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Abstract— The fiscal incentives are one way that has been
actively applied in developed and developing countries in an
effort to develop the industrial sector. Indonesia became one of
the countries that implement fiscal incentives, one of which is a
tax holiday. This fiscal incentive is expected to boost
investments in infrastructure, attract increased numbers of
foreign investors, and ramp up resource based manufacturing
industries. The Minister of Industry and Indonesian
Investment Coordinating Board (BKPM), as the government
institutions that evaluate and have the authority to provide
recommendations on the realization of any proposal fiscal
incentives, recommendations on the length of the
implementation of the tax exemption becomes important to be
attentive. The financial statements for seven scenarios are
approached to examine the relationships between investment
returns with the different period of the tax exemptions. This
recommendation on how long a corporate taxpayer shall be
granted an exemption of their corporate income tax has been
done.

Index Terms—evaluate fiscal incentives, financial analysis,
oleo-chemicals industries, tax holiday.

I. INTRODUCTION

OST developing country, are competing with each

other to make their country an attractive destination
for private capital inflows to develop industry. To attract
private sector, the fiscal incentive is one way that has been
actively applied in developed and developing countries [1].
Indonesia became one of the countries that implement fiscal
incentives in an effort to accelerate and expand the
Indonesian Economic Development in industrial sectors, one
of which is tax holiday [2]— -[4]. The tax holiday is a one of
fiscal policies that provides facilities taxation of corporate
income tax exemption for a certain period. Issuance of this
policy is required to promote investments in infrastructure,
attract increased numbers of foreign investors, and ramp up
resource based on manufacturing industries [4]. As in the
Finance Minister Regulation (FMR) No.
130/PMK.011/2011 on the Facilitation of Exemption or
Deduction of Corporate Income Tax, tax holiday facilitate
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corporate income tax exemption will be given to businesses
in “pioneering industries” for 5 up to 10 years starting from
the year tax on the corporate taxpayer’s production as in [5].
The corporate taxpayer is in the pioneer industry such as
basic metals industry, petroleum refining and / or chemical
base derived from petroleum and natural gas, which is
engaged in industrial machinery, industrial engaged in the
field of renewable resources, and/ or communications
equipment industry [5], [6].

The chemical industry based derived from palm oil (oleo-
chemical) is one of the pioneer industries that are the focus
of the industrial development roadmap of the Directorate
General of Agro Industry — The Industry Ministry. The palm
oil processing industries (crude palm oil derivative) are one
of the priorities developed because Indonesia is one of the
world’s largest producers of crude palm oil (CPO & CPKO).
In addition the palm oil processing industries have a higher
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Fig. 1. The tree downstream palm oil industry. There are some many

derived product based on the palm oil processing industrieswhich has not been
produced in Indonesia (the renewable products). A company that can produce
the renewable products that are targeted by the holder of the tax holiday. [7]
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added value, which can be seen from the tree downstream
palm oil industry as in Fig. 1, and over the processing of
these commodities can eradicate poverty among small
holders 1.75 million households, the source income and
employment for 3.27 million people [2], [8]. The chemical
industry based derived from palm oil, which can be
classified as an industry pioneer company that can produce
renewable products (products that have not yet produced in
Indonesia) as Fig. 1. The level of the pioneers of an
investment is also influenced by the presence or absence of
the use of renewable technologies, the market size,
externalities levels and others [9].

II. THE TAX HOLIDAY SCHEME

The taxpayer copany, which is the pioneer industry can
submit a tax holiday proposal to the Ministry of Industry
and will be forwarded to the Director General of Industrial
Management, which would the be examined by the Finance
Ministry as a decision maker. The proposal usually covers
executive summary, a description of the inherent aspects of
the pioneer, the impact of investments in the country,
financial analysis, project planning and legal compliance
[9]. From the proposal, the availability of infrastructure in
the proposed investment locations, the absorpbtion of the
domestic employment, compliances the criteria of industry
pioneer, and others, are aspects that should be investigated
by the ministry of industry before give a recommendation on
whether or not a corporate taxpayer shall be granted an
exemption or reduction of their corporate income tax to the
Minister of Finance [6]. One of the worth provisions under
the Tax Holiday Regulation is the provision that administers
the possibility to extend the period of tax exemption or
deduction [6]. This provision entails two elements to be
regarded, which are the fact that national competition needs
to be maintained and an evaluation of the strategic value of a
particular business [4]. For evaluation of the strategic value
of a particular business, financial analysis may be one
approach to the study [10], [11]. To evaluate the value of a
particular business, the tax holiday scheme needs to be
defined previously in order to know what aspects should be
considered. Fig. 2 is a schematic that describes the
implementation of the tax holiday.

