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GLOSSARY

The national planning agency

Bank Indonesia (Indonesia’s Central Bank)

Bank Kredit Desa (Small financial institutions similar to the FID village post
units)

Bank Pengembangun Daerah (The provincial development banks)

Bank Perkreditan Rakyar (Smallholder Credit Banks or Com.nunity development
banks rxcognized and licensed since October 1988)

Bank Ruiyat Indonesia (One of five state-owned banks)

The corporate banking division of major state and private banks

The provincial development budget for training

Financial Institutions Development Project

Kredit Usahn Kecil (Small business credit)
Small Financial Institution (Generic term for community level banks)

First administrative level below national
District (One level below a province)
Subdistrict (One level below a kabupaten)
Village (One level below a kecamatan)

FID SFIs and the Provinccs in Which They Are located

BKK
BKPD
KURK
LKP
LPD
LPK
LPN

Exchange Rate

US$1 = Rp2,070

Badan Kredit Kecamatan (Central Java and South Kalimantan)
Bank Karya Produksi Kecil (West Java)

Kredit Usaha Rakyar Kecil (East Java)

Lembaga Kredit Kecamatan (West Java)

Lembaga Perkreditan Desa (Bali)

Lumbung Kredit Pedesaan (West Nusa Tenggara)

Lumbung Pitih Nagari (West Sumatra)



OVERVIEW

The Financial Institutions Development (FID) Project, funded by the U.S. Agency for International
Development and lasting from 1985 to 1993, raised the capacity of small financial institutions (SFIs) to
deliver financial services to low-income groups in Indonesia. The first phase of the FID project began
in the provinces of Central Java, West Java, and West Sumatra; over the next four years the project
expanded to East Java and Bali, and — under the 1989 project extension — to South Kalimantan and West
Nusa Tenggara. Most of the SFIs are owned by provincial governments and supervised by Provincial
Development Banks (BPDs). SFIs number 1,994, serving 109 kabupaten (districts), 1,295 kecamatan
(subdistricts), and 10,660 desa (villages). FID SFIs serve mainly rural, but also many urban and
suburban, markets. Many clients are involved in farm-related trade; others are in light industry, general
services. transportation, and handicrafts. Other institutions that provide financial services to the poor
include the Bank Rakyat Indonesia (BRI) Unit Desa, the Bank Kredit Desa (BKDs), 12 kabupaten
branches of Bank Sampoernaat in East Java, new and independent Smallholder Credit Institutions (BPRs),
and some nascent operations by private commercial banks such as Perbanas and Rali Bank.

Extensive resources were devoted to the project. Two long-term advisors expended 258 person-
months and were supported by 98 person-months of local consultant subcontracting and 22 person-months
of short-term technical assistance. The overall project budget for February 1985 to May 1993 was $4.6
million, in addition to $5 million in loan capital earmarked for Central Java, West Java, West Sumatra,
and East Java. Approximately $4 million was disbursed over the project’s first three years. Technical
assistance was coordinated through the BPDs. The Ministry of Home Affairs, the central government'’s
overseer of the provincial governments, has been the official, though not wholly appropriate, responsible
government ministry. For the last two years, FID’s approach, emphasizing self-sufficiency of financial
institutions, has been targeted at the Bank of Indonesia (BI), the Ministry of Finance, and local or
regional authorities responsible for the BPDs or BPRs.

The project’s accomplishments have been docun:ented. As of December 1992, FID SFIs had a loan
balance of Rp189.7 billion ($91.6 million) outstanding to 1,067,763 borrowers, and held the deposits of
1,558,319 savers. These figures represent increases of 108 percent, 29 percent, and 48 percent
respectively over the last four years. Percentage of savings against outstanding loans is 55 percent.
Many SFIs, especially those in Central Java and Bali, began in January 1993 implementing new loan
application forms and management information system (MIS) forms and procedures in line with new BI
regulations. Other provinces are ready to follow suit. The new forms have introduced a measure of
professionalism and sustainability to the SFIs. The project has provided training to 13,365 person-units
(some people have been trained more than once) in loan inanagement and recovery, credit analysis, cash
management, general branch management skills, savings niobilization, and MIS input and procedures.
The FID project also has developed a standard operating manual for accounting and reporting, as well
as a supervisory manual and a guide to savings mobilization.

These accomplishments have occurred witkin a network that operates profitably at each branch.
Coverage under the project was excellent and continues to expand under the remaining system of SFIs.
Over the life of the project, 10.5 million loans were disbursed to 3.6 million people. As a whole the
project served 34 percent of the villages of the provinces in which it operated, covering 1.4 percent of
the total Indonesian population and 7 percent of the country’s households, based on an average family
size of five. Tables | and 2 reveal the coverage data for and financial performance of FID SFlIs.



TABLE 1
FID SFI COVERAGE DATA AS OF DECEMBER 31, 1992°

Province Loans Number of Savings Number of Number of Percent of
Cutstanding Borrowers {Rp ,000,000]) Savers SFls Villages Served
{Rp ,000,000}) in Province
Central Java 48,946 498,591 12,500 506,258 510 60%
West Java 92,721 214,379 59,630 488,999 326 42%
West Sumatra 3.865 19,090 2,33, 52,510 193 6%
East Java 11,428 157,938 2,858 165,945 222 21%
Bali 28,796 126.861 26,393 320,422 650 100%
South Kalimantan 1.386 15,263 22 697 34 1%
West Nusa Tenggara 2,515 35,641 981 33.488 59 5%
TOTAL 189,658 1.067.767 104,876 1,658,319 1,994 34%

a Rp2,070 = §1

TABLE 2
FID SFI FINANCIAL PERFORMANCE AS OF DECEMBER 31, 1992

Province Net Worth Net Income Capital Return on |’ Savings / Assets / Staff
{Rp ,000,000}) {Rp ,000,000) Adequacy Assets Loans Ratio Ratio

Ratio {Rp ,000,000)
Central Java 15,394 2,940 34.6% 2.8% 25.5% 34.7
West Java 10,954 3.854 14.8% 3.8% 84.3% 49.2
West Sumatra 1,181 156 30.6% 3.3% 60.3% 8.3
East Java 7.770 1,384 70.7% 10.9% 25.0% 22.3
8ali 5,432 3.144 28.7% 10.8% 91.7% 19.2
South Kslimantan 943 266 85.3% 17.7% 1.6% 16.8
West Nusa Tenggara 1.490 537 75.6% 15.7% 39.4% 1.4
TOTAL 43,164 12,280 27.2% 4.8% 55.2% 30.6

Several other reports have evaluated FID or documented various aspects of the project. The intention
of producing this report is threefold: first, to record the status of the project upon its closing; second,
to review on-site observations and previous studies of the project to analyze the essential elements of the
FID experience; and third, to contribute to the thinking of USAID, the Government of Indonesia, private
institutions, other international donors, and the public and private financial communities in Indonesia and
in other countries about how best to promote financial services to the poor.

Chapter One of this report, Financial Service Components, discusses the low-income sector’s demand
for financial services, including savings and credit. It also covers interest rates, institutional safety, the
interaction of savings and loan recovery, essential credit and savings policies and procedures, and product
mix.

Chapter Two, The Macroeconomic Environment, highlights the role of infrastructure, financial and
monetary policies, population density, and externalities such as drought. Chapter Three, Management



and Institutional Structure, draws conclusions about appropriate institutional frameworks and staffing
patterns, as well as talk about the relationship between management and performance at the SFI and
system levels. Chapter Four, Sustainability and MIS, details the actual performance and profitability of
the various FID institutions and draws conclusions about their sustainability. This chapter also describes
the new monitoring and evaluation criteria recently adopted by BI for the SFIs, and goes on to discuss
the appropriateness of these new measures.

Chapters Five and Six, Policy and Regulatory Issues and Nonfinancial System-Level Functions, are
related closely. The first of these chronicles the key regulatory, monetary, and economic policies and
procedures that have affected FID institutions. Chapter Six then deals with the matters of supervision
by policy makers and implementers of the FID institutions, as well as key aspects of training and
spawning.

Chapter Seven, on Intervention by Donors and Government, analyzes the role that these bodies have
had in the FID project and how their inputs may be enhanced or modificd. Chapter Eight, Summary,
encapsulates the most important facts and emphasize the key recommendations from the previous seven
sections.

Each chapter, with the exception of the last, succinctly states the key findings of this study, analyzes
the context and vital dynamics of the issues, and offers recommendations. Although the focus of this
report is on FID SFIs, other comparable institutions such as BRI Unit Desa and Bank Sampoerna BPRs
are featured to provide additional context and deeper analysis.



CHAPTER ONE
FINANCIAL SERVICE COMPONENTS

CREDIT POLICIES AND PROCEDURES

Key Findings

@ FID institutions use not just character-based analysis, but a web of credit assessment
techniques and collateral proxies that change according to local market conditions (urban or
rural, level of involvement of traditional and government leaders, and the like), size of the
loan, and type of business.

® Because FID SFIs do not have a standardized procedure to pursue bad debts, efforts are
often not cost-effective and bear limited rewards.

Analysis

FID SFIs use a measured and incremental approach in their evaluations of client credit risk. They
use varying degrees of formal collateral: for small loans, the character of the prospective borrower is
considered, whereas for larger loans collateral is legally and officially secured. During the initial
interview, lenders assess the perspective borrower’s character, judging whether the person is telling the
truth about business and personal circumstances. As borrowers establish their creditworthiness, they
progress to larger loans.

Signatures obtained from village officials are insufficient in vouching for a person’s character. The
one major exception to this may have been Bali, where the traditional village adar system is still very
strong and well respected in the community. Elsewhere village leaders have capitalized on the feeling
of indebtedness that comes with approval for a loan. Some leaders have taken payments in cash or in
kind for the favor of their approval. Not all village leaders engage in this practice, but it has ironically
led to SFIs bringing in borrowers with questionable character.

If the village authorities truly performed character reviews before proclaiming the honesty of
individual villagers, SFIs would decline the applications of more than the | percent typically denied loans
on the basis of character. In other words, it is unlikely that 99 percent of the Indonesian population is
so creditworthy. Yet, the process of obtaining clearance from local leaders and using institutions with
knowledge and presence in the local market to screen applicants does make the act of borrowing much
more public and does create convincing incentives for repayment,

Although procedures and policics vary by location, SFIs underlying approach to lending is the same.
Rural SFIs tend to make more use of the authority of local traditional or government leaders to determine
borrower character and enforce repayment. Urban systems, because of the transience of their borrowers
and the breakdown of traditional hierarchies, depend more on collectable securities. All FID SFIs have
instituted an incremental approach: after faithfully repaying small initial loans (usually between Rp 10,000
and Rp 50,000), borrowers are allowed to receive subsequent loans in increasing iicrements of Rp
50,000, Rp 100,00, Rp 200,000, and beyond." This process sets a performance record, gives the SFIs
time to know new clients, and limits risk from new borrowers.
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Other credit analysis and risk-reduction approaches include (1) charging lower effective interest rates
by calculating interest on a ditninishing balance versus a flat basis, but collecting reimbursable loan
origination fees (or larger borrowers; (2) restricting loan use to productive purposes; (3) matching loan
size to borrower repayment capacity, determined by savings behavior or quick tabulations of household
income; (4) matching loan repayment terms to enterprise or household cash flow (most traders are on
weekly repayment schedules because turnover in their businesses is rapid); (5) keeping loan applications
simple and short (one page), while gleaning vital data; (6) establishing ownership of land or property with
title documents, tax receipts, or deeds: (7) limiting loan terms to no more than a year in most cases,
where loan amounts were less than Rp 10,000,000; (8) charging interest rates competitive with the local
informal and formal market, where, for example, Bali Lembaga Perkreditan Desa (LPD) interest rates
are subject to negotiation with many applicants, and there are readily available alternatives to the LPDs.

Most village staff. with the exception of East Java, are fuli-time SFI field staf". This staffing pattern
concentrates loan decision-making authority in the hands of those closest to the borrowers. The proximity
of authority to clients keeps turnaround for new loans to four working days, and approval for subsequent
loans to two days or less. Faster turnaround fosters borrower confidence and loyalty, projects a
competitive image to local money lenders, and thereby creates more incentives for good repayment.

Loans for nonproductive purposes, originated by only a few of the SFIs, are limited mainly to
salaried people and government workers, for whom debits for repayment can be automatically
administered through payroll deductions. This type of loan has been tried predominantly in urban or peri-
urban centers, where there is greater competition among financial service providers, clients are more
likely to be formally employed, sophisticated banking services are more readily available, and clients have
been more sophisticated and diverse in their demands on financial institutions. To limit risk, BRI Unit
Desa urban offices have established a limit of 12 times salary as the maximum loan amount that a client
can receive for nonproductive purposes. So far, this has proven a reliable measure of borrower
repayment capacity.

Other techniques that reduce risk, such as savings mobilization, will be dealt with elsewhere in this
report. Table 3 summarizes the key risk-reduction procedures, based on loan size, that are used across
Indonesian SFIs. Annex A provides a copy of a typical loan application.

Procedures to trace and chase borrowers are less complex. Unless a delinquent loan amount is
greater than Rp5-10 million, depending on branch capital base, it is not cost-effective to initiate formal
collateral seizure. SFIs find that making claims on certificates of ownership, which effectively prohibit
borrowers from selling the item (most often a motorbike), provides enough incentive for those in arrears
to pay. Alternatively, SFIs use modified incremental approaches in pursuing the delinquent borrower,
starting with a personal visit from the loan officer, followed by a second visit (sometimes with the loan
officer’s supervisor or branch manager in tow), moving to dunning notices from local government
officials, personal visits by BPD supervisors, and finally a request to meet directly with local traditional
and government leaders, at least in rural areas.



TABLE 3
RISK-REDUCTION PROCEDURES BASED ON LOAN SIZE AMONG INDONESIAN SFls®

f——

Repayment Repayment Increment
Frequency Term Eligibility? (Rp)

Collatural® Visit Business Interest
Refore Calculation®
Disbursement

10-100 No Mo Flat Weekly 4 - 12 weeks 50,000

Loan Size
{Rp .000)

101 - 500 No, but seek No Flat Waeekly and 4 - 12 weoks 100,000
local character seasonally
1eference
501 - 2,000 Inquire about Occasionally Flat Weekly, 3 - 12 months 200,000
asset monthly, and
ownership seasonally
2,001 - Ask to see and Usually Flat and Monthly 6 - 24 months 500,000 - 1
10.000 sometimes hold reducing, million
documentation depanding upon
proving asset local markct
ownership competition
10,001 - Secure and Always Reducing Monthly 12 - 36 months 1 - 5 tnillion
25,000 hold esset
ownership

documentation

25,001 + Legally attach Always Reducing Monthly 24 - 36 months 5 million +
to secured
financial and
fixed asgets,
and regiater a
pledge ot
assets from the
client

* These are general guidelines and should not be construed in any way as mandatory policies.

® Steps taken are not mutually exclusive. For example, formal character references also may be sought for loans
larger than Rp 10,000,000,

¢ With upgrading of skills and MIS capabilities, more SFis are moving to reducing balance calculations for all loan
clients.

! These figures represent the customary maximum amount by which a subsequent loan is approved, assuming
perfect borrower repayment performance on the previous loan,

For most customers in arrears, this process leads to an informal rescheduling of debt repayment, with
the often underlying assumption that the borrower will pay when and in whatever amount it is teasible.
SFI staff felt that most poor repayment behavior was caused by changes in family circumstances and
personal or business-related calamities, not poor character. However, observations of the consulting team
and technical advisors indicate that there are real and controllable risks directly related to the borrower
and the business. The lesson here is that it is clearly more effective to huild in incentives and safeguards
in the credit review process than to depend on often futile and expensive badgering of poor performers.

Recommendations

(1) Maintain flexible policies and procedures that address varying market conditions and borrower and
business sophistication. )



(2) Where traditional village bonds arc weak or absent, secure title documents and other similar
certificates of ownership as a sign of borrower commitment and as a threat of seizure of formal
collateral.

(3) Build in incentives through fees, interest rate structures, or changes in nominal interest rates that
reward good repayment performance and recognize increasing sophistication of repeat and larger
borrowers.

(4) Continue incremental increases in loan amounts for good custumers, but do not set rigid minimum
and maximum amounts.

SAVINGS ISSUES

Key Findings

© Mobilization of voluntary savings is an imperative element of a successful financial
institution, for the myriad benefits it yields.

® Forced savings kills any incentives for the borrower to voluntarily set aside money or the
financial institution to collect voluntary savings.

® A mixture of term and passbook savings opens the opportunity to collect savings from a
bigger cross section of the market and generates more stable sources of funds, thus easing the
burden of obtaining sufficient capital and reducing the need for a high level of cash
management sophistication.

Analysis

Voluntary savings mobilization is perhaps the most essential element of successful financial service
institutions. Reasons for this include the following:

® Giving clients a sense of community ownership in the institution without incurring the
cumbersome and frequently inefficient owner-management found in other institutional structures

such as cooperatives;

® Providing a source of local capital that reduces dependence on potentially mercurial donor funds
and financiai and political shocks that may derive from accepting outside money;

® Offering poorer clients a source of liquidity, which is more important to them than loans;!

' It makes no intuitive sense nor is it substantiated empirically that poor people want to take on an extra debt
burden. Several studies have shown that people at the bottom of the socioeconomic stratum have a higher propensity
to defer purchases by saving than to go into debt to acquire something immediately. See Robinson, Marguerite S.,
"The Role of Savings in Local Financial Markets: The Indonesian Experience," GEMINI Working Paper No. 33,
November 1992.



® Supplying locally raised capital that produces a more manageable cash flow size and a velocity
that is more consistent with the loan patterns within the same market than do outside funds that
may or may not have any relationship to the local timing or size of the need for loan capital;

® Lowering the average financial cost of capital, as compared with commercial rate funds from the
money markets or near commercial funds from aid agencies;

® Meshing with historical patterns of saving for traditional events, which inspires creative marketing
and savings product ideas, gives the further impression of an institution being part of the
community, and provides a predictable base on which cash and portfolio management decisions
can be made;

Aside from these benefits that accrue directly to the savings function and the overall management of
the SFIs, voluntary savings mobilization also can strengthen an institution’s credit function in the
following ways:

® Acting as an excellent test of a client’s capacity to cepay on debt, meaning that SFI managers can
confidently conclude that whatever a savings client has stowed away over some period of time is
a good approxiimation of income left after regular monthly expenses — in other words, money that
could be used to pay off a new debt commitment;

® Testing the propensity of a client to frequent the SFI, which will help the field officer establish
rapport with clients, make vital character assessments, and develop bonds of trust;

® Acting as form of financial collateral to which the SFI could legally attach, in the event of
delinquency.

True, an SFI first nceds to prove it can lend and recoup money before it can gain the trust of the
commurity to take pecple’s money and pay out principal and interest. Yet savings also encourages better
lending and allows for the cultivation of more trustworthy and better-known borrowers.

FID institutions that have begun voluntary savings programs have relied heavily on three major tools
to attract community savings: projecting an image of safety; being convenient to the market; and offering
competitive intercst rates. Security generally is not a problem in most Indonesian villages, but
professionalism by SFI staff and use of safes for cash portray acceptable images of safety. The semblance
of safety also is achieved by maintaining financial strength and viability of the institutions. Either by
locating close to the market or by actively canvassing the market for clients, FID SFIs with voluntary
savings programs have lowered the cost to savers of putting funds in their institutions, which leads to
higher effcctive yields for savings clients. In most cases, FID SFIs offer interest rates in line with other
banks in the same market. Although BRI Unit Desa are not located at the village level, they have been
enormously successful in attractirg savings not only through projection of safety and competitive pricing,
but by using a lottery system in which a ticket is given for each Kp 10,000 in deposits. As of March
993 BRI Unit Desa had on deposit Rp 3.427 trillion in voluntary savings, which was 198 percent of total
loans.

Most SFIs have released two major savings products to their clients, passbook savings and term
deposits. Passbook accounts, with unlim*.ed withdrawals and interest rates about 1 percent to 3 percent
above average inflation for the last few years (meaning 11 percent to 13 percent in nominal terms), tend
to reach poorer, less sophisticated borrowers who like to put small sunis of money away on a regular
(usually weekly) basis. Term deposit services reach up in the market and offer interest rates 5 to §
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percent above average inflation (18 to 20 percent nominally). The consulting team did, however, observe
an urban SFI that was offering 24 percent on 12-month deposits.

Despite the freedom of unlimited withdrawals, most passbook customers keep money in accounts for
six months to a year, taking it out on holidays or special family occasions. Term money’s withdrawal
restrictions could ease as yet unrealized SFI cash flow problems that might arise with passbook accounts.

The SF' of East Java, West Sumatra, and South Kalimantan still have forced savings requirements.
They usually demand 10 percent of the loan amount, which is collected before the first borrowing. Even
with the relatively low opporfunity cost of capital among poor clients, this practice represents a clear cost
of credit. In fact, forced savings is a misnomer: it is a fee. Because several SFIs have not paid interest
on these forced deposits and others have not paid back principal (which had already been assigned to
rese1ves), the cost has been even more explicit to some SFI clients. Furthermore, there is no evidence
that taking forced deposits either encourages better repayment or sufficiently covers delinquent loan
amounts.  Arrears are no better at SFIs that take such deposits (many have experienced worse
performance than those who take voluntary deposits), and 10 percent of a loan amount in decapitalizing
cash or even an interest equivalent account rarely equals the amount of a delinquent loan.

Recommendiations

(I) Assuming adequate loan portfolio performance and management, institute a pilot voluntary savings
scheme within six months of SFI start-up.

(2) Start offering 6- to 12-month term deposits and seasonal passbook accounts tied to traditional local
events to maintain stability and predictability in cash management, and reach diverse market
segments.

(3) Back up deposits at new institutions or institutions with newly implementied savings programs with
a repayable, limited-term soft money reserve.

(4) Offer market but not excessive interest rates that yield real positive returns for savers and are
competitive with other financial institutions in the same market.

(5) Apply sound and basic financial logic to interest rate setting, giving lower rates for more liquidity
and shorter terms.

(6) Do not implement forced savings schemes, because they i re unrecessary at best, misrepresentative
of their true effects on client costs, and perhaps counterproductive.
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FID MARKETS

Key Findings

® [ID SFIs have captured niche markets and in most instances can still achieve adequate
portfolio diversification and size through origination of small loans and collection of sufficient
savings to be self-sustaining.

® In provinces such as West Java and Bali, where there are vibrant industrial economic sectors
(clothing and shoe manufacturing, tourism, and the like), there are greater opportunities to
diversify the loan portfolio with larger and more sophisticated borrowers and businesses, and
the poorer borrowers not directly involved in these industries have access to wealthier
clientele.

Analysis

FID SFIs generally serve individuals from farm-related sectors who are mostly in trade and siinple
light manufacturing. The SFIs not only have found markets previously ignored by formal financial
institutions, but also have provided the service of financial intermediation between buyers and sellers.
They have filled a void as a further catalyst to the rural economy of Indonesia by bringing people together
in commerce who otherwise might not have found the opportunity to trade or who have found the costs
of doing business with others (transportation to another village, high rates of interest for informal supplier
credit) prohibitive.

Because they are financial institutious and not targeted credit projects, FID SFIs have been able to
satisty the liquidity needs of the low-income community This has meant providing both credit and
savings instruments that respond directly to client needs. It also has led to the provision of credit for a
broad range of enterprises that individuals may decide to enter based on their best estimate of the local
market in which they live and work. In urban and peri-urban markets, where competition in the financial
market is keener and clients are more savvy about formal banking, some SFIs have had the freedom and
foresight to diversify their portfolios into consumer or household tinance.

Undergirding this ability to concentrate on the lower socioeconomic strata is a series of diverse
provincial microeconomies, especially on Java and Bali. With the strong agricultural sector and basically
good infrastructure these provinces have, businesses have expanded into adjoining markets in other
villages or moved to more lucrative or open markets.

Strong micro- and macroeconomic environments have direct impacts on small and microenterprises
and, by association, on the SFIs that serve them. Indonesia has been fortunate to have generated
impressive macroeconomic growth during the last 10 years. As a result, small and microenterprises have
established linkages to larger industrial sectors, and rural incomes have increased, which in turn means
that small business people have had increasingly better-off clients to whom they can sell. SFIs have
provided liquidity or finance to clients able to identify new or expanding business opportunities.

Managers of better branches exhibited a deep understanding of the local microeconomy in which their
SFIs were located. in baudung, for example, a branch manager with more than 20 years of experience
knew that his best customers and those who had shown the greatest capacity for growth were those
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attached to the local shoe-making industry. He had created innovative savings products and mobilization
strategies to take advantage of the high number of workers who lived outside of the area but were
employed by large local shoe factories.

Recommendations

(1) To guice SFI location choice and product mix, adopt a formalized subsector approach to determine
the most vibrant microeconomic sectors in a given area and single out those that have the most
potential to be integrated into the larger industrial economy.?

(2) Promote SFI developiment in established or growing industrial economies.

(3) Allow enough leeway in financial regulations to promote the design of products and services that
serve specific niche markets.

* Sec boomgard, James J., et. al., "A Subsector Approach to Small Enterprise Promotion and Research,"
GEMINI Working Paper No. 10, January 1991.
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CHAPTER TWO

THE MACROECONOMIC ENVIRONMENT

MACROECONOMIC CONDITIONS

Key Findings

® Stable and relatively low inflation is probably the most important macroeconomic element
that concerns FID institutions, because nominal interest rates can be held down and because it
is easier tc maintain a capital base in a low and stable inflationary climate.

Analysis

Indonesia has benefited a great deal from low inflationary pressures over recent years, with national
figures for 1991 and 1992 of 9.52 percent and 9.9 percent respectively. Provincial figures vary
somewhat, but Bali reported inflation rates approximately 33 percent higher than the national norm for
a three-year period. Now inflation in Bali has returned to a stable position commensurate with the
national figure.

Relatively low rates of inflation reduce the nominal interest rates being charged on credit and offered
on deposits. And because nominally high rates of interest are seen as unfair to poor people, low inflation
can help to keep interest rates down and quell discontent. However, the more universal and perhaps
more important factor is tl it low and stable inflation enables balanced portfolio and cash management,
lowers the need for financial institutions to keep cash on hand, encourages the holding of financial assets
(encourages savings behavior), and limits capital base erosion.

Recommendations
(1) Maintain interest rate liberalization and ensure open foreign exchange; these policies influence
inflation most directly.

POPULATION DENSITY

Key Findings

® Population density is an advantage to the FID SFIs, but it is not an absolute necessity to
operate a cost-effective financial institution.
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Analysis

Population densities vary across provinces. Many branches have been established in areas with high
population densities. In fact, some SFI sites on Java have densities of 600 to 800 people per square
kilometer. Many other branches have been successfully established in areas with much lower population
densities.

One criterion developed by the FID technical assistance team for establishment of new SFIs was a
minimum population density of 60 people per square kilometer, which works out to approximately 1,200
to 1,400 customers per branch, based on a representation area of a 20-kilometer radius. This density
should give sufficient scope for the SFI branches to achieve sustainable status while at the same time
limiting the growth potential of the branch to a manageable level. Yet it would be incorrect to
concentrate on population density as the key determinant of SFI location and viability. In fact there is
a three-way framework that better captures the true dynamics of the density issue: density, infrastructure,
and diversity.

Communication and transportation infrastructure are most important. In many of the outer island
areas of Indonesia, electricity is not always available and telephone service to branches is rare. The road
network is still being developed in several outlying areas, making access by borrowers and savers alike
very difficult, particularly in the wet season when torrential rains quickly turn din roads into impassable
quagmires for motorcycles, which are often the only form of transportation available to the SFI branches
or their clients.

The importance of diversity in the local economy was described in Chapter One. Diversity is
measured both by linkages to other sectors and by the number of people in a given area devoted to a
specific sector. Thus dense populations do not necessarily yield sufficiently vibrant markets. Lack of
infrastructure may make cost-effectively reaching even densely populated areas prohibitively expensive.
And single-industry economies or ones not linked to other sectors, regardless of density, may be
impossible to serve on a financially self-sustaining basis.

