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CONSUMER PROTECTION IN THE BANKING SECTOR

Overview

I ndonesiads Banking Law (Law No. 7 of 1992, as
corporate entities that mobilize funds from the public in the form of deposits and channel these
funds to the public in the form of credit. The Banking Law applies to
banks. A commercial bank provides services in payment transactions based either on conventional or
Sharia principles. A rural bank also bases its activities on conventional or Sharia principles but has
restricted operational areas, and does not provide any service in payment transactions. While all banks
are prohibited from conducting insurance business, rural banks cannot accept funds in the form of
demand deposits and cannot conduct business in foreign exchange.

Indonesia has 120 commercial banks and 1,837 rural banks. The former consist of 4 State banks (one
of which has an Islamic banking unit), 26 Provincial Government Regional Development Banks covering
al | 33 o fs plovindes rf1d fi whidbh have an Islamic banking unit), 79 private conventional
commercial banks (8 of which have an Islamic banking unit), and 11 purely Islamic commercial banks. Of
the total of 1,837 rural banks, 154 (or some 8%) are Islamic.

Taken together, the assets of all banks, estimated at some 4,716.8 trillion IDR (or about USD 387.9
billion) as of October 2013, account for mor e
system.’

The banking market is highly concentrated, with just under 50% of all banking assets being held

by five commercial banks, of which three state-owned banks own 35% of all assets. Table 1
summarizes this concentration.

Table 1. The 10 Largest Banks in Indonesia as of October 2013

B (in rrﬁﬁ?frﬁDR) ey e

Bank Mandiri 608,730,930 12.9% | State-owned bank

Bank Rakyat Indonesia (BRI) 581,135,557 12.3% | State-owned bank

Bank Central Asia (BCA) 469,305,421 9.9% | Private non-foreign bank
Bank Negara Indonesia (BNI) 351,034,552 7.4% | State-owned bank

Bank CIMB Niaga 206,571,498 4.4% | Private non-foreign bank
Bank Permata 154,565,917 3.3% | Private non-foreign bank
Pan Indonesia Bank 143,507,655 3.0% | Private non-foreign bank
Bank Danamon Indonesia 140,022,487 3.0% | Private non-foreign bank
Bank Internasional Indonesia 124,445,063 2.6% | Private non-foreign bank
Bank Tabungan Negara 123,196,691 2.6% | State-owned bank

Total assets of all commercial banks 4,716,845,000

Source: Bank Indonesid

! The latest estimated total assets per category of banks is as follows: (a) State-owned Banks i IDR 1,615.9 trillion

(or USD 147.3 billion); (b) Regional Banks i IDR 387 trillion (or USD 35.07 billion); (c) Private Conventional

Commercial Banks - IDR 1,952 trillion (or USD 179.6 billion); (d) Islamic Commercial Banks i IDR 166.4 trillion (or

USD 15.3 hillion) and (e) Rural Banks i IDR 73.9.trillion (or USD 6.8 billion).
2http://www.bi.go.id/web/en/Publikasi/Laporan+Keuangan+Publikasi+Bank/Bank/Bank+Umum-+Konvensional/

al |
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The ratio of bank credit to GDP is relatively low compared to other economies. Although private
credit represents only ab o’uhe seBtdr 9 rapidly exphnelingcliodaed,tas
indicated in Table 2, growth in total bank assets exceeded 200% from December 2007 to December
2012.

Table 2. Bank Assets (in trillion IDR)

Dec. 07 Dec. 08 Dec. 09 Dec. 10 Dec. 11 Dec. 12

All Banks 1,986,501 2,310,557 2,534,106 2,517,014 3,652,832 4,262,587

Source: Bank Indonesia

Commercial bank credit is on the rise, especially to households. As indicated by Table 3, from
January 1, 2010 to October 31, 2013, commercial bank credit for household purposes including for home
mortgages increased by over 60% while commercial bank lending to this segment fluctuated between

19.2% and 22.9% of all commercial bank lending.

Table 3. Breakdown by Sector of Credit provided by Commercial Banks (billion IDR)

Economic Sector Dec. 2011 Dec. 2012 Oct. 2013
Loans by Industrial Sectors
1. Agricultures, Hunting and Forestry 109,790 142,451 167,372
2. Fishing 4,935 5,492 6,084
3. Mining and Quarrying 87,780 104,207 109,795
4. Processing Industry 344,597 445,807 538,245
5. Electricity, Gas and Water 45,841 59,073 73,736
6. Construction 75,395 95,921 118,020
7. Wholesale and Retail Trade 375,017 499,567 627,483
8 Provisi.on.of accommodation and the provision of eating 30,425 44.640 56,324
and drinking
g, | Transportation, Warehousing 97,966 122,235 153,356
and Communications
10. | Financial intermediaries 105,184 124,958 146,393
11, Real Est'ate, Busingss, Ownership, 116,201 150,568 188,148
and Business Services
12, Government adminis_tration, I_Defense 3.014 2.793 6,062
and Compulsory social security
13. | Education Services 4,064 4,612 5,128
14. | Health Services and Social Activities 7,611 8,671 9,509
15, Community, Sgciocultural, Entertainment and Other 39,204 45,006 51,992
Individual Services
16. | Individual Services which serve Households 691 711 1,420
17. | International Agency and Other Extra Agency International 3,305 501 334
18. | Business Activities which are not clearly defined 81,689 50,396 2,165
Loans to Non Industrial Sectors
Households 423,005 619,264 681,201
- For Home Ownership 176,659 211,476 264,345
- For Apartment Ownership 5,573 10,275 11,943

% This percentage is significantly lower than prevailing percentages in other countries in the region. For instance, the
private credit to GDP ratio represents over 104% in Vietnam, 118% in Malaysia and 120% in Singapore (FinStats

2014).



- For Shop House Ownership 15,207 19,988 24,754
- For Vehicles Ownership 105,725 98,658 106,601
- Others 119,841 278,867 273,558
Non Industrial Origin - Others 244,288 180,987 216,711
Total 2,200,093 2,707,862 3,159,476

Source: Bank Indonesid

Rural bank credit is also increasing. From January 1, 2009 to December 31, 2012, rural bank credit for
individual and household purposes increased by some 27%, while rural bank lending to this segment has

fluctuated in the same period from a high of 17.3% toal ow of 14. 9% of alll
same period (see Table 4).
Table 4. Breakdown by Sector of Credit provided by Rural Banks (billion IDR)
Economic Sector Dec. 2010 | Dec. 2011 | Dec. 2012 | Oct. 2013
1. | Agriculture, hunting, and forestry 2,565 3,062 3,640 4,279
2. Fishery 40 73 106 127
3. Mining and quarrying 37 65 99 115
4, Processing industry 478 584 674 762
5. Electricity, gas and water 14 26 29 36
6. Construction 259 617 1,009 1,377
7. | Wholesale and retail trade 10,342 12,119 14,382 15,629
8. Prqvision of qccpmmodation and the provision of 288 310 311 384
eating and drinking
9. | Transportation, warehousing and communications 577 902 1,140 1,173
10. | Financial intermediaries 32 48 64 84
11. | Real estate 66 202 272 521
12 Goyernment. administration, land and compulsory 120 82 56 94
social security
13. | Education services 56 84 120 144
14. | Health services and social activities 81 90 82 107
15, Social ser\_llcgs_, social, cultural, entertainment 1.807 1512 1,565 2393
and other individual
16. | Individual services which serve 275 396 506 673
17. | Business activities are not clearly defined 1,683 1,748 1,939 3,106
18. | Not the business field - households 3,785 4,502 5,376 3,366
19. | Not the business field - other 11,341 14,677 18,449 24,308
Total 33,844 41,100 49,818 58,677

Source: Bank Indonesia®

Another relatively recent feature of the Indonesian banking sector is the expanding range of
financial service delivery options available to consumers, including through money transfer and
mobile and internet banking products. This is especially the case with branch and ATM networks,

4 http://www.bi.go.id/en/statistik/perbankan/indonesia/Default.aspx

5 http://www.bi.go.id/en/statistik/perbankan/indonesia/Default.aspx
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which consistently expanded between 2007 and 2012 (see Table 5). The years 2007 to 2012 also marked
a corresponding increase in the number of ATM cards in circulation.®

Table 5. Points of Access to Financial Services in Indonesia

Points of access 2007 2008 2009 2010 2011 2012
ATMs per 100,000 adults 11.7 134 14.4 13.3 16.8 36.5
Commercial bank branches per 100,000 adults 6.1 6.7 7.8 8.3 8.7 9.6

Source: IMF Financial Access Survey

The number and value of credit cards in circulation in Indonesia is also on the rise. From May 2011
to May 2012, the number of credit cards in circulation increased by 6.35 % and, in the same period, in
terms of value, outstanding credit-card loans grew 12% year-on-year to IDR 17.51 trillion.” As of
December 2012, there were approximately 7.8 million credit card holders, 15.7 million credit cards and 19
commercial banks and one Islamic bank as credit card issuers in Indonesia. Regular accounts then
constituted approximately 70% of the total number of cards, whileso-c al | ed fApr emi umod

the balance. The top five credit card issuers then in order were BCA, Bank Mandiri, BNI, Citibank and
CIMB Niaga, with BCA having some 2.4 million credit cards held by 1.1 million credit card holders, out of
a total banking customer base of about 12 million.® As of January 2013, Bl has capped the monthly
interest rate on any credit card at 2.95%, being 35.40% per year.9

 See ATM Cards in Indonesia, published February 2013 by Euromonitor International
7 .
Source: Bl
® Data from the Indonesian Credit Card Association (AKKI)
° See Bl Circular Letter No. 14/34/DASP of November 2012 re: Limit on Credit Card Interest Rates

accounit



Comparison with Good Practices

SECTION A

CONSUMER PROTECTION INSTITUTIONS

Good Practice A.1.

Consumer Protection Regime

The law should provide clear consumer protection rules regarding banking

products and services, and all institutional arrangements should be in place

to ensure the thorough, objective, timely and fair implementation and
enforcement of all such rules.

a. Specific statutory provisions should create an effective regime for the
protection of a consumer of any banking product or service.

b. A general consumer agency, a financial supervisory agency or a
specialized financial consumer agency should be responsible for
implementing, overseeing and enforcing consumer protection regarding
banking products and services, as well as for collecting and analyzing
data (including inquiries, complaints and disputes).

c. The designated agency should be funded adequately to enable it to carry
out its mandates efficiently and effectively.

d. The work of the designated agency should be carried out with
transparency, accountability and integrity.

e. There should be co-ordination and co-operation between the various
institutions mandated to implement, oversee and enforce consumer
protection and financial system regulation and supervision.

f. The law should also provide for, or at least not prohibit, a role for the
private sector, including voluntary consumer organizations and self-
regulatory organizations, in respect of consumer protection regarding
banking products and services.

Description

As of 1 January 2014, OJK has obtained regulatory and supervisory responsibility
for the banking sector (including in relation to consumer protection). In addition, a
clear role remains envisaged for consumer protection NGOs. There are, however,
overlapping consumer protection regulators, laws and regulations. Also, it is not
clear that adequate resources and expertise for consumer protection supervision
exist within OJK. And, it is unclear to what extent consumer organizations actually
carry out their role. Other regulators include the Ministry of Trade (MoT) and the
National Consumer Protection Agency (NCPA) and there is a concern around the
lack of coordination among relevant regulatory bodies.

Paragraphs (a) and (b)

The relevant existing statutory provisions constitute an unclear patchwork for the
protection of a consumer of any banking product or service.

The Banking Law No. 7 of 1992, as amended by Law No. 10 of 1998 (the Banking
Law) has limited specific consumer protection provisions but requires banks to

10




have as their overriding thelv¢lferedf thevcomniom
peopled™

The Consumer Law also appears to apply to banking services. This is because the
def i ni t icansumero ¢ éntrépiieneurd a rserviceo in Artic
Consumer Law support the view that the Law applies to all financial services
(including banking services) and that the responsibilities of both MoT and the
NCPA cover such services. Although the mission team was told that the inclusion
of a refeavees€ ei n ot fie Consumer Law was
was made in Parliament and it is generally considered that the Law is poorly
drafted,'* there seems to be no doubt that any entity providing financial services
(including banking services) must comply with the Consumer Law.

In summary, the Consumer Law covers the following subjects (many of which

overlap with the provisions of the FCP Regulation i See Annex II).

1 General rights and obligations of consumers and entrepreneurs (Articles 4-8);

1 Misleading and deceptive conduct (Articles 9-14);

1 Annoying consumers in the way that services (or goods) are offered (Article

15);

Breaking an agreement with a consumer (Article 16);

Advertising (Articles 17 and 24);

Standard clauses (Article 18);

Compensation for consumers (Articles 19 and 23);

The governmentdés responsibility for

responsibility of the government, the public and consumer protection NGOs for

supervision of consumer protection (Article 30);

The establishment of the NCPA (Articles 35-43 and see above);

1 Recognition of the role of consumer protection NGOs (Article 44 and see
below);

91 Dispute settlement (Articles 45-48 and Good Practice E.2 below); and

1 Establishment of the Consumer Dispute Settlement Board 1 or BPSK (Articles
49-59 and see Good Practice E.2); and

1 Administrative Sanctions (Articles 60-63).

=A =4 =4 -4 =4

=

Further, the Ministry of Trade (MoT) and the National Consumer Protection Agency
(NCPA) have functions which appear to overlap with those of OJK. The MoT
responsibilities include supervision and enforcement of the Consumer Law, which
is of general application. The NCPA was established under the Consumer Law and
its functions include (in summary) advising the government on consumer protection
policies; conducting surveys of r el evant | aws and co
NGO consumer protection foundations and working with the media on consumer
i ssues. The br eadt hconsumerd ,angéprdnedrd na sedvicefD |
in Article 1 of the Consumer Law support the view that the Law applies to all
financial services (including banking services) and that the responsibilities of both
MoT and the NCPA cover such services.

1% See Banking Law, Article 4
™ The mission team was told that the Consumer Law was drafted and passed by Parliament in less than 6 months to
meet an IMF requirement for such legislation post the 1987 Asian crisis.

"




The mission team was told that a Bill has been drafted which will make it clear that
the Consumer Law does not apply to financial services. However, the Bill has not
yet been tabled in Parliament and it is understood this is not likely to occur for
some time.

In practice until December 31, 2013, the Ministry of Trade deferred to Bl as the
agency responsible for implementing, overseeing and enforcing consumer
protection regarding banking products and services, as well as for collecting and
analyzing data (including inquiries, complaints and disputes). It seems likely that
this practice will continue wi t h OJK now having taken
respects. Nevertheless, it remains the case that there is no single authority that
has sole jurisdiction over matters of consumer protection in the banking sector.

OJKbds responsi bi | éenticgs sécmr (inctuding thé bamkiagnsecitog
is now provided for by Articles 5 and 55 of the OJK Law. Importantly, Article 5
pr ovi de sThe tFinhaamdial Services Authority shall have the functions to
implement the integrated regulatory and supervisory system for the entire activities
of the financial services sector. Article 55 then deals with timing issues by providing
that: (emphasis added):

fi ( A9 of December 31, 2012, the regulatory and supervisory functions, duties,
and powers of financial services activities in the sectors of Capital Markets,
Insurance, Pension Funds, Finance Institutions, and Other Financial Services
Institutions shall pass from the Minister of Finance and the Capital Market and
Financial Institution Supervisory Agency to the Financial Services Authority.

(2) As of December 31, 2013, the regulatory and supervisory functions, duties, and
powers of financial services activities in the Banking sector shall pass from Bank
I ndonesia to the Financi al Services AU

OJ K6 s o0 bgreeegptessly stated to include consumer protection:

iThe Financi al Services Authority is
activities of the financial services sector:
c) . can protect the interefAttideddc)). Cons y

In two specific areas directly bearing on consumers, however, Bl retains
responsibility, namely the payments system and, for the foreseeable future at least,
Bl 6s Credit Reporting System.

The FCP Regulation, which was made by OJK on 6 August 2013, will commence
on 7 August 2013 and contains broadly expressed provisions for consumer
protection in most parts of the financial sector, including the banking sector. The
FCP Regulation, in summary:

I Sets out general principles of consumer protection relating to
transparency, fair treatments, reliability, confidentiality and security of
customer d @m@aint ehandling fland resolution of consumer
disputes in a simple, fast, and affordable mannerd6 ( Arti cl e 2

1 Describes in broad terms the information to be provided by financial

services providers to consumers and by a consumer to a financial services

12



providers (Articles 4-13);

1 Requires financial services providers to carry out education in order to
improve the financial literacy of consumers and/or the community (Article
14);

1 Requires financial services providers to provide equal access to their
products and services, subject to specific classifications which are
permitted (e.g. in relation to income) (Article 15) and to provide services to
customers with special needs (Article 24);

1 Contains provisions relating to product suitability requirements (Articles 16,
21);

T Pr ohi arketing dirategies that harm the consumers by taking
advantage of consumers who do not have other options in making
decisionsd Arf{icle 17) and prohibits private marketing without consent

(Article 19);

1 Contains provisions relating to product forcing (Article 18 and see Good
Practice A.5);

1 Requires financial service provider details to be included in offers (Article
20);

1 Requires fstandard contractsO t o be prepared in a

regulations and prohibits certain types of standard clauses (Article 22 and
see also Article 18 of the Consumer Law which also deals with this topic
but is differently worded and does not provide for standard contracts to be
prepared in accordance with regulations);

I Contains provisions relating to security of deposits and assets etc, of
customers (Articles 25 and 27);

I Contains provisions dealing with conflicts of interest and making it clear
that financial services providers are responsible for the any losses etc.
caused by employees and other representatives (Articles 23, 29 and 30);

1 Provides data protection provisions (Article 31);

1 Requires financial services providers to have internal complaint resolution
procedures (Articles 32- 39 and see Good Practice E.1);

1 Provides for a facilitation service to be conducted by OJK (Articles 40-47
and see Good Practice E.2); and

1 Requires financial services providers to have internal control systems to
protect consumers (Articles 47-50);

I Gives OJK the ability to impose sanctions for breaches of the FCP
Regulation (Article 53); and

9 Provides for existing consumer protection implementation provisions to
remain valid so long as not inconsistent with the FCP Regulation (Article
55).

Annex Il provides a table that compares relevant provisions of the Consumer Law
and the FCP Regulation applicable to all providers of financial services to
consumers, including banks.

Paragraph (c)

With some 1,100 BI supervisors of banks supervising 120 commercial banks and
1,837 rural banks, it could be argued that Bl has been under-resourced in order to
be able to carry out its mandate efficiently and effectively in respect of consumer
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protection. That OJK is planning on increasing the number of bank supervisors by
some 600 individuals as soon as feasible in 2014 is testament to this concern.

Paragraph (d)

Although there is no reason to doubt that the work of Bl has been carried out with
integrity, there has been: (a) no division of resources within Bl regarding its efforts
at prudential and business conduct regulation, supervision and enforcement; and
(b) no clear mechanism for accountability in respect of any weak BI performance
regarding matters of banking consumer protection. Further, although Bl is required
to prepare an annual financial report and publicize it through the mass media,*? this
report has not routinely dealt explicitly with issues regarding the business conduct
of banks towards their customers.

Paragraph (e)

While the role of NGO consumer protection foundations, the Ministry of Trade and
other so-c a | Iteehthicafly related Ministrieso0 i s expl icitly se
Law as being essential for purposes of supervising the application of this Law,
there does not appear to be any mechanism for co-ordination and co-operation
among Bl, the Ministry of Trade, other technically related Ministries and consumer
protection foundations in devising, implementing, overseeing and enforcing
banking consumer protection requirements.

Paragraph (f)

Finally, both the Consumer Law and the OJK Law provide a role for voluntary
consumer organizations in respect of consumer protection regarding banking
products and services. There is, however, no provision in law that explicitly looks to
any banking association as a self-regulatory organization.

The OJK Law only provides for the organization, governance and authority of OJK.
Established with the objective of protecting the interests of consumers and the
public,13 OJK has authority to regulate and supervise financial service activities in
the banking sector.** In carrying out its responsibilities, OJK may enact regulations,
grant or revoke licenses, examine and investigate violations and impose sanctions.
Since the Enactment Law makes it clear that Regulations are subordinate to Laws,
to the extent that any Regulation concerning matters of financial consumer
protection in respect of all banks in Indonesia is in conflict with existing Law,
including most importantly for the banking industry the Banking Law, the latter will
govern. As the OJK Law makes clear, existing banking laws and regulations prevalil
unless they are contrary to the OJK Law. Also, OJK will be required to coordinate
with Bl in formulating banking policies.

Legal Framework
Although there are many laws and regulations relating to banking products and
services of relevance to consumers, there is a lack of clarity as to the extent to

12 See BI Law, Article 61
B8 oJk Law, Article 4 c.
% Ibid., Article 6
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which will continue to apply once the FCP Regulation comes into effect on 7
August 2014. The Consumer Law and the Bank Transparency Regulation of
2005™ are two examples.

Against this background, Article 70 of the OJK Law refers to the various sector

specific | aws (such a sandilléneregBaionkoi nagotdérg
laws and regulations in the financial services sectoro and t hen pro

| aws and r remgainivadid té therestentnot in contravention of and not yet

replaced by this Lawo .

The OJK Law itself does not contain detailed consumer protection provisions.
However the FCP Regulation does and provides in Article 55 that:

AThe i mplementation of the provisions
financial services sector shall remain valid as long as not contrary to Financial
Services Authority regulations. 0

The mission team were advised that the intent is that the existing law and
regul ations s houl ekcepttornhe extentee tttoe awpmhb rye |
in the FCP Regulation are clearly inconsistent and regardless of which regulatory
agency is responsible for existing regulations (such as the Minister of Finance).
However, the provisions of a regulation such as the FCP Regulation cannot
override the provisions of a law approved by Parliament (such as the Consumer
Law), and there is doubt as to whether the general consumer protection provisions
of the FCP Regulation could override sector specific regulations (such as the Bank
Transparency Regulations). ' This overlap and ambiguity in the consumer
protection framework is likely to be of concern to relevant financial institutions that
have to consider how they can comply with all relevant laws and regulations and
work out what differences in language between the FCP Regulation and other laws
and regulations means in practice.

The ability of the FCP Regulation to override Laws and earlier regulations is not
however clear. A law can, of course, amend or revoke a previous law. A regulation,
however, cannotdo so.’ And, thus, the effi canygxistng
provisions governing financial consumer protectiond ( such as t he
and the Banking Law) ar e tothe exterd theyiare not
contrary to the FCP Regulationc‘)lf‘ appears legally dubious at best. Also, it appears
doubtful in law that the FCP Regulation can trump any Bl Regulation.

The above analysis means that there may be confusion as to the extent to which
consumer-related laws and regulations apply to the financial sector. This includes
in relation to the Consumer Law which, as mentioned above, applies to financial
services. The difficulty is that the Consumer Law contains some provisions which
are not included in the FCP Regulation, some of which are inconsistent with the
FCP Regulation and others which, while not being entirely inconsistent, are worded

* See BI Regulation 7/6/PBI/2005 on Transparency in Bank Product Information and Use of Customer Personal Data
! See FCP Regulation, Article 55

" See Law No. 12 of 2011 on the Enactment of Laws and Regulations

18 See FCP Regulation, Article 55
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differently (for example, provisions relating to standard contracts, complaints and
harassment and which gitsortywns$imansi &Hh
Although the mission team was informed that a draft Bill has been prepared which
makes it clear that the Consumer Law does not apply to financial services, the
position may well be confusing to regulated institutions until such a provision is
enacted.

Finally, there are a number of important matters of relevance to consumer
protection which are still to be the subject of regulations. These include future OJK
regul ations speci f i supérvisign inc then inancial isergces

sectord®® (b procédures for issuing written orders against Financial Services

Institutions and certain partieso ; procedure® for determination of statutory
managers in Financial Services Institutionso ; a n procdduargs fofiimposition of
sanctionso .

Non-Governmental Consumer Agencies

By the terms of the Government Regulation on Non-Governmental Consumer
Protection Agencies,21 (and in order to implement Article 44 of the Consumer Law),
a regime is provided for the formal registration of such agencies. Once registered,
they may engage in consumer protection in all parts of Indonesia®®* which for
purposes of the Regulation means:

i Disseminating information in order to increase awareness of rights and

obligations as well as consumer caution, in the consumption of goods and / or

services;

Providing advice to consumers who need it;

Working with related agencies in an effort to realize the protection of

consumers;

1 Helping consumers fight for their rights, including receiving consumer
complaints; and

1 Helping government supervision of consumer protection. *d

= =

The dissemination of information by consumer agencies about consumer
protection specifically includes knowledge about the legislation related to consumer
protection issues.”* In addition, consumer agencies are empowered to provide
counseling and consumer education.® Also, consumer agencies have authority to
fempower consumers to be able to fight for their rights on their own, either
individually or in groupsozf3 Furthermore, consumer protection agencies are to
provide oversight for goods and services by way of research, testing and surveys;.27
There is, however, no provision for funding such agencies.