In fig. 2 seen that in the first k-years the company is in the
engineering, procurement, construction (EPC) phase, then
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Fig. 2. The schematic of implementation of tax holiday. The relationship
between earnings and periods reflected in the time horizon, where the
image is compared with company's revenue with tax exemption (x) and
without the tax exemption (y).
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enter a period of profit-making commercial sales (A). At
this time when earnings of each period are positive the
company has been obliged to pay corporate tax and tax
holiday when it is also implemented. The minimum
implementation of the tax holiday period has been for 5
years in denote as C min. For the maximum the length of tax
holiday periods (C tot), the tax holiday proceeds according
to the decision that was decided by the finance ministry
recommended by the Ministry of industry, maximum until
10 years. After the length of implementation of tax holiday
expired, the corporate taxpayer is given the facilities of
corporate tax reduction by 50% in 2 years (denote as D).
Then after that the corporate taxpayer have obligated to pay
100% of the tax rate fare [5], [6].

In an effort to assist the ministry of industry to provide
recommendations, researchers intend to formulate a
methodology that can identify several characteristics that
must be considered in evaluating proposals from a financial
point of view. The first methodology is the characteristic of
the investment. The items that make up the large investment
must be considered to be able to see and measure the value
of the strategic value of the business. The seconds is
determines the length of EPC phase. By determining the
length of EPC phase; the Ministry of Industry would
determine when the tax exemption would be started. The
thirds are what the elements that constructing cash flows of
this investment. By knowing the constituent elements of
cash flow on investment, the administer may determine the
amount of benefit that may be gained by the taxpayer
company and can evaluate the financial projections in the
tax holiday proposal. The last is how to define the tax
holiday periods. By determining this period, the ministry of
industry can recommend a period of tax exemption based on
analysis the strategic value of the particular business. The
decision must be feasible and attractive from an investor’s
point of view and does not eliminate the government’s
opportunity too large of tax revenue.

III. METHODOLOGY

This research proposes a methodology based on the
collecting and processing of primary and secondary data.
From the methodology established, this study makes a
simulation using a financial analysis approach to evaluate
the strategic value with a case study approach. The
simulation of financial statements and feasibility analysis
has been done on previous researches to analyze the
strategic value of investments [12] -[15]. From the previous
research, the decision makers would base their investment
decisions on an economic decision model, which is
evaluated according to cash flow, discount rate [12], [13]. In
addition, given limited resources the cash flow created by
tax shield, especially the debt portions, enhances company
value, and the influence is greater than that of actual tax-
savings and used tax shield value to examine the
relationships between hedge returns, interest rate, and
investment returns, and use the price differences in these
relationships to make investment decisions [14], [15]. Based
on the previous research, to evaluate the value of particular
business this research was conducted with approaches as
shown by Fig. 3. Simulation of financial statements
generated from capital and operating expenditures and
micro and macroeconomic data, which is related to the
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Fig. 3. Methodology Approaches

investment plan from a study case of the oleo-chemical
companies that have applied the tax holiday to the ministry
of industry. To determine the length of attractive periods of
tax holiday implementation for investors from the value of
the particular business, researchers simulate financial
statement from seven different scenarios, differentiated by
the period of implementation of the tax exemption. From the
each of the scenarios, feasibility analysis, such as Net
Presents Value (NPV), Internal rate of Return (IRR),
Payback periods (PP) and Return on Investments (ROI), can
be calculated. The decision alternative and judgment
decision can be done by comparing the value of the index of
feasibility analysis for each scenario with the value of the
feasibility index of oleo-chemical industry (cut off values).

