LEGAL FRAMEWORK FOR DOING BUSINESS IN INDONESIA
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INTRODUCTION TO INDONESIA
Indonesia is composed of seventeen thousand islands that stretch over five thousand
miles along the equator. The Malay peninsula and Indochina are situated to the northwest, and the continent of Australia lies due south. The Philippines and Micronesia lie
northward.

Economic growth and structure
Indonesia has the largest economy in Southeast Asia, and is on track to become the
world’s 7th largest economy by 2030, overtaking Germany and the United Kingdom
(reported by McKinsey Global Institute). The report cites the country's young
population, new consumer class and the rapid urbanization of cities as reasons that
will elevate Indonesia's $850 billion economy up nine spots from its current place of
16th largest economy globally.

Unlike typical Asian “tiger” economies, Indonesia’s economy has grown as a result of
consumption due to the rising middle class, not exports and manufacturing. By 2030,
Indonesia will have added 90 million people to its consuming class—more than any
other country except China and India.

The GDP composition by sector is 14.3% for agriculture, 46.9% for industries and 38.8%
for services (2012 est.).

Population size and languages spoken
As the 4th most populous country on earth, Indonesia's 2013 population is estimated
at 250,585,668. Around 58% of Indonesia’s population live on the Island of Java，
causing it to be the most populous island in the whole world. In recent years, the
country has embarked on a program of family planning awareness but that has done
little to slow down a considerable population growth which is expected to reach around
254 million by 2020 and a staggering 288 million by 2050.
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Bahasa Indonesia is Indonesia’s national language and it is similar to Malay. English
is the most prevalent foreign language while French is increasing in popularity at the
better hotels and restaurants.

There are more than 700 languages and dialects spoken in the archipelago, belonging
to the different ethnic groups of the population. Some of the distinctly different local
languages are Acehnese, Sundanese and Javanese.

Business hours/time zone
Normal working hours are 7 hours per day or 40 hours per week for 6 working days in
a week. An example will be business offices either opening from 8am to 4pm or 9am
to 5pm Monday to Friday, with 5 hours of work on Saturday from 8am to 1pm. The
other alternative is 8 hours per day and 40 hours per week for 5 working days in a
week. Working hours will thus be from 8am to 5pm or 9am to 6pm.

Indonesia’s central timezone is (UTC+08:00), while its western timezone is
(UTC+07:00) and its eastern timezone is (UTC+09:00).

CULTURE AND RELIGION IN INDONESIA
History
Indonesia has a long history of being
colonized by the Dutch. From the 16701900, Dutch colonists bring the whole
of Indonesia under one government as
the Dutch East Indies. In 1942, Japan
invaded Dutch East Indies and most
Indonesians initially welcomed the
Japanese as liberators. On August 17,
1945, 3 days after Japan’s surrender to
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the Allies, a small group of Indonesians, led by Soekarno and Mohammad Hatta,
proclaimed independence and established the Republic of Indonesia.
After four years of guerilla warfare and in 1949, the Dutch withdrew from Indonesia
and recognized its independence due to reduced international support and a
devastated economy in the Netherlands. In 1950, Indonesia became the 60th member
of the United Nations. In 1999, East Timor, a former Portuguese region with a culture
unique to the archipelago, voted for independence. After much political and military
turmoil, the region gained independence in 2002. In August 2002, constitutional
changes are seen as a step towards democracy. For the first time, voters will be able
to elect a president and vice-president. During the time period from 2002 to 2004,
terrorism was rife: The Bali bombing in October 2002 killing 202 people, car bomb
explosion outside Jakarta’s Marriot Hotel killing 14 in August 2003, car bomb attack
outside Jakarta’s Australian embassy kills 9 in 2004 September. The Asian tsunami
that hit Indonesia in December 2004 caused more than 220,000 people to be dead or
missing.

Natural disasters and terrorism have incurred a lot of cost in Indonesia. Hence, United
Nations Development Programme (UNDP) is working in close partnership with the
Government of Indonesia to implement a long-term development programme in the
post-conflict and post-tsunami environment in Aceh and North Sumatra. UNDP’s Early
Recovery Assistance (ERA) programme is supporting the ongoing Yogyakarta and
Central Java recovery from the May 2006 earthquake through income generating
activities and the provision of shelter. ERA is further working to mainstream disaster
risk reduction for long-term community resilience in the affected areas. Hence, in
recent years, the Indonesian government has taken many steps to improve the
situation in Indonesia.

