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ABNR is Indonesia’s longest-established law firm
and has played a pivotal role in shaping the develop-
ment of international commercial law in the country,
particularly during Indonesia’s economic reopen-
ing to foreign investment in the 1960s. Today, with a
team of around 120 legal professionals (including 20
partners and three foreign counsels), ABNR stands
as Indonesia’s largest independent, full-service law
firm and is proud to have female partners at the part-
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COUNSELLORS AT LAW

1. Legal Framework

1.1 Key Laws and Regulations

Indonesian banking law is generally governed under
Law No 7 of 1992 on Banking as lastly amended by
Law No 4 of 2023 on the Development and Strength-
ening of Financial Sectors (“Law 4/2023”) (the “Bank-
ing Law”). The Banking Law essentially governs:

« types of banks (ie, commercial bank and rural
bank) and their activities;

* licensing, form of entity, and ownership;

* supervision of banks;

* management and employment; and

« sanctions for the violation of Banking Law.

As banking is a heavily regulated sector, more detailed
regulations — for example, with regard to establish-
ment, licensing requirements, and liquidation — are
further stipulated under the regulation of its supervi-
sory bodies, which will be elaborated on later in this
section. Several key regulations governing the bank-
ing sector are:

« Law 4/2023 (also known as the Omnibus Law of
the Financial Sector, which amended various bank-
ing and financial sector regulations);

* general provisions:

(@) OJK Regulation No 12/POJK.03/2021 on Com-
mercial Banks;

(b) OJK Regulation No 16/POJK.03/2022 on Com-
mercial Sharia Banks, as lastly amended by
Law 4/2023; and

(c) OJK Regulation No 7 of 2024 on Rural Banks
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and Sharia Rural Banks;
 with regard to good governance:

(@) OJK Regulation No 17 of 2023 on the Good
Governance of Commercial Banks;

(b) OJK Regulation No 2 of 2024 on the Imple-
mentation of Governance for Sharia Commer-
cial Banks and Sharia Business Units;

(c) OJK Regulation No 9 of 2024 on Good Gov-
ernance Implementation for Rural Banks and
Sharia Rural Banks; and

(d) OJK Regulation No 25 of 2024 on the Imple-
mentation of Sharia Governance for Sharia
Rural Banks; and

+ with regard to digital services offered by banks -
OJK Regulation No 21 of 2023 on Digital Services
by Commercial Banks.

Financial Services Authority

According to Law No 21 of 2011 on the Financial Ser-
vices Authority as amended by Law 4/2023, banking
activities in Indonesia are supervised and regulated
by an independent institution called the Financial Ser-
vices Authority (Otoritas Jasa Keuangan, or OJK). In
the banking sector, the OJK is authorised to regulate
and supervise the following:

« institutional aspects, such as licensing require-
ments and activities;

* soundness aspects, such as liquidity and assets
quality, reporting, debtor information, credit testing,
and standard accounting;

* prudential aspects, such as risk management, gov-
ernance, KYC and AML, as well as the prevention
of terrorism financing and banking crimes; and
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* bank examination.

Bank Indonesia

Bank Indonesia (Bl), as Indonesia’s central bank,
supervises and regulates the monetary, payment
system and macro-prudential policies in Indonesia in
accordance with Law No 23 of 1999 on Bank Indo-
nesia as lastly amended by Law 4/2023. Its authority
includes supervision of and regulating several mat-
ters such as interest rates, liquidity (including in the
banking sector), and foreign exchange transactions.
Bl initially had the duty and authority to regulate and
supervise the Indonesian banking industry, which has
since been shifted to the OJK (as previously men-
tioned).

Deposit Insurance Corporation

Banking resolution is handled by the Deposit Insur-
ance Corporation (Lembaga Penjamin Simpanan, or
LPS) in accordance with Law No 24 of 2004 on the
Deposit Insurance Corporation as lastly amended by
Law 4/2023 (the “LPS Law”). The LPS aims to insure
and protect the public funds stored in banks. For
banks with financial problems, LPS conducts resolu-
tion by way of:

« transferring a bank’s assets and/or obligations,
either partially or in whole, to the receiving bank;

- transferring a bank’s assets and/or obligations,
either partially or in whole, to the mediating bank;

« conducting temporary capital participation; or

+ conducting liquidation.

More about the LPS will be explained in 6.1 Deposit
Guarantee Scheme (DGS).

2. Authorisation

2.1 Licences and Application Process
Requirements and Procedure

Obtaining authorisation to operate as a bank is done
in two steps, as follows.

In-principle approval

The request for approval must be submitted at least
by one of the prospective owners or controlling share-

5 CHAMBERS.COM

holders (pemegang saham pengendali, or PSPs) and
must include:

« the draft of the deed of establishment and the arti-
cles of association;

« details of the prospective shareholders and share-
holding composition;

« details of the prospective board of directors and
board of commissioners, with administrative docu-
ments for “fit and proper” test (FPT) approval;

* organisational structure, feasibility study, and cor-
porate plan;

* guidelines on risk management, internal control, IT
system, and good governance;

+ system and work procedure;

« proof of capital injection;

- statement letters from shareholders; and

» structure of the business group related to the legal
entity as a prospective PSP up to the last owner
and controller.

After the complete application, the OJK will conduct:

+ an investigation into the completeness and con-
formity of the documents;

+ analysis on healthy competition between banks,
density level, and equitable distribution of econom-
ic development in Indonesia; and

«an FPT on the prospective PSPs, board of direc-
tors and board of commissioners.

In-principle approval is processed within 60 business
days of a complete application. If granted, it remains
valid for six months and will expire if the bank does
not apply for a business licence.

Business licence

The application for a business licence is submitted
to the OJK by the person who has obtained the in-
principle approval. The application must include:

+ the deed of establishment and the articles of asso-
ciation;

» documents pertaining to certain requirements for
the in-principle approval, if there is any amendment
— namely, with regard to:

(a) prospective shareholders and shareholding
composition;
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(b) prospective board of directors and board of
commissioners (with administrative documents
for FPT approval);

(c) organisational structure, feasibility study and
corporate plan; and

(d) guidelines on risk management, internal con-
trol, IT system, and good governance;

« proof of full payment of paid-up capital;

« proof of operational readiness; and

- statement letter from shareholders that the paid-up
capital does not originate from any loan from and
for the purpose of money laundering.

After receiving the complete application, the OJK will
conduct:

* an investigation into the completeness and con-
formity of the documents; and

«an FPT if there are any changes to the prospective
PSP, board of directors and/or board of commis-
sioners since the in-principle approval process.

Applications for business licences are processed
within 60 business days of receipt of a complete appli-
cation. If granted, the bank must commence business
activities within 60 business days following the issu-
ance of a business licence, at the latest.

The OJK also imposes levies on the application for a
business licence (per company), as follows:

« for a commercial bank — IDR100 million;

« for a Sharia commercial bank — IDR60 million;
« for a rural bank — IDR50 million; and

« for a Sharia rural bank — IDR30 million.

Permitted and Prohibited Activities and Services
According to the Banking Law, commercial banks may
carry out the following activities/services.

* Per Article 6 (1) of the Banking Law, commercial
banks may:

(a) collect funds from public in the form of deposit,
savings and/or other equivalent forms;

(b) provide credit or financing;

(c) conduct payment system activities;

(d) place funds in, borrow funds from, or lend
funds to other banks;
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(e) issue and/or conduct transactions of negotia-
ble instruments (surat berharga);

(f) provide a place to store valuable goods and
securities;

(9) conduct foreign currency activities;

(h) carry out receivables transfer activities;

(i) conduct custodial activities; and

(i) conduct other activities with the approval of
the OJK.

« Per Article 7 (1) of the Banking Law, commercial
banks may:

(a) conduct capital participation activities in finan-
cial services institutions (lembaga jasa keuan-
gan, or LJKs) and/or other companies support-
ing the banking industry (eg, clearing agencies);

(b) conduct temporary capital participation in non-
LJKs;

(c) act as the founder and administrator of a pen-
sion fund; and/or

(d) collaborate with other LJKs and non-LJKs
in providing financial services (eg, marketing
insurance or mutual funds products).

