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“Everything should be made as simple as
possible, but not simpler.”

Albert Einstein
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The Source Country Dilemma

Attracting FDI
(Tax Holidays & Allowances)

Protecting Tax Base
(Anti-Avoidance & Thin Cap)
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Indonesia, acting as the
Source Country, faces a
fundamental policy
dilemma. It must offer
competitive fiscal
incentives to offset non-
tax costs (e.g.,
infrastructure, political
risk) while
simultaneously
deploying defensive
mechanisms to prevent
Base Erosion and Profit
Shifting (BEPS)
engineered by
multinational
corporations (MNCs)
through aggressive
dividend, interest, and
royalty repatriations.



Strategic
Future-
Proofing
(Pillar 2 &
GAAR)

Entity Capital Operational
Architecture Structuring Mechanics
(Branch vs. (Debt vs. (Transfer

Subsidiary) Equity) Pricing)

The architectural paradigm of inbound investment dictates a compounding sequence of decisions.
The legal characterization of the entity dictates the capital funding limits, which in turn defines the
operational transfer pricing boundaries and ultimate exposure to global minimum tax regimes. We
utilize an Analytical Hierarchy Process (AHP) framework to evaluate these multicriteria decisions.
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Policy Instruments:

Incentives vs. Protections

The Incentive Pull

The Protective Shield

- Tax Holiday: Up to 100% Corporate
Income Tax reduction for pioneer
industries.

- Tax Allowance: 30% net income
reduction based on total investment
value.

- Beneficial Ownership Rules: Prevents
Treaty Shopping by requiring proof of
economic substance.

- PMK 169/2015: Thin Capitalization
limits strictly restricting cross-border
debt reliance.

To mitigate base erosion, Indonesia has effectively ended “Treaty Shopping.” Passive
income receivers must prove Beneficial Ownership (BO) and demonstrate economic
substance. Failing the BO test instantly voids treaty rates, reverting to the standard 20%
withholding tax, significantly altering the cost of capital for inbound structures.
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Foundational Architecture: Branch vs. Subsidiary

Head Office Foreign Parent

Distinct

BranCh SUbSIdlary Domestic Legal
(PE / BUT) (PT PMA) RRCY

The choice between a Branch (BUT) and a Subsidiary (PT PMA) determines the taxation baseline. A Branch is
merely an extension of the Head Office, taxed on a territorial and attribution basis. A Subsidiary is an independent
domestic tax subject (SPDN) taxed on worldwide income, serving as a legal firewall against global liability.
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Fiscal Implications: Profit
Repatriation

Branch Path

(BUT) Net Income

Automatic
» Branch Profit
Tax (BPT)

20% (or treaty rate)
applied automatically
at year-end.

Subsidiary Path Retained Discretionary Withholding
(PT PMA) Earnings Dividend Tax (WHT)
20% (or treaty rate)
triggered only upon
declaration.
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The defining
advantage of a PT
PMA is the “Deferral
Strategy.”

Dividend taxation is
not automatic; it is
triggered only upon
declaration.

Conversely, a BUT
suffers a severe
liquidity
disadvantage: the
Branch Profit Tax is
levied automatically at
the end of the fiscal
year, regardless of
whether the funds are
actually repatriated to
the Head Office.




Secondary Considerations: Losses and
Reinvestment

Path A: Branch BPT reduced to 0% ONLY if
Reinvestment physically reinvested in Indonesian
assets within strict timelines.

Secondary Fiscal
Events

Subsidiary losses are locked

Path B: domestically (max 5-year
Start-Up Loss carryforward).
Utilization Branch losses theoretically
flow through to Head Office.

While global tax literature suggests branches are optimal for start-up loss utilization, Indonesian domestic incentives
heavily favor subsidiaries. PT PMAs have exclusive access to major Tax Holidays, and while BUTs can avoid BPT through

strict physical asset reinvestment, this severely limits global cash-flow flexibility for the multinational group
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Capital Structuring: The Debt vs.

Equity Trade-off

Equity
Financing

Shareholder
Capital
Injection

Non-
Deductible

Dividends

Funding PT
PMA

NEE Deductible

Company

Debt Loan
Financing

Interest
Payments
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Double Taxation
Constraint:
Subject to 22%
Corporate Tax +
20% Withholding
Tax.

Interest Tax
Shield:
Single Taxation
exposure
(Withholding Tax
only).

Because Indonesia's
corporate tax rate
(22%) is often higher
than intermediate
jurisdictions,
multinationals are
multinationals are
economically
incentivized to
finance PT PMAs via
debt.

Deductible interest
payments create a
vital Tax Shield.’
However, this
strategy risks
aggressive Base
Erosion, triggering
stringent local
countermeasures.




Navigating Thin Capitalization
Frameworks

Safe Harbor: Warning Zone:
Deductible Non-Deductible

Under PMK 169/2015, the absolute limit for the Interest Tax Shield is a Debt-to-Equity Ratio (DER) of 4:1. Any
interest expense attributed to debt exceeding this threshold is automatically corrected fiscally (non-deductible).