Recommendation | Institutional Arrangements

9 |bid., Articles 4, 7 (e), 15 and 18

2n this respect, see also OJK Law, Article 9 (a) which sets out the requirementforOJKAoper ating policies
concerning supervision of financial services activitieso

% Government Regulation No. 59 of 2001

%2 |bid., Article 2 2.

% |bid., Article 3

** |bid., Article 4

% |bid., Article 6

*® |bid., Article 7

“" Ibid., Article 8
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There is a need to consider possible revisions to the supervisory structures and
reporting lines within OJK. Whilst appreciating that the structure of the Board of
Commissioners has been established by the OJK Law, consideration should be
given as to how the specialized supervisory arrangements for market conduct (and
consumer protection) supervision might be best managed within OJK. Several
countries have been evaluating their most appropriate institutional arrangements
for financial consumer protection in recent years®. According to the Global Survey
on Financial Consumer Protection undertaken by the World Bank, the number of
economies that have agencies with dedicated resources and staff in financial
consumer protection increased from 46 in 2010 to 70 in 2013. Accordingly, 72% of
agencies with responsibility for financial consumer protection had a dedicated team
or unit in place to perform this function in 2013, as compared to 62% of economies
in 2010. OJK does not have such a dedicated team.

The overlap between OJK, the MoT and NCPA functions should be clarified. The
mission team was not able to meet with the NCPA and so it is not entirely clear to
what e xt ent t her e i s an overl ap i n pr 4
functions.

Legal Framework

There is a need to clarify the interaction between the FCP Regulation and the
Consumer Law as well as other existing consumer-related laws and regulations.
Ideally, this would be achieved by enacting a new Financial Consumer Law which
would cover the principles of the FCP Regulation plus the more specific
consumer protection aspects of existing laws which should continue. However, it
is appreciated that this is likely to be a long-term objective. In the interim, the OJK
proposal to issue Circulars which clarify the application of the FCP Regulation to
the banking sector is helpful.

The work begun by the enactment of the FCP Regulation should be expanded to
deal in greater depth with important matters of financial consumer protection in
the banking industry. For example, further regulations would be particularly
helpful in setting forth detailed disclosure rules for banks depending on the
banking product, in providing rules applicable to retail customer account switching
from bank to bank, and in banning the practice of charging unreasonable
prepayment penalties (in some cases as high as 5% on the outstanding balance)
on early repayment of loans. Whilst a reasonable fee might be charged with early
repayment of a fixed rate loan when interest rates have dropped, it is not
considered reasonable that prepayment penalties should be able to be charged
for a variable rate loan. Similarly, unreasonable fees on closing a deposit account
should not be permitted. OJK Circulars dealing with such issues would be
helpful, whilst acknowledging they would not be binding.

Good Practice A.2 | Code of Conduct for Banks

a. There should be a principles-based code of conduct for banks that is
devised by all banks or the banking association in consultation with the
financial supervisory agency and consumer associations, if possible.

BFor more exa mpl es, pl ease r ef efEstatlighingalFieandédbQohsumerBPaotedtiont e c hni c al
Supervision Departmento :
http://responsiblefinance.worldbank.org/~/media/GIAWB/FL/Documents/Publications/TechNote-Belarus-FCP-Dept-

FINAL.pdf
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Monitored by a statutory agency or an effective self-regulatory agency,
this code should be formally adhered to by all sector-specific
institutions.

b. If a principles-based code of conduct exists, it should be publicized and
disseminated to the general public.

c. The principles-based code should be augmented by voluntary codes of
conduct for banks on such matters as facilitating the easy switching of

consumer s6 current accounts and est 4

the banking industry for the descri
products.

d. Every such voluntary code should likewise be publicized and
disseminated.

f

Description

There is no principles-based code of conduct for banks of the type contemplated
by this Good Practice. Nor are there any voluntary codes of conduct as envisaged
by this Good Practice.

Of the six banking associations in Indonesia, the first, and by far the most
significant, is the Indonesia Banks Association (PERBANAS), a voluntary
association of Indonesian Commercial Banks established in Jakarta in 1952. There
is also a State-owned Banks Association (HIMBARA), an Association of Regional
Development Banks (ASBANDA), one for Islamic Banks (the Indonesia Islamic
Banking Association) and one for Rural Banks (PERBARINDO). And finally, there
is a Foreign Banks Association of Indonesia (FBAI). With the exception of regional
banks (all 26 of which are required to be members of ASBANDA), membership on
the part of banks is not compulsory in any of these Associations and there is no
overlapping of membership.

PERBANAS has 15 full-time staff and, in recent years, its budget has averaged the
extremely modest sum of about IDR 300,000,000 (or some USD 26,700) per year.
Taken together, however, the member banks of PERBANAS have some 90% of all
assets in the banking sector. Apart from the Chairman, there are five volunteer
Deputy Chairs of PERBANAS who focus on: (i) State-owned Banks; (ii) Big Private
Banks; (iii) Medium and Small-size Private Banks; (iv) Regional Banks; and (v)
Islamic Banks. All office holders provide their time on a voluntary basis. The
mission team was told that PERBANAS strongly favors a possible future statutory
requirement that all commercial (as opposed to rural) banks in Indonesia (including
Indonesian subsidiaries of banks with head offices outside Indonesia) be required
to join PERBANAS as a condition of obtaining or maintaining a banking license.

None of the six Associations of banks has formulated any detailed principles-based
code of conduct for its member banks and their consumers. Resource constraints
suggest that this is not likely to occur in the near future.

Rather, each association has devised its own internal Code of Ethics. By way of

example, the PERBANAS Code of Ethics has five sentences, as follows:

T AOuUTr nati onal banks are | oyal to t
Constitution of 1945.

1 Our national banks as one unit take responsibility for the implementation of
economic and financial development to achieve a prosperous and fair society
blessed by Allah.
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1 Our employees are Indonesian nationals that uphold their national character,
both in the work place, as well as in their daily lives.

1 Our employees, in carrying out our daily devotion, always maintain ethics,
honesty, vigilance, solidarity, and thoroughness in managing money entrusted
to us by the community.

1 We bankers always uphold the national bank secrecyent r ust ed t o

Individual banks are left to devise their own code of conduct or ethics. While a
Code of Ethics is required of every bank, no prescription exists as to what any such
Code must contain. Inevitably, therefore, the wording of these Codes varies widely.
As far as treatment of consumers is concerned, these Codes typically only recite
the general staff requirement to keep all customer information confidential. In
addition, there invariably is no recourse provided to a consumer in the event of any
breach by a bank of the terms of i ts
little, if any, practical relevance to consumer protection in the delivery of banking
products and services.?

The present situation will continue under the FCP Regulation, with all officers and
empl oyees of any Financi al S anr [thairjcdeadingsP
with consumers [to] abide by ofie [thei

Recommendation

In order to strengthen the role of industry associations in financial consumer
protection, OJK could develop guidance on the principles and minimum content of
industry codes of conduct. Such Codes could be enforced by the associations or
by OJK (if the industry associations do not have the resources or the capacity to do
s0). Guidance should also be provided on the mechanisms to disseminate the
code among industry employees and consumers and to enforce the industry code
by the associationds members (e.g. t h
do not comply and ultimately by giving the association power to suspend their
membership). At a minimum, any such Code should be contractually binding
between a bank and its customers through inclusion of an appropriate term in the
contract for the banking service.

In the medium to long-term, consideration should be given to encouraging
PERBANAS to formulate a Code of Conduct for the commercial banking industry.
Such a Code should be widely publicized and disseminated, including thorough
being made available at branches, any banking agents, and on the on the websites
of OJK, PERBANAS and all commercial banks. PERBANAS could require all its
members to subscribe to the Code. The development and enforcement of such a
Code would, of course, require significant resources.

The content of an industry Code of Practice would be a matter for consultation but,
at a minimum, it could be expected to deal with the following subjects:

1 The objectives of the Code;
1 Scope of coverage;
1 Supervision and enforcement mechanisms;

2 By way of example, see the Code of Conduct of Bank Mandiri at:
http://ir.bankmandiri.co.id/phoenix.zhtmI?c=146157&p=irol-govConduct

% ECP Regulation, Article 30 (2)
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1 Internal and external complaint handling processes and timelines; and

1 General descriptive information about banking products and services (including
those distributed by banks);

1 Advice to consumers concerning the enquiries they should make and

1 Other subjects not comprehensively covered by exisiting law (such as

disclosure requirments, responsible lending rules, cooling off periods,
advertising and obligations for informatiom to be legisble, clearly expressed, in
plain language and with a minimum font size).

The Code of Banking Practice approved by the Banking Association of South
Africa in June 2010 i and in force as of 1 January 2012 i may be a useful
reference.®" See also Regulatory Guide 183: Approval of Financial Sector Codes of
Conduct, published by the Australian Market Conduct Regulator, the Australian
Securities and Investment Commission.**

With over 1,800 rural banks, not all of which are members of PERBARINDO, it is
recognized that formulating a voluntary Code of Conduct that applies to all rural
banks in their dealings with consumers is unrealistic.

Good Practice A.3

Appropriate Allocation between Prudential Supervision and Consumer
Protection

Whether prudential supervision of banks and consumer protection regarding
banking products and services are the responsibility of one or two
organizations, the allocation of resources to these functions should be
adequate to enable their effective implementation.

Description

Although OJK has a strong policy focus on consumer protection, at present it does
not separate its prudential and market conduct supervisory arrangements.
Individual staff members at OJK perform both prudential and market conduct
supervisory functions and do not appear to have a particular focus on consumer
protection issues. The concern is that consumer protection and prudential
supervision require different types of supervisory profiles, skills and approaches,
with the |l atter focusing more on quan
financial soundness, and the former on qualitative skills and assessment of how an
institution deals with consumers. Further, staff do not use, in any systematic way,
many of the specific tools relevant to this area (such as mystery shopping,
customer focus groups and surveys, review of advertising materials or a systematic
analysis of customer complaints made to the various mediation services on offer).
There are also concerns as to whether OJK is adequately resourced for the broad
CPFL functions it has to carry out.

In addition, having consumer protection and prudential responsibilities within the
same unit may make it harder to resolve situations when conflicting objectives
arise. For example, if the consequences of sanctioning a financial institution for
noncompliance with one or more consumer protection provisions would have a
negative impact on the soundness (or public perception of soundness) of a financial
institution, or if a requirement for a financial institution to compensate customers

“The Banking Association of South Africads Code of Banking

http://www.banking.org.za/consumer _info/code of banking/code of banking.aspx

Shttp://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/rg183-published-1-March-2013.pdf/$file/rg183-published-

1-March-2013.pdf
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would have a negative impact on prudential requirements, a supervisor may opt to
avoid making a decision or even considering consumer protection issues in order to
minimize prudential impact. Alternatively, when high political or public pressure
exists to identify problems with consumers, the attention of supervisors may focus
too much on consumer protection - rather than prudential - issues.

The ©position was similar with Bl d&ds s
Supervision appears to have been limited to requiring quarterly reports concerning
consumer complaints and per i odi ¢ reports from b
Department regarding matters such as the operation of the Funds Transfer System.
Important consumer materials such as terms and conditions, application forms, and
sales and disclosure documentation were not reviewe d by Bl . As
Overview webpage still makes clear, the approach Bl used regarding supervision
was t o e nselbregulatogyebanking in which banks consistently implement
their own internal regulations for operational activities within the overall guidelines
of prudential principleso . Bl also did not appar e
supervision tools referred to above.

Recommendation

There is a need to consider possible revisions to supervisory structures and
reporting lines within OJK.

Whilst appreciating that the structure of the Board of Commissioners has been
established by the OJK Law, consideration should be given as to how the
specialized supervisory arrangements for market conduct (and consumer
protection) supervision might be best managed within OJK. It is worth noting that
several countries have been evaluating their most appropriate institutional
arrangements for financial consumer protection in recent years. According to the
Global Survey on Financial Consumer Protection undertaken by the World Bank,
the number of economies that have agencies with dedicated resources and staff in
financial consumer protection increased from 46 in 2010 to 70 in 2013.
Accordingly, 72% of agencies with responsibility for financial consumer protection
had a dedicated team or unit in place to perform this function in 2013, as compared
to 62% of economies in 2010. OJK does not have such a dedicated team.

Special consideration should be given as to how market conduct supervision in
OJK could be separated from prudential supervision, and be resourced with
adequate tools, approaches and capacity. Ideally market conduct supervision in
OJK should be separated from prudential supervision and have adequate expert
staff and resources in order to perform its specialized responsibilities effectively
and in order to avoid any conflicts of interest.

Good Practice A.4

Other Institutional Arrangements

a. The judicial system should ensure that the ultimate resolution of any
dispute regarding a consumer protection matter in respect of a banking
product or service is affordable, timely and professionally delivered.

b. The media and consumer associations should play an active role in
promoting banking consumer protection.

Description

Paragraph (a) - Judicial System
The Indonesian judicial system does not appear able to meet the standards
required by this Good Practice.

In general, it is understood that neither consumers nor financial organizations trust
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the courts since their processes are perceived to be slow, expensive, and
unpredictable, as well as handled by low-paid judges susceptible to bribery.33 The
mission team was also told there are cultural considerations which make
consumers uncomfortable bringing their disputes before a court.

Paragraph (b) - The Media

The media and consumer associations do not yet play an active and effective role
in promoting banking consumer protection. While press coverage of important
developments appears from time-to-time, the mission team was informed that there
have only been a few instances, to date, of television and radio programming
devoted to banking consumer protection issues.

Paragraph (b) - Consumer Associations

With few exceptions, it appears that consumer associations lack the funds and
human resources needed to play an active and sustained role of significance in
promoting banking consumer protection. However, some consumers have asked
YLKI or other formal consumer associations for help, and they have contacted
financial institutions to correct wrongdoing. OJK and the Ministry of Trade have
been receptive to the actions of YLKI and similar consumer associations, for
example by participating in consumer awareness campaigns or events (e.g. a
campaign carried out last year encouraging consumers to present complaints
regarding credit cards). YLKI has also shared with OJK information about the
complaints they receive regarding business practices and contract terms of multi-
finance companies. Annually YLKI also organizes a press conference to
disseminate the main activities they undertook during the year, and share
information about the main types of complaints they receive.

Recommendation

Judicial System
See the recommendations in Good Practice E.2 concerning the importance of
developing an effective alternative dispute resolution system in Indonesia.

Media

Consideration should be given to mounting a public and media awareness
campaign in relation to financial products and services, as well as in respect of the
statutory and other obligations that OJK, the Government, banks and other
financial institutions have towards consumers. There also appears to be a need to
educate journalists on financial issues, a role which could at least partially be
undertaken by OJK.

Consumer Associations

Consideration should also be given to providing funding to consumer associations
to promote their capacity to deal with consumer protection matters regarding
financial services in general, and banking services in particular. In addition, it will
also be important for OJK to promote the participation of consumers associations

8 By way of example, see Sebastiaan Pompe, The Indonesian Supreme Court: A Study of Institutional Collapse,
Ithaca, New York, Cornell University Southeast Asia Program, 2005. Note also that in 2012, Transparency
International ranked Indonesia 118 out of 174 countries in its Corruption Perception Index which reflected a
deterioration from 100 out of 182 countries in 2011.
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in working groups or consultative bodies in order to ensure that consumers are
represented during the formulation of future financial services policies and the
drafting of pertinent laws, regulations and guidelines as a result.

Good Practice A.5

Licensing

All banking institutions that provide financial services to consumers should
be subject to a licensing and regulatory regime to ensure their financial
safety and soundness and effective delivery of financial services.

Description

All Indonesian banks that provide financial services to consumers have been
required to be licensed by BIl. By Article 16 of the Banking Act, all institutions that
aimed to take deposits from the public whether as commercial bank or a rural bank
had first to be licensed by Bl after having met all specified statutory requirements

As of January 1, 2014, OJK has authority to do the following: (1) issue a license for
the establishment of a bank; (2) supervise bank activities in respect of such
matters as business plans, mergers and acquisitions and amendments to their
articles of association; ( 3) regul at e
norms and requirements, including in respect of capital adequacy, liquidity,
reserves and standards of accounting, as well as the management of risk, bank
governance and know your customer principles; (4) regulate and supervise all
commercial and rural banks in respect of their conduct in dealing with consumers;
and (5) impose sanctions on any bank for its breach of any regulation regarding
banking consumer protection.**

By its FCP Regulation, OJK has set high-level criteria for the business conduct of
banks as of August 7, 2014 which could be relevant to future decisions regarding
the licensing of banks.

Recommendation

OJK should consider making it a licensing condition that an applicant is able to
demonstrate compliance with all market conduct laws (such as the FCP
Regulation). Consideration might also be given to requiring licensed banks to
provide an annual certificate to OJK certifying their compliance with these laws.

SECTION B

DISCLOSURE AND SALES PRACTICES

Good Practice B.1

Information on Customers

a. When making a recommendation to a consumer, a bank should
gather, file and record sufficient information from the consumer to
enable the bank to render an appropriate product or service to that
consumer.

b. The extent of information the bank gathers regarding a consumer
should:

(i) be commensurate with the nature and complexity of the
product or service either being proposed to or sought by the
consumer; and

(i) enable the bank to provide a professional service to the

% Besides the FCP Regulation itself, these presumably include all relevant Bl Regulations.
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consumer in accordance with thia

Description

The AKnow Your Customero (KYC) r uMoeey
Laundering and Combatting the Financing of Terrorism*®® require commercial - but
not rural - banks to record an array of information regarding every retail customer
but are focused more on matters of financial integrity rather than the product or
service needs of customers.

Paragraphs (a) and (b)

When any commercial or rural bank makes any recommendation to a consumer,
however, it is under no legal obligation to gather, file and record any, let alone
Asufficiento, information from tenhder ao
appropriate product or service. Also, there is no legal obligation on any commercial
or rural bank to make the extent of its consumer information gathering exercise be
commensurate with the nature and complexity of what is being offered to, or
requested by, the consumer.

There is, though, a provision in Article 15 of the FCP Regulation aimed at enabling
banks to provide a professional ser vi
capacity. In this respect, a bank is obliged to provide any consumer equal access
to its products and services according
bank based wupon such factors as: (a)
occupation; (c) ffaverageo i ncome; ( dr)
service are to be used; and (e) any o
of consumerso may be determined.

I n additi on, al | banks are entitled t
have access to accurate, honest and clear information on, and documents from, a
consumer.®’

Recommendation

OJK should give consideration to requiring all banks, by Regulation, to adhere to
all aspects of this Good Practice.

Good Practice B.2

Affordability

a. When a bank makes a recommendation regarding a product or service to
a consumer, the product or service it offers to that consumer should be
in line with the need of the consumer.

b. The consumer should be given arange of options to choose from to meet
his or her requirements.

c. Sufficient information on the product or service should be provided to
the consumer to enable him or her to select the most suitable and
affordable product or service.

d. When offering a new credit product or service significantly increasing the
amount of debt assumed by the consumer, the consumer 6 s
worthiness should be properly assessed.

Description

Although there is no legal requirement for any bank to attempt to ascertain the true
fneedso of i ts consumer s as provided f

% See BI Regulation 14/27/PBI/2012, Articles 12 and 14

36 Ibid., Article 15 Query, however, whether, by allowing each bank to devise its own classes, the result is tantamount
to legal authority to discriminate.

%" See FCP Regulation, Article 3
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requirements relating to credit i worthiness assessments that must be undertaken
by banks. Specifically, under the Bl Act, a commercial bank is required, before
extending credit (or f i nanc havgcorfiderscedd t
the customer will repay his or her debt (or the financing) according to the agreed
ter ms. And this conf i de racthoroughuanalysisboé theb
intention, capability and ability of the customerd®

Further, by August 7, 2014, all banks and other financial services providers will be
required t o sutabiitg of deeds antd bapabifity of Consumersd f o
products and/or services being offered to them.* No guidance is given, though, as
to basis for any such consideration or its required extent. Also, there is no
obligation to inform the consumer of the results of this consideration, nor is there
clarity as to the implication(s) of a

Also, banks and all other Financial Services Providers will be prohibited from using
any marketing strategy for a product or service that harms a consumer by taking
advantage of the c*lrissunctea, hdveverchow ahy Hank can .
possibly know, say, o tonddionc onsluenes bbDr I
bank has been fully and accurately informed about it by the consumer. And, in this
respect, the only somewhat relevant legal provision comes from the Consumer
Law whi ch, among ot her t hto acg im ,goodo flaith iing
conducting the transaction of purchasing goods and/or serviceso™

Recommendation |The existing provisions relating to u
considerably strengthened to deal with the above-mentioned gaps. This might be
achieved by OJK providing regulatory guidance as to its expectations as to how
financial institutions might comply with Article 16 of the FCP Regulation. It is
considered especially important that a bank should be required to obtain
independently verifiable evidence daddrtoi
ascertain whether the consumer has the financial capacity to repay the credit
without substantial hardship.

The new rules could also appropriately include a requirement for a signed waiver
by the customer if a recommendation of non-suitability of a product or investment
is ignored.

The following may be useful references in this regard: the EU Directive on Unfair
Terms in Consumer Contracts 1993/13/EEC and EU Directive on Credit
Agreements for Consumers, 2008/48/EC; the Peruvian Regulation 6941-2008
(Rules for administration of over-indebtedness risk of retail debtors) and Chapter 3
Responsible Lending of the Australian National Consumer Credit Protection Act
2009.

Good Practice B.3 | Cooling-off Period
a. Unless explicitly waived in advance by a consumer in writing, a bank

¥ See Banking Act, Article 8. Note: This Article transfers to OJK as of 1 January 2014, as per Article 69 (1) b. of the

OJK Law.

¥SeeFCPRegul ation, Article 16. By way of taffedaffillyn cfi dmta otheltfor h
provided by way of example.

*%Ibid., Article 17

*I Consumer Law, Article 5 b.
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should provide the consumer a cooling-off period of a reasonable
number of days (at least 3-5 business days) immediately following the
signing of any agreement between the bank and the consumer.

b. On his or her written notice to the bank during the cooling-off period, the

consumer should be permitted to cancel or treat the agreement as null
and void without penalty to the consumer of any kind.

Description Unlike in the insurance industry, where a 14 day cooling-off period is required, no
cooling off period is mandated for banks. By the terms of its own loan
agreements,*” however, a bank may introduce a cooling-off period of any length for
its customers. It would appear, though, that doing so is rarely done. Rather, if a
consumer wants to terminate a loan after having received all or a portion of the
principal sum, it would appear that the consumer is typically required to forfeit all
up-front fees and to pay interest on the outstanding sum no matter how soon notice
to terminate has been lodged with his or her bank. It would also appear that, in
many cases, the consumer is required to pay a fee by way of penalty.

There are no statutory or regulatory requirements in these respects.

Recommendation | Unless explicitly waived in advance by a consumer in writing, banks should be
required to provide their consumers a cooling-off period® of a reasonable number
of days (say, three to five business days) immediately following the signing of any
loan agreement.” There should also be an obligation on all banks to advise their
retail customers of their rights in this regard when they take out their loans. Ideally
debtors should always have the right to prepay any credit provided this right is
subject to the payment of reasonable administrative fees and reasonable break
costs in the case of fixed rate loans.

Good Practice B.4 | Bundling and Tying Clauses

a. As much as possible, banks should avoid bundling services and
products and the use of tying clauses in contracts that restrict the choice
of consumers.

b. In particular, whenever a borrower is obliged by a bank to purchase any
product, including an insurance policy, as a pre-condition for receiving a
loan from the bank, the borrower should be free to choose the provider of
the product and this information should be made known to the borrower.

Description See Insurance Sector Good Practice A.5

Recommendation | See Insurance Sector Good Practice A.5

Good Practice B.5 | Preservation of Rights
Except where permitted by applicable legislation, in any communication or
agreement with a consumer, a bank should not exclude or restrict, or seek to
exclude or restrict:

i. any duty to act with skill, care and diligence toward the consumer in

“2 By Article 8 (2) of the Banking Law, each Commercial Bank is required to formulate and implement its own
procedures for the extension of Credit (or Financing based on Sharia Principles). Thus, a bank is free to allow for
cooling-off if it would like to do so.

* For a description of cooling-off periods in severalEU Me mber St ates, see the ECO6s
amendment of the Directive 87/102/EEC concerning consumer credit.

a4 Ideally debtors should always have the right to prepay any credit provided this right is subject to the payment of
reasonable administrative fees and reasonable break costs in the case of fixed rate loans.
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connection with the provision by the bank of any financial service or
product; or

ii. anyl i ability arising from the bankadg
with skill, care and diligence in the provision of any financial service
or product to the consumer.

Description

There is no law which expressly prohibits the practices described in this Good
Practice. However the standard contracts provisions in Article 22 of the FCP
Regulation provide some protection for consumers in this regard.

Recommendation

No recommendation.

