Republic of Indonesia October 2005
Study of the Policy of Fiscal Incentives to Guide the Growth of Investment in the Electric Energy Sector

The report on this research that is entitled the "Study of the policy of departure tax incentives to increase electricity adequacy" was completed through research co-operation between the Economic Investigation, Finance and International Co-operation authorities, and the Department of Finance of the Republic of Indonesia, with the Center for Energy and Power Studies at PT.PLN (Persero) [Perusahaan Listrik Negara (National Electricity Company, Inc.)].

And in broad outline this report delivers findings on the matter as follows:

[...]

5. Until now, the interest by private enterprise in investing in electricity projects has still been low, mainly because the profit that was hoped for from these efforts has been relatively low. The low level of this profit has been due to several matters:

(i) a real electricity tariff (RET) that is not yet competitive (low and implemented at a uniform rate especially to native Indonesian customers) that has caused a low level electric supply effort, and 

(ii) a cost-determination effort that is not more competitive compared to efforts in other domestic sectors or in the same sector in other countries.

[...]

7. Government needs to make efforts to produce an economic policy that increases the climate and realisation of investment through: (i) simplification of the permission procedure, (ii) repeatedly observing the incentives in the departure tax to exactly hit the target, (iii) reducing policy overlap between the Central, Regional and local governments, (iv) revising regulation that has not encouraged much activity in the electricity sector, (v) reforming institutional capital investment decision-making, and (vi) handling the problem of exact and accurate investment.

8. The proposed form of incentive in the departure tax (produced by this study) that is hoped for could improve the climate for investment in efforts in the electricity field, in part (i) in the PPh field: a) a REGIONAL incentive with the elimination of PPh less than or equal to 60% of income for the development of electricity capacity; b) a SECTORAL incentive for the strategic company contributing efforts directly to electricity development and/or giving priority in development to electricity with the elimination of PPh less than or equal to 10 % for 5-10 years; c) an incentive to EXPORTS and the FREE TRADE AREA by a final tax less than or equal to 5 % of the gross production with the composition: 3% to the Central Government, 1 % to the Regional Government and 1% to the Development Fund, and d) elimination of PPh on EXPORT profit less than or equal to 30 % for 5 years to encourage exports and the free trade area; (ii) in the PPN field: a) electricity efforts can be maintained as BKP certain that on surrender you are RELEASED from PPN imposition, b) capital goods could take the form of machinery and factory adjustments to produce BKP certain that on import and/or surrender you were RELEASED from PPN imposition; and (iii) in the Customs field: a) making use of the mechanism of PP number 42 in 2005: the Elimination/Reduction of BM on Imports; b) making use of Article 26 Letter 1 Article j UU Number 10 in 1995: enacted by the Central Government and the Regional Government in the public interest; c) revising PMK 47/PMK.04/2005 with increased investment in the electricity industry on the list of service industries that get BM reduction facilities; d) giving BM facilities especially for electricity efforts; e) and lowering the BM tariff on capital goods for the electricity industry for investing in the harmonisation of the tariff.

[...]

We should finally say we realise fully that each work of humankind does not escape error (does not have tusks that do not crack) so that we always were open and sincerely accepted suggestions - suggestions and criticisms that were constructive in the improvement of this report.

Further, to all sides that played a role in making successful the writing of this report we say thank you. It is hoped that the results of the research may gave as much benifit as possible to the nation loved by us all.

October 2005

Purwiyanto

Chairman of the Research and Report-Writing Team

[…]

From the top of page 3.12 (page 45):

Despite the alternative of addressing the inadequacy of the transmission network all along south Java, according to Robert Blohm this matter was not the basic solution to the electricity problem that struck Java-Bali at this time. PT.PLN should have restricted the addition of electricity demand in West Java before the Blackout occurred.  The Java-Bali interconnection could operate well if based on a market price that was in accordance with cost and location. The government must allow the public income tax to be differentiated to reduce the electricity tariff in the area still needing development so as to encourage industry to move there.8
8 Kompas, 29 August 2005, Masalah Listrik Perlu Institusi Masyarakat: Dipisahkan antara Operasional Pasar dan Kebijakan Sosial. [The Electricity Problem Requires Public Institutions.  Separating Market Operations and Social Policy]