Designing an initial capital structure exceeding this ratio guarantees double inefficiency: loss of CIT deductibility
and application of Withholding Tax on the corrected amount.
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Transitioning to Earning Stripping Rules
(ESR)

Current Mechanism:
Balance Sheet Limits
DER 4:1 (Fixed Ratio)

Future Mechanism:
Income Statement Limits
ESR / EBITDA-based Percentage

Tax managers must anticipate the transition outlined in PP 55/2022, which introduces Earning Stripping
Rules (ESR) based on BEPS Action 4. The regulatory constraint shifts from a static balance sheet ratio to a
dynamic percentage of EBITDA. Highly leveraged inbound investments with low initial profitability will find

their tax shields instantly neutralized under ESR frameworks.
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Operational Mechanics: TrapSfEr ErICEn

o o o a22%CIT
Transfer Pricing Scrutiny jurisdiction s highiy
scrutinized.
PMK 172/2023
COGS consolidates
Tangible Goods Inflation Indonesia'’s
Risk defensive posture,
mandating strict ex-
ante application of
the Arm’s Length
Principle (PKKU).
. Royalty .
Fore|gn Intangibles Deduction Indonesian Overpricing
Parent RSk PT PMA imported materials
inflates Cost of
Goods Sold (COGS),
erasing Iocr?_| Laxable
income, whic
Intra-Group Management triggers aggressive
Services Fee Risk

benchmarking
audits by the DJP.
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Intangibles & Services:
The Benefit Test

Gate 1: Prove actual existence of the
intangible/service.

Gate 2: Ex-ante Benefit Test Failure at Gate 1 or 2 =The
(Does it demonstrably increase sales or deductible price is legally

reduce local costs?). mandated to be ZERO.

Gate 3: Arm's Length Pricing Benchmarking.

For royalties and management fees, substance precedes pricing. Under PMK 172/2023, taxpayers
must pass a rigorous 'Preliminary Stage' to prove the ex-ante economic benefit. If an intra-group
service is deemed a mere "shareholder activity” with no direct local operational benefit,

the deductible price is mandated as zero, regardless of market benchmarks.
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The Anatomy of Secondary
Adjustments

1. Primary Adjustment
DJP lowers the deductible royalty
payment to arm's length.

. 2. Corporate Tax Increase

Reduced expenses lead to higher net
income, taxed at 22%.

3. Secondary Adjustment
The disallowed portion of the royalty is legally
recharacterized as a “Deemed Dividend".

4. Withholding Tax Penalty
20% WHT is immediately applied to the
deemed dividend amount.
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The true danger of
transfer pricing
adjustments in
Indonesia is the
'‘Secondary
Adjustment.’

When authorities
correct an excessive
intercompany
payment, the
difference is legally
recharacterized as a
disguised dividend.

This subjects the
multinational to dual
penalization: a higher
local corporate tax
bill plus an immediat
withholding tax on
funds that have
already left the
country.
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Permanent Establishment (PE)
Threshold Risks

Physical Threshold

Office Factory Management Seat

Time-Test Breached
(Subject to Tax
Service Threshold Treaty overrides)

Day 1 Day 60

For foreign entities operating without a PT PMA, avoiding Permanent Establishment (PE) status is
paramount to avoid net-income taxation. However, PE triggers are highly sensitive. Deploying

personnel for cross-border services can inadvertently trigger a ‘Service PE' if local time-tests—often
as brief as 60-90 days depending on the applicable Tax Treaty—are breached.
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Modern PE Triggers: Agency

and Digital Presence

Foreign
Head

Office

Habitually concludes
contracts on  Dependent Digital

principal’s behalf. Agent Economy

Independent status lost.

Indonesian
Market
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Local servers,
electronic agents, or
automated internet
equipment.

PE thresholds have
evolved beyond
physical human
presence.

Utilizing dependent
agents who habitually
conclude contracts on
behalf of the principal
will trigger PE status.

Furthermore, modern
regulations capture
significant digital
economic presence,
where servers,
electronic agents, or
automated internet
equipment are legally
sufficient to constitute
a taxable footprint in
Indonesia.
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Profit Attribution:
Global Norms vs. Local Aggression

Global Head Office Global Head Office
Income Pulled into Income Pulled into
Local Net \ / Local Net
Authorized
OECD Global Head Office Global Head Office
Approach Income Pulled into-> e Income Pulled into
pp Local Net Local Net
(AOA)
- Functionally Separate Entity Global Head Office ’ \ Global Head Office
based on FAR Analysis. Income Pulled into Income Pulled into
Local Net Local Net

The primary driver of PE tax disputes in Indonesia is the divergence in profit attribution mechanisms. The
Authorized OECD Approach (AOA) attributes profit strictly based on the Functions, Assets, and Risks (FAR) of

the PE itself. Conversely, Indonesia employs a highly expansive approach that actively pulls remote global
income into the local tax net.
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Deconstructing the ‘Force of Attraction’

Arifin Rosid © 2026

3. Effectively
Connected

1. Direct
Attribution

Passive Head Office
income tied to BUT assets.

Income from Head
Office sales/services in
Indonesia similar to
the BUT's activities.

Income generated
physically by the BUT.

Deconstructing Article 5(1) of
Indonesia’s Income Tax Law
reveals a three-layered
attribution net.

The ‘Force of Attraction” rule
dictates that if a Jakarta
branch provides consulting,
consulting, and the Tokyo
Head Office directly sells
similar consulting to a
Surabaya client without
branch involvement, that
Tokyo revenue is legally
drawn into the Indonesian
branch's taxable base.
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Future-Proofing: The End of Aggressive Tax
Planning

2. Beneficial
Ownership
Stringency

3. GAAR/
Substance-over-
Form Mandate

1. Anti-Treaty
Shopping
(CFC Rules)

The era of aggressive tax planning via shell entities is definitively over. The implementation of the
Multilateral Instrument (MLI) and GAAR under the harmonized tax law (UU HPP) empowers the DJP

to disregard the legal form of any transaction lacking valid commercial substance. Structures built
solely for tax minimization will be recharacterized ex-post.
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The Impact of Pillar 2 (Global Minimum Tax)

Host Country
(Indonesia)

0% Tax
Holiday
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Profit
Repatriation

Residence
Country

Pillar 2 (Global Minimum
Tax) fundamentally alters
the Source Country Dilemma.
If Indonesia grants a 0% Tax
Holiday, the multinational's
Residence Country will

will simply levy a 15%
Top-Up Tax. The incentive
becomes a mere wealth
transfer from Indonesia to
developed nations.