Religion
The Indonesian Constitution guarantees the right to freedom of religion. However, the
government only recognizes six official religions. Islam is the predominant religion in
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Indonesia, and 88% of the country’s population are followers. In the eastern regions,
Christianity is the major religion, and 8% of the population are followers. Bali’s Hindus
make up around 2% of the population, and Buddhists and Animists make up 1% each.
With around 170 million Islam devotees, Indonesia is the largest Islamic country in the
world.

Names in Indonesia
Indonesians are usually called by a last name (family name) and first name. The first
names are usually distinct between males and females. An example of an Indonesian
name is Gema Alatas, where Alatas is the last name and Gema is the first name. The
names are all based on the national language, which is Indonesian. Malay, the lingua
franca of the Archipelago, became a symbol of its unity and the basis for the national
language of independent Indonesia.

Customs and practices
1. Direct contact between individuals of the opposite sex is inappropriate in public.
You are advised to avoid displays of affection. Same sex physical contact is
perfectly normal. Handshakes are acceptable for women and men. However, you
should wait for a woman to initiate the handshake.
2. It is polite to call prior to visiting a local family. You will be offered drinks but toasting
is uncommon as the good Muslim abstains from drinking alcohol.
3. The left hand is considered unclean. The right hand should be used when eating,
passing, receiving gifts, handing cash, and touching people. The touching of a
person`s head should be avoided. Indonesians consider it the centre of the soul.
4. Visitors should remove shoes at the entrance halls of mosques and temples. Some
places require scarves and robes for their female visitors.
5. It is advisable to ask for permission if you plan to take photographs at places of
worship.
6. Indonesians are straightforward communicators with their full attention on you. In
most cases, people simply display their good intentions. Locals are extremely polite
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and will never criticize you openly. They would rather answer your question than
appear uninformed. So, beware if you really need accurate information.
7. Greetings can be rather formal as they are meant to show respect. A handshake is
the most common greeting accompanied with the word "Selamat".
8. Many Indonesians may give a slight bow or place their hands on their heart after
shaking your hand.
9. If you are being introduced to several people, always start with the eldest or most
senior person first.
10. Titles are important in Indonesia as they signify status. If you know of any titles
ensure you use them in conjunction with the name.

Festivities
The Kuta Karnival event will be held in the month of October on the glorious Kuta
beach in Bali. It is an event featuring fun, entertainment, tasty food, beach activities
and a lot more.

Ramadhan, the holy month of fasting for Muslims around the world, will begin on or
around June 28. It culminates in Eid ul Fitr when Muslims people visit each other in
their best attire which marked as a celebration as well as a symbol of triumph over a
month-long ordeal.

Sanur Village Festival, held on Septembers, offers cultural activities like traditional
dance performances, music, water sports and food festival full of delicious cuisines.
Its main aim is to attract large number of tourists from various countries.
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ECONOMY OF INDONESIA
As one of the emerging market economies of the world and a member of G-20 major
economies, the government plays a significant role in the Indonesian economy by
owning more than 164 state-owned enterprises.

Tax Incentives
The standard Corporate Income Tax (CIT) rate is 25%. Indonesia has a tax holiday
regime for new foreign investment in specified business sectors (pioneer industries).
The regime grants beneficial tax treatment to manufacturing projects in high priority
sectors like oil refining and renewable energy and in remote areas. The tax incentives
are as follows:
 An exemption from corporate income tax for 5 to 10 years from the date
commercial production commences (tax holiday).
 A 2 year, 50% reduction in corporate income tax liability after the end of the tax
holiday period
 An extension of the exemption or reduction in corporate income tax, depending
on the competitiveness and strategic value of the industry
To quality, the company must meet the following requirements:
 It must invest at least IDR 1 trillion (approximately USD 117 million) in a qualified
pioneer industry
 It must deposit at least 10% of the total investment in an Indonesian bank, which
cannot be withdrawn before the company undertakes its investment plan
 It must be a new taxpayer with Indonesian legal entity status (however, existing
investors that have operated for less than 12 months also may qualify for the
tax holiday.