Because dense populations are demographic magnets, the greatest proliferation of SFIs, BPRs, and
other similar institutions is found on Java and Bali. However, market oversacuration of SFIs can be a
problem. In Bali, for example, only 10 of 1,200 customers at one LPD arz borrowers at other banks,
but at another LPD less than a 15-minute drive away the market saturation point has probably been nearly
reached already in three years of operation, loans per ramily having reached 1.6. Both branches are
currently very profitable and have excellent portfolio quality. Yet the second branch already finds itself
in a money velocity problem, because there are fewer good clients to whom the LPD can lend. Thus
there has been pressure to make larger single loans and to review seriously clients of a higher risk (those
residing outside the immediate market radius, engaging in more marginal businesses, seeking loans for
nonproductive purposes) than would otherwise be considered. The first LPD serves an area « © about 12
square kilometers. Within this area there are about 5,000 people, or 417 people per square kilometer.
The second LPD has a smaller potential market size of 3,000 people, but the inhabitants occupy an area
of nine square kilometers, yielding a population density of approximately 333 people per square
kilometer.

This study did not allow for broader or more in-depth comparative analysis. However, population
densities of the two LPDs are both well above the minimum, and both operate amidst excellent
infrastructure. Holding all else equal (management capabilities, staff proficiency, and the like), the
second branch is apt to face some problems because its market lacks sufficient diversity (gold and
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silversmithing predominate in the area) and has a limited population size. In addition, the branch cannot
expand outside its current geographic area, because other established LPDs and BPRs are at every border.

Those who advocate the establishment of BPR units in every kecamaran of a province, for whatever
reason, regardless of population density and other criteria, need to seriously consider the long-term
economic viability of the SFI branches. A minimum base population is required; the size of the base
pcpulation needed for economic viability of an SFI branch is directly related to the given capital base of
the branch. As the capital base of the branch increases, either through outside capitalization or generation
of retained earnings, the population base and market economic diversity needed to sustain economic
viability must increase. Table 4 proposes a framework for making decisions about SFI location.

TABLE 4
DECISION-MAKING MATRIX FOR SFI LOCATION

| lssue lllustrative Questions l
————— —“

e —— e ——————-a— — —

Density [ What is the geographic size of the area to be covered by the SFI?
. How many tamilies, heads of households, and potentially aconomically active people ara there in the
designated area?
[ Are the~a periodic influxes of people who do not live within the designated area, but who come
through for work or merket trading?
Intfrastructura [ What is the condition of the roads within and surrounding the service area?
L] Are communication and electrical service to the area relisble?
o Is the aree particularly mountainous or susceptible to inclement weather?
Diversity [ Is there a factory 3r other major industrial employer in or naar the service arau?
[ Is the local economy diversified beyond agriculture and agriculture-dependent businesses?
¢ Do any linkages exist through subcontracting or other arrangements betwean amall businesses and
larger counterparts?

Recommendations

(I) Use the density-infrastructure-diversity matrix to decide on SFI location and viability.

(2) Quantify the costs to the SFI and to the clients of outreach, including transportation and
communication and accounting for client costs of travel and time away from the business.

MONETARY POLICIES AND EXTERNALITIES

Key Findings

® Tight monetary policy, a recession, and drought in the early 1990s indirectly constricted the
rural credit market and also led to poor lending decisions, especially for BRI Unit Desa, which
were forced to lend to large customers who had not paid off loans to the larger BRI divisions.




16

Analysis

In 1990 the Ministry of Finance of the Government of Indonesia authorized two hikes in the prime
lending rate. This tight monetary policy did not directly affect the lending operations of the SFIs.
Because they did not and do not raise their capital on the open markets, these Government of Indonesia
policies, designed principally for the control of the primary banks, did not directly affect the SFlIs.
However, what happened among the BRI Unit Desa should serve as a lesson and send a clear warning.

BRI Unit Desa were apparently forced into poor lending decisions — lending to large customers of
BRI corporate banking branches to cover overdue interest payments on the customers’ loans from BRI.?
These loans for refinancing in turn have become hard-core delinquencies on the books of the Unit Desa
and will shortly be written off.

Perhaps part of the blame for the decline in portfolio performance can also be attributed to BRI Unit
Desa staff’s lack of experience and expertise to handle the more sophisticated lending procedures required
for larger loan processing. The staff chose to lend large amounts to new, first-time borrowers who had
no proven loan repayment capability, rather than to proven borrowers.

This experience teaches that SFIs should be organizationally shielded from policies, procedures, and
operations for which they are not suited. They do not have the staff expertise, the capital base, or the
market knowledge to handle bad hand-me-downs (or even good overflow customers) from their large
corporate lending colleagues.

Rural areas were hit first by severe drought, which was followed by extensive flooding the next
season. Multiple crop failure lowered income and repayment capacity among SFI clients. Dips in 1992
SFI loan disbursement and repayment performance across all provinces, especially Central Java, reflect
this reality. In spite of the commendable diversity achieved in the Indonesian macroeconomy, many
people in the country and the institutions that serve them remain vulnerable to changes in the agricultural
sector, which still directly or indirectly supports so many in the lower socioeconomic strata.

What discrete effect the recession has had on lending operations in the provinces is difficult to
determine, although some of the blame for the poorer 1992 performance must be fixed on the recession.
Economic activity at the low end of the scale is vulnerable and not self-contained. Rather, shocks that
ripple through the national or regional economy affect poorer people, sometimes disproportionately.

Recommendations

(1) Maintain stable financial policies, particularly those directly affecting inflation, such as foreign
exchange rates, prime interest rates, and government expenditure.

(2) Separate policies, procedures, and functions of corporate lending from micro- and small enterprise
finance.

(3) Look for lag effects of changes in macroeconomic policies and conditions that may manifest
themselves only in lower levels of the economy later in the adjustment period.

* The practice of lending to cover interest owed on previous loans is one reason that monetary policy was
tightened in the first place.
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CHAPTER THREE

MANAGEMENT AND INSTITUTIONAL STRUCTURE

INSTITUTIONAL LOCATION

Key Findings

® Proximity to tt e market, through Unit Desa or kecamatan level banks with village posts
(post desa) is iniperative to the outreach, savings mobilization, credit review, disbursement,
and collection functions.*

Analysis

Several advantages derive from locating an SFI near the market it serves. First, a nearby location
enables the SFIs to hire local people and collect information about the local market through them, thereby
becoming a part of the community’s daily life. Second, locating near the target market lowers the cost
of outreach and client monitoring at the SFI and lowers the costs to clients of reaching the branch. Third,
having a physical presence in the area served conveys an important sense of community ownership and
permanence, not projected by distant or occasional contact.

Branch proximity helps determine staffing levels necessary to cover a given market area and number
of people. Branch location also can influence the type of client reached. One Bandung SFI located in
a peri-urban and densely populated area maintains a ratio of about 200 clients to 1 field officer.
However, in practice, staff see only 100 clients per month, concentrating on new borrowers and those
in arrears. Among 19 people on staff in a Bali LPD, 8 do nothing but collect savings from clients within
a three-kilometer radius from the branch. As of April 1993, the branch had 3,102 passbook savings
accounts and 241 term accounts, necessitating adding 16 people to the number of staff that had served
the branch since 1986. FID SFIs maintain a range from 60 to 225 clients per employee, which varies
according to population density, geographic coverage, and type of savings mobilization — active
canvassing of markets or more dependence on interest- and term-based incentives.

The client-staff mix decision also is influenced by the presence and location of subordinate branches.
Many SFIs are located at the kecamaran level. However, if the main branch is not situated in the village,
as in Bali ana West Sumatra, then there are almost always post desa set up in a number of villages in the
kecamatan. The vast majority of the post desa are staffed by regular full-time SFI employees. In East
Java or where market potential is less evident, they are staffed on an intermittent but regular basis with
agents who work under a commission or incentive scheme.

This model of a central branch with satellites seems to be very useful. It limits fixed costs of
reaching economically viable but potentially more isolated villages. The approach allows for an element
of experimentation 2t minimal costs in untested markets. Using agents not only limits costs, but also

* "Post desa" is a composite of English (post) and Bahasa Indonesian (desa or village) but is treated here as an
Indonesian term for SFI representative offices at the village level.
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allows testing of potential new full-time staff, providing full employment to people who would otherwise
be underemployed and generating greater zeal for debt collection and savings mobilization through the
commissions and incentives. Several FID SFIs use stalls at village markets or underutilized office space
as low cost and proximate centers for their post desa, whether they are open every day or only on certain
days.

Evidence of how variations in market proximity can make a difference in the type of client seived
can be found in a comparison of FID SFIs with BRI Unit Desa. Even though they are called Unit Desa,
the BRI branches are actually situated at the kecamatan level. FID SFIs are either located in villages or
have established post desa really at the village level, as satellites to kecamatan central offices. BRI still
serves a relatively poor but certainly more affluent client than most of the FID SFIs, based on
comparisons of average loan and deposit sizes. FID SFI average loan size is $130 (392, if West Java is
excluded), whereas BRI averages $500. Average savings accounts at FID SFIs are Rp 67,172 (332).
At BRI the average is Rp 335,980 ($162).

Recommendations

(1) To achieve portfolio diversity, limit costs of outreach, limit client transaction costs, and facilitate the
servicing of lower socioeconomic strata, establish an SFI 4t a level subordinate to the district, and
set up part-time and permanent village posts, depending on the economic viability of a village area.

(2) Quantify the tradeoff between setting up an operation at various distances from the target market, the

radius that needs to be covered for branch financial viability, and client contact design (mobilization,
monitoring, rapport building) to establish fieldworker-to-client ratios for savings and credit services.

PROFESSIONALISM

Key Findings

® Professional and experienced management of a branch, at whatever level (village,
subdistrict, or district), makes an absolute difference in branch performance, as seen by
comparisons of institutions in the FID project and others, such as BRI and Bank Sampoerna.

® Management incentives tied to overall branch profitability and growth have played an
important role in distinguishing the good from the bad SFlIs.

Analysis

Branch performance correlates positively to experience and management notivation, but not
necessarily to higher levels of education. Because underemployment is a national problem, lawyers and
college honor graduates frequently end up running SFiIs. BRI has recently stipulated that Unit Desa
management and staff must have university degrees — a needlessly high standard according to several
people in the bank. In fact, the performance of BRI Unit Desa and sclid SFIs led by college-educated
management was not noticeably better than that of their less-educated counterparts. What emerged as a
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clear indicator of good performance was the amount of experience a given branch manager had in the
particular market and business of smail enterprise finance or banking.

It also was clear that performance incentive schemes based on blended rates of loan repayment, loan
disbursement, and savings mobilization encouraged management to do a better job. SFI branch managers
are urged to participate in setting branch performance targets and to encourage their staff to meet the
targets. Yet BRI has gone a step further, regarding Unit Desa managers as on the fast track for
promotion to positions in the cabang bank or larger Unit Desa, particularly if the managers can achieve
their performance targets. In contrast, SFI managers achieve the pinnacle of their career aspirations when
they become branch managers. This pattern does not seem to cause undue co...ern among SFI siaff, who
have been given no promises regarding promotion prospects, but i does ignore a potentially more
powerful incentive for profitable behavior. The differences in the quality of management and drive to
succeed were clear by the level of sophistication at which more experienced SFI managers and BRI Unit
Desa managers as a whole could discuss cash management techniques, portfolio management, creative
financial product design, trend-based forecasting, and other more complex issues.

The other side of this phenomenon s starting to emerge among the new BPRs. New owners of BPRs
are often not bankers, and they are required only to hire a manager with no less than one year of banking
experience. Exact data were not available, but it seems fairly clear from interviews with several
responsible officials that many BPRs are on the brink of failure, in part because of lack of sufficient
management expertise.

Recommendations

(1) Develop national employment standards for SFI managers, based on an excellent high school record
with good numeracy and literacy, as well as at least five years of relevant banking experience.

(2) Institute performance incentives, succession tracks, and coordinated training for all staff, integrally
tied to branch and personal performance for those variables over which the employee has reasonable
control — for example, rate of savings mobilization for field staff.

(3) Develop national standards and accredited courses in management, accountancy, financial
management, credit analysis, and other relevant disciplines that would reliably measure management
potential and capability.
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CHAPTER FOUR

SUSTAINABILITY AND MIS

PERFORMANCE AND PROFITABILITY

Key Findings

© Having accumulated 20 years of bad debts in many of the previous systeris and having just
begun to write these off, some SFIs still have poor asset quality, and others have set aside
paltry and inadequate loan loss provisions.

® High effective interest rates, booking of unrealized interest revenues, and under-reporting
of true costs have given a significant cushion even to SFIs with poor repayment performance
— meaning that pressure to lower interest rates for either economic or social reasons will
jeopardize the viability of the poorly performing branches.

9 In many cases interest rate structures for credit have yielded misleadingly high profits.

Analysis

Many SFIs have begun a process of cleaning up their balance sheets by writing off uncollectible loans
and setting aside financially prudent loan loss ratios. However, they are often dealing with accumulated
bad debt from previous programs in the same institutions, which mounted long before the FID project
intervened. The project’s introduction of financial skills, policies, and systems has provided an incentive
for and mode of improving the management reporting function.

Yet, barriers still hinder full reform and compliance. Provincial governments have incentives for
profit maximization through their ownership of many SFIs. However, they are similarly motivated to
show profits as retained earnings or as community contributions, rather than write down bad debts or set
aside adequate loan loss reserves.

Given that branch equity is in the hands of these same owners and not more widely distributed and
subject to broader securities regulation, SFI equity is effectively cost-free. Chapter One of this report
dealt with the lack of proper accounting and payment of interest on savings, especially forced savings.

Lack of knowledge about accounting principles and inefficient management information systems led
to poor aging procedures. S¥Is whose loan loss provisions are mere fractions of the percentage of the
portfolios in delinquency are common. Branch managers commented to the consulting team that they had
decided on the loan loss provision not by sound financial calculation, but by consensus among local
leaders about what would probably never be collected. Faith in the community’s ability to encourage
repayment outweighed the impulse to follow proper accounting procedures.

Among SFIs charging interest on a flat rate, interest is often accrued to the income statement and the
balance sheet prematurely. This procedure incorrectly bolsters current income, thus improving the picture

Provin:s Page Blank
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of profitability. It also is dangerous because the process may very well count income that is never paid,
if the borrower defaults on part of the loan later in the repayment term.

Loans from government agencies, which have been a source of capital for some SFis, are often rolled
over, and only the interest is paid. The Kredit Usaha Kecil (KUK) loans from Indonesia’s large banks,
about which there will be more later in this report, are particularly susceptible to this practice. The
rollover practice allows for single infusions of capital to be counted as a primary bank’s yearly
contribution, even though they have made only one loan. Outside contributions of capital also frequently
have led to overcapitalization of branches, creating incentives to maintain unrealizable assets on the
books, especially when branches cannot find enough bona fide clients to lend to. Because of
overcapitalization, scme branches were not achieving good velocity. Velocity of lending is very
important in the early stages of financial institution development, if the institution is to serve the low-
income market with the small loans needed and achieve financial self-sustainability.

Effective yearly interest rates ranged from 42 to 80 percent, mainly depending on whether there were
forced savings or other fees, interest rate computation on fixed or declining balances, and length of terms.
The rates may seem high, but lowering them would be ill-advised for three main reasons. First, although
SFIs are profitable individually, these profits tend to be overstated, for the reasons stated above. Thus,
mandating lower interest rates could seriously jeopardize the financial health of some branches. Second,
despite their knowledge, experience, and presence in the market, most SFI managers still consider the
poorest borrowers an extreme risk. Whether these managers would continue to lend to the poorest if
interest rate ceilings were imposed is doubtful. Third, servicing many small loans is an expensive
undertaking, even for the most efficient SFIs. !t would be unrealistic to expect these branches to cover
all of their financiai, operational, and overhead expenses at much lower interest rates.

Recommendations

(1) Rationalize incentives for BPDs and provincial government owners of SFIs by broadening equity
ownership.

(2) Ccntinue to support the upgrading of financial management reporting procedures and policies.

(3) Reduce capital requirements and limit outside capital infusions to encourage more turnover of capital
and more prudent financial accounting.

(4) Maintain a liberal interest rate regime in which SFIs can price to the market, so that successful

operations spur competition (as in Bali, for example), thereby lowering market interest rates.

PROGRESS IN MIS

Key Findings

® Where the new FID-developed management information system (MIS) has been
impleinented, the capacity to manage effectively has been greatly enhanced and brought in line
with changing BI standards.

® An MIS for monitoring and evaluation by supervisory bodies has been introduced; however,
forecasting programs for SFI management have not been effectively implemented.
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Analysis

The technical assistance team developed a computerized MIS to assist the BPDs in monitoring
individual SFI branches and consolidated provincial performance, but this system was reluctantly
abandoned at the end of 1992 when BI introduced new legislation requiring SFIs to file reports in a
somewhat different format. No formal legal regulations regarding reporting of SFI branch performance
existed previously.

The BI MIS, which is referred to as the CAMEL rating system (for capital adequacy, asset quality,
management performance, earnings, and liquidity) has four classifications:

l. Sehat — Sound

2. Cukup Sehat — Fairly Sound
3. Kurang Sehat — Poor

4. Tidak Sehat — Unsound

Classifications 1 and 2 are acceptable under the BI system. This system contrasts with the previous
system used by branches in all provinces until the end of 1992, which had five classifications:

Class | —  Baik (Sehat)

Class 2 —  Sehat (1 ratio unsatisfactory)

Class 3 —  Cukup Sehat (Z ratios unsatisfactory)

Class 4 —  Kurang Sehat (2 ratios unsatisfactory)
Class 5 —  Tidak Sehat (4-5 ratios unsatisfactory)

Observations in Central Java by the consulting team revealed that many branches previously classified
as 1 or 2 under the old system barely made level 3 or 4 under the BI system. Some of the discrepancy
derived from lack of accounting and financial reporting skills and lack of diligence. However, some
differences could be blamed on inappropriate BI measures.

Here are some examples of where the CAMEL system designed for large primary banks will require
modification for application to the SFIs and BPRs. To achieve the top rating in the current CAMEL for
capital adequacy, a bank must achieve 8 percent. However, the system-wide average for FID SFlIs is
27.2 percent, with the lowest at 14.8 percent. Given infusions of cheap capital from outside sources and
very high reported and actual profits, most SFIs are currently overcapitalized. So the current CAMEL
performance rating is not meaningful and hides other problems. BI inspectors ask bank managers 250
questious at each audit. This may be too many for the primary banks; it is extremely excessive for SFIs.
In the present CAMEL measure of liquidity, one of the applied ratios includes "call money."* SFIs do
not use call money.

BI has had time to review the one-yardstick approach for all banks (including BPRs). In discussions
with the consulting team, BI head office staff revealed that new regulations are being prepared for a
separate CAMEL yardstick especially for the BPRs. Some ratios will be changed, and the 250 questions
on management will be reduced to 125. However, determining the most appropriate measures of
financial and institutional viability for SFIs will take time. One place policy makers may want to begin

* Call money is dett that can be claimed prior to maturity. It is often used in the Indonesian context as z mode
of interbank financing.
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to look is the FID technical assistance team'’s report on this subject, which takes a constructive look at
BI's CAMEL and suggests some alternative criteria for the SFIs.°

SFls were to commence reporting under the original CAMEL system in January 1993, but BPDs
have experienced a number of problems with computer hardware and supply of incomplete data from the
SFIs for the new MIS format. Further confusion is likely because of the introduction of additiunal
regulations for the amended CAMEL system.

By and large, the MIS of most SFIs was a hand-recorded operation, but a number of SFFI branches
recently progressed to the use of computers, which have been purchased out of the branches’ retained
profits. This progress is found mainly in the more experienced SFI branches in older FID provinces.

The FID technical assistance team has introduced modified balance sheet and income statement forms.
as well as a monthly activity report, which have greatly enhanced SFI branch reporting efficiency,
accuracy, and understanding. Copies of these appzar in Annex B. The activity report is a particularly
useful tool in quickly assessing both trend and static data about portfolio performance, branch
profitability, client demoyraphics, and administrative performance. With the exception of the last data,
all of this information is extracted from the client application forms and the routine loan and savings
transaction records.

Forecasting based on the current MIS has been introduced as a concept, and software has been
provided, although few SFIs have used it. The reasons for underutilization of the tool stem from the
loop-hole in management incentives and lack of financial management skills, both mentioned earlier in
this report. BRI has developed a forecasting model, again based on the information already in the MIS,
which is an integral part of management performance measurement. A copy of the model appears in
Annex C.

Recommendations

(1) Research and then modify the ratios and management performance questions in the CAMEL,
adopting a different set of criteria under the same basic headings.

(2) Rationalize grading systems in the transition from provincial to national ratings.
(3) Introduce a computerized accounting system that is conipatible with manual recording at the point

where hand-tabulated information is delayed too long for effective reaction by management or data
integrity is compromised.

¢ See Development Alternatives, Inc., "The Criteria for Measuring the Soundness and Performance of Small
Financial Institutions," Jakarta, Indonesia, January 1993.
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CHAPTER FIVE

POLICY AND REGULATORY ISSUES

INFLUENCE AT THE NATIONAL LEVEL

Key Findings

® The Government of Indonesia, in particular BI, has been notably accommodating and
responsive to FID SFIs and other similar institutions, accepting and strengthening a fait
accompli, rather than reinventing or destroying the system.

® [Indonesia has effectively allowed the development of a secondary banking system since 1970
— de facto prior to 1988 and de jure with the enactment of Pakto 27 in 1988.

Analysis

Aside from indigenously generated efforts to promote rural development, early experimentation began
under USAID’s Provincial Development Project of the early 1980s. The project concentrated on
strengthening provincial development and planning capabilities and included provisions for developing
new and strengthening existing rural credit institutions. There were few guidelines from the central
government on establishment of credit systems. and as a result many systems were tried with mixed
results. In general, early attempts on the outer islands failed, mainly becavse of the absence of a clearly
defined system and fa:lure to follow the system that was provided.

Greater success was achieved in Central Java, where an existing kecamatan system was alceady in
place and the Badan Kredit Kecamatan (BKK) branches began to flourish. A much-improved system was
forged over time that became the model on which systems for the outer islands were based. However,
the provincial governments still had the final say on what system they wanted, so the offshoots finally
agreed on bore no strong resemblance to the parent system, and each province elected to name and
manage its offspring differently from the parent.

The Government of Indonesia made the first major changes in 1983, with legislation freeing deposit
and lending rates, eliminating credit ceilings, and reducing the number of programs qualifying for central
bank liquidity credits. This did not have any real bearing on the SFIs, which were permitted to
proliferate virtually unhindered. Perhaps the reason they were left alone wes that they were not ; ~garded
as banks, because they were not licensed and therefore not permitted to mobilize voluntary savirgs. The
only exceptions were the Bank Karya Produksi Desa (BKPD) branches in West Java, which were
established under previous banking law that recognized them as banks and permitted their mobilization
of voluntary savings.

It was not until 1988 when Pakto 27 was introduced that any formal attempt was made to recognize
the existence of the SFIs. Under Pakto 27, the SFIs were permitted to mobilize voluntary savings and
apply for registration as BPRs. This was the first step to control the proliferation of SFIs. Before Pakto
27 there were 5,345 BKDs under BRI supervision and 383 Bank Pasar (roughly equivalent to BPRs)
under BI supervision. Since Pakto 27, BI has recognized 1,963 LDKPs (earlier versions of SFIs),
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including 217 BKPDs in West Java, 202 BKK BPRs in Central Java, and 77 LPN BPRs in Bali, all under
BI supervision. Furthermore, 1,663 SFIs are under provincial BPD supervision, and 896 independent
BPRs are supervised by BI.

In 1989 BI introduced a bank rating system to monitor the performance of the BPRs. As a direct
result of this legislation, the FID technical assistance team was eventually able to influence all of the FID
provinces to convert to a uniform accounting and repnrting system.

The Banking Act (Law No. 7) introduced on M.arch 25, 1992, formally required the SFIs to convert
to BPR status by October 30, 1997. Under the act, the BPRs are also required to maintain an acceptable
level of performance and to operate in a prudent and efficient manner. Annex D is a copy of the Banking
Act. A subsequent regulation regarding introduction of a minimal capital base of Rp50 million for new
BPRs was introduced on February 26, 1993 (see Annex E). This regulation also restricts the operation
of the BPR to within the boundaries of the kecamaran in which it is based, which nay or may not be
appropriate depending upon density, infrastructure, and diversity of the market.

Policy directives have tended to strengthen the market-oriented approach to economic development.
The significant exception is perhaps PAKJAN (Decree No. 22/81 KEP/DIR), which requires major banks
w0 place 20 percent of their loans (KUK funds) with small enterprises. This is an ongoing annual
commitment, and it is obvious that many bani:s are having difficulty meeting this condition. However,
it is unclear whether this is loan capital base or total capital, which is meant to cover such items as land,
buildings, machinery, and equipment, as well as working capital for wages and other start-up operating
costs.

Bank Exim has elected to lend KUK funds to SFIs. However, responsibility for repayment of the
loan will likely fall to the BPDs as depositories for excess liquidity because in most instances the
infusions lead to overcapitalized and overliquid SFIs that cannot turnover the added funds in their
portfolios. The solution for BPDs will likely be to roll the debt over each year indefinitely. The end
result may be that the SFIs get a substantial one-time injection of KUK funds, which may well discourage
the mobilization of voluntary savings. If other banks follow the Bank Exim example, then the SFIs and
BPRs could be forced or improperly induced to make larger loans, whick they are incapable of handling.

Recommendations

(1) Amend PAKJAN to permit in-kind contributions or seconding of staff to BPRs and SFIs through the
BPDs to satisfy the branches’ contribution to small enterprise development (this approach would
control overcapitalization, provide exciting opportunities for promising junior staff, fill SFI voids in
training or management skills, and facilitate an exchange in which major banks could better learn
about the low-income market).

\2) Restrict outside capital infusions to 5 percent of current capital up to Rp 200 million to be released
in quarterly tranches over a one-year period, subject to satisfactory branch performance over the
previous quarters, to encourage branches to mobilize term deposits and savings but restrict lending
to their capacity to perform at an acceptable level.

(3) Explore the possibility of having provincial governments establish limited escrow accounts with part
of the initial outside capital to motivate the new branches to initiate savings mobilization and protect
depositors’ money.
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INFLUENCE AT THE PROVINCIAL LE VEL

Key Fir.dings

® The provinces that have the best run and most market-responsive institutions are those where
local officials, especially from the BPDs, have taken a keen and supportive intcrest in the
FID institutions.

® Where government ownership and supervision have been meddlesome, FID SFIs have
performed belcw institutions in the private sector and those with more autonomy to establish
their own credit and savings policies.

© In some provinces, most nctably in East Java, government has issued regulations that, in
effect, micromanage the branches, limiting their ability to meet changing market and
management needs.

Analysis

In Central Java and Bali, in particular, loca! officials both traditional and governmental have been
notably supportive of SFIs, They have encouraged and financed regulation, training, infrastructure
development, and communication among SFIs and BPDs. They have included the lending institutions
in village development plans, but have not burdened the institutions with tasks outside the institutions’
skills or purpose. In short, they have allowed SFIs to meet the financial needs of the market, and
provided the environment in which SFIs could flourish.

Some provincial government officials have impinged on technical areas of responsibility in many of
the provinces. The heavy involvement is perhaps a holdover from earlier days when provincial
governments were very much involved in the establishment of the SFIs. All of the credit systems were
established with provincial government funds obtained from Government of Indonesia bucget allocations
(and with USAID assistance), and provincial government officials were iritially responsible for
disbursement of budget allocations.

Situations such as the one in West Java — where local government sets interest ratc ranges every six
months or so, based on the regulations that have always governed the BKPD system — are common.
In East Java, there was no central government legislation gr verning the operation of the KURK system
when the initial village branches were introduced. These branches were staffed by part-time workers,
and perhaps it was thought that they needed to have rigid instructions to ensure that the guidelines would
be followed. 7Tie option taken by the provincial government at that time was to produce a credit
handbook, issued with an accompanying document signed by the governor, which set all of the credit and
management policies of the branches. The booklet was very specific, even including details of maximum
and minimum loan amounts. These !imits have since become meaningless, and are a hindrance rather
than an aid to the SFIs.