Good Practice B.6

Regulatory Status Disclosure

In all of its advertising, whether by print, television, radio or otherwise, a
bank should disclose the fact that it is a regulated entity and the name and
contact details of the regulator.

Description

The requirements of this Good Practice will substantively be met when the
FCP Regulation takes effect, although there will be no obligation to disclose
contact details for OJK. Specifically, all financial services providers, including all
banks, must affix and/or mention in any offer or promotion of their products and/or
services: (a) the name and/or logo of the Financial Services Provider; and (b) a
statement that the Financial Services Provider is registered with, and under the
supervision of, the Financial Services Authority.

Recommendation

Consideration should be given to requiring all regulated financial services
providers to include OJK&és full name
l ogo), as well as OJKds street addres
their advertising.

Good Practice B.7

Terms and Conditions

Before a consumer opens a deposit, current (checking) or loan account at a

bank, the bank should make available to the consumer a written copy of its

general terms and conditions, as well as all terms and conditions that apply
to the account to be opened. Collectively, these Terms and Conditions
should include:

a. di sclosure of details of the bankés

b. a summary of the bankds complaints p

c. a statement regarding the existence of the office of banking ombudsman
or equivalent institution and basic information relating to its process and
procedures;

d. information about any compensation scheme that the bank is a member
of;

e. an outline of the action and remedies which the bank may take in the
event of a default by the consumer;

f. the principles-based code of conduct, if any, referred to in A.2 above;

g. information on the methods of computing interest rates paid by or
charged to the consumer, any relevant non-interest charges or fees
related to the product offered to the consumer;

h. any service charges to be paid by the consumer, restrictions, if any, on
account transfers by the consumer, and the procedures for closing an
account; and

i. clear rules on the reporting procedures that the consumer should follow
in the case of unauthorized transactions in general, and stolen cards in
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particul ar, as well as the bankods
reading of every word.

Description

Although the mission team was informed that all banks have written terms and
conditions for retail products and services, there is currently no statutory
requirement to meet the provisions of this Good Practice.* Further it is not usual
practice for banks to comply with many aspects of the Good Practice.

In addition, it appears to be common practice for commercial banks to produce
terms and conditions that are difficult for the non-lawyer to understand. Also, they
are usually in font size 7 which makes them difficult to read.”® This is
notwithstanding the Consumer Law requirement that they not include standard
clauses fin the form which is difficult to see or cannot be read clearly, or in a
statement which is difficult to understand &’.Finally, it is to be noted that the
general terms and conditions of some commercial banks can extend to more than
20 pages.

While the Banking Act does not currently deal with Terms and Conditions, per se, it
providesntbartending credits é and c oon
b ank s reguired tofiadhere to methods not detrimental to the Bank and the
interests of Customers entrusting their funds to the Banko®® Al s ia the irfiterest of
its customer, a bank [must] provide information concerning the risk of possible
loses relating to [any] customer transaction conducted through the Banko® These
provisions have transferred to OJK as of January 1, 2014.%

Some aspects of the Good Practice will be covered when the new FCP
Regulations come into effect in August 2014. However there will still be a need for
detailed regulations (and at minimum, guidelines) as to the required content and
format of terms and conditions.

From August 2014, a bank will be required by the FCP Regulation to provide its
potential customers with a document containing the terms and conditions regarding
t he product or prerdaaConswanersigning dny productfor service
document or agreementdo . And t hese ter ms andatlestnd
a) detailed charges, benefits and risks; and
b) procedures for complaints handling and redress by the banko®!

In formulating a loan or any other agreement with a consumer, a bank will also be
requitroednafi ntain balance, f af’Thesedesms ara n
however, undefined.

5 After the CPFL Review, OJK Circular Letter No.12/SEOJK.07/2014 concerning the Delivery of Responsible
Information on Financial and Marketing Products and/or Services was issued, but was not the object of the mission
teambs analysis.

“% In this respect, banks clearly do not comply with the requirement of Article 18 (2) of the CP Law which prohibits
banks from including a standard clause that is difficult to see, cannot be read clearly or is difficult to understand.

47 See Consumer Law, Article 18, Section 2

“8 Banking Act, Article 29 (3)

9 Ibid., Article 29 (4)

% See OJK Law, Article 69 (1) b.

5 |bid., Article 11
52 |bid., Article 21
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Recommendation

In the first place, it would be helpful if all banks were required to comply with all
aspects of this Good Practice. This would ideally be done by way of regulation so
as to ensure enforceability. At a minimum, OJK should issue detailed guidelines for
the purposes of the abovementioned provisions of the FCP Regulation.

Secondly, contract documents could also be made comprehensible through
summaries of key information, clear language and format and explanations from
bank staff in appropriate cases. This might be achieved by implementing the
following specific recommendations:

T A Key Facts Statement should be provided on the first page of every
contract summarizing the key terms (see Good Practice B.8).

1 Contracts should be both intelligible and legible. Contract documents
should be plainly expressed, in a minimum of a 10 point font size and
provided to a customer in the official language most relevant to the
customer.

f Contract documents should be explained to customers who would not
otherwise understand them. If a customer is clearly not able to read and
understand contract or security disclosure documents they should be
required to be explained to him or her by the institution concerned. This
might be required if, for example, if the customer is illiterate or blind.

T Customers should be given time to consider documents. Customers
should also be given a reasonable time (say at least one day) to consider
the information provided to them before the contract is signed. Similarly,
banks should explain the effect of giving any security (including a
mortgage or a guarantee) and the implications of default.

Thirdly, of high priority in the medium term, OJK could develop and require the
application by all banks of a standard methodology for financial institutions that
di scl oses the total price or cost of
i nt er e and isrcanpaablg across all banks. A future OJK Regulation should
specify a standard methodology required to be applied by all banks and OJK
should then monitor compliance in using it. Banks should be required to disclose
their effective interest rates, in advertising, marketing and sales materials and on
request. For example, Per uds Regul ati on of Tran
disclose the ATCEAO, or Annual Ef fect
interest rate, but includes all costs associated with a consumer credit. See also in
this respect, B.8 below regarding Key Facts Statements.

Fourthly, in the medium term, OJK should consider establishing a price comparison
webpage on its website to provide consumers with the means to compare the cost
(or return) and terms of similar financial products and to provide an incentive for
providers to compete to improve product design and pricing. The webpage could
also include easy-to-use financial tools, for example to compare similar products,
or to plan for expenditures (such as the birth of a child, or for health insurance). As
a complement to that webpage, price comparison tables could also be made
available by means of newspapers, community leaders, consumer associations,
and through suitable outlets in rural areas. In time, agents for mobile money
providers could use this webpage information and make tools available to
customers for example, including those customers that are semi-literate or not able
to read. National price comparison websites have increased competition and
reduced consumer prices, for exampl e
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website in Peru.>®

Good Practice B.8 | Key Facts Statement

a. A bank should have a Key Facts Statement for each of its accounts,
types of loans or other products or services and provide these to its
customers and potential customers.

b. The Key Facts Statement should be written in plain language and
summarize in a page or two the key terms and conditions of the
specific banking product or service.

c. Prior to a consumer opening any account at, or signing any loan
agreement with, the bank, the consumer should have delivered a
signed statement to the bank to the effect that he or she has duly
received, read and understood the relevant Key Facts Statement from
the bank.

d. Key Facts Statements throughout the banking sector should be
written in such a way as to allow consumers the possibility of easily
comparing products that are being offered by a range of banks.

Description N/A.

Recommendation | As a matter of some priority in the near-term, all banks should be required to have
a Key Facts Statement®™ for each of its commonly used consumer products
accounts and provide these to its customers and potential customers, after testing
consumers understanding of proposed mandatory disclosure.

This Regulation should require every Key Facts Statement to be written in plain
language, in a minimum of font size 11 and to summarize in a page or two the key
terms and conditions of the specific banking product or service being offered. Also,
prior to a consumer opening any account at, or signing any loan agreement with, a
bank, the same Regulation should require the consumer to have delivered a signed
statement to the bank to the effect that he or she has duly received, read and
understood the relevant Key Facts Statement from the bank.

Furthermore, Key Facts Statements throughout the banking sector should be
written in such a way as to allow consumers the possibility of easily comparing
products that are being offered by a range of banks. For this to happen, however,
OJK would need to specify the required standard format.>® For example, there
should be explicit OJK instructions as to how interest rates and monthly minimum
balances must be calculated and presented.

Consideration should also be given to including a requirement to disclose the total

3 Superintendence of Banking, Insurance and Private Pension Funds of Peru found that online publication of
consumer loan rates reduced the average consumer lending rate by 1000 basis points (or ten percentage points) at
the time of stable interest rates i see: http://www.sbs.gob.pe

* Examples of Key Facts State ment s i nclude the UK FSA6s initial disclosure
products, the EU6s Standard European Consumer Credit I nfor ma
"Schumer Box" for credit cardg, SRPReetupPs B8 bloAgeemBrit Stdiemend & P Sa mma
& Quotation for Smal/l Cr eAfiedmem DuthdneLandimgtDisclosufe iStatenzet and P r e

Australiads Key Facts St at e me n tCopiek of thesélexampleslLaodothers, eamlie Cr edi t C
E)srovided on request.

By way of example, such a statement for a loan contract should include the interest rate, fees and charges, the
total amount to be repaid, the term of the loan and the repayment details.
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cost of credit which shows as a single rate the applicable interest rate and
mandatory fees (such as a loan application fee) and charges (such as for a credit-
life insurance premium).

A Key Facts Statement should also indicate the mechanisms for recourse available
to the consumer in the event of any complaint.

Finally, in addition to extensive corf
these measures would benefit from consumer pre-testing of the formats created by
OJK to be sure they are useful and understandable. Also, all standard formats
should be published on OJKb&s website
to increase public awareness.

Good Practice B.9 | Advertising and Sales Materials

a. Banks should ensure that their advertising and sales materials and
procedures do not mislead customers.

b. All advertising and sales materials of banks should be easily
readable and understandable by the general public.

c. Banks should be legally responsible for all statements made in their
advertising and sales materials (i.e. be subject to the penalties under
the law for making any false or misleading statements).

Description Although Indonesia does not have a Law of Advertising, as of August 7,
2014, all banks and ot her financi al smeustv pravils
accurate, honest, clear and not misleading information on its products
and/or services0®* Fur t h e r ,infosmatioh é fimust be:

1 provided when giving an explanation to Consumers of their rights and
obligations;

provided when entering into an agreement with a Consumer; and

included when published in the media, inter alia, through advertisements on
print or electronic media. °6

f
f

In addition, as of the same date, all banks and other financial services
providers:

1 fAmust provide up-to-date and easily accessible information to Consumers on
its products and/or serviceso *® and

T shall not use ma r k eharmntige censumerd leygtakim
advantage of consumers who do not have other options in making decisionso>:

There is, however, nowhere stated the need for an easily legible print font size
for advertising or sales materials of a bank, nor for the application of any
objective test of how readily any such material is generally understandable.
Finally, although it i s obviousl y -4emm igterdstamdnguse
that all of its advertising and sales materials are in no way misleading to
customers, there appear to be few effective sanctions for failure to do so.

°% See FCP Regulation, Article 4 (1)

°" |bid., Article 4 (3)

58Ibid.,ArticIeSWhat constitutes information that is fAeasily accessib
% Ibid., Article 17 The meaning of the words here in quotes is somewhat ambiguous, however, as the implication is

that the prohibition only applies where the sole source of information is the advertising material in question.
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By the terms of the Consumer Law, advertising agencies are prohibited from
producing advertisements which:

i deceive consumers regar di nandpritesof goada
and/or rates of services and the timeliness of receiving goods and/or services;
deceive in respect of a guarantee on certain goods and/or services;

provide incorrect, wrong or inaccurate information on any good and/or
service:

do not provide information on the risks of using any good and/or service;
exploit an incident and/or someone without permission from authorized
officials or the approval of the person concerned; or

violate ethics and/or legal provisions on advertising.®

= = =4 E

In addition, advertising agencies are prohibited from continuing the circulation of an
advertisement which has violated any of a. through f. above® and they are
responsible for the advertisements they produce and all of the consequences
caused by them.®?

Recommendation

The FCP Regulation should be amended as follows:

I to provide a clear prohibition on misleading and deceptive conduct in relation
to any sales and advertising materials in Article 17;

T to make it clear that Article 7 (1) applies to marketing and sales materials; and

f to ensure that Article 7 requirements also apply where a language other than
Indonesian is used for materials or information given to a consumer (e.g.
English).

Pending any such changes, it is recommended that regulatory guidance be

provided in an OJK Circular issued for these purposes.

Good Practice
B.10

Third-Party Guarantees
A bank should not advertise either an actual or future deposit or interest rate
payable on a deposit as being guaranteed or partially guaranteed unless
there is a legally enforceable agreement between the bank and a third party
who or which has provided such a guarantee. In the event such an
agreement exists, the advertisement should state:
i. the extent of the guarantee;
ii. the name and contact details of the party providing the guarantee;
and
iii. in the event the party providing the guarantee is in any way
connected to the bank, the precise nature of that relationship.

Description

A b a n korohibited ffom misleadingly offering, promoting or advertising any
specific goods and/or services if doing so would involve the offering of something
containing a promise or guarantee that is not securedo®®

It is not made explicit, however, that a legally enforceable agreement must exist
between the bank and a third party who or which has provided such a guarantee.
And, if such an agreement does in fact exist, there is no requirement for the
advertisement to state any of (i) to (iii) above.

Recommendation

Consideration should be given to covering all aspects of this Good Practice.

%9 See Consumer Law, Article 17 (1)

® Ibid., Article 17 (2)
%2 |pid., Article 20

% See Consumer Law, Article 9 (1) k.

32




Good Practice
B.11.

Professional Competence

a. In order to avoid any misrepresentation of fact to a consumer, any bank
staff member who deals directly with consumers, or who prepares bank
advertisements (or other materials of the bank for external distribution),
or who markets any service or product of the bank should be familiar
with the legislative, regulatory and code of conduct guidance
requirements relevant to his or her work, as well as with the details of
any product or service of the bank which he or she sells or promotes.

b. Regulators and associations of banks should collaborate to establish
and administer minimum competency requirements for any bank staff
member who: (i) deals directly with consumers, (ii) prepares any Key
Facts Statement or any advertisement for the bank, or (iii) markets the
bankés services and product s.

Description

There are no industry-wide minimum requirements of professional competence for
any bank staff member, including for those who deal directly with consumers, who
prepare bank advertisements (or other materials of the bank for external
distribution), or who market any service or product of the bank.

As a general rule, however, the various banking associations in Indonesia do not
appear to have the resources to take on any such role whether on their own or
together. Rather, as the mission team was informed by PERBANAS, what training
exists is typically provided exclusively within each bank. Although some banks do
provide credible on-the-job training in respect of financial terminology, legislative
and regulatory requirements and the range of products and services the bank has
on offer, the extent and quality of training inevitably differs from bank-to-bank.

Furthermore, the mission team was informed that Bl and the various associations
of banks have never collaborated to establish and administer minimum
competency requirements for any bank staff member.

Rur al and commerci al banks are encour

Training Fundso on an annual basis of

incurred for human resources in the previous year for the purpose of training their
64

staff.

The only other legislative provision of some relevance comes from the FCP
Regulation which requires all financial services providers to maintain and apply
written policies and procedures for consumer protection.65

What the abovementioned policies and procedures must specify is, however, left
entirely to the discretion of each individual Financial Services Provider. That said,

% See BI Regulation No. 5/14/PBI of 2003 concerning Obligation of Funds Provision for Education, Training and Human
Resources Development, Article 2. A similar requirement applies to commercial banks. See: Bl Indonesian Banking
Booklet 2013, Part 12 re: Human Resources Development in the Banking Sector

% See FCP Regulation, Article 49, section (1)
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t hese policies and p r oac guideline eos anyn operating
activities of the Financial Services Providerd® a n dcomplied with by the officers
and employees of the Financial Services Providero®

Financial products are increasingly complicated, products overlap, and the
delineation between banking and non-banking products is no longer clear. Thus, it
is important that consumers fully understand any product, let alone a complex
product before buying it.

Recommendation

0OJK, the banking associations and relevant consumer associations should
collaborate to establish and administer minimum competency requirements for any
bank staff member who: (i) deals directly with consumers, (ii) prepares any Key
Facts Statement or any advertisement
services and products. At the very least, banking industry employees who deliver
products and services to consumers need to be financially literate, fully
knowledgeable about these products and services, aware of the Financial
Consumer Laws and regulations and able to explain the nuances to consumers.

In the long-term and at a minimum, there should be a licensing requirement for
bank staff and intermediaries who deal face-to-face with financial institution
consumers or who prepare advertising and sales brochures to undertake
standardized training programs which meet OJK requirements. In particular, there
should be training and qualification requirements for staff or third party agents who
advise on financial products and services, as well as requirements to ensure that
sufficient i nformation about the cust
appropriate products and services are provided.

SECTION C

CUSTOMER ACCOUNT HANDLING AND MAINTENANCE

Good Practice C.1

Statements

a. Unl ess a bank receives a customer6s
contrary, the bank should issue, and provide the customer free of charge,
a monthly statement of every account the bank operates for the
customer.

b. Each such statement should: (i) set out all transactions concerning the
account during the period covered by the statement; and (ii) provide
details of the interest rate(s) applied to the account during the period
covered by the statement.

c. Each credit card statement should set out the minimum payment
required and the total interest cost that will accrue, if the cardholder
makes only the required minimum payment.

d. Each mortgage or other loan account statement should clearly indicate
the amount paid during the period covered by the statement, the total
outstanding amount still owing, the allocation of payment to the principal
and interest and, if applicable, the up-to-date accrual of taxes paid.

% bid., section (2)
" Ibid., section (3)

34



e. A bank should notify a customer of long periods of inactivity of any
account of the customer and provide a reasonable final notice in writing
to the customer if the funds are to be treated as unclaimed money.

f. When a customer signs up for paperless statements, such statements
should be in an easy-to-read and readily understandable format.

Description Banks are currently not under an obligation to issue and provide any customer,
free of charge, a monthly statement of every account the bank operates for the
customer (unless the customer has provided his or her bank with a prior signed
authorization to the contrary). That said, it appears that bank statements account
do generally meet the requirements of paragraphs (a) to (d) above but not
paragraphs (e) and (f).

The FCP Regulation also requires thea
Financial Services Provider must provide a Consumer with a statement on the
balance position and deposit transactions, funds, assets, or obligations of a
Consumer accurately, timely, and in a manner and means under the agreement

witha Consumer.0 The obvious implication is t
regular time frame for such statements, any time frame (say, even once a year) is
permissible.

Recommendation | The Disclosure Regulation should deal with all aspects of this Good Practice, with
all banks being required to apply every aspect.

Good Practice C.2 | Notification of Changes in Interest Rates and Non-interest Charges

a. A customer of a bank should be notified in writing by the bank of any
change in:

(i) The interest rate to be paid or charged on any account of the
customer as soon as possible; and

(i) A non-interest charge on any account of the customer a
reasonable period in advance of the effective date of the
change.

b. If the revised terms are not acceptable to the customer, he or she
should have the right to exit the contract without penalty, provided
such right is exercised within a reasonable period.

c. The bank should inform the customer of the foregoing right whenever
a notice of change under paragraph a. is made by the bank.

Description When the Financial Services Regulation comes into effect, a Financial Services
Provider will be required to inform its customer of the cost to be borne by him or
her for any of its products or services. And, without written consent from a
consumer, a Financial Services Provider will be prohibited from providing the
consumer with automatic facilities that increase charges.®

More particularly, however, a Financial Servi ces Pr ovi der wnfdrnh
Consumers of any changes in the benefits, charges, risks, terms and conditions
stated in the documents and/or agreements on the products and services of the
Financial Services Providerd®® And this information must b e notified to Consumers

% ECP Regulation, Article 10, sections (1) and (2)
% Ibid., Article 12, section (1)
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within thirty (30) working days prior to the changes in the benefits, charges, risks,
terms and conditions of the products and services of the Financial Services
Provider coming into effectd Furt her mor e, w h gives noaonsgent |
to the changes in the terms of the pr g
be] entitled to terminate the products and/or services at no costdo’" And, finally,
where a cbasumeenial |l owed reasonabl e f{
fails to do so, a Financial Services Provider may deem the Consumer has given
consent to the changeso

Various issues arise with the abovementioned requirements. In particular, there is
no requirement as to how a customer should be informed of the relevant changes
(e.g. in writing or electronically or in newspapers) or as to how the consumer can
exercise his or her right to object. Further, there is not an obligation to inform a
customer of their right to object and how the objection should be made and the
time period for doing so.

Recommendation

The abovementioned issues should be clarified in regulations or, at a minimum, in
guidelines to be issued by OJK.

Good Practice C.3

Customer Records

a. A bank should maintain up-to-date records in respect of each
customer of the bank that contain the following:

(i) acopy of all documents required to identify the customer and
provide the customerdés profile

(i)t he customer 06s addr es s, telep
customer contact details;

(iii) any information or document in connection with the customer
that has been prepared in compliance with any statute,
regulation or code of conduct;

(iv) details of all products and services provided by the bank to
the customer;

(v) all documents and applications of the bank completed, signed
and submitted to the bank by the customer;

(vi) a copy of all original documents submitted by the customer in
support of an application by the customer for the provision of
a product or service by the bank; and

(vii)any other relevant information concerning the customer.

b. A law or regulation should provide the minimum permissible period for
retaining all such records and, throughout this period, the customer
should be provided ready access to all such records free of charge or for
areasonable fee.

Description

Bl 6s Rom goo |Amti-Money Laundering and Combatting the Financing of
Terrorism’ meets the requirements of this Good Regulation to some extent. The
gaps include:

f The customerds telephone number , e n

" bid., section (2)
™ Ibid., section (3)
2 |bid., section (4)

3 BI Regulation 14/27/PBI/2012
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contact details;

1 Any information or document in connection with the customer that has been

prepared in compliance with any statute or regulation;

Details of all products and services provided by the bank to the customer;

All documents and applications of the bank completed, signed and submitted

to the bank by the customer;

1 A copy of all original documents submitted by the customer in support of an
application by the customer for the provision of a product or service by the
bank; and

1 Any other relevant information concerning the customer.

=a =4

Furthermore, no regulatory provision ensures that a customer can have ready
access to his or her bank records either free of charge or for a reasonable fee.

Recommendation | In addition to the requirements of the Regulation on Anti-Money Laundering,
commercial and rural banks should be required by OJK Regulation to maintain an
up-to-date file in respect of each customer containing the above-mentioned items
identified as missing.

Also, the Regulation should require banks to maintain a loan file as long as the
loan in question has not been repaid or liquidated in some other manner.

Good Practice C.4 | Paper and Electronic Checks

a. The law and code of conduct should provide for clear rules on the
issuance and clearing of paper checks that include, among other
things, rules on:

(i) checks drawn on an account that has insufficient funds;

(i) the consequences of issuing a check without sufficient funds;

(iii) the duration within which funds of a cleared check should be
credited into the customero6s acc

(iv) the procedures on countermanding or stopping payment on a
check by a customer;

(v) charges by a bank on the issuance and clearance of checks;

(vi) liability of the parties in the case of check fraud; and

(vii) error resolution

b. A customer should be told of the consequences of issuing a paper
check without sufficient funds at the time the customer opens a
checking account.

c. A bank should provide the customer with clear, easily accessible and
understandable information regarding electronic checks, as well the
cost of using them.

d. In respect of electronic or credit card checks , a bank should inform
each customer in particular:

(i) how the use of a credit card check differs from the use of a credit
card;

(i) of the interest rate that applies and whether this differs from the
rate charged for credit card purchases;

(i) when interest is charged and whether there is an interest free
period, and if so, for how long;

(iv) whether additional fees or charges apply and, if so, on what
basis and to what extent; and

(v) whether the protection afforded to the customer making a
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purchase using a credit card check differs from that afforded
when using a credit card and, if so, the specific differences.
e. Credit card checks should not be sent to a consumer without the
consumerds prior written consent.
f. There should be clear rules on procedures for dealing with
authentication, error resolution and cases of fraud.

Description

There is limited compliance with this Good Practice to some extent, but there are
gaps.

In particular, there does not appear to be a minimum prescribed period for check
clearing or in relation to fees for issuing or clearing checks or the liability of the
parties to a check in the case of fraud. Detailed provisions regarding fraud
generally and the penalties entailed, however, are found in Chapter XXV of the
Indonesia Penal Code.

The law of checks finds its basis in the Commercial Code, but has been
significantly expanded by a Bl Regulation of 2006* and the BI Circular Letter of
2007.” The Regulation and Circular together provide rules pertaining to checks
drawn on an account that has insufficient funds and the consequences that flow
from the issuance of dishonored checks. If three checks of relatively small sums
are dishonored within six months or one check in a sum greater than IDR 500

million is issued without s uf f i ci ent funds, the issu
from holding checks at any bank for one year.76 The Regulation and Circular also
deal with how Astop paymento on a ¢c¢h

provide rules for error resolution.”’