Free Trade Agreement
Indonesia is one founding member of the 10 members of the Association of Southeast
8|Page

Asian Nations (ASEAN). Indonesia has joined the ASEAN-Australia-New Zealand
Free Trade Agreement, allowing businesses in Indonesia access to even more
countries. South Korea and Indonesia has also signed a bilateral free trade agreement,
reaffirming the goal of more than tripling bilateral trade by 2020.

THE INDONESIAN GOVERNMENT

Indonesia has a republican form of government that recognizes the sovereignty of the
people.
Today, the Government of Indonesia is organized into seven organs of the state and
three branches of government.

State Organs
-

The People's Consultative Assembly (Majelis Permusyawaratan Rakyat)

-

The Presidency

-

The People's Representative Council (Dewan Perwakilan Rakyat)

-

The State Audit Board (Badan Pemeriksa Keuangan)

-

The Supreme Court (Mahkamah Agung)

-

The Constitutional Court (Mahkamah Konstitusi)

-

The Regional Representative Council (Dewan Perwakilan Daerah)

9|Page

Branches of Government
Executive
The executive branch of government is headed by the president and vice president.
The president is the head of government, the chief of state, and the commander-inchief of the armed forces. Together with the vice president, he is elected for a five-year
term and can serve a maximum of two consecutive terms. The president appoints the
members of his cabinet, who are responsible for the Government's ministries.

Legislative
The legislative branch is based on the People's Consultative Assembly (MPR), or
Indonesia's parliament. The MPR is made up of two bodies: the People's
Representative Council (DPR) and the Regional Representative Council (DPD).
Together, these groups have the power to pass laws, amend the Constitution, conduct
formal inquiries, oversee the state's budget, and dismiss the president and vice
president in accordance with the Constitution.

The People's Representative Council, or DPR, is made up of 550 representatives
elected by the people. The Regional Representative Council, or DPD, is made up of
four representatives from each province, as elected by the people. As of the 2004
election, there were 128 representatives in the DPD.

Judicial
The Supreme Court is the final court of appeals, and oversees all lower courts. These
include general, military, administrative, religious, and commercial courts. To
safeguard its impartiality, it is independent of the executive and legislative branches of
government.

Others
The two state organs not under these three branches of government exist on their own.
Both the State Audit Board (BPK) and the Constitutional Court (MK) are independent
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government organizations. The BPK ensures the responsible use of tax dollars
throughout the government. The MK makes final, binding decisions on the
constitutionality of laws and disputed election results.

Indonesia has 33 provinces and with decentralization, these provinces have been
granted greater power while the government retained control over just five areas:
foreign affairs, defense, justice, monetary policy, and religion. Local governments are
responsible for providing all other services.

JUDICIARY
In Indonesia, Supreme Court (Mahkamah Agung) holds the highest hierarchy of the
court system in Indonesia and serves as an independent entity alongside the
legislative and the executive branches. In a technical judicial sense the Supreme Court
has supervision and control over all lower courts and to make sure that the law in
Indonesia is properly carried out by the courts. Therefore, the Supreme Court is
empowered to provide warnings to lower court judges and to provide direction and
guidance to lower courts in the performance of their respective functions. This direction
and function is often formulated in the form of Supreme Court Circulars (Surat Edaran
Mahkamah Agung). This Circulars would represent and serves as an official
interpretation of the Supreme Court in interpreting the law or at least to how a law
should be understood.

Although the Supreme Court is technically the highest court of appeal in Indonesia,
there is another court which is completely separated from the Supreme Court, which
is the Constitutional Court. The Constitutional Court holds limited power and authority,
specifically to hear matters directly related to the interpretation of the Constitution and
any conflict between the Constitution and laws created by the DPR. Unlike the court
authorities that fall under the Supreme Court, the Constitutional Court is a court of first
and final instance in that justices have the authority to hold trials at both the first
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instance and appellate stages.

The Supreme Court oversees four spheres of the judicature, which comprise of (i)
General Courts (civil and criminal matters), (ii) Religious Courts (primarily family and
inheritance matters for followers of the Moslem faith), (iii) Military Courts (primarily to
resolve criminal matters of serving military personnel) and (iv) Administrative Courts
(establishing the rule of law in Indonesia and to provide recourse for citizens against
unlawful administrative behavior). Some of these courts are granted with special
extended jurisdiction with Children’s Court, Human Rights Court, and Commercial
Court falling under the jurisdiction of the General Courts and Tax Court falling under
the jurisdiction of the Administrative Courts.