As the SFIs are converted to BPRs and more move to self-sustainability, the provincial governments’
direct involvement should decrease, leaving the day-to-day supervision of the branches to BPD staff.
Provincial government officials should only be involved in policy decisions and in providing an enabling
atmosphere. This level and nature of assistance is particularly important for government-owned and -run
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institutions, where tiie incentives and responsibilities of ownership, supervision, and support often blur
and cause inefficient overlap.
Recommendations

(1) Give the Banking Act (Law No. 7) precedence over provincial law to encourage wider
standardization, widen BPR ownership, and upgrade SEI skills and performance.

(2) Amend or repeal intrusive provincial or local government legislation that mandates technical
involvement by government or that undermines positive national legislation.
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CHAPTER SIX

NONFINANCIAL SYSTEM-LEVEL FUNCTIONS

SUPERVISION

Key Findings

® Except for Central Java and West Sumatra, the lines of reporting for the SFIs are too
centralized and do not make enough use of the BPD branches to carry out routine daily and
monthly supervisory tasks.

® In some cases, Bali and West Java in particular, there are multiple and overlapping bodies
claiming responsibility for supervision, creating inefficiencies and reverse economies of scale
and no better supervisory diligence.

® By its own admission, BI does not have the human resource capacity, eitl r in terms of
numbers cr competency, to monitor even the current number of BPRs adequately , much
less the additional ones expected to form over the next 4.5 years.

® Costs of training and supervision are heavily subsidized by provincial and district
governments, and subsidies do not constitute a stainable solution to an important component of
the system.

Analysis

Under the Banking Act (Law No. 7) BI is responsible for the development and supervision of banks,
including BPR branches. The act draws a fine distinction between licensed banks and nonbank
institutions.” Nonbank institutions shall be granted the status of Smallholder Credit Banks (BPRs) by
fulfilling the procedures stipulated in the Banking Act.

The BI Head Office has delegated the responsibility of direct supervision of the BPRs to branch
offices. Additional BI branches will be established if provincial governments wish to expand the number
of licensed BPRs currently under their ownership.

Supervision efficiency has been impaired in many provinces by provincial and district government
officials becoming involved in technical areas of responsibility rather than establishing policy guidelines
and adopting a supportive role for the BPDs, which have the responsibility for day-to-day technical
supervision. Part of the problem centers around BPD’s excessively centralized management structure.
BPD bears responsibility for hiring and firing of SFI staff and controls the financial purse strings for
everything from purchases of equipment and training programs using provincial budget funds down to
the level of staff salaries and bad debt provision and write-off approval,

7 Refer to Article 58 of The Banking System (Law No. 7) found in Annex D.
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To avoid any possible overlap of perceived responsibility by provincial and district government
officials, clear lines of responsibility need to be drawn as to who is responsible for the provision of day-
to-day techniczl supervision of the SFIs. The provincial systems consist of many individual branches,
and the performance of these individual branches varies a great deal. Monitoring aggregate performaiice
gives 2 global picture, which is useful to an overview, but there is little point in monitoring aggregate
performance unless the branches are all well managed and supervised.

The complete supervision process should consist of three components:
® (Clinical analysis;

® Treatment; and

® Post mortem analysis.

The clinical analysis should be based on the early warning CAMEL system, which classifies branches
under four basic groups mentioned earlier: Sehat (Sound), Cukup Sehat (Fairly Sound), Kurang Sehat
(Poor) and Tidak Sehat (Unsound). These data are best collected through an intermittent, but diligent,
auditing process. In short, BPD personnel would carefully review financial reports, check compliance
with internal cash-handling procedures, determine the timeliness and accuracy of reporting, and question
management on any discrepancies or problems.

After analysis of the data, a clear picture should emerge as to which branches need attention to
reverse deteriorating trends. The treatment stage should include prescriptions for actions needed to rectify
specific problems such as worsening arrears and shrinking ratios for capital adequacy, asset quality,
earnings, or liquidity.

The post mortem function comes in to play when the branch has collapsed and a clean-up operation
is required. The appropriate BI branch and BPD would carry out valuation and disposition of assets,
retrenchment of management, settlement with depositors, and determine takeover or liquidation strategies.

The revised CAMEL system will enable clinical analysis by BI, but this is likely to be passive
analysis. given the sheer volume of data to be processed and the limited number of staff available to
undertake the task. Unless a way can be found to further delegate responsibility for clinical analysis and
treatment, the only service actually provided by BI branches to the BPRs likely will be a post mortem
service. BI officials interviewed for this report indicated that ideal ratios for properly covering all three
responsibilities are 30:1 for SFIs and 10-15:1 for BPRs. The higher ratio for SFIs recognizes the role
and ownership by the BPDs.

To date, the supervisory role has fallen on the BPDs, but there appears to be a reluctance for the
supervision facilities to grow at the same rate of growth as the SFIs. This situation can only be expected
to worsen as more branches are established and the work load on supervisors increases. In effect,
supervision of day-to-day operations of the SFI branches is provided by the BPDs, but the ratio of BPD
supervisors to the number of branches supervised, as well as the ratio of supervisors to SF1 branch staff
numbers, is still too low, particularly in the newer branches where SFI staff and borrowers are relatively
inexperienced and deteriorating trends can quickly develop. In addition, BPD branch staff are often not
fully committed to the supervision process.



31

Part of the apparent reluctance t use more supervisors may stem from the substantial additional costs
for the BPDs. Details of supervision costs for all provinces were not available, but figures for Central
Java, where there are 510 SFIs, were Rp260 million per year.

Similar inadequacies in BI's supervision of the BPRs became apparent during discussions with Bank
Indonesia Bali branch staff, and in conversations with BI headquarters officials. At this stage, they are
responsible for the supervision of 164 licensed BPRs, and indicated that it rakes two people from five to
seven days to complete audit functions. With existing staff numbers they can handle only three audit
inspections per month. This means that branckes could only be audited once every 4.5 years. This
calculation does not take into account the 650 existing LPDs thar will be co..veited to BPR status over
the next 4.5 years or the additional 555 branches that are likely to be developed in the future to meet the
provincial government goal of one branch in each village. Furthermore, LPD branch staff numbers have
more than doubled to 2,967 during th.: past three years.

BRI has effectively decentralized supervision of its BRI Unit Desa by making generous use of its
branch network. Unit Desa are supervised three times a week by brancn personnel. They review the
correctness of reports, suggest improvements based on key indicators, and, for serious arrears problems,
go into the field to help collect bad loans. Annex F provides a diagram of the SFI supervision hierarchy.

Recommendations

(1) License the BPDs to supervise and draw the lines of responsibility for supervision of the SFIs so that
they lead to direct 3P oversight of organizational and staffing issues, while maintaining the overall
responsibility for the soundness ¢ the national banking sector in the hands of BI.

(2) Continue positive responses to SFIs by working to strengthen BI branches and BPDs to facilitate
devolution of supervisory and monitoring responsibilities to those best positioned to handle them.

(3) Through a participative approach, involving all levels of government, enact legislation that sets
national regulations an4 standards but places enforcement responsibility closer to the BPD and SFI
levels.

(4) Encourage BPDs to consider recruiting seasoned SFI branch managers as BPD branch supervisors
to take advantage of their wealth of experience, and their knowledge of the local market, and to offer
opportunity for succession where none now exists.

(5) Initiate public and private partnerships in conjunction with accreditation in professional accountancy
to bolster Bl and BPD staff levels and competency in financial management accounting and auditing.

(6) Second private bank staff to BPRs and SFIs to raise levels of profzssionalism and ease temporary
skill and manpower deficiencies.

(7) Decentralize the MIS for monitoring and evaluation by the BPDs to the BPD branches to speed up
data input, evaluation, and reaction.

(8) Considering that SFIs respond better to advice and guidance from experienced officers from large
and successful financial institutions, such as the more mature SFIs and BPDs and the BRI system,
place senior experienced staff in supervisory positions, increasing the sophistication of their training
and remunerating them accordingly.
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(9) Charge a percentage of profit rather than merely allocating to the BPDs a proportion of the total cost
of supervision, to encourage BPDs to take active roles in provision of effective supervision facilities.
If the branches are profitable, then BPD will recoup costs for provision of supervision services and
may even make a small profit, depending on the percentage set for the service (10 percent would be
appropriate).

TRAINING

Key Findings

® West Sumatra, Central Java, and West Java have built training facilities with little planning
as to how they may be used cost-effectively, thus leading to their underutilization.

@ At some provincial levels, namely in West Java, Central Java, and Bali, there has been a
standardization and level of credibility given to training and skill. However, there is no
national training program for BPRs, although the FID project, BI, the BPDs, aud numerous
other bodies have offered some training.

Analysis

SFI training centers have been constructed in three FID provinces (West Sumatra, Central Java, and
East Java). In the other four FID provinces, facilities are available within the BPD offices or can be
rented nearby. It is clear that the three SFI training centers constructed under FID would not stand up
to cost-benefit scrutiny.

Two of the training facilities visited (in Central and East Java) were not being used at the time of the
visit. This may have been because centrally coordinated DIPDA (Provincial Development Budget) funds
for provincial governments are rarely available before July (the financial year for government funding
begins on April Ist), which means that as long as the training program is totally dependent on provincial
government funding, training will be restricted to a nine-month period. Any provincial government funds
remaining unspent at the end of the financial year must be returned to the Government of Indonesia.

BPD Central Java officials indicated that Rp100 million was available for the 1993-1994 training
programs from a provincial government allocation. In East Java there was no provision in the provincial
budget for the 1993-1994 training program for STI staff, even though it was stated that 150 SFI staff
needed to be trained. It was not clear whether BPD East Java will proceed with the training program for
1993-1994. The uncertainty is exacerbated by the loss of the FID project, which, through its structured
training regimen, had acted as the impetus for the dissemination of the DIPDA funds.

In general, the BPDs regard this type of subsidy as their role to assist in provincial development of
the SFIs. However, the BPDs are under pressure to act as prudent bankers and au ieast vieak even, or
make a small profit on their operations. A nerpetual subsidy can become an impossible burden for the
BPDs, particularly if provincial governments wish to expand the number of BPR units within the
province, which will involve greater participation of BPDs in training and supervision,
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The extent of the burden in each province is difficult to gauge, but figures for supervision and
training obtained from BPD Central Java indicate that these costs are currently Rp520 million per year
(this figure does not include motor vehicles, which will have to be replaced at some stage and on an
ongoing basis). The cost has been set off against interest earned on Ministry of Finance and USAID loan
funds on-lent to the SFI branches. As these loans are gradually repaid, the interest set-off will decrease,
and the burden will increase. If there is no specific allocation within the provincial government budget
for SFI supervision and training, then the BPDs are left with the choice of accepting the loss or
economizing on the cost and extent of services provided to lessen the loss.

The heavy training subsidy problem has been addressed in part by agreement in principle to the
allocation of 5 percent of the SFIs’ staff salaries and wages to the cost of training SFI staff. However,
this proposal has yet to be implemented. A set-aside of this size would cover about 75 percent of training
COsts.

The long-term technical assistance team, with the help of some short-term consulting, has prepared
a wide range of training materials including an operating manual for accounting and reporting; an auditing
and supervision procedures manual; instructions on lending , “ocedures; guidelines for the computerized
MIS; materials for curriculuni development; and pamphlets on cash management, financial management,
and savings mobilization. A detailed study also was also undertaken in January 1992 The
recommendations in this report have been well addressed by the technical assistance team. The most
significant of these were the establishment of job descriptions and qualifications, from which have flowed
better designed and directed training. (See Annex G.) West Java, Central Java, and Bali have been
particularly successful in implementing the core training agenda.

Within the FID project there has been a marked standardization and improvement in training.
However, country-wide and outside of the FID SFIs, there remains too much diffusion of training
resources. In addition, what is offered is often inappropriate for SFIs. BI offers only loan management
training at a national level for the BKDs. Various private training businesses offer generic management
training. LPPI, a national training organization, probably does not have the reach and scope to bring
more standardization to SFI training, and its courses are inapproprizic for the skill level existing or
needed among the SFIs. BPDs routinely offer training in conjunction with technical assistance and
supervision that they provide to the SFIs,

The FID advisors have done an excellent job of establishing a core curriculum. The project
effectively introduced the concept of including training in a systematic process of human resource
development. The wide acceptance of the percentage set aside from branch wage expenses showed that
SFIs were willing to put a value on their training, and indicated tha: they themselves viewed it as
worthwhile. The FID-based training was tied closely to factors that determined individual and branch
performance, thereby equipping staff to advance on the employment ladder. It was clear that many of
the other training schemes throughout the country did rot meet these standards.

* McKinnen, E. Edwards, and Yustina Rostawati, "Training and Personnel Needs," DAI consulting report,
January 1992,
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Recommendations

1) BPDs should project training needs, at least on an .annual basis, and include a detailed budget for
training courses, a timetable for courses to be implerented, and a detailed list of course participants
taken from the provincial human resource database.

(2) The SFI training centers should actively market the use of their facilities by private and government-
owned banks in the province as well as by government agencies and private enterprise to cover costs
as much as possible and disseminate techniques to other nongovernraent sectors.

(3) All BPDs should immediately implement the 5 percent set-aside from wages of SFI branches to cover
costs incurred by the BPDs for SFI staff training and branch supervision.

(4) The Government of Indonesia should coordinate training at a national level to achieve standardization
of training material over all provinces. It should create an institution that could offer a wide
selection of training materials and a distance learning program, and coordinate closely with BI, which
could guide the organization on training needs of BPR staff determined by monitoring BPR branch
operations.

SPAWNING

Key Findings

® Ownership of BKKs in Central Java, LPNs in West Sumatra, KURKSs in East Java, and LPDs
in Bali has not been addressed but will become more of an issue as more of these register to
become BPRs.

® It is unclear how FID SFIs will achieve licensed and registered BPR status and what will
happen to those that cannot satisfy the minimum requirements at the end of the five-year
period (October 1997).

Analysis

Ownership of BKPDs and LPKs in West Java has been split between provincial and district
governments, the latter having a majority shareholding. In Central Java 85 percent of each SFI will be
owned by the provincial government, and the remaining 15 percent will be held by the BPD. However,
clarification of ownership is 1:quired by BI prior to conversion to BPR status. BI nceds to know who
owns the branches — the desa, the kecamatan, the kabupaten government, or the provincial government
— and who will be responsible for the branches if serious managemert problems develop at some later
stage.

The informal financial institutions have until October 30, 1997, to become licensed RPRs. This
deadline gives ample time for the institutions to demonstrate that they can perform the tasks expected of
them in an efficient and professional manner. BPRs will have to comply with BI reporting, requirements
and standards of performance. Failure to maintain a satisfactory level of performance could result in
withdrawal of a unit’s license to operate as a BPR. BPRs must perform these tasks:
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Follow policy guidelines in lending procedures:;

Achieve lending and arrears targets;

Introduce and expand a savings program;

Introduce and expand term deposit facilities;
® Maintain proper books and accounts; and
® Promptly prepare and submit reports.

Under the new CAMEL system, if a BPR’s classification slips to poor or unsound and within nine
months cannot be raised to at least Level 2 (Fairly Sound) for three consecutive months, then its operating
license can be revoked. The ability of the BPDs to continue to operate on a profitable basis will be the
acid test.

Compliance with the reporting requirements should not be any real problem for the FID SFIs because
they have already converted to the CAMEL system. However, they will have to adjust to the amended
CAMEL regulations introduced in the near future. If history repeats itself, then unlicensed BPRs are
likely to be allowed to continue, according to responsible officials within the national planning board
(BAPPENAS) and BI. The continued unofficial status of some SFIs will require diligence on the part
of BPD supervisors tc monitor them as closely as they do new BPRs.

Recommendations

(1) Require SFIs to accept all of the financial burden for supervision and training costs by October 30,
1997, the deadline set by Bank Indonesia for conversion to BPR status.

(2) Continue technical assistance directed at the SFIs to assist with transition of SFI branches to BPR
branches, spawning of new BPRs, and standardization of the accounting and reporting system.
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CHAPTER SEVEN

INTERVENTION BY DONORS AND GOVERNMENT

CAPITALIZATION

Key Findings

® Capitalization with soft loans or grant funds is not only unnecessary in most cases, but is
also counterproductive to SF\ institutional development.

¢ Financial intermediation, bridging between informal and rural financial systems and
large formal financial systems, meets market needs at both ends and encourages a breadth
and depth of financial and institutional development not possible through targeted programs.

Analysis

FID SFIs have received approximately Rp3 billion from the Ministry of Finance and $4 million from
USAID over the course of the project. The loan term set by the Ministry of Finance was 20 years with
a 3-year grace period. Interest on the USAID funds to Government of Indonesia was 3 percent. The
Government of Indonesia in turn lent these same funds to provincial governments at 4 percent, with
repayment over 20 years. The provincial governments then lent the money to the SFIs at 12 percent,
requiring repayment over a period of two to five years.

KUK funds, however, have far outweighed the others, amounting to about $16 million in the last year
alone. The possibly deleterious effects of overcapitalization have been dealt with earlier in this report.
Yet, provincial governments may have difficulties finding sufficient funds to cover expansion of the BPR
system in the large waves that are being asked for by various constituencies in the country. Perhaps some
allowance should be made by BI for in-kind contributions by provincial governments for land and office
buildings and other similar start-up costs. Certainly the Bali experience demonstrates that branches can
be started with much less capital than the Rp50 million currently projected, if a vigorous savings
mobilization program is initiated at the outset.

As shown in the statistics in the beginning of this report, the FID project has been very successful
at achieving financial intermediation. Namely, markets have been bridged, low-income people have
benefited from the provision of liquidity from formal financial institutions, and all of this has been
achieved profitably at the branch level. Many of the FID SFIs have progressed to the third stage of
financial viability, one step from commercial viability.” Under conservative assumptions, a recent study
showed that BPRs could turn & profit within four years and sustain a return on assets well above 6 percent
— more than three times the current CAMEL benchmark — with an investment of less than $50,000.
(See Annex H.) This model ~nd the lessons of FID have revealed that small amounts of initial capital,

? See Rhyne, Elisabeth, and Maria Otero, "The Financial Systems Approach to Microenterprises,” GEMINI
Working Paper No. 18, April 1991,
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combined with an aggressive savings mobilization scheme, create the right base for builcing financially
self-sustainable SFIs.

Recommendations

(1) Limit soft money or grant funds to seed capital, research and experimentation, and subsidization of
low-cost recovery activities such as client training.

(2) Seek formal and informal linkages among net borrowers. net savers, and net investors.

TECHNICAL ASSISTANCE

Key Findings

e Standardization and rationalization of disparate MISs, credit policies, and operational
procedures across the various provinces may be FID’s greatest achievement, and it is a role
that needs to continue.

® Indonesia has been a laboratory for financial services to the poor, some institutions using
the financial systems approach and many programs operating concurrently (FID, BRI,
cooperatives, and private banks), a!lowing for real and sustained comparisons of techniques
and institutional structures.

Analysis

The technical assistance provided under FID, especially from long-term advisors, has played a vital
catalytic role. By working mainly at the provincial and national levels, the advisors were able to
stundardize and upgrade numerous skills in many institutions. These institutions in turn have helped
millions of low-income people in the country to improve their businesses, increase household income,
and meet household liquidity demands. It is fair to say that fewer people would have been served if the
intervention had been at a !o'wer level. Intervening at a national level gave legitimacy to the project’s
work, opened access to influential decision makers, and led to the scale achieved by the project. It would
be inaccurate to say that BI's forward thinking about the need to manage SFI proliferation and amend
CAMEL resulted from the FID project. However, FID has definitely had some effect on the thought
process through example and through direct exchanges.

The high-level institutional mode of technical assistance delivery also ensured that SFIs and BPDs
would not bzcome dependent on expatriate staff to perform operational tasks. The FID team concentrated
on policies, procedures, and training inputs to enable BPD and SFI staff to absorb and apply the new
concepts. The project developed flexible and comprehensive guidelines that have determined product
design. mix, and delivery. The guidelines have given SFIs a solid foundation in fundamental management
information, both in hardware and software and in processes and procedures to improve collection,
storage, use, and appropriateness of the information.
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The Government of Indonesia recognizes five models of credit for the poor: FID, BRI, cooperatives,
self-help groups, and government direct assistance. BKDs and village posts below the fecamatan level
are currently the preferred models, because they are perceived as reaching best to the village level. As
poverty alleviztion moves up on the national agenda, small enterprise finance projects and institutions will
have to show that they can eficctively serve the society’s poor. Although there was respectful recognition
within the Government of Indonesia of FID’s many accomplishments, there were some reservations
expressed by some that it did not seem to reach far enough down to the village level.

The numbers presented earlier and the post desa institutional location of most SFIs would support
just the opposite view. The successful application of essentially the same systems and procedures in three
different institutional settings — namely the provincial and local government-owned FID SFIs, the BRI
Unit Desa, and Bank Sampoerna’s BPRs — lends legitimacy to the model. Clearly, indonesia’s 183
million people across the archipelago are not homogenous, and FID SFI¢ have adapted to local conditions
under the essential methodologies outlined in this report. In addicion, nongovernmental organizations,
self-help groups, and cooperatives have not achieved the client reach, financial performance, or
sustainability of the FID SFIs, BRI Unit Desa, or Bank Sampoerna BPRs.

Government recognizes that it is important for SFIs to operate on sound business and banking
principles. There is also a keen desire that they operate with a sense of (and also tangible) ownership
by the community. Furthermore, several officials are very interested in a project that would combine
financial and nonfinancial assistance in the same institution,

Recommendations

(1) Coordinate with interested officials at BI and BAPPENAS to confront the regulatory and training
problems identified in the SFIs and BPRs by supporting a training and technical assistance project
emphasizing appropriate regulation for SFIs and standardized professional development for SFI and

BPD staff.

(2) Continue to promote financial systems, not targeted credit projects.
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CHAPTER EIGHT

SUMMARY

FID has led to the development of a basic system for SFIs that is responsive to changes in policy,
demographics, and other factors in various provinces and branches. The systems main components are
these:

® Setting competitive interest rates that cover overhead, operational, and financial costs of the
branches;

® Generally limiting loans to productive enterprises;
® Maintaining a portfolio mix of loan size, business type, and loan maturity;

® Determining loan repayment regularity based on expected business and household cash flows
(weekly, biweekly, monthly, and seasonal);

® Keeping most loan terms to less than 12 months;

® Maintaining flexibility in loan increment ceilings for initial, second, and subsequent loans;
® Capitalizing on local leadership and knowledge;

@ Actively encouraging voluntary savings and deposit products and promotion.

There are other important features of FID SFlIs. They motivate staff using controliable variables that
affect branch profitability. Having heavily emphusized risk-avoidance policies and procedures, SFIs
rarely resort to the expensive and often disappointing route of seizing collateral.

The technical assistance team has played a vital role in bringing greater standardization to SFI
procedures and policies, which has strengthened individual SFIs and the BPD systems of which they are
a part. Impact has been greatest in MIS development; in provision of comprehensive training materials
in management, accounting, supervision, and savings mobilization; and in the regulatory area.

The Government of Indonesia is most interested in achieving two broad objectives: broadening and
deepening the delivery of financial services, especially to the poorest in the society, and effectively
managing the prudent proliferation of SFIs, BPRs, and other similar institutions. The lessons of the FID
project are instructive about how SFIs can reach far down the socioeconomic ladder on a financially self-
sustainable basis. This has been recognized by BI, BAPPENAS, and others at the provincial level. The
SFIs supported by FID could use some continued assistance as they try to implement many of the changes
that have come about in the last year, mainly in the field of MISs and reporting. However, other
provinces have yet to benefit from cither the basic or advanced systern-level technical assistance of FID,
and these may be appropriate beneficiaries of future interventions.

BI would like to continue its trend of accommodation, and has recognized the problems it has
supervising the SFIs. BI does noi have the staff level or experiencs to monitor the sector effectively.
In addition, many of the ratios and premises of the current CAMEL rating system are inappropriate for
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SFIs. Explicit requests have been made for assistance in determining how the human capital and rating
problems can be solved. The FID experience should contribute tremendously to solving these problems.

There are opportunities to make more use of partnerships among private and government institutions.
The length and complexity of the FID experience can provide solid leads to setting correct financial
performance measures. Based on SFI experiences with outside capital, effective alternatives can be
suggested concerning the size, distribution, and use of commercial rate, soft loan, and grant capital. The
FID model has been replicated in other institutional settings and in diverse parts of the country and has
proven its strength and resilience.
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ANNEX A

LOAN APPLICATION FORM



Borrower No.

A-3

Loan Application

[SFI Name: ]

A. PERSONAL DATA

1. Name: 2, Status:M C B 3. Age:___yr
4, Address: 5. No. in housgehold: persons.
6. Employment: 7. Land status: (i} Owned: M2 {(ii) Used: M2

B. LOAN DETAILS

C. BUSINESS ACTIVITY

2. Loan use zode:

1. No. of loans received:

1. Importance of activity: U S1 S2 other:

2. Turnover period: H M B other: months.
3. Expected use of loan: 3. Income estimate per turnover:
a. Rp. a. Sales Rp.
b. Rp. b. Expenses {-) Rp.
c. {+)Rp. c. Profit Rp.
Total use: Rp. 4. Wage expenses per month: Rp.
Own contribution (-} Rp. 5. Total workers {i} In family persons
Total loan: Rp. (ii) other persons
AGREEMENT
Borrower
Village Head
D. DECISION

1. Rejection with reasone:

ll

2. Agreement:

a. Loan amount Rp.

b. Interest rate % peor

c. Loan term d. Loan repayment

Rp. per

0. Collateral Value Rp.

ARC/SPP/JUNR 1992

SFI Manager
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ANNEX B

OTHER FORMS

Y



MONTHLY ACTIVITY REPORT

Province/Branch:

Name of the SFI:

Month:

Year:

Loans Disbursed in Current Month {Rp ,000) Passbook and Term
Deposits
Loans Disburaed Passbook Term
Gender Total Rp Rp O- Rp 501- Rp > No. of Now Borrowere New # of Clients # of
500 1000 1000 Borrowers {Rp) Borrowers Clients
{No.)
Male
Female
=
Portfolio Classifications . Amount (Rp) Number of Loana Staff Composition
Current Male
In Arrears Female
Doubtful Village Coverage
Bad No. of Villages
Total Loans Outstanding No. of Village
Posts
Loana Written Off Athia Month
Mansgement Score Maximum Rating
1. Overall Management Score according to Bank Indonesia 30
2. Evaluation of Office Conditions by the SFi Supervisor .
a. Appeerance 3
b. Condition 3
c. Safety 3
Total 9



BALANCE SHEET

Province/Branch: Month: Year:

Name of the SFI:

ASSETS
)
No. Category Aocount Code Rp ,000
e
ﬁ%‘“
1. Cash 100
2. Chocks 119
3. Bank Indonasia: a. Certificates of Deposit 123
b. Other 129
4. Inter-bank deposits 130
S. Promiseory notes 149
8. Securitiea 169
7. Loans: a. Loans outstanding 7m
b. Reserves 172
8. Fixed eseota and inventories: a. Purchase oost 211
b. Accumulated depreciation 212
9. Other office assets 221
10. Other assets 230
Total Assots 290
LIABILITIES
No. Category Account Code Rp ,000
1. Current liabilities: a. Government 31
b. Other 319
2. Savings 320
3. Totel deposits 330
4. Bank Indun=sia 349
5. Bank borrowings 350
8. Loans received (KUK) 369
7. Intza-bank lisbilities 391
8. Miscellancous liabilities 400
9. Cepital a: Paid-up capital 421
b: Contingent capital 422
10. General ressrves 430
11. a. Profit 441
b, Loas 442
Totel Liabilities 490




Province/Branch:

Name of the SFI:

B~5

INCOME STATEMENT

Month:

Year:

A,

B.

L

J.