Consequently, inbound
strategies must pivot from
pursuing zero-tax rates to
leveraging cost-based
incentives like Super
Deductions.
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The Global Minimum Tax (GMT) Framework:

Mechanisms, Implementation, and
GloBE Rule Dynamics

A Technical Analysis of OECD/G20 Pillar Two
and Jursdictional Application

Arifin Rosid © 2026
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OECD/G20 Inclusive Framework The GMT Paradigm

(140+ Jurisdictions) * The Global Minimum Tax (GMT) is a
regulatory framework ensuring large
Multinational Enterprises (MNES)
are subject to a minimum 15%
Effective Tax Rate (ETR) in every
operating jurisdiction.

Pillar Two / GloBE Rules « If the jurisdictional ETR falls below
15%, a Top-Up Tax is levied to
bridge the deficit.

Pillar Two - The second pillar of the

o I : OECD/G20 Two-Pillar Solution,
Multinational Enterprises (MNEs) specifically focused on

a 15% Minimum Effective Tax Rate (ETR) ;Siﬁ?r:fm?g)(t;‘li;f% global

22
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The Race to the Bottom The Level Playing Field

Aggressive Corporate o
Tax Reductions / / \
Profit Shifting to Capital Economic
Tax Havens
Erosion of Market
Country Tax Bases

Allocation Substance
Macro-Economic Rationale: The GMT neutralizes the incentive for tax havens. It protects the tax

- W

15% Global Floor

base of market countries—particularly preventing low-income nations from yielding excessive, economically
unjustified tax incentives to attract capital, directly combating Base Erosion and Profit Shifting (BEPS).

23
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 Government Entities
Filter 1: Consolidated Group , o
Revenue = EUR 750 Million * Non-Profit Organizations
* Pension Funds

Filter 2: Revenue threshold
met in at least 2 of 4

preceding fiscal years Academic Callout: Global Anti-
Base Erosion (GloBE) Rules
Filter 3: Fully - The standardized Model Rules
consolidated entities designed by the OECD/G20 to
in group financial calculate and enforce the GMT
statements ; .
across constituent entities.

In-Scope Constituent Entities

24
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Inclusive Framework EU Adopts
Agreement Council Directive
(15% commitment) 2022/2523

Dec 2021 2024-2025

Legislative Evolution: A rapid progression heavily anchored by the European
Union's mandated compliance, driving swift global alignment and the domestic
adoption of minimum tax rules starting in the 2024 tax year.
25
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The Jurisdictional Basis

Projected ~50 o GloBE calculations are strictly

Adopters by 2

. localized. The 15% ETR is

/ . calculated separately for each

%/ ( country or tax territory where the
MNE operates, rather than on a
globally blended average.

MNEs must conduct isolated ETR
analyses for every consolidated
entity. A tax deficit in a single low-
tax jurisdiction empowers foreign
nations to extract the resulting
Top-Up Tax.

26
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Step 1:

Scope & Entity Step 2: Calculate
Identification GloBE Income

Step 4: Step 3:

Allocate Top-Up Determine
Tax (Rule Order) COVGreEdT'lgaxeS &

The Calculation Architecture: The mechanical execution of Pillar Two requires translating
standard financial accounting data into a specialized GloBE tax base, calculating the
jurisdictional ratio, and cascading any tax deficits through a strict legislative hierarga
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Bridging the Tax Base

S O - The calculation strictly begins
Recognition  Excluded n with the financial statements of
Piiterences Dhidenas: 1) constituent entities.

Excluded
Equity Gains

- Specific GloBE adjustments are
mandated to align accounting
profit with the intended policy
tax base.

Academic Callout:
GloBE Income - The adjusted net
income baseline used exclusively

Financial GloBE 5
Aclcounting Income for ETR and Top-Up Tax computation.
Net Income (Tax Base)

28
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[Current [Adjusted

Covered

ferr
Income Deferred Fanciass

Taxes] Taxes]

Determining Covered Taxes: Covered taxes primarily encompass corporate income taxes. Critically, this
definition includes specific deferred taxes. However, these deferred taxes are strictly adjusted
according to OECD Administrative Guidance to prevent the artificial inflation of the ETR through
accounting accruals.

Academic Callout: Covered Taxes - The exact tax liabilities recognized by the GloBE

rules to calculate the effective tax burden of a specific jurisdiction. 2
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Jurisdictional ETR = Total Covered

Taxes / Total GIoBE Income

Top-Up Tax = (15% - ETR) x GloBE Income

Mathematical Execution: If the resulting Jurisdictional ETR is below 15%, the
Top-Up Tax is triggered. Crucially, the final Top-Up Tax amount may bed by the
Substance-based Income Exclusion, which exempts a percentage of returns
on tangible assets and payroll to acknowledge real economic substance.

30
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Tier 1: Source Priority

QDMTT (Qualified Domestic

Minimum Top-Up Tax)

Tier 2: Parent Priority

lIR (Income Inclusion Rule)

Tier 3: The Backstop

UTPR (Undertaxed Payments Rule)
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The Rule Order Cascade

To prevent double taxation, the
GloBE Model Rules enforce a
strict sequence of tax collection.
This cascading hierarchy ensures
jurisdictional sovereignty by
prioritizing the source country,
while maintaining an liescapable
inescapable safety net for tax
extraction.
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Source Jurisdiction (Country A)

Deep Dive: QDMTT

Qualified Domestic Minimum
Top-Up Tax (QDMTT): The
primary collection mechanism.

@ . . . .

m ETR=5% Top-Up Tax The source jurisdiction where the
A Captured low-taxed income is generated

ﬁ = Locally captures the tax deficit itself.

This prevents capital flight and
ensures the tax revenue remains
within the domestic borders,
rather than being extracted by the
parent entity's nation.