LEGAL SYSTEM
Indonesian legal system is a combination several legal systems, which consists of
religious law, customary law, and the law of European countries, especially
Netherlands, which was once a colonizing country of Indonesia. Netherlands was in
Indonesia for almost 3.5 centuries, hence many of Dutch civilization inherited to
Indonesia, including the legal system. The customary law is also one of the sources
of law in Indonesia, and being the largest Muslim country, it becomes natural that the
Indonesian people also used to Islamic religious law being a primary guide in life and
also be a source of Indonesian law. Any amendment, revision, addendum or creation
of any law by the Legislature has always been considering the values of the legal
system historical sources in Indonesia in order to keeping the law to always be
pervasive on the needs of the public.

The official hierarchy of legislation are as follows:
1. 1945 Constitution (Undang-Undang Dasar 1945)
2. MPR Resolution (Ketetapan Majelis Permusyawaratan Rakyat)
3. Law (Undang-undang)
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4. Government Regulation In Lieu of Law (Peraturan Pemerintah Pengganti Undangundang)
5. Government Regulation (Peraturan Pemerintah)
6. Presidential Regulation (Peraturan Presiden)
7. Regional Regulation (Peraturan Daerah)

REGULATORY FRAMEWORK
Foreign Investors Entry
At early stage, foreign investors in Indonesia prefers to approach and enter the
Indonesian market by setting up a Representative Office. Once they feel comfort to
the investment prospect, they will begin the establishment of foreign investment limited
liability company (“PMA Company”).

PMA Companies fall under the regime of Foreign Investment Law. Under these laws,
foreign investors who wish to conduct business in Indonesia is required to set up a
company in the form of limited liability company (Perseroan Terbatas or PT).
Indonesia limits and even prohibit foreign involvement in certain business sectors.
Nevertheless in some areas, foreign investors can have up to 100% shares ownership.
Similar to other countries, Indonesia also introduced a divestment program. The
divestment scheme however, may vary for each company depends on the discretion
of Indonesian Capital Investment Coordinating Board or BKPM, being the government
agency that overseen the investment affairs in Indonesia. BKPM hold the authorities
to determine when a PMA Company must divest its shares as well as the portion of
shares that it needs to divest. The divestment scheme will be set up and mentioned in
the investment licenses issued also by BKPM to the foreign investment company. All
the limitation and prohibition of foreign involvement are governed Presidential
Regulation No. 36/2010 ("Negative List"). The Negative List stipulates for the
maximum percentage of ownership that can be held by foreigners in certain business
sectors.
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A foreign investor is allowed to employ expatriates in certain positions by obtaining the
relevant permit and fulfilling the obligation to improve skills and expertise of local
manpower through training.

Setting up a business
The common type of presence for a foreign investor who wants to invest and engage
in business in Indonesia is by establishing a PMA Company. Under Indonesian law,
there must be at least two shareholders in a limited liability company. Those
shareholders can be an entity or individual. Specifically for a PMA Companies, it is
advisable to first ensure the limitation of foreign ownership that is permitted under the
Negative List for the relevant business sector it is about to enter into. A PMA Company
must also have at least one director and one commissioner. The director shall hold the
authorities of management and business operation of the PMA Company, while
commissioner supervises and provides advices to the director. In practice, it normally
takes approximately 4 - 6 weeks for a PMA Company to start business in Indonesia.

Land matters
Indonesian land law is very complex, reflecting customary (adat) law developed over
hundreds of years at the village level, as modified by Dutch Colonial rule, with an over
layer of more recent central Government laws and regulations. The recent laws and
regulations are an attempt to make Indonesia’s land law more adaptable to modern
conditions without completely abandoning the communal concepts applicable to land
in customary law, which communal concepts are also embodied in Indonesia’s
Constitution.

