ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


	Chapter 3 (g) : Financial Services

	Section
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	Current Entry Requirements
	Further Improvements Planned

	Operational Requirements


	-

	A. Finance Company

The Ministry of Finance through its Capital Market and Financial Institutions Supervisory Agency/Bureau of Financial Services and Guarantee is acting as the regulator and supervisor of finance companies.

Financial companies shall undertake the following business activities 

· Leasing;

· Factoring;

· Credit card;

· Consumers finance.

Paid up capital of finance companies shall be:

· Local companies or joint venture companies: at least Rp.10,000,000,000,- (ten billion rupiahs);

· Cooperative: at least Rp.5,000,000,000,- (five billion rupiahs).

The amount of capital paid up by shareholders should not derive from loans and money laundering actions.

Related regulations :

· Presidential Decree no. 61 of 1988 on Financing Institutions;

· Decree of the Minister of Finance No. 634/KMK.013/1990 on The Procurement of Capital Goods with Facilities through Leasing Companies;

· Decree of the Minister of Finance No. 1169/KMK.013/1991 on The Leasing Business;

· Joint Decree between the Minister of Finance and the Governor of Bank Indonesia No. 607/KMK.017/1995 on The Implementation of Supervision Finance Companies by Bank Indonesia;

· Regulation of the Minister of Finance No. 84/PMK.012/2006 on Finance Companies

· Decree of Director General of Financial Institutions No. KEP-1500/LK/2005 on The Guidelines for Preparation and Submission of Finance Companies Reports.

Links/ Contacts:

Bureau of Financial Services and Guarantee
Capital Market and Financial Institutions Supervisory Agency 

Gedung 16 Lantai

Jl. Dr. Wahidin No. 1 Jakarta Pusat 

Phone  62 21  3456854, Fax 62 21 3847437

Website : 

                http://www.bapepamlk.depkeu.go.id
B. Banking 

Bank of Indonesia is acting as the regulator and supervisor of banking industries.

Related regulations: 

1. Law Number 7 of 1992 concerning Banking as amended by Law Number 10 of 1998.

2. Bank Indonesia Regulation No. 12/27/PBI/2000 concerning Commercial banking.

3. Law Number 24 Year 2004 concerning Deposit Insurance Agency (Effectively implemented since September 22, 2005.)
The Deposit Insurance Agency  (LPS) is a government institution with the following tasks:

a. Protection of the depositors funds; and

b. Active participation in maintaining banking system stability as appropriate to its powers.  

Any bank operates within the territory of the Republic of Indonesia is obliged to become a member of the Deposit Insurance Agency.

18 months after this law became effective, the insured deposit limit for each depositor per bank is Rp100.000.000,00 (one hundred million rupiah).

Within that period of 18 (eighteen) months, the insured deposit coverage shall be carried out with the following conditions:

a.
for the period of 6 (six) months from the effective enforcement of this law,  the entire value of the deposit is insured;

b.
For the next 6 (six) months period from the expiration of the period as stipulated in letter a, the limit of insured deposit coverage shall be Rp. 5.000.000.000,00 (five billion rupiah).

c.
For the next 6 (six) months period from the expiration of the period as stipulated in letter b, the limit of insured deposit coverage shall be Rp. 1.000.000.000,00 (one billion rupiah).

4.  Bank Indonesia Regulation Number 8/16/PBI/2006 concerning The Single Presence Policy in Indonesian Banks

The main content of this regulation is that a party may only become a controlling shareholder in 1 commercial bank. 

Controlling shareholder is a person (natural or legal person) or a business group which:

1.
owns bank shares amounting to 25% or more of shares issued by bank and own voting rights;

2.
owns bank shares less than 25% but has evidently control over bank direct or indirectly.

The exception from single presence policy is conferred to :

1.
controlling shareholder in 2 banks which carry out different banking business namely conventional banking business and sharia banking business;

2.
controlling shareholder in 2 banks, one of which is a joint venture bank;

3.
bank holding company.

Since the enactment of this Bank Indonesia Regulation, those parties which have become controlling shareholders in more than 1 bank are required to adjust their ownership structure by :

a.
transferring a part of a whole ownership in one or more banks under their control resulting that they become a controlling shareholder in 1 bank; or

b.
conducting merger or consolidation on banks under their control;

c.
establishing bank holding company by setting up a new legal entity as a bank holding company or assigning a bank under their control as the bank holding company.