Commercial banks are not allowed to perform the fol-
lowing activities:

« conduct capital participation in non-LJKs, except
as referred to in Article 7 (1)(a) and (b) of the Bank-
ing Law (ie, only temporarily or in other companies
supporting the banking agency);

* engage in insurance business, except the market-
ing of insurance products as per Article 7 (1)(d) of
the Banking Law (ie, in collaboration with other
LJKs and non-LJKs to provide financial services);
and

+ conduct other business outside the business
activities referred to in Article 6 and 7 of the Bank-
ing Law.

To carry out other activities — such as activities within
the payment services, either as card-based payment-
related activities, e-money-related activities, payment
gateways, or e-wallets (generally classified as pay-
ment services provider activities) — banks need to
apply for a licence from BI.

OJK Regulation No 26 of 2024 on Expansion of Bank-
ing Business Activities (“OJK Regulation 26/2024"),
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which has been in effect since 13 December 2024,
allows commercial banks and rural banks to perform
the following activities:

« transfer of receivables;

« grant warranty/guarantee services;

« conduct foreign exchange business;

« conduct business as waqf managers (only for Sha-
ria commercial banks and Sharia rural banks).

Capital Participation by Commercial Banks

Other than in LJKs, commercial banks may only invest
in companies supporting the banking industry, as fur-
ther classified under OJK Regulation 26/2024:

» companies established or operating to support
commercial banks and/or their subsidiaries (ie,
banking IT service providers);

« companies utilising IT to produce financial prod-
ucts as their primary business (ie, e-money provid-
ers, fintech companies);

« operators of business aimed at supporting the
business of the banking industry (ie, switching and
clearing companies); and

« companies outside Indonesia that meet the follow-
ing criteria:

(a) the company is categorised as financial servic-
es institution by the authorised authority; and

(b) the company’s business activities can be
equated with the business activities of LJKs in
accordance with the law of the OJK.

The same rules are applicable for Sharia commer-
cial banks. However, the investees must operate in
accordance with and/or not in conflict with the Sharia
principles.

Capital Participation by Rural Banks

Rural banks or Sharia rural banks are prohibited from
making investments other than in supporting institu-
tions of rural banks and Sharia rural banks domiciled
in the territory of Indonesia. Supporting institutions
consist of:

» companies established or primarily engaged in

business activities supporting the operations of
rural banks and Sharia rural banks; and
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« companies with business characteristics that are
specifically aimed at supporting the business
activities of the rural banks and Sharia rural banks.

Obtaining a European Passport
Given the territorial effect of Indonesian laws, Indone-
sian banking laws can only:

+ govern banking activities conducted onshore;

* be enforced onshore; and

+ apply to entities legally established or factually
doing business in Indonesia.

Indonesia does not recognise the concept of Europe-
an passport. Foreign banks may operate in Indonesia
by establishing an OJK-licensed representative office
and branch office. Indonesian banks may also estab-
lish offices abroad, subject to obtaining a licence from
the OJK and from the local authority in such foreign
country.

3. Changes in Control

3.1 Requirements for Acquiring or Increasing
Control Over a Bank

Bank acquisitions in Indonesia are governed by OJK
Regulation No 41/POJK.03/2019 of 2019 on the
Merger, Consolidation, Acquisition, Integration, and
Conversion of Commercial Banks (“OJK Regulation
41/2019”). This defines an acquisition as the takeover
of a bank’s shares by an entity or individual, resulting
in a transfer of control.

The ownership of a bank by foreign individuals and/or
legal entities is capped at 99% of the bank’s paid-up
capital. Accordingly, any acquisition by foreign indi-
viduals and/or legal entities must not cause this limit
to be exceeded.

Pre-Acquisition Requirements

The target bank and acquiring party must prepare an
acquisition plan, approved by their respective boards
of commissioners (or equivalent). The plan must
include:

« details of the parties;
« information regarding the acquisition plan; and
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« the bank’s post-acquisition details.

The target bank and the acquiring party must also
submit to the OJK:

« the draft acquisition plan;

- the draft acquisition deed; and

* required administrative documents for the FPT of
the prospective PSP.

A summary of the acquisition plan must be announced
in a nationally circulated Indonesian-language news-
paper and on the bank’s website. The announcement
must include at least a summary of the acquisition
plan and a statement that the acquisition plan has
not yet obtained approval from the general meeting
of shareholders (GMS). The acquisition plan must be
announced no later than:

* two working days after receiving notification from
the OJK that the acquisition process may proceed
based on the OJK’s review of the submitted docu-
ments; and

+ 30 days before the GMS invite.

Proof of the announcement must be submitted to the
OJK within two working days. Employees must also
be notified of the summary of the acquisition plan
simultaneously and in writing.

GMS approval and acquisition permit application
The target bank and acquiring party must obtain
approval from the GMS (or equivalent) for:

« the proposed acquisition;
« the acquisition plan; and
« the draft acquisition deed.

Within three working days once the GMS approval
has been obtained, the target bank must apply for an
acquisition permit from the OJK by submitting:

* notarial deed of GMS minutes approving the acqui-
sition;

« the acquisition plan and the draft acquisition deed
as approved by the GMS;
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* proposed amendments to the target bank’s articles
of association related to the acquisition (if applica-
ble); and

« the latest financial statements and financial per-
formance report of both the target bank and the
acquiring party if the application is submitted six
months or more after the public announcement.

The OJK has the discretionary power to request addi-
tional documents or information and will decide on the
acquisition permit application within 14 working days
after receiving all required documents. If approved,
the OJK will also finalise the FPT results.

Post-Acquisition Obligations
A bank that has obtained an acquisition permit must:

« announce the acquisition’s completion within 30
days in a nationally circulated Indonesian-language
newspaper and on its website; and

+ submit a report to the OJK within five working
days on the acquisition’s implementation, including
required supporting documents.

4. Governance

4.1 Corporate Governance Requirements

The implementation of corporate governance for
banks is regulated under OJK Regulation No 17 of
2023 on the Application of Governance for Commer-
cial Banks (“OJK Regulation 17/2023”). Banks are
required to implement sound corporate governance in
their business operations, which must at least encom-
pass the principles of transparency, accountability,
responsibility, independence and fairness.

Board of Directors

Banks must have at least three members on their
board of directors — all of whom must be domiciled in
Indonesia. The majority of directors must have at least
five years of experience in operational roles as bank
executives. The bank’s articles of association must
stipulate the term of office for directors, with a maxi-
mum tenure of five years per term, commencing from
the effective date of their appointment by the GMS.
Directors are also subject to the applicable restrictions
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on concurrent positions and share ownership in other
companies.

Board of Commissioners

Banks must have at least three members on their
board of commissioners, with the total number not
exceeding the number of directors. At least one com-
missioner must be domiciled in Indonesia. Similar to
the board of directors, the bank’s articles of associa-
tion must specify the maximum tenure of five years
per term, commencing from the effective date of their
appointment by the GMS. At least 50% of the board
of commissioners must be independent commission-
ers. Commissioners are also subject to the applicable
restrictions on concurrent positions.

Diversity Considerations

The appointment and/or replacement of members of
the board of directors and members of the board of
commissioners must prioritise professional compo-
sition, independence, and competency alignment,
while also considering diversity as an essential fac-
tor in carrying out their duties and responsibilities.
Diversity considerations include career background,
experience, educational history, and gender.

Internal Policies

Banks are required to establish internal policies and
procedures to ensure effective corporate governance
in their business operations. These policies may take
the form of the articles of association, decrees, manu-
als, bank policies or guidelines (standard operating
procedures), corporate charters, or other operational
documents. They must be formulated in compliance
with prevailing laws and aligned with the bank’s busi-
ness processes and approval mechanisms. The board
of directors must communicate strategic internal poli-
cies — particularly those related to HR - to the bank’s
employees, who are expected to uphold them as part
of their professional responsibilities.

4.2 Registration and Oversight of Senior
Management

OJK Regulation No 27/POJK.03/2016 of 2016 on the
Fit and Proper Test for Main Parties in Financial Ser-
vices Institutions (“OJK Regulation 27/2016”) governs
the registration requirements for prospective senior
management (or “main parties”) in banks. This regu-
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lation defines “main parties” as individuals or entities
that own, manage, supervise, and/or have significant
influence over financial services institutions. In banks,
a “main party” includes:

« controlling shareholders; and
* members of the board of directors and members of
the board of commissioners.