32
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Deep Dive: IIR

Hitlmate:Parent Entity iUPE) Income Inclusion Rule (IIR): If the
'(:g;i'r“tt;';‘xfd'ctm“ / } source country fails to implement a
_____________ T —————— QDMTT, the right to tax shifts
Subsidiary Jurisdiction Top-Up Tax upward. The Ultima.te Parent Enti.t y's
(Country B) _| Extracted Upward home country applies the IIR, taxing

the parent corporation on the low-taxed
taxed foreign income of its subsidiaries tc

I | bridge the gap to 15%.

Low-Taxed Income
(ETR = 5%)

33
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Parent
Jurisdiction

(No IIR
Applied)
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Operating
Country X

Operating
Country Y

Operating
Country Z

Top-Up Tax
Allocated
via
Denied
Deductions

Deep Dive: UTPR

Undertaxed Payments Rule (UTPR):
The ultimate safety net. If the parent
nation fails to apply the IIR, the right
to tax cascades horizontally. Other
nations where the MNE has
operations can extract the top-up tax
through the denial of deductions or
equivalent adjustments, based on a
specific allocation formula.
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Treaty
b gl Mechanisms: STTR

De;:'tgg;ng STTR Lg‘a"t-;‘;x Subject to Tax Rule (STTR): A
(Source) Applied (Recipient) mechanism operating strictly outside
— ’ e —— the core GloBE rules. Itis a treatY'baSEd

provision allowing source countries to
tax specific intra-group payments if
those payments are taxed below a 9%
threshold in the recipient country.

Strategic Purpose

Explicitly designed to protect the tax
bases of developing nations, which
predominantly function as source
countries.

Taxed < 9%
Threshold

35
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Financial

Accounting
Data
Global Tax
Tax GloBE Authority A
Compliance Information
Data Return
(GIR) Global Tax
Authority B

Global Entity

Information

Compliance Burden: The GIR demands unprecedented coordination across IT,
accounting, and tax functions. It serves as the standardized, highly complex data
payload transmitted to global tax authorities to prove jurisdictional compliance.

36

Arifin Rosid © 2026



Standard GloBE Compliance

Transitional Relief

Requires full GIoBE Information
Return (GIR).

Demands complex, multi-
jurisdictional financial, tax, and
entity data integration for every
constituent entity.

CbCR Safe Harbour.

If existing Country-by-Country
Reporting (CbCR) data proves an
ETR significantly = 15%, full GloBE
calculations are temporarily
suspended for that specific
jurisdiction.

Safe Harbours: Recognizing the immense administrative burden, the OECD
provides transitional relief mechanisms. These safe harbours allow MNEs to
bypass the most complex calculation steps in jurisdictions where tax risk is

demonstrably low.

Arifin Rosid © 2026
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Applied Mini-Case: Group Alpha Scenario
Profile: EUR 2B Global MNE spanning four operating jurisdictions.

Jurisdiction | GloBE Income | Covered Taxes Status
C(g‘;';;%/* 500 125 25% Safe @
Country B 300 66 22% Safe @
Country C 100 S 5% 10 Top-Up [)
Country D 50 2.5 5% 5 Top-Up [

Baseline Assessment: Jurisdictions A and B exceed the threshold.
Jurisdictions C and D report an ETR of only 5%, mathematically triggering an
aggregate Top-Up Tax deficit of 15 units.

38
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Identify Deficit

(Countries C & D)

Apply Rule Hierarchy
Local Upward  Horizontal

Capture Extractlon Allocation
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Execution & Tax Allocation

Scenario 1 (QDMTT Applied): Country C
has domestic rules in place. It collects
the 10 units locally. Revenue stays in
Country C.

Scenario 2 (lIR Applied): Country D lacks
domestic rules. Country A (the Parent)
applies the Income Inclusion Rule,
extracting the 5 units upward.

Scenario 3 (UTPR Backstop): If Country A
lacks the IR, Country B applies the
Undertaxed Payments Rule, collecting
the deficit through denied deductions.
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Mathematical Jurisdictional Global

Certainty Sovereignty Alignment

Guarantees a 15% Prioritizes source Ends the era of aggressive
minimum extraction country revenue tax havens and ‘race to
globally. capture via QDMTT. the bottom’ policies.

Conclusion: The Global Minimum Tax framework represents a definitive
paradigm shift in international taxation, intertwining rigid mathematical
thresholds with a self-enforcing legislative cascade to secure the global tax base.

40
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Synthesis: Sustainable Tax
Management Model

Substance is Transparency as Holistic
King an Asset Integration

Align legal structure with Proactive AEOI compliance Utilize AHP frameworks to
genuine commercial reality. inherently reduces audit mathematically merge tax,
risk. funding, and operations.

Sustainable tax management is no longer about defeating the system, but optimizing
coexistence within it. For inbound investments, legal architecture, capital funding, and
operational pricing must be intrinsically linked. Planners must rely on systemic frameworks
like the Analytical Hierarchy Process (AHP) to navigate this multicriteria environment where
economic substance dictates tax reality.

41
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Case Study - 1

A multinational investor from Country X plans to enter Indonesia by
establishing PT Manufacturing Indonesia for domestic production
and sales. As Country X has no tax treaty with Indonesia, the board
instructs the tax and legal teams to develop a compliant and tax-
efficient inbound investment structure. Three options are considered:
(A) 100% direct equity funding from Country X, (B) using a Dutch SPV
to provide loan financing to benefit from treaty-based reduced
interest withholding tax and deductibility, or (C) forming a substantive
Regional HQ in Singapore to provide a mix of equity and debt. The
board seeks to balance global tax efficiency with compliance risks,
especially beneficial ownership tests, GAAR exposure, and
maintenance costs of intermediary entities. Based on this scenario,
recommend the most appropriate investment structure.

