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Financial Conglomerate — A Major
Shift for the Financial Service Industry

With the aim to strengthen governance and risk mitigation in financial
service institutions (FSIs), the Indonesian Financial Service Authority
(OJK) issued Regulation No. 30 of 2024 on Financial Conglomerate and
Financial Conglomerate Holding Company in late December last year. This
regulation addresses the need for an integrated supervisory system to
manage the complex business activities within the financial conglomerate
comprising various FSls. The key difference compared to previous
regulations lies in the mandatory formation of a Financial Conglomerate
Holding Company (known as Perusahaan Induk Konglomerasi Keuangan)
(Hold Co) to manage and supervise the FSIs under its control in an
integrated manner.

Key Impacts on Financial Service Institutions
Forming the Hold Co

This Regulation impacts the conventional and sharia banks, insurance,
multifinance companies and other FSls that are related one to another due
to a common control of its shareholder(s) and having minimum
consolidated assets of (i) at least IDR100trillion across at least 2 FSls
operating in different sectors, or (ii) IDR 20 trillion-IDR2100 trillion across at
least 3 FSlIs operating in different sectors.

The FSls that meet these criteria must form a financial conglomerate group
and appoint a Hold Co as the primary managing entity. The Hold Co can
be an FSI licensed by OJK or a non-operational entity established locally.
If an FSI is designated as a Hold Co for a financial conglomerate, it must
meet the criteria of financial capability, robust risk management, and strong
governance practices.
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On the other hand, if a non-operational entity is designated as the Hold Co, its paid-up capital must be
at least equivalent to the nominal value of the shares it has invested in the members of the Financial
Conglomerate, with foreign parties allowed to hold up to 99% of the shares.

The Hold Co is required to perform several key responsibilities, including consistent strategies and risk
appetites for all members of the financial conglomerate and ensure compliance through a monitoring
framework. It must oversee members while respecting their governance, ensure adherence to OJK
regulations, maintain good governance and risk management, and support healthy, competitive, and
sustainable operations free from conflicts of interest. The Hold Co is also responsible for providing
financial support or undertaking necessary corporate actions if a member encounters financial
challenges.

State-owned FSils, rural banks and branch offices of foreign banks are exempted from the requirement
to form the Hold Co.

Restructuring of Shareholding Structure
As a result of this Regulation, the FSls under a financial conglomerate must undertake an internal
restructuring process to position the Hold Co as the controlling shareholder or the ultimate beneficial
owner of each FSI that becomes a member of the respective financial conglomerate. The Hold Co will
be considered to assume control over the members if one of the following conditions is met:

a. the Hold Co owns more than 50% of the shares in a member of the Financial Conglomerate;

b. the Hold Co owns 50% or less of the shares but has control over the member;

c. based on financial accounting standards, the member's financial statements must be
consolidated with the Hold Co’s; or

d. if other parties own between 20% and 50% of the shares, control must meet these conditions:

(1)  The Hold Co and the other parties must hold equal ownership stakes in the member; and
(2) The Hold Co and the other parties must jointly control the member based on an agreement.

Here is the illustration of the financial conglomerate with an FSI designated as the Hold Co:
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The Submission of Proposal and Fit&Proper Test

The proposal to form the Hold Co must be submitted to OJK for approval no later than 6 months after
the criteria mentioned above are met. The internal restructuring must be completed within 1 year after
OJK approves the plan. OJK will review and subsequently grant approval within 60 business days after
all necessary documents have been completely submitted.

Candidates for the Board of Directors, Board of Commissioners, sharia supervisory board, and
controlling shareholders of a non-operational Hold Co are required to secure prior approval on fit and
proper test from the OJK before assuming their roles and carrying out their responsibilities within the
non-operational Hold Co. The assessment will focus on 3 main areas: integrity, financial reputation and
competence.

Gradual Administrative Sanctions

OJK imposes gradual administrative sanctions to ensure compliance with this Regulation. For initial
violations, such as failure to establish the Hold Co, written warnings will be issued. If non-compliance
continues, OJK may impose business activity restrictions, including suspension of new product
launches or limitations on expansion. Persistent violations may result in sanctions targeting the
controlling shareholder, ultimately disqualifying them from serving as the controlling shareholder.
These sanctions are designed to deter violations, encourage corrective actions, and maintain the
integrity and accountability of financial conglomerates in conducting their business activities.

Conclusion

In a nutshell, the issuance of Regulation No. 30 of 2024 introduces significant obligations for FSIs within
a financial conglomerate, most notably the mandatory formation of a Hold Co. This Regulation requires
FSIs meeting specific criteria to conduct internal restructuring to align shareholding structures, a
process that is both time-intensive and resource-intensive. The restructuring not only demands
compliance with strict governance, risk management, and operational standards but also necessitates
careful planning to meet OJK's requirements for approval. FSIs will need to allocate considerable
financial and managerial resources to adapt to these changes, which may influence their operations.
With timelines for submission and completion strictly defined, FSIs must strategically prepare for these
changes to ensure compliance. Non-compliance risks escalating sanctions, emphasizing the
importance of proactive and effective implementation. State-owned FSils, rural banks, and foreign bank
branches are exempt from these requirements, but for others, the regulation marks a major shift in the
governance of financial conglomerates in Indonesia.
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ABOUT TRILEXICA

TRILEXICA is a firm that resulted from a merger of two established boutique law firms in 2023, Trifida
at Law and Legalexica. With the merger, TRILEXICA successfully combines solid track records from
the previous two firms and forms a global-oriented and full-service law firm providing wide-range
expertise in M&A, capital markets, banking& finance, good corporate governance, commercial
dispute (including disputes in the financial services and capital markets sector) and fraud
investigation. We are mainly focusing our legal service on financial services, technology, media and
telecommunication, transportation, and renewable energies sectors. Each of the 7 partners in
TRILEXICA has a PQE of more than 12 years in the legal industry.

We were named ’2023 In-House Counsel Choice — Most Recommended Law Firm’ by Hukum
Online. These awards recognise our milestones as a recognised mid-size law firm. We were also
rewarded the ‘2023 Project Finance Deal of the Year’ and ‘2023 Firm to Watch’ by Asian Legal
Business (ALB), and a finalist of the '2023 TMT Firm of the Year’. In 2024, we proudly achieved
recognition as ‘2024 Best Midsize Full-Service Law Firms’ by Hukum Online.
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Please note that whilst the information in this update is correct to the best of our knowledge and belief at the time of writing, it
is only intended to provide a general guide to the subject matter and should not be treated as a substitute for specific
professional advice for any particular course of action as such information may not suit your specific business and operational
requirements. Trilexica does not accept and fully disclaims responsibility for any loss or damage which may result from
accessing or relying on this update. It is to your advantage to seek legal advice for your specific situation. In this regard, you
may call the lawyer you normally deal with in Trilexica.

The contents of this update are owned by Trilexica and subject to copyright protection under the laws of Indonesia and, through
international treaties, other countries. No part of this update may be reproduced, licensed, sold, published, transmitted,
modified, adapted, publicly displayed, or broadcast (including storage in any medium by electronic means whether or not
transiently for any purpose save as permitted herein) without the prior written permission of Trilexica.
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