Most of the land in Indonesia is not registered with the National Land Agency or other
Government offices, and thus most land is without a land certificate, which is the best
evidence of title. Rights in unregistered land are based, in part, on unwritten law of the
jurisdiction where the land is located and, accordingly, is different from locations to
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locations and is often quite deficient in legal certainty. The Basic Indonesian Agrarian
Law recognizes several types of land rights:
1. Right of Ownership (Hak Milik)
This is the most extensive right available on Indonesian land, being unlimited in
duration and utilization and the Right of Ownership may be used for security
purposes by way of the execution of mortgage (Hak Tanggungan). The Right of
Ownership is available to individuals who are Indonesian citizens (natural persons)
and certain legal entities, which are solely designated by the Government. This
Right of Ownership is conveyed by executing a deed before a Land Deed
Office/Notary reflecting the desired transaction.
2. Right to Build (Hak Guna Bangunan)
Right to Build title gives the titleholder right to utilize the land to construct, own and
utilize building(s) over such land and anything previously or thereafter built upon.
A Right to Build is conveyed for maximum of 30 years, extendable for 20 years and
may be renewed at the discretion of the local government.
3. Right to Cultivate (Hak Guna Usaha)
Right to Cultivate is a right that is generally issued on State land to Indonesian
individuals or legal entities, including PMA companies, for agriculture/plantation
purposes. A Right to Cultivate is conveyed for 35 years, can be extended for 25
years and renewed for another 35 years. A Right to Cultivate title may be held only
by Indonesian citizens and Indonesian companies, including PMA Companies. A
Right to Cultivate may be used for security purposes by way of the execution of
mortgage (Hak Tanggungan).
4. Right to Use (Hak Pakai)
A Right to Use is subsidiary right in land which may be granted by the holder of any
of the land rights mentioned above (i.e.: Right of Ownership, Right to Build and
Right to Cultivate). The Right to Use is the right to use and/or to collect products
from the land. The Right to Use is limited in duration by the contract or decree, as
the case may be Indonesian citizens, corporations, foreign individuals and
corporations may possess a Right of Use over land.
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5. Right to Manage (Hak Pengelolaan)
A Right to Manage is a right of the State to control the land, an implementation of
which is partially delegated to certain holder of management right, being to (i)
Government Agencies including Regional Government; (ii) State Owned
Companies (Badan Usaha Milik Negara or BUMN); (iii) Regional Government
Owned Companies (Badan Usaha Milik Daerah or BUMD); (iv) Limited Liability
State-owned Company (PT PERSERO) (v) Special Authority (Otorita) Agency; and
(vi) other Government Legal Entities which are appointed by Government.

Government Agencies
Although Indonesia has started the one-door-policy for the entrance of all foreign
investors, in reality, foreign investors are still faced with various layers and various
government agencies before and after setting up its business in Indonesia. The main
government agencies that foreign investors should be familiar with are as follows:
1. Capital Investment Coordinating Board (BKPM)
Being the primary agency that bridges the business and government, BKPM is a
ministerial level agency mandated to govern and supervises domestic and foreign
direct investment under an encouraging investment atmosphere. BKPM is the first
entrance for foreign investors planning to do business in Indonesia.
2. Ministry of Laws and Human Rights
The Ministry of Laws and Human Rights is a government body which has the
authority to implement government affairs in the domain of law and human rights
as well as to issue the approval of an establishment of a limited liability company
in Indonesia.
3. Ministry of Trade
The Ministry of Trade’s role is to formulate National policy, implementation, and
technical rules in the field of trade and commerce, including to the matters closely
related to export and import activities.
4. Directorate General of Taxes
The Directorate General of Taxes is placed under the authority of the Ministry of
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Finance that plainly responsible for the State Revenue from taxes and also in
charge of the formulation, implementation and technical standardization of taxes in
Indonesia.
5. Directorate General of Customs and Excise
The Directorate General of Customs and Excise is also under the authority of the
Ministry of Finance which duties and roles relating to financial management,
including duties and excise.
6. Environmental Impact Management Agency
This agency holds common tasks and development in the field of environmental
impact control that includes the prevention and control of pollution and
environmental damage and restoration of environmental quality in the preparation
of technical policies and programs regarding environmental based on the prevailing
laws and regulations.
Every business or activity which causes a large and important impact on the
environment must have an environment impact analysis or AMDAL which consists
of an Environmental Impact Assessment Report (Laporan Analisa Dampak
Lingkungan or “ANDAL”), an Environmental Management Plan (Rencana
Pengelolaan Lingkungan or “RKL”) and an Environmental Monitoring Plan
(Rencana Pemantauan Lingkungan or “RPL”).
7. Ministry of Manpower and Transmigration
The Ministry of Manpower and Transmigration is responsible to improve good
corporate governance and to support the growth of employment opportunities in
Indonesia. This ministry also holds the authority to allow PMA Companies to
employ expatriates in its company.
8. Directorate General of Immigration
The Directorate General of Immigration is placed under the authority of the Ministry
of Law and Human Rights which has a fundamental duty in formulating and
implementing policies and technical standardization in the field of immigration. The
role of this agency is also related to the arrangement of travel documents, visas
and facilities, residence permits and status, intelligence, investigation and
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enforcement, cross-border and international cooperation and immigration
information system.