42
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O

Structuring Inbound Investment: An AHP Analysis
of Treaty Shopping vs. Economic Substance

Navigating Indonesian Tax Regulations and OECD BEPS in the Modern Era.

Arifin Rosid © 2026
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The Paradigm Shift in International Taxation

Pre-BEPS: Paper Companies Post-BEPS: Economic Substance
000
0
0
» Historical reliance on pure jurisdictional « Mandatory alignment of taxation with authentic
arbitrage value creation
» Deployment of artificial conduit structures  Absolute requirement for physical and operational

substance

Analytical Commentary: The era of establishing conduit companies merely to minimize tax liabilities is
concluding. Regulatory bodies now deploy sophisticated anti-avoidance frameworks, necessitating a
fundamental reevaluation of cross-border capital deployment strategies.

44
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The Indonesian Regulatory
Enforcement Landscape

A Beneficial
Principal Purpose Ownership (BO) PMK 172/2023
Test (PPT) Sy e Empowers the DJP to
Evaluates if obtaining a e L bl recharacterize

to have absolute right unsubstantiated debt
treaty benefit was the to use and enjoy the into equit
primary purpose of an : : DOy,
income, devoid of neutralizing interest
arrangement. bliaation t it .
obligation to pass | deductions.

on.

Contextual Note: Before conducting the AHP simulation, it is imperative to contextualize the regulatory
environment. Indonesia applies stringent criteria, specifically the Principal Purpose Test and Beneficial
Ownership standards, fortified by the newly enacted PMK 172/2023 regarding debt recharacterization.

45
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Utilizing the Analytical Hierarchy Process (AHP)

Goal: Optimal

Investment Structure

Level 2: Strategic' Prioritization l_ __________________ | _________

Alternative A Alternative B Alternative C

Methodological Note: The Analytical Hierarchy Process (AHP) provides a rigorous mathematical framework for complex
decision-making. By stratifying the goal, criteria, and alternatives into a hierarchical structure, we can quantitatively assess
the optimal strategic posture based on varying risk tolerances.

46
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Step 1: Defining the Decision Criteria

Focuses on maximizing tax shields (deductible expenses) and

Tax Eff|C|ency minimizing Withholding Tax (WHT) rates via international treaties.

Focuses on exposure to General Anti-Avoidance Rules (GAAR),

Comp Ilance RIS k PPT audits, and severe treaty benefit denial penalties.

Focuses on the capital expenditure required to establish and

operational COSt maintain entity substance in an intermediary jurisdiction.

Analytical Commentary: The structural alternatives are validated against three fundamental criteria: Tax
Efficiency (the creation of tax shields and reduced withholding rates), Compliance Risk (vulnerability to
transfer pricing disputes and treaty denial), and Operational Cost (entity maintenance and overhead).

47
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Step 2: Alternative A Formulation (Direct Equity)

I ; 100% Equity Injection
B o PT Indonesia

(Country X)

e 100% Equity funding mechanism.

 Direct capital injection.

* No reliance on third-country Double Tax Agreements
(DTASs).

Structural Note: Alternative A models a Direct Equity structure. Capital is injected directly from the origin
country to the Indonesian entity without intermediary jurisdictions, representing the most legally

straightforward operational configuration.
48
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Technical Assessment: The Inefficiencies of Alternative A

Tax Efficiency

Key Vulnerabilities:

* Dividends are non-deductible,
completely failing to generate a
corporate tax shield.

Very|Low

* Imposition of PPh Article 26 enforces a
full 20% Withholding Tax on dividends
remitted to Country X.

Operational Compliance
Cost Risk

Assessment Summary: While Alternative A boasts nominal compliance risks and operational costs,

its tax efficiency is critically low. Funding entirely via equity fails to generate a tax shield, and
dividend repatriations to a non-treaty nation incur a maximum withholding tax rate of 20
percent.

49
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Step 2: Alternative B Formulation (Treaty Conduit)

Debt

(Artificial)
BT eI s PT Indonesia
(Country X) (Netherlands)

. \E/saqbllishment of a paper company / Special Purpose
ehicle.
* Artificial debt creation to extract interest payments.
 Targeting the 10% interest WHT rate under the Indonesia-
Netherlands DTA.

Structural Note: Alternative B represents the classical treaty conduit model. Capital is routed through a
Special Purpose Vehicle in the Netherlands, theoretically converting equity into debt to exploit the

favorable Indonesia-Netherlands Double Tax Agreement.
50
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Technical Assessment:
The Fatal Compliance Flaws of Alternative B

Tax Efficiency
- Theorerc Critical Legal Vulnerabilities:

 Severe vulnerability to Principal Purpose
Test (PPT) and Beneficial Ownership (BO)
failure.

* Under PMK 172/2023, the Directorate
General of Taxes will recharacterize this
unsubstantiated debt into equity.

* Result: Interest payments become non-
A Very High deductible, and WHT reverts to 20% with
Operational Cost Compliance Risk massive penalties.

Medium

Assessment Summary: Alternative B carries severe compliance risks. Under modern scrutiny, a Dutch SPV
lacking economic substance is a primary target for treaty benefit denial. Furthermore, PMK 172/2023
empowers authorities to recharacterize unsubstantiated debt into equity, neutralizing the anticipated tax shield.
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Step 2: Alternative C Formulation (Substantive Holding)

. Mixed
Regional Hub Debt/Equity

Capital (Singapore) Structure

Investor

(Country X) ‘ ]QE Egg

 Deployment of a legitimate regional headquarters.

« Demonstrable operational substance (local executives,
physical offices).

» Strategic utilization of the Indonesia-Singapore DTA.

