money in a wadiah account and prom-
ise to return it upon maturity.

With the mudharabah account, the actu-
al amount of returns to the depositor is
not specified at the start. The fact that
the depositor does not know his actual
returns ahead of time, and his returns
depend on the investment performance
of the bank, indicates that risk is being
shared. The depositor does not earn
interest on a fixed rate in the Islamic
banking system but accepts some of
the business risks and earns a share of
the bank's profits on the investment.

The Islamic bank's financial statements
reflect this difference. When the bank
incurs a profit or loss, the value of the
depositor's account is increased or
reduced accordingly, and instantane-
ously reflected at its fair value. In a
conventional bank, the value of its de-
posits is not directly linked to its invest-
ment activities. When the conventional
bank makes a profit or a loss, the value
of the depositor's account remains un-
changed.

ISLAMIC CREDIT CARDS

Credit cards are generally opposed to
desirable Islamic economic behavior
because they can encourage wasteful
spending.

When we consider how conventional
credit cards have been misused
through overspending and wrongly
tapped on for emergency funds, we can
understand the painful indebtedness
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they cause from the very high interest
rates and penalties they charge.

Debit cards, on the other hand, are
generally accepted in Islamic practice
because they draw on the individual's
own bank funds.

Shariah nevertheless permits the use of
credit cards. Various requirements have
to be observed as compared with con-
ventional credit cards:

o Islamic credit cards cannot offer
cash advances which is a form of
money-lending.

. Interest is not compounded on
account balances. An additional
interest charge due to any delay
in payment is prohibited.

. Credit card users can carry out
only halal (permissible) transac-
tions. Credit card issuers will
normally decline transactions on
haram (forbidden) activities such
as alcohol purchase and paying
the entrance fee to a casino.
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An Islamic

Credit Card
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SOME PRODUCT ISSUES

Islamic deposit products have several
issues, especially those concerning
riba. Part of the challenge for Islamic
products is that they have to be com-
petitive when compared with conven-
tional products and be Shariah-
compliant too.

Receiving Rewards without Risk

When your deposit is based on wadiah
or gard hassan, you can almost always
be sure that you will get your money
back. The initial sum of your deposits
does not decline even if the bank incurs
losses from the investments it makes
on your funds.

Yet Islamic banks offer gifts and other
benefits to depositors in order to at-
tract and retain their funds. The issue
that arises is whether such benefits are
permissible under Shariah, since depos-
itors are not exposed to any risk. Re-
ceiving returns without any risk-taking
is unfair and is equivalent to riba. On
the other hand, such benefits and gifts
are not contractual in nature, and the
bank is not obligated to offer them.
Gifts thus do not bring about riba.

When such gifts become predictable
and recurring, however, they start to
look like riba as the customer would be

receiving benefits without taking on any
risk. Riba arises because the depositor
is being rewarded for the use of his
money.
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Guaranteed Return in Mudharabah

Mudharabah deposits expose the de-
positor to both profits and losses. It is
possible that the bank's investment
experience is negative. However, in-
stances are not uncommon where the
original amount deposited in a mudhar-
abah account is guaranteed to incur no
losses.

This could be due to local requirements
(the regulator may require such protec-
tion for vulnerable groups of people),
or to market practice (in order to at-
tract funds). In any case, any sort of
guarantee on the principal amount
placed in a profit-sharing account is
generally viewed as constituting riba.

CONCLUSION

You have just acquired a flavor of some
of the practical product differences be-
tween conventional and Islamic finance.

Islamic finance forbids riba, unjustness
and earning a return without taking risk,
but encourages profit and risk sharing.
In the end, while the differences in actu-
al cash flows could be the same, the
underlying structures are quite distinct.

There is obvious competition for funds,
especially in a dual system where both
conventional and Islamic banking are
available.

For this reason, it is sometimes difficult
to tell the difference between conven-
tional and Islamic products unless one
carefully examines their underlying
structures.