No.

Operating Revenue
1. Interest
a. From Bank Indonesia
b. From other banks: i.
ii.
iii.
iv.

c. From 3rd parties (non-bank): i.
ii.

2. Commissions: a. Loans
b. Other
3. Other operating income

Operating Expense

1. interest
a. To Bank Indonesia
b. To other banks: i.

D=mand deposits
Time deposits
Loans outstanding

Other

Loans outstanding

Other

Time deposits

ii. Loans outstanding
iii. Other

c. To 3rd parties {nori-ban

Insurance
Salaries
Rent
Honoraria
Taxes .
Repairs and Maintenance
Depreciation:

PN RLN

b. Loans
9. Materials
10. Other operating expense

1. Operating profit (A-B)
2. Non-operating loss (B-A)

Non-operating revenue
Non-operating expense

1. Non-operating profit (D-E)
2. Non-operating loss (E-D}

1. Profit in current year
2. Loss in current year

1. Profit last year
2. Loss last year

Income tax

1. Netincome
2. Netloss

k): i,
ii.

a. Fixed assets

Time deposits

Savings deposits

Other

100

119
121
122
123
124
126
1239
151
159
170

180

1N
194
195
199
203
206
208
239
241
250
260
270
280
29
299
300
310

320
330

340

390

450
460

470
480

530
540

555

560
570

Category l Account Code | Rp ,000
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ANNEX C

ANALYSIS OF BRI UNIT DESA
PERFORMANCE

o~



.ocation of unit:

BRI UNIT DESA PERFORMANCE ANALYSIS

Name of uni

t:

supervisory BRI Cabang: Unit code:
Month / Year:
io. Financial Performance Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Category (Rp ,000) Last Year

. Actual Profit 189,154 31,851 53,502 94,260 87,807 0 0 0 0 0 0 0 0
Target Profit 178,000 17,500 35,000 54,000 72,000 90,000 108,000 126,000 144,000 162,000 180,000 198,000 216,000
Percentage Change 106.27% 182.01% 152.86% 174.56% 121.95% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

. Actual lacome 2,497,314 215,921 405,575 596,247 803,391 0 0 0 0 0 0 o] 0
Target Ircome 952,000 218,000 436,000 654,000 872,000 1,090,000 1,308,000 1,526,000 1,744,000 1,962,000 2,180,000 2,398,000 2,616,000
Percentage Change 262.32% 99.05% 93.02% 91.17% 92.13% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

. Actual Expenses 2,308,160 184,070 352,073 501,987 715,584 0 0 0 0 0 0 0 o]
Target Expenses 774,000 200,500 401,000 600,000 800,000 1,000,009 1,200,000 1,400,000 1,600,000 1,800,000 2,000,000 2,200,000 2,400,000
Pei centage Change 298.21% 91.81% 87.80% 83.66% 89.45% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Actual Loans Outstanding 1,124,468 1,141,968 1,194,453 1,351,889 1,374,050 0 0 0 0 0 0 0 0
Target Lcans Outstanding 1,321,000 1,343,000 1,365,000 1,387,000 1,409,000 1,431,000 1,453,000 1,475,000 1,497,000 1,519,000 1,541,000 1,563,000 1,585,000
Percentage Change 85.12% 85.03% 87.51% 97.4T% 97.52% 0.00% 0.00% 0.00% 0.00X% 0.00% 0.00% 0.00% 0.00%
Actual Arrears 162,023 168,030 167,682 171,073 162,467 0 0 0 0 0 0 0 0
Target Arrears 95,000 159,998 157,973 155,948 153,923 151,898 149,873 147,848 145,823 143,797 141,71 139,745 137,720
Percentage Chang. 170.55% 105.02% 106.15% 109.70% 105.55% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Acutal Savings 13,393,913 13,027,202 13,551,492 14,656,312 14,441,665 0 0 0 0 0 0 0 0

Target Savings
Percentage Charge

13,000,000 13,555,000 13,716,000 13,876,000 14,

103.03%

96.11% 98.80%

105.62%

0.00%

0.00%

037,000 14,198,000 14,359,000 14,520,009 14,680,000 14,841,000 15,002,000 15,163,000 15,324,000
102.88%

0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

("/

\

Jakarta, Date

BANK RAKYAT INDONESIA

Cabang:
Unit:

Cabang Supervisor

Unit Manager
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ANNEX D

THE BANKING ACT
(LAW NO. 7)



U=

THE DANKING SYSTEM
(Lew No 7/1992 dated March 25, 1992)

0Y THE GRACE OF ALMIGHTY GOD,
THE PRESIDENT OF THE REPUDLIC OF IHDONESIA,

Consldering a. that with a view to malntaining the contlnulty of natlonal development towards the

creatlon of a Just and prosperous society on the basls of the Pancaslla state philo-
sophy and the Constltution of 13945, the Implementatlon of economlc developmont yndor
the principle of cullective effort should pay more attent oo to compatibiljty, hye-
mony, and balance of the elements of the Trilogy of Qevelopment)

lc democracy with  the
b. that the banking system, operating under tha pringiple of cconom
. maln furction of moblll;lng and channollIng prlyete {unds, has the strategle rolo of

supporting the Implementation of natlonal development, within the framework of equlta=
bly distributing devalopment efforts and tholr galns, Increasing economic growth and
promoting rational stabliity, towards higher living standards of the common peoplo,

e, that natlonal 2s well as Internatlonal economlc developments, which have always been ta-
king place rapldly along with ever expanding challenges, should be responslively  fol-
lowed all the timz by the natlenal baaking system In carrying out Its functlon and
responsibillty to the publlc,

d that In order to achieve the alms as referred to above, it Is necussary to formulate a
new 1aw concernlng the banking system

In view of | Article 5 paragraph (1), Article 20 paragraph (1), and Artlcle 33 of the Constlitution

of 1945,

2 Low No 5/1962 on reqloral corporations {Statute Book of l§32 No 10, Supplcment to Statu-
te 8ook No 2387),

3 Law No 12/1967 on the princlples of cooperatives (Statute Dook of 1967 No 23, Supple=
ment to Statute Book No 2832),

"l

Law No 1371968 on the central bank (Statute Book of 1968 No 63, Supplemeat to  Stotute
Book No,2865},

5 Law No 9/1963 on the stipulation of overnment Regulation In 1leu of Law No.1/1969 on
state entarprises (Statute Book of 1969 Mo.16, Supplement to Statute Book Ho,2890)

to
become law (Statute Book of 1969 No.40, Supplement to Statute Book No.2904).
With the approval of
THE HOUSE OF REPRESENTATIVES OF THE REPUBLIC OF INDOHESIA,
DECIDES:
Yo stlpulate THE LAW CONCERNING THE BANKING SYSTEHM )
CHAPTER |
GENERAL PROVISIONS
_ Aftlcle 1,
Herelnaftar referred to os °
1, Banks are business units which mobllise funds from soclety In the form of deposits and channcl the
funds to soclety within the fromework of uplifting the 1lving s andards of the publlc at large,
2. Commercial banks are bonks which can provide services In payments.
3. Smallholder credit banks are vanks which recefve deposits only In the form of time deposits, savings,
ond/or others of simllar types
L, Jolnt banks are comerclal banks which are Jointly established by one or more commerclal banks domlcl-
led in Indonesia and set up by Indoneslan citlzens and/or lndoneslan statutory bodles wholly owned by
Indonaslan citizens, and one or more banks domlcliled obreoad,
5. Oranch offlces are bank Jffices which arc directly responsible to relevant bonk headofflces, with
permanent business sltes at the places where the branch offlces undertake thelr activities
6 Ocposits src funds entrusted by soclety to binks in thé form of glro, time deposits, deposlt certifi-
cates, savings, and/or others of s.mllar types
7 Giro is composed of deposits which can serve as a payment Instrument and be driwn any time by uslng
cheques, other poyment orders, or book-transfers
8 Tlme deposits are deposits which can only be drawn wilhin certain periods according to agreements bet-:
ween depositors and relevont banks
9, Deposit certificates are time deposits of which tha deposit evidenca documents can be transocted,
10,

savlngs ore deposits which can only be drawn under certain condlitions alrecady agreed upon, but

cannot
ba drawn by using cheques or instruments of the same type.

sccurities are debt acknowlcdgement letters, bills, shares, bonds, cradlt sccurltles, or dcrlvaglvc;
of sccurities or other Interests or certain obligations of Issuers, In the form normally transacte

on the copital market and money market
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12, Credits are the supply of money or clalms of the sama type, on the basis of loan contracts or agree-

ments between banks and ather partles In which borrowars ara obligated to settle thelr debts after
certaln perlods with interest, fees oi profit sharing

.
13 Custody |s the keeping of belongings on the basis of contracts between commerclal banks and owners :f .
the belongings In which It is stipulated that the commerclal banks as custoilans have no property
right over the things under thelr custody

14 Trust agents are commercia' banks which based cn agreements between these banks and 1ssuers of
tles, are appolnted to represent the Interests of all holders of the sccurltles
15 Afflllyted parties are

A

securl~-

members of boards of commisslioners or supervisors, boards of directors, officlals, or employces  of
tanks,

b. members of management boards, auditing boards, boards of Jirectors, officlals, or employeces of banks,

especially for banks with the legal status of cooperatives pursuamt to tha laws In force,

partles providing services for the banks concerned, including consultants, legal consultants, pu=
bllec accountants, appralsers,

d.

parties which bascd on the provislons lald down by Bank Indonesla have some Influence on bank m-
nagement

16 Bank secrcts cover cverything connected with flnance and other things concernlng bank customers
according to normal banking .ractice must be confldentlally trcated

17 Oank Indonesia i1s the Central Bark of the Republic of Indonesla as meant In the relevant law In force

10, The Honctary Councll Is the mometary councl! as meant In the relevant law in force,

which

19, The Hinister Is the Hinister of Flnance of the Republic of Indonesla., -
20 The Government Is the government of the Republic of Indeaesia
CHAPTER |1
PRINCIPLE, FUNCTION, AND OBJECTIVE
Article 2,

The Indonesian banking system shall conduct its business operation on the basis of economic democracy
b7 applying the principle of prudence

Article 3.

The Indoneslan banking system shall have the maln functlon of moblilising and channelling private funds
Article 4,

The Indoncsian banking system sha'l have the objective of supporting the implementation of natlonal _
developmert within the framework of promoting equity, economic growth, and natlonal stability towards

11fting the welfare of the common people “P
CHAPTER 111
KINOS 4AND GUSINESS OF BANKS
Part One
Kinds of Banks
Article 6
(1) The kinds of banks shall be as the following
a, Commercial banks,
b. Smallholder credit banks,
(2) Commercial banks can speclalise themselves in certain business activities or pay greater attention to
certain business activities,
Part Two
8usiness of Conmercial Banks
Arzicle 6.

Commercial banks shall cover the following business activities

a, mobilising funds from sczlety In the form of deposits 1ike glro,time deposits, deposit certificages, sa-
vings, and/or others of similar types,

b. providing credits,

. buying, selling or underwriting at thelr own risk as well as In the Intercst and at the order of thelr
customers,

1. bl11s Inciuding those with bank a.zeptances of which the valldity periods are not longer than thos
normally effective in the transaction of such papers,

2. debt acknowledgement lettcrs and other commerclal papers of which the validity periods are not longes
than those nornally effectlive In the transaction of such documents,

/
~ans  and Aanjarament cuarantee certiflcates /}(



L Oank indonesia cartificates (so1),
5 bonds, ‘
6 commarcial letters with periods of up to 1 (ona) year,
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7 other seturitles with perlods of up to ! (one) year.
e transferring money for thelr own as well as customers' Interests,

placing funds at, borrowing funds from, or lending funds to other banks, both by uslng lctters,
communications facilitles, and by using order b111ls, cheques or other means
g recelving payments from claims on securities and making calculations with or between third parties,
h allowing space for kecplng goods and securities,
undcriaqug custody 1n the Interest of other parties based on contracts,

J making placement of funds

from sbme customers to others In the form of securities not listed at
., stock exchange

k buying collateral through tenders, either entirely or partly, in case debtors fall to carry out
obligutions to banks, with the provislon that the collateral purchased must be lemediately dlsbursed,
1 undertaking the business of factoring, credit cards and trust agents

vislons stipulated in a government requlatlion,

belng engaged In other business actlvities normally conducted by banks as long as they are not

contra-
dictory to thls law aund the relevant laws in force,

Article 7

-
In addltlon to the business activitles as meant In Artlcle 6, commerclal banks shall also be allowed

a to be engaged In forelgn currency business actlvities by observing the provislons lald down by Bank Indo
nesia,

b to have capltal participation In other banks or companles In the fleld of flnance, such as leasing, ven-
ture capital, stock companles, Insurance, clearing/settlement and depository agencles, by observing the
provisions 131d dewn by Bank Indonesla,

c. to have provislonal capltal participation to overcome the consequences of credit fallures, on the con-
ditlon that such p~rticiration must be withdrawn, by observing the provislons lald down by Bank Indenc-
sla, ond

d actlng as founders of penslion funds and management agencles of penslon funds pursuvant to the provisions
In the laws on penslon funds In force,

Article 8,

In providing credits, commcrclial banks shall be convinced of the capaclty and capablllity of debtors to
settle their debts ag< pledged

Article 9
(1) Commerclal banks which undaitake custodyras meant In Artlcle 6 polnt | shall be respoasible for the
keeping of belongings and fulfll other obligations in llne with contracts

(2) The belonglngs put under custody shall be separately entered In books and ~ccorded

(3) tn case banks go bankrupt, all the belongings under bank custody shall not be Included Inbangruptassets
and shall be retumcd to their owners

. Article 10
Comerclal banks shall be prohibited

a, to have capital particlpation other than that as meant In Artlcle 7 polnts b and ¢,
b, to be engaged In the Insurance business,

Cc. to undertake buslness activitles other than those as meant In Artlcleﬁ 6 and 7.

Articlea 11,

(1) Bank Indenesia shall stlpulate provislons on maxlmum llafts for the lssuance of credits, guarantecs,the
placement of Investments In securitles, or other similar things banks can provlide for borrowers

or
groups of relevant borrowers, Including companies In the sama groups of the banks concerned
{(2) The maxitum 1imlts as mcant In paragraph (1) shall not exceed 302 (thirty percent) of the capltal of
banks as stlpulated by Bank Indoneslia

(3)

Dank indonesla shall stipulate provisions on maxloum limlts for the Issuance of credits, guarantces, the
placement of Investments In ecurlties, or other similar things banks can provide for

a shareholders owing 103 {tun percent) or imore of the pald-up capital of banks;
b. members of boards of comissloners,

¢ members of boards of dlrectors,

d famlly members of the partles as meont In points a, b and ¢,

o. other bank officlals, and

€ emmmna 1 2 La tam Lo tasanma al 2l. n ant? e = s fa LIS . ] - 1

tele-

the

their

providing flna~clng for customars on the basis of the principle of proflt sharing In line with the pro-

l)/



s
LimiTs a3 meant a paragrapn (3) shall not exceed 102 (ten percent) of the capital of bank
maximum
v :‘:-ulpuhted by Bank Indonesia.

(5) The implementation of tha provislions as meant in paragraphs (1) and (3) shall be reported accordlng to
the procedurs 1ald down by Dank indonnslia

Artlcle 12,

The govarnmant csn asslgn commarcial banks to carry out government programs for the development of cer
toln economle sectors, or devota greater attention to cooperatives and economlcally weak busliness
small scale companles within the framework of uplifting the 1iving stindards of
on provlisfons 1o ba further stipulated in a government regulation

groups/
tha publlic st large, Lased

Part Three
Business of Smallholder Credit Danks

, Article 13,
Smallholder creclt banks shall cover the followlng business actlivities

.
.

a, mblillsing funds from soclety In the form of deposits 1lke time deposlts, savings, and/or others of sl-
ollar types,

b, providing credlits,

¢. providing financing for customers based on tha princliple of proflt sharing acecordlng to provisions stl-
pulated in a government regulatlion,

d placing thelr funds In the form of Bank Indonesla Certiflcates (SO1), time deposits, deposit certifica~
tes, and/or savings at other banks

Article 14,
Smallholder credit banks shall be prohiblited .,
a,

to rerelve deposits In the form of glro and partlclpate In payments, e
b, to be engoged In forelgn currency busincss actlvicles,
c. to have capltal particlpation,

d to be engaged In che Insurance ovusiness,

¢ to undertake busingss activitles other than those as meant In Article 13.
Article 15, .
The provisions #s stipulated In Artlcle 8 and Article 11 shall also apply to smallholder credit banks.,
CHAPTER IV
LICENSING, LEGAL STATUS AND OWMERSHIP
Part Ona
Licensing '
Artlcle 16
(I)_ﬁgg.aa;;chngqged In the moblllsatlion of funds from saclaty In the form of deposits llke glro, time de-
posits, deposlit certlficates, savings, and/or others of similar types, shall obtaln prlor business 1l-
vensing as commercfal banks or smallholder, credit banks from the HInister, ynless the private fund
mobillsatlon activities are separately regulated by law,
(2) Buslness Vlcences for commercial bonks and smallholder credlt banks shall be granted by the Hinlster
after consultation with Dank Indonesla.
(3) 1n order to obtaln business licences for commecrclal banks and smallholder credit banks as meant in  pa-
ragraph (2), requirements shall be fulfilled regarding @
2., orgonisatlonal composltion, -
b. capital,
c. ownership,
d. banking expertise,
c. feaslbllityof working plans, and
f. other matters as stipulated by the Hinlster after consultation with Bank Indonesla.
(%)

To obtaln the buslness llcence for sma)lholder credit banks, besldes the requircments as meant i para-

graph (3), onditlon concerning the domiciles of headofflces of smallholder credit banks In d}s-
tricts shall also be fulfililed

(5) Without reduclng the effectlveness of tho provision In paragraph (h), by observing provisions to i be
further stlpulated e a government requlation, smallholdar credit banks can be set up In capltals of

regencles or municipallties, a3 long as no smallholder credle banks are yat astablished In the sal¢
capltals of regencles or munleclpalitics

(6) The requlirements as meant In paragraphs (3), (4), (5) and the procedure for businass 1lcensing shall be
further stipulated In a government regulatlion

Art'c‘e ‘7.



D-7

o parmissible extents of owncrship and management of forelgn partners,

b.

the partics ollowed to establlish cooperation,

¢ other matters which according to the conslderation of the Honetary Councll should be regulated In the

"
(2)
(3)

Interest of natlonal development
Artlcle 18.
The openlng of branch offlces of commerclal banks can only be rcalised with the llcencs of the Hinls-
ter, after consultation with Bank Indonesla.

The opening of branch offices and representative offlces of commerclal banks abroad can only be  rea-

11sed with the llcence of the Kinlster, aftar consultation with Bank Indonesla.
The opening of offices under branch offices of commerclal banks shall ba reported to Bank Indonesia,

(4) The requirements and procedures for the opening of offlces of comarclal banks as meant In paragraphs

(1)

(2)

(3)

{1)
\?7)

(3)

(2)

(3)

a

b.

(1), (2) and (3) shall be stipulated by the Hinlster after consultatlion with Bank Indonesla.

Article 19,

The opening of branch offices of smallholder credit banks In the capltal of the State, capltals of pro-

vinces, coplitals of regencies and municipalitlies can only be reatlsed with the llcence of the Hinls-
ter after concultation with Bank Indonesla

The opening of branch offices outslde the capital of the State, capltals of provinces, capltals of re=

gunclos ond municlipalities, oand the oponlng of offlces undar branch offlces of smallholdaer credlt banks
shall be rcported to Dank Indonesla

The requirements and procedures for the opening of offlces of smaliholder credlt banks as meant In pa-
ragraphs (1) and (2) shall be stlpulated by the Minlster after consultation with Bank Indonesla
Artlcle 20,

The opening of branch offices, auxlliary branchofflces and representative of flces of banks domlcliled
abroad can only be realiscd with the llcznce of the Hinlster after consultation with Bank Indonesla.

The opening of offices under auxlllary branch offices of the banks as meant In paragraph (1) shall be
reported to Bank [ndonesia

The requlrements and procedures for the openlug of offlces as meant In paragraphs (1) and (2) shall be
further stlpulated by a government regulatlion

Part Two

Legal Status

Artlcle 21, -
The legal status of commerclal banks can be any of tha followling
a. State trading/limited llabliity companles (Persero).
b, chlénal administration owned companl®es.
c.Coopera tlves,
d, Limlted 1lablllty companles
The legal status of smallholder credit banks can be any of the following @
a, Reglonal adminlistration owned companics
b Cooperaotlves.
¢ Limlted tlabllity companies,

d, Other companles stipulated In a government recqulation,

The legal status of representative offlces and branch offlices of banks domiciled abroad shall follow
the lcgal status of thelr headofflices.

Part Three

Ownershlip

Article 22,
Commerclal banks shall only be ostabllished by
Indoneslan cltlzens and/or Indoneslan statutory bodles wholly owned by Indoneslan cltizens and/or [ndo-
neslan statutory bodles, or

banks which arc established according to polnt a, and banks which are domiclled abroad,
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Article 23,
smallholder credlt banks shall only be establishedand owned by indoneslan cltlizons, Indonestan statu-

tory bodles wholly owned by Indoneslan cltizens, reglonal adminlstratlons, or can be Jolntly owned by

the

to provisions concerning ownershlp as stipulated In the cooperatives law In force.

three partles,

Article 24,

Commerclal banks and smallholder credit banks with the legal status of cooperatives shall be subject

Artlicle 25,
L
The shares of commerclal banks and smallholder credit banks with the legal status of limlted 1labillty

companies can only be Issued as reglstered shares.

§))]
(2)

(3)
()

(5)

Artlcle 26,
Commerclal bankd can Issua shares through the stock exchange ln Indonesla,

indoneslan cltlzens, forelgn cltlzens, Indoneslan statutory boadles and/or forelgn statutory bodles can
buy the shares of comerclal banks sold according tq the provision In paragraph (1).

Forelgn cltizens and/or forelgn statutory bodles can buy the shares of commerclal banks

through the
stock exchange on the condlition that they shall not become the majlorlty.

Espcclally for state owned commerclal banks, the Issue of shares as meant In paragraph (1) cop only be
done wlthout cqusing any change In the majorlty posltion of share owngrshlp of the State,

The Implementation of provislons as meant In paragraphs (2), f2) and (4) shall be further slpulated In
a goverament regulatlon.

Articla 27.
Any change In bank ownership shall

a. fulfll the provisions as stipulatad In Article 16 paragraph (6), Articies 17, 22, 23, 24, 25 and 26,
b. ba reported to Dank lndonesla

m
(2)

(1)
(2)

(3)
()
(5)

(1)
(2)

(3)

m

> ~ -

Article 28.

{nter-bank mergers and consolldations as well as bank acquisitions shall ba llcensed by the Hinister
after consultation with Bank Indonesla,

Provislons concern)ng mergers, consolldatlions, and acquisitions shal) be stipulated In a government re-
qulation,

CHAPTER V
DEVELOPHENT AND SUPERVISION

Article 29,
Bonk Indonesla shall carry out the development and supervislon of banks.,

Bank Indonesla shall stlpulate provlislons concerning the sound condition of banks by taking Into ace
count the aspects of capltal, quallty of assets, quallty of management, rentabllity, tiquldity, sol-
vency, and oth.r aspects connscted with banking operatlon,

Banks shall be obligated to malntaln thelr sound condlitlon as stipulated In paragraph (2) and undertoke
business sctivities sccording to the principle of prudence.

in providing cradits and conductlng other business activities, banks shall adopt methods which do

not
harm their Interests and the Interests of customers entrusting funds to banks.
In Intercst of customers, banks shall provide Information on the possible risk of loss to be Incurred
by customers conducting transactlons through banks,

Artlcle 30.

Bonks shall be oblligated to submit to Bank Indonesia all Information and explanations on thelr business
occordlng to the procedure stipulated by Sank Indonasla, '

At the request of Bank Indonesia, banks shall zllow the opportunity for examlnation of books and flles
khey malntaln, and provide assistance needed for tha purpose of findlng out the truth of all the infor-
motlon, documents and cxplanatlons reported by the banks concerned

The Infornatlon on banks obtalned on the basls of the provlision ln paragraphs (1) and (2) shall not ba
announced and shall be trcated confldentlally,

Mrelcle 3V,
!
Bank Indonesla shall conduct audlting on banks, perlodlcally as well as any time considered necessary.

(2) In the case of necesslity for the formulation of a macro pollcy, the monetary councll can request Bank

Indonesia

7
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a to submit reports on bank auditing results needed,
b to conduct special auditing on banks, and report results of such audlting
Artlcle 32

If consldered necessary, tha Hinister can also request Dank Indonesla to submlt reports on bank audl-
' tlng results or conduct speclal audliting on banks and report results of such auditing.

Artlcle 33.
(1) The bank auditing reports as meant In Article 31 and 31 shall be confldentlal In nature

(2) The requlirements and procedures for auditing as meant fn Article 31 and 32 shall be stipulated by Bank
Indonesla,

Article 34.

(1) Banks shall be obllgated to submit to Bank Indonesia annual balanca sheats and profit/loss statements a-

long with thelr explanations, as well as other perlodical reports within the periods and according to
the imodels stipulated by Bank Indoneslia

(2) The annual balance sheets and proflit/loss stutements as meant In paragraph (1) shall be subjJect ¢ to
prior audlting by publlc accountants,

(3) The book ycar applled by banks shall be the calendar year

Article 3S.
Oanks shall be obligated to announce thelr balance sheets and profit/loss statements within the periods
and according to the models stlpulated by Bank Indonesia.
Article 36.

Bank Indonesia can stipulate an exception to the provision as meant In Artlcle 34 paragraph (2) for
smallholder credlt banks

Article 37

(1) 1f based on the evaluation of Jank Indonesla certain banks are considered In difficuities which endan-
ger the ce~*irurty of thelr business actlvitles, Dank Indonesia shall notlfy the matter to the hinlster

(2) In case certain banks face difficultles which endanger the contlnuity of their business actlvitles,
Bonk Indonesia can

a, take measures so that
1. sharcholders Incrcase capital, ,
2. sharcholders replace the bonks' boards of commissloners and or boards of directors,
3. the banks climinate bad credits from account books, and calculate thelr loss with thelr capltal,
4, the banks form mergers or consolidations with other banks,
5. the banks are sold to buyers that are prepared to toke over all liabilitfes,
b, take other measures pursuant to the laws In force.,
(3) if based on the evaluation of Bank Indonesla
a. the condition of certaln banks endangers the banking system, or
b. the measures as menot in paragraph (2) are not sufficlent to overcome the difflculties they face,
Bank Indonesla shall proposc that the Minister revoke thelr business licences.

(4) Based on the proposal of Dank Indonesia as meant in paragraph (3), the Minlster shall revoke the u bu-
siness llcences of the banks concerned and order thelr boards of directors to 1lquidate the banks.

(5) in case the boards of directors fall to 1iquidata the banks as mcant In paragraph (4), the Hinlster
after consultation with Bank Indonesla shall request the Court to 1iquidate the said banks.,

CHAPTER VI

BOARD OF COMMISS1ONERS, BOARD OF DI{RECTORS
AND EXPATRIATES

Article 38,

(1) The appointment of members of the board of commissloners and the board of directors of a bank shall ful
f11 the requlrements zs meant In Article 16 paragraph (6) and Article 17.

(2) Any changs [n tha membarshlp of the board of commlssloners and tha board of directors of a bank a3
meant in paragraph (1) shall be reported to Bank Indonecsla,
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Article 39
(1) 1n carrying out thelr business activities, banks can use expatriates,

(2) The requlrements for the use of axpatriates as meant In paragraph (1) shall be stlpulated In 8 govern=
ment regulation

CHAPTER VI
BANK SECRETS
Article 4o,

(1) Danks shall be prohiblted to give Informatlon on records they keep regarding the flnancial situation
and other matters of thelr customers which must be treated confidentially by banks accordlng to normal
banking pfractlice, except in cases as meant In Artlcles 41, 42, 43 and 44,

(2) The provision as meant In paragraph (1) shall also apply to affillated partles.
Article U1,

(1) For the purposc ot toxatlon the Minlster shall be authorised to Issus written orders to banks to glvae

Information and show written pleces of avidence as well as documents regarding the flnanclal condition
of certaln customurs to tax officlals

(2) The written orders as mcant In paragraph (1) shall mention the namaes of tax offlclials ond the names of
taxpayer-customers whose Information I. required.