PT Indonesia

Structural Note: Alternative C models a Substantive Holding structure, Capital is channeled through a
centralized regional hub in Singapore equipped with legitimate operational substance, including active

executive management and physical infrastructure.
52
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Technical Assessment:
Sustainable Efficiency via Alternative C

Tax Efficiency
Cligh-Sustainable Strategic Advantages & Trade-offs:

* Provides a highly durable General Anti-
Avoidance Rule (GAAR) shield via authentic
Beneficial Ownership compliance.

* Highly resistant to treaty denial and
transfer pricing audits.

* Trade-off: Requires exceptionally high

Low capital expenditure for real Singaporean
Very High operational outlays (executive salaries,
Operational Cost Compliance Risk commercial Ieases).

Assessment Summary: Alternative C offers robust, sustainable tax efficiency protected by a strong
GAAR shield. While the operational expenditures required to maintain legitimate substance in Singapore
are exceptionally high, the structure is highly resistant to treaty denial and transfer pricing audits.
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Step 3: AHP Scenario Weighting Simulation

A
-

Profile 1: Profile 2: Profile 3:
Sustainable Governance Aggressive Arbitrage Cost-Minimization

The mathematical outcome of the AHP shifts entirely based on the assigned
criteria weights representing these executive profiles.

Methodological Note: To synthesize a conclusive recommendation, the AHP methodology applies varying preference weights to the evaluation
criteria. The optimal structural decision is ultimately contingent upon the managerial risk tolerance and strategic priorities of the global investor.
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Scenario 1:
"Sustainable Tax Governance" (Base Case)

Key Finding: Alternative C (Substantive Holding)

Operational Cost i
(20%) dominates.
Alternative A -
Risk
Mitigation Alternative B I
(50%)

The heavy 50% penalty on compliance risk immediately
disqualifies the highly vulnerable Treaty Conduit model.

Tax Efficiency __~
(30%)

Simulation Output: In the base case scenario, management adopts a sustainable governance posture, heavily weighting
compliance risk at 50 percent. This definitively eliminates the conduit option. Consequently, Alternative C emerges as the
Pareto optimal choice, offsetting its high operational costs with perfect risk mitigation scores.
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Scenario 2:

"Aggressive Tax Arbitrage" (The Mathematical Trap)

Operational Cost gzlél)\/htlgatlon

(25%)

Risk
Mitigation
(15%)
Tax Efficiency
(60%)

Key Finding: Alternative B (Treaty Conduit) wins
mathematically but fails practically.

Alternative A l

Alternative C

Discounting compliance risk to 15% ignores the reality of
modern DJP enforcement and severe PMK 172/2023
litigation risks.

Simulation Output: Scenario 2 models a risk-tolerant investor prioritizing immediate tax efficiency. Mathematically, the
AHP selects Alternative B; however, strategically, this constitutes a severe vulnerability, as the legal foundation of

conduit structures is currently highly fragile.

Arifin Rosid © 2026
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Scenario 3:
"Cost-Minimization / Bootstrapping”

, Key Finding: Alternative A (Direct Equity) is
Tax Efﬁc('fg% S selected unequivocally.

Risk i
- Operational
Mltlg(gtd%r)l Cost Alternative B .
Reduction
(60%)

Alternative C I

All capital is diverted directly to factory operations. The
20% WHT is accepted as a standard cost of doing
business to ensure zero structural maintenance fees.

Simulation Output: In the cost-minimization scenario, the investor refuses auxiliary operational expenditures, assigning a
60 percent weight to operational cost reduction. Alternative A emerges as the unequivocal winner, treating the dividend
tax simply as a normative cost to avoid structural complexity.
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The Strategic Decision Matrix Synthesis

Scenario 1 ‘ Scenario 2 ‘ Scenario 3
(Compliance) (Tax Aggressive) (Cost Conservative)
Prioritized Focus Avoid Disputes (50%) Maximize ETR (60%) Minimize Opex (60%)
Alternative A (Direct) Eliminated Eliminated + Winner
Alternative B (Conduit) Fatal GAAR Risk +/ Winner Eliminated
Alternative C (Substance) + Winner Runner-Up Eliminated (Max Opex)
Regulatory Impact Aligns with PMK 172 Sexaigﬁgsgaw Zero Transfer Pricing Risk

Synthesis Note: This strategic matrix consolidates the AHP simulation. It illustrates how shifting the prioritized criteria
dictates a distinct structural outcome. Notably, the conduit option is only viable when compliance risks are recklessly
ignored, a stance unsupported by contemporary regulatory literature.

Arifin Rosid © 2026
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Expert Recommendation:
The End of Treaty Shopping

Proceed with Alternative C:
Substantive Holding (Singapore)

B Conduit structures are B Paper companies trigger B Authentic Beneficial Ownership
obsolete pre-BEPS relics. immediate DJP sanctions and requires legitimate operational
20% WHT reversions. presence.

Expert Conclusion: Based on the prevailing architecture of global taxation and Indonesian domestic law, Alternative C
is unequivocally recommended. Establishing a paper company in the Netherlands is an obsolete strategy that directly
violates modern Principal Purpose Test and Beneficial Ownership stipulations.
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Tactical Implementation:
Pillar 2 and Borrowing Capacity

Directive 1: Pillar 2 Impact ) =

Global Minimum Tax d Multinationals — 0 15% Top up Taxin |,
(Pillar 2) [ >EUR 750M Zero- Substance Havens
-3 LI

Substantive operations in Singapore provide the crucial operatlonal justification reqmred to navigate Pillar 2
| scrutiny safely. |

Directive 2: Borrowing Rules )

== R
. _ Strict adherence to Indonesia’s 4:1 DER is mandatory.
gelbtt to- th|lq"t¥ Ratio Eq;"tvJ Furthermore, intra-group interest rates must be
nierest hates L1\ meticulously calibrated using the Comparable
.. Holdingr using the Comparable Uncontrolled Price (CUP)
= ~method to prevent debt recharacterization.