Prohibition of Acting as a Main Party Without OJK
Approval

A prospective controlling shareholder who acquires
shares in a bank without OJK approval cannot exer-
cise shareholder rights and responsibilities. Likewise,
a prospective director or commissioner appointed by
the GMS cannot perform their duties until they have
obtained OJK approval.

FPT (General)

To obtain OJK approval, prospective main parties
must undergo an FPT administered by the OJK. The
application must include the required administrative
documents. If the documentation is incomplete, the
OJK may return the application for revision.

The FPT assesses whether a prospective main party
meets the following criteria.

* Integrity requirements — all main parties must have:

(a) legal capacity for legal acts;

(b) good character and moral standing, including
compliance with applicable laws and no prior
criminal convictions within a specified period
before nomination;

(c) commitment to regulatory compliance and
alignment with OJK policies;

(d) commitment to the development of a sound
banking system; and

(e) not been listed among the parties prohibited
from becoming a main party.

« Financial reputation requirements — directors and
commissioners must have:

(@) no history of non-performing loans; and

(b) no history of bankruptcy, nor prior conviction
as a shareholder, controlling party, director, or
commissioner for causing a company’s bank-
ruptcy within the preceding five years before
nomination.
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* Financial capability requirements — controlling
shareholders must demonstrate:
(@) sound financial reputation;
(b) adequate financial capacity to support the
bank’s business growth; and
(c) commitment to financial support if the bank
encounters financial difficulties.
« Competence requirements — directors and com-
missioners must have relevant banking knowledge
and experience.

FPT (Controlling Shareholder)
Prospective controlling shareholders must conduct a
presentation on:

« their plans for the development of the bank; and
« their strategies for financial difficulties should the
bank encounter such challenges.

If the controlling shareholder is a legal entity, the FPT
extends to:

« the legal entity itself;

« its board of directors and board of commissioners;
and

+ any ultimate shareholders identified by the OJK.

FPT (Board of Directors and Board of
Commissioners)

Banks must first perform self-assessments to ensure
the prospective main party meets integrity, compe-
tence and financial reputation requirements and com-
plies with the applicable laws and regulations. The
self-assessment results must be submitted to the OJK
along with the required administrative documents.

FPT Results

The OJK will issue a decision within 30 business days
of receiving a complete application — although the
timeline might vary in practice. Results will be commu-
nicated in writing to the bank and may also be shared
with relevant authorities as required by law.

4.3 Remuneration Requirements

Remuneration requirements for banks in Indonesia are
governed by OJK Regulation No 45/POJK.03/2015
of 2015 on Implementation of Governance in the
Provision of Remuneration for Commercial Banks
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(“OJK Regulation 45/2015”). OJK Regulation 45/2015
defines remuneration as rewards granted to members
of the board of directors, members of the board of
commissioners, and employees — whether fixed or
variable and in cash or non-cash form — in accord-
ance with their duties, authority and responsibilities.

Remuneration Policy
Banks, through their board of directors, must establish
a remuneration policy covering:

* remuneration structure, including a scale based on
level and position and components; and

* methods and mechanisms for determining remu-
neration.

Remuneration Committee

The board of commissioners is responsible for forming
a remuneration committee to oversee the implemen-
tation and conduct periodic evaluations of the remu-
neration policy. The remuneration committee must
include at least:

+ an independent commissioner (as chair);
* a commissioner; and
+ an HR executive or employee representative.

Members of the board of directors cannot be part of
the remuneration committee. If there are more than
three members, at least two must be independent
commissioners.

Principle of Prudence

Banks must apply prudential principles in the provi-
sion of both fixed remuneration (ie, remuneration that
is not linked to performance and risk, including basic
salary, facilities, housing allowance, health allowance,
education allowance, holiday allowance, and pension)
and variable remuneration (ie, remuneration that is
linked to performance and risk, including bonuses or
similar forms).

Regulatory Oversight and Disclosure

Banks are required to disclose information related to
their remuneration policies in their annual report on
governance implementation. If the OJK determines
that a bank has not properly implemented its remu-
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neration policy, it may require the bank to take cor-
rective measures.

5. AML/KYC

5.1 AML and CFT Requirements

AML/CFT requirements in the banking sector are
provided for by OJK Regulation No 8 of 2023 on the
Implementation of Anti-Money Laundering, Coun-
ter-Terrorist Financing, and Counter-Proliferation
Financing of Weapons of Mass Destruction (CPF)
Programmes in the Financial Services Sector (“OJK
Regulation 8/2023”).

The following financial services providers (penyedia
jasa keuangan) (FSPs) are obliged to comply with the
provisions stipulated in OJK Regulation 8/2023 related
to AML, CFT and CPF:

* banks;

- financing companies;

* securities companies;

« venture capital companies;

* investment managers;

« infrastructure financing companies;

* custodians;

« Indonesian export financing institutions;

« trustees;

* pawnshop companies;

« organisers of securities offerings through IT-based
crowdfunding services;

» microfinance institutions;

* insurance companies;

« organisers of [T-based crowdfunding services;

* insurance brokerage companies;

« organisers of IT-based transaction services and
financial sector technology innovation;

- financial institution pension funds; and

« other financial services institutions and/or par-
ties conducting business activities related to fund
collection, fund distribution and fund management
in the financial services sector supervised by the
OJK.

Implementation of AML/CFT Programmes

FSPs must effectively implement AML, CFT and CPF
programmes by considering the risks of money laun-
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dering, terrorism-financing crime, and weapons of
mass destruction proliferation financing (WMDPF)
in terms of their activities, business scale, business
complexity and/or business characteristics, as fol-
lows.

+ Active supervision by the board of directors - this
must consist, at least, of:

(a) proposing written policies and procedures on
the application of AML, CFT and CPF pro-
grammes to the board of commissioners;

(b) ensuring that the application of AML, CFT and
CPF programmes is carried out in accord-
ance with the established written policies and
procedures;

(c) establishing a special work unit and/or ap-
pointing an official who is responsible for the
application of AML, CFT and CPF programmes;

(d) supervising compliance of the special work
unit in implementing AML, CFT and CPF pro-
grammes;

(e) ensuring that written policies and procedures
on the application of AML, CFT and CPF pro-
grammes are in line with changes and devel-
opments in products, services, and technol-
ogy within the financial services sector and in
accordance with the development of AML, CFT
and/or CPF modes;

(f) ensuring officials and/or employees — specifi-
cally, employees of the relevant work unit, as
well as new employees — have attended train-
ing in relation to the application of AML, CFT
and CPF programmes once a year; and

(9) ensuring that the application of AML, CFT and
CPF programmes is discussed in meetings of
the board of directors.

+ Active supervision by the board of commissioners
— this must consist, at least, of:

(a) ensuring that the FSP owns policies and pro-
cedures for the application of AML, CFT and
CPF programmes;

(b) approving the policies and procedures for the
application of AML, CFT and CPF programmes
proposed by the board of directors;

(c) evaluating the policies and procedures for the
application of AML, CFT and CPF programmes;

(d) supervising the board of directors in taking
responsibility for the implementation of AML,
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CFT and CPF programmes; and
(e) ensuring that the application of AML, CFT and
CPF programmes is discussed in meetings of
the board of directors and the board of com-
missioners.
+ Policies and procedures — FSPs must have policies
and procedures to manage and mitigate the risks
of AML, CFT and CPF. In addition, FSPs must also
have compliance management arrangements for
the application of AML, CFT and CPF programmes,
including the appointment of a compliance officer
at the management level. As part of the compli-
ance management arrangements, FSPs must
establish a special work unit and/or appoint an
official as the person in charge of the application of
AML, CFT and CPF programmes at the head office
and branch offices.
Internal control — FSPs must have an effective and
independent internal control system. The imple-
mentation of such system is evidenced by:

(@) having adequate policies, procedures, and
internal monitoring;

(b) imposing limitations on the authority and
responsibility of the special work unit in rela-
tion to the application of AML, CFT and CPF
programmes; and

(c) conducting an independent examination to
ensure the effectiveness of the application of
AML, CFT and CPF programmes.

Management information system — FSPs must have
a management information system that is able to
effectively identify, analyse, monitor, and provide a
report on the characteristics or transaction pattern
habits made by a customer. Besides, FSPs must
also have and maintain a single customer identifi-
cation file, along with a walk-in customer profile. If
FSPs are subsidiaries of a financial conglomerate,
FSPs may use the information system owned by
the holding company of the financial conglomera-
tion or by FSPs in said financial conglomerate to
implement AML, CTF and CPF programmes in an
integrated manner.