Furthermore, all banks are under an obligation to educate each one of their deposit
or checking account customers by giving oral and/or written information regarding
the law applicable to checks and the consequences of issuing a check with
insufficient funds, including the provisions regarding compulsory blacklisting for
issuing non-sufficient funds (NSF) checks.

Finally, Indonesia does not permit electronic or credit card checks.

Recommendation

Consideration should be given in the medium- to long-term to introducing

requirements that cover all aspects of this Good Practice. Any new law or

regulation should consolidate what exists, as well as provide clear rules on the

issuance and clearing of paper checks that deal with:

A the duration within which funds of a cleared check should be credited into the
customer 6s account ;

A charges by a bank on the issuance and clearance of checks; and
A the liability of the parties in the case of check fraud.

Good Practice C.5

Credit Cards
a. There should be legal rules on the issuance of credit cards and

" See BI Regulation No. 8/29/PBI/2008 re: National Blacklist of Bad Checks
S See BI Circular Letter No. 9/13/DASP of June 2007 re: National Blacklist of Bad Checks

' BI Regulation No. 8/29/PBI/2008, Article 15 (1)
" See Ibid., Articles 22 and 24 and see also BI Circular Letter No. 9/13/DASP, Part IX. 1, 3, 4, and 5
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related customer disclosure requirements.

b. Banks, as credit card issuers, should ensure that personalized
disclosure requirements are made in all credit card offers, including
the fees and charges (including finance charges), credit limit, penalty
interest rates and method of calculating the minimum monthly
payment

c. Banks should not be permitted to impose charges or fees on pre-
approved credit cards that have not been accepted by the customer.

d. Consumers should be given personalized minimum payment
warnings on each monthly statement and the total interest costs that
will accrue if the cardholder makes only the requested minimum
payment.

e. Among other things, the legal rules should also:

(i) restrict or impose conditions on the issuance and marketing of
credit cards to young adults (below age of 21) who have no
independent means of income;

(if) require reasonable notice of changes in fees and interest rates
increase;

(iii) prevent the application of new higher penalty interest rates to
the entire existing balance, including past purchases made at a
lower interest rate;

(iv) limit fees that can be imposed, such as those charged when
consumers exceed their credit limits;

(v) prohibi't a practicgclcal bed!l i dod
issuers charge interest over two billing cycles rather than one;

(vi) prevent credit card issuers from allocating monthly payments in
ways that maximize interest charges to consumers; and

(vii) limit up-front fees charged on sub-prime credit cards issued to
individuals with bad credit.

f. There should be clear rules on error resolution, reporting of
unauthorized transactions and of stolen cards, with the ensuing
liability of the customer being made clear to the customer prior to his
or her acceptance of the credit card.

g. Banks and issuers should conduct consumer awareness programs
on the misuse of credit cards, credit card over-indebtedness and
prevention of fraud.

Description

There is substantial compliance with this Good Practice, other than in relation to
paragraph (g).

Paragraphs (a) i (f)

Indonesia appears to comply with these parts of Good Practice c5.’®

Further, each credit card billing statement must include the detailed information
required by the Card Based Payment Amendment Regulation Bl Regulation’® and

8 See BI Regulation No.
" Ibid.

14/2/PBI/2012 Articles 1-7 inserting Article 16 B (1) in Bl Regulation No. 11/11/PBI/2009
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be delivered to the card holde r by the bank o r cooectly,e
accurately, and in a timely mannerd® and be delivered to the specified address.®*

Paragraph (g)

As a general rule, however, banks and issuers do not conduct consumer
awareness programs on the misuse of credit cards, credit card over-indebtedness
and prevention of fraud.

The basic provisions for the use of card-based payment instruments are found in
Bl Regulations of 2009% and 2012.%2% The Card Based Payment Amendment
Regulation of June 2012 took effect in January 2013, with issuing banks and other
credit card issuers and their credit card customers having until January 2015 in
order to comply with it fully. Individuals whose monthly income is between IDR 3
million (about USD 251) and IDR 10 million (USD 838) are, as a general rule,
allowed to have a maximum of two credit cards, while those earning less than IDR
3 million per month have been required to cancel their cards as of January 2013
and are barred from acquiring a new card.®

The Card Based Payment Amendment Regulation has been significantly expanded
upon by BI Circular Letter No. 14 of June 2012, which contains detailed consumer
protection provisions concerning the information to be received by prospective and
actual cardholders including in respect of procedures for use of the card, risks,
rights and obligations, interest and fees and charges, transaction and billing
information and information about how to close the facility.85

The Bl Payments System Department will clearly require major resources to
implement the above mentioned requirements and to educate and monitor the
credit card industry in respect of compliance. So far, it appears that some issuers
of credit cards are still learning of their responsibilities in the above and related
respects and are only slowly adjusting long-standing practices, including, by way of
example, providing customers their terms and conditions for credit cards in less
than comprehensible language, less than readable font size and less than
complete documents.

Recommendation | Bl should consider: (i) whether it has the required resources to ensure effective
supervision of the thorough application of all of the requirements recently placed
upon issuers of credit cards; and (ii) increasing its resources for these purposes in
the event existing staff are found to be insufficient.

Good Practice C.6 | Internet Banking and Mobile Phone Banking86

% |bid.

8. See the Elucidation of Bl Regulation No. 14/2/PBI/2012 Articles 1-7 regarding Article 16A (1)

8 B| Regulation No. 11/11/PBI/2009 Article 14

% See BI Regulation No. 14/2/PBI/2012 of January 2012, Articles 1-5, which amends Article 16 (1) of Bl Regulation

No. 11/11/PBI/2009

8 See BI Circular No. 14/27/DASP of September 2012 re: Credit Card Ownership Adjustment Mechanism

% See BI Circular Letter No. 14/17/DASP of June 2012, Section 1

®Hlnternet banki ngo is defined as banking services that cust
Internet coul d be through a compheteéankmolgio)le phoaey( dmblerl|l suitahb
services that are only initiated via the internet using a mobile phone (e.g. by a mobile banking application using an
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a. The provision of internet banking and mobile phone banking (m-
banking) should be supported by a sound legal and regulatory
framework.

b. Regulators should ensure that banks or financial service providers
providing internet and m-banking have in place a security program
that ensures:

(i) data privacy, confidentiality and data integrity;

(i) authentication, identification of counterparties and access
control;

(iii) non-repudiation of transactions;

(iv) abusiness continuity plan; and

(v) the provision of sufficient notice when services are not
available.

c. Banks should also implement an oversight program to monitor third-
party control conditions and performance, especially when agents
are used for carrying out m-banking.

d. A customer should be informed by the bank whether fees or charges
apply for internet or m-banking and, if so, on what basis and how
much.

e. There should be clear rules on the procedures for error resolution
and fraud.

f. Authorities should encourage banks and service providers to
undertake measures to increase consumer awareness regarding
internet and m-banking transactions.

Description

With the exception of the rules applicable to electronic fund transfers (see Good
Practice C.7 below) and customer data privacy and confidentiality (see Section D
below), no sound framework existed at the time of the mission regarding any
aspect of this Good Practice as it pertains to consumer protection in the provision
of internet and mobile phone banking.

However Bl 6s Branchless Banking Guide
voluntary, potentially go some way towards meeting the requirement of this Good

Practice. They apply to all banks and telecommunication companies (telcos) that

have chosen to join Blaéds pilot branch
May 2013. Under this program, these banks and/or telcos may, with Bl oversight,

offered banking and payment system services to Indonesians through agents

known as Financial Intermediary Service Units (UPLK).

Of relevance regarding this Good Practice, Part V of these Guidelines suggests the
following:

1. Banks and telecommunication companies should educate their potential

customers in order that every user of a service through UPLKSs is aware of

app on a smart phone) are not considered to be mobile payments; instead they are categorized as internet payments.
This interpretation is consistent with the view of the Committee on Payment and Settlement Systems (CPSS) of the
Bank for International Settlements (BIS), who is the relevant standard setting body on payment and settlement
systems. However, for practical reasons and due to the importance of mobile money in the country, Good Practice
C.6. is intended here as also covering mobile payments and, to some extent, e-money. Further analysis on e-money
issuers in Paraguay is provided in Section IV.
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and understands the benefits and risks he or she faces.

2. Such education should be given to potential customers by means of
booklets, brochures or leaflets or by means of verbal explanation, which
among other things, makes clear:

D)

the benefits and risks of the proposed products and related costs;

the identity of the applicable UPLK and the status of the cooperation
between the bank and/or telco and the relevant UPLK;

the procedures to access customer service units (call centers), as well
as those regarding the submission of any complaints to the applicable
bank and/or telco; and

the need for safeguarding measures to be employed by every
customer, such as:

1 keeping his or her password/PIN secret, as well as
changing it from time to time;

1 not providing any personal information, such as name,
address, account number and name of natural mother to
any unauthorized party;

1 keeping proof of all transactions;

1 Dbeing vigilant and thorough in making transactions;

1 safeguarding any cell phone used in making transactions;
and

1 employing other safeguarding measures, such as blocking
an account should the need arise.

3. And finally, banks and telecommunication companies should ensure
customer protection at least in the following respects.

i)

i)

ii)

iv)

Thesecrecy of al |l customersd data s
with the laws and regulations in force. Also, every cooperation
agreement between a bank and/or telco and a UPLK should require
the UPLK to keep secret the data it obtains regarding any customer.
Other than as expressly agreed between a bank and/or telco and a
UPLK, the UPLK should not conduct any activity regarding a
customer, nor add any additional cost payable by a customer.

The electronic system that is employed should notify the UPLK and
the customer in case the transaction has been successfully carried
out and, in the event that it is refused or fails, besides notification to
the UPLK and the customer, information on follow up procedures
should also be given.

Procedures should exist: (a) for UPLKSs to receive and attempt at least
to settle any complaint made by a customer; as well as (b) for
transmitting and processing complaints that cannot be solved at the
UPLK level.

Recommendation

The early issuance of the above-mentioned Regulation is to be encouraged.

Also, more generally, consideration should be given to the consumer protection
issues associated with innovative products and distribution channels in the
financial system, as well as the appropriate methods to provide flexibility for future
innovations. In particular, there should be consideration of: (i) the issues specific to
different types of new products and channels; (ii) the different international models;
(i) the regulatory and self-regulatory options; and (iv) capacity building for

supervisors.

It would be appropriate for OJK and BI to consult closely in this
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regard, given Bl 6s role in relation t
occur pursuant to the OJK/BI coordination and cooperation provisions provided for
by Chapter X of the OJK Law. It is, of course, important that care should be taken
not to unnecessarily dampen innovation and to ensure that any new regulatory
regime provides a balance between relevant risks and the cost of compliance.
Further, relevant institutions should be encouraged to consult with Bi and OJK in
relation to proposed new innovative product and distribution channels.

Good Practice C.7

Electronic Fund Transfers and Remittances

a. There should be clear rules on the rights, liabilities and
responsibilities of the parties involved in any electronic fund transfer.

b. Banks should provide information to consumers on prices and
service features of electronic fund transfers and remittances in easily
accessible and understandable forms. As far as possible, this
information should include:

(i) the total price (e.g. fees for the sender and the receiver,
foreign exchange rates and other costs);

(i) thetime it will take the funds to reach the receiver;

(iii) the locations of the access points for sender and receiver;
and

(iv) the terms and conditions of electronic fund transfer services
that apply to the customer.

c. To ensure transparency, it should be made clear to the sender if the
price or other aspects of the service vary according to different
circumstances, and the bank should disclose this information
without imposing any requirements on the consumer.

d. A bank that sends or receives an electronic fund transfer or
remittance should document all essential information regarding the
transfer and make this available to the customer who sends or
receives the transfer or remittance without charge and on demand.

e. There should be clear, publicly available and easily applicable
procedures in cases of errors and frauds in respect of electronic fund
transfers and remittances.

f. A customer should be informed of the terms and condition of the use
of credit/debit cards outside the country including the foreign
transaction fees and foreign exchange rates that may be applicable.

Description

Paragraph (a)

The Fund Transfers Law of 2011, the Fund Transfers Regulation of 2012, and the
Fund Transfers Circular of 2013 together provide at least certain clear rules on the
rights, liabilities and responsibilities of the parties involved in any electronic fund
transfer, whether within Indonesia or between Indonesia and any other country.
They all relate exclusively to fund transfers in written and electronic form.

Paragraph (b)

The practice among banks seems to vary, however, regarding the extent of
information they provide to consumers on prices and service features of electronic
fund transfers and remittances. Also, what information is provided in writing is not
necessarily in an easily accessible and understandable format. Although, as seen
above, banks generally are required to provide written information to their
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customers in a way which is understandable and easily read, there is no explicit
statutory obligation to do so in respect of any terms and conditions applicable to
electronic fund transfer services.®’

Paragraphs (c), (d)
The requirements of these Good Practices are not met.

Paragraph (e)

Statutory procedures exist in relation to errors (but not frauds) but are rarely made
publicly available.

Paragraph (f)

Finally, while banks that issue credit and debit cards are under a statutory
obligation to provide their customers with terms and conditions applicable to the
use of such cards, there is no explicit requirement to inform their cardholders of the
foreign transaction fees and foreign exchange rates that may be applicable in the
event a card is used outside Indonesia.

However, for all incoming and outgoing international transfers of funds, a written

agreement i s measydipulatea leasthhe ollowinfy:

i application of the principle of reciprocity between the parties;88

i rights and obligations of the parties;

i mechanism for determination of exchange rate, fees and settlement; and

i mechanism for resolution of problems that may arise in the course of

collaborative activities in provision of Funds Transferso®

There is, however, no descriptonof any appropriate fime
determination of exchange rates and fees or for the resolution of any problems.

I n addi ti on, Articl e 6 8 of Law No. 3
reasonao. However this term is not def i

Further provisions deal with the essential information that must be supplied by the
Originator of a Funds Transfer Order,” as well as certain rights of the Originator.
These are the right:

9 to specify the Execution Date in his or her Funds Transfer Order;*!

8 Note though that this could very well change under the anticipated Bl Payments Department Regulation dealing
with consumer protection in respect of internet and mobile phone banking.

8As indicated in the applicable Elucidation, fAReciprocity
and foreign Providerso.

Providers

% See BI Regulation No. 14/23/PBI/2012, Article 8 (3)
% Law No. 3 of 2011, Article 8 by Article 1, a Fds Tr ans f er unGanditienaldrddr §om a Bender to a
Receiving Provider for payment of a specified amount of Funds to a Beneficiary. 6 A ni®r ti lge n the partyd
issuing a Funds Transfer Order in the first instanceo .

 Ibid., Article 10
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1 to learn from the Originating Provider the estimated time frame for execution of
the transfer;*” and
1 to specify a Payment Date.”

The treatment of error resolution is dealt with in Chapter V of the Funds Transfer
Law and Part Ill of the Fund Transfers Regulation, as well as in a separate section
of the Fund Transfers Circular Let ¢
obligations in the event that, after Acceptance,95 the Provider is late or makes an
error in executing a transfer or fails to execute a Funds Transfer Order.*® And, in
these respects, the Circular indicates the method of calculating the amount of fees,
interest or compensation to be paid by the Provider.

Recommendation | In the medium-term, Bl should consider revising its Fund Transfers Regulation to
deal with those aspects, if any, of the Good Practice that remain to be covered
following the issuance of the Bl Regulation on consumer protection in internet and
mobile phone banking.

Good Practice C.8 | Debt Recovery

a. A bank, agent of a bank and any third party should be prohibited from
employing any abusive debt collection practice against any customer
of the bank, including the use of any false statement, any unfair
practice or the giving of false credit information to others.

b. The type of debt that can be collected on behalf of a bank, the person
who can collect any such debt and the manner in which that debt can
be collected should be indicated to the customer of the bank when
the credit agreement giving rise to the debt is entered into between
the bank and the customer.

c. A debt collector should not contact any third party about a bank

customerds debt without i nforming
right to do so; and the type of information that the debt collector is
seeking.

d. Where sale or transfer of debt without borrower consent is allowed
by law, the borrower should be:
(i) notified of the sale or transfer within a reasonable number of

92

Il bid., Article 11 by Article 1, the AdExecution Dated is a
execute the Funds Transfer Order from the Originatoro.

Bl bid., Article 12 By Article 1, i GiBypBravidenis reqDimedtedoviles t he dat e
Funds that may be appropriated in favor of the Beneficiaryo.
“Note: The English translation of the official text of Bl Circ

term is nowhere defined in this Circular or in the relevant Regulation or Law. What is meant, however, is clearly

AProvidero which is defined i n Ar tany®ankan@norolfank BusineBseegtity|l at i on 14
incorporated in Indonesia that has obtained approval or licensing from Bank Indonesia to operate as: a. member of

the BI-RTGS System; b. member of the SKNBI; and c. provider of any card based payment instrument offering Funds

Transfer serviceso . RTGS stands for fiReal Ti me Gross fakQGlearingment o and i
Syst emo.

“Article 1 of Law No. 3 of 201 lan dircdnditioras ordeii famnal Sender mras f er Or d
Receiving Provider for payment of a specified sum of Funds to a Beneficiaryg i Acceptanractiendby as A
Receiving Provider indicating approval to execute or fulfil the contents of a received Funds Transfer Ordero ; and

i Re c e iProvidery a s anfOriginating Provider, Intermediary Provider and/or Beneficiary Provider receiving

a Funds Transfer Order, including the central bank and other Provider conducting settlement activities for inter-

Provider paymentso .

% See Ibid., Part Il A
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days;

(i) informed that the borrower remains obligated on the debt; and

(iii) provided with information as to where to make payment, as well
as the purchasero6s or transferee

Description

To some extent the provisions of this Good Practice are met by Bl Regulations, but
there are gaps.

Paragraph (a)

Although there is no explicit prohibition on giving false statements or false credit
information to others, by a recent Bl Regulation, any agent of a bank is prohibited
from employing abusive debt collection practices against any customer of the
bank.”” This same Regulation makes a bank liable for any action taken by any debt
collector acting as an agent on its behalf that causes injury to a customer.

Paragraph (b)
However, it would appear to be the case that there is compliance with this Good
Practice.

Paragraph (c)

There are no explicit requirements to the effect of this Good Practice. However Bl
Regulation No. 13 of 2011 on the Application of the Precautionary Principle for
Commercial Banks Transferring the Execution of Work to Others, amongst other
things, requires an agreement between a bank and a debt collector to contain
ethical billing practices, to only seek to collect debts at the billing address or
domicile of the debtor and to prohibit targeting a person other than the debtor.*®

Paragraph (d)

Finally, the sale or transfer of debt without borrower consent is allowed by Article
613 of the Civil Code which provides as follows:

iThe transfer of registered debts and
using an authentic or private deed, in which the rights to such objects shall be
transferred to another individual. Such transfer shall have no consequences with
respect to the debtor, until he has been notified thereof, or if he has accepted the
transfer in writing or has acknowledged it. The delivery of bearer claims for
indebtedness shall take place by handover, the bearer claims for indebtedness by
submi ssi on and endorsement of the pape

This Article refers to the transfer of rights and is silent regarding any continuing
obligation of the borrower. Also, there is no:

1 Time frame in which the borrower must either have been notified of the sale or
transfer; or

9 See BI Regulation No. 14/2/PBI/2012 amending Bl Regulation No. 11/11/PBI/2009 concerning Card Based
Payment Instruments which deals in part with outsourcing certain bank functions, including debt collection activities.
And see also BI Circular Letter No. 14/17/DASP of June 2012.

% part IV
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1 Requirement that the borrower be provided with information as to where to
make payment, as well as the purchas

Recommendation

In the long-term, consideration should be given to introducing requirements on debt
collection operations that, among other things, require:

1 the licensing and oversight of all properly registered collection agencies by an
appropriate regulatory authority;

9 the provision of services in accordance with stated parameters on the basis of
generally acceptable fair and reasonable behavior; and

1 the provision of statistics by each licensed agency to OJK on a regular basis
for annual consolidation and wide-spread public dissemination.

In addition, consideration should be given to amending Article 613 of the Civil Code
to deal with issues related to the assignment of debts. The changes should apply
so as to require, where there is a sa
consent, the borrower must be:

1 notified of the sale or transfer within a reasonable number of days;

9 informed that he or she remains obligated on the debt; and

1 provided with information as to where to make payment, as well as the
purchaser 6s 66r comamstei @& or mati on.

Good Practice C.9

Foreclosure of mortgaged or charged property

a. In the event that a bank exercises its right to foreclose on a property
that serves as collateral for a loan, the bank should inform the
consumer in writing in advance of the procedures involved, and the
process to be employed by the bank to foreclose on the property it
holds as collateral and the consequences thereof to the consumer.

b. At the same time, the bank should inform the consumer of the legal
remedies and options available to him or her in respect of the
foreclosure process.

c. I f applicabl e, the bank should dr
fact that the bank has a legal right to recover the balance of the debt
due in the event the proceeds from the sale of the foreclosed
property are not sufficient to fully discharge the outstanding amount.

d. In the event the mortgage contract or charge agreement permits the
bank to enforce the contract without court assistance, the bank
should ensure that it employs professional and legal means to
enforce the contract, including regarding the sale of the property.

Description

This Good Practice is not covered by the laws of Indonesia, including the Civil
Code and the Mortgage Law.

Recommendation

OJK should consider formulating rules that capture all aspects of this Good
Practice.

Good Practice
C.10

Bankruptcy of Individuals
a. A bank should inform its individual customers in a timely manner and
in writing on what basis the bank will seek to render a customer
bankrupt, the steps it will take in this respect and the consequences
of any individual s bankruptecy.
b. Every individual customer should be given adequate notice and
information by his or her bank to enable the customer to avoid
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bankruptcy.

c. Either directly or through its association of banks, every bank should
make counseling services available to customers who are bankrupt
or likely to become bankrupt.

d. Thelaw should enable an individual to:

() declare his or her intention t
a declaration of bankruptcy;

(i) propose a debt agreement;

(iii) propose a personal bankruptcy agreement; or

(iv) enter into voluntary bankruptcy.

e. Any institution acting as the bankruptcy office or trustee responsible
for the administration and regulation of the personal bankruptcy
system should provide adequate information to consumers on their
options to deal with their own unmanageable debt.

Description

The mission team was advised that, in practice, banks do not comply with
paragraphs (a) to (c) and (e) of this Good Practice. However, an individual debtor,
having two or more creditors and failing to pay at least one debt which has matured
and became payable, may be declared bankrupt through a Court decision, either
on the debtorés own petition or.®at the

Recommendation

Consideration should be given to requiring compliance with all aspects of this Good
Practice, including providing borrowers the statutory right to propose debt
agreements with their banks.

The benefit of a debt agreement to an insolvent consumer would potentially
include: (a) making affordable regular payments over a fixed period and having

these payments tailored to the consum
written off (including interest); and (c) arrangements being binding on all of the
consumer s <creditors. These benefits

including: (i) the inability to pay debts as and when they fall due; (ii) regular
employment; and (iii) unsecured debts and equity in assets below a specified
statutory minimum.

SECTION D

PRIVACY AND DATA PROTECTION

Good Practice D.1

Confidentiality and Security of Custon

a. The banking transactions of any bank customer should be kept
confidential by his or her bank.

b. The law should require a bank to ensure that it protects the
confidentiality and security of the personal data of its customers against
any anticipated threats or hazards to the security or integrity of such
information, as well as against unauthorized access.

Description

Indonesia has no consolidated data protection law. Rather, the Banking Law,
the OJK Law, the FCP Regulation, the Electronic Information and Transactions

9 See Bankruptcy Law, Article 2 (1)
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Law, Government Regulation on Implementation of Electronic Systems and
Transactions, the Consumer Law, the Law on Human Rights, the Indonesian
Criminal Code and the Indonesian Civil Code all have provisions either dealing
explicitly with, or of relevance to, privacy and data protection.