Article 42

(1) For the purposc of legal procedings In criminal cases, the Minlster can permit the police, ths prosecu-

tion or judges to obtaln informatlion from banks rejarding the flnanclal conditlon of suspects/defendants
at banks - iiand

(2) The permits as meant In paragraph (1) shall be granted In writing on the basis of written requasts from
the Chief of the State Pollce, the Attorney General, or the Chairman of the Supreme Court.

(3) The requests and meant In paragraph (2) shall mentlon the names and positions of golice officers, pio-
sccutors or Judges, the names of suspects/defendants, reasons for requesting tha lnformatlion, and
latlons between the criminal cases concerned and the required Informatlon.

Aft'c'e 'lJo
In clvil cases between banks and thelr customers, the boards of directors concerned can glve Informa-

tion to the court on the financial conditlion of the rclevant customers and provide other explanations con-
nccted with the sald cases

re-

Article 4l

(1) Within the framework of cxchanges of Information between banks, the board of directors of one bank
can inform the financlal condition of Its customers to another

(2) Provisions concernling the exchanges of Information as meant In paragraph (1) shall be further stipula-
ted by Dank Indonesla

Artlcla 45,

The partics whose Interests are harmed By the Information provided by banks as meant In Articles 41,

42, 43 and 44 shall reserve the right to have knowledge of the ccntents of the sald Information and demand
corrcctions In case errors arc contalned thereln

-

Article 46,
(1) Vhoever mobl1ises funds from soclet
y In the furm of deposits llke glro, time deposits, d -
flcates, savings, and/or other of similar types without busliness llcenées from ::e Hléls:::’:: mc:::tgn
Article 16 ond Article 17, shall be 1lable to maximum lmprisonment of 1S (fifteen) years and a3 maximom
fine of Rp 10,000,000,000 (ter billlon ruplahs).
{2) In case the activities as meant In
paragraph (1) are carried out by statutory bodles In the form of |1~
:;:T? ;zu:::::Zedc:Tp::l:s,pa;tn;rships, fcundatlons or cooperatives, the p:zsecutlon of thesa :od::s
o
Srat both peied 3 ¢ ordering such activities or those acting as executives In such activitles,

Article 47,
Whoever without carrying written orders of tne Hinlster to ban

parmits of the Hinlster as meant In Article 42

» Purposely forces banks or affillated ties
Information os meant In Article 4o, shall be [lable to max imum Imprisonment of 3 (thrS:; y:arzoand glv:
maximum fine of Rp 3,000,000,000 (threa billlon ruplahs)

(2) Hembers of boards of commissloners, boards of directors,
who glve Informatlon that must be treated ¢

(m

ks as meant In Article 41 or without the

employees of banks or other affillated partles
onflidentlally pursuant to Article 40, shall bes llable

to
maximum Imprisonment of 2 (two) years and a maxlmum flne of Rp 2,000,000,000 (two billlon ruplahs),
Article 48,
(1) Hembers of boards of comissloners, boards of directors or employees of banks who purposely refusa to'-
give Information that must be provided pursuant to Article 30 paragraphs (1) and (2) and Article p 1
paragraphs (1) and (2), shall be llabla to maximum Imprisonment of 2 (two) years and » maximum flna

of Rp 2,000,000,C00 (two billlon ruplahs). \,
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! f banks who neglect to glva  In=
teslonars, boards of directors or emplayeas o ; "
) 'f‘:“r:\::.lo?\' t.::.tr::usz:u;“rozldadepu:-su-n: to Articie 30 paragraphs (1) and (2) und‘l\r;h';l‘:ql;fparagru%;
(1) snd (2), shall be llabla to meximum Imprlsonment of 1 (one) year and/or a maximu » Rpy
1,000,000,000 (ona billlon ruplahs)
Article 49
{1} tembers of boards of commisslovurs, boatdd of directors or employces of banks who purposely

a. maka or cause tha presence of fa¥3e #880rds In account books or reports, and In documents or reports
on business activities, teports on rdnsactions or accounts of certaln banks,

remova or erctode or cause the absence of records In account books or reports, and In documents or
reports on business activitles, reports on transactions or accounts of cartain banks,

LT

c. change, obscure, conceal, erase or eliminate records In account books or reports, and In  documents

or reports on business activitles, reports on transactions or accounts of certaln banks, or pur=
posely change, obscure, cause the loss of, hide or disfigure the account book records,
shall be 1lable to maxlmum Im

prisonment of 15 (fifteen) years and a maximum fine of Rp 10,000,000,000
{ten bl1110n ruplahs).

(2) Hembers of boards of comtbssloners, boards of dlirectors or employees of banks who purposely

2, ask for or recelve, allow or agree to recelve certaln compensations, commissions, extra fees, ser-
vice, cash or valuables, for personal beneflt or for tha benafit of famlly members, with the alm of
obtaining or trylng to obtaln for othar partles, advanca payments, bank guaranteces, or credit facl-
Iltles from banks, or within the framework of bank purchase or discounting of bllls, promissory no~
tes, cheques, and commercial papars or other evidence on obllgations, or with the alm of granting
approval to other partles for drawing funds which exceed thelr credlt IImlts ot banks,

b.

fail to take necessary measures to ensure bank adnecrence to the provisiors In thle law and other
effective for banks,

shall be llable to mMaximum Imprlsonment of & (slx) years and a maxlmum fine of Rp 6,000,000,000 (six
billlon ruplahs),

Aftlclﬁ 50.

Af€lllated partles which purposely take no necessary measures to ensure bank adherence to the pro=

vislons In thls law and other laws effectiva for banks, shall be 1lable to moximum Imprlsonment of 6 {slx)
years and a maxlImum flne of Rp 6,000,000,000 (six El11lon ruplahs)

Article 5‘¢

(1) The acts as meant In Articles 46, 47, Article 48 puragraph (1), Articles 49 and 50 shall be  criminal
acts,

(2) The act as meant In Artlcle 48 paragraph (2) shall be a violatlon.

Article 52 '

Without reducing the effectiveness of crimlnal provislons as meant In Artlcles 47, 48 and 19 Dank
Indonesla can Impose administrative sanctions on banks which fall to carry out thelr oblligatlons as stlpu-

lated In thls law or submlt proposals to the Hlnletcr to revoke the buslness licences of the banks concer-
ned, ’

Article 53
Without reducing the effectiveness of the criminal provision as mcant In Artlcle 50, Dank  Indonesia
car [mpose adminlstrative sanctlons on afflllated partles which fall to carry out their obllgations as
stipulated In thls law or submlt proposals to authorlsed agencles to revoke the llcences of the partles
concerned,
CHAPTER IX

TRANSITIONAL PROVISIONS
Article 54,
(1) Mith tha enforcement of this law 1

a. Government Regulation In lleu of Law No.21/1960 on Bank Pembangunan Indonesia (lndoneslan  develop=
ment bank) Statute Book of 1960 No 65, Supplement to Statute Book No,1996),

b. Law No.13/1962 on the principles of reglonal development banks (Statute Book of 1962 No 53, Sup=
plement to Statute Book No.2490);

c. Law go 17/1368 on Bank Ncgara Indonesla 1946 (Statute Book of 1368 No 70 Supplement to Statute Dook
n,2870)

d. Law Ho.18/1968 on Bank Dagang Megara (state commerclal bank) (Statute Book of 1968 Ho.71, Supplement
to Statute Bock NHo.2871),

- ———
———— ——
— n—————
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a. Law No.19/1968 on Bank Buml Daya (Statute Book of 1968 Ho 72, Supplement to Statute Rook No 2872),

f. Law No.20/1968 on Bank Tabungan Negara (state savings bank) (Statute Book of 1968 No 73, Supplement
to Statuta Book No,2873),

g+ Law N0.21/1968 on Bank Rakyat Indonesia (smallholder bank) (Statute Book of 1968 No 7h,  Supplement
to Statuta Book No.2874),

h. Law No.22/1968 on Bank Ekspor Impor Indonesia (Statute Book of 1968 No 75, Supplement to Statute
Book No.2875),

shall remaln valld for a maxlimum perlod of | (one) year starting from the coming Into cffect of this
law,

(2)

Within the perfod as meant in paragraph (1), banks which wera established on the basls of the laws as
referred to In paragraph (1) shell implement the provisions In thir law

(3) In cass the banks as meant in paragraph (2) complete thelr adjustments to the proxisions In thls law
sooner 2han the tima limlt as meant In paragraph (1), the relevant laws as referred to In paragraph
(1) become no longer effective

Article 55,

(1) Banks which possess business llcences from the Hinlster at the moment of enforcenent of this law shall
be regarded as already obtalning business llcences on this basls of this law

(2) The banks as meant In paragraph (1) shall be ocbligated to make adjustment to the provisions In this
faw not later than 1 (one) year starting from the enforcement of this lawl™

(3)

Smallholder credit banks which possess business llcences at the moment of enforcement of thls law, and
are domlclled In the capltal of the State, caplitals of provinces, capltals of regencles and municlpall-

ties, can contlinue thelr business activities as smallholder c¢redit banks untll thelr promotion to be-
coma commerclal banks,

Arflcle 56 !

The maximum 1Imits for credit Issuance 43 meant In Article 11 paragraphs (2) and (h) shail be
led by banks not later than 5 (flve) years starting from the enforcement of this law.

fulfil-

Artlcle 57

Non bank Instltutes of flnance which possess business llcences frrm the Hinlster at the moment of
enforcement of this law car adjust thelr business activitles as banks based on the provisions in this law,
not later than 1 (one) year starting from the enforcement of thls law

Article 58

Ryral banks, village supply unlits, market banks, employee banks, community supply unlte (LPN),

rural
credit Institutes (LPD), village credlt agencles, (0KD), district credit agencles (0KK), small scale busl-
ness credlt unlts (KURK), district credit Institutes (LPK), rural productlon banks (06KPD) and/or other si-
milar bodies shall be granted the status of smallholder credit banks on the basls of this law by fulfilllng
the proc es_stipulated In a government regulation -

Article 59.

The laws already Issued prior to the enforcement of thls law shall remaln valld as long as they are
not contradictory to thls law, untll thelr revocation, replacement or renewal,

CHAPTER X
CONCLUSION

Artlcle 60.
With the enforcement of this law :

a. Statute Book of 1929 No,357 dated September 14, 1929 on rural credit agencles In provinces In Java and
Madura ocutsida munlclpal tarritorles:

b, sz ?o.lZ/lSGZ on private development banks (Statute Dook of 1962 Ho,58, Supplement to Statute Book Ho
2489);

c. Law No.14/1967 on the princlples of banking operation (Statute Book of 1967 No.3%, Supplement to  Sta-
tuts Book No.2842);

shall be declared null ond vold.

Article 61,
This law shall come Into force as from the date of promulgation
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For public cognizance, this law shall be promulgated by publishing It in the Statute Book of the Repu-
blic of Indonesia.

Promulgated In Jakarta Stlpulated In Jakarta
On March 25, 1992 On Harch 25, 1992
THE HINISTER/STATE SECRETARY THE PRES[DENT OF THE REPUBLIC OF INDONESIA,
3qd sgd.

HOERDIO HoO SOEHARTO

STATUTE DOOX OF THE REPUDLIC OF INDONESIA 1992 NUMBER 31.
ELUCIDATION

ON
LAV Ho /1992
CONCERNING
THE BANKING SYSTEM
CGENERAL

Within the framework of creating s Just and prosparous soclety of Indonesia on the basis of the Panca~
sila state philosophy and the Constitution of 1945, the continulty and enhancement of natlonal development
Implementation on the basls of collective effort should always be woll malntalned In order to achleve thls
obJective, the reallsation of cconomlc development should pay greater attentlon to comparlbllity, harmony,
ond the balance of elements of development equlty, cconomlc growth, and natlonal stabllity

One of the means having a strategle role In harmonlsing anc balancing the elements of the Trilogy of
Development |s the banking system Ths strateglc role I4 partlrularly dus to the maln functlon of barks
as a forum which can moblllse and channel privates funds [n an effective and efflclent manner, to  support
the Implementation of natlonal development under the princlple of economlc democracy, withln the framenork
of promoting equity In development reallsatlon and distribution of Its galns, promoting economlc growth and
natlonal stabillty, towards uplifting the Vlving standards of the common people.

With such a .trateglc role of banklng In>2itt 22 L. ach'evina natlcrz development alms, effective de-
valopment and superision of these Instltutes should bu contlnuously carrled out on strong foundatlons of
operation so that the banklng system In Indonesla becomes capable of functlonlng efflciently, soundly and
properly, facing competition of an Increasingly global natura, fully protecting deposits of private funds,
as well as channelllng the private funds to productlve flelds In order to meet development targets.

In the cffort to support the continulty and enhanccment of development Implementatlor, banking Instl-
tutes have shown rapld progress In llna with development advancements In Indonesla and litemational  eco-
nomlc growth, as well as In line with the rlsing publlc demand for services of rellable and sound banks.

With the Increasing demand for banklng services, which have been rapldly developing, the operatlional

foundatfons of the banking system now existing should be adjusted so as to be capable of responding to the
need for further developlng these services. *

For the purpose of boosting the progress of banklng Instltutes In a sustalnable manner and In a way
that can ensurc maximum beneflt for natlonal development Implementatlion, as well as guarantecing the recali-
ation of cconomlc democracy so that all the potentlal, Inltlatives and creatlons of soclety can be  pooled
and tumed Into a real force for the promction of publlic welfare, the fostering, supervision and operatlo-
nal foundations of the banking system so far based on tha provisions In the Banklng Law of 1967 should be
developed and Improved With this Improvement, the banking system can be mors prepared and able to play a

better role In supporting the procass of development, which Is Is Increasingly confronted with challenges
of Intemational economle advancements.

Tho Dankling Law of 1967 was formulated at the time when the economlc sltuatlon and conditlon were far
d1ffarent from current economlc development. The rapldly progressing natlona' and Internotional economles
along with ever expanding challenges need to be responsively followed all tho tims by the natlonal banking
system In carrylng out Its functlon ana responsiblility, so that the banking system should

1. be arranged In a more clearcut Instlitutional structure with a broader basls and & better defined

scope
of operatlon,

2. be glven the opportunity to expand thelr range of services In all parts of the country, both as conmer=-

clal banks to reach all layers of soclety and as smallholder credlt banks to serve economlcally weak/
small scale business groups,

3. be strengthened with the legal basls needed for banking development and supervislon, whlch support  the
enhar, ement of banking capabliiity of executlng Its function In a sound, proper and efflcient way, and
at the same time enables the indones! n banking system to make adjustments In 1ine with developments In
Internatlonal banking norms

Yj
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With view to Improving the banking structure in indoncsla, the measures takes are among others

1. Simpiification of the types of banks Into commerclel banks and smallholdor credlt banks, as well as cla-
rification of the scope and limits of activities allowed

2 Detalied specification of baslo requirements for the establishment of binks so that Implementatlon ru=
les connected with banking actlivities are more clearly stipulated and better directed,

3. Enhancement of protectlion of private funds entrusted to banklng institutes through the princlple of pru-
dence and fulfliiment of requlremenents for the sound condition of bank.

L Promotion of professionalism among those engaged In banking activitles.

5 Expansion of opportunities for undertaking sound and responsible banking activitles, and at the same
time preventfon of practices which harmm the Interests of the publlc at large,

With the Irprovement efforts the Indoneslan banking system Is expected to become responsive to the
progress of natianal development so that Its role In uplifting the 1iving standards of the conmon people,

creat’ag equity In development reallsation and distributlon of Its galns, as well as Incrcasing economl:
growth and natlonal stabllfty can be manifested In a more concrete minner within the framework of bringling
about Just and prosperous soclcty on the basls of Pancasila and the Constltution of 1945,

MTICLE 0Y ARTICLE

Article 1 Polnt 1 up to polnt 20 Suffliclently clear.

Article 2 Herelnafter referred to as "economlc democracy'’ |s the economlc democracy based on the

state Ideology Pancaslila and the Constltutlor of 1945

Article 3 and & Sufficlently clear, -
Article. §
paragraph (1) Sufficlently clear.

Parograph (2) ¢ Herelnafter refarred to as “speclalizing themselves In certaln business activities” Is

among others financing long=-term activities, financing the development of cooperatives,
developing economical ly-weak businessmen/smali-scale businessmen, develoSlng non-oll/

gas exports and developing the constru~tion of housing complexes.
Article 6 Commerclial banks can carry out business activities as referred to In letter a up to
jetter h In u part or a whole Each of banks canchoose types of business accordingto ex
pertise and business fleld It wants to develop. In thils way, the banking circles can
fulfll the demand of the public for various types of banking services without payingno
attention to the principles of health and efficlency

Letters a and b Sufflclently clear

Letter ¢ Banks can [ssuc elther short-term or long-tem debentures The short-term debentures
arc as referred to In Article 100 up to Article 229 k of the Conmercial Law, which in
the money market are known as Money HMarket Securities (SPDU), namely promlssory notes,
bi1ls and the llke to be likely developed In the future.

The long~term debentures can be In the form of bonds or credit securities

Letter d Business as referred to in thils letter covers selling, buying or underwriting securl=
tlecs as referred to In the clariflcation In letter c and securities that the govern-
ment and or Bank Indonesla has |ssued.

Polnt { up to point 6¢ Sufficlently clear,
Polnt 3 This stipulation Is almed at handling the possiblility of securltlies other than  those

mentioned In point 1 up to polnt 6,

Letter ¢ and letter f Sufficlently clear,

Letter g These activities Include collection and clearing.
letter h Herelnafter referred to as "providing space’ Is the sctivity of banks solely related
to the hiring out of space for keeping goods and securitlies (safety box) that

"‘u
banks do not nedd to know the mutation and content

Latter | * In undertaking custody, banks recelve belonglings put under custody by recordidg them

separate from the banks' bslongings., The mutation In the belongings put under custody
Is conducted by the banks on the basls of order glven by thelr owners

Letter J In these activities,banks play a role In connecting the customers requiring funds and
those having funds
Letter k The obligations of banks in this stipulation are aimed at disbursing collateral bought

through tenders as fast as possible, so that the banks can lmmedlotely make use of the
funds arlsing from the disbursement of the sales of collatera), In case of remalnder
arising fromibhe tenders after being calculated with the obllgations of the customers
to the banks, the customers should be allowed to make usa of the remalinder

k t
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Letter m

Letter n
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Arcticle 7
Article 8

Artlcle 9
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+ The businass of factoring ls the actlvity retating to the management of short=-term re-

Paragraph (1) up to

paragraph (3)

Artlcle 10
Letters a and b
Eetter ¢

Article 11

Paragraph (1)

Paragraph {2)

Paragraph (3)

Lettar a up to
letter ¢

Latter d

Letters e and f
Paragraph (U)

calvables arlsing from foralgn domestic trads transactlons conducted through the ex-
propriation or purchase of the recelvables. Business relating to credlit cards s a bu-
siness activity relating to tha granting of credits or the flnancing of the purchase
of goods or servicss, tha withdrawal of which uses cards. Technlcally,the creditscards
tunctlon as a means of book-transfer In settling a transaction,

Sufficlently clear

Herelnafter referred to as other buslness activities normally conducted by banks are
buslness activitles other than those meant In letter a up to letter m, which are not
contradlctory to thelaws In force, such as glving bank guarantees, acting as a percepti-
ve bank, Interest swap, helplng customers conduct busliness administration and the 11~
ke,

Sufflclently clear.

The credits provided by banks bear risks, therefore, the banks should pay attention to
the principles of sound credits in providing the credits, To reduce the risks, the
banks should be convinced of the guarantees glven to obtaln the credits, such as the

capaclty and capabllity of debtors to settle thelr debts as pledged, which constltuze
a maln factor

To obtaln such confldence, the hanks should appralse thoroughly the charactes, eapabi-~
1lty, capltal, collateral and business prospect of the debturs before grantingcredlts
In vlew of the fact that the collateral becones one of the guarantees to grantcredlbs,
T on the bas[s of other elements the Lanks are convinced of the capablllty of theldeb
tors to settle thelr debts, the collateral can be In the form of goods, projects or
right to collect financed with the relevent credlits..land, the ownership status of
which Is based on the traditional law, namely land of which the evidence of ownershlp
Is In the form of 'girik' (land tax assessment paper), 'petuk! (plece of evidence dea)
Ing with land tenure), and the 11k eral Banks are rnot ob d

2 not obllgated
;2_£SS!£2S—Sﬂllliszsl_ln_Lhz_Lgnm of goods not related directly to the proJects they
Inance, normally known as "additlonal collateral”™,

Sufficlent,y clear

Sufficlently clear,

Other prohibited business actlvitles referred to In letter ¢ Include undreaking busi-
ness actlvitles as a stock issue underyriter

In providing credits, banks may face the risks of fallure or stagnatlon In the repay-
ment of the credits, thereby bringing an

dverse undness of the banks
Since the credits arc derived from publlec funds, the risks the bunks face may a

bring an effect on the safety of the publlc funds Therefore, to malntain thelr sound-
“ness and Increase thelr resTstants, 5ank3i &r¢ obllgated to share the risks by regula-
ting the channelling of credits, the grantling of guarantees or other facllitles In such

a way so as to avold the granting of credits to certaln debtors or a certaln group of
debtors only

A group Is a group of persons or bodies having mutval relatfons In case of ownership,
management and/or financial relatlons,

Bank Indonesta can set maximum 1Imlts not exceeding 30 2 (thirty per cent) of the capl
ta} of banks concerned. The definition of bank capital Is set forth by Bank Indonesla
pursuant to tha definltlon used for assessing the soundness of banks. The sald maxima

limlts are Intended for each borrower or a group of borrowers Including companles of
the same group.

Sufficlently clear,

Herelnafter referred to as "famlly" Includes famlly relatlonshlp up to the second deg-

reepursuvant to the vertlcal and horizontal 1lnes, Including parent-In-law, son-or daugh
ter -in-law and brothers or sisters-in-law,

Sufficiently clear

Dank Indonesia can set maximum )lmlts Yess than 10 2 (ten per cent) of the cap'tal of
banks.The deflnition of bank caplital 1s set forth by Dank indonesia pursuant to the de
finitlion used for assessing the soundness of banks.
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paragraph (5) s Su.flclently clear,

Artlcle 12 ¢« Herelnafter referred to as "The government can assign commercial banks" 1s within the
framework of popularlizing the proviston on the princlple, function and aim of banking
system as mcant In Chapter 11, the reallzation of which s adjusted to the demand of
the natlonal development
Herelnafter referred to as "certaln economlc se-ctors" Includes development programmes
In the constructlion of housing complexes as well as the development of non-oll/gas ex-
ports

, The government regulation as meant also stlpulates the provision on the Implementation
of certain programmes by one or several commerclal banks,

Artlcle 13 H

Lettar a Referrcd to as others of similar types' |s almed at asccommodating the possible type
ol collecting prlvate funds by smallholder credlt banks, which are simllar to time depo
sits and saviigs but not glro: or other deposits which can be withdramn

Latter b Sufficlently -lear,

tatter c Sufficlently clear

Letter d Sufficlently clear

Artlcle 14 This prohibltlon Is Intended to adjust to the business activities of smallholder cre-
dit banks partlcularly Intended to glve services to small-scale undertakings and the
public In the rural areas. To that end, the types of setvice the smaliholder credlit
banks can provide should be adjusted to the purpose

Letter a Sufficlently clear,

Letter b

: The prohlbition as referred to In this letter excludas the activity of moncy changers.

To run a buslnass as a money changer, the smallholder credlt banks must fulfll the pro
vislon lald dotm by Dank Indonesla.

Letter ¢ up to

letter o Sufficlently clear
- IS - e _a - - T
Articla 15 Sufficlently clear
Article 16
Paragraph (1) in_priacl of_funds from soclety b

anyonc_constltutes an activity
sglgh_nn:d:_ln_hn;Augnrvlsed because the activity [nvolves the Interest of the soclety

ose funds a epos at the party collecting the funds In this connectlon, It is
“KfTrmed In this paragraph that a party Is only allowed to be engaged In the moboliza=
tlon of private funds In the form of deposlts after the party concerned obtalns prior
Busliness )icenslng a3 a commercial bank or & smallholder credit bank

Though that is the case,.In the soclety there are also other types of Instlitute cnga-
ged In the mobllization of funds from soclety In the form of deposlts or the llke,such
as thosa managed by post offlces, pension funds and Insurance comfanles On the basis
of tha provision In thls paragraph, the activitlies of thr Institutes arc not Included
as banking business actlvities The private fund mobllization activities conducted
by the Institutes arc regulated by separatec law and Its Implementation regulaticn
Paragraph (2)
and (3) 1 Sufficlently clear.
Parograph (4) 1 Hercinafter referred to as “districts" are those located wutside the capltols city of
regency, municipallty, the capltals cltycf province, or the capital of the stote
This I3 Intended to enable smallholder credit banks to constantly biost the development
and modernization In rural atr:as

Paragraph (5) Within the framework of further enhancing the equitable dlstribution of  development,

smallholder credit banks can be set up by the local administrations, either jointlynr
In cocperation with cooperatives, state-owned banks and/or reglonal adminlstration-
owvmed banks especlally In the clitles as referred to In this paragraph

In tha governnent regulation as the Implementation of paragraph$(3), (4) and (§), the
provisions concerning cooperatives as regulated In tho law on cooperatives, sych "
relating to organizatlonal structure, omership and managoment peed to the obsarvsd,

Paragraph (6) :

Article 17

Lettar a + The provision concerning tha estents af ounpr;?lp and management of forelgn pertnar:
also includes the deflinition of Indoneslanization process -
With the exlstence of thils provision, It Is expected that tha nation banking c¢lrcles
would Increasingly ba able to rely on thelr own strength

|



Letter d
tettar C

Artlcle 18
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1 Sufficlently clear.
Other matters required In drewing up the sald government regulation are obtalned from
the Honetary Councli because of Its functlons which aru related to the formulation of

monetary pollct~=« according to the law In force However, the Honetary Council can ask
the related state agencses lnput to formulate the government regulatlon

paragraph (1) up-

to paragraph (4)

Atticle 19
paragraph (1)

Paragraph (2)
paragraph (3)

Artlcle 20
paragraph (1)

paragraph (2)
and (3)

Artfcie 21
paragraph (1)

Lettrr 2 up tO
letter d

piragraph (2)

Letter a up to
letier ¢

Letter d

Paragraph (3)

Artlcle 22
Letter a

Letter b

Article 23

A-ticle 24
Artlcle 25

Sufflclently clear

To provide services to economlically-weak groups/small-scale businessmen in urbanarcas,
the Hinlster can glve llcences to smallholder credit banks to open branch offices In
the capltals of regencles, munlcipalltlies, and/or capitals of provinces concerned af-
ter holding consultation with Bank Indoneslia. The )lcences can also be glven to small

holder credlt banks domiciled around the capltal of thu state to open branch officesIn
the caplital of the state

Sufficlently clear.

To ensure the survival of smallhoider credit banks' business, after holding consulta-

“tlon with Bank Indonesla, the Hinlister shall stipulate the requirements and procedures
for the opening of offices of smallholder credlit banks, Including the rcqulrement  of
banks' soundness and banks' preparedness to open of flces. Speclflcally for small-
holder credit banks wishing to open offlces In the capltal of the state, capltals of
provinces, capltals of regencles and munlcipalltlies, they shall fulfll the requlrcment
of bank soundness and preparedness to open offlces, besldes other requlrements, suci as
capital, and the avallabllity of professional workers

He-elnafter referred to as "banks domlclled abroad" are banks which are establlsted on
tle basls of forelgn law and have thelr headofflce abroad. Therefore, the banks concer
nzu ablde b,y the law of the country where they are set u,.

Suffliclently clear.