HR and training — to prevent FSPs from being used
as a medium or destination for money laundering,
terrorism financing, and WMDPF involving internal
party of FSPs, FSPs must conduct:

(a) pre-employment screening procedures to
ensure high standards in the acceptance of
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new employees — both permanent and non-
permanent, including senior officials and
experts — from the lowest level up to one level
below the board of directors and the board of
commissioners; and

(b) recognition and monitoring of employees’
profiles (“know your employee”) — both of
permanent employees and non-permanent
employees, including experts — from the lowest
level up to the board of directors and the board
of commissioners.

In addition to the foregoing, FSPs are also obliged to
comply with the relevant reporting requirements and
submit reports to the relevant government agencies,
including the OJK, the Indonesian Financial Transac-
tion Report and Analysis Centre, and the Indonesian
National Police.

Failure to Comply With AML/CFT Requirements
Failure to comply with the provisions contained in
the OJK Regulation 8/2023 may subject the FSP to
administrative sanctions imposed by the OJK, which
range from:

+ a written warning or reprimand accompanied by an
order to perform certain actions;

- fines;

« restriction of certain business activities;

» downgrading of the health/risk assessment — com-
panies may be assessed as less safe/healthy;

* suspension of certain business activities; and/or

* prohibition as a main party.

The OJK may also announce the imposition of admin-
istrative sanctions to the pubilic.

6. Depositor Protection

6.1 Deposit Guarantee Scheme (DGS)

The depositor protection regime in Indonesia is car-
ried out through the LPS pursuant to the LPS Law.
The LPS guarantees bank customer deposits in the
form of giro, certificates of deposit, savings, and/or
other equivalent forms of deposits. Every bank (other
than the Village Credit Agency (Badan Kredit Desa))
that conducts business activities within the territory
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of the Republic of Indonesia must participate in the
guarantee scheme implemented by the LPS in respect
of the deposits of the bank’s customers.

Banks are obligated to submit customer-based
deposit data to the LPS to determine eligible deposits
and are responsible for the accuracy and complete-
ness of the customer-based deposit data submitted to
the LPS. To carry out this task, the LPS may conduct
an examination of customer-based deposit data.

The LPS guarantee covers deposits if the following
conditions are met:

« the customer’s personal data and deposit informa-
tion are properly recorded in the bank’s books;

« the interest rate paid on the deposit does not
exceed the maximum interest rate set by the LPS;
and

« there is no indication or proof that fraud has been
committed in relation to the deposit.

The value of deposits guaranteed for each customer
at one bank is a maximum of IDR100 million. The
guaranteed deposit value can be changed if one or
more of the following criteria are met:

« there is a simultaneous withdrawal of large
amounts of banking funds;

« there is considerable inflation over several years;

+ the number of customers whose deposits are guar-
anteed becomes less than 90% of the total number
of the entire bank’s depositors; or

« there is a threat of crisis that has the potential to
cause a decline in public confidence in banking
and endanger the stability of the financial system
(in the event that the situation has been resolved,
the amount of guaranteed savings can be read-
justed).

The LPS is obliged to pay guarantee claims to a
bank’s depositors even if the bank’s business licence
is revoked. In connection with the calculation and pay-
ment of guarantee claims, the LPS is entitled to obtain
data from a bank on its depositor customers (nasabah
penyimpan) and other necessary information as of the
date on which the bank’s business licence is revoked.
In the event that the LPS deems it necessary, recon-
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ciliation and verification are conducted based on data
and information obtained from other parties.

The LPS is further obliged to determine which deposits
are eligible for payment after reconciling and verifying
the data no later than 90 working days from the date
on which the bank’s business licence was revoked
and must start paying the eligible deposits no later
than five working days following the verification. The
LPS will announce the commencement date of the
submitted guarantee claim in at least two widely circu-
lated daily newspapers. The period of claim payment
is five years from the date on which bank’s business
licence was revoked.

Guarantee claims are declared not eligible for pay-
ment if, based on the results of reconciliation and/or
verification:

+ the customer’s deposit data is not recorded at the
bank;

« the depositor customer will receive unreasonable
financial benefits; and/or

» the depositor customer’s actions have negatively
impacted the bank’s financial stability.

Depositor customers who object to the LPS’ decision
determining the status of their deposits can submit
objections to the LPS by submitting real and clear
evidence no later than 180 calendar days from the
date of the announcement.

The payment of guarantee claims can be made in
cash and/or by other equivalent means of payment.
The payment of each guarantee claim is made in Indo-
nesian currency (rupiah). However, guarantee claim
payments tied to deposits denominated in foreign cur-
rencies will be converted to the equivalent amount
in Indonesian rupiah based on the exchange rate set
by BI.
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7. Prudential Regime

7.1 Capital, Liquidity and Related Risk
Control Requirements

Basel lll Standards have been implemented in the
Indonesian banking sector through the following local
regulations:

* risk management rules stipulated in OJK Regula-
tion No 18/POJK.03/2016 of 2016 on Implementa-
tion of Risk Management for Commercial Banks
as partially revoked by OJK Regulation No 13/
POJK.03/2021 of 2021 on the Organisation of
Commercial Bank Products;

- capital adequacy requirements set out in OJK
Regulation No 11/POJK.03/2016 of 2016 as lastly
amended by OJK Regulation No 27 of 2022 on
Mandatory Minimum Capital Requirements for
Commercial Banks; and

« liquidity requirements governed by OJK Regulation
No 42/POJK.03/2015 of 2015 as lastly amended
by OJK Regulation No 19 of 2024 on Mandatory
Liquidity Coverage Ratio for Commercial Banks
and OJK Regulation No 50/POJK.03/2017 of 2017
as lastly amended by OJK Regulation No 20 of
2024 on the Obligation to Fulfil the Net Stable
Funding Ratio for Commercial Banks.

Risk Management Rules
The implementation of risk management in commer-
cial banks is conducted through:

« active supervision by the board of directors and the
board of commissioners;

» enforcement of risk management policies and
procedures;

« establishment of risk limits;

+ adequacy in the process of identifying, measuring,
monitoring and controlling risks; and

* risk management information systems.

Bank risk profiles are categorised into five grades,
with Grade 5 indicating the highest level of risk and
Grade 1 representing the lowest.

Capital Adequacy Requirements

In Indonesia, banks are required to hold a minimum
amount of capital, depending on their risk profile
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grade. This amount is calculated based on the bank’s
risk-weighted assets. Such minimum capital require-
ments are as follows:

* banks with a Grade 1 risk profile — 8% of the
bank’s risk-weighted assets;

* banks with a Grade 2 risk profile — 9%-<10% of
the bank’s risk-weighted assets;

+ banks with a Grade 3 risk profile — 10%-<11% of
the bank’s risk-weighted assets; and

* banks with a Grade 4 or Grade 5 risk profile —
11%-14% of the bank’s risk-weighted assets.

To determine capital adequacy according to the
bank’s risk profile, banks must have an Internal Capital
Adequacy Assessment Process (ICAAP). The ICAAP
is a method of a self-assessment for banks, which
covers:

« active supervision by the board of commissioners
and the board of directors;

« capital adequacy assessment;

» monitoring and reporting; and

* internal control.

After the banks carry out an ICAAP, the OJK will evalu-
ate the ICAAP result in what is known as the Supervi-
sory Review and Evaluation Process (SREP).

Indonesian commercial banks must meet the mini-
mum threshold for first-tier and second-tier capital,
with first-tier common equity (paid-up capital and
disclosed reserves) being 4.5% of the bank’s risk-
weighted assets and first-tier capital being 6% of
the bank’s risk-weighted assets. Second-tier capital
is limited to a maximum of 100% of first-tier capi-
tal, either individually or when consolidated with the
bank’s subsidiaries.

Banks must also set aside additional capital as a buff-
er against variations in economic and financial risk,
as follows:

+ a capital conservation buffer of 2.5% of the bank’s
risk-weighted assets for banks with core capital of
more than IDRG trillion;
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+ a counter-cyclical buffer of 0% to 2.5% of the
bank’s risk-weighted assets, which applies to all
banks; and/or

« capital surcharge for systemic banks of 1% to
2.5% of the bank’s risk-weighted assets, which
only applies to banks that may have systematic
financial impact due to various elements, includ-
ing the amount in assets owned by the bank, the
bank’s capital levels, the obligations that the bank
holds, the bank’s networks or relationships with
other sectors, and the complexity of the bank’s
transactions or services.