For non-Muslims who have access to
both conventional and Islamic deposit
products, we urge you to maintain an
account in each type. This direct experi-
ence will give you a practical perspec-
tive that this and other treatises cannot
give. Besides, the amount to start a
savings account is minimal.
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Clarity on VAT for agriculture produce

Veronica Ngatio & Roria Sihombing, Tax Practice

The Indonesia Supreme Court granted
the request for judicial review on Gov-
ernment Regulation No. 31/2007 (PP-
31/2007) regarding “Import and/or
Delivery of Certain and/or Strategic VAT-
able Goods Exempted from VAT” that
was filed by the Indonesian Chamber of
Commerce & Industry (KADIN).

In 2013, KADIN has requested a judicial
review for PP-31/2007, as it believed
that several articles in that government
regulation were conflicting to Article 16B
of Law No. 8 Year 1983 as last amend-
ed by Law No 42 Year 2009 (the VAT
Law); and in late February 2014, the
Supreme Court has completed the re-
view and has granted the request to
annulled those articles.

The decision that was formalized in Pu-
tusan Mahkamah Agung No.70 P/
HUM/2013 of Year 2014 has provided
clarity on what before considered as
ambiguity in applying VAT to certain
goods, including on agriculture produce.

Basis for the Judicial Review

KADIN argued that point (j) in the eluci-
dation of Article 16B paragraph 1 VAT
Law clearly mentions the tax facilities
should encourage national develop-
ment. However, the implementation of
PP-31/2007 to exempt strategic agri-
cultural produce from VAT would not
achieve the spirit of Article 16B because
Input VAT related to agricultural pro-
duce would be absorbed as a cost due
to the VAT exemption on the sale.

Therefore, the seller would need to in-
clude the Input VAT in the selling price.
This would lead to a cascading effect or
“tax on tax”. This is not in accordance
with the VAT Law.

What did the VAT Law stipulate?

What did PP-31/2007 stipulate?

VAT Law Article 16B paragraph 1in con-
junction with sub-paragraph (b) stated
that Government Regulations may be
issued to stipulate the circumstances
when the VAT payable shall not be col-
lectedin part orin full or VAT shall be
exempt, either temporarily or perma-
nently, for the supply of specified VATa-
ble Goods or the rendering of specified
VATable Services.

Under the elucidation of Article 16B par-
agraph 1it was further explained that
“The meaning and purpose of facilities
granted are mainly for achieving success
in economic sectors of high national
priority, encouraging the improvement
of the business world and enhancing
competitiveness, supporting national
defense, and also accelerating national
development.”

Further, point {j) in the elucidation of
Article 16B paragraph 1 specifically
states that the specified taxable goods
should encourage national development
by helping the provision of strategic

PP-31/2007 stipulated that various
VATable goods, including agricultural
produce {defined as goods produced
from activities in agriculture, planta-
tion and forestry, excluding those

goods classified as basic necessities
under Article 4A of the VAT Law)
are” strategic” andexempt from
VAT.

goods.

The Ambiguity It Created

<

This created uncertainty as to whether Input VAT could be regarded
as non-creditable if it directly related to the phase of production that
produced non-VATable agricultural produce even though this agri-
cultural produce was processed into VATable goods through either

internal processing or via a third-party processor.

That is, there was concern that the Tax Office would only allow Input
VAT that directly related to the processing phase of the production.




Consequences of the Annulment

Based on the Decision of the Supreme
Court, the import and/or delivery of agri-
cultural produce are no longer VATable
goods exempted from VAT. These are
now subject to VAT.

Issuance of New Requlation

As a consequence, the Minister of Fi-
nance (MoF) issued Regulation No.135/
PMK.011/2014 (PMK-135/2014) on 18
June 2014 as an amendment to PMK-21/
PMK.011/2014 of 4 February, 2014
(PMK-21/2014). PMK-21/2014 was an
amendment to MoF Regulation No.78/
PMK.03/2010 (PMK-78/2014) regarding
guidance on calculating Input VAT claims
for VATable entrepreneurs delivering
VATable and non-VATable goods and/or
services.