Operational Note: Implementing the Substantive Holding structure necessitates tactical precision. Multinational
entities must navigate the Global Minimum Tax parameters and strictly adhere to Indonesia’s 4:1 DER, calibrating
interest rates via the CUP method.
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Case Study -2

An electronics multinational based in Country X plans a long-term
IDR 1 trillion manufacturing plant investment in Indonesia,
projected to operate for decades with stable supply chain
contracts. The Tax and Finance Manager must recommend the
optimal entry structure—not just minimizing tax burdens but also
managing legal risks and ensuring business flexibility—considering
two options: (A) operating via a Permanent Establishment (PE)
branch, or (B) establishing a PT PMA as a separate legal entity. Key
considerations include maximizing access to incentives like tax
holidays and deferrals, parent company liability protection against
disputes or claims, cash flow flexibility and profit repatriation to
Country X, and ease of future exit through divestment or business
sale. Recommend PE or PT PMA.

Arifin Rosid © 2026
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Analytical Hierarchy
Process for International
Tax Strategy

Evaluating Subsidiary (PT PMA) vs. Branch (BUT) Entry
Modes for a 1 Trillion IDR Manufacturing Investment.
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Case Study Parameters: MINC Electronics

Entity: Origin Jurisdiction:
MNC Electronics Country X
Host Jurisdiction: Investment Scale:

Indonesia Rp1 Trillion

The focal point of our analysis is an electronics multinational corporation from Country X planning a
significant Rp1 Trillion capital injection into the Indonesian manufacturing sector.
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The Fundamental International Tax Decision

1 Trillion IDR
Investment

The choice between establishing a Branch or a
ll l l l Subsidiary structurally locks in a corporation's

legal risk profile and tax efficiency capacity for '
Branch the entirety of its operational lifespan in Indonesia. Subsidiary

(Bentuk Usaha Tetap) (PT PMA)
Academic Context

Entry mode selection directly dictates vulnerability to the host country's fiscal jurisdiction and defines the
perimeter of corporate liability.

Arifin Rosid © 2026
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Methodological Framework: Analytical Hierarchy Process
Process

Step 1: Baseline Step 2: Factual Step 3: Scenario Step 4: Expert
Criteria Evaluation Performance Weighting Synthesis
Matrix
Defining the 4 : Aligning Final strategic
Boundary Scoring PT PMA management priorities verdict based on
Conditions. vs. BUT to AHP weights. efficiency and risk.
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Defining the AHP Boundary Conditions

o

Tax Efficiency & Corporate Liability
Incentives Shield
Capacity to absorb tax Legal separation and
holidays and deferrals. parent company protection.
Cash Flow Flexibility Exit Strategy
Frictionless capital Tax and legal mechanics
repatriation mechanisms. of divestment.

Strategic Implication

These four criteria form the baseline performance metrics mandated by Indonesian corporate law and
international tax treaties.

Arifin Rosid © 2026
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Criterion Analysis 1: Tax Efficiency &

Incentives
Eligible for Tax Holiday (pioneer industry) or Tax
Option B (PT PMA) Very High  Allowance. Enjoys tax deferral on dividends
until actually distributed.
Ineligible for standard incentives. Subject to an
Option A (BUT) Very Low automatic 20% Branch Profit Tax (BPT) on after-
tax net income, regardless of repatriation.

Regarding tax efficiency, PT PMA is highly advantageous. As a domestic corporate
taxpayer, it qualifies for pioneer industry Tax Holidays. Conversely, a Branch suffers
continuous tax leakage through the mandatory Branch Profit Tax.
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The Mechanics of Tax Leakage:

Net Income
After Tax

Branch Profit Tax

Branch (BUT)

e Branch Profit Tax (BPT)
Retained Earnings 0 : Repatriated or
. ; 20% automaticall £ .

(No immediate tax) 0 “:,a?::(; — Retained Earnings

A Branch (BUT) is subjected to an automatic 20% Branch Profit Tax (or applicable tax treaty rate) on all
all net income after tax, regardless of whether the funds are repatriated to the head office.

Subsidiary (PT PMA)

Strategic Implication

This automatic annual taxation creates severe and unavoidable tax leakage, fundamentally destroying the
Net Present Value (NPV) of long-term capital investments.
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Criterion Analysis 2: Corporate Liability Shield

Parent Company Parent Company
Subsidiary Branch
Option B (PT PMA) Option A (BUT)
Separate legal entity. Liability is strictly limited to Unlimited liability. Operational bankruptcies, tax
paid-in capital. debts, or environmental damages directly expose the

Parent Company's global assets.

In corporate risk management, the subsidiary provides a robust liability shield. The branch structure leaves the parent
company’s global assets exposed to local operational, environmental, or tax liabilities.
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Criterion Analysis 3:
Cash Flow Flexibility

Option A
Indonesia Country X
(BUT) .
High flexibility. Immediate repatriation without formal declarations.
Option B RUPS &
Indonesia Retained » Country X
(PT PMA) Earnings

Medium flexibility. Constrained by retained earnings availability and strict General
Meeting of Shareholders (RUPS) procedures.

The Branch structure offers superior cash flow flexibility, allowing unhindered repatriation of funds to the parent
entity without the legal bureaucracy of General Meetings of Shareholders (GMS) required by subsidiaries.
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Criterion Analysis 4.
Exit Strategy Mechanics

-
2 O i!.
Iﬁfr‘//, -

/N

=

Option B (PT PMA): Executed via Share Transfer. Option A (BUT): Executed via Asset Sale.
High legal ease and highly efficient, often resulting Extremely complex, triggering compounded
in lower, final tax burdens. liabilities: 11% VAT (PPN), 5% BPHTB, and standard

Corporate Income Tax on capital gains.