The Banki ng /Aank sedeeydi naeswythiif related to information
regarding a depositor and his depositsd ' And, as general rule, banks are
r equi r kedp infoomatién concerning deposit customers and their deposits
confidentialo™ A dépositord i s d e faicustenter wha pladies funds in the
form of deposits according to an agreement between a bank and the customer
concernedd®. A wneposid ar e d e fuids enttustedso afbank by the
public based on an agreement in the form of demand deposits, time deposits,
certificates of deposit, savings and/or other similar formso'® The same general

rule appliesalsotoso-cal | ed AAff ™ i ated Partiesbd

Thus, the Banking Law leaves open the right of banks and their affiliated parties to
disclose information regarding the loan accounts of their retail customers and any
other information pertaining to a retail customer that is not deposit-related. The
position is confirmed by the Elucidation of Article 40 (1) which reads as follows:

fif a Customer of a Bank is a Deposit Customer who at the same time is also a
Debtor Customer, the Bank shall keep confidential (undisclosed) the information
concerning the Customer in its status as a Deposit Customer. Information
concerning Customers other than Deposit Customers is not information that shall
be kept confidential by the Bank.o

The FCP Regulation holds that an essential principle of financial consumer

protectioncoing i dtehnet i &l i ty and securii
informationo'® Thus, as of August 7, 2014 and as a general rule, any bank and
other provider of financial services wi | | probilted firom disclosing data and/or

information on its consumers to third parties in any manner whatsoeverd'%

Recommendation

In the medium - to long-term, Indonesia should have a Personal Data Protection
Law that requires all entities, including banks, to protect the confidentiality and
security of all personal data in respect of their customers, including all data
regarding them stored electronically, against unauthorized access and any
anticipated threats or hazards to the security or integrity of such information.**’
This law should also apply generally to all personal information. This
recommendation is made, given:

10 | aw No. 10 of 1998 concerning Amendment of Law No. 7 of 1992 concerning Banking, Article

1 point 28
101 1hid., Article 40
102

193 1pid., point 5

104 .
Ibid.
105

Ibid., Article 1, point 17

FCP Regulation, Article 2, point d

196 £cp Regulation, Article 31 (1)

107

Although the mission team was informed that a Data Protection Bill has been drafted by at least one Government

Ministry in order to implement the OECD Privacy Guidelines, EU Directives and APEC privacy framework, this Bill
has not been submitted to Parliament.
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the sensitivity of the personal information held and used in financial services;

the extensive information flows which can take place (such as between

intermediaries and agents and between members of a corporate group);

1 the increasing potential for information to be received and held electronically
with a corresponding increase in the risk of unauthorized access as well as the
volume of information which can be easily transmitted;

1 the uncertainty which presently exists in at least some financial institutions as
to the extent to which information can be used for purposes such as marketing
and shared with corporate group members; and

1 the fact that privacy is treated as a fundamental human right deserving of

protection in various international instruments to which many countries are

signatories.

= =

The OECD Guidelines on the Protection and Privacy and Trans-border Flows of
Personal Data, 2013, have been used as the basis for developing many such data
protection laws. In summary, the relevant principles in the OECD Guidelines are
those dealing with collection, data quality, purpose and use, security, openness,
access and trans-border data flows.

Good Practice D.2

Sharing Customer 6s | nformati on
a. A bank should inform its customer in writing:

a. of any third-party dealing for which the bank is obliged to share
information regarding any account of the customer, such as any
legal enquiry by a credit bureau; and

b. as t o how it wi | | us e and s h g
information.

b. Without the customerds prior writte
share account or personal information regarding a customer of the bank
to or with any party not affiliated with the bank for the purpose of
telemarketing or direct mail marketing.

c. The | aw should allow a customer of
sharing by the bank of certain information regarding the customer and,
prior to any such sharing of information for the first time, every bank
should be required to inform each of its customers in writing of his or her
rights in this respect.

d. The law should prohibit the disclosure by a third party of any banking-
specific information regarding a customer of a bank.

Description

There is limited compliance with this Good Practice, especially in relation to the
use of personal information involving electronic data.

Paragraph (a)
Indonesian law does not meet the requirements of this Good Practice. However,
the Law on Electronic Information and Transactions'® now provides that:

1) Unless provided otherwise by Rules, use of any information through
electronic media that involves personal date of a Person must be made
with the consent of the Person concerned.

108 Act No. 11 of 2008
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2) Any Person whose rights are infringed as intended by paragraph (1) may
lodge a claim for damages incurred under this Law.**®

And, by recent Government Regulation,™™° Electronic System Operators have

numerous other obligations, including being required to protect and ensure the
privacy and personal data protection of users.*™ In particular, and in response to
consumer complaints regarding the use of personal data for unsolicited marketing
purposes, Operators are now obliged to obtain the consent of users prior to the
acquisition, usage and utilization of their personal data. The data owner (i.e. the
consumer) must approve data usage and disclosure.

This rule will extend more broadly when the FCP Regulation comes into force. As
indicated in D.1 above, a bank will therea f t e rprohibited fiiom in any manner
whatsoever disclosing data and/or information on its Consumers to third partieso
u n | etlsescongumer gives written consent or [the disclosure is] required by laws
and regulationso ™

Paragraphs (b) and (c)

A customer may stop or opt out of his or her bank sharing certain information
regarding the customer, provided this right is exercised in writing.113 There is no
stipulation, however, to the effect that, prior to any such sharing of information for
the first time, a bank is required to inform its customer in writing of his or her rights
in this respect.

Paragraph (d)
There are no explicit requirements to the effect of this Good Practice.

Recommendation

It is suggested that consideration be given to instituting a stipulation in law that
would require all banks to comply with every aspect of this Good Practice.

Good Practice D.3

Permitted Disclosures
The law should provide for:

a) the specific rules and procedures concerning the release to any
government authority of the records of any customer of a bank;

b) rules on what the government authority may and may not do with any
such records;

c) the exceptions, if any, that apply to these rules and procedures; and

d) the penalties for the bank and any government authority for any
breach of these rules and procedures.

Description

There are various provisions concerning the requirements of this Good Practice.

199 pid., Article 26

1 See Government Regulation on the Operation of Electronic Systems and Transactions, No0.82 of 2012. This
Regulation delegates to the Minister of Communication and Informatics to implement the micro details of the

Regulation.

11 bid., Article 15
112

113 |pid., Article 31 (4)

FCP Regulation, Article 31 (1) and (2)
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The Banking Law all ows exceptions to
secrecy regarding the deposits of any depositor.”™ They include provisions
allowing for certain disclosures for tax purposes in relation to deposit and depositor
information,”*t o settl e a banko6s cl ai ms (in r
transferred to the Agency for State Loan Settlement and Auction or to the
Committee for State Loan Settlement™®; and to assist in respect of a criminal case
involving the depositor'*’; for or the purposes of civil suits'*®; as required by the
Anti-Money Laundering Law*™ and a board of directors of a bank may disclose a

customerds financial ®hformation to ot

The Banking Act also provides stiff fines and imprisonment of two to four years for
anyone who, without a written order or permission from the Chairman of Bl
fknowingly and willfully forces a bank or affiliated party to disclose informationd**
contrary to Article 40.

Al so, a bank is obliged to honor a de
concerning his or her deposits released to any party named by the depositor.122
Surprisingly, however, there is no requirement to ensure the authenticity of any
such request. In addition, the legal heirs of a depositor are entitled to obtain all
information regarding the deposits of the deceased depositor.'?*

Customers have certain rights in relation to the disclos ur e o f i n fparty
disadvantageously affected by the disclosed informationd0 i n r espect

a criminal investigation or proceeding, a civil law suit, or the exchange of
i nformation bet ween emnitted ta kmow the contentk of suchi
information, and to request rectification if errors are found in the disclosed
information.d™* Nothing is stated, as to how, a party is to know whether any of his
or her information has been disclosed in any such instance. Also, as noted in Good
Practice, the general prohibition on a bank disclosing data and information on any
retail customer to a third party will not apply if the customer consents in writing or if
the customer gives written consent and/or [the disclosure is] required by laws and
regul a'? Aml mssaso seen, the consumer can stop or opt-out of consent in
this respect by means of a follow-up written statement.'?

114
M5 pid., Article 41

Banking Law, Article 40

% bid., implicitly, therefore, it is for the Chairman of Bl to decide if the reasons given appear to be valid.

17 bid., Article 42

18 hid., Article 43
119

21 pid., Article 47

122 pid., Article 44A (1)

123 bid., 44A (2)

124 Ibid., Article 45
125

Ibid., Article 23, paragraph (1)
120 hid., Article 44 (1)

Banking Act, op. cit., Article 31 (2)
128 |pid., Article 31 (4)

52




|l mportant !l y, recdivespersonal data ank/or imformation of a person
€ from [ an] ot hernklwashes tg yse thoseddata andor ipférraation
in the performance of its activities, the [bank] must have a written statement that
the other party (from whom the personal data and/or information are received) has
obtained written approval from [the] person é whose person
information are disclosed, to disclose such data and/or information to any party,

including to the banko**’

Recommendation

No recommendation.

Good Practice D.4

Credit Reporting

a. Credit reporting should be subject to appropriate oversight, with
sufficient enforcement authority.

b. The credit reporting system should have accurate, timely and sufficient
data. The system should also maintain rigorous standards of security
and reliability.

c. The overall legal and regulatory framework for the credit reporting
system should be: (i) clear, predictable, non-discriminatory,
proportionate and supportive of consumer rights; and (ii) supported by
effective judicial or extrajudicial dispute resolution mechanisms.

d. In facilitating cross-border transfer of credit data, the credit reporting
system should provide appropriate levels of protection.

e. Proportionate and supportive consumer rights should include the right of
the consumer

(i) to consent to information-sharing based upon the knowledge
of theinstitut i onés | rshavimgrmpeattices;n

(ii) to access his or her credit report free of charge (at least once
a year), subject to proper identification;

(iii) to know about adverse action in credit decisions or less-than-
optimal conditions/prices due to credit report information;

(iv) to be informed about all inquiries within a period of time, such
as six months;

(v) to correct factually incorrect information or to have it deleted
and to mark (flag) information that is in dispute;

(vi) to reasonable retention periods of credit history, for instance
two years for positive information and 5-7 years for negative
information; and

(vii) to have information kept confidential and with sufficient
security measures in place to prevent unauthorized access,
misuse of data, or loss or destruction of data.

f. The credit registries, regulators and associations of banks should
undertake campaigns to inform and educate the public on the rights of
consumers in the above respects, as well as the consequences of a
negative personal credit history.

Description

Paragraph (a)

27 1pid, Article 31 (3)
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The mandate for exercising the oversight function for Credit Reporting Systems is
not well defined under the laws of Indonesia. Bl has been operating a Credit
Registry since 2005 and the Credit Bureau Regulation establishes Bl as the
supervisory authority for private credit bureaus. OJK now has responsibility for
regulating and developing the interbank information system'®. The Ministry of
Communication and Information Technology (MCIT) also has a role in relation to
data privacy and credit reporting. However there is no provision for any entity in
Indonesia to have a comprehensive oversight function in respect of the credit
reporting system in Indonesia.

Ideally one authority would be identified as the primary overseer of the system,
with other relevant authorities collaborating and coordinating actions with the
primary overseer. As well as being responsible for supervision of private credit
bureaus, the relevant body should have general responsibility for:

1 the institutions, rules, participants and public policy objectives regarding
the flow of relevant credit information to creditors, financial institution
supervisors and other potential users of the system, consistently with the
relevant national strategy on credit reporting; and

1 coordination between all relevant government agencies, regulators with
responsibility for any aspect of the credit reporting system

The situation is somewhat confused at the moment as Bl operates the BIK and
supervises LPIPs (Chapter X of the Credit Bureau Regulation) but the OJK Law
specifically provides that OJK has power fit o regul at e and
soundness that includes: é(iii) debt@r

Paragraph (b)

The Credit Bureau Regul maintaiothe acceracy i
currency, security and confidentiality ofdata. 6 ( Arti cl e 34
then specifies in some detail the issues that must be dealt with in the

LPI Pds policies and operational pr
CommissionersofanL P1 P ar e al s o r strqng commitinent ¢
to preserve the confidentiality and security of data and informationd ( Ar
10(1)(a)(5) of the Credit Bureau Regulation).

Article 81 also provides for sanctions to be imposed on LPIPs if they are
responsible for inaccurate credit information.

The Debtor Information System Regulation does not contain provisions equivalent
to those above apart from requirements for the timely submission of information to
BIK (Chapter V).

Paragraph (c)

Credit Reporting activities are covered by an array of different laws and

128 50 far as the interbank information system is concerned, OJK now has that responsibility (see Article 69(1)(a) of

the OJK Law and Article 32 of the BI Law).
129 Article 7(b)
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regulations. Of particular relevance in this context are the Credit Bureau
Regulation which applies to LPIPs, the Debtor Information System Regulation
which applies in relation to the BIK and the Electronic Transactions Law.

See the separate report on Credit Reporting for a discussion of relevant provisions
of these laws. The primary point to note in this context is that the Credit Bureau
Regulation has a much stronger consumer protection regime than the Debtor
Information System Regulation.

See Banking Sector Good Practice E.1 concerning dispute resolution systems and
the separate report on Credit Reporting in relation to access and correction rights
in respect of credit reporting. In particular it is to be noted that Chapter 1X of the
Credit Bureau Regulation contains extensive provisions on the Handing and
Settlement of Complaints in relation to the conduct of LPIPs. However, the Debtor
Information System Regulation does not contain similar provisions for debtors
whose information is held by BIK, although there are provisions for debtors to
access their credit information.

Finally, it is to be noted that Article 38 of the Electronic Transactions Law provides
for the initiation of actions by individuals, or by way of a class action, fi a g a
parties that provide Electronic Systems and/or

using Information Technologyd0 t o t he detri ment of t hae

Paragraph (d)

Article 42(1)(b) of the Credit Bureau Regulation relevantly provides that an LPIP is
prohi bi t gahsfefringoampying,fiand/or making the Credit Data and Other
Data accessible to/by other parties both inside and outside the territory of the
Republic of Indonesia. 0

There is not, however, an equivalent provision in the Debtor Information System
Regulation.

Paragraph (e)
See separate report on Credit Reporting.

Paragraph (f)

Bl has undertaken public awareness campaigns explaining the role of credit
reporting in the overall credit process. Initiatives have included an annual road
show, TV and radio advertisements, participation in trade shows, posters and the
establishment of a clinic at Bl so that banks, debtors and other organizations can
see how the BI credit registry operates in practice. However it is considered that
further awareness campaigns are necessary to inform consumers about their rights
and the overall objective of credit reporting systems. This will be especially
important as private credit bureaus start to operate.

See separate report on Credit Reporting.
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Recommendation

There should clarification of who has responsibility for the general oversight of the
credit reporting system in Indonesia in light of the issues discussed in paragraph
(a) above.

See also separate report on Credit Reporting for other relevant recommendations.

SECTION E

DISPUTE RESOLUTION MECHANISMS

Good Practice E.1

a.

Internal Complaints Procedure

Every bank should have in place a written complaints procedure and
a designated contact point for the proper handling of any complaint
from a customer, with a summary of this procedure forming part of
the bankds Terms and Conditions r
indication in the same Terms and Conditions of how a consumer can
easily obtain the complete statement of the procedure.

Within a short period of time following the date a bank receives a
complaint, it should:

(i) acknowledge in writing to the customer/complainant the fact
of its receipt of the complaint; and

(ii) provide the complainant with the name of one or more
individuals appointed by the bank to deal with the
complaint until either the complaint is resolved or cannot
be processed further within the bank.

The bank should provide the complainant with a regular written
update on the progress of the investigation of the complaint at
reasonable intervals of time.

Within a few business days of its completion of the investigation of
the complaint, the bank should inform the customer/complainant in
writing of the outcome of the investigation and, where applicable,
explain the terms of any offer or settlement being made to the
customer/complainant.

When a bank receives a verbal complaint, it should offer the
customer/complainant the opportunity to have the complaint treated
by the bank as a written complaint in accordance with the above. A
bank should not require, however, that a complaint be in writing.

A bank should maintain an up-to-date record of all complaints it has
received and the action it has taken in dealing with them.

The record should contain the details of the complainant, the nature
of the complaint, a copy of the bank's response(s), a copy of all other
relevant correspondence or records, the action taken to resolve the
complaint and whether resolution was achieved and, if so, on what
basis.

The bank should make these records available for review by the
banking supervisor or regulator when requested.

Description

The requirements of this Good Practice are to some extent met in practice and
under the BI Regulation No. 7 of 2005 on the Resolution of Consumer Complaints
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and the Consumer Law. They will also be partially provided for by the FCP
Regulation when it comes into effect in August 2014.

Paragraph (a)

Every bank must have a policy and written procedures that deal with the receipt of
consumer complaints, the handling and resolution of consumer complaints, and the
monitoring of complaint handling and resolution.** All banks are also required to
h av e und and/or functiond established in each b
resolve consumer complaints and the powers of the unit and/or function must be
set forth in the policy and procedures referred to above.'** Furthermore, banks are
required to publish for the public the existence of the dedicated unit and/or function
fin written and/or electronic formo™* Although less than adequate, it would appear,
therefore, that merely publishing this essential information on the web or by email
will suffice.

There are also general provisions in the Consumer Law relating to entrepreneurs
obligations to deal with customer complaints. In this regard Article 19 requires
entrepreneurs to compensate consumers for the damages or loss that they suffer
as a result of consuming services. Consumers also have the statutory right:

i to be heard in expressing any opinion and complaint regarding goods
and/or services they use or consume;

1 to obtain proper advocacy, protection and settlement in any consumer
protection dispute; and

I to obtain compensation, redress and/or substitution, if the goods and/or
services received are not in accord with the agreement or not received as
requested.'®

Further, once the new FCP Regulation comes into effect all financial services
providers (including banks) will be required to have and implement mechanisms for
consumer complaint resolution.”® In summary, the requirements are for
procedures which:
1 Are notified to the consumer (Article 32 (1));
1 Are free (Article 33);
1 Include the financial service provider reporting to OJK on complaints and
the status of resolution approximately every 3 months (Article 34);
1 Require the complaint to be resolved within 20 days or, in specified cases,
within an additional 20 days (Article 35);

1 Require a work unit to be established to handle and resolve complaints,
with one person in each office to handle complaints. Further, if an
employee handling the complaint was involved in the relevant transaction
then the compliant has to be referred to another employee (Articles 36 and
37).

139 bid., Article 2 (2)

3L bid., Article 4 (1) and (2)

132 |hid., Article 5

133 See Consumer Law, Article 4, points d, e and h

134

These provisions are also expanded on in OJK Circular No.2/SEOJK.07/2014 concerning the Service and Dispute

Settlement of Consumer Complaints, which was made after the CPFL Review.
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Article 38 further requires a financial services provider to:
1 Conduct an internal examination of the complaint competently, correctly,
and objectively;
1 Ensure the correctness of the complaint; and
1 Submit a statement of apology and offer compensation (redress / remedy)
or repair the product and/or service, if the consumer complained properly.

Further, under the FCP Regulation, a financial services provider will be
fresponsible for the loss of the consumer arising out of the faults and/or failure, of
the officers, and employees of the financial services provider and/or any third

parties in the employ of the financial services provider(‘)l?5

The practices followed by banks also typically include a written complaints
procedure and a designated contact point for the proper handling of complaints
from retail customers. However a summary of this procedure apparently rarely, if
ever,f orms part of a bankds Terms and Co
a consumer can obtain the complete statement of thebank 6s pr oced
respects.

Paragraph (b)
Typically, a bank will acknowledge receipt of a complaint and of the name of the
contact point and of the outcome of the investigation of the complaint within a few

days of the investigation being received. See also the description of the FCP
Regulation in paragraph (a) above.

Paragraph (c)

A bank is required to provide information on the status of complaint resolution at
any time the customer or the customer
the bank regarding the complaint that has been Iodged.136 Furthermore, if the
complaint is submitted in writing, the bank is obliged to convey the result of the
compl ai nt resolution process to the ¢
writing within twenty or forty working days as indicated above. If, however, the
complaint is submitted verbally, the bank is required to convey the result of the
compl ai nt resolution to the customer
writing or verbally within two working days. A bank also, if requested, typically
provides the complainant with a regular update on the progress of the investigation
of the complaint at reasonable intervals of time.

See also the description of the FCP Regulation in paragraph (a) above.

B ecp Regulation, Article 29 By the Elucidation of Article 29, fidults and/or f a i |meang faults and/or failure in

the performance of business of the Financial Services Provider.
1% |bid., Article 12
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Paragraph (d)

As contemplated by this Good Pr actdresohe,
each complaintlodgedby a customer or a cuddt omer 6

A bank is also obliged to resolve a complaint no later than twenty working days
after receipt of a written complaint. However, provided the customer or the
customerds repr esenefad ther expiry of the mitial fweneyd
working days, a delay of a further twenty working days is permitted in the event
that: (a) the bank office receiving the complaint is not the one at which the problem
occur r etdereane @npefliments to communication between the two officeso
(b)) Aspeci al ®x aonfii ntahéd ohankodés document s
outside the control of the bank exists, such as the involvement of a third party.™*°

The result of the complaint resolution process as determined by the bank must
state:

91 the complaint registration number;

91 the problem cited in the complaint; and

1 the determination of the bank, together with explanation(s) and
reason(s).**

Paragraphs (e) to (h)
There is not a specific requirement to the effect of these Good Practices.

Recommendation

OJK should give consideration to reviewing and revising the FCP Regulation on
the basis of each of the issues raised above.

OJK should also require financial services providers to send statistics on consumer
complaints, and then OJK should use this information as input to their supervisory
activities. Complaints statistics provide with important warning signs not only on
consumer protection, but also on reputational and operational risks. Based on the
analysis of complaint statistics, OJK could also propose guidelines, instructions or
awareness campaigns that address the common problems identified in complaints
reports.

In time, it will be helpful for all banks and consumers of banking products and
services to have reference only to one set of statutory requirements regarding
internal complaints procedures. This, though, will necessitate the repeal of the
Consumer Law in so far as it applies to banks and all other providers of financial
services. As stated above, the FCP Regulation, itself, does not and cannot
impliedly repeal or replace the Consumer Law.

Further, it should be clear to what extent the Bl Regulation dealing with complaints
will continue to apply.

137

See: Bl Regulation No. 7/7/PBI/2005 on the Resolution of Customer Complaints, Article 2 (1)

138 There is no requirement that this be in writing.

139

140 pid., Article 13

Bl Regulation No. 7/7/PBI/2005 on the Resolution of Customer Complaints, Article 10
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Good Practice E.2

Formal Dispute Settlement Mechanisms

a. A system should be in place that allows customers of a bank to seek
affordable and efficient recourse to a third-party banking ombudsman
or equivalent institution, in the event the complaint of one or more of
customers is not resolved in accordance with the procedures
outlined in E.1 above.

b. The existence of the banking ombudsman or equivalent institution
and basic information relating to the process and procedures should
be made known in every bankds Ter
B.7 above.

c. Upon the request of any customer of a bank, the bank should make
available to the customer the details of the banking ombudsman or
equivalent institution, and its applicable processes and procedures,
including the binding nature of decisions and the mechanisms to
ensure the enforcement of decisions.

d. The banking ombudsman or equivalent institution should be
appropriately resourced and discharge its function impartially.

e. The decision of the banking ombudsman or equivalent institution
should be binding upon the bank against which the complaint has
been lodged.

Description

The current statutory systems for the formal resolution of disputes in the banking
system are fragmented and overlapping. Apart from recourse to his or her local or
District court, a consumer with an unresolved complaint concerning a banking
product or service can access either the Consumer Dispute Resolution Board
(BPSK)'! or the BI Mediation Service."”” And OJK also has power to provide a
service to facilitate the resolution of outstanding consumer complaints under the
FCP Regulation (see below re the FCC System).'”® OJK also has advocacy
powers to take measures against financial institutions to resolve complaints and to
institute proceedings to reclaim property or to recover damages on behalf of a
consumer, as well as a financial institution if it is the harmed party.** In addition,
Indonesia is a participant in the ASEAN Committee on Consumer Protection that
provides an avenue for consumers of any service or product to complain and seek
compensation for loss.**

OJK is to be commended for the establishment of its Integrated Financial
Customer Care System (FCC System). The FCC System was first established in
early 2013 but has since been further developed to provide a trackable and
traceable system for customer complaints with a view to making the review
process more effective, quick and responsive. Financial institutions can trace the
handling of complaints and consumer s

of the complaints. From 21 January 2013 to 31 December 2013, the FCC System
recorded 7,655 reports, including 495 information deliveries (6.47%), 6,271
information enquiries 981.92%) and 889 complaints (11.61%). Consumers can

141
142

Operating under Regulation No. 350 of 2001 issued by the Ministry of Trade and Industry
Established under B | Basking Mediation Regulation No. 8 of 2006, as amended by Bl Regulation No. 10 of 2008

143 See FCP Regulation, Articles 40 to 46

144
145

See OJK Law, Article 30
See http://aseanconsumer.org/
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http://aseanconsumer.org/

access the service on line, through a hotline and through OJK regional offices. As
at February 6", 2014, the FCC System was supported by 2 supervisors, a quality
assurance officer and 22 customer service officers. **°

See |Insurance Sector Good Practice E.2 for a full description of the
abovementioned provisions.

Recommendation | In the long term, it is recommended that options for a single, independent ADR
scheme for all financial sector consumers be considered. It is understood that OJK
is giving some consideration to this objective.

However, further analysis is needed to identify the most effective institutional
setup. Such an analysis should explore different models, and the costing and
effectiveness of each in the Indonesian context. At a minimum, it is considered that
the relevant body should be independent of financial institutions and OJK (and any
other regulator), be available at no or low cost to consumers, have the power to
make decisions which are binding on the financial institutions, and operate in
accordance with transparent processes and procedures. It is also recommended
that it be a licensing condition that the institution concerned be a member of the
external dispute resolution scheme. The overseeing body for the scheme should
include consumer as well as industry representatives.*” In the interim the FCC
System appears to be playing a useful role.