As regards foreign banks’ branch offices, they must
satisfy the Capital Equivalency Maintained Assets
(CEMA) requirement. CEMA is the fund that must be
allocated to the bank’s financial assets and must be
maintained at a minimum of IDR1 trillion.

Liquidity Requirements

Indonesia has implemented both the Liquidity Cover-
age Ratio (LCR) and Net Stable Funding Ratio (NSFR),
forming part of its bank liquidity risk policy.

The LCR aims to preserve a bank’s short-term liquidity
stability by ensuring that it has sufficient high-quality
liquid assets (HQLA) to cover estimated total net cash
outflows during a 30-day stress scenario. Fulfilment
of a minimum LCR of 100% indicates that banks have
adequate liquidity.

Commercial banks are required to maintain their
liquidity adequacy using the NSFR, which is set at a
minimum of 100%. The value of the NSFR is obtained
by comparing the value of available stable funding
(ASF) with the value of required stable funding (RSF).
A bank’s ASF refers to the amount in stable liabilities
and equity that remains in the bank within one year,
whereas RSF refers to the total assets and off-balance
sheet exposure.

OJK has recently imposed the same requirements for
the Sharia commercial banks and Sharia business
units under OJK Regulation No 20 of 2025 on Obli-
gation to Fulfil the Liquidity Coverage Ratio and Net
Stable Funding Ratio for Sharia Commercial Banks
and Sharia Business Units. Under the new regulation,
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the Sharia banks and units must meet a 100% liquidity
adequacy ratio by 30 June 2028.

Leverage Ratio

Pursuant to the OJK Regulation No 31/POJK.03/2019
of 2019 on Mandatory Leverage Ratio Fulfilment for
Commercial Bank and OJK Regulation No 21 of 2025
on Mandatory Leverage Ratio Fulfiiment for Sharia
Commercial Bank, conventional and Sharia commer-
cial banks are required to always maintain a leverage
ratio of at least 3%, which will be used to calculate the
adequate core capital that must be provided by each
bank based on its recorded total exposure.

Additional Requirements

Banks are required to submit reports to the OJK con-
cerning their compliance with risk management, capi-
tal adequacy, and liquidity requirements. The reporting
intervals can differ and may include daily, monthly,
quarterly, semi-annual or annual submissions, in
accordance with the structured report formats stip-
ulated under OJK Regulation No 63/POJK.03/2020
on Commercial Banks Reporting Through the OJK
Reporting System.

The OJK has enacted OJK Regulation No 18 of 2025
on Transparency and Publication of Bank Reports
since 4 August 2025, yet it will come into force on
8 February 2026. The regulation has re-compiled all
mandatory reporting of banks regulated under the
banking regulations and has grouped the reports
according to the type of the banks as well as their
reporting period and deadlines. This regulation aims
to provide banks with easier guidance on navigating
their relevant reporting obligations.

The regulation emphasises that each of the bank
reports must be prepared thoroughly, accurately, cur-
rently, fully, on time, and comparably. Additionally, the
OJK requires the bank’s board of directors to appoint
an executive officer with the integrity and relevant
competence to prepare the bank’s financial state-
ments. Such an executive officer must have a good
track record and must sign and submit to the OJK a
statement letter of integrity and compliance with the
applicable laws and regulations as well as the OJK’s
directives. The executive officer must have knowledge
and/or experience in the field of accounting.
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Banks are required to appoint the executive officer
as referred to in the preceding paragraph or — at a
minimum - designate one member of the team as
responsible for preparing the bank’s financial state-
ments, ensuring that this person possesses the fol-
lowing competencies:

* has successfully passed the chartered accountant
certification examination at a level at least one tier
above the minimum (in the case of banks classified
within the core capital 4, core capital 3, or branch-
es of banks domiciled overseas); or

* has successfully passed chartered accountant
certification exam at the lowest level (in the case of
banks classified within the core capital 2 and core
capital 1).

8. Insolvency, Recovery and Resolution

8.1 Legal and Regulatory Framework
Indonesia is a member of the Financial Stability Board
(FSB) and implemented the FSB Key Attributes of
Effective Resolution Regimes by enacting Law No 9
of 2016 on the Prevention and Resolution of Financial
System Cirisis in 2016 as amended by Law 4/2023
(“Law 9/2016”). The law clarifies the responsibilities
of the agencies involved in crisis management and
specifies the resolution procedure for non-systemic
and systemic banks. According to the regulation,
banking resolution is jointly handled by the LPS in
co-ordination with the OJK and Bl as well as the Com-
mittee on Financial System Stability (Komite Stabilitas
Sistem Keuangan, or KSSK).

If a bank encounters difficulties that jeopardise its
business continuity, the OJK is authorised to:

- restrict the authority of the bank’s shareholders and
management personnel;

« instruct shareholders to inject additional capital to
the bank, replace members of the board of com-
missioners and/or the board of directors, divest
their ownership in the bank to a buyer, provide
loans to the bank, and/or support the implementa-
tion of the duties of the OJK and the LPS in resolv-
ing the bank’s issues;
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* instruct the bank to write off non-performing loans
or problematic fund disbursements and account for
the bank’s losses against its capital;

* request the bank to merge or consolidate with
another bank;

* instruct the bank to transfer the management of all
or part of its operations to another party;

« instruct the bank to sell part or all of its assets and/
or liabilities to another party;

+ appoint a statutory manager and instruct the bank
to facilitate the statutory manager’s duties within
the bank;

* instruct the bank to refrain from conducting spe-
cific transactions with related parties and/or other
parties as determined by the OJK;

« restrict certain business activities of the bank;

« issue written instructions to the bank and/or certain
parties; and/or

« instruct the bank to take any other necessary
measures as deemed appropriate by the OJK.

As stipulated in Law 9/2016, the systemic bank should
develop a recovery plan that comprises the obliga-
tion of the ultimate shareholders to conduct bail-in
(eg, convert the debt to equity). In order to implement
this law, the OJK has enacted OJK Regulation No 5
of 2024 on the Determination of the Status of Super-
vision and Problem Handling of Commercial Banks
(“OJK Regulation 5/2024”). The regulations mainly
govern recovery actions taken by banks while fac-
ing crisis related to capital, liquidity, profitability, and
asset quality.

To overcome capital deficiencies, banks must pursue
the following recovery options.

* Injection of bank capital by the controlling share-
holder and/or the ultimate beneficial owner of
the bank - banks must first implement this recov-
ery option before implementing any of the other
options mentioned here.

+ Conversion of certain types of obligations into
bank capital - this measure maybe imposed by the
regulator of the bank or by involving other parties.
Eligible converted obligations comprise deposits
and/or debt or investment instruments that pos-
sess capital characteristics. Conversion can be
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done by converting the liabilities into ordinary
shares or writing down the liabilities.

* Injection of bank capital by other parties — this
could involve investments from other investors,
strategic partners, or government entities to bolster
the bank’s capital.

Recovery options for banks facing liquidity problems
include:

« application to Bl for short-term liquidity loans or
short-term liquidity financing based on Islamic
finance principles;

« request for fund placement to the LPS; and/or

« other recovery options, such as owning a credit
line in the money market.

Failure in profitability aspects can be addressed
through cost-efficiency programmes, sale of fixed
assets, and/or other recovery options, such as
increasing collection activity. Meanwhile, issues
caused by low asset quality can be resolved through
credit restructuring, productive asset write-offs, and/
or other recovery options, such as the transfer of cred-
it collection rights (cessie).

If those measures are implemented and the bank con-
tinues to face challenges that threaten its business
continuity and cannot be restored to a stable condi-
tion by the OJK within the latter’s authority, the OJK
will designate the bank as a bank under resolution.
Written notification of this designation will be provided
by the OJK to the bank, the LPS, and Bl accordingly.