PMK-21/2014 states that VATable entre-
preneurs operating an integrated busi-
ness are allowed to claim their Input VAT,
provided that related non-VATable goods
initially produced will be further pro-
cessed and sold as VATable goods either
by their own processing units or by sub-
contracting the process to other VATable
entrepreneurs.

PMK-21/2014 was particularly relevant
for agricultural produce (and the example
provided was for FFB/CPO integrated
production). Following the Supreme Court
Decision, this is no longer necessary and
the FFB/CPO example has been deleted —
PMK-135/2014 is therefore only relevant
for taxpayers undertaking other business-
es that produce/deliver non-VATable
goods and services.

Companies’ ability to impose VAT

Companies that were previously only in-
volved in producing agriculture produce,
provided that their sales price can be
adjusted to charge VAT. This is because,
through the Supreme Court Decision the
products of these activities are no longer
exempted from VAT and therefore all In-
put VAT will become a credit and not a
cost.

Key items on VAT for agriculture produce

e Any Input VAT from imports and/or purchases can be credited if
the output of the business is agricultural produce. As noted above
agricultural produce are defined as goods produced from activi-
tiesin agriculture, plantation and forestry, excluding those goods
classified as basic necessities under Article 4A of the VAT Law.

o Any taxpayer that delivers agricultural produce exceeding IDR 4.8
billion per year must register for VAT and charge VAT (once regis-
tered they can claim a credit for Input VAT incurred from the date

of registration).

 Existing VATable entrepreneurs must charge VAT on the delivery

of agricultural produce.

When are these changes effective?

Agricultural produce are subject to VAT
(and Input VAT can be claimed as a cred-
it) commencing 25 February, 2014.

From 1 January, 2014, businesses with
integrated operations that cultivated agri-
cultural produce and then further pro-
cessed 100% of the agricultural produce
(e.g. processed FFB into CPO) have no
change to their VAT position. That is the
Input VAT remains creditable and the
processed output is subject to VAT. (This
is on the basis of PMK-21/2014 and then
the Supreme Court Decision.)

Businesses with integrated operations
that cultivated agricultural produce and
then further processed some of these
were subject to the proportionate credit
of Input VAT from 1 January-24 February,
2014 for Input VAT related to any deliver-
ies of agricultural produce (per PMK-
21/2014). From 25 February, 2014 all
Input VAT is creditable unless the busi-
ness also delivers other goods that are
non-VATable (e.g. rice). Under PMK-
135/2014 the proportionate calculation
will continue to apply for Input VAT relat-
ed to any such non-VATable goods.

Final Remark

Although the Supreme Court Decision is
expected to be favorable for corporate
taxpayers operating in agriculture be-

cause these businesses have the systems
for administering VAT, the Decision has
the potential to create an uneven playing
field for the individual farmers who are
too small to register for VAT and/or una-
ble to attend to the administration. As a
result any Input VAT will become a cost.
Alternately, if they do register but they
have no sales price negotiation power
then there is potential that the buyers will
reject any price increase due to VAT and
the farmer will need to accept a lower
after-VAT sales price.

In addition, unless the Decision is widely
announced and publicized, then it is pos-
sible that taxpayers will not be aware of
the obligation (or opportunity) to register
for VAT, charge VAT and claim Input VAT
as a credit.

On the positive side, by broadening the
number of VAT registered taxpayers, it
will strengthen the tax system, creating
tax justice, and will increase government
revenue in the future.