Prior to the commencement of 0OJ KOs n
recommended that OJK conduct a public awareness campaign of the processes
and procedures to be followed. Furthermore, consumer call centers in both OJK
and the Con s umer Protection Di vi si on of B
should help as a first response to cof
very widely publicized (perhaps as a further bank disclosure requirement). It seems
likely however that the vast majority of consumers are not likely to know which
center to turn to in the first instance. In any event, the capacity of these two centers
to deal with complaints should be assessed.

The extent to which the BPSK will continue to have jurisdiction over disputes
involving financial services after the FCP Regulation comes into effect should also
be clarified (through amending regulations). Consideration will also need to be
given as to the transitional arrangements for claims which arise before the FCP
Regulation commences. It may be the case that the BPSK should be able to hear
such claims if they are the subject of proceedings as at August 6™ 2014 but not
otherwise.

The issues outlined above in relation to the OJK facilitation process should be
considered and ideally dealt with through clarifying regulations or (less preferably)
guidelines. In summary, the principal issues in this context are:

f OJKbds inability to make binding deci

148 file:///C:/Users/wb371925/Downloads/press-release-ojk-inaugurates-integrated-consumer-care-system%20(1).pdf

“"Gui dance may be obtained from the Wor |bdtweBmQohsdnmrsandb | i cat i on
Financial Businesses: Fundamentals for a Financial Ombudsman:
http://www.networkfso.org/Resolving-disputes-between-consumers-and-financial-businesses Fundamentals-for-a-
financial-ombudsman_The-World-Bank_January2012.pdf
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The ambiguities in the threshold requirements;

The requirement for an insurer (or any other relevant financial institution) to
have agreed before a dispute can be bought before OJK);

1 The lack of rules as to the qualifications of a facilitator and as to the
procedures to be followed in resolving complaints;

It is not clear whether a consumer will have to pay fees (ideally not); and
Ideally it would be clear that OJK has an obligation to analyze complaint
statistics and publicize issues of concern.

= =

=A =

In the near term, it is also recommended that OJK undertake the following
activities:
9 Advise on the terms of reference and governance arrangements for the various

industry association schemes with a view to achieving consistency in
approaches;

9 Develop formats for the reporting of statistics on consumer complaints to OJK;
9 Consider related regulatory requirements; and

9 Capacity building for the relevant industry associations.

Good Practice E.3

Publication of Information on Consumer Complaints

a. Statistics and data of customer complaints, including those related to
a breach of any code of conduct of the banking industry should be
periodically compiled and published by the ombudsman, financial
supervisory authority or consumer protection agency.

b. Regulatory agencies should publish statistics and data and analyses
related to their activities in respect of consumer protection regarding
banking products and services so as, among other things, to reduce
the sources of systemic consumer complaints and disputes.

c. Banking industry associations should also analyze the complaint
statistics and data and propose measures to avoid the recurrence of
systemic consumer complaints.

Description

Statistics and data of customer complaints have been required to be compiled and
provided to Bl on a quarterly basis '*® and the FCP Regulation requires a financial
service provider to report to OJK on complaints and the status of resolution
approximately every 3 months (Article 34). However there is no requirement for this
information to be published and analyzed by any bank or by BI. Likewise the
mission team was informed that, to date, no banking industry association has
analyzed any consumer complaint statistics and data and proposed any measures
to avoid the recurrence of systemic consumer complaints.

Recommendation

OJK should publish statistics, data and analyses related to its activities in respect
of consumer complaints regarding banking products and services so as, among
other things, to identify and eventually reduce the sources of systemic consumer
complaints and disputes. Banks should also be required to centralize all data on
the complaints they receive and to analyze these data periodically.

Ideally further regulations (or, at a minimum guidelines) would be introduced to
specify the type and format of information that should be collected by banks and
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See Bl Indonesian Banking Booklet, 2013 at page 202 regarding required quarterly Reports from Commercial and

Rural Banks on the management and settlement ofc u s t 0 woenplaints.
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the required analysis activities. Examples of the type of information that should be
required to be collected should include the nature of the complaint, the branch or
banking agent and officer involved, the time taken to deal with the complaint, the
teemsof any decision which is made and t
checking such reports s fsiteuahddoff-dite sugemisian
activities in respect of the business conduct of every bank.

SECTION F

GUARANTEE SCHEMES AND INSOLVENCY

Good Practice F.1

Depositor Protection

a. The law should ensure that the regulator or supervisor can take
necessary measures to protect depositors when a bank is unable to
meet its obligations including the return of deposits.

b. If thereis alaw on deposit insurance, it should state clearly:
(i) theinsurer;
(ii) the classes of those depositors who are insured;
(iii) the extent of insurance coverage;
(iv) the holder of all funds for payout purposes;
(v) the contributor(s) to this fund;

(vi) each event that will trigger a payout from this fund to any
class of those insured;

(vii)the mechanisms to ensure timely payout to depositors who
are insured.

c. On an on-going basis, the deposit insurer should directly or through
insured banks or the association of insured commercial banks, if any,
promote public awareness of the deposit insurance system, as well
as how the system works, including its benefits and limitations.

d. Public awareness should, among other things, educate the public on
the financial instruments and institutions covered by deposit
insurance, the coverage and limits of deposit insurance and the
reimbursement process.

e. The deposit insurer should work closely with member banks and
other safety-net participants to ensure consistency in the information
provided to consumers and to maximize public awareness on an
ongoing basis.

f. The deposit insurer should receive or conduct a regular evaluation of
the effectiveness of its public awareness program or activities.

Description

Indonesia has a comprehensive depositor protection scheme. As from 1 January
2014, OJK and the Deposit Insurance Corporation (IDIC) (and in the case of a
failure of aso-cal |l ed fAsystemicd bank, a comm
Finance, the Chairman of OJKdéds Board
are empowered to take all necessary measures to protect depositors when a bank
proved unable to meet its obligations, including the return of deposits.

There are, however, a number of issues to be addressed. The issues include the
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need: (i) to promote public awareness of the deposit insurance system; (ii) to
educate the public on the financial instruments and institutions covered by deposit
insurance, and the coverage and Ilimits of deposit insurance and the
reimbursement process; (iii) to ensure close working relationships between IDIC
and all member banks to ensure consistency in the information provided to
consumers; and (iv) by way of receiving or conducting regular evaluations of the
effectiveness of public awareness programs or activities regarding deposit
insurance.

In addition, IDIC does not appear currently to be able to access all pertinent
records of a bank in clear financi al
business l'icense, thereby initiating
unnecessari | ' y hinders the performance of |1

The IDIC Law™* states:

9 that IDIC is designated as the insurer;

1 the extent of insurance coverage;**®

1 that every commercial and rural bank must be a member of the Deposit
Insurance program;

1 that every member bank must pay a yearly membership fee from its own equity

at the end oflgqe previous fiscal year (or in the case of a new bank from its

initial capital);
91 that IDIC is obliged to pay claims to depositors at a bank only in the event that
that Bankds | icense has been revoked;

9 that IDIC has the authority, at least, to carry out public awareness programs for
banks and the general public on deposit insurance.

IDIC deposit insurance covers a total of 2 billion IDR on deposit by any individual in
any member bank.

While a bank is required to provide information on the deposit guarantee program
in respect of a nfythe bahk protlust peptains douthe trassingfiof
funds,&™? it is not clear that there is compliance with this obligation.

Recommendation |Consi deration should be gi v eaomptiaoce with the
abovementioned obligations.

Good Practice F.2 | Insolvency

a. Depositors should enjoy higher priority than other unsecured
creditors in the liquidation process of a bank.

b. The law dealing with the insolvency of banks should provide for

49 | aw No. 24 of 2004
130 The initial coverage was IDR 100,000,000 (or some USD 9,000). This, though, was increased by IDIC Regulation
No. 2/PLPS/2010 to IDR 200,000,000,000 (or some USD 180,000) following the global financial crisis of 2008. The

same IDIC Regulation alsosett he maxi mum fAfair interest rateo on a deposit
an account denominated in IDR and 1.50% for an account denominated in foreign currency.
“'EFach bankds initial yearly membership fee was 0.1% of the b

sums on deposit as of December 31 in the preceding year, again following the 2008 global financial crisis.
152 gy Regulation No. 7/6/PBI/2005 re: Transparency in Bank Product Information, Article 5 (2)
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expeditious, cost effective and equitable provisions to enable the
maximum timely refund of deposits to depositors.

Under the IDIC Law, depositors enjoy higher priority than other unsecured creditors
in the liquidation process of a bank. As indicated, IDIC deposit insurance covers a
total of 2 billion IDR on deposit by any individual in any member bank. In the event
that this coverage is inadequate, the IDIC Law sets out the hierarchy of payments
to creditors from the disposal of assets and/or the collection of receivables. This
order is as follows:

accrued and unpaid remuneration for staff;
severance payment for staff;

judicial fees and court charges, cost of unpaid auction expenses and cost of
operational expenses;

resolution cost incurred by the IDIC;

unpaid taxes;

uninsured portion of deposits and ineligible deposits; and
other creditors.™®

= =4 -8 A = =4 -4

Also, the IDIC Law provides for expeditious, cost effective and equitable provisions
to enable the maximum timely refund of deposits to depositors.

Recommendation

No recommendations.

SECTION G

CONSUMER EMPOWERMENT

Good Practice G.1

Broadly based Financial Capability Program

a. A broadly based program of financial education and information
should be developed to increase the financial capability of the
population.

b. A range of organizations, including those of the government, state
agencies and non-government organizations, should be involved in
developing and implementing the financial capability program.

c. The government should appoint an institution such as the central
bank or a financial regulator to lead and coordinate the development
and implementation of the national financial capability program.

Description

The Indonesian government's approach to financial literacy has come about
organically as different agencies have seen the value of the issue and put
programs in place to begin to address discrete parts of the issue. Only recently has
Indonesian law and regulation clearly assigned financial literacy duties to a specific
government agency and that agency (OJK) has published a national blue print to
improve the nation's financial literacy, including literacy regarding banking. The
document received presidential approval and was launched in November 2013.

Paragraph (a)
Coming mostly through the efforts of Bank Indonesia and OJK, the government's
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See IDIC Law, Atrticle 54 (1)
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young effort on financial literacy, while ambitious and commendable, is still varied
and uneven in its coverage should be seen as a mix of initiatives, which lacks
strong coordination across government agencies and at this stage cannot be
considered as broad based in the subjects it covers or the populations it reaches.

Since 2008, Bl has advanced a multi-prong financial literacy program which
includes a variety of different interventions. Bl has implemented national
campaigns to promote the use of banks (the Ayo ke Bank "Let's Go to the Bank"
campaign) and general consumer protection (the "3P" campaign). It has also
created and distributed financial literacy materials including books, pamphlets and
comics. Additionally, Bl developed and implemented a financial education module
for schools which is presently used in elementary, junior high and high school
classrooms. This project also involved entering a MOU with the Ministry of
Education and conducting teacher trainings to help increase usage of the
materials. Similarly for adults, Bl has created materials and conducted seminars for
particular segments of the population such as housewives and workers in the
fishing and agricultural industry as well as migrant workers. Finally, in 2012 Bl has
conducted a national survey on financial literacy.

OJK has been working in financial literacy for only two years but already has two
main financial literacy programs. One of the existing programs provides access to
basic financial information through a fleet of cars that visits communities to
distribute materials. This channel is particularly useful in reaching rural locations.
While this program has been operating for a while, the present intention is to re-
launch it with the goal of increasing the size of the fleet from seven cars to 20
before 2014. OJK also provides seminars targeted to housewives. The seminars
are hosted by OJK staff and representatives from the financial services industry
and seek to increase attendees' knowledge of financial products. OJK is planning
on implementing many more programs through its national blue print for financial
literacy that was launched in November of 2013.

OJK launched Indonesia's first National Financial Literacy Strategy (blue print) for
financial literacy on 19 November 2013 at a high profile event which will was led by
President Susilo Bambang Yudhoyono. The blue print development process had
been ongoing since April of 2013 and received technical advice from the World
Bank from mid-September through October. The blue print sets out an aggressive
agenda of establishing the essential elements of the nation's financial literacy
infrastructure which will in time empower Indonesian consumers with the product
knowledge, planning ability and decision-making skills to enter the financial
mainstream and thrive within it.

Specifically, the strategy sets out three pillars to the national plan to improve
financial literacy in Indonesia. The first pillar is to provide financial education
through a national campaign which consists of community-based seminars,
university workshops, cultural programs and media outreach. The second pillar
calls for OJK to strengthen the financial literacy infrastructure which includes
enhancing its customer care call center, increasing its web presence, fielding more
financial literacy cars to less accessible communities and periodically conducting
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its national financial literacy survey (described in G.5 below). The third pillar is for
OJK to work with the financial services industry to develop low cost financial
products and services.

OJK has chosen to focus on specific segments of the population for educational
interventions in each of the next five years according to the following schedule:

1 2014: Housewives and Micro, Small and Medium Enterprises (MSMES)
2015: Students and Professionals

2016: Pensioners

2017: Housewives and MSMEs

2018: Students and Professionals

=A =4 =4 =4

Paragraph (b)

In addition to the work of Bl and OJK, other government agencies, some
companies and a few NGOs have fielded their own programs in financial literacy.
Each of these programs has its own independently developed goals, distribution
plan, educational standards and data collection practices. Motivations of program
providers vary from serving a specialized training need for a segment of adults (as
in the case of a World Bank pilot program to education migrant workers), to
meeting an educational system standard for youth, to cultivating a positive image
for a financial institution. In most cases program providers and sponsors do not
coordinate with other programs providers and frequently are unaware of other
programs. This deprives all practitioners of learning from each other's experiences,
of assuring that educational gaps are filled and unnecessary overlap is avoided
and of making meaningful assessments of the effectiveness of the national
financial education effort in the aggregate.

Paragraph (c)

Dating back to 2007, Bank Indonesia has lead national financial literacy efforts, but
since 2011 OJK has been charged with that responsibility. OJK's statutory
responsibility to provide financial education comes from the OJK Law which
established the agency. Specifically the law states, "For the protection of
consumers and the public, OJK is authorized to take necessary actions to prevent
consumers and the public from harms, which include: a. providing information and
educating the public on the characteristics of financial services sector, services,
and products..." %% Coordination between the agencies on financial education
matters is lacking to the detriment of both agencies' programs and ultimately the
national effort on this subject. Involvement of one agency does not need to require
disengagement by the other, but without communication and planning between the
agencies, Indonesia will be hard pressed to reach its financial capability potential.

Recommendation

See the separate Financial Capability report in Annex I.

Good Practice G.2

Using a Range of Initiatives and Channels, including the Mass Media

a. A range of initiatives should be undertaken by the relevant ministry or
institution to improve people's financial capability regarding banking
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Law No. 21 of 2011 on the Financial Services Authority, Article 28 and 28(a)
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products and services.

b. The mass media should be encouraged by the relevant ministry or
institution to provide financial education, information and guidance to
the public regarding banking products and services.

c. The government should provide appropriate incentives and encourage
collaboration between governmental agencies, banking regulators, the
banking industry and consumer associations in the provision of
financial education, information and guidance regarding banking
products and services.

Description

Through a few of its campaigns, the Gol has used a range of initiatives in support
of its financial literacy efforts. Some use of mass media has also been attempted.

See the separate Financial Capability report in Annex I.

Recommendation

See the separate Financial Capability report in Annex I.

Good Practice G.3

Unbiased Information for Consumers

a. Regulators and consumer associations should provide, via the
internet and printed publications, independent information on the key
features, benefits and risks i and where practicable the costsi of the
main types of banking products and services.

b. The relevant authority or institution should encourage efforts to
enable consumers to better understand the products and services
being offered to consumers by banking institutions, such as
providing comparative price information and undertaking educational
campaigns.

Description

In 2009, Bank Indonesia launched the "3Ps" education campaignh to encourage
consumers to carefully consider the terms and conditions of any financial product
or service they may wish to obtain, including banking products and services ("3Ps"
stand for "ensure benefits, understand the risk and consider the costs").

See the separate Financial Capability report in Annex | for details.

Recommendation

To the degree they lack comparative price information, present and future
consumer information campaigns should begin to include this information so
consumers can shop more effectively for banking products and services.

Good Practice G.4

Consulting Consumers and the Financial Services Industry

a. The relevant authority or institution should consult consumers,
banking associations and banking institutions to help them develop
financial capability programs that meet banking consumers' needs
and expectations.

b. The relevant authority or institution should also undertake consumer
testing with a view to ensuring that proposed initiatives have their
intended outcomes.

Description

Regulator consultation with the financial services industry appears to be sporadic
and not routine. Moreover, there appears to be no regularly used formal, ongoing
structure to work with banking associations and banking institutions on financial
capability programs. Instead, input is sought from specific banking industry
members on a case-by-case basis to assist with a particular project, instead of
consulting with the broader industry on a regular basis on longer range planning
and on program development.
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Paragraph (a)

Both Bank Indonesia and OJK have demonstrated some willingness to engage the
financial services industry on financial capability matters. Bank Indonesia reports it
established a working group on public education in banking in 2007, but evidence
cannot be found that it met regularly and developed financial capability programs.
OJK regularly consulted with the financial services industry, including the banking
industry, during the seven to eight months in 2013 when it was developing the
national blue print for financial literacy. This working group, however, did not have
a formal structure and appeared to have an ad hoc membership. It appears to
have been drawn together for the specific purpose of drafting and launching the
national Blue Print and it is not yet clear how this collaboration will continue. While
these efforts by both Bl and OJK show a positive inclination toward collaborating
with industry on financial literacy program development, both agencies and the
industry could benefit from a more structured approach to financial industry
cooperation on financial capability issues.

Paragraph (b)

While both Bl and OJK have conducted national surveys on financial literacy, there
is no documentation of thorough, widespread program evaluation or consumer
testing. Bl reports to have done some program evaluation on a financial education
module it has introduced to students. While national surveys are very useful to
strategic planning on financial capability matters, they are not substitutes for
rigorous evaluation of specific programs and, in fact, can be counterproductive
when used for that purpose.

Recommendation

Financial regulators should formalize their consultative relationships with the
financial services industry on matters pertaining to financial capability. Establishing
and maintaining such a structure will increase the productivity of this relationship,
provide better coordination in the provision and distribution of financial capability
programs and lessen the likelihood of programmatic gaps or redundancies.

FCP Regulation, Article 14 provides OJK a great opportunity to formalize its
relationship with the financial services industry by coupling the industry's
requirement to provide financial education with ongoing guidance from OJK on the
types of programs needed to avoid gaps and redundancies. Individual financial
institutions could use such instruction from OJK as they develop their annual plan
of financial education activities as required under the regulation.”® The FISF
proposed technical assistance to OJK on FCP, Article 14 could be instrumental as
OJK drafts the explanatory circular to Article 14 of the regulation and as OJK
develops the processes to provide ongoing guidance to companies.

OJK can also use a national financial literacy website to help coordinate the
financial literacy efforts of financial institutions. A government sponsored website
can feature industry content and inform consumers about industry sponsored
financial education programs and events. The FISF proposed technical assistance

1% See FCP Regulation, Article 14 (1)

1% |pid, Article 14 (2)
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on the development of a national financial literacy website could support OJK in
this task by researching, explaining and applying lessons learned from other
countries' financial literacy websites.

Consumer surveys, testing and program evaluation should be utilized extensively
as a way to make disclosures, consumer protection rules and financial capability
programs more effective.

Good Practice G.5

Measuring the Impact of Financial Capability Initiatives

a. The financial capability of consumers should be measured, amongst
other things, by broadly-based household surveys and mystery
shopping trips that are repeated from time to time.

b. The effectiveness of key financial capability initiatives should be
evaluated by the relevant authorities or institutions from time to time.

Description

Paragraph (a)

Both Bank Indonesia and OJK have recently conducted broadly-based consumer
surveys, although evidence of mystery shopping trips is lacking. Specifically, Bank
Indonesia conducted a financial literacy survey in 2012 and found, among many
other things, that Indonesians' level of financial literacy correlated with gender,
age, level of income, geography and level of general education. For its part, OJK
conducted a survey in 2013 of over 8,000 consumers spread across 20 provinces
and determined both the level of consumer knowledge and utilization of six
different types of financial products: banking, insurance, finance (credit), pensions,
capital markets and pawnshops. The survey found that for most types of financial
products, Indonesian adults had a low amount of knowledge and utilization.
Specifically:

1 Banking: 21.8% of respondents believed they were literate on banking

products and services while 42.7% reported using banking products and
services;

1 Insurance: 17.8% of respondents believed they were literate on insurance
products and services while 11.8% reported using insurance products and
services;

1 Multi-finance: 9.8% of respondents believed they were literate on multi-finance
products and services while 6.3% reported using multi-finance products and
services;

1 Pension: 7.13% of respondents believed they were literate on pension
products and services while 1.5% reported using pension products and
services;

9 Securities: 3.8% of respondents believed they were literate on securities
products and services while 0.1% reported using securities products and
services;

1 Pawnshop: 14.9% of respondents believed they were literate on pawnshop
products and services while 5.0% reported using pawnshop products and
services.

The results from both of these consumer surveys, if shared with program
developers, can greatly assist financial capability efforts. Neither Bl nor OJK
presented information regarding mystery shopping.
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Paragraph (b)

Neither Bank Indonesia nor OJK have made a regular practice of conducting
program evaluations on the programs they field. Some programs from BI, including
its school based module, have been subject to limited program evaluation, but
evidence of widespread program evaluation has not been forthcoming.

Recommendation | Widespread sharing of consumer financial literacy data by regulators would
significantly improve future financial literacy efforts. With better data, program
funders and developers could do a better job of allocating resources, setting
priorities and designing educational interventions to achieve a particular discrete
goal with a specific population segment. Use of a mystery shopping approach
would also help regulators spot situations where consumers are likely to be
victimized.

Program evaluations should be made a regular part of all present and future
financial literacy programs. Proper data collection and analysis permits program
funders and developers to determine if a certain educational intervention is having
a positive effect. If the program is not effective, the data can diagnosis the exact
weakness and make program enhancement more likely. If the program is having a
positive effect, the program evaluation will give funders the confidence to take the
program to scale so as to increase its reach and impact. The monitoring and
evaluation activities recommended under the World Bank-led Financial Inclusion
Support Framework (FISF) speak directly to this need and offer assistance in data
collection and analysis. Specifically, the FISF proposal recommends technical
assistance on developing key performance indicators for financial inclusion and
financial literacy and in creating a monitoring and evaluation framework.
Additionally, the FISF proposal suggests capacity building in collecting data for a
variety of financial inclusion interventions.

SECTION H COMPETITION AND CONSUMER PROTECTION

Good Practice H.1 | Regulatory Policy and Competition Policy

Regulators and competition authorities should be required to consult one
another for the purpose of ensuring the establishment, application and
enforcement of consistent policies regarding the regulation of financial
services.

Description There is nothing in the law of Indonesia that requires Bl or OJK and the
competition authority, namely the Business Competition Supervisory Commission
(KPPU) to ensure the application of this Good Practice. Although the Banking Law
itself makes no reference to competition, as such, the Elucidation of its Article 16
paragraph (2) dealing with requirements to be granted a banking license states, in
part, t h atake Bitb accosnt theodegfee of healthy competition among
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Banks, the degree of Bank density within certain area, and the distribution of
national economic developmentd™> It is unclear, however, on what basis this is to

be accomplished and there is no requirement for cooperation with KPPU.
However a Memorandum of Understanding between KPPU and OJK in the final

stages of being negotiated. It is to deal with the consultations designed to ensure
that consistent financial services policies are established, applied and enforced.

Recommendation

As of 2014, OKJ and KPPU should coordinate in establishing, applying and
enforcing consistent policies to ensure a consistently high level of competition in
the delivery of all banking services to Indonesians. For this purpose, it would be
helpful to finalize the abovementioned Memorandum of Understanding as a matter
of urgency.

Good Practice H.2

Review of Competition

Given the significance of retail banking to the economy as a whole and to the
welfare of consumers, competition authorities should:
(i) monitor competition in retail banking;
(i) conduct, and publish for general consumption, periodic
assessments of competition in retail banking (such as the range of
interest rates across banks for specific products); and

(iii) make recommendations publicly available on enhancing competition
in retail banking.

Description

While KPPU has carried out and published numerous studies dealing with matters
of competition,158 it has not carried out any of the matters referred to in this Good
Practice.

Recommendation

KPPU should be staffed, equipped and funded so as to permit it to implement this
Good Practice.**®

Good Practice H.3

Impact of Competition Policy on Consumer Protection

The competition authority and the regulator should evaluate the impact of
competition policies on consumer welfare, especially regarding any
limitations on customer choice and collusion regarding interest and other
charges and fees.