In accordance with OJK Regulation 5/2024, the OJK
will classify a bank as being under resolution if it can-
not be restructured and meets the following criteria:

« the bank has not exceeded the one-year restruc-
turing period set by the OJK, but the bank’s condi-
tion has worsened and:

(@) the minimum capital ratio requirement reaches
below 8%, making restructuring impossible;
and/or

(b) the minimum required balance (giro wajib
minimum, or GWM) ratio in Indonesian rupiah
is equal to 0% and is deemed impossible to
resolve in accordance with provisions of the
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laws and regulations;
+ the one-year restructuring period ends and:
(a) the bank’s minimum capital adequacy ratio
is less than the minimum capital adequacy
requirement that corresponds to the bank’s risk
profile; and/or
(b) the GWM ratio in Indonesian rupiah is less
than the required ratio that must be fulfilled by
the bank and/or the bank has not been able to
resolve fundamental liquidity problems; or
« the banks cannot return deposits from the LPS.

During the bank resolution, the clients’ deposits will
be protected by the LPS. It will insure bank deposits
in the form of current accounts, term deposits, certifi-
cates of deposit, saving accounts, or other equivalent
forms of deposit. Currently, the number of deposits
insured by the LPS for each customer in a bank is set
at IDR2 billion. Meanwhile, deposits exceeding IDR2
billion will be settled by the liquidation team based on
the results of the bank’s asset liquidation. The LPS
guarantees various types of deposits, including con-
ventional banking products such as demand depos-
its, time deposits, certificates of deposit, savings, and
other equivalent forms, as well as deposit products
governed by Islamic finance principles.

9. ESG

9.1 ESG Requirements

Sustainability Regulation

Indonesia has implemented regulations that gov-
ern the broader concept of sustainability within the
banking sector. However, there are no specific reg-
ulations that explicitly focus on ESG matters. The
existing regulation — namely, OJK Regulation No 51/
POJK.03/2017 on the Implementation of Sustainable
Finance for Financial Services Institutions, Issuers,
and Public Companies (“OJK Regulation 51/2017”) —
requires banks to adopt sustainable practices, but it
primarily refers to sustainability in terms of economic,
social and environmental factors, rather than the more
specific ESG framework.

Under OJK Regulation 51/2017, banks in Indonesia
are mandated to practise sustainable finance in their
operations, so as to create sustainable economic
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growth by aligning economic, social and environmen-
tal interests. In practising sustainable finance, banks
are required to prepare and implement the following.

+ Sustainable Finance Action Plan - banks are
required to prepare and submit a Sustainable
Finance Action Plan annually to the OJK. The Sus-
tainable Finance Action Plan must at least include
a plan to develop sustainable products, a plan to
develop internal capacity or organisational adjust-
ment to align with sustainable finance practices,
and the target deadline by which to implement the
plan.
Sustainability report - banks must prepare a
sustainability report, which can be a separate or
integral part of the annual report, and publish the
report annually (by April 30th at the latest). The
sustainability report must be prepared in Bahasa
Indonesia (the official national language of Indo-
nesia) and at least include the bank’s sustainabil-
ity strategy, a summary of sustainability aspects
(economic, social and environmental), a profile of
the bank, an explanation from the board of direc-
tors, sustainability governance, sustainability
performance, written verification from an inde-
pendent party, a feedback sheet for readers, and a
response to feedback on the previous year’s report.
+ Sustainable finance funds allocation - banks that
are required to conduct social and environmental
responsibility measures must allocate a portion of
their funds for social and environmental responsi-
bility to the implementation of sustainable finance.
This fund allocation must be included in the Sus-
tainable Finance Action Plan.

The OJK may impose administrative sanctions for
any non-compliances with the foregoing. Conversely,
if the banks have performed sustainable finance effec-
tively, the OJK may provide an incentive to the banks
by involving the banks in HR competency develop-
ment programmes, granting the Sustainable Finance
Award, or other kinds of incentives.

Specific Regulations on Governance

While OJK Regulation 51/2017 does not specifically
covers the “governance” aspect of ESG, the govern-
ance of banks has been regulated in several other
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OJK regulations as discussed in 1.1 Key Laws and
Regulations, such as:

* OJK Regulation No 17 of 2023 on the Implementa-
tion of Governance for Commercial Banks;

+ OJK Regulation No 2 of 2024 on the Implementa-
tion of Governance for Sharia Commercial Banks
and Sharia Business Units;

+ OJK Regulation No 9 of 2024 on the Implementa-
tion of Governance for Rural Banks and Sharia
Rural Banks; and

+ OJK Regulation No 25 of 2024 on the Implementa-
tion of Sharia Governance for Sharia Rural Banks.

The above-mentioned regulations require banks to
implement good governance and provide detailed
guidelines on the implementation of good govern-
ance tailored for each type of bank in Indonesia. The
regulations cover the duties and responsibilities of the
board of directors and the board of commissioners,
the formation and duties of committees, the handling
of conflicts of interest, the implementation of compli-
ance and audits, risk management, remuneration, the
provision of funds to related parties and large funds,
the integrity of reporting and IT systems, banks’ stra-
tegic plans, and shareholder aspects, as well as the
implementation of anti-fraud measures, sustainable
finance, and governance within banks’ business
groups.

For Sharia banks, the regulations have also covered
good governance in the Sharia context, such as the
duties and responsibilities of the Sharia Supervisory
Board, Sharia compliance and Sharia risk manage-
ment.

10. DORA

10.1 DORA Requirements

The OJK has established regulations regarding risk
management in the use of IT within the banking sector,
which encompass several matters addressed under
Regulation (EU) 2022/2554 (the “Digitial Operational
Resilience Act” (DORA)), including requirements for
managing banks’ IT risks, incident reporting, and
managing third-party IT risks. These are regulated
under OJK Regulation No 11/POJK.03/2022 on the
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Organisation of IT by Commercial Banks (“OJK Regu-
lation 11/2022”) and its implementing regulations, OJK
Circular Letter No 24/SEOJK.03/2023 on the Assess-
ment of Digital Maturity of Commercial Banks, and
OJK Circular Letter No 29/SEOJK.03/2022 on Cyber-
Resilience and Cybersecurity for Commercial Banks.

IT Governance

Pursuant to OJK Reg 11/2022, banks are required to
implement good IT governance. This is conducted
by making clear the duties and responsibilities of
the board of directors, the board of commissioners,
and officials at all levels in the implementation of IT
governance. In addition, banks are also required to
establish:

+ an IT steering committee, which will be responsi-
ble for providing recommendations to the board
of directors on the bank’s IT strategic plan, IT
policies, allocation of IT resources, and IT issues
resolution efforts; and

«an IT management unit, which will be responsible
for managing IT activities.

IT Risk Management

Banks must implement risk management measures
effectively by at least conducting risk identification,
risk measurement, risk monitoring, and risk control.
Information security must be implemented effectively
and efficiently in every aspect, and communication
networks provided by the banks must adhere to the
principles of confidentiality, integrity and availability.
Further, banks must have a disaster recovery plan in
place to ensure the operation of the banks in the event
of a disaster of IT disruption.

Cyber-Resilience and Cybersecurity

In maintaining cyber-resilience, banks must — with the
support of adequate cyber-resilience information sys-
tems — conduct identification of assets, threats and
vulnerability, as well as conducting asset protection,
cyber-incident detection, and cyber-incident response
and recovery. Banks must conduct self-evaluation on
their cybersecurity maturity level annually and submit
the evaluation report to the OJK.

In addition, cybersecurity tests must be conducted
periodically - at least once a year - on a vulnerabil-
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ity analysis basis and scenario basis. To handle their
cyber-resilience and cybersecurity, banks are required
to establish a special unit or function responsible for
these matters.

Co-Operation With Third-Party IT Services
Providers

If a bank co-operates with a third-party IT services
provider, the bank must be able to supervise the
bank’s activities conducted by the IT services pro-
vider. Banks must establish policies and procedures in
utilising the services of IT services providers, including
with regard to:

« the process of identification of the need for an IT
services provider;

* the selection process;

* guidelines on co-operating with the IT services
provider;

+ the risk management process; and

+ guidelines on evaluating the performance and
compliance of the IT services provider.

When the selected IT services provider experiences
significant organisational changes, banks are required
to conduct a materiality reassessment of the IT ser-
vices provider.