BANKING
Central Bank
The central bank of Indonesia is Bank
Indonesia (BI). BI has one single
objective of achieving and maintaining
stability of the Rupiah value. In the
pursuit of this objective, BI has three
tasks; formulating and implementing
monetary

policy,

regulating

and

ensuring a smooth payment system,
and regulating and supervising the
national banking system.

Indonesian Currency
The Rupiah (or “Rp”), being the Indonesian currency, is freely convertible into foreign
currency and is not restricted on foreign exchange as well as the repatriation of funds.
Nevertheless, the transfer of foreign currency to or from foreign countries, incoming
investment capital inflows, in certain amount may require approval. In addition, all
foreign exchange transactions between an onshore entity and an offshore
counterparty is subject to a reporting requirement to Bank Indonesia.
any person carrying Rp 100.000.000 (One Hundred Million Rupiah - equivalent to USD
8,750) out of Indonesia, is required to first obtain an approval from Bank Indonesia
(BI), while for carrying Rp 100.000.000 (One Hundred Million Rupiah) or more into
Indonesia, the carrier must verify the funds with the Indonesian customs authority (i.e.,
Directorate General of Customs and Excise) upon arrival.
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Currency Law
Indonesia’s Currency Law came into effect on 28 June, 2011 as Law No. 7 of 2011 on
Currency as the implementation of Indonesian 1945 Constitution. Under the Currency
Law, Rupiah must be used for any payments or the settlement of obligations or “other
financial transactions” in the Republic of Indonesia with exemptions allowed for:
-

transactions relating to the implementation of state budget;

-

the receipt or grant of overseas grants (hibah);

-

international trade transactions;

-

bank deposits denominated in foreign currencies; and

-

international financing transactions.

The Currency Law does not provide specific explanation on what transactions may be
classified as “international trade transactions” or "international financing transactions".
This issue shall be further regulated in an implementing regulation. Pending the
promulgation of said implementing regulation, many legal practitioners believe that
foreign currencies may still be used for commercial transactions involving foreign
parties, although it is advisable to carefully determine on how a party can be
considered as foreign or if a transaction can be considered as “international”.

CAPITAL MARKET
Financial Services Authority
Financial Services Authority of Indonesia (Otoritas Jasa Keuangan or OJK) is a
governmental body that which main function is to promote and organize a system of
regulations and supervisions that is integrated into the overall activities in the financial
services sector in Indonesia. It performs its regulatory and supervisory duties over
financial services activities in banking, capital markets, and non-bank financial
industries sectors.

Stock Exchange
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The capital markets of Indonesia are managed by the Indonesia Stock Exchange (IDX).
IDX is a stock exchange based in Jakarta, Indonesia. It was previously known as
Jakarta Stock Exchange (JSX) before its name changed in 2007 following to its merger
with Surabaya Stock Exchange (SSX). IDX is monitored by the Indonesian
government through OJK.

Two of the primary stock market indices used to measure and report value changes in
representative stock groupings are the Jakarta Composite Index (IHSG) and the
Jakarta Islamic Index (JII).

In 2011, IDX launched a new Indonesia Sharia Stock Index (ISSI), which comprises
214 Indonesian stocks which have been screened by Indonesian highest Muslim
clerical body, called Indonesian Ulema Council (Majelis Ulama Indonesia). The
contribution of Indonesian Ulema Counsel is expected to entice and to make investors
no longer have any doubt to invest in sharia investment in order to increase the number
of domestic investors in the Indonesia Stock Exchange.

Indonesian capital market regulation defines a public company as a limited liability
company which shares are owned by at least 300 (three hundred) shareholders with
a paid-up capital of at least Rp 3.000.000.000 (Three Billion Rupiah), or certain
numbers of shareholders and amount paid-up capital as may be stipulated under a
Government Regulation. To become a public company which shares are listed and
traded in IDX, a company needs to obtain an approval from IDX, and followed by the
filing of a Registration Statement with OJK before conducting a public offering. Once
OJK declared the Registration Statement to be effective, the company can then
conduct a public offering.