Description

To date, no evaluations of any kind have been made by KPPU on its own (or in
conjunction with either Bl or the MoT) of the impact o f Il ndonesi ad
policies on the welfare of consumers of banking services.

Recommendation

In the medium to long-term, KPPU and OJK should adopt and carry out this Good
Practice.
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See also the Elucidation of Article 18, paragraph (4) of the Banking Act to the same effect. Articles 16 and 18 of

the Banking Act will transfer to OJK as of 1 January 2014.
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These include booklets on such general matters as price fixing and vertical integration.

%9 The Banking Enquiry of the Competition Commission of South Africa provides an example of the way in which
such assessments have been conducted, as well as of the sorts of recommendations that have been made as a
result. See: http://www.compcom.co.za/enguiry-in-to-banking
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CONSUMERPROTECTION IN THE SECURITIES SECTOR

Overview

The government of Indonesia and major market institutions are very intent on increasing the use
of the capital markets as a means of providing finance for businesses in Indonesia and as a
source of asset accumulation for retail investors. The Indonesia Stock Exchange (IDX) has
established representatives in 17 of the 34 provinces of Indonesia to provide information to businesses
and investors on the benefits of using the capital markets to raise capital and invest money. Overall, there
is a dynamic movement in the industry to provide the infrastructure for a sound and robust capital market.

The securities market has generally recovered from the crisis of 2008. Market capitalization has
risen from approximately USD 98.76 billion in 2008 to approximately USD 396.77 billion in 2012.

Table 6. Stock market capitalization as % of GDP (in current USD)

Year 2012 2011 2010 2009 2008
Capitalization 396,772,107,424 | 390,106,865,178 | 360,388,099,886 | 178,190,945,564 | 98,760,599,266

% of GDP 45.2% 46.1% 50.8% 33% 19.4%
GDP 878,192,879,854 | 846,483,465,279 | 709,266,023,255 | 539,579,959,053 | 510,244,548,960

Source: World Bank Indicators

However, the number of equity issuers has only risen from 396 in 2008 to 459 in 2012. Private debt
securities have risen from 211 issues in 2008 to 349 in 2012.

Table 7. Shares and Bonds Listed on the IDX

Instrument 2012 2011 2010 2009 2008

Listed Equities 459 440 420 398 396

Debt Securities, Sukuk and ABS 349 299 245 235 211
SBN (Government Bonds and Sharia) 92 106 81 79 70

Source: IDX Annual Report 2012, 2011

The number of securities accounts has increased from 302,447 in 2008 to 359,333 in 2012.
However, this does not necessarily reflect the number of retail investors since it includes duplicate,
dormant and institutional accounts. The number of investment fund accounts has risen from 352,429 in
2008 to 515,714 in 2012. Since the vast majority of investment fund accounts are held by retail investors,
this is a good approximation of the number of retail investors in investment funds.
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Table 8. Number of Account Holders of Securities and Mutual Funds

Year Central Depository Securities Sub Accounts Investment Fund Accounts
2008 302,447 352,429
2009 375,239 357,192
2010 321,521 353,704
2011 365,651 476,940
2012 359,333 515,714

Source.: OJK 2013, Indonesian Central Securities Depository Annual Report 2008, 2009, 2010, 2011, 2012

Article 30(1) of the Capital Market Law requires that all securities companies be registered with
OJK which includes by definition broker/dealers, underwriters and investment managers. Sales
representatives of broker-dealers must also be registered with OJK under Rule No. V.B.1. the number of
broker-dealers has stayed relatively constant in recent years consisting of 158 in 2008 and 146 in 2011.

Table 9. Total Number of Entities Registered to Act as Securities Companies, Broker-
Dealers, Underwriters and Investment Advisors

Year Securities Companies* Total BD U BD + U IA
2008 158 65 20 73 7
2009 157 65 20 72 8
2010 157 66 20 71 8
2011 146 55 20 71 8
2012 139 47 17 75 7

Source: OJK 2013, BAPEPAMK Annual Report 2011, press release 2012
BD = Broker Dealers; U=Underwriters; IA= Investment Advisors
*includes broker-dealers, underwriters, and investment managers

Notwithstanding the fact that the number of broker-dealers and underwriters has declined, the
number of licensed representatives has increased dramatically from 6,258 in 2008 to 8,727 in 2012.
This indicates that the level of interest in the securities markets has increased, even though the markets
have not been able to absorb more broker-dealers.

Table 10. Total Number of Licensed Representatives of Broker-Dealers and Underwriters

Year Broker-Dealers Underwriters Broker-Dealers and Underwriters Total
2008 4,617 1,641 6,258
2009 5,097 1,681 6,778
2010 5,589 1,718 7,307
2011 6,341 1,773 8,114
2012 6.894 1.833 8.727

Source: OJK 2013

The number of open-end investment funds has also increased in the last five years. The number of
funds has almost doubled and the net asset value (NAV) has more than tripled in five years.

74




Table 11. Total Number of Investment Funds

2012 2011 2010 2009 2008
Type of Fund #of 2012* #of 2011 #of 2010 #of 2009 #of 2008
Funds NAV Funds NAV Funds NAV Funds NAV Funds NAV
Equity 110 72.55 90 63.81 73 38.31 73 38.31 67 20.38
Fixed Income 129 35.34 117 29.6 131 18.55 131 18.55 141 11
Mixed/Balanced 115 24.62 105 25.77 117 16.06 117 16.06 112 10.19
Capital 338 | 42.18 | 333 |4395| 256 |3527| 256 |3527| 214 |29.36
Protected
Index 5 .93 2 .37 2 .29 2 .29 2 .10
ETF 3 1.57 2 57 2 .67 2 .67 2 73
Money Market 33 12.35 29 9.83 26 5.22 26 5.22 29 2.3

Source.: OJK 2013, includes Sharia Funds *Total NAV (in IDR trillions)

Investment Managers are regulated under the Capital Market Law and can sponsor non-corporate
open-ended investment funds. Investment managers can sell their funds directly or they can contract
with an Investment Fund Selling Agent to sell investment funds. The Investment Fund Selling Agent must
register with OJK under Rule No. V.B.3. The number of investment managers has declined slightly from
77 in 2008 to 73 in 2012, while investment fund selling agents have declined from 27 in 2008 to 22 in
2012.

Table 12. Total Number of Registered Investment Managers and Investment Fund Selling
Agents

Year 2012 2011 2010 2009 2008
Investment Managers 73 82 83 93 77
Investment Fund Selling Agent 22 21 21 26 27

Source: OJK 2A 3

Under Article 32 of the Capital Market Law, sales representatives of Investment Managers who sell
investment funds and under Rule V.B.2 sales representatives of an Investment Fund Selling Agent
must be registered with OJK. This allows OJK to determine the qualifications of sales people and
provides for a clear line of authority for their oversight and supervision. In order to obtain the registration,
Rule No. V.B.1 provides that the representatives of investment managers, broker-dealers and
underwriters must pass a competency examination. Rule No. V.B.2 (2) provides that representatives of
investment fund sales agents must also pass a competence examination.

Table 13. Number of Licensed Natural Persons Acting as Representatives of Investment
Funds and Investment Fund Selling Agents

Year Investment Funds Investment Fund Selling Agents
2008 1,783 18,495
2009 1,831 21,152
2010 1,874 23,327
2011 2009 13,742
2012 2279 16,128

Source: OJK 2013
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Comparison with Good Practices

SECTION A

INVESTOR PROTECTION INSTITUTIONS

Good Practice A.1

Consumer Protection Regime

The law should provide for clear rules on investor protection in the area of
securities markets products and services, and there should be adequate
institutional arrangements for the implementation and enforcement of
investor protection rules.
a. There should be specific legal provisions that create an effective
regime for the protection of investors in securities.

b. There should be a governmental agency responsible for data
collection and analysis (including complaints, disputes and
inquiries) and for the oversight and enforcement of investor
protection laws and regulations.

Description

Paragraph (a)

The OJK Law provides for a framework for the effective protection of investors in
securities. Article 28 of the OJK Law gives OJK the power to take any measures
to protect consumers and the public. The FCP Regulation provides for a
framework for the protection of investors in the capital markets. Together with the
previously promulgated regulations to implement the Capital Market Law, this
regulation provides for an effective regime for the protection of investors in
securities. As discussed in more detail below, the laws and regulations provide
for the registration and supervision of the market participants and their sales
people who deal with retail investors. Rules on disclosure and sales practices are
in place and the sales representatives must pass examinations regarding these
rules in order to obtain a license from OJK.

However, the previously promulgated regulations appear to have been issued
piecemeal to address particular issues that had come up in the market for
specific sectors of the market. For example:

1 Investment fund selling agents are required to provide prospective
customers with a brochure which explains the investment fund in a
simple manner, in addition to the longer and more complicated
prospectus of the fund. This brochure is generally known as a Key
Facts Statement. However, this requirement is not made applicable to
broker-dealers or mutual fund employees that sell mutual funds.

1 There is not an overall requirement for the disclosure of entities that can
have an i mpact on an investoros
managers and custodians of investment funds must disclose affiliated
persons, but this does not cover all relevant entities. Advisors and asset
managers must disclose the authors of stock market reports and
analyses, but broker-dealers are not required to do so. Article 23 of the
FCP Regulation will require the disclosure of any conflicts or potential
conflicts, but this does not cover all entities that can have an impact on
a securities account.
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Paragraph (b)
OJK is responsible for oversight and enforcement of investor protection laws and

regulations and as part of that responsibility collects data on complaints and
disputes (See Table 15).

Table 14. Supervision Actions Related to Capital Market Law and
Regulations

Supervisory Actions 20 | 20 | 20 2009 2008
12 | 11 | 10
Complaints nfa | 24 | 67 346 106
3
Resolved n/a | 19 7 n/a n/a
5
On-going nfa | 48 3 n/a 13
Supervision and
Audits
Broker-Dealer and nfa| 14 | 15 157 n/a
Underwriter 6 7
Investment Manager na | 26 | 28 17 n/a
Investment Fund Sales nfa | 17 21 70 n/a
Agent (offices)
Investment Funds nfa | 29 20 67 n/a
1 6
Custodian Banks n/a 4 1 10 n/a
ABS Collective n/a 1 2 0 Not authorized in
Investment (new 2008
product)
Investment Advisor n/a 1 0 0 n/a

Source: BAPEPAM LK Annual Report 2008

Recommendation

The regulations in the area of the capital markets should be synchronized and
harmonized so that there is uniformity in regulatory requirements for all market
participants performing the same function.

Good Practice A.2

Code of Conduct for Securities Intermediaries, Investment Advisers and
Collective Investment Undertakings

a. Securities intermediaries, investment advisers and ClUs should
have a voluntary code of conduct.

b. If such a code of conduct exists, securities intermediaries,
investment advisers and CIUs should publicize the code to the
general public through appropriate means.

c. Securities Intermediaries, Investment Advisers and ClUs should
comply with the code and an appropriate mechanism should be in
place to provide incentives to comply with the code.

Description

There are no industry based Codes as contemplated by this Good Practice.

Paragraph (a)
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There are no voluntary codes of conduct for securities intermediaries, investment
advisers and ClUs in Indonesia. However, Article 30(2) of the FCP Regulation
provides that the officers and employees of a financial service provider must
abide by the Code of Conduct issued by the individual financial services provider
with whom they are employed. In addition, Section 35 of the Capital Market Law
sets forth a Code of Conduct for securities companies and investment advisors.

Relevant statutory provisions and regulations are not so much a set of principles
of good behavior, as a series of prohibitions against egregious behavior. The
codes of conduct that exist in the Capital Market Law are based in the
regulations of the BAPEPAM LK which are now administered by the OJK.*® In
addition, Article 35, Code of Conduct, of the Capital Market Law also provides for
a series of prohibitions regarding the conduct of broker-dealers and investment
managers. An affirmative framework for good conduct of market participants is
sorely missing from the regulatory framework.

The various market participants in the capital markets in Indonesia have however
established a number of associations to advance the interests of the participants,
such as the Association of Indonesian Securities Companies and the Association
of Investment Fund Managers. In discussions with the mission team, numerous
market participants indicated that that the associations have considered
developing a framework for ethics for their members in the form of a Code of
Conduct and that a Code or series of Codes would be helpful to guide sales
people and market participants in their conduct.

Paragraph (b)
There is no provision in the law requiring that codes be publicized to the general
public.

Paragraph (c)

There are no incentives for compliance other than that failure to comply could
subject the financial service provider to sanctions from OJK.

Recommendation

A strong framework for ethical conduct in the securities sector, such as a Code of
Conduct, should be developed in Indonesia by the industry associations and
market participants. This Code would cover, among other things, the
responsibility of the members to act in the highest ethical manner towards
clients, to have sufficient resources to maintain their capacity and infrastructure
at a level to meet client and regulatory demands, to have the IT capacity to
maintain the confidentiality of client information, to engage with civil society as
good corporate citizens, and to conduct their internal affairs with adherence to
the highest levels of corporate governance. This Code could be given to new and
existing customers of capital markets institutions as one means of developing the
trust of investors in the market. This Code would be in addition to statutory

160

(1) V.E. 1 Code of Conduct for Securities Companies Acting as Broker-Dealers, (2) V.B.4 Code of Conduct for

Investment Fund Selling Agent, (3) Prohibited Investment Manager Conduct, and (4) V.H.1 Prohibited Investment

Advisor Conduct.
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provisions for conduct and, by obtaining the participation of the industry in the
devel opment of the Code,i ncthefrer wtihd @

0OJK and the MC could also usefully develop guidance on the principles and
minimum content of industry Codes of Conduct, including for the secturities
sector as well as other sectors.

Other countries have adopted codes of the type contemplated by this Good
Practice. Examples inlcude France where the industry association for asset
managment developed a Code of Ethics for Collective Investments and Australia
where the Stock Brokers Association of Australia developed a Code of Ethical
Conduct. Many of these codes in other countries are mandated by law, but the
industry association or individual market participants are allowed to develop a
code within a certain set of minimum requirements. In other countries, the
associations develop the codes as part of their responsibility for establishing and
maintaining the highest standard of conduct for their members.

Good Practice A.3

Other Institutional Arrangements

a. The judicial system should provide an efficient and trusted venue
for the enforcement of laws and regulations on investor protection.

b. The media should play an active role in promoting investor
protection.

c. The private sector, including voluntary investor protection
organizations, industry associations and, where permitted, self-
regulatory organizations should play an active role in promoting
investor protection.

Description

Although the legal system is not an efficient or trusted venue for retail securities
investors, the other aspects of this Good Practice are largely satisfied.

Paragraph (a)

The legal system is used for large securities litigation and is a trusted venue in
those cases. However, due to the length of time, cost, and inexperience of courts
in dealing with capital market issues, it is not an efficient or trusted venue for
retail securities investors.

Paragraph (b)

Based on discussions with the market participants, the financial media in
Indonesia actively deals with stock market issues. They do this by publicizing the
financial issues and on-going litigation and by conducting analyses of the capital
market.

Paragraph (c)

The industry associations participate in investor education and protection
activities with the stock exchange and OJK. For example, during January-
December 2012, the IDX established 19 new IDX Corners at various higher
educational institutions throughout Indonesia, to provide more information to
students and faculty about the stock market - 70 IDX Corners were established
as of December 2011. For each IDX Corner, IDX provided Capital Market
Schools, stock trading simulations, capital market workshops and capital market

79



competitions. I n commemorating the
market reactivation, IDX in association with Bapepam-LK, KPEI and KSEI held a
series of education activities regarding capital market at campuses. The activity,
call edsbRwaCampus to Campus?b, ai med
knowledge on Indonesian capital markets to students and communities around
campuses. In 2013, the IDX hosted a number of training seminars for journalists
in the provinces.

E
J

Recommendation

No recommendation, but see the Good Practice E.2 recommendation for the
establishment of publicly funded, independent arbitration boards to handle small
customer complaints.

Good Practice A.4

Licensing

a. All legal entities or physical persons that, for the purpose of
investment in financial instruments, solicit funds from the public
should be obliged to obtain a license from the supervisory
authority.

b. Legal entities or physical persons that give investment advice and
hold customer assets should be licensed by the securities
supervisory authority.

c. If a jurisdiction does not require licensing for legal entities or
physical persons that give only investment advice, such persons
should be supervised by an industry association or self-regulatory
organization and the anti-fraud provisions of the securities laws or
other consumer laws should apply to the activity of such persons.

Description

Indonesia has a comprehensive system for licensing capital market participants
and professionals who work in the area.

Paragraph (a)

As described below, there are various relevant licensing requirements in
Indonesia. Article 30(1) of the Capital Market Law requires that all securities
companies be registered with OJK, including broker/dealers. Sales
representatives of broker-dealers must also be registered with OJK under Rule
No. V.B.1.

Investment managers are also considered securities companies in the Capital
Market Law. Sales representatives of investment managers who sell mutual
funds must also be registered with OJK under Rule No. V.B.1.

Investment managers can also contract with an Investment Fund Selling Agent to
sell investment funds and the Investment Fund Selling Agent must register with
OJK under Rule No. V.B.3. Sales representatives of an Investment Fund Selling
Agent must also be registered with OJK under Rule No. V.B.2.

Under Article 18 of the Capital Market Law, investment funds organized as
companies must obtain registration from OJK and investment funds organized as
contractual entities must be managed by an investment manager that is
registered with OJK.
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Paragraph (b)

Article 34 of the Capital Market Law requires that investment advisors be
registered with OJK. Rule V.C.1 of OJK provides for the requirements and
procedures for the registration of investment advisors.

Paragraph (c)
Not applicable

Recommendation

No recommendations.

SECTION B

DISCLOSURE AND SALES PRACTICES

Good Practice B.1

General Practices

There should be disclosure principlesg
with a person offering to buy or sell securities, buying or selling securities,
or providing investment advice, in all three stages of such relationship:
pre-sale, point of sale, and post-sale.

a. The information available and provided to an investor should
inform the investor of:

(i) the choice of accounts, products and services;

(i) the characteristics of each type of account, product or
service;

(iii) the risks and consequences of purchasing each type of
account, product or service;

(iv) the risks and consequences of using leverage, often called
margin, in purchasing or selling securities or other financial
products; and

(v) the specific risks of investing in derivative products, such
as options and futures.

b. A securities intermediary, investment adviser or CIU should be
legally responsible for all statements made in marketing and sales
materials related to its products.

c. A natural or legal person acting as the representative or tied-agent
of a securities intermediary, investment adviser or CIU should
disclose to an investor whether the person is licensed to act as
such a representative and who licenses the person.

d. If a securities intermediary, investment adviser or CIU delegates or
outsources any of its functions or activities to another legal entity
or physical person, such delegation or outsourcing should be fully
disclosed to the investor, including whether the person to whom
such function or activity is delegated is licensed to act in such
capacity and who licenses the person.

Description

The requirements of this Good Practice are largely met.

Paragraph (a)
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Generally, the capital market law and regulations provide for an adequate level
of disclosure to new clients regarding the services for which they are contracting.
Specifically, in relation to each of the sub-paragraphs in paragraph (a):

(i) There is no requirement that a broker-dealer of investment manager inform
the customer of all products and services available.

(i) Rule V.G.1 (6) requires an Investment Manager to disclose the characteristics
and costs of the services it is providing.

(iii) Article 11(2) of FCP Regulation provides that all benefits and risks must be
disclosed prior to signing any document or agreement by the investor. Rule V.B.4
provides that Investment Fund Selling Agents must inform potential customers of
the risks inherent in each investment fund they are selling to the client.

(iv) Regulation V.D.6 provides for the conditions that must be met by the broker
and client before margin can be used in an account. In addition, it requires that
extensive risk disclosures be made in the margin agreement.

(v) Regulation Ill.LE.1 provides that before a customer enter into a stock option
contract or futures index contract they must provide written approval to enter into
the contract stating that they understand all the risks. There is no requirement as
to the specific risk disclosures that must be made by a broker.

Paragraph (b)

There are various provisions providing for responsibility in relation to statements
in marketing and sales materials. Article 29 of the FCP Regulation provides that
a financial services provider should be responsible for all losses arising from
faults and failures of its officers, employees and third parties in its employment.
Article 30(3) reiterates this as to any actions of third party acting for the financial
services provider. Rule No. V.B.4 (3) provides that an Investment Fund Selling
Agent is responsible for all activities of its representatives related to selling an
investment fund.

Paragraph (c)

The rules relating to disclosure of licensing / registration status are incomplete.
Article 20(2) provides that when the services are offered by an individual then the
individual must state that they are registered with OJK. However, there is no
requirement that a sales agent disclose that he or she is licensed as a
representative.

Paragraph (d)

There is a requirement for disclosure of the person who has prepared a report for
an investment advisor. Rule V.H.1 (4) requires an investment advisor to disclose
the identity of all persons who have prepared a report or recommendation if that
person is someone other than the investment advisor.

Recommendation

OJK may want to consider requiring a sales agent who operates off-site to
disclose their registration status. Although risk disclosure for options and index
futures is covered under general risk disclosure requirements, OJK may want to
consider issuing specific risk disclosures for derivatives.
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Good Practice B.2

Terms and Conditions

a. Before commencing a relationship with an investor, a securities
intermediary, investment adviser or CIU should provide the investor
with a copy of its general terms and conditions, as well as any terms
and conditions that apply to the particular account.

b. The terms and conditions should always be in a font size and
spacing that facilitates easy reading.

c. The terms and conditions should disclose:
0) details of the general charges;
(ii)  the complaints procedure;

(iii) information about any compensation scheme that the
securities intermediary or CIU is a member of, and an
outline of the action and remedies which the investor may
take in the event of default by the securities intermediary
or ClIU;

(iv) the methods of computing interest rates paid or charged;

(v) any relevant non-interest charges or fees related to the
product;

(vi) any service charges;

(vii) the details of the terms of any leverage or margin being
offered to the client and how the leverage functions;

(viii) any restrictions on account transfers; and
(ix) the procedures for closing an account.

Description

The regulations of OJK generally provide for a thorough disclosure of the terms
and conditions of contracts with capital market participants.

Paragraph (a)
There is a requirement for disclosure of services and products to be provided.

Article 8 of FCP Regulation provides that a financial service provider must
provide potential investors with a concise statement of services and products.

Paragraph (b)

There are applicable requirements for clarity, readability and format. Article 7 of
FCP Regulation provides that a financial services provider must use plain terms
and words that are readily understandable by investors. These terms must be in
clearly readable words, symbols, and diagrams under Article 7(3).

Paragraph (c)

There are various applicable requirements as to the content of terms and
conditions. Article 8 of FCP Regulation provides that the concise statement of
products and services should include all terms and conditions. The position in
relation to the sub-paragraphs of this paragraph (c) is as follows:

(i) Article 10(1) and 11(2) of FCP Regulation provides that the financial service
provider must provide information on all costs to the investor in detail.
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(ii) Article 11(2) of FCP Regulation provides that the complaints procedure of
OJK must be disclosed prior to entering into a contract with an investor. Further,
Article 32(2) of FCP Regulation requires that financial service providers must
provide customers with information regarding the complaints handling and
redress mechanism.

(iii) Since this scheme was just com
integrated into the regulations. For more details on the scheme see Section
F.1.B below.

(iv) There is nothing in the regulations relating to computing interest rates.

(v) Article 10(1) and 11(2) of FCP Regulation provides that the financial service
provider must provide information on all costs to the investor.

(vi) Article 10(1) and 11(2) of FCP Regulation provides that the financial service
provider must provide information on all costs to the investor.

(vii) Regulation V.D.6 provides for the conditions that must be met by the broker
and client before margin can be used in an account. In addition, it requires that
extensive risk disclosures be made in the margin agreement.

(viii) There are no specific provisions for account transfers (when an account is
closed the cash is wired to the specified account.

(ix) There are no restrictions on closing an account other than that, closure of
investment funds must be completed in seven days. Regulation IV.B.1 (28).

Recommendation

The regulations should be amended to provide for disclosure of the method by
which margin interest rates are calculated and deducted from the account.

Good Practice B.3

Professional Competence

Regulators should establish and administer minimum competency
requirements for the sales staff of securities intermediaries, investment
advisers and ClUs, and collaborate with industry associations where
appropriate.

Description

Article 32 of the Capital Markets Law provides that representatives of broker-
dealers and investment managers must be registered with OJK and provides for
minimum competency requirements. In order to obtain the registration, Rule No.
V.B.1 provides that the representatives must pass a competency examination.
Rule No. V.B.2 (2) provides that representatives of investment fund sales agents
must also have passed a competence examination. Under Article 34, investment
advisors must also be registered. Rule No. V.C.1. (2) provides that, for an
investment advisor in corporate form, the application must show that it has a
person who is registered as a representative of an asset manager. An individual
investment advisor must also be registered as a representative of an investment
manager under Rule No. V.C.1 and must have passed relevant examinations for
that position.

