ASSEGAF HAMZAH RAJAH &TANN ASIA

& PARTNERS LAWYERS
Client Update: Indonesia KY\%\%

18 February 2020 ASIA

After Push from the Industry, Government
Relaxes the Foreign Ownership
Restrictions in Insurance Companies

Previously, recognising the role of foreign insurance companies and foreign investors with their capital,
experience and technology, the Indonesian government issued Government Regulation No. 14 of 2018
(‘Regulation 14/2018”) to allow up to 80% of foreign ownership in a non-publicly listed insurance
company. Recently, this allowance was relaxed even further under Government Regulation No. 3 of
2020 (“Regulation 3/2020”"), which allows a foreign investor to hold more than 80% of the shares of a
non-publicly listed insurance company in Indonesia.

Foreign Ownership Limit

Under Regulation 14/2018, foreign citizens and entities were precluded from owning more than 80%
(‘Foreign Ownership Limit”) of the paid-up capital of an insurance company (which covers a non-
publicly listed insurance company, Sharia insurance company, reinsurance company, Sharia
reinsurance company, insurance brokerage company, reinsurance brokerage company and insurance
loss adjuster company). If an insurance company wishes to increase its paid-up capital, at least 20% of
the additional paid-up capital must be obtained from an Indonesian entity and/or citizen, or through an
initial public offering (“IPO”) in Indonesia.

In Regulation 3/2020, this exclusion was clarified and in effect, a non-publicly listed insurance company
whose foreign ownership has exceeded the 80% threshold will be exempted from the Foreign
Ownership Limit. This means that foreign investors can increase their shareholding in proportion to their
existing ownership percentage.

Illustration

In Regulation 14/2018, an insurance company that has exceeded the Foreign Ownership Limit on the
date that Regulation 14/2018 came into force may be exempted from the Foreign Ownership Limit
provided that its then foreign ownership percentage does not increase. As such, a non-publicly listed
insurance company with an 85% foreign shareholding at the date when Regulation 14/2018 came into
force may continue to retain that foreign shareholding percentage.

Nevertheless, as Regulation 14/2018 prescribes that at least 20% of the additional paid-up capital must
be obtained from an Indonesia legal entity and/or citizen or through an IPO, the foreign shareholders in
the said company may subsequently end up holding less than 85% of the share capital post-
capitalisation. This is because foreign shareholders are not permitted to subscribe for additional shares
in accordance with their existing shareholding percentage pre-capitalisation.
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With the introduction of Regulation 3/2020, foreign shareholders may continue to retain their 85%
shareholding as at the date the Regulation 3/2020 came into force even after the proposed additional
capitalisation, provided that an Indonesian citizen and/or legal entity subscribes for the remaining 15%
of the additional capital. If, however, no Indonesian citizens and/or legal entities participate in the capital
increase, the capital increase must be conducted through an IPO in Indonesia.

Applicability of the Foreign Ownership Limit

Under Regulation 14/2018, the Foreign Ownership Limit only applied to the insurance companies
mentioned above. However, Regulation 3/2020 has expanded the applicability of the Foreign Ownership
Limit (and the associated exemptions as set out above) to Sharia insurance companies and Sharia
reinsurance companies resulting from a spin-off of a Sharia unit.

By way of illustration, if the Sharia insurance company or Sharia reinsurance company with 88% foreign
shareholding has been exempted from the Foreign Ownership Limit, the foreign ownership percentage
of the Sharia insurance company or Sharia reinsurance company resulting from a spin-off of a Sharia
unit must not exceed 88%.

Conclusion

The enactment of Regulation 3/2020 received a warm welcome from the insurance industry, which has
long accepted that developmentin the industry cannot rely solely on domestic investment. It is hoped
that the government’s recognition of this fact, and the accommodation made by it to solve the needs of
domestic insurance companies will allow the local insurance industry to achieve and continue good
sustainability and stability.
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Rajah & Tann Asiais anetwork of legal practices based in South-East Asia. Member firms are independently constituted and regulated
in accordancewith relevant local legal requirements. Services provided by a member firm are governed by the terms of engagement

between the member firm and the client.

This Update is solelyintended to provide general information and does not provide any advice or create any relationship, whether legally
binding or otherwise.Rajah & Tann Asiaand its member firms do not accept, and fully disclaim, responsibility foranyloss or damage

which may resultfrom accessing or relying on this Update.
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Based in Indonesia, and consistently gaining recognition from independent observers, Assegaf Hamzah & Partners has established itself as a major
force locally and regionally and is ranked as a top-tier firm in many practice areas. Founded in 2001, it has a reputation for providing advice of the
highest quality to a wide variety of blue-chip corporate clients, high net worth individuals, and government institutions.

Assegaf Hamzah & Partners is part of Rajah & Tann Asia, a network of local law firms in Singapore, Cambodia, China, Indonesia, Lao PDR,

Malaysia, Myanmar, the Philippines, Thailand and Vietnam. Our Asian network also includes regional desks focused on Brunei, Japan and South
Asia.

The contents of this Update are owned by Assegaf Hamzah & Partners 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, 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 Assegaf Hamzah & Partners.

Please note also 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. 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 Assegaf Hamzah & Partners.
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