The following are the types of securities which can be listed on IDX:
a)

Stocks (Shares);

b)

Equity-Type Securities other than stocks which include pre-emptive Rights,

20 | P a g e

warrants and other derivatives;
c)

Bonds (Debt) and other debt-type securities including: Sukuk (Syariah Bonds)
and asset backed securities; and

d)

Exchange Traded Funds (Units of Participation).

As of 2 January 2013, IDX applied the new trading hours. This adjustment is made
in order to synchronize the IDX trading hours with other regional markets and to
extend trading hours for investors in the central and eastern regions of Indonesia.
The change in IDX trading hours is covered (in GMT+7):
1. Trading Hours:
a. Pre-opening Session will start at 08:45:00 and ends at 08:55:00.
b. 1st Session of all markets begin at 09:00:00.
c. 2nd Session of Regular Market ends at 15:49:59.
d. 2nd Session of Negotiated Market ends at 16:15:00.
2. Additional Trading Sessions:
a. Pre-closing Session for Regular Market starts at 15:50:00 and ends at 16:00:00.
b. b. Post-trading Session for Regular Market starts at 16:05:00 and ends at
16:15:00.

Foreign Investors
Government Regulation No. 29 of 1999, regarding Buying of the Shares of
Commercial Banks, regulates the portion of foreign ownership as per below:
1. The ownership of shares of banks by foreign investors and/or foreign institutions
through direct placement or through IDX is allowed for a maximum of 99% of the
total shares;
2. The purchase of shares by foreign investors or foreign institutions through IDX can
reach up to 100% of the total shares listed on IDX;
3. Banks can list their shares on IDX to a maximum of 99% of the total shares;
4. At least 1% of the banks’ shares, which are not listed on IDX, must still be owned
by an Indonesian citizen or by an Indonesian company.
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LABOUR LAWS
The Indonesian Manpower Law, which was issued in 2003, was introduced to increase
the protection against employees, whilst trying to sanctify relations between employer
and employee. Employers generally consider Indonesia’s labor laws and regulations
places an unnecessary responsibilities on employers, particularly in term of
termination and severance and termination benefits payable.

Employment Contract
Although Indonesian manpower laws allows the employment contract to be made
either verbally or in-writing contract, it is always advisable to best have all the
employment contract in writing in order to avoid any legal dispute.
There are two types of employment contract:
1.

Fixed-term contract

2.

Permanent employment contract.

It is permissible to make an employment contract in a bilingual form, yet in the case of
dispute, the Indonesian language will prevail, particularly within the examination by the
court.

Wage
Each province/city in Indonesia is given the authority to frame its own Provincial
Minimum Wage or “UMP” which is reviewed and set annually on the basis of
agreement between corporates, organizations and labor unions as finally determined
by the Governor of each province. An employee with at least 12 months service is
entitled to a Religious Festivity Allowance in the amount of one month salary.

Strike
Under Indonesian law, a strike is permitted and recognized as a fundamental right of
workers and their unions, which must be conducted, in an orderly and peacefully
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manner and as a result of failed negotiations.
Outsourcing
Indonesian law recognizes outsourcing employment mechanism, provided that the
work that is contracted out must be (1) supplemental in nature, (2) separated from the
main activities of a company, (3) must be supporting activities; and (4) do not have
any direct impact on the company’s production process. In term of the category of
“supporting activities, “the outsourcing of labor is limited to the following activities:
 cleaning services;
 catering services for employees;
 security services;
 support services in the mining and oil & gas sector;
 transportation services for employees.

Social Security
Companies with a payroll exceeding Rp 1.000.000 (One Million Rupiah) per month, or
employing 10 or more employees, must enroll their employees in the social security
program called Jamsostek. Jamsostek is a government social security program, to
which an employee and employer must make monthly contributions based on a
percentage of basic salary for employee work accident insurance, retirement benefit
fund, life insurance, and health care benefit coverage. Specifically for health care
benefit, employer is allowed to participate in other program held by other insurance
companies, provided that the benefits must be equivalent or better than those which
are offered under the Jamsostek Program.

Expatriates
Employment of expatriates is temporary in nature and available only for certain
positions such as Director or Technical Advisor. The government classifies jobs into
those closed to expatriates, those open only while nationals are being trained and
those open for other reasons. Manpower Affairs regulates the employment of
expatriates for certain positions and for certain time periods only. Expatriate
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employees must obtain a proper work and stay permit in order to become legally
employed and reside in Indonesia.