Sufficiently clear.

..

Suffliciently clear,

t This provision Is Intended to provide an umbrella for banking Institutes which are
smalier than smallholuer credit banks, such as village banks, village supply units,
villzge credit boards and other Institutes as referred to In Article S8,

: Sufficlently clear,

In case the founders of banks are statutory bodles, the related statutory bodles shall
ba whelly owmed by Indonesian citlizens, Included In the definition of Indoneslan statu

tory body shal| be state-owned companles, reglonal adminlstratlon-owned companles, co-
operatives and privately-run companies.

1 Sufficlently clear.

In case smallholder credit banks are owned by indonesian statutory bodles, the said
Indoneslan statutory bodles shall be wholly owned by Indoneslan cltizens,

Sufflclently clear.

: The shares of banks In the form of nynod shares are Intended to know tho change In the
ownership of the shares,

b \



Artlcla 26
Paragraphs {1) and (2)
Paragraph (3)

taragraph {h)
¢

Paragraph (5)

Article 27
Letters 8 and b

Article 28
Paragraph (1)

Parograph (2)

Artlcle 29

Paragraphs (1), (2),
(3) and (4)

paragroph (S)

Article 30
raragraphs{1) and (2)

Paragraph (3)

Article 3
raragraphs (1) and (2)

+ Sufflclently clear

Herelnafter referred to as "majority" is at least 51 % (fifty per cent) of the to-
tal shares sold through the stock exchange.

Herelnafter referred to as "“the majority position of share ownership of the state"
Is at least 51 2 (fIfty per cent) of the pald-up capital.

: Sufflclently clear,

t Suffliclently clcar,

t Merger Is the merger of two banks or more by constantly maintalning the exlistence
of one of the banks and llquldating other banks. Consolldation 1s the merger of
two banks or more by setting up a new bank and liquidating the exlsting banks Ac-
quisition is the ownership expropriation of s bank

In case of state-owned commerclal banks, merger or cansolidation ~ n only be con-
ductcd among state-owned commerclal banks. Therefore, the ownership by private par

ties of the state-owned commercial banks' shares can only be done through i, the
stock exchange,

In conducting mergers, consolidstlons and acquisitions, It Is obllgated to prevent
the centrallzation of economic power on one group In the form of monopoly harmful
to the public. The mergers, consol idations and acquisitions should not also In-
fllect a loss upon the customers.

Sufficlently clear

! In a view of the fact that banks work with private funds deposited In the banks on

to tha publle. In thls conne cJon, Bank [pdonesia ls au zed and obllged to de-

rectives, advice, and qu d represive efforts In the form of inspection
Followed by Improvement measures..

The Informatlon made avallable to the public is the Informatlon concerning the
risk of the s=z¢lvities which become bhe target of the use or plaocement of funds,!f
ha Information has already made avallable, the banks are conslidered to have Imple
ment this provislon. The Informatlon needs to be provided by banks, In case the
banks act as an Intermediary In the placement of funds from customers or sell/buy
securities for the interest of and at the request of thelr customers.

! The oblligatlon to submit Information and explonations on thelr business activitles

to Bank Indonesla Is required in & view of the fact that the Information is needed

to monltor the conditlon of a Lank. Efforts to monltor_the conditlon of a bank
rgbould be made to protect private funds and to malntaln the exIstence of  barking
Institutes,

The publlc confldence In the banking Institutecs can only be promoted if thebanking

Tnstitutes are always in sound condition undertaking thelr busincss activitics
erefore, within the Tramework of the truthfulness of the reports presented by

banks, Dank Indonesla Is authorlzed to examlne books and documents of banks,

¢ Sufficlenrly clear,

s Sufficlently clear,
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Ing on banks

The request by the MHinlster to Bank Indonesia to conduct special oudit

Artlele 32 or to ;rovldo reports on bank auditing results Is made In case of Indlcatlon which
accordling to the Hlnlster endanger the soundness and survival of the banks, public
Interest and the continuation of the national development,

Article 33

Paragréph (1) Sufficiently clear
4

pacragraph (2) Mlereinafter referred to as “requirements and procedures for auditing' Include typas
of auditing, suditing procedures, audlting scope, reporting and a follew-up to the

auditing result within the framework of development and control,

Article 34

Paragraph (1) up to

paragraph (3) Sufficlently clear

Article 35 Sufficiently clear

Article 36 This exception can be provided for by paying attentlon to the capabllity of the
related smallholder credit banks e

Article 37

Paraaraph (1) Sufflclently clear

Paragraph (2} This paragraph stipulatcs m.asures which can be taken by Indonesla against banks

which are In difficulties which endanger the zurvival of thelr businessactlvitics,
befure revoking thelr business llcence and/or Imposling llquidation measures, . The

said measures are taken within the framework of malntalining/s> '~g banks as public
trus Tnstltutes, | -

———

Paragraph (3) up to
poragraph (5) Sufficliently clear

Article 38

Paragraph (V) The provision In this Article Is also valld In the event of the appointment and
mutation of managirg offlclals who are of the same level with members of thcboards
of dlrectors and commlssloners, for banks which In the form of cooperatives:

Paragraph (2) Sufficliently clear

Article 39

Paragraph (1)

The use of expatriates by banks s Justifiable to fulfil the demand of the related

banks For smallholdur credit banks and commerclal banks, the use of expatrlates

Is temporary In naturc and limited to experts, counselors and consultants pursuant
to the demand of the related banks, For mixed banks and branches of banks
let abroad, the usc of expatriates |s adjusted to the nature of ownership by
relgn parties. However, the use of expatriates by the mixed banks and branches
banks domiciled abroud must bo adjusted to the indoneslonizatlion program.

domlic|{-
fo-

of

Paragraph (g) 3 Stipulated in the Government Regulation Includes requlirements os th. spelllng out

of the provision In paragraph (1) such as type of work or expertise which stil) re-
quires expatriates and the perlod of using expatrlates, pursuant to the

effective
laws on manpower



D-20

Artlela 40
Paragraph (1} In this connection, what banks must normally keep confidential are all data and Infor-
matlon concerning the flnancial conditlon and other matters of persons and bodles
the banks know because of thelr business activitles

The banks, which requlire the confidence of the public depositing thelr money In the
banks require the confidentlallity for thelr own Interest. The public will entrust
thelr money in banks or make use of banking services only If the banks assure the pu-
bllc that they will not mlsuse thelr knowledge about deposits and flnanclal condlit]on
of the customers. The provision affirms that banks must keep thelr secret. However,

the banks are allowed to glve data or Information to other partles pursuant to Arti-
cles i, 42, 43, and &4,

Paragraph (2) Sufflclently clear

Artlcle 41

Paragraph (1) For the Judiclal Interest in criminal cases at the request of the Chief of the Indone=
sian Pollce, Attorney General, and the Head of Supreme Court, the Hinister can Issue
written permits to obtain Informatlion from banks on the financial cendition of the

customers who become the suspect/defendant. The word ‘'can' Is almed at glving affirma
tion that the Hinister will Issue the permits as long as the partics applying for the
permlts fulfll administrative requlrements/procedures for the Issuance of the permlts,
such as name, position, soldler's reglistration number (NRP)/clvil servant's offlclal
reglstry number (N!P) and pollce rank, judge or lawyer, the alin of auditing, officlals
authorlzed to submit appllcation to the Hinlster, the name of customers who become the

suspect/dofended as well as the reasons why the Informatlon Is required In connectlon
with related criminal cases

paragraphs (2) and (3) Sufflclently clear

Article 43 In case the clvil case Involving banks and thelr customers as referred to In this Ar-
ticie, the banks czn glve Information on the financlal condition of the customers In
the case and  other Informatién related to the cases with the permlt from the Minls~
ter.

Articlo Uk H
paragraph (1)

- FT TS —~ -—— semne
Tg; exchange of Informatlon among banks Is almed at accelerating and safeguarding the
busliness actlvitles of banks, among others,.to prevent double credits as well as know
the status of other banks. In thls way, banks can appralse the level of risk they wil)
face before conducting transactlons wlth customers of other banks.

~

Paragraph (2) The provislons to be lald down by Cank [ndonesia, among others, concern the procedure
for the dallvery and request of 1nformation’ and the model and type of certaln Informa=
tion which can be exchanged, such as the broad outllIne Indicator of credits banks
recelve, and Information on whether or not the related debtors are tncluded In the
11st of stagnant credits.

Artlcle 45 " If ba~ks fall to"maKe corréctions at the request of the partles suffering a loss as
the result of the, Informatlon glven by the banks, the partles concerned can submi t
the matters to the authorlzed court.

Article 46

Paragraph (1) and (2) Sufflclently clear,

Article 47 :

Paragraph (1) Sufficlently clear,

Paragraph (2) Hereln. referred to as ''employees of banks" are all officlals and employees of

banks.

Arthclesh 48

Paragraph (1) " Hereln. referred to as "employees of banks' are bank officlals authorlzed and
entrusted to carry out th. operational tasks of banks, and employees having access to

- Informatlon on the condit’on of banks.

Paragraph (2) sufficlently clear, .

Artlcle &9

Paragraph (1) Hereln referrod to as "employees of banks" are all officlals and employees of
banks

Paragraph (2) Latter a . Hereln referred to as "employees of banks' are all offlclals and

+ ¢employees ot “anks,

Lettdr b : Hereln reverred to as ‘‘employecs of banks'' are bank offlcleis who are
entitled to and responsible for the mattors related to the business of the
relatea banks
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Artlele 50
Article S1

Article 52

Artlcle 63

Articla Sk

Artlcle 55
Article S6
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Sufflclently clear

Paragraph (1) The acts as meant in the paragraphs of this Article shall be classified
as erimnal acts, mcaning that those involved in the sald acts will be
liable to more severe punishment than If they are merely Involved In vier
lation, This reminds us that a bank is an Institute In charge of Kkeeping
funds the people have entrusted to It, therefore, the acts which cause do-
mage to the public confldence In the bank, and in principle also bring
an adverse effect on 21t.er the bank or the people, need to be avoided

Since the act is classifled as a ¢r.minal act, It is expected that there
will be strong obedlence to the provision in this law. Concerning the
criminal acts that members of the boards of commlsslioners, and directors
or smallholder credit bank officlals conmit, they ara in principle sub-
Jject to the provisions concerning criminal sanctions In Chapter Vil}, In
view o+ the fact that the nature of the criminal punishment are valld for
the general people With the flxation of the maximum 1imit of punishment

against the acts, ths degree of punishment can be mulled over with re-
gard to the losses that may arise

Paragraph (2) Sufficliently clear

The admlnistrative sanctions i1n this article can be 1n the form of

a fine, namely an obligation to pay certain amount of money, for falllng to fulfll the
prov sions in this law

b warrant,

¢ degrmtion of bank soundness,

d. prohibition of participating in clearing,
e

the freezing of elther the whole business activities of the bank or the business acti-
vities of Its several branches,

f the revocution f a b siness licence

0ank Indonesia shall further reguiate the Implementation of the administrative <anctions
Especially concerning lettars e and f, they shall be implemented according to provisions
in the prevalling law,

Administrative sanctions In this Article can be in the form of

a fine, namely an obligation to pay a certaln amount of mcney for falllng to fuifil pro-
visions In this law,

b warrant,

c. the prohibition of serving as a member of the board of directors or the board of com=-
missioners of the bank,

d the prohibition of glving services to banking circles,

e submitting a proposal to the authorized agencies to revoke or cancel a business 1=
cence to provide services to banks (among others to consultant, law consultant, public
accountant, appraiser),

Paragraphs (1) and (2) Sufficlentiy cldar,

Paragraph (3) The adjustment to the legal status of state-owned banks as referred to In
this Article shall be made on the basis of Law No.9/1969 Jo, Government
Regulation No.12/1969. in this way, after the state-owned banks have al-
ready completed the adjustment to their legal status, the law on the es-
tablishment of the banks shall be declared no longer effective,

Thereby, Law No 13/1962 shall also be no lonoer effectlve 1 (one)  year
starting from the enforcement of this law,

Paragraphs (1) up to Paragraph (3)  Sufficiently clear

This provislon Is Intended ro enable banks to fulfil provisions on the maximum limit of
credits granted on the basis of this law In a stage so as not to cause heavy difficuitles
for the banks to fulfil the said provisions In view of the present provisions that require
banks to provide the maximum 1imit of credits which Is higher than that as referred to in
paragraphs (2) and (4) of Article 11

4/\\



Article 57

Article 58

Articie 59
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t Hon bank instltutes of finance can adjust their business to become banks on the basis 0.

this law within o period of 1 (one) year at the earliest starting from the enforcement of
this law Non bank Institutes of finance can adjust therr business to become stock companies
on the basis of this provision on the capiral marker

in view of the fact that the institutes as meant In this Articlc have grown and developed

“In the commanity, and & people still need them, Lht (xistence of The Institutes are  Jck-

the 1SSuaNCE Of AEW regulations

nowl{edged, Therefore, this Jaw provides the clarification of the status of the sald insti-

tutes 10 ensure the unity and uniformity In the developmeni and control of the Institutes
The requlrement and procedure for the granting ol the status of the sald Institures as 3

smallholder credit bank are stipulated by a government regulation.

This provision Is intended to avold iegal vacuums and dcal with problems that arise until

——
Articies 60 and 61 Eufficlently clcar

SUPPLEMENT TO STATUTE BOOK OF THE REPUBLIC OF INDONESIA NO 3472,

%



ANNEX E

MINISTERIAL DECREE ON
SMALLHOLDER CREDIT BANKS



1A

® GOVERNMENT REGULATIONS

SMALLHOLDER CREDIT BANK
(Decree of the Minister of Finance No. 221/MKM.017/1993 dated
February 26, 1993)

THE MINISTER OF FINANCE,

Conslidering *

a. that within the framework of improving banking services especially for economically-weak people and the
rural community, it is necessary o give wider opportunilies to the community to develop the business actvi-
tes of smallholder credit banks,

b. that to ensure their better development, it is necessary to give wider opportunities to smallholder credit
banks to grow and develop by taking Into consideration principies of prudence,

¢ thatin conjunction with the matters, it is deemed necessary to lay down provisions on smallholder creait
banks vith a decree of the Minister of Finance,

In view of *

Law No 13/1968 on the Central Bank (Statute Book of 1968 No 63, Supplement to Statute Book No 2865);
2. Law No 7/1992 on the Banking system (Statute Book of 1992 No, 31, Supolement tc Statute Book No,
3472),

3. Law No 25/1992 on Cooperatives (Statute Boak ot 7992 Np 116, Supplement to Statute Book No.
4

-—h

3502),

Government Regulation No 71/1992 on Smallholder Credit Banks (Statute Book of 1992 No 118, Supplo-
ment to Statute Book No 3504},

Government Regulation No 72/1992 on Banks Operating under Profit-sharing Principles (Statute Book of
1992 No 119, Supplement to Sta‘ute Book No. 3505),

6 Presidential Decres No 64/M/1988,

e

DECIDES:
THE DECREE OF THE MINISTER OF FINANCE CONCERNING
SMALLHOLDER CREDIT BANKS

CHAPTER |
THE LICENCING FOR THE ESTABLISHMENT OF
SMALLHOLDER CRED!T BANKS
Article 1
Smallholder credit banks can only be established and run their business activiios with permits from the Minister
i Finance a'er holding consultation with the Bank Indonesia,

Articie 2
The granting of business licences to smallholder credit banks shall be cenducted In 2 stages. .
a. principle approval; Le. an approval to make preparation for the establishment of a smallholder credit banks;
D. business licence, I.e 'a licence granted to rui a'business after the preparations as meant in letter a are al-
ready made

Article 3 .
(1) The application for a principle approval and business licence to establish a smallhgldar gredy tanks as
meant in Article 2 shall be submitted to the Minister of Finance with a copy addtess@g ko the Bank Indone-
sla by using the form as attached (see Attachment 1 and 2).

2 Th - LK J
Business News 5386/22-3-1993 (2) The. ..
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The application o the Minister of Fiiance as meant in paragraph (1) shall br addressed to the Du  torale
of Banking and Financial Semices, Directorae General of Financial Insttute JI Dr WahidinNo 1, 13 ulding
A, Jakarta 10710, while the copy of the application shall be addressed to the head office of the Ban Indo-
nesia, J| M H Thamnn No 2, Jakaiia 10010, on the same date

Article 4

The application for the pnnciple approval as meant in Arlicle 3 paragraph (1) shall be submiitted at I ast by

one of prospective owngc-< and must enclose *

a. the draft of statute/deed on establist.ment of the smaltholder credit bank :ontains at least
1) name and domicile,

2) scope of business activites as a smallholder credit bank,

3) capiptalization,

4) ownership,

5) authonty, responsibility and trrm of office of members of the board of directors and the b ard of
commissioners,

b the list of prospective shareholders along with detalis of thell respectve articipation for the sm.' nolder
credit bank which has the form of a regional administration owned comp ny and limited hability c s mpe-
ny, or the list of prospective members along with details of compulsory ceposits and principal dc posits
as well as the list of parties who will make participation along with the a:nount of their parucip. on for
the smallholder credit bank which have the form of a cooperalve,

c. the-list of prospective members of the tioard of directors and tho beard of commissioners along vath
1) identity, i @ copy of an identty card (KTP),

2) pvidence of the indonesian citizersiup for those of foreign descent and a certificate of the ch 1nge of
name if the party concemed has changer hus/her name,

3) cumculum viate,

4) statement of non-involvement in misdeeds in the banking sector and/or statement of unsentenced
status in connection with criminal cifences in the banking and economic sectors,

5) certdicate of operational experience in the banking sector for prospe: tive experienced meni! ers of
the board of directors,

d the draft of ar organisational structire,

e work programs for the first year which contain at least.

1) the general view of the econoimnic condities of the related region,

2) the pln for business actvities which cever the collection and distribution of funds as well as steps to
be taken to realize the said plsn,

3) the plan for the need of employees,

4) the projection of monthly cash flow within 12 months startyy 7 from the date when the smallholder
credit bank carmes out its operational activities and the projection of the: brlarce sheet and pr ; \W/loss
statement;

{ the evidence of capital deposit wiuch amounts tq at least 30% (thity per cent) of the mimimum p ud-up
capital, in the form of a copy of depasit ticket under the name of the Min ster of Finance q q on of the
prospective owneis for the establishment of the related smallholder cred t bank at a commercial 1 ank in
Indonesia by stating that the disbursement of the seposit ticket can te conducted after rect ising a
wniten approval from the Minister of Finance and being legalized by the bank receiving the dep st

EEY] 1

The list of prospective sharhalders or prospective members as meant in | aragraph (1) letter b 1 st en-
close

a. inthe cate of indindual |
1) condensed cumiculum witae along with a statement of non-involvem: nt in misdeeds in the ! \nking

sector and/or a statement of uns~ntenced status in connection with cr m 1al offences in'the 1~ nking
and economlc sectors  * ° L

2) identty, l e a copy of identity card (KTP),
3) certificate of the Indoneslan citizenship for those of foreign descent ar d a cerlificate of the ch 11ge of
name If the party concemed has already changed his/her name,

b In the case of legal entity which has the form of a imited llabiity com >any, regional admini< i ation-
owned company or cooperatives

1) statutes/deed on establishment of the related logal entity and amen Iments thereof the autn rized
agency already ratifies,
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2) idenuty of all members of the board of commissioners of the related legal enlity as meant »

letter a,

3) balance sheet of the related | gal enlity «s of tne date which is close tto the dale onwhict he apph

cation for the principal approv il is submitted

(3) For the smallholder credit banks which operate profit sharing principles, 1 1e draft of the slatute
programs as meant in paragraph (1) letter a and letter e must clearly enclo .e the account of bus -
itfes which are solely based on profit-shanng principles

Article 5

nd work
ss activ-

The principle approval as meant in Ariicle 21 letter a shall be valid for a period of 1 (one) year at the n.ost start-

ing from the issuance date of the principal approval

Artcle 6

The application for the business licen.e as meant in Article 3 paragraph (1) shall be submitted by «

member of the board of directors and must enclose

a statules/deed on establishment the authonzed agency already ratfies,

b st of shareholders along with det uls of their participation for smallholder ¢ edit banks which hav
of a regronal administration owncd company and hmited liability company, or list of members
details of their pnncipal deposits a \d compulsory deposits as well as list of the parttes who maki
tion along with the amount of their participation for smallholder credit bank« which have the form
eralive, by enclosing the dosster as m 2ant in Article 4 paragraph (2),

¢ composition of the board of directors and the board of commissioners alonc with
1) the latest photograph measuring 4 x 6 cm,

2) exemplary signature and iitials
3) dossier as meant in Arlicle 4 paragraph (1) letter c,

eastone

the form
ong with
rarticipa
f a coop

d organizational structure along with working system and procedures, including the composition « * person-

nels,
e ewvidence of the paying off of the minimum pata-up capital in the form of a f hotocopy of deposit t

et under

the name of "the Minister of Finance ¢; q one of the owner of the related smallholder credit b, ink® at a
commercial Lank in Indonesia, by stating that the disbursement of the deposit ticket can be cond: ted after
receiving a written approval from the Minister of Finance and being legalized by the bank rec: ving the

deposit.

f olher evidences of operational preparedness, including
1) Iist of fixed assets and stock,
2) evidence of ownership and contiol of o a contract for the hinng/leasing of office buildings,
3) photograph of office buildings and the layout of spaces,
4) exemplary form/letter 1o be used for the operational activities of the smaliholder credit bank,
5) Taxpayer Code Number (NPWP)

g statement of non-double position «:» a member of the boared of directors or an executive officia,
company for members of the boar of directars,

Arlcle 7
(1) The approval or rejection of the application for a principle approval or busmess licence shall be g
later than 30 (thirty) work days aller the application is raceived completely
(2) The Bank Indonesia shall give the Minister of Finance consideration to the application for the

approval or business licence as meant in paraaraph (1) not later than 15 (“‘teen) work days aftes
the application is received complc te'y

Arucle 8
(1) The smaliholder credit banks which already receive a business licence from the Minister of Fin:

carry out operational activities not later than 3 (three) months starting fron the issuance date of
ness licence

(2) After holding consultations with the Bank Indonesia, the Minister of Finance can revoke the b
cence of a smaliholder credit bank If after the period of time as meant i paragraph (1) the sn
credit bank concerned falls to carry out operatlonal activitias
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Article 9
The smallholder credit bank which alrcady obtain a business licence from the Minister of Finance n st clearly
add the word “smallholder credit bank or “BPR" to their name whenever they virite

CHAPTERII
CHANGE IN BUSINESS ACTIVITIES
Artcle 10
(1) Smallholder credit banks whose business activities are not based on a Prufit-sharing principle ca ¢k wnge
their business activities to become smaliholdar credit banks which are olely based on a prol ( sharing
principle with a permit from the L.nisler of Finance after holding consultations with the Bank Indcnesia
(2) The permit as meant in paragraph (1) can be granted f the related smallh lder credit benks alre..dy
a change their statutes the authornized agency already ratifies,
b settle their nghts and obligations with all debtors and creditors as a result of business actvitiec /hich are
not based on a profit-sharing pnnciple

Articie 11
(1) Smaliholder credit banks whose business activilies are solely based on a profit-sharing prin iple can
change their business activites to become smallholder credit banks whic't are not based on a piofit shar-
ing principle with a permit from the Minister of Finance after holding consuitations with the Bank Indonesta
(2) The permit as meant in paragraph (1) can be granted f the related smallholder credit bank alreac y
a change their statutes the authornzed agency already validates,

b settle their nghts and obligations with all customers as a result of business activities which re solely
based on a profit-sharing principle

Artucle 12
The application for a permit lo change the business activities as meant in Articl» 10 paragraph (1) and Article 11
paragraph (1) shall be submitted by the board of directors of the related smaliholder credit bank to the Minister
of Finance via the Directorate of Banking and Financial Services , Directorate General of Financial In utute, JI
Dr Wahidin No 1, Building A, Jakarta 10710, while the copy of the application shall be addressed to the head
office of the Bank Indonesia, J M H Thamnn No 2, Jakarta 10010, on the .amne date by using the form as
attached (see Attachment 3)

Article 13
The change in business activitles as meant In Article 10 and Article 11 can be made one tme only

CHAPTER Ili
THE APPROVAL OF SMALI HOLDER CREDIT BANKS
Artcle 14
(1) The application from institutes or bodies as meant in Article 19 paragrar h (2) of Government F gulation
No 71/1992 for a business licence to establish a smallholder credit bank shall be submitted by t! 2 execu-
tive board of the related institutes or bodies to the Minister of Finance with a copy of the applic wion ad-
dressed to the Bank Indonesla by using the form as attached (see Attachment 4)
(2) The application to the Minister of Finance as meant in paragraph (1) shall be addressed to the Di ectorate
of Banking and Financial Service, Directorate General of Financial Institute, JI Dr Wahidin No 1 B nlding A,

Jakarta 10710, while the copy of the application shall be addressed to the headoffice of the Ban} Indone-
sia, J| MH Thamnn No 2, Jaka.ta 10010, on the same date

Article 15
The application for a business licence as meant in Article 14 paragraph (1) must enclose
a basis for the establishment of the related insttutes or bodies,

b statutes/deed on establishment the authorizwed agency already ratifies pursuant to the legal ‘crm they
choose,

organisational structure,

c

d balance sheet and profitloss statement ended before March 25, 1992 and as of the date which s = ssest to
the date on which the applicalion for the business licence is submitted,

e Taxpayer Code Number (NPWP)

Business News 5386/22 7 1997
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Arucle 16
(1) The application for a business licence as meantin Article 14 paragraph (1) niust be submitied not ! er than
Qctober 30, 1997
(2) The Institutes or bodies as meant in Article 14 paragraph (1) which do not submut an application nntil the
tme limit as meant in paragraph (1) cannot be approved as a smallholder ci:dit bank and are bann 'd from
- collecting private funds in the form deposits

CHAPTER IV
THE OPENING OF OFFICES OF SMALLHOLDER CREDIT BANKS
Artcle 17
(1) Smallholder credit banks whose headoffice 1s domiciled i1n a subdistrict outside the cappital of 11 state,
provincial capital, regencial capital or municpalily can open branch offices

a In subdistricts outside the capital of the state, provincial capital, regencic! capital or municipality aut stll
in the same regency where the headoffice of the smallholder credit bank » 1s domiciled,

b In subdistricts in other regencies as long as the subdistricts still share coinmor borders with th  >ubdis-
trict where the headoffice of the smaltholder credit banks 1s domiciled, but still outside the ¢, Hital of
the state provincial capital, regencial capital or muncipality

¢ 1n the caputal of the state for smallholder credit banks which are domici :d in subdistricts whicy share
common borders with the capital of the state,

d n a provincial capital or regencial capital of the subdistricts where the | eadoffice of the relalc ¢ small-
holder credit banks is don iciled or In a municipality which shares common borders with the sitdistrict
wherz the headoffice of the smallholder credit banks 1s domiciled

(2) The smallholder credit banks which will open branch offices as meant in par agraph (1) letter a and letter b

must

a f{ulfil requirements for the level of soundness and capitalization in the la t 24 (twenty four) mon hs that
they are classified as being sound at least in 20 (twenty) months and suff 1ently sound in the r einaining
months

b make a plan and send itto the Bank Indones:a not later than 3 (three) months before the said offi es are
opened,

¢ repport the opening of the offices to the Bank Indonesia not later tha: 10 (ten) work days a ler the
opening of the offices by using the form as attached (see Attachment 5)

(38) The opening of the branch offices of the smallholder credit banks as meant! in paragraphp (1) lettc: ¢ and
letter d can only be conducted with a permut from the Minister of Finance a‘ter holding consultatio s with
the Banl Indonesia and must fulfil requirements that
a thelevel of soundness and capitalization in the last 24 (months) Is classiied as being sound al least in

20 twenty) months and sufficiently sound in the remaining months,

b equity capital must at least amcunt to

1) Rp 10,000,000,000 (ten bilion rupiahs) for smaliholder credit banks w uch will open branch u! ices in
the capital of the state,

2) Rp 3,000,000,000 (three billion rupiahs) for smallholder credit banks w ich will open branch 't ices in
provincial capitals,