The examinations are administered by the Committee for Capital Market
Professional Standards which was been established by the Association of
Indonesian  Broker-Dealer Representatives, Association of Indonesian
Underwriter Representatives and Association of Indonesian Investment Manager
Representatives and are approved by OJK.
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Recommendation

No recommendations.

Good Practice B.4

Know Your Customer (KYC)

Before providing a product or service to an investor, a securities
intermediary, adviser or CIU should obtain, record and retain sufficient
information to enable it to form a
background, financial condition, investment experience and attitude
toward risk in order to enable it to provide a recommendation, product or
service appropriate to that investor.

Description

There are extensive regulations regarding the obligation of capital market
participants to obtain sufficient information regarding their customers so that they
can provide services tail ored to t
investment profiles.

Article 15 of the FCP Regulation provides that a financial service provider should
provide services based on the class of the customer which is determined by a
customer profile, income and occupation of the investor, investment objectives
and other data. In addition, Article 36 of the Capital Markets Law provides that
broker-dealers, investment managers and investment advisors must obtain
information regarding the background, financial situation and investment
objectives of their clients. Rule No. V.D.10 elaborates on the information that
must be obtained.

Rule No. IV.D.2 requires an investment fund manager to obtain information on a
customer to determine the customerds
suitability of an investment. Rule No. V.B.4 (h) provides that an Investment Fund
Selling Agent must obtain financial information on the customer and his risk
profile before selling a fund to him for the first time.

Recommendation

No recommendations.

Good Practice B.5

Suitability

A securities intermediary, investment adviser or CIU should ensure that,
taking into account the facts disclosed by the investor and other relevant
facts about that investor of which it is aware, any recommendation,
product or service offered to the investor is suitable to that investor.

Description

Indonesia has general requirements that financial service providers should
consider the condition of the client prior to making buy or sell
recommendations, but the rules are not currently developed in detail.

Rule No. V.E.1 (2) and (8) provide that a broker-dealer and investment manager
must consider the financial condition and objectives of a client before making buy
or sell recommendations for securities. Rule No. V.b.4 (f) and (i) provide that an
Invest ment Fund Selling Agent must take
suitability for investing in a fund before selling the fund to him and V.B.5 (e)
forbids the recommendation of an unsuitable fund.

Article 16 of the FCP Regulation provides that a financial services provider must
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consider the suitability of needs and capability of an investor for the investments
and services being offered to the investor. However, the procedures for doing
this are not developed. In addition, the rule does not take into account what
actions are to be taken if a customer decides to ignore a warning of unsuitability.

Recommendation

Suitability rules should be developed in more detail.

Relevant rules should include a requirement for a signed waiver by the client if a
recommendation of non-suitability of an investment is ignored. This would require
the client to reconsider the decision to invest in a non-suitable product and would
provide protection to the securities company and sales representative.

Good Practice B.6

Sales Practices

a. Legislation and regulations should contain clear rules on improper
sales practices in the solicitation, sale and purchase of securities.
Thus, securities intermediaries, investment advisers, ClUs and their
sales representatives should:

(i) Not use high-pressure sales tactics;

(i) Not engage in misrepresentations and half truths as to products
being sold;

(iii) Fully disclose the risks of investing in a financial product being
sold;

(iv) Not discount or disparage warnings or cautionary statements in
written sales literature;

(v) Not exclude or restrict, or seek to exclude or restrict, any legal
liability or duty of care to an investor, except where permitted by
applicable legislation.

b. Legislation and regulations should provide sanctions for improper
sales practices.

c. The securities supervisory agency should have broad powers to
investigate fraudulent schemes.

Description

Generally, the Capital Market Law and regulations provide for clear rules on
sales practices, sanctions and supervisory powers.

Paragraph (a)
The position in relation to the sub-paragraphs of paragraph (a) is as follows:

(i) Article 35 (a) prohibits broker-dealers, investment managers and investment
advisers from pressuring clients from acting in ways contrary to their interests.
Article 19 of the FCP Regulation provides that a financial services provider is
prohibited from offering products and/or services to an investor and/or the public
through personal means of communication without consent of the investor.
Moreover, Article 17 of FCP Regulation provides that financial service provider is
prohibited from using a marketing strategy that harms an investor by taking
advantage of his lack of an alternative to make an informed decision. Article 35
(a) of the Capital Market Law provides that securities companies and investment
advisors are prohibited from influencing or pressuring clients to act in ways
contrary to their interests.

(ii) Article 35 (c) of the Capital Market Law provides that securities companies
and investment advisors are prohibited from concealing material information from
clients or making misrepresentations regarding their business capabilities or
financial condition. Article 3 and Article 4(1) of the FCP Regulation provides that
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all financial service providers are obligated to provide Aiaccur at e,
and not misleadingo information to in

(i) Rule V.B.4 provides that Investment Fund Selling Agents must inform
potential customers of the risks inherent in each investment fund they are selling
to the client. Article 11(2) of the FCP Regulation provides that all risks of
investing in a financial product must be disclosed.

(iv) There is no provision as to disparagement in the existing law or the FCP
Regulation.

(v) Article 22 of the FCP Regulation provides that in contracts of adhesion, a
financial services provider cannot assign liability under the contract to the
consumer for responsibilities or obligations of the financial service provider.
There is nothing in the existing law to this effect

Paragraph (b)

The Capital Market Law, Article 102, gives OJK the right to impose administrative
sanctions such as suspending and revoking licenses and fines. The Capital
Markets Law also provides for criminal fines and imprisonment. OJK Law, Article
52, expands on the criminal penalties for violation of consumer protection
provisions in the law and in Article 49(1) allows the civil investigators of OJK to
have the powers of a criminal investigator.

Paragraph (c)

Under Article 9(c) of OJK Law, OJK has to authority to supervise, examine and
investigate financial service institutions. In addition, Article 9(d)-(h) gives OJK
authority to issue orders and administrative sanctions to financial service
institutions. Further, Article 49 of OJK Law gives the civil servants of OJK broad
criminal investigative powers to obtain documents, examine persons, conduct
audits, conduct searches, freeze accounts and other legal mechanisms to further
their investigation into possible criminal offenses and to protect investors (See
Table 16).

Table 15. Enforcement Sanctions Related to Capital Market Law and
Regulations

Type of 2012 2011 2010 2009 2008
Sanction
Entities Receiving 854 564 434 567 564
Fines
Fines (IDR 000s) | 14,749, 14,997,600 13,924, | 9,883, | 14,997,
574 750 600 600
Written 85 48 63 19 48
Admonition
Business 1 0 0 0 0
Limitation
Suspension 8 13 5 7 13
Revocation 13 21 21 5 21
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Source: BAPEPAM LK Annual Report 2008, 2009, 2010, 2011 (as of this report
2012 had not been issued)

Recommendation

No recommendations.

Good Practice B.7

Advertising and Sales Materials

a. All marketing and sales materials should be in plain language and
understandable by the average investor.

b. Securities intermediaries, investment advisers, ClUs and their sales
representatives should ensure their advertising and sales materials
and procedures do not mislead the customers.

c. Securities intermediaries, investment advisers and CIUs should
disclose in all advertising, including print, television and radio, the
fact that they are regulated and by whom.

Description

Indonesia has adequate regulations in place regarding the mandate that financial
service providers use accurate and fair advertising.

Paragraph (a)

See Banking Sector Good Practice B.9 for a description of relevant provisions of
the existing Consumer Law and the FCP Regulation provisions.

Paragraph (b)

There are various provisions concerning misleading information. Rule IV.D.1
provides that non-misleading information must be provided to investors in
investment funds. Article 35 of the Capital Markets Law provides that broker-
dealers, investment managers and investment advisers are prohibited from
making misrepresentations or concealing material information. Article 3 and
Article 4(1) of the FCP Regulation provide that all financial service providers are
obligated to provide fAaccur at e, hone
investors.

Paragraph (c)

There are adequate provisions for the disclosure of regulatory status. Article 20
of the FCP Regulation provides that all financial services providers must affix
their name and logo on all promotional material and must state that they are
registered with and under the supervision of OJK.

Recommendation

No recommendations.

Good Practice B.8

Relationships and Conflicts

a. A securities intermediary, investment adviser or CIU should
disclose to its clients all relationships that it has which impact on

t he clientds account , such as
intermediaries which are used to maintain and manage the account.

b. A securities intermediary, investment adviser or CIU should
disclose all conflicts of interest that it has with the client and the
manner in which the conflict is being managed.

b

Description

Indonesia has a patch work of requirements for disclosure of related entities and
conflicts, but a stronger and clearer rule needs to tie the various requirements
together.

88




Paragraph (a)

There are limited rules requiring disclosure of relevant relationships. Regulation
V.H.1 (4) requires an investment advisor and Regulation V.G.1 (7) requires an
investment manager to disclose the identity of all persons who have prepared a
report or recommendation if that person is someone other than the investment
advisor. These are the only rules that require disclosure even though many
capital market institutions rely on a network of experts and professional market
participants who can have an i mpact
performance of the investment.

Paragraph (b)

The rules relating to disclosure of conflicts of interest should be expanded. Article
23 of FCP Regulation provides that a financial service provider should disclose
all conflicts of interests or potential conflicts to investors and provide information
regarding the conflict. Rule V.H.1 (7) requires that all investment advisors
disclose all conflicts of interest prior to rendering any services.

Regulation IX.C.6 requires that the prospectus of an investment fund disclose all
affiliated entities of an investment manager and custodian for the fund. However,
affiliated persons in the Capital Market Law only refer to blood relations or
entities that are control or are controlled by the primary person. Many entities
that impact on a securities account are not affiliated persons. Moreover, it does
not require such disclosure for Investment Fund Selling Agents or broker-dealers
for the fund.

Rule No. V.B.4 (6) provides for the segregation of activity within a custodian bank
when the custodian bank also acts as an Investment Fund Selling Agent.
Nonetheless, in Indonesia, investment fund sales agents are most often banks.
The sale of a market based financial instrument in an institution that takes
deposits and provides time deposits as a financial instrument can be very
confusing to customers. Many customers do not distinguish between the
instruments or understand the risks of a market based instrument. As a result,
notwithstanding extensive disclosures as to the market risks of the investment
funds, a degree of inadvertent mis-selling could occur.

Recommendation

Paragraph (a)
OJK should implement a rule requiring the disclosure by a capital market

participant of all entities that provide services that could have an impact on a
customer6s account and investment.

Paragraph (b)

Banks that sell investment funds should physically separate the sales activity
from their banking activity. This can be done by placing the investment fund
sales in a different, well marked room or, indeed, in an office in a separate
building.
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Good Practice B.9

Specific Disclosures by ClUs

a. ClUs should disclose to prospective and existing investors:

i) the ClU6s policies with regard
to investors from such policies;

(i) any inducements that it receives to use particular
i ntermedi aries or other fi-mame)y
arrangements; and

(ia fair and honest description
investments over several different periods of time that
accurately reflect the CIlUbs pe

b. In addition, a CIU should provide a Key Facts Statement for each
fund that it is offering to the client that succinctly explains the fund
in clear language. Such document is in addition to any other
disclosure documents required by law.

Description

The disclosures for investment funds do not cover a number of significant
modern problems facing investment funds and the rules need to be upgraded
accordingly.

Paragraph (a)

(i) There are no provisions in existing law.

(i) There are no provisions in existing law.
(iii) There are no provisions in existing law.

Paragraph (b)

Rule No. V.B.4 (b) provides that an investment fund sales agent must provide a
brochure that describes the fund in clear terms to potential investment fund unit
holders.

Recommendation

Paragraph (a)

OJK should issue a regulation requiring disclosure of special arrangements with
large or otherwise favored clients such as arrangements which permit frequent
trading. In addition, any inducements from service providers should also be
disclosed.

Paragraph (b)

OJK should publish a rule that investment funds should provide performance
history over periods of given years, such as 3, 5 and 10 years.

Paragraph (c)

All entities that sell investment funds, not just investment fund sales agents,
should provide a brochure or key facts statement that succinctly describes the
major characteristics of the fund.

Good Practice B.10

Specific Disclosures by Investment Advisers

i Investment advisers should disclose to prospective and existing
clients:

(i) whether the investment adviser is also registered in another
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capacity and whether the adviser deal s wi t h 1t
account in the second registered capacity; and

(i) whether the financial instruments that the investment adviser
is recommending are held in th
the inventory of a legal or natural person related to the adviser
and will be bought from or sold to its own inventory or the
inventory of a related party.

1 An investment adviser should provide prospective and existing
clients with a Key Facts Statement for each product or service that
is being offered or sold to the client that succinctly explains the
product or service in clear language.

Description Although relevant disclosure requirements seem acceptable, there are no
requirements for a Key Facts Statement as contemplated by this Good Practice.

Paragraph (a)

Disclosures from investment advisors appear generally to be acceptable.

(i) There is no requirement of the type described in this Good Practice since
investment advisors cannot have two registrations.

(ii) Article 35 (d) of the Capital Markets Law provides that an investment advisor

is prohibited from recommending that clients buy or sell securities, without

revealing that the investment advisor has an interest in such securities. Rule

X.F.3 requires an investment advisor to disclose any interest that the advisor has

in securities that the advisor is re
related to interests in securities the advisor is recommending.

Paragraph (b)

There is no requirement for a Key Facts Statement from an investment advisor
although an investment fund selling agent must provide one.

Recommendation A Key Facts Statement should be required from investment advisors as well as
investment fund selling agents.

SECTION C CUSTOMER ACCOUNT HANDLING AND MAINTENANCE

Good Practice C.1 | Segregation of Funds

Funds of investors should be segregated from the funds of all other market
participants.

Description Indonesia has excellent regulations related to segregation of assets.

Article 37 of the Capital Markets Law provides that broker-dealers and investment

management firms must register cient s assets in accou
and maintain secure facilities for keeping the assets.
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Rule No. V.D.4 provides for the details for segregation of assets for broker-dealers
and asset managers. Article 25 of FCP Regulation states that a financial service
provider must maintain the security o
its responsibility.

Rule No. V.B.4 (6) provides for the segregation of activity within a custodian bank
when the custodian bank also acts as an Investment Fund Selling Agent.

Finally and most importantly, customer funds at the KPEI are segregated into sub-
accounts as mandated by BAPEPAM LK in Regulation 11l.C.7 and are accessible
by the investor.

Recommendation

No recommendations.

Good Practice C.2

Contract Note

a. Investors should receive a detailed contract note from a securities
intermediary or CIU confirming and containing the characteristics of
each trade executed with them, or on their behalf.

b. The contract note should disclose the commission received by the
securities intermediary, CIU and their sales representatives, as well
as the total expense ratio (expressed as total expenses as a
percentage of total assets purchased).

c. In addition, the contract note should indicate the trading venue where
the transaction took place and whether (i) the intermediary for the
transaction acted as a broker in the trade, (ii) the intermediary or CIU
acted as the counterparty to its customer in the trade, or (iii) the trade
was conducted internally in the intermediary between its clients.

Description

Indonesian capital market regulations require that a contract note be given to a
customer after a trade, but the contents of the note are not specified in the
regulations.

Paragraph (a)

There are requirements for a confirmation of a trade but the required content is not
specified. Rule No. V.E.1 (11) provides that a broker-dealer and asset manager
must give the customer a confirmation of a trade before the end of the exchange
day following the transaction. Rules VI.A.3 provides that the custodian should also
provide a confirmation of a trade. The exact information to be contained on the
confirmation is not described in either regulation.

Paragraph (b)
The exact information to be contained on the confirmation is not described in the
Rule.

Paragraph (c)
The exact information to be contained on the confirmation is not described in the
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Rule.

Recommendation

OJK should amend Rules No. V.E.1 and VI.A3 to require more detailed
information as to the execution of an order in the confirmation, as contemplated by
this Good Practice.

Good Practice C.3

Statements

a. An investor should receive periodic, streamlined statements for each
account with a securities intermediary or CIU, providing the complete
details of account activity in an easy-to-read format.

(i) Timely delivery of periodic securities and CIU statements
pertaining to the accounts should be made.

(ii) Investors should have a means to dispute the accuracy of the
transactions recorded in the statement within a stipulated period.

(iii) When an investor signs up for paperless statements, such
statements should also be in an easy-to-read and readily
understandable format.

b. If alegal or natural person who provides only investment advice to
customers also holds client assets, the client statements should be
prepared by and sent from the custodian for the assets and not from
the investment adviser.

Description

Indonesia has some regulations on statements of customer accounts, but they are
not well developed in terms of the procedure or the time periods in which they
should be delivered.

Paragraph (a)

The requirements of this Good Practice are only met to a limited extent. Article 27
of the FCP Regulation requires that a financial service provider must provide
investors with their balance positions and transactions and other aspects of their
account in a manner and means under agreement with the investor.

(i) Broker-dealer statements must be sent out monthly. Rule VI.A.3 (2)(b)(4).

(i) Although there is currently no formal provision for a dispute system as
contemplated by this Good Practice, broker-dealer customers can dispute the

custodiands st at e me n-accoarnt and theetype ofl evitlemaa ¢hat ¢
can be used is provided in Rule VI.A.3 (2)(d).

(iii) There is no provision in the regulations for this Good Practice, although there
do not seem to be any complaints in this area.

Paragraph (b)
There is no provision in the regulations for the practice contemplated in this Good
Practice, since it is not permitted in Indonesia.

Recommendation

Although the CPFL team did not hear of any complaints in this area, OJK may want
to consider a regulation that is more specific as to content and timing of the
periodic statements for customers of investment funds and broker-dealers and the
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procedure for disputing the statements.

Good Practice C.4

Prompt Payment and Transfer of Funds

When an investor requests the payment of funds in his or her account, or the
transfer of funds and assets to another securities intermediary or CIU, the
payment or transfer should be made promptly.

Description

Investment fund payments must be made in 7 days. Rule 1V.B.1 (28). Otherwise,
brokerage accounts are settled within several days although there is no rule on
this.

Recommendation

OJK may wish to consider including a provision in its rules which specifies required
transfer times for funds and assets when a broker-dealer account is closed or a
transfer request is made.

Good Practice C.5

Investor Records

a. A securities intermediary, investment adviser or CIU should maintain
up-to-date investor records containing at least the following:

(i) a copy of all documents required for investor identification and

profile;

(i) the investords contact detail s;

(iii) all contract notices and periodic statements provided to the
investor;

(iv) details of advice, products and services provided to the
investor;

(v) details of all information provided to the investor in relation to
the advice, products and services provided to the investor;

(vi) all correspondence with the investor;

(vii) all documents or applications completed or signed by the
investor;

(viii) copies of all original documents submitted by the investor in
support of an application for the provision of advice, products
or services;

(ix) all other information concerning the investor which the
securities intermediary or CIU is required to keep by law;

(x) all other information which the securities intermediary or CIU
obtains regarding the investor.

b. Details of individual transactions should be retained for a reasonable
number of years after the date of the transaction. All other records
required under a. to j. above should be retained for a reasonable
number of years from the date the relationship with the investor
ends. Investor records should be complete and readily accessible.

Description

Generally, account record keeping rules are adequate, but there are some gaps.

Paragraph (a)
(i) Rule Number V.D.3 (5)(c) provides for the investor identification data that a
broker-dealer or asset manager must keep.

(i) Rule Number V.D.3 (5)(c) provides that addresses, phone numbers and other
contact information be maintained for broker-dealer and asset manager customers.

(i) Rule Number V.D.3 (17) provides that all transaction confirmations be
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maintained. There is no requirement that statements be maintained.

(iv) Rule X.F.2 (3) provides that an investment advisor must maintain all records
related recommendations, including any changes.

(v) Rule X.F.2 (2) provides that an investment advisor must maintain records
relating to its recommendations.

(vi) No requirement in the regulations but industry practice appears to cover this
Good Practice.

(vii) Rule X.F.2 (1) provides that an investment advisor must maintain all contracts
with a client. Rule Number V.D.3 (5) requires that all contracts with customers and
supporting documents be maintained.

(viii) Rule Number V.D.3 (5) requires that all contracts with customers and
supporting documents be maintained.

(iX) No specific provision in the capital market law.
(x) No specific provision, but industry practice appears to cover this Good Practice.

Paragraph (b)
Rule No. V.D.3 (13) provides that all records and documents must be retained for
at least 5 years.

Recommendation

Although industry practice appears to cover the practice of keeping the records of
customers by securities companies and advisors, OJK may want to consider
amending the record keeping rules to specifically require that all communications
of any nature or any other documents related to a customer must be maintained for
the requisite 5 years.

SECTION D

PRIVACY AND DATA PROTECTION

Good Practice D.1

Confidentiality and Security of Custo

Investors of a securities intermediary, investment adviser or CIU have a
right to expect that their financial activities will remain private and not
subject to unwarranted private and governmental scrutiny. The law should
require that securities intermediaries, investment advisers and ClUs take
sufficient steps to protect the confi
information against any anticipated threats or hazards to the security or
integrity of such information, and against unauthorized access to, or use of,
customer information.

Description

Client confidentiality is mandated by the Capital Market Law.

Article 35(b) of the Capital Market Law and Article 4(e) of Rule V.B.4 provides that
broker-dealers, investment managers and investment advisors are prohibited from
disclosing client identities and business without written consent, unless required
by law. Article 31 of the FCP Regulation provides that financial service providers
are prohibited from providing data or information of its customers to third parties.
However there is no provision in the regulation requiring a financial service
provider to establish IT systems for protection of the information. On the other
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hand, Article 15 of the Electronic Transactions Regulation provides that the
electronic system operator must ensure the secrecy, integrity and availability of
personal data.

Recommendation

The securities laws and regulations should provide for requirements for IT
systems to ensure the privacy and confidentiality of information.

Good Practice D.2

SharingCust omer 6s | nformati on
Securities intermediaries and ClUs should:

(i) inform an investor of third-party dealings in which they are required
toshare i nf ormati on regarding the in
enquiries by a credit bureau, unless the law provides otherwise;

(i) explain how they use and share an

(iii) allow an investor to stop or "opt out" of certain information sharing,
such as selling or sharing account or personal information to
outside companies that are not affiliated with them, for the purpose
of telemarketing or direct mail marketing, and inform the investor of
this option.

Description

The requirements of this Good Practice are only met to a very limited extent.

(i) Article 31(2) of the FCP Regulation provides that information can only be
divulged if it is required by law or regulation or if the customer gives consent.
There is no requirement that the investor be informed of the various laws and
regulations that can require disclosure. Article 15 of the Electronic Transactions
Regul ation also provides that i nf or ma
consent. There is no provision regarding sharing of information within a financial
group.

(i) There is no requirement of an explanation as to how they use information.

(iii) There are no provisions for fi o
information sharing. There is no provision regarding sharing of information within
a financial group.

Recommendation

The regulations of OJK should include a provision regarding sharing of
information within a financial group and how personal information is used within a
financial group. New requirements to fill the other gaps in this Good Practice
should also be considered.

Good Practice D.3

Permitted Disclosures

a. If there are to be any specific procedures and exceptions concerning
the release of customer financial records to government authorities,
these procedures and exceptions should be stated in the law.

b. The law should provide for penalties for breach of investor
confidentiality.

Description

Permitted disclosures are not set forth in detail in the Capital Market Law or
regulations.

Paragraph (a)

The FCP Regulation only states that information can be disclosed if required by
law, but does not state which laws may require it or what procedures or
exceptions may exist.
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Paragraph (b)

The Capital Market Law, Article 102, provides for administrative sanctions again a
person who has violated Section 35(b).

Recommendation

Paragraph (a)

The exceptions to release of customer financial records to governmental
authorities should be stated in the law.

Paragraph (b)

The law should provide for criminal sanctions for violations of the customer data
privacy provisions.

SECTION E

DISPUTE RESOLUTION MECHANISMS

Good Practice E.1

Internal Dispute Settlement

a. An internal avenue for claim and dispute resolution practices within
a securities intermediary, investment adviser or CIU should be
required by the securities supervisory agency.

b. Securities intermediaries, investment advisers and ClUs should
provide designated employees available to investors for inquiries
and complaints.

c. Securities intermediaries, investment advisers and ClUs should
inform their investors of the internal procedures on dispute
resolution.

d. The securities supervisory agency should provide oversight on
whether securities intermediaries, registered investment advisers
and ClUs comply with their internal procedures on investor
protection rules.

Description

There are no current regulations for internal dispute settlement. The provisions in
OJK law that will come into effect in August 2014, and the Consumer Law, to
some extent cover this area.

Paragraph (a)

Article 32 (1) of FCP Regulation provides that financial service providers must
have a complaints procedure in place. In addition, Articles 47-50 provide that a
financial services provider must have a system of internal controls and
supervision to maintain compliance with its internal policies, reporting
requirements and consumer protection rules and regulations and principles of
OJK and OJK law.

Paragraph (b)

Article 36 (1) of FCP Regulation requires that each financial service provider
create an internal unit for customer complaints and Article 36(3) provides that
specific employees must be designated to handle and redress customer
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