Reporting requirement
Companies are obliged to submit a Manpower Report annually. This report consists of
working conditions such as wages, number and education level of both local or foreign
employees, working hours, waste production, etc.

INTELLECTUAL PROPERTY
Indonesia’s intellectual property laws recognizes patents, trademarks, copyrights,
industrial designs, layout designs of integrated circuits, trade secrets and geographic
indicators. Intellectual property affairs are under the authority of Directorate General
of Intellectual Property Rights (under the Ministry of Law and Human Rights). Dispute
that relates to intellectual property matters shall be brought before the commercial
court. Laws and regulations have been promulgated to implement the various
conventions and treaties to which Indonesia is party and to establish international
standards of intellectual property protection. Nevertheless, despite such legislative
developments, infringement of intellectual property rights is still common, particularly
in terms of piracy and trademark counterfeiting.

DISPUTE RESOLUTION
Court
Although the government and judicial authorities in Indonesia have been consistently
and continuously trying to reform and improve the judicial system in Indonesia,
disputing parties often prefer to have their disputes to be resolved through arbitration.
Although it does not applicable in general, one must aware of the extensive process
of court trial in Indonesia should he/she choses to settle a dispute through the court.
Indonesian courts, especially district courts, have always been facing an unfavourable
reputation due to corruption and doubted independency of the judges, hence rarely to
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become the first option, at least for Indonesians, for settling dispute.
For admission in an Indonesian court, any documents not drawn up in Bahasa
Indonesia must also be accompanied by a translation into Bahasa Indonesia prepared
by a sworn translator licensed in Indonesia. Additionally, representation of parties in
court can only be undertaken by an Indonesian advocate holding a license issued by
the accredited Indonesian bars of advocates.

Arbitration
Indonesia is a signatory to the 1958 New York Convention and has adopted such
convention into Indonesian law by way of Presidential Decree No. 34 of 1981.

The selection of international arbitration panel is permitted under Indonesian laws, and
any arbitral award obtained thereof should be recognized and enforced by the courts
of the Republic of Indonesia without re-examination or re-adjudication on the subject
matter. Any final award rendered by an arbitration panel duly appointed and
empowered in accordance with the terms of the agreement among the disputing
parties would be recognized and enforceable by the competent courts of Indonesia
without re-examination of the merits pursuant to Law number 30 of 1999 and the 1958
New York Convention on the Recognition of and Enforcement of Foreign Arbitral
Awards (the “1958 New York Convention”). However, the enforcement of an arbitral
award may be denied in the case where:
a. the award is issued by an arbitrator or arbitration tribunal in a foreign country
which is not a signatory to an international convention on the recognition of
foreign arbitral awards to which Indonesia is a signatory, or does not have a
bilateral arrangement with the Republic of Indonesia for the recognition of
arbitral awards on a reciprocal basis;
b. the award is not on commercial law matters; and
c. the award is against the public order of the Republic of Indonesia.

The procedure for enforcement of foreign arbitral awards in Indonesia is regulated by
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Law number 30 of 1999 and Indonesian Supreme Court Regulation No. 1 of 1990
regarding the Procedure for the Enforcement of Foreign Arbitral Awards, which applies
both to arbitral awards made in countries bound by the 1958 New York Convention
and to arbitral awards from countries having a bilateral agreement with Indonesia. In
addition, to enforce the award it is necessary to register the award with the Clerk of
Central Jakarta District Court, obtain a writ of execution (known as an “Exequatur”)
from the Chairman of the Central Jakarta District Court or, in case the award which
involves the Government of the Republic of Indonesia as one of the parties in dispute,
from the Supreme Court of the Republic of Indonesia (through the Central Jakarta
District Court).

The choice of foreign law as the law governing of an agreement or transaction
document is valid and binding under the laws of the Republic of Indonesia, except:
(i)

to the extent that any term of the agreement or any provision of such laws
is incompatible with the public order in Indonesia;

(ii)

that a court or arbitration body may give effect to mandatory rules of the
laws of another jurisdiction, if and insofar as, under the laws of the other
jurisdiction, those rules must be applied, whatever the chosen law; and

(iii)

under the principles of Indonesian private international law there must be a
connection between at least one of the parties or the transaction and the
chosen law.

26 | P a g e