Banks must report to the OJK and decide the next
step to address issues — including the termination of
the IT services provider - if the following conditions
occur:

« the results of the materiality reassessment indicate
that the performance of the IT services provider
may not be effective;

* the deteriorating performance of the IT services
provided by the IT services provider could cause or
lead to significant impacts on the bank’s business
and/or operations;

+ the IT services provider becomes insolvent, is in
the process of liquidation, or is declared bankrupt
by the court;

+ the IT services provider violates regulations regard-
ing bank secrecy and/or customer personal data;

* banks are unable to provide the data needed for
supervision by the OJK; and/or
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« there are other conditions that disrupt or halt the
provision of IT services by the IT service provider
to the bank.

Reporting

Banks must submit several periodical reports to the
OJK, including the IT development plan, a report on
the current condition of IT operations, and an IT oper-
ations implementation report. In the event of an IT inci-
dent that has the potential to or has caused significant
loss and/or disrupted the bank’s operational continu-
ity, banks are required to submit an initial notification
within 24 hours, as well as an IT incident report no
later than five working days after the IT incident is
discovered.

11. Horizon Scanning

11.1 Regulatory Developments

The OJK is currently in the process of preparing sev-
eral regulations in the banking sector. Those expected
to be implemented next are as follows.

Draft OJK Regulation on the Utilisation of Foreign
Workers and the Knowledge Transfer Programme
by Commercial Banks

This draft regulation is expected to replace OJK
Regulation No 37/POJK.03/2017 of 2017 on the
Employment of Foreign Workers and the Transfer of
Knowledge Program Within the Banking Sector. The
draft is expected to stipulate that a commercial bank
with 25% of its shares owned by foreign parties may
employ foreign workers only for the following posi-
tions:

* members of the board of directors;

* members of the board of commissioners;

- executive officers who report directly to the board
of directors or have significant influence over the
bank’s policies and/or operations;

- certain positions that:

(@) provide specialised expertise for the develop-
ment of banking systems, technology, and
innovation; and/or

(b) require an understanding of the language,
culture, and legal system of a particular country
in order to effectively serve foreign customers;
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and/or
+ experts or consultants.

The above-mentioned restrictions do not apply to the
branches of offshore bank (Kantor Cabang Bank Luar
Negeri, or KCBLN) and banks that operate as digi-
tal banks. Banks that employ the foreign workers as
directors, commissioners, and executive officers must
fulfil the following requirements:

+ the majority (more than 50%) of the members of
the board of directors must be Indonesian citizens;

* the majority of executive officers must be Indone-
sian citizens;

- at least 50% of the members of the board of com-
missioners must be Indonesian citizens.

Aside from the positions of directors and commission-
ers, foreign nationals may only be employed by banks
to carry out functions or tasks related to treasury, risk
management, IT, credit or financing, investor relations,
marketing, finance, operational, and/or internal audit.
Banks are prohibited from employing foreign workers
in the areas of HR and compliance.

A bank with less than 25% of its shares owned by
foreign parties may only employ foreign workers
for expert or consultant positions. A bank may be
exempted from this limitation if the following criteria
are met:

+ the ownership of the bank by foreign individu-
als and/or foreign legal entities is less than 25%
— however, the foreign individual(s) and/or foreign
legal entity(ies) acts and are acknowledged by the
OJK as the bank’s controlling shareholder; or

« there is an element of control exercised by foreign
individual(s) and/or foreign legal entity(ies) over the
bank.

A bank that employs foreign workers as executive
officers or in the above-mentioned certain posi-
tions or as experts or consultants is required to con-
duct knowledge transfer, which must be carried out
through:

* the assignment of at least two Indonesian workers
as companions for each foreign worker;
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+ education and job training for the companions in
accordance with the qualifications of the position
held by the foreign worker; and

« training or teaching programmes by the foreign
worker within a specified period, through seminars,
trainings, short courses and/or other programmes
conducted online and/or offline for the bank’s
employees.
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The Legal Responsibilities of Indonesian Banks in
the Implementation of Green Banking

The evolving discourse on sustainable finance has
positioned banking institutions as key actors in
advancing environmental and climate objectives. In
Indonesia, the concept of “green banking” has been
incorporated into the regulatory landscape through the
sustainable finance frameworks of the Financial Ser-
vices Authority (Otoritas Jasa Keuangan, or OJK) and
Bank Indonesia. However, the operational translation
of these frameworks into measurable decarbonisation
outcomes remains limited. The aim of this article is to
compare the legal basis of Indonesian banks’ environ-
mental responsibilities, the current performance of the
sector in implementing policies, and the implications
that arise from these gaps. It shall be argued that —
while Indonesian regulations establish a foundation
for green banking — enforcement remains weak and
banks face increasing exposure to governance, dis-
closure and reputational risks.

Legal framework for green banking in Indonesia

Financial institutions occupy a central role in the green
transition, functioning not only as providers of capital
but also as gatekeepers for environmentally respon-
sible economic activities. In Indonesia, the banking
sector has become an essential instrument for achiev-
ing the State’s sustainable development goals, includ-
ing commitments under the Paris Agreement and the
country’s Net Zero Emission (NZE) target by 2060.

The regulatory push for green banking seeks to ensure

that banks incorporate ESG principles into credit and
investment decisions. Yet, despite the proliferation of
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sustainability-related policies, recent assessments by
Asia Research andEngagement (ARE) in September
2025 reveal that Indonesia’s banks remain laggards
in decarbonisation and fossil-fuel exit commitments
compared to its South-East Asian peers. Such assess-
ments, which include four major banks in Indonesia,
indicate — among other findings — that these banks
have not established specific timelines for discontinu-
ing new coal power financing and have yet to adopt
public policies containing restrictions on the financing
of other high-carbon industries.

Indonesia’s legal framework for sustainable finance
is anchored in several key regulatory instruments.
However, these remain broadly applicable to the finan-
cial services sector as a whole and have yet to spe-
cifically address the core operations of the banking
industry. As a starter, the OJK issued Regulation No
51/POJK.03/2017 on the Implementation of Sustain-
able Finance for Financial Service Institutions, Issu-
ers, and Public Companies (“POJK 51/2017”). This
regulation mandates the integration of sustainability
principles into business strategy, risk management,
and reporting. Under POJK 51/2017, banks must
prepare a Sustainable Finance Action Plan (Rencana
Aksi Keuangan Berkelanjutan, or RAKB) and disclose
progress through a sustainability report. These obli-
gations are supported by OJK Regulation No 14 of
2023 on Carbon Trading through Carbon Exchanges
(“POJK 14/2023”) and OJK Regulation No 18 of 2023
on the Issuance of and Requirements for Sustainabil-
ity-Based Debt Securities and Sharia Bonds (“POJK
18/2023”), which establish financing mechanisms for
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environmentally sustainable projects applicable to
financial services institutions, including banks.

Additionally, the environmental law regime under Law
No 32 of 2009 on Environmental Protection and Man-
agement as amended by Government Regulation in
Lieu of Law of the Republic of Indonesia No 2 of 2022
on Job Creation (“Law 32/2009”) imposes obligations
on all business actors (including banks) to ensure that
financed activities comply with environmental stand-
ards. Banks are therefore expected to assess the
adequacy of environmental impact analyses (Analisis
Mengenai Dampak Lingkungan, or AMDAL) as part of
their due diligence in lending decisions. Banks’ fail-
ure to perform environmental due diligence may give
rise to the proliferation of financing linked to environ-
mentally harmful projects. This regulatory framework
demonstrates that the intersection of environmental
and banking regimes collectively forms the legal and
prudential basis for requiring Indonesian banks to
integrate environmental risk management into their
fiduciary duties and compliance obligations.

Assessment of Indonesian green banking and
decarbonisation policy

Despite the existence of these legal instruments,
empirical findings demonstrate a substantial imple-
mentation gap. Reports by ARE in 2025 have shown
Indonesian banks’ moderate progress in governance
and risk management in relation to climate change but
that they remain notably weak when it comes to policy
commitment and fossil-fuel phase-out strategies. The
study found that Indonesian banks scored an average
of 53% across key decarbonisation dimensions, with
governance at 50%, risk management at 83%, oppor-
tunity at 75%, but policy commitment only at 17%.
While the policy assessment focuses on evaluating
efforts to reduce banks’ exposure to high-carbon
industries, the governance dimension primarily exam-
ines the extent of management board accountability
in implementing green banking and decarbonisation
policies. The risk management dimension concerns
the adequacy of risk mitigation measures undertaken
prior to lending decisions, whereas the opportunity
aspect pertains to the enhancement of banks’ disclo-
sure of sustainable finance targets.
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Among the four Indonesian banks assessed in the
study, only one had publicly committed to a formal
net-zero target, while none had established specific
timelines for phasing out financing of new coal-fired
power projects. This limited progress reflects both
institutional and regulatory challenges. While the
OJK encourages sustainable finance through POJK
51/207, POJK 14/2023, and POJK 18/2023, it has yet
to impose explicit prohibitions or mandatory transition
timelines for high-carbon financing. Consequently,
between 2016 and 2024, Indonesian banks accounted
for 12% of coal project financing across South-East
Asia.