The requirement on paid up capital
a. A foreign bank may open a branch office. Operating funds of Rp.3.000.000.000.000,00 (three trillion rupiahs) or equivalent is required.

b. The establishment of a new commercial bank in Indonesia : the minimum paid up capital shall be Rp. 3.000.000.000.000,00 (three trillion rupiahs).

c. Bank Indonesia Regulation No.7/15/PBI/2005 and Bank Indonesia Circular Letter   No.7/48/DPNP dated 14 October 2005 concerning Minimum Tier One Capital for Commercial Banks. Banks are required to possess the minimum stipulated Tier 1 Capital to support their business activities. Banks are required to comply with Tier 1 Capital of no less than Rp 80 billion by December 31, 2007 and shall subsequently be required to comply with Tier 1 Capital of no less than Rp 100 billion by December 31, 2010.

Any Bank not complying with the minimum Tier 1 Capital shall  limit its business activities as the following provisions:

d. not to conduct business as a foreign exchange Commercial Banks;

e. limit its lending for individual/group to be no more than Rp 500 million per debtor; 

f. limit the maximum deposit funds that may be accumulated by the bank to 10 times of its Tier 1 Capital; and 

g. close down the entire Bank office network located outside the provincial territory of the head office of the bank.

The requirement of foreign participation :
a. Foreign national(s) and/or foreign legal entity(ies) are allowed to establish locally incorporated bank, in cooperation with Indonesia national (s) and/or Indonesia legal entity (ies).

b.  The capital share of ownership by foreign national(s) and/or foreign legal entity (ies) is allowed up to 99% (ninety nine percent) of the paid up capital of bank. 

c. Foreign national(s) and/or foreign legal entity (ies) are allowed to acquire locally incorporated banks through stock market up to 100% (one hundred percent) of the bank’s listed shares.
Juridical form of commercial presence : Limited Liability Company (Perseroan Terbatas/PT)

Qualification Requirements :

· Bank Indonesia Regulation No.7/25/PBI/2005 concerning Certification Office Management for Commercial Bank, amended by Regulation No.8/9/PBI/2006 requires the managements, executive officers, and the Board of Commissioners to hold risk management certificate.

Links/ Contacts:

Directorate of Legal Affair, Central Bank

Tipikal Building 10th Fl

Jl. MH Thamrin No. 2 Jakarta 10110

Telp. 62-21-3817861

Fax. 62-21-3801430

Directorate of banking Research and Regulation

Radius Prawiro Building 10th Fl.

Jl. MH Thamrin No. 2 Jakarta 10110

Telp. 62-21-3817633

Fax. 62-21-3518946

Website: www.bi.go.id
C. Insurance

Reform in insurance sector has been conducted to accommodate international best practice for insurance and reinsurance company.

Ministry of Finance c.q. Directorate General of Financial Institutions – Directorate of Insurance is the sole regulatory body. 

Related regulations

· Law No. 2 of 1992 concerning Insurance Business

· Government Regulation Number 73 of 1992

· Government Regulation Number 63 of 1999, and

· Their implementation regulations

Any person or legal entity intending to carry out insurance business activity must obtain a license from Minister of Finance

To obtain a license a company must fulfill :

I. For an insurance and reinsurance company :

1. minimum capital paid up capital :

a. Rp. 100.000.000.000 (one hundred billion rupiah) for insurance company;

b. Rp. 200.000.000.000 (two hundred billion rupiah) for reinsurance company;

2. at the time of establishment, direct investment of foreign party in an insurance company shall not exceed 80% (eighty per cent)

3. qualified experts in their relative fields;

4. joint venture agreement with the foreign partner, in the event of direct investment by a foreign partner;

5. retrocession program for a reinsurance company;

II. for insurance and reinsurance brokerage company

1. qualified experts in their relative fields;

2. professional indemnity insurance policy;

3. joint venture agreement with foreign partner, in the event of direct investment by foreign partner.

III. for a loss adjuster company, actuarial consultant and insurance agent :

1. Qualified experts in their relative fields;

2. Joint venture agreement with the foreign partner, in the event of direct investment by foreign partner;

3. agency agreement with an insurance company, for an insurance agent.
IV. Board of Directors and Commissioners of insurance or reinsurance companies or companies supporting insurance business in Indonesia shall pass fit and proper test (Director General of Financial Institutions Decree NO 3603/LK/2004

V. Deposit Insurance Law No 24 of 2004 has been enacted 
Link/Contact : 

Directorate of Insurance

Capital Market and Financial Institutions Supervisory Agency 

Gedung A Lantai 8 

Jl. Dr. Wahidin No. 1

Jakarta 10710. 

Phone : 62-21 345-0926

Fax     :  62-21 350-9118
D. Capital Market

1. Capital Market Supervisory Agency (BAPEPAM) is one of regulatory body in Ministry of Finance that supervises the participants of capital market.