IV. SOLUTION METHODS

In an effort to assist the ministry of industry to provide
recommendations, researchers intend to formulate a
methodology from a financial point of view that can identify
several characteristics that must be considered in evaluate
the tax holiday proposal applications.

A. The Characteristic of the Investment

The first methodology is the characteristic of the
investment as illustrated in Fig. 4. As seen in Fig. 4 there are
two steps that must be done are described the project plan
and detail the investment plan. There are three aspects that
have to be considered as investment plan detail, namely
capital expenditure, operational expenditure, micro and
macro economy aspects.

I Method to Characterize The Investment Plan I
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Fig. 5. Project management activities.

B. The Length of The EPC Phase

The seconds are a methodology to determine the length
EPC phase. The length of the EPC phase can be calculated
by knowing the stages of the project activity. The schedule
of project activity is illustrated in Fig. 5. The EPC phase
consists of engineering design, procurement and
construction phase. The first activities are developed project
planning, detailed plan, cost estimation and others in the
engineering design phase. Then entered the procurement
phase that manages the procurement activities of equipment
and material, select manufacturer and subcontractor,
inspection until transportation of the procurement cycle. The
last is construction phase, which is all the works planned
during the engineering phase are carried out and all
equipment and materials are installed and prepared for the
operation of the Plant. At this stage, also do start-up, is the
activity to be carried out in order to obtain the required
product for the first time, from the beginning process up to
the plant performance tests.

C. The Elements of Cash Flows

The elements that constructing cash flows of this
investment, help the ministry of industry to determine the
amount of benefit that may be gained by the taxpayer
company by generating the financial projections of the
particular business with corporate income tax exemption
policy application. The elements of cash flows of this
investment are illustrated as in Fig. 6.

D. The Length of Corporate Income Tax Exemption

To judge the optimal length of corporate income tax
exemption, researchers used a feasibility analysis approach
in making a judgment of decision. Because of this decision
must be feasible and attractive from an investor’s point of
view and does not eliminate the government’s opportunity
too large of tax revenue, decision parameters using the
average value of the industry as a cutoff value to decide

Cash in flows:
Sales of finished goods
Interest income
The value of tax exempt
Funding from loans
Capital from financing
activities

Cash out flows:
= Capital expenditure
= Operational expenditure
= Corporate income & value
added tax
= Dividends payments
= Debts payment

Fig. 6. The elements that constructing cash flows of the particular
investments.
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whether the investment is feasible of NPV, IRR, PP and
ROI. Scenario chosen is the minimum length of the result of
simulated values is greater than the cutoff values.

V. A CASE STUDY AND ANALYSIS

Financial simulation and feasibility analysis was
conducted to provide an example of the results of the
application of the methodology that was designed before.
Simulation is done with data processing of Oleo-Chemicals
company as a case study, which was considered to have the
ability to reinvest in accordance with the tax holiday.

TABLEI
INVESTMENT PLAN SCENARIO

Parameter Value Source
Investment Plan
Installed Capacity 138.000 MT Hipotetic data
The Project Lifecycle period 15 years Hipotetic data
Length of EPC phase 2 years Hipotetic data
Debt-Equity ratio 30% : 70% Hipotetic data

Deposit plan to Indonesian
Bank

Nominal of deposit USD 42,900,000  Hipotetic data

Realization time 2" years Hipotetic data
Deposit rate 7% Hipotetic data
Compostion of production
Raw Material
RBDPS 62% Hipotetic data
CPKO 38% Hipotetic data
Finnished goods
Fatty acid & derivatives 84% Hipotetic data
Glycerol 10% Hipotetic data
Byproduct 6% Hipotetic data

Capital expenditure

Machinery & equipments USD 32,000,000 Calculation
Support equipment & utilities  USD 38,000,000 Calculation
Fixed assets USD 30,000,000 Calculation
Working Capital USD 43,000,000 Calculation
Operational Expenditure 70% Sales Assumption
Depreciation method (Straight Line)
Buildings 5% /year's for 20
economic years [16]
6.25% /years for
machinery & equipments 16 economic
years [17]
Micro & macro economy scenario
Utility of Sales 90% Assumption
Inflation rate 6% [18]
Income tax rate 25% [19]
Commercial bank loan rate 12,20% [20]
Prices
Raw Material
RBDPS USD 674/MT [21]
CPKO USD 750/Tons [21]
Finnished goods

USD 1361/Tons
USD 625/Tons
USD 197/Tons

Fatty acid & derivatives
Glycerol

Hipotetic data
Hipotetic data

Byproduct Hipotetic data
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Fig. 7.An application to analyze tax holiday policy scheme with Visual
Basic Macro within Microsoft Excel.