In conclusion, although the current legal framework
promotes green banking, the lack of enforceable
measures allows carbon-intensive financing to per-
sist. This suggests that Indonesia’s regulatory regime
still relies heavily on voluntary compliance and reputa-
tional incentives rather than binding legal obligations.

Enforcement challenge

Under POJK 51/2017, banks must disclose sustaina-
bility performance indicators. However, the regulation
lacks explicit sanctions for inaccurate or incomplete
reporting, reducing its deterrent effect. The absence
of a standardised disclosure framework comparable
to the Task Force on Climate-related Financial Disclo-
sures (TCFD) in the Indonesian regulatory framework
also limits its cross-jurisdictional comparability and
overall transparency.

The OJK’s current supervisory approach is largely
principle-based, emphasising persuasion and guid-
ance rather than enforcement. Although this fosters
flexibility, it may weaken compliance incentives, par-
ticularly for large banks with fossil-heavy portfolios.
From a legal perspective, banks may face the follow-
ing consequences:

+ administrative liability for non-compliance with the
OJK'’s sustainability reporting or environmental due
diligence obligations; and

» reputational and market risk arising from ESG-
related scrutiny by investors and stakeholders (ie,
ESG rating system for listed companies).
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It is questionable whether Law 32/2009 allows for the
possibility of indirect liability where financial institu-
tions knowingly fund environmentally destructive
activities. However, the dispute settlement provisions
under the regulation are sufficiently broad in interpre-
tation to allow for the imposition of indirect liability
on financial institutions that knowingly finance envi-
ronmentally destructive activities. Nevertheless, such
provision has rarely been tested in Indonesian courts
and enforcement challenges remain a central obsta-
cle.

Indonesia Sustainable Finance Taxonomy

The lack of detailed implementing regulations speci-
fying sanctions for unsustainable financing renders
existing obligations largely aspirational. Supervisory
bodies have yet to establish clear methodologies
for assessing climate-related financial risk in stress-
testing or prudential evaluations. In an effort to close
this gap, the OJK launched a consultative paper on
the third version of Indonesia Sustainable Finance
Taxonomy (Taksonomi untuk Keuangan Berkelanjutan
Indonesia, or “TKBI Version 3”) on 16 October 2025. It
is a classification system for economic activities that
support Indonesia’s Sustainable Development Goals,
encompassing economic, environmental and social
dimensions. The taxonomy serves as a reference
framework to enhance capital allocation and sustain-
able financing, thereby contributing to the achieve-
ment of Indonesia’s net-zero emission target.

The TKBI is developed through a progressive
approach covering all Nationally Determined Contri-
bution (NDC)-related sectors as well as relevant ena-
bling sectors. The first version, TKBI Version 1 (issued
in February 2024), established the core framework
and technical criteria for activities in the energy sector.
The subsequent TKBI Version 2 introduced technical
criteria for three NDC sectors, such as construction
and real estate, transportation and storage, and parts
of the agriculture, forestry and fishing (AFF) sectors,
particularly forestry and palm oil plantations.

In alignment with the ongoing development of the
ASEAN (Association of Southeast Asian Nations)
Taxonomy for Sustainable Finance (ATSF) Version 4
by the ASEAN Taxonomy Board (ATB), the OJK con-
tinues the formulation of TKBI Version 3. This version
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will include Technical Screening Criteria (TSC) for
three NDC sectors — namely, AFF (covering agricul-
ture, plantation, fisheries and marine, social forestry,
and species conservation), manufacturing/industrial
processes and product use (IPPU), and water supply,
sewerage, and waste management (WSSWM) - as
well as two enabling sectors, which are:

+ information and communication; and
« professional, scientific and technical (PST) activi-
ties.

The preparation of TKBI is carried out through close
collaboration between the OJK, relevant ministries/
agencies, and various national and international
stakeholders. The development of TKBI Version 3 is
currently in the public consultation stage - related
consultative papers regarding which are published on
the OJK’s homepage. The consultation includes writ-
ten submissions and in-person meetings, which took
place between 11 October 2025 and 21 November
2025, with focus group discussions on 30 October
2025 and 31 October 2025.

With regard to sustainable financing provided by the
banks and other financial institutions, TKBI Version 3
introduces the following features.

+ Green certification for businesses operating within
NDC-related sectors is anticipated to become one
of the key prerequisites for financing recipients to
qualify for lending facilities from banks. Some of
the applicable criteria for green certification in TKBI
Version 3 are:

(a) businesses within the AFF sector must have
implemented measures to ensure resilience
against climate change, adopted practices
aimed at enhancing environmental sustain-
ability, and minimised or eliminated adverse
impacts on biodiversity;

(b) businesses within the IPPU sector must dem-
onstrate a focus on product design to enable
practical reuse and recycling, minimising prod-
uct loss and waste throughout the value chain,
optimising production efficiency, and extending
the product’s lifespan to the greatest extent
possible — business must also prioritise the use
of recycled and/or renewable raw materials to
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reduce dependence on high-impact resources
and enhance resource resilience;

(c) businesses within the WSSWM sector must
have implemented measures to promote waste
segregation, maximised the recovery and reuse
of materials and resources, and reduced dis-
posal to landfills;

(d) businesses within the PST sector must have
implemented reduction of greenhouse gas
emissions based on a science-based and cred-
ible pathway; and

(e) business activities within the information
and communication sectors must comprise
programming, broadcasting, and software
development that promotes greenhouse gas
emission reduction through the development
and implementation of innovative technologies
that enhance energy efficiency, minimise waste,
and facilitate the transition to renewable energy
sources.

« The financial services institution is required to
assess the alignment of business actors with TKBI
Version 3, either in relation to the overall organisa-
tional system (entity-level assessment) and its busi-
ness portfolio (portfolio-level assessment). These
assessments should take into account the entity’s
contribution to sustainable business activities,
measured by the percentage of its total revenue,
capital expenditure, and operational expenditure
allocated towards achieving sustainable objectives.

The publication of TKBI Version 3 consultative papers
reflects the Indonesian regulator’s efforts to estab-
lish practical mechanisms for financial institutions
to implement green banking and decarbonisation.
Nevertheless, it remains uncertain whether these soft
laws (ie, requirements for green certification and the
assessment of businesses’ alignment with the sus-
tainable business taxonomy) will eventually be formal-
ised into binding and enforceable instruments, such
as OJK regulations.
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Outlook and recommendations

Indonesia’s regulatory landscape for green banking
and decarbonisation represents an important step
towards aligning financial practices with sustainabil-
ity principles. However, the current framework falls
short of establishing binding mandates or robust
enforcement mechanisms. Consequently, Indonesian
banks are increasingly exposed to reputational and
legal risks arising from their continued financing of
high-emission projects, which stands in contrast to
the rapid advancement of global and regional sustain-
ability standards.

The Indonesian regulators are encouraged to strength-
en regulatory enforcement, align disclosure standards
for the financing targets, and enhance national inter-
agency co-ordination. Once the issue of enforceability
is addressed, banks will inherently bear legal account-
ability in fulfilling their role in supporting the nation’s
transition towards a low-carbon economy.

While awaiting the formal adoption or incorporation
of international standards into the binding regula-
tory framework for green banking and decarbonisa-
tion, Indonesian banks are encouraged to implement
the OJK’s carbon trading guidelines (Mengenal dan
Memahami Perdagangan Karbon Bagi Sektor Jasa
Keuangan) - the first edition of which was published
in July 2025. In line with POJK 51/2017, the guide-
lines encourage banks to provide blended financing to
the small carbon project developers, allocate financ-
ing related to the improvement of human resources
capacity through manpower training in carbon pro-
jects, and act as intermediaries in carbon trading.
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