Strategic divestment favors the subsidiary. Selling a PT PMA requires a simple share transfer. Liquidating a Branch
triggers complex asset sales, compounding liabilities such as VAT, transfer taxes, and capital gains.
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Step 1 Synthesis: Alternative Characteristics Scorecard

Criteria

Option A (BUT)

Option B (PT PMA)

Tax Efficiency

Liability Shield

v

v

Cash Flow

Exit Strategy

v

Synthesizing the boundary conditions, PT PMA dominates in tax efficiency, liability shielding, and exit

strategy, whereas the Branch model holds a singular advantage in administrative cash flow agility.

Arifin Rosid © 2026
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Step2 AHP Weighting Scenarios

—
oo
Scenario 1: Scenario 2: Scenario 3:
Long-Term Expansion Cash Extraction Risk Averse & Exit-Ready

Having established the factual baseline, step two of the AHP applies variable weighting. We
will simulate three distinct strategic scenarios reflecting divergent management priorities.
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Scenario 1: Long-Term Expansion & Tax Optimization

Profile: The MNC intends to utilize Indonesia as a long-term production base,
maximizing government incentives.

o . AHP Winner:
45% 35% ':EOA' éO/‘;] Absolute
Tax Efficiency Liability Shield ot 28 Victory for

(PT PMA)

Analysis

For a 1 Trillion IDR investment, sacrificing 100% Corporate Income Tax exemptions (Tax
Holidays) is mathematically insupportable. The Subsidiary dictates the outcome.
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Scenario 2: Cash Extraction & Administrative Agility

Profile: The MNC prioritizes the ability to cycle global cash daily without bureaucratic
shareholder meetings, ignoring long-term tax incentives.

20% 15% 10% AHP Winner:
9 0 < Branch (BUT)
- Highly Rare

Cash Flow Liability Exit Tax Case
Strategy Efficiency

55%

Analysis

BUT is only selected in extreme scenarios prioritizing daily liquidity. The cost of this agility is
massive, permanent annual tax leakage via the Branch Profit Tax.
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Scenario 3: Risk Averse & Exit-Ready

Profile: The MNC is entering Southeast Asia for the first time and requires a secure ring-
fence for global assets and a frictionless path to divestment if the factory fails.

15% 5% AHP Winner:

(+) 0,

i .45/" ; ; == Tax Cash Subsidiary
iability Shield Exit Strategy Efficiency  Flow (PT PMA)

The Subsidiary provides a robust legal ring-fence. If divestment is required, selling the shares
avoids the catastrophic tax cascade associated with liquidating a Branch’s physical assets.
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The Synthesized AHP Decision Matrix

Scenario 1: Scenario 2: Scenario 3:
Tax & Liability Cash Flow Risk & Divestment

Focus: 80% Weight. Focus: 55% Weight. Focus: 80% Weight.
PT PMA dominates via BUT wins via liquidity PT PMA dominates via
Tax Holidays & Deferrals. without RUPS. ring-fencing & share sales.

Winner: PT PMA Winner: BUT Winner: PT PMA

The Subsidiary model definitively wins in all scenarios prioritizing structural
financial health, risk management, and capital asset protection.
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Expert Justification 1: ‘The Efficiency Loss’

The Fiscal Reality: Utilizing a Branch (BUT) for a
capital-intensive manufacturing project (1
Trillion IDR) is fiscal suicide.

Core Drivers

1. Forfeiture of Tax Holidays (losing 10-15 years of Corporate Income
Tax exemptions).

2. Continuous erosion of retained earnings via the automatic Branch

Profit Tax.
Academic Context

The compounding effect of these two variables fundamentally destroys the
projected Net Present Value (NPV) of the manufacturing investment.

Arifin Rosid © 2026
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Expert Justification 2:
Corporate Risk Isolation

The Manufacturing The Structural
Reality: Defense:
Real-sector manufacturing The Subsidiary (PT PMA)

carries extensive risk
exposures, including
occupational health and
safety (K3),
environmental incidents,
labor disputes, and major
vendor debit.

structure acts as a necessary
firewall. It blocks host-country
operational liabilities from
bleeding into the parent
company'’s global balance
sheet, a protection entirely
absent in the Branch model.
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Expert Justification 3: Divestiture
Mechanics

The Branch Burden (Asset Sale):
Requires liquidating the factory piece by piece. Triggers 11% VAT on asset

transfers, 5% BPHTB on land/buildings, and full Corporate Income Tax. Highly
complex and hostile to foreign taxpayers.

' The Subsidiary Solution (Share Transfer):

The MNC simply transfers ownership of the shares. The legal procedures and tax
implications are drastically streamlined and highly efficient for foreign taxpayers.
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Operational Feasibility: The Role of the Branch

The Caveat: If the Subsidiary is so dominant, why does the Branch
(BUT) structure exist?

Proper Use-Case: The Branch structure is strictly
optimal for short-term, low-capital service projects.

Examples include light construction services, technical consulting, or
temporary exploration activities where rapid market entry and exit are
required without heavy asset accumulation.

Strategic Implication

It is fundamentally the wrong instrument for trillion-Rupiah physical asset development.
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Branch structures are strictly suited for
short term serv1ce contracts. For R
apital Investm of trllllon ruplah
scale the ary (P1 ) is the
only f1nanc1ally and strateglcally viable
legal instrument.

In conclusion, while Branch operations hold niche utility for short-term service contracts, real
capital investments of this magnitude mandate the Subsidiary structure to ensure financial
optimization and systemic risk mitigation.

Arifin Rosid © 2026
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Thank you

“Jo teach is to learn twice.”

This document should not be construed as representing the views of the Directorate General of

Taxation (DGT). The views expressed in this educational material are solely those of the author, Lecture Note Series March 2026
provided for academic purposes, and do not necessarily reflect the official positions or policies of the

institutions with which the author is affiliated.
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