A. Investment Plan Scenario

In the first phase to assess the strategic value of an
investment, over the implementation of the investment
program must be determined first. The investment plan data
collected such as capital and operational expenditure, micro
and macro economy, which is related to the investment plan.
The scenarios generated by collecting the secondary data
and primary data from the focus group discussion with
members of the Director General of Agriculture - the
Ministry of Industry Republic of Indonesia. From the
primary and secondary data, this study has generated the
scenarios as follow in table 1.

B.  The Simulation of Feasibility Analysis

Simulation of financial statements and feasibility analysis
approaches in an effort to evaluate the strategic value of an
investment. A simulation was made to create a duplicate of
the existing system and so that the system behavior can be
studied when given a different input. The simulation was
designed in Visual Basic Macro within Microsoft Excel. By
using Macro Excel language makes the user can simply
modify the program and based on some previous research,
this application is commonly used because it is more simple
and easier [22] -[26].

Fig. 7 described the operation of the scheme in a
simulation to evaluate strategic value. In the presence of
input and investment planning cutoff value, simulation
processing the model, which is accordance with the tax
holiday scheme, related to the business cycle and the
constituent elements of the financial statements. After that,
the results of that process will get the NPV, IRR, PP and
ROI value for each scenario along with graphics comparison
as output. There are seven scenarios of financial statements
differs based on the period of implementation of the tax
exemption has been created. Homepage in the application
was shown in Fig. 8. It consists of all investment scenarios,

TAX HOLIDAY SCENARIO APPLICATION BASHED ON OLEO-CHEMCIAL
INDUSTRIES
'L C name : _[ PT. SILOGBIS, TBK. ]
Installed Capacity t 138.000 MT
Debt-Equity ratio : 30 [:] 70 %
Deposit value 42,900,000 USD
Capital Expenditure
Machinery & equipments 32,000,000 usD
Support equipment & utilities 38,000,000 usD
Fixed assets 30,000,000 USD
‘Working Capital 43,000,000 UsD
Operational Expenditure 3 70 %
\ Kementerian
<2) xPerindustriqn S"".-_JGBIS Process

Fig. 8. Home page of the tax holiday scheme simulation (input data
phase before running).
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TAX HOLIDAY SCENARIO APPLICATION BASED ON OLEO-CHEMCIAL
INDUSTRIES

PT. SILOGBIS, TBK.
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Fig. 9.The result of simulation of financial statements and feasibility
analysis

demand projection, and the cutoff value of all feasibility
analysis indexes. After all the scenarios are filled, by
clicking the “process” button the application will be run.
The result of this simulation is illustrated in Fig. 9.

C. Decision Alternatives and Judgment

Generated from the simulation results that there are five
scenarios that can be judged feasible and attractive for the
whole entire indicators (NPV, IRR and ROI) as in table 2.
The investment is feasible as an indicator of the value of all
the simulation results are above the industry average line
(cut off value) for the application of the tax holiday scenario
with 7 up to 10 years. As a result can be recommended the
length of the corporate income tax exemption for 7 years for
this investment.

VI. CONCLUSION AND FUTURE RESEARCH

The methodology to evaluate the fiscal incentive has
conducted. There are 4 aspects that must be first identified,
such as the characteristic of the investment, the length of
EPC phase, the elements that constructing cash flows of this
investment and determine the tax holiday periods. Of the 4
proposed methodology, a case study on the application of
the oleo-chemical companies have also been implemented.
By using software simulation with visual basic macros
within Microsoft Excel, the recommendation can be given.
The further research can be continued with evaluating other
fiscal incentives such deduction of the corporate income tax
policy and or develop an application that has been created
by adding other decision-making parameters.
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