Finally, the important message from the
Supreme Court decision is that the Gov-
ernment does not always drafted an
aligned tax regulation - and there is a
legal way to challenge the basis of the
Government’s tax regulations through a
judicial review process.
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QOur activities

On June 2014, Senior Managers, Directors and Partners again enjoyed the opportunity to network with each other, Re-
gional Leaders and senior personnel from member firms. They also learnt about RSM, business development, sales,
culture and much more, with the objective to return home with the knowledge and confidence to promote RSM’s inter-
national capabilities and expertise to prospects and peers. This year’s case study was themed on private equity. From
Indonesia, our Audit Assurance partner, Leknor Joni was among the 47 audit, tax and consulting professionals from
RSM member firms in 13 different countries that attended the 8th annual RSM Academy, bringing the total number of
graduates of this programme to 432.

RSM showcases at the Institute of Internal Auditors (IIA) Annual Conference in London. This year, the IIA held its 73rd

annual conference in London, at the ExCel Exhibition and Convention Centre, from 7 - 9 July 2014. RSM is an annual
exhibitor at the conference and this year, coupled with the fact that we are celebrating 50 years as a network. The con-
ference is an intense three-day showcase of the offerings from different providers, and professional and technology
services. Some 2000 internal audit professionals from around the globe attended to network, listen to outstanding
speakers and earn professional education credits. The conference was opened with a surprise welcome video from His
Royal Highness Prince Charles. His address focused on integrated reporting and sustainability, a topic that HRH Prince
Charles has championed through his Accounting for Sustainability project and the International Integrated Reporting
Council. His message delivered a strong call to action for internal audit professionals to “help shine a far brighter light
on the risks we all face.” We hosted a client event on the evening of the first day where 50 guests attended. This was a
great way to network with those clients that we have existing relationships with, and with those that we look forward to
working with in the future.
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Our activities

On 25 June 2014, we held “RSM AAJ Network Gathering: An Afternoon with Friends” at Soehanna Hall, Energy Building,
SCBD Jakarta. We have the pleasure of hosting this event and having an Indonesian prominent economist Faizal Basri,

along with our Tax Partner Yustinus Prastowo to talk about Indonesian economy, a forecast for after the election. The
event was opened by our Chief Executive Partner, Amir Abadi Jusuf ,and acting as moderator for the talk was our Senior
Partner, Irwan Afiff. Questions raised from the floor were very exciting and as the speakers were known to always have
interesting and stimulating comments and facts, it has make the gathering very alive and a success by itself.

11



QOur activities

On 4 August 2014, we held “Halal Bihalal” at RSM AAJ office. This event is held every year after celebrating Islamic’s
Ramadhan and ledul Fitri. All staffs and partners of RSM AAJ gathered and by tradition, they would perform hand-
shake to congratulate each one of them who completed a full month of fasting during Islamic's Ramadhan, and asking
for each other’s forgiveness. The event was closed with a nice buffet lunch at the office.

Get your copy

Downloadable at http.//rsmi.com/publications/
corporate-literature/63 1-mint.html!

A series of blogs discussing the ‘MINT' economies -
Mexico, Indonesia, Nigeria and Turkey

12




1ttt M) 1) A1

audit assurance
audit@rsmaaj.com

tax
tax@rsmaaj.com

corporate finance &

transaction support
tscm@rsmaaj.com

governance, risk & control
ras@rsmaaj.com

business services

& outsourcing
outsourcing@rsmaaj.com

connect with us

n facebook.com/RSMAAJ.ID

E twitter.com/RSMAAJ

m linkedin.com/company/rsm-aaj-associates

contact us at newsletter@rsmaaj.com
to subscribe, unsubscribe, or to receive printed copy of Wake Up Call

RSM AAJ Associates

Plaza ASIA Level 10 JI. Jend. Sudirman Kav.59

Jakarta 12190 Indonesia
WWW.rsmaaj.com

Opinions expressed in these articles are the personal view of RSM AAJ Associates, and are not intended as
specific business advice. It might contain extracted information from publicly disclosed information. Though
this publication was prepared in cautiousness, no warranty is provided for the information it contains and no
liability is accepted for any statement or opinion presented. Readers of this material are recommended to seek
professional advice before making any business decisions.
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