2. According to Ministerial Decree of Finance number 179/2003 and Bapepam rule number V.D.5, a securities company shall have a license from BAPEPAM before engaging in business as an underwriter, broker-dealer and/or investment manager. 

Related Regulation

· Law Number  8 of 1995 concerning Capital Market

· Government regulation Number 45/1995 concerning the implementation of operations in Capital Market;

· Government regulation Number 46/1995 concerning Capital Market Formal Inspection Procedure;

· Government regulation Number 12/2004 concerning the Amendment of implementation of operations in Capital Market;

· Finance Minister’s Decree Number 645/1995 concerning Revocation of Capital Market Decree No. 284/KMK.010/1995;

· Finance Minister’s Decree Number 646/1995 concerning Foreign Ownership of Investment Funds;

· Finance Minister’s Decree Number 455/1997 concerning Foreign Investor in Buying of Share in Capital Market 

· Finance Minister’s Decree Number 179/2003 concerning Share Ownership and Equity of Securities Companies;

· 157 Bapepam Regulation.
By launching the regulations above, the supervisory functions and the quality of investment fund marketing agent representatives and investment fund marketing agent  have been improved

· Circular Letter number SE-05/BL/2006 published on Sept 29th 2006 regarding cost disclosure used to make public offering. It will give guidance to comply with related regulation such as Bapepam-LK rule number IX.C.2, IX.C.3, X.K.4 regarding public offering, use of fund and enhance disclosure.

· Bapepam-LK rule number VIII.G.13  published on Nov 28th 2006 regarding Repurchase Agreement (Repo) Accounting Treatment 

· Circular Letter number SE-06/BL/2006 published on Nov 28th 2006 regarding Issuer Disclosure

· Bapepam-LK rule number IV.B.3. published on December 4rd 2006 regarding Investment fund in the form of collective investment contract that the participant unit  traded in the exchange. It gives an alternative to invest in mutual fund industry

· Bapepam-LK rule number IX.C.11 published on Dec 14rd 2006 regarding bond rating

· Indonesia Capital Market and Financial Institution Supervisory Agency (Bapepam-LK) rule number IX.C.12 published on April 13th 2007 regarding the guidance of the form and content of public offering registration statement  for municipal bond 

· Bapepam-LK rule number V.B.2 published on August 30 2006 regarding licensing of investment fund marketing agent representatives  

· Bapepam-LK rule number V.B.3 published on August 30 2006 regarding registration of investment fund marketing agent

Link/Contact : 

Capital Market and Financial Services Supervisory Agency

Gedung 16 Lantai  

Jl. Dr. Wahidin Jakarta Pusat 10710. 

Phone : 62-21 3858001

Fax     : 62-21 3857917

Website : www.bapepamlk.depkeu.go.id

	The policy below will be implemented gradually :

I. At any time Insurance and Reinsurance Company, and insurance and reinsurance brokerage  company  shall maintain their equity:

· Rp100.000.000.000,- (one hundred billion rupiah) for insurance company.

· Rp200.000.000.000,- (two hundred billion rupiah) for reinsurance company.

II. Rp 1.000.000.000,- (one million rupiah) for insurance and reinsurance brokerage company.



	Licensing and 

Qualification Requirements of Service Providers


	-
	A. Finance Companies

1. Finance companies shall secure business license to operate from the Minister of Finance.

2. To obtain a license, a finance company must submit, among others : working plan for the first two (2) years, which contain:

· financing plan and steps that will be taken to realize the said plan;

· monthly cash flow, balance sheet, and profit/loss projections from the start of operational activities of the finance companies.

3. A member of the board of directors must have at least two (2) year-experience in the operations of finance company or in the banking sector.

4. Shareholders, directors, and commissioners of finance companies shall, at least, meet the following requirements :

· they are not registered as bad debtors in the banking sector;

· they have not conducted illegal  acts in the banking sector;

· they have never been punished due to criminal acts;

· they have never declared or been declared bankrupt (the declaration of bankruptcy against the company by virtue of an executorial court ruling);

· capital paid by shareholders not coming from loans and money laundering activities.

Principal Regulatory Instrument:

Regulation of the Minister of Finance No. 84/PMK.012/2006 on Finance Companies.

B. Banking

Licensing:

Related regulations: 

Bank Indonesia Regulation No. 2/27/PBI/2000 concerning Commercial banking.

Commercial banks may only be established and conduct business operations pursuant to a license granted by the Board of Governors of Bank Indonesia

The granting of a license from the Board of Governors of Bank Indonesia shall take place in two stages, namely: Approval in Principle and Operating License.
Qualification Requirements:

Related regulations: 

1. Act of the Republic of Indonesia Number 23 of 1999 concerning Bank Indonesia as amended by Act of the Republic of Indonesia Number 3 of 2004.

2. Bank Indonesia Regulation No. 5/25/PBI/2003 concerning Fit and Proper Test.

To become eligible owners of a bank, she/he must be: 

a. not included in the list of prohibited persons from becoming shareholders and/or management of Bank in accordance with the provisions stipulated by Bank Indonesia.

b. Deemed to be of high integrity by Bank Indonesia, who is:

i. Having sound personal character

ii. Complying with prevailing laws and regulations

iii. Having strong commitment to  develop the bank
Assessment of the integrity of candidate owners of banks shall be made among others by interviews.

A controlling shareholder shall be required to fulfill the requirement that the party concerned is willing to resolve any difficulties in capital and liquidity faced by the bank in the course of its business.

C. Insurance
· Foreign insurance or reinsurance company or insurance supporting business company may operate in Indonesia in the form of :

a. A limited liability company

b. A joint venture with local company for foreign insurance, reinsurance or insurance business supporting company.

· At the time of establishment, direct investment of a foreign party in a joint venture company shall not exceed 80%.

· An insurance or reinsurance company may be permitted to change its ownership in excess of the 80% provided the capital paid out by the Indonesian partner shall not decrease.

D. Capital Market 

Any party wishing to engage in capital market activities must obtain operating license, approval, and registration from Bapepam (Capital Market Supervisory Agency)

· Bapepam-LK rule number V.B.2 published on August 30 2006 regarding licensing of investment fund marketing agent representatives  

· Bapepam-LK rule number V.B.3 published on August 30 2006 regarding registration of investment fund marketing agent

· Bapepam-LK number V.B.4 published on August 30 2006 regarding investment fund marketing agent conduct is being formulated.

By launching the regulations above, the supervisory function and the quality of investment fund marketing agent representatives  and investment fund marketing agent  will be improved


	-

	Foreign Entry


	-
	Indonesia has provided a substantial degree of openness in financial sector for foreign investment.

A. Finance Company

Commercial presence of the foreign service provider (s) may be in the form of joint venture.

Joint venture is required to be :

· In the form of Limited Liability Company (PT/Perseroan Terbatas).

· Share ownership by foreign business entities shall be set at the maximum of 85% of the paid up capital.

B. Banking

Bank Indonesia Regulation No.2/27/PBI/2000 concerning Commercial Banking.

The types of commercial presence :

1.  The type of foreign commercial presence:

a. Establishment of Branch and/or Sub Branch of Foreign Bank;

b. Opening Representative Office;

c. Purchasing existing Bank shares either through capital market or direct purchasing;

d. Establishment of commercial Bank incorporated with Indonesian and/or Indonesian legal entity. 

2. Procedures for establishment :

a. A Branch Office, a Sub Branch Office, and A Representatives Office may only be established pursuant to a license granted by the board of Governor of Bank Indonesia.

b. A Branch Office shall inform Bank Indonesia of the opening of an Office below Sub Branch Office
c. Establishment of foreign Bank Branch Offices a foreign bank may open a branch office subject to the following requirements:
· Minimum a rating issued by a leading international rating agency.
· Ranks among the 200 larges banks in the world by total assets.
· Has paid up minimum of Rp 3 trillion equivalents in operating funds.
· Provide a statement from the banking authorities in the country of origin of  the bank Head Office stating no objection to the opening of Branch Office in Indonesia.
d. Opening of a Foreign Bank Representative Office A representative Office of a Foreign Bank may be established if the bank intending to open the Representative office ranks among the 300 largest in the world by total assets.
e. A Representative Office shall be permitted only to conduct activities among others:
1. Providing information to third parties on the requirements and procedure for maintaining relation with the Head Office/overseas Branch Office.

2. Assisting the Head Office or an overseas Branch Office in monitoring of loan collateral in Indonesia.

3. Acting as agent in contacting government agencies/institutions for the requirements of the Head Office or an overseas Branch Office.
4. Acting as monitor of projects partially or wholly financed by the Head Office or an overseas Branch Office.
5. Conducting promotional activities for introducing the bank.
6. Providing information on trade, economy, and finance in Indonesia to overseas parties or vice versa.
7. Assisting Indonesian exporters in securing access to overseas market through the international network of the Representative Office or vice versa.
f. Commercial Banks may be established and conduct business on conventional basis and/or based on Sharia Principles pursuant to a license issued by the Board of Governors of Bank Indonesia.
g. The paid up capital for establishment of a Commercial Bank stipulated at no less than 3 Trillion Rupiah.
Board of Commissioners :

The board of commissioners shall consist of commissioners and independent commissioners subject to the following conditions :

1.
50% of the member of board of commissioners shall be independent commissioners;

2.
At least one of the member of the board of commissioners shall have a domicile in Indonesia.

Board of Directors

1.
All member of the board of Directors shall have a  domicile in Indonesia;

2.
President Director of Bank shall be an independent person from bank shareholders;

Member of the board of directors, at the same time, shall not have position as a director, commissioner or executive position in any other bank, company or institution.

Others

Bank Indonesia Regulation Number 9/8/PBI/2007 concerning Employment of Expatriates and the Transfer of Knowledge Program in the Banking Sector. 

The main content of this regulation are that :

1.
A bank may employ expatriates in conducting its activities.  

2.
A bank may only employ expatriates of certain positions or equal level with: commissioner, director, executive, and/or expert/consultant.

3.
Provisions concerning the area of certain positions which can be assured by expatriates, prescribed in the Bank Indonesia Circulation Letter.


Notwithstanding, Bank Indonesia regulation also provides exception for the bank to employed expatriates subject to the following conditions:

a. Prior approval from Bank Indonesia;

b. Case by case basis considering the necessity and condition of the bank; and

c. Temporary period.

4. A bank is prohibited to employ expatriates for certain division, i.e. human resources and compliance division. 

5.
There are 4 categories of the bank that may employ expatriates as the following : 

a.
A bank which its shares amounting to 25% or more of share owned by a foreigner  (natural and or legal person) may employ expatriates for the positions of commissioner, director, executive, and/or expert/consultant;

b.
A bank which its shares less than 25% owned by a foreigner (natural and or legal person) may only employ the expatriates for the positions : expert or consultant;

There are however exceptios to this provisions if such foreign owner of the bank exist as a controlling shareholder or conduct such controlling to the bank.

c.
Branch office of  foreign bank may only  employ expatriates for the position of : head of branch office and or expert/consultant, With regard to other positions BI still provides such flexibility subject to approval from Bank Indonesia and a case by case basis. 

d.
Representative office of foreign bank may only employ the expatriates for the positions : head of representative office and/or expert/consultant.


The exception provisions as mentioned on para C also  applied for representative office of foreign bank.

6.
A bank shall conduct transfer of knowledge program.

C. Insurance

· Foreign insurance or reinsurance company or insurance supporting business companies may operate in Indonesia in the form of : 

a. A Limited Liability Company

b. A joint venture with local company for foreign insurance, reinsurance or insurance business supporting company.  

· At the time of establishment, direct investment of a foreign party in a joint venture company shall not exceed 80%  

· An insurance or reinsurance company may be permitted to change its ownership in excess of the 80% provided the capital paid out by the Indonesian partner shall not  decrease
D. Capital Market 

· Foreign investors may purchase up to 100% shares of publicly held non-bank financial institution both in the primary market and in the secondary market. (Finance Minister’s Decree no. 455/KMK.01/1997)
· Finance Minister’s Decree No. 179/KMK.010/2003 dated May 5th, 2003 concerning Share Ownership and Securities Companies Capital Requirements, states that, among other things :

· Foreign Non-Securities Financial Institution may own up to 85% of paid in capital of joint-venture securities companies

· Foreign securities companies that are licensed or regulated by their respective local regulators may own up to 99% of paid in capital of joint-venture securities companies

· Both foreign and local investors may own up to 100% shares of local or joint-venture securities companies that have conducted Initial Public Offering

· Shares or participation units of investment funds may be owned by foreign investor in part or whole. (Finance Minister’s Decree no. 646/1995)

· As stated on Bapepam rule number IV.A.3 concerning management of corporate investment fund and number IV.B.1 concerning guidelines for the management of investment fund in the form of collective investment contract ,   investment fund manager may:

· purchase securities traded in foreign stock exchange whose information is accessible through mass media or any available internet facility with value of less than or same with 15% of the Net Asset Value of investment fund
· perform hedging transaction on the purchase of securities traded in foreign stock exchange which is less than the value of securities purchased.

	-

	Discriminatory Treatment/

MFN


	-
	A. Finance Companies

Indonesia has eliminated the discriminatory treatment in the requirement of paid up capital in multi finance companies.

B. Banking 

There is no discriminatory treatment applied for foreign entity to enter Indonesia Bank. 

C. Insurance

See Operational requirement
D. Capital Market

There is no discriminatory treatment regarding paid in capital requirement between local and join-venture securities companies (As regulated by Finance Minister’s Decree No. 179/KMK.010/2003 dated May 5th, 2003)


	-