3) Rp 1,000,000,000 (one billion rupiahs) for smallholder credit banks w! ich will open branch u! ices In
regencial capitals or municipalities outside a provincial capital

(4) The credits channelied by the branch offices of smallholder credit banks as 1 1eant in parag.aph (1) etter ¢
and letter d must not exceed the amount of creditrs channelled by the smalll older credit banks to « istom-
ers domiciled outside the cappital of the state, provincial capitals, regencial « apital or municipalities

Article 18
(1) To obtain the permit as meant in Article 17 paragraph (3), the board of dire: tors of the smalthold: 1 credit
bank concerned shall submit an application to the Minister of Finance with « copy addressed to 11w Bank
Indonesia by using the form as attached (see Attachment 6, 6A, 6B and 6C)

usiness News 5386/22 3-1993 (2) 1! .o
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The application as meant in paragraph (1) shail be addressed to the Directorale of Banking and Finance
Service, JI Dr Wahidin No 1 Building A, Jakarta 10710, while copies of the application shall be .idressed
to the headoffice of the Bank IndonesiaJ' M H Thamnn No 2, Jakarta 10010 and the local branc!: office of
the Bank Indonesia on the sams date, and shall enclose

a consolidated balance sheet in the last 2 (two) months before the date on which the application 1, submit
ted,

b’ appraisala of the soundness of the bank In 2 (two) months which are the same as letter a above

Artcle 19
The approval or rejection of the application as meant in Article 18 paragraph (1) shall be granted not later
than 60 (sixty) work days after the application Is received completely
The Bank Indonesia shall give the Minister of Finance consideration to th. application as meant in para-
graph (1) not later than 45 (forty five) work days after the copy of the applic \ton is received comyletely

Artcle 20

The opening of the branch offices as meant in Article 17 paragraph (1) letter ¢ and letter d shall be realized
not later than 2 (two) months starting from the date on which a permit from the Minister of Finance is
issued

The opening of the branch offices as meant in paragraph (1) must be reparted to the Minister ¢! Finance
with a copy addressed to the Bank Indonesta not later than 10 (ten) work da /s after the opening d te of the
branch offices by using the form as attached (see Attachment 7)

if within a period of 2 (two) months, the smallholder credit banks do not op'n the branch offices ..~ meant

in paragraph (12), the Minister of Finance can revoke a permit for the ope‘ung of the branch off: es after
holding consultations with the Bank Indonesia

Article 21
Smallholders credit banks whose headoffice is domiciled outside the capital of the state provinci capital,
regencial capital or municipality can only open offices whose status is below branch offices in sul districts
outside the capital o1 the state provincial capitals, regenclal capitals or municipalities which ai« still the
same as the subuistricts where their maun office 1s domiciled
The opening of the otfices as meant in paragraph (1) can be realized if the lcvel of soundness and « apiptal-

ization in the last 12 (twenty) menths is ¢.assifled as being sound at least in 10 {ten) months and sulficiently
sound in the remaining months

Smaliholder credit banks which u apepi offices as ™ eant in paragraph (1) must

a send the plan for the opening of the affices to the Bank Indonesia not later than 3 (three) monih , before
the opening of the said offices,

b report the opening of the said office s to the Bank Indonesia not later than 10 (ten) work days ifter the
opening date of the offices by using the form as attached (see Attachment ©)

Artcle 22
Smallholder credit banks whose headoffice is domiciled in the capital of the state provincial capit « regen-
cial capital or muricipality shall not be allowed to open branch offices or offices whose status 1 below
branch offices
The branch offices of smallholder credit banks and the offices of smallholder credit banks whose 5 atute s

below branch offices as meant in paragraph (1) which were established and reported to the Bank In!onesia
before Decembar 31, 1989 can continue their business activities

CHAPTER V
THE CHANGE OF ADDRESS OF UFFICES AND THE CHAMNGE OF NAME OF
SMALLHOLDER CREDIT BANKS
Article 23
The change of address of offices of smallholder credit banks can only be made with the provision tt at
a Smallholder credit banks whose headoffice 1s demiciled In a subsistrict outside the capital of th  state,

provincial capital, regencial capital or municipality can only be moved to another subdistrict in ti» same
regency, outside provinclal capitals, regencial capitals or municipalities
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b Smallholder credit banks whose headotiice is domiciled in the capital of the state, provincial capital,
regencial capital or municipality can only be moved to another area which s still within the sama subdis-
trict or to another subdistrict outside the capital, provincial capital, regencial capital or municip ality

(2) The change of address of branch offices of smaliholder credit banks can only be made with thc provision

that

a the branch offices of smallholder credit banks which are domiciled in subdistricts outside the « apital of
the state, provincial capital, regencial capital or municipality can only be moved to anottier suby histrictin
the same regency as their hc adoffice, or in a subdistrict in another regency which share. .ommon
borders with the subdistrict where their headoffice 1s domiciled but still outside the capital of the state,
provinctal capital, regencial capital or municipality

b the branch offices of smailhclder credit banks which are domiciled in regeneral capitals or mun:cipaliies
can only be moved to anothe r area of the same regencies or municipalities or lo other sut.districts
which share common borders with the subdistricxt where their headol'ice 1s domiciled but s. 1 outside
the capital of the state, provincial capital, regencial capital or municipahty

c the branch offices of smallholder credit banks which are domiciled in the capit. | of the state | rovincial
capital can only be moved to another area in the capital of the state or provincial capital concerned or
to the regency where their headoffice 1s domiciled

(3) Offices whose status is below the branch offices of smallholder credit banks can only be moved v another
area in the subdistrict which 1s the same as their main office

{4) The change of address of the offices of smallholder credit banks as meant in paragraph (1), paragraph (2)
and paragraph (3) must be reported to the local office of the Bank Indonesia with a copy of the r: port ad-
dressed to the Minister of Finance

(5) The reportas meantn paragraph (4) must be sent not later than 30 (thirty) work days before the date on
which the change of address is made by using the form as attached (see Attachment 8)

Arucle 24

(1) The change of name of smallholder credit banks can only be made with an approval from the Minister of
Finance after holding consultations with the Bank Indonesia

(2) The applicauon for the change ol name as meant in paragraph (1) shall he submilted to the Minister of
Finance with a copy addressed to the Bank Indonesia by using the form as attached (see Attachment 9)

(3) The applicaion as meant in parayraph (2) must enclose the change of stalutes the authornzed agency al-
ready approves,

{(4) The change of name as meant in paragraph (1) must be announced ‘io the local people not latc than 10
(ten) work days after the Minister of Finance issues a letter to adjust the name of the banks

Article 25
The reports as meant in Article 23 par i\graph (4) and Article 24 paragraph (1) that the hoard of directors of tHe
bank submits to the Minister of Finance shall be addressed to the Direstorata of Banking and Financial Service,
Directorate General of Financial Institute, JI Dr Wahidin No 1 Buillding A, Jakarta 10710, while a copy of the

report shall be addressed to the hadoflice of the Bank Indonesia, J| MH Thamun No 2 Jakarta 10011, on the
same date

CHAPTER VI
THE CLOSURE OF SMALLHOLDER CREDIT BANKS
Artcle 26

(1) The closure of the branch offices of smallholder credit banks which have domicile as meant in ~rticle 17
paragraph (1) letter ¢ and letter d can only be realized with an approval from the Minister of Finarice after
holding consultations with the Bank Indonesia

(2) The application for the closure of the branch offices as meant in paragraph (1) shall be submitlc d by the
board of directors of the related smallholder credit banks not later than 3 (three) months before the closure
of the said branch offices 1s realized, and addressed to the Direclorate of Banking and Financial Gervice,
Directorate General of INinancial Insttute, JI Dr Wahidin No 1 Building A, Jakarta 19710, while « copy of
the application shall be addressed to the headoffice of the Bank Indonesia JI| M H Thamnn No 2 Jakarta
10010 along with the reasons for the closure on the same date

Business News 5386/22 3-1993 (3) The _..



£-10
8A

(3) The closure of the offices as ment in paragraph (1) must be reported to the Minuster of the in uce with a
copy of the report addressed to the Bank Indonesia not later than 10 (:en) work days after the date of
closure by using the farm as atta: hed (see Attachment 10)

Artcle 27
(1) For the branch offices which have domicile as meantin Article 17 paragraph (1) letter a and lettut b as well
as the office whose status is below the branch offices of smallholder credit banks, the closure of he branch
offices o1 smallholder credit baiks must be reported to the Bank Indonesi 1 not later than 3 {tv ) months
before the closure of the satd offices Is realized

(2) The closure of the offices as me ntin paragraph (1) must be reported to the Bank Indonesia no! later than
10 (ten) work days aller the dale of closure by usinc the form as atlached (see Altachment 11)

CHAPTER VII
OTHER PROVISIONS
Arucle 28
Smallholders credit hanks can be upyraded to become commercial banks on the condition that they meet the
procedures and requirements as regulated in Article 34 and Article 35 of Decrt e of the Minister of Finance No
220/KMK.017/1993 dated February 2G, 1993 on commercial banks

CHAPTER VI
ADMINISTRATIVE SANCTIONS
Artuclz 29

Banks and affilated parties which fail to meet their obligations as stipulaled m this decree shall bc  ubject to
administrabive sanctions from the Bank Indonesia

CHAPTER IX
CONCI.USION
Article 30

With the enforcement of this decree

a Decree of the Minister of Finance No 1064/KMK.00/1988 dated QOctober 7, 1988 the establislunent anc
business of smallholder credit banks,

b Decree of the Muuster of Finance No 279/KMK.01/199 dated March 25, 198') on the improvement of Decreg
of the Minister of Finance No 106 /KMK.00/1988 on the establishment and business of smaltholder credi
banks,

¢ Decree of the Ministar of Finance !lo 1238/KMK.00/1989 daled Novembe: 14, 1989 on the opcning of of.
fices of smallholder credit banks which already obtained a permit before October 27, 1988,

d Decree of the Minister of Finance llo 228/KMK.01/1991 dated February 21, 1991 on the additional provi-
sions on the establishment and business of smallholder credit banks,

shall be declared null and voud

Article 31
This decree shall come into for e as from the date of stipulation

For public cognizance, this dec ne -hall be announced by placing it in th- State Gazelte of the flepubiic
of Indonesia

Stpulated in Jakarta
on February 26, 1994
THE MINISTER OF FINANCE
sgd
J B SUMARLIN

Atlachment |
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SMALLHOLDER CREDIT BANKS
(Decree of the Minister of Finance No. 221/MKM 017/1993 dated
February 26, 1993)
(Continued from Susiness News No 5386 pages 1A - 8A)

Attachment 1

Decree of the Minister of Finance
No. 221/KMX 017/1993
Dated February 26, 1993

essos’hs e oy 19..

No.

Enclosure -

Subject Application for a principle
approval for the establish-
ment of a smallholder cred:it
bank.

To

The Minister of Finance
attention . The Directorate of Banking and

Financing Services, Directorate

General of Financial Institntes

J1l. Dr.Wahidin No.l Building A

Jakarta 10/10

We herewith apply to you for & principle approval to establish a smallhold-
er credit bank with the planned name .. . . . . We enclose the following docu-
mentz for your consideration :

1 Draft statute

2. List of prospective shareholders’semr_rs and list of parties to mskc nartici-
pation )

3. List of prospectiVé membe.s of the board of directors and the board of commig.
sioners/cxecutive boara )

4 Plan for organizational struc’ure;

S. Work pron.amme in tam first jear.

f. Photocopy of deposit account amounting to RP eeees eo.... under the name of
the Mirister of Finance q.q. ............ which accounts £O0r ... «e. ... % Of

the minimum paid-up capital required and legalized by the bank receiving the
deposit.

We greatly appreciate your approval.

Name and signature of the prospective owner.

Copies to

l. Bank Indonesia;

2. The Directorate General of
Financial Institute

*) Pick up as required.

t L B N B Y
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Attachment 2
Decree of the Minister of Finance
No 221/KMK 017/1993
Dated February 26, 1993

LI B BC BN BN BN B N ) ..' 19..

No. H
Enclosure *
Subject : Application for a business

licence to establish a
smallholder credit bank.

To

The Minaister of Finance
attention : The Directorate of Banking and

Financaing Services, Directorate

General of Financial Instititutes

J1l.Dr.Wahidin No.l Bualding A

Jukarta 10710.

We herewith apply to you for a business licence to establish a small-
nolder credit bank with the following data -
1. Name of bank
2. Address
3 Number and date of pranciple approval
4 Taxpayer Code Number (NPWP)
S. Attachments, c nsisting of

a The astatute of tle bank validated by the authorized agency.

b The list of shareholders/members and the list of parties
to make partacipation )

~ The compositiva of the board of diractors and the board of
commissioners/executave’board *)

d The (rganisational structure, working system and procedure.

e The avidence of preparedness for operation.

£ The phocccopy~of z deposic account amounting to RP ceeceesse
under the name of the Mirister of Finance g.g. . ccececcccee
which constit: tes the gettlement of the payment for the mi-
nimum paid-up capital required and legalized by the bank
receiving the deposit.

g. Statement of non-double position as a member of the board
directors or another exescutive official at another company
for members of the board of directors.

We grea*Lly appreciate your approval.

Name and mignature of the board of directoxrs/
executive board.

Copins Lo

1 Bank Indonesia

2. The Directorate General
of Finarcial Institutes.

*) Pick up as r-jguired

RN §7R7/A2PR/1 31697 Attachment3.......
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Attachment 3 :
"""""""""" .o eee ¢ 19 .
Ho
Enclosure
Subject Application for a permit
to change a business
actavaty
To

The Manaster of Finance

attention : The Directorate of Banking and
Financing Services, Directorate
General of Fainari~.al Institates
J1 Dr.wWahidin No.l Building A
Jakarta 10710.

We herewith apply to you for a permit to change a busiress activity from
a bank operating under a profit-sharing/non-profit -sharing principle into a
bank operating under a non-profit-sharing/profit-sharing principle. *)
We enclose the following data for your consideration :
] The statute amendiceat validated by the authorized agency.
2 The evidence of .he gsettlement of rights and obligations with all debtors
and .reditors as a result of business activities on the basis of a profit-
sharaing/non-profit-sharing princaiple.r)
Thas 13 for your information

THE BOARD OF DIRECTORS OF

BANK ® O O 000 G09S OGP OSLOOIESDS
Copies to

1. Bank Indonesia;

2, The Directorate General of
Financial Institute.

*) Pack up as required.

Attachment 4 .

Sesocavsedocecnrog 19..

No

Enclosure

Subje-t 1 Application for a business
licence fcr anapproval as
a smallholder credit be iks.

To

The Minister of Finance
attention . The Directoiate of Banking and

Financing Sexvices, Directorate

General of Financiil Institutes

J1 Dr.Wahidin No 1 Bualding A

Jakarta 10/10

We herewith apply to you for a business licence= for an approval as a
smallholder credit bank with the following data :

BN 5387/5388/313-1993 l. Nam@. ....
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Name of Institute/Body

Address

Taxpayer Code Number (NPWP)

Attachments, including

a Basis for the establishment of the institute/body in the
form « o« s -

b. The statute validated by the authorized agency.

c. The organisational structure.

d. The financial statement ended ON ...ccccecsesX) and ended
ON cecccassoee oo XX).

We greatly appreciate your approval

F A .

Name and signature of the executive board

Coples to :
1 Bank Indonesia;
2 The Directorate General

of Financiall Institutes.
x) before Harch 25, 1992.
xx) the date closest to the date on whiich the application for a

business licence is submitted.

Attachment 5 :

Decree of the Minister of Finance
No. 221/KMK.017/1993
Dated February 26, 1993

sPececceresssey 19.0

No. H
Enclesure 3
Subject : Report on the opening

ot oftiCO o900 ce oo e e
" 7o,
Bank Indonesia
in

We herewith inform you that we have already opened
in L L B B B B BRI BN N ) J‘lln Poecowoevowose on LA AL B B N B Y ] (d.ta)'
This id for your information.

our office

THE BOARD O DIRECTORS OF

mx L B B BN B BN B BN BN BN BN BN X B BN AR BN N J
Copies to 3

1. The Directorate of Barking and Financing Services;
2. The branch office of Bank Ind-nesia in .......ce.

== OO e e

BN 5387/5388/31-3-1993
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SMALLHOLDER CREDIT BANKS
(Decree of the Minister of Finance No. 221/MKM 017/1993 dated
February 26, 1993)
(Continued from Business News No 5387/5388 pages 19A- 22A)

Attachment 6

Decree of the Minister of Finance
No 221/KMK.017/1993

Dated February 26, 1993

NO 4 esecoasasvoesey 19..

Enclosure -

Subject Application for the opening
of the branch office of a
smallholder credit bank

To

The Minister of Finance
attention : The Directorate of Banking and

Financing Serxvices, Directorate

General of Financial Institutes

Jl. Dr.Wahadin No.l Buialding A

Jakarta 10710

We herewith apply to you for a permit to open a branch offaice
1 . +« « o wath the following data
1 The address of the branch office
to-be-opened
2. Attachment a consolidated balance sheet
in the last 2 moiths.
b. appraisal of solvency in
the last 2 months
¥We greatly appreciate your approval.

THE BOARD OF DIRECTORS OF

Copies to BANK
®® e oo eegeensesoe LA N J

1. Bank Indonesia
2. The Directorate General of
Financial Institute

Attachment 6 A

eessecvescnay 19.-

No
Dated
BALANCE SHEET
NAME OF SMALLHOLDER CREDIT BANK ccceccccccnse
(in rupiah thousand)
ASSET ITEMS MONTH MONTH LIABILITY/CAPITAL MONTH MONTH
ITEMS

1 2 3 4 5 6
________________________________ ——— ey
1 cash .e cee 1. Servings o ae ooy
2. Bank Indonesia e se .« ae 2. Time deposits e se esese

Busiress News 5389/2-4 1993 J. Claims.,,.

e e e e ome



16A
1 2 3 4 5 6
3 Claims on other banks 3 other liabalitaes
a Giro 4 Loans receaived
b. savings a Bank Indonesia .
¢. Time deposats b. Subordanation . .
d. Granted credits . . . c Others . . ]
4 Securities and other claims . . 5 Miscellaneous lia-
5 Granted credits . bilities/capital cee .
6 Reserves for classified 6 Paid up capatal
agsets Reserves oo .
7 Fixed assets & Inventory 7 Profait/loss .o
(Book Value) . .
8 Miscellaneous assets .
TOTAL . .o TOTAL .o
ADMINISTRATIVE ACCOUNTS MONTH MONTH

1 Credit facilities to customers wh.ch are not yet used
2 Other adminaztrative account

Attachment 6 B

FROM OF THE APPRAISAL OF SOLVENCY LEVEL
NAME OF SMALLHOLDER CREDIT BANKS .

ADDRESS :
APPRAISAL MONTH
FACTORS AND COMPONENTS OF APPRAISAL TOTAL RATIO COMPONENT FACTOR
CREDIT CREDIT
VALUE VALUE
1 2 3 4 5

I CAPITALIZATION
A. Capital coee
B Welghted ussets according to ratio (ATMR) . .
C Ratio of capital to ATMR
Credit value of capitalization factor
IT. QUALITY OF PRODUCTIVE ASSETS
1 A. Classlfied productive agsets
B. Total productive assets
C. Ratio clagsified productiva assets
to productive assets
2. A. Reserves for classified assets
B. Classified productive assets
C. Ratio of reserves for classified
ussrmts to clagsified assets

Credit value of factor of Lhe wuality
of asseta

Business News 589/2-4 1933

— - —— e e
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1 2 3 4 5
III MANAGEMENT
1 capital Management .o
2 Asset Management .o « .
o General Management . .
4 Rentability Management e es ce o
5 Laquadity Management ee o e

IV. RENTABILITY
1 A Profit of the current year (before tax) . .
B. Average total assetis sees
C. Ratio of profat to total assets oo o e
2. A. Monthly average operational expenses
in the last 12 months cee
B. Monthly average operational revenues
an the last 12 months oo
C Ratio of operationai expepnses to
operational revenues . o veee
Credit value of rentab.lity factor
V.LIQUIDITY
1. Creaits granted at the end of the

appraisal meonth ceee
2 Second parties’ fund at the end of
the appraisal month e o
3 Ratio of credit of third parties’ fund cs e coes

Credat value of liquidity factor
Credat value of Camel Factor

VI IMPPLEMENTATION OF CERTAIN PROVISIONS
1. Maxamum limit of the granting of
credits (BMPK)
2. Small-scale business credits (KUK)
VII. FINAL RESULT OF THE APPRAISAL OF
SOLVENCY LEVEL
1 Credit value
2 Predicate

Attachment 6 C

DETAILS OF COLLECTIBLE PRODUCTIVE ASSETS

w - -l -

PRODUCTIVE ASSETS MONTH HONTH

1 CREDITS GRANTED IN RUPIAH
A Smooth
B Less smonth
C Dountud
D Bad
2 SECURITIES IN RULPIAH
A Smooth
B Laz2s4 smooth
C bad
3 PLACEMENT IN OTHER BANKS IN RUPIAH
A Smoott
B Lesa smooth
C. Doubted
D. Bad

- - - L LETH

Buiiness News 5239/24 1993 Atcaclient 7.....
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Attachment 7

.o .« eeq 19
No. .
Enclosure
Subject t Report on the opening of
a branch office ..
To

The Minister of Finance

attention : The Directorate of Banking and
Financing Services, Directorate
General of Financial Institutes
J1l. Dr Wahidin No.l Building A
Jakarta 10710

With regard to the permit for the opening of a vranch office No . . ...
dated .. ... .. .y We herewith inform you that our branch office in . cecae
was officially opened on . . (date).

This is for your information.

THE BOARD OF DIRECTORS OF

Bux “ 9 09 000 8" 9> LA ] . e *e9 09
Copies to -

1. Bank Indonesia
2. The Directorate General
of Financial Institutes

Attachment 8

®eedoevcenssooy 19..

No. H

Enclosure

Subject : Report on the change
of address

To

The Minister of Finance
attention The Directorate of Banking and

Financing Services, Directorate

Generel of Financial Institutes

Jl. Dr Wahidin No.l Building A

Jakarta 10710.

We herewith inform you that our office in eesesse » wWill move to
another place as follows :
Old =ddxess 1 .e.cceee 0o . . .>+« Phone No . c«s o Telex ilo o e
New addreas : .. . ... .. . ++ + Phone Ko . e o =« Telex No .o
The planned date for moving s o N

This is for yo'r information.

THE BOARD OF DIRLCTORS OF
BANK LN ® e 00 o 0 0

Business News 5388/2-4-1993
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Attachment 9

se s 08000y 190.

No. .
Enclosure
Subject . Report on the change of

name of a smallholder
credit bank

To

The Minister of Finance
attention : The Directorate of Banking and

Financing Sexvices, Directorate

General of Financial Institutes

Jl. Dr.Wahidan No 1 Building A
Jakarta 10710.

We herewith inform you that our bank called ...... .<.usen has 1ts name

changed into .. .« e o BINCE@ cccecessesssesa- . {(date) and has been
validated by the Minister ot Justice under decree No. ... .. dated . .. .

With regard to the matter above, we request the Minister of Finance to

validate the business 1licence of Bank ...e: <cecosese to become
Bank eese o+ o (the new name of the bank).

This is for your information
Copies to . THE BOARD OF DIRECTORS OF
_________ mx sSevovecsvee

1 Bank Indonesia
2. The Directorate General of
Financial Institute.

Attachment

—
(=]

cesvvsoesvesay 19..

No.
Enclosure
Subject

Report on the closure of
the Lranch office of a
smallholder credit bank

Te

The Minister of Finance
attention . The Directorate of Bazhking and

Financing Services, Directorate

General of Financial Institutes

J1 Dr Wahadin No.l Building A
Jakarta 1071n

We herewith iniorm ycu that pursuant to an approval from the Minister of

Finance No. .o . dated . . . we close our branch office in the
subdistrict of . . . . in the regency of ... ..... on ., ...... (date).
This is for ycur information

Coppies to @

The branch office of Bank
Indeneala in ... ese  eee

THE BOARD OF DIRECTORS OF
BANK coccer o se0se

Businass News 5389/24 1993 Attachnent 1l. .....



Attachment 11

Decree of the Minister of Finance
No 221/KMK.017/1993

Dated February 26, 1993

. o0 e ’ 1900

No .
Enclosure .
Subject - Report on the closure of

the branch office of a
smallholder credit bank

To
Bank Indonesaa
in

- . o - - o -

We herewith inform you that we will close our office in the village
of in the subdastrict of

in the regency of as
from (date)
Thas 1s for your information
THE BOARD OF DIRECTORS OF
Copies to BANX

1 The Directorate of Banking
and Financial Servace

2 The branch office of
Bank Indonesia in
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ANNEX F

SUPERVISION HIERARCHY
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ANNEX G

JOB DESCRIPTIONS AND QUALIFICATIONS
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SUPERVISORS IN BPD HEAD OFFICE

I DUTIES TASKS TRAINING REQUIRED

Ensure all LF| reports are List reports based on number of LFls and General Management
received on time type of report (Office and Personnel
Management)

Check every incoming report from every LFI
Randomly visit LF! units on Identify several LFls to be visited monthly on | Audit Principles and
spot audits basis of performance problems etc Procedures

Visit each LFI

Perform spot audits as required

Ensure that appinved procedures are

followed
Advise the LF| problem units Explain operational and administrative Bookkeeping and Basic
on operational and procedures needed Accounting Procedures

admunistrative matters
Assist in finding mistakes and identify
appropnate solutions

Assist in on the job training of | Discuss monthly schedules for cn the job Management and
BPD branch office supervisors training with field supervisors Supervision Methors

Ask field supervisors to perform spct audits
in LFis visited

ldentify mistakes and solutions

Carry out analyses of Check every incoming report individualiy Lending
individual reports and results
of spot audit Make analyses of individual reports for all Saving Mobilization

necessary aspects

Prepare necessary reports for Integrate the analyses of all reports Report writing
management and statistical
purposes Spreadsheet and

Wordprocessing Utilities

REPQRT TO BFD Head Office Department for LFI Supervision
RELATE TO/LIAISE WITH BPD Branch Manager

QUALIFICATIONS

1 Mimmum formal educational level SMTA

2 Additiorar stills in practicing Bon A and B and training (as trainers, preferably attended LPPI training of trainers)
3 Expenence as head of a section in BPD branch office

4 Good aptitude such as self motivated character
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FIELD SUPERVISORS IN BPD BRANCH OFFICE

TASKS I TRAINING REQUIRED I

ESia S

DUTIES

Ensure that LFi reports are
calculated and prepared in a
correct and timely manner end
Zehvered to their designated
destinations

Compile a list of reports based on number of
LFls and type of reports

Check every incoming report from every LF!

Check all calculations/balances in each
report

Cross crnieck with LFI managers whether the
reports are delivered to therr designated
places on time

Office Management

Bookkeeping and Basic
Accounting Procedures

Regularly visit LFI units to
monitor and supervise daily
actwities

Discuss a visiting schedule among field
supervisors on a monthly basis

Visit avery LFl as in the visiting schedule
Check all forms and daily transactios

Make cure that all approved procedures are
followed

Audit Procedures

Advise LFIs on operational and
admunistrative matters

Identify problems
Explain solutions to problems

Ask the manager to ensure responsibie LFI
staff make necessary corrections

Management and
Supervision Methods

Carry out internal audits

Check all balance <heets (according to
auditing procedures)

Indicate riecessary corrections

Bookkeeping and Basic
Accounting Procedures

Assist LFI managers in the
preparation and review of LFi
annual plans

Review LFl annual plans together with LF}
managers

Give advice to prepare the next annual plan
based on the previous review

Portfolio Management
Savings Mobilization

Financial Management

Evaluate the performance of
LFI managers and oversee the
evaluation of other LF| staff

Compile simple human resource databases
for all LFI staff

Undertake semiannual evaluation of HRD
database to see the previous performance of
LFI managers

Review previous LF| reports to give
recommendations on the performance of LFI
managers

Make recommendations for follow up actions

Personnel Management
Report Writing

Spreadsheet and
Wordprocessing Utilities

(v



G-5

Assist BPD head office in the
identification of LF| traiming
needs

List traintng needs based on the latest
human resource da.abase

Submit semiannual proposais of training
needs consisting of names/positions and the
number of LFl staff tne training needs, and
tentative schedule

Personnel Management

Ensure each LFl has an
adequate supply of
bookkeeping forms and other
matenals

Check stock of bookkeeping forms and other
materials on 3 monthly basis

Check the supplies of matenals when visiting
LFIs

Office Management

REPORT TO BPD Branch Manager

RELATE TO/LIAISE WITH Head Office Supervisors and LFI managers

QUALIFICATIONS

1 Minimum formal educational level SMTA
2 Additional courses in Bon A and B

3 Additional training of tratners

\
\
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MANAGER OF LFI UNITS

nsure the LFl 1s in compliance
with all legal and administrative
requirements

correct distribution in a timely fashion

Correct problems identified by audit and
Supervisory visits

DUTIES l TASKS I TRAINING REQUIRED |

E Ensure accuracy of all reports prepared and | Legal Aspects

Indonesian Banking
System

Office Management

Manage the assets and
habilities of all LFl operations to
ensure a satisfactory financial
structure and performance

Secure adequate sources and supplies of
funds to meet LFI operating and lending
needs by promoting savings and borrowing,
and by generating profits

Undertake new business development
activities

Liaise with local community leaders

Represent the LFI at meetings

Funds Management

loan performance

delegated authonty
mezke recomrmendations on larger loans
Review lending strategies

Perform loan appraisal in accordance with
the proper procedures

Regularly check and control lending
documentation

Regularly discuss problems related to
lending with LF| staff

Manage and oversee all aspects | Ensure that currect procedures are followed | Management
of the LFIl operations

Prcpare implement and regularly review

annual and monthly operating plans
Maintain a high standard of Approve loans within the imits of Lending

Responsible for the supervision,
traiming, personnel
performance, evaluation, and
motivation of LF| staff

Inform LFi staff of all new aspects of
works

Deliver sutficient explanation required by
LFI staff

Make recommendations/evaluations on the
performance of LFl staff

Introduce cooperative chmate among LFI
staff

Evaluate staff performance on a semiannual
basis

General Management

T
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Maintain an adequate supply of
office and operational matenals

Regularly check the adequacy of supplies
of bookkeeping forms and othe:r matenals

Regularly control the maintenance of all
faciities and equipment

Office Management

REPORT TO Bank indonesia, owners and BPD (as supervisors and/or shareholders)

RELATE TO/LIAISE WITH BPD Branch Office Field Supervisors

QUALIFICATIONS

1 Minimum formal educations level SMTA
2 Additional courses in Bon A and B

3 Age 221t035
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CASHIER IN LFI UNITS

Ensure all cash and valuable
documents are kept in a
secure manner

Count and reconcile cash on a daily basis

Check and lock cash box on a dally basis

DUTIES l TASKS TRAINING REQUIRED l
_————

Bookkeeping

Keep full wntten records of
cash documents and
secunties held

Count and reconcile cash delivered and
accepted from each post desa

Bookkeeping

Maintain full records
concerning all transactions
involving cash and valuable
documents

Record all transactions on a dailly basis in
appropnate cashier s ledgers and books of
account

Responsibilities

Ensure dailly cash balances are
always in agreement with
bookkeeping entres

Records/Bookkeeping
related to the position

Provide reports as required by
LFl manager

Responsibilities

Customer Relations

Banking Etiquette

REPORT TO LFI Manager

RELATE TO/LIAISE WITH Bookkeeper and Field Officer

QUALIFICATION

1 Minimum formal educational level SMTA

2 Additional courses in Bon A
3 Age 22to 35

\E

—_—
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BOOKKEEPER IN LFI UNITS

DUTIES

Ensure all transactions in the
LFl are reconciled and properly
recorded on a daily bas:s

I TASKS

Record all transactions on a daily basis

Count cash and reconcile all transactions on
a daily basis

TRAINING REQUIRED

=SS e e e

Bookkeeping Procedures

Prepare financial statements
records and such other
reports as may be required

Make financial aralyses of daily transactions

Make all necessary reports as required by LFI
manager

AReport Writing

Basic Financial Analysis

Identify accounts in arrears

Analyze arrears/accounts
Prepare necessary reports

Alert the manager to any discrepancies and
arrears

Loan Supervision

Funds Management

Maintain administrative files in
a proper manner

Provide files necessary for administrative use

Office Management

Ensure posting to individual
ledgers 1s done properly and
accurately on a dailly basis

Calculate interest due on savings and depcsit
accounts

Record all calculations to individual ledgers

Savings and deposit
accounts mobilization

REPORT TO LFI manager

RELATE TO/LIAISE WITH Cashier and Field Officer

QUALIFICATION

1 Mimimum f- mai educational level SMTA

2 Additional courses in Bon A
3 Age 22to 35
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ANNEX H

REVISED FINANCIAL MODEL

A



fupiah (000) unless specified othenvise
Income Sirlement

In.ctest ncome \
OnlLeans
On Phceman . el Tur Depozits

Intere.t Expen.e
On Savings Deposits
On Bortovany.

Netlnieio st Income \ P

Mon e st Income
Fecs

Non Intere .t Expenses

Salnes (13 Smonths 5% increaso oa yoar)
Sl Bonuses

Reninl and Incusanco (1000 + 1% of lixed assols)
Piomotion surdn gasoline alc
Village Fost Serace

Trunang (nevs people next yeas lruned thes yeair)
Super ision

Deopreciation
Bad Debt Srpenses
Prelx Income
Taxes (progic..ve 15% 25% 35%)
tHel Incoine

n'ict Tax Distinhunon
Denddends
Dez s G slaument

i wned € weinvys
Mios

ROA (on a c1vge 1=sets)

ROL (on wenge equuty)

NItE (net uduie. income/worage 1ssals)
Mon Inlere .l LypenselAverage Assels
ta

i

Invesimen! & Dividends

YCAR
00 01 02 0l 04 05 06 07 [+]] 09 10
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0 0 0 0 936 3440 4 990 G 027 8979 11570 17499
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nA n/1 W 241% 617% 7 30% 031% 920% 10 70¥ AW
na na na 8591% 113 18% 101 19% 00 44% G? 807 59 40% %0 20%
16 90% f031% 17 087% 19 15% 20 30% 2132% 22 32% 23 33% 24 50Y 25 004%
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Nuprah (009) unless specilied othenaszse
Volume Coveryge e Sthil Projeclions

Averwa D n(35% g0 hyewr i 4 k‘/- Rorealter)
Avuinge loan clistanding

Village post cos erage {chiect projeclions)

Popul iion cover ge (0 2% vill « 12 574 georith)
Humber ol bariovsars (covaeraga x population)
Toi loans outstanding (belora vinte olls)

Swngs as 1 peicent of net loans oul.landing
Numnber ol managers

Numberol s all
Dalance Sheel

Ascels

Cash

Teun Deposits (based on %4 ol Savings voluma)
PMlacemaonis

Nel Loans Outstandin (less wnte ofs)
Nsat Fixed Asscl. (bh.e » bikes ¢ 2 5% ol 1ons)

Tot Assels

Linbiditios & Cquity

Volun iy S ngs/Tune Deposits
Bonovarys

Pad up

Aetuned Evinings

To VLY s * Coury

RO

YCAR
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0 22329 13002 40 796 96 023 122740 153 416 106 364 223 366 243 405 263 679
60010 0 o o 0 0 0 0 0 0 21015
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Assumplions
bimimom S350 aton Sase 120 €20
S 2agy sa.e numder ol borowers 3 4% (reachec in yoar S)
S ead; sa.e number ol village pos s 20
15%

Manag~ris2- annual ponus

Realzed in 2r2stincome onloans
~nnualloan w= 20'ls

In eras i~cume on placer2nls w1 h ban«s
Interes. exz2nses on passbooxk savings
Intarest exz2rs2 Ume deposits

I ares. exz2nse on borrowings (takings)

4+ 2% (85% cailacaonon 52% p a)
Yo
18%
12%
%

25% (s woud be a working capral lo21)

Cash as a sercentage of savings deposils 4%
Fercent of savings & ime cdaposits in placements 15% (lor hquiciiy purposas)
lruial paid up capral (Rp) 100 000 000

1%

P omouon & sundry expanses as percent of loans and savings
Hulaolier ‘ot average loan outstancing
~naual daorec.agon of fixed assels

0 33 (2pproximalely 12 monthly eqsalins aimen s)

o/
YLl

Dn c2nd rat= 35%
Dasa Davaloprent Coninoguon (% of Net Income) 5%
Rzntal exg2nses

Sase anual renl 1 000 000

lncremsn'al increase on loans 1%
S 2'ing

Hanagar 1

Sorrowars par addiional person 250
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GEMINI PUBLICATION SERIES

GEMINI Working Papers

1 "Growth and Equity through Microenterprise Investments and Institutions Project (GEMINI)
Overview of the Project and Implementation Plan, October 1, 1989-September 30, 1990 * GEMINI
Working Paper No | December 1989 [not for general circulation]

*2  'The Dynamics of Small-Scale Industry in Africa and the Role of Policy " Carl Liedholm
GEMINI Working Paper No 2 January 1990 $5 50

3 'Prospects tor Enhancing the Performance ot Micro- and Small-Scale Nontarm Enterprises in Niger "
Donald C Mead Thomas Dichter Yacob Fisseha, and Steven Haggblade GEMINI Working Paper
No 3 February 1990 $6 00

4 'Agenda Paper Semunar on the Private Sector in the Sahel, Aoidjan, July 1990 " William Grant
GEMINI Working Paper No 4 August 1990 $3 00

*S "Gender and the Growth and Dynamics of Microenterprises " Jeanne Downing GEMINI Working
Paper No 5 October 1990 $10 50

6 'Banking on the Rural Poor ir Malaysia Project Ikhtiar * David Lucock GEMINI Working Paper
No 6 October 1990 $3 30

7 'Options tor Updating ASkARIES " Larry Reed GEMINI Working Paper No 7 October 1990
$3 50

*8 "Technology — The Key to Increasing the Productivity of Microenterprises " Andy Jeans, Eric
Hyman and Mike O Donnell GEMINI Working Paper No 8 November 1990 $3 60

9 'Lesotho Small and Microenterprise Strategy — Phase [ Subsector Analysis " Bill Grant GEMINI
Working Paper No 9 November 1990 $15 50

*10  "A Subsector Approach to Small Enterprise Promotion and Research " James J Boomgaid,
Stephen P Davies Steven J Haggblade, and Donald C Mead GEMINI Working Paper No 10
January 1991 83 10

11 "Data Collection Strategies for Small-Scale Industry Surveys " Carl Liedholm GEMINI Working
Paper No 11 January 1991 $1 30

12 "Dynamics ot Microenterprises Research Issues and Approaches " Carl Liedholm and Donald C
Mead GLCMINI Working Paper No 12 January 1991 $6 50

i3 "Dynamics ot Microenterprises Research Priorities and Research Plan " Carl Liedholm and
Donald C Mead GEMINI Working Paper No 13 August 1990 [not tor general circulation]

*Publications of general interest



14 "Review ot Year One Activities (October | 1989 to September 30, 1990) and Year Two Work Plan
(October | to November 30 1990) " GEMINI Working Paper No 14 January 1991 [not tor general
circulation]

*15 "The Process ot Institutional Development  Assisting Small Enterprise Institutions to Become More
Effective " Elaine Edgcomb and James Cawley GEMINI Working Paper No 15 February 1991
$9 70

16 "Baseline Surveys of Micro and Small Enterprises An Overview " Donald C Mead, Yacob
Fisseha, and Michael McPherson GEMINI Working Paper No 16 March 1991 $2 60

17 "Kenya Kibera s Small Enterprise Sector — Baseline Survey Report " Joan Parker and C Alcke
Dondo GEMINI Working Paper No 17 April 1991 $6 40

*18 "A Financial Systems Approach to Microenterprises ' Elisabeth Rhyne and Maria Otero  GEMINI
Working Paper No 18 April 1991 $3 00

*19 "Agriculture, Rural Labor Markets and the Evolution of the Rural Nontarm Economy " Steve
Haggblade and Carl Liedholm GEMINI Working Paper No 19 May (991 $2 50

*20  "The Microenterprise Finance Institutions of Indonesia and Their Implications tor Donors "
Elisabeth Rhyne GEMINI Working Paper No 20 June 1991 $3 40

21 'Microenterprise Growth Dynamics 1n the Dominican Republic The ADEMI Case " Frank F
Rubio GEMINI Working Paper No 21 June 1991 $3 10

*22  'Credit Unions A Formal Sector Alternative for Financing Microenterprise Development " John
H Magill GEMINI Working Paper No 22 September 1991 $3 80

23 'A Proposed Subsector-Based Monitoring and Evaluation System for CARE/Thailand’s Silk
Promotion Efforts " Steven Haggblade GEMINI Working Paper No 23 September 1991 $3 60

24 "Steps to the Creation ot a Viable Financial Insutution for Microenterprise Development 1n the
Philippines Notes on a Process for the Statf and Board of Tulay sa Pag-Unlad, Inc " Doug Salloum
and Nan Borton GEMINI Working Paper No 24 November 1991 $2 00

*25 "Village Banking A Cross-Country Study of a Community-Based Lending Methodology " Sharon
L Holt GEMINI Working Paper No 25 December 1991 $12 60

26 "Dynamics of Small- and Micro-scale Enterprises and the Evolving Role of Finance " Carl
Liedholm GEMINI Working Paper No 26 December 1991 $3 00

*27 "Opportunities for Intervention in Thailand s Silk Subsector " Steven Haggblade and Nick Ritchie
GEMINI Working Paper No 27 January 1992 $3 20

*28  "Apex Study ot the Asociacién de Grupos Solidarios de Colombia " Arelis Gomez Altonso with
Nan Borton and Carlos Castello GLMINI Working Paper No 28 April 1992 $4 60 [See Technical
Reports No 36 and No 39 for apex studies in Senegal and Thailand ]



29 "The Subsector Methodology A Field Orientation for CARE/Egypt January 20-Februarv 7, 1992 *
Wilham Grant GEMINI Working Paper No 29 Aprnil 1992 $9 50

30 " Poverty Lending and Microenterprise Development A Clarification ot the Issues " Mohini
Malhotra GEMINI Working Paper No 30 May 1992 §3 60

31 "The Solidarity Group Experience " Shari Berenbach and Diego Guzman GEMINI Working Paper
No 31 June 1992 §5 80

32 'A New View of Finance Program Evaluation " Elisabeth Rhyne GEMINI Working Paper No 32
November 1992 $1 50

33 "The Role ot Savings tn Local Financial Markets The Indonesian Experience " Marguerite S
Robinson GEMINI Working Paper No 33 November 1997 §$3 50

34 "Small and Mcdium Enterprise Development 1n Poland ' Adam Saffer, Miroslaw Zielinski, Jerzy
Zielinski Tadeusz Marek and Matthew Gamser GEMINI Working Paper No 34 February 1993 $5 20

35 "BancoSol A Private Commercial Bank A Case Study 1n Profitable Microenterprise Development
in Bolivia ' Amy J Glosser “EMINI Working Paper No 35 February 1993 $8 60

36 "The Structure and Growth ot Microenterprise in Southern and Eastern Atrica Evidence from
Recent Surveys " Carl Liedholm and Donald Mead GEMINI Working Paper No 36 March 1993
$5 60

37 "Transformation Lending Helping Microenterprises Become Small Businesses " Larry Reed and
David Befus GEMINI Working Paper No 37 April 1993 $4 80

38 "Should Principles of Regulation and Prudential Supervision be Different for Microenterprise
Finance Organizations”" Rodrigo A Chaves and Claudio Gonzalez-Vega GEMINI Working Paper
No 38 Apnl 1993 $3 40

39 "Application ot the GEMINI Methodology for Subsector Analysis to MSE Export Activities A Case
Study 1n Ecuador ' Gary D Kilmer GEMINI Working Paper No 39 June 1993 $2 80

40 "Private Business Organizdtions and the Legislative Process " Tom Gray GEMINI Working Paper
No 40 July 1993 $4 20

4] "Financial Institutions Development Project in Indonesia Developing Financial Institutions to Serve
Small Enterprises " Roland Pearson and Dallas Garland GEMINI Working Paper No 41 July 1993
$13 90

GEMINI Techmcal Reports

I "Jamaica Microenterprise Development Project Technical, Administrative, Economic, and Financial
Analyses ' Paul Guenette Surendra K Gupta Katherine Stearns, and James Boomgard GEMINI
Technical Report No | June !990 [not for general circulation]

2 "Bangladesh Women s Enterprise Development Project PID Excerpts and Background Papcrs "
Shart Berenbach, Katherine Stearns, and Syed M Hashemu GEMINI Technical Report No 2 October
1990 §$13 00



~

3 "Maroc Conception d une Enquete pour une Etude du Secteur Intormel " Eric R Nelson and
Housni El Ghazi GEMINI Technical Report No 3 November 1990 $12 50

4 "Small Enterprise Assistance Project II in the Eastern Caribbean Project Faper " James Cotter,
Bruce Tippet, and Danielle Heinen GEMINI Technical Report No 4 October 1990 [not for general
circulation]

5 “"Techmcal Assessment Rural Small-Scale Enterprise Pilot Credit Activity in Egypt " John W
Gardner and Jack E Proctor GEMINI Technical Report No 5 October 1990 $4 00

*6 "Developing Financial Services for Microenterprises An Evaluation of USAID Assistance to the
BRI Unit Desa System in Indonesia ' James J Boomgard and Kenneth J Angell GEMINI Technical
Report No 6 October 1990 $9 00

7 "A Review ot the Indigenous Small Scale Enterprises Sector in Swaziland " David A Schrier
GEMINI Technical Report No 7 Octuber 1990 [not for general circulation]

8 "Ecuador Micro Enterprise Sector Assessment Summary Report " John H Magill and Donald A
Swanson GEMINI Technical Report No 8 April 1991 $10 20

9 'Ecuador Micro-Enterprise Sector Assessment Financial Markets and the Micro- and Small-scale
Enterprise Sector " Richard Mcyer, John Porges, Martha Rose, and Jean Gilson GEMINI Technical
Report No 9 March 1991 $16 0C

10 "Ecuador Mic.o-Enterprise Sector Assessment Policy Framework " Bruce H Herrick Gustavo
A Marquez, and Joseph F Burke GEMINI Technical Report No 10 March 1991 §11 30

11 "Ecuador Micrc-Enterprise Sector Assessment Institutional Analysis “ Peter H Fraser, Arelis
Gomez Alfonso, Miguel A Rivarola Donald A Swanson, and Fernando Cruz-Villalba GEMINI
Technical Report No 11 March 1991 $25 00

12 "Ecuador Micro-Enterprise Sector Assessment Key Characteristics of the Micro-Enterprise Sector "
John H Magnl Robert Blaney, Joseph F Burke Rae Blumberg, and Jennmifer Santer GEMINI
Technical Report No 12 March 1991 $19 60

13 "A Monttoring and Evaluation System for Peace Corps’ $mall Business Development Program "
David M Callihan GEMINI Technical Report No 13  [not available for general circulation]

14 "Small-Scale Enterprises in Lesotho Sumunary of a Country-Wide Survey " Yacob Fisseha
GEMINI Technical Report No 14 February 1991 $6 40

*I5 "An Evaluation of the Institutiondl Aspects of Financial Institntons Development Project, Phase
I in Indonesia * John F Gadway, Tantri M H Gadway, and Jacob Sardi GEMINI Technical Report
No 15 March 1991 $8 80

*16  "Small-Scale Fnterprises in Mamelodi and Kwazakhele Townships South Atfrica  Survey
Findings " Carl Liedholm and Michael A McPherson GEMINI Technical Report No 16 March 1991
$4 60

17 "Growth and Change in Malawt’s Small and Medium Enterpr se Sector " Michael A McPherson
GEMINI Technical Report No 17 June 1991 $2 20



18 "Burkina Faso Microenterprise Sector Assessment and Strategy " William Grant, Matthew Gamser,
Jim Herne, Karen McKay, Abdoulaye Sow, and Sibry Jean-Marie Tapsoba GEMINI Technical Report
No 18 August 1991 Volume One, Main Repert, $7 60, Volume Two, Annexes, $14 20

*19  "Women in the BPD and Unit Desa Financial Services Programs Lessons from Two Impact
Studies 1n Indonesia " Sharon L Holt GEMINI Technical Report No 19  September 1991 $3 80

20 'lMali Microenterprise Sector Assessment and Strategy " William Grant, Kim Aldridge, James Bell,
Ann Duval, Maria Keita, and Steve Haggblade GEMINI Technical Report No 20 October 1991
Volume One, Main Report, $6 70, Volume Two, Annexes, $13 00

21 "A Microenterprise Sector Assessment and Developnient Strategy for A1 D 1n Zambia " Eric L
Hyman Robert Strauss, and Richard Crayne GEMINI Technical Report No 21 November 1991
$10 00

22 "Bangladesh Women's Enterprise Development Project Paper " GEMINI Technical Report No
22 August 1991 [not for general circulation]

23 "Peru Small Business and Employment Expansion Project Paper " GEMINI Technical Report No
23 November 1991 [not for general circulation]

24 "A Country-wide Study of Small-Scale Enterprises tn Swaziland " Yacob Fisseha and Michael A
McPherson GEMINI Technical Report No 24 December 1991 $5 40

*25 "Micro and Smadll-Scale Enterprises in Zimbabwe Results of a Country-wide Survey " Michael
A McPherson GEMINI Technical Report No 25 December 1991 $5 00

26 "The Development Impact of Financing the Smallest Enterprises in Indonesia " GEMINI Technical
Report No 26 January 1992 [not for general circulation]

27 "Midterm Evaluation of the ASEPADE Component of the Small Business II Project, Honduras "
Arelis Gomez Alfonso, Wesley Boles and Donald L Richardson GEMINI Technical Report No 27
February 1992 %5 80 Also available in Spanish

28 "Midterm Evaluation of the ANDI/PYME Component of the Small Business II Project, Honduras "
Arelis Gomez Alfonso, Wesley Boles, and Donald L. Richardson GEMINI Technical Report No 28
February 1992 $6 60 Also available in Spanish

29 "The Role of Financial Institutions in the Promotion of Micro and Small Enterprises in Burkina
Faso " John McKenzie GEMINI Technical Report No 29 February 1992 $10 40

30 "Small and Micro Enterprise Development Project No 262-0212, Egypt Midterm Evaluation "
Katherine Stearns GEMINI Technical Report No 30 March 1992 $7 60

31 "A Recview of the Prospecis for Rural Financial Development in Bolivia " James J Boomgard,
James Ker~, Calvin Miller, and Richard H Pattern GEMINI Technical Report No 31 March 1992
$4 60



32 "The Role of Private Sector Advocacy Groups in the Sahel " William Grant GEMINI Technical
Report No 32 March 1992 $2 40

*33  "Access to Credit tor Poor Women A Scale-up Study of Projects Carried Out by Freedom from
Hunger 1n Mali and Ghana " Jeffrey Ashe, Madeline Hirschland, Jill Burnett, Kathleen Stack, Marcy
Eiland, and Mark Gizzi  GEMINI Technical Report No 33 March 1992 $11 80

*34 “"Egyptian Women and Mic.oenterprise the Invisible Entrepreneurs " C Jean Weidemann
GEMINI Technical Report No 34 March 1992 §11 20

*35 "A Pre-Project Identification Document Analysis of the Lesotho Agricultural Enterprise Initiatives
Project " Mike Bess, Don Henry, Donald h ~ad, and Eugene Miller GEMINI Techmical Report No
35 Apnl 1992 $20 00

36 "Apex Study of the Small Enterprise Development Program of Catholic Relief Services, Senegal "
Arelis Gomez Alfonso GEMINI Technical Report No 36 May 1992 $3 00

37 'The Private Operators’ Perspective on an Agenda for Action,” Dakar, “enegal, November 22-25,
1991 A Seminar on the Private Sector in West Africa Organized by the Senegalese National
Employers’ Union (CNP), the Club du Sahel, CILSS and USAID GEMINI Technical Report No 37
May 1992 $7 00

38 "Background Documents to the Seminar on the Private Sector in West Africa," Dakar, Senegal
November 22-25, 1991 Technical Report No 38 May 1992 $5 00

39 "Apex Studv of the Small Enterprise Development Program of Catholic Relief Services, Thailand "
Arelis Gomez Alfcnso GEMINI Technical Report No 39 May 1992 $3 20

40 "Study of Informal Cross-border Trade, Poland " SMG-KRC/Poland GEMINI Technical Report
No 40 May 1992 3320

41 "Study of the Informal Commercial Sector, Poland ' SMG/KRC Poland GEMINI Technical
Report No 41 May 1992 $4 20

42 "Evaluation of the Micro and Small Enterprise Development Project (MSED) 1n Bolivia " William
Fisher, Jeffrey Poyo, and Ann Beasliy GEMINI Technical Report No 42 June 1992 $10 60 Also
available in Spanish

43 "Analysis of Funding Mechanisms for the Small and Micro Enterprise Development Project, Egypt "
Kenneth J Angell and John M Porges GEMINI Technical Report No 43 June 1992 $3 80

44  "Get Ahead Foundation Credit Programs in South Africa The Effects of Loans on Chent
Enterprises " Jennefer Sebstad GEMINI Technical Report No 44 June 1992 $3 00

45 "Get Ahead Foundation 1in South Africa Final Evaluation " Robert Christen, Elisabeth Rhyne,
Doug Salloum, and Jennefer Sebstad GEMINI Technical Report No 45 June 1992 $11 00

46 "Micro- and Small-Scale Enterprises in Botswana Results of a Nationwide Survey " Lisa Daniels

and Yacob Fisseha GEMINI Technical Report No 4€  August 1992 $9 40



*47 "The Growth and Dynamics ot Women Entrepreneurs in Southern Atrica " Jeanne Downing and
Lisa Daniels GEMINI Technical Report No 47  August 1992 §3 10

48 "Small Business Development Programming Trip Peace Corps/Albania and the Office of Training
and Program Support Small Business Development Sector " Lauren Spurrier and Wesley Weidemann
GEMINI Technical Report No 48 October 1992 $6 00

49a "Small Enterprise Development in the Russian Far East " Martha Blaxall, Yasuo Konishi, Virginia
Lambert, Jennifer Santer, and Timothv Smuth GEMINI Technical Report No 49a October 1992
$12 00

49b "Supporting Private Enterprises in Uzbekistan Challenges and Opportunities " Nan Borton, John
Magill Neal Nathanson and Jim Packard Winkler GEMINI Technical Report No 49b November
1992 35 o0

49¢  "Assessing the Prospects for Small Enterprise Development in Kazakhstan " Kenneth Angell
James J Boomgard, Mohint Malhotra, and Robert A Rodriguez GEMINI Technical Report No 4Yc
December 1992 $3 90

49d  "Small Enterprise Development in Ukraine " Dennis De Santis Jean Gilson, Max Goldensohn,
Jennifer Santer and Timothy Smith  GEMINI Technical Report No 49d December 1992 $8 10

*50 "Skins and Hides 1in Four Countries in Africa The Potential Role for Micro- and Small-Scale
Enterprise Development “ Willham Grant GEMINI Technical Report No 50 November 1992 $3 00
Also available in French

5la  "Morocco Assessment of Programming Options for Microenterprise Development " Housm El
Ghazi Sheila Reines, Steve Silcox Katherine Stearns, and Matthew Gamser GEMINI Technical Report
No 5la November 1992 [no. for general circulation]

5Ib  "JSAID/Morocco  Assessment of Programming Options for Microenterprise Development
Report on Workshop and Field Investigations " Matt Gamser, Housm El Ghazi, Sheila Reines Steve
Silcox, and Katherine Stearns GEMINI Technical Report No 51b  December 1992  Also in French
[not for general circulation]

52 "Small Enterprise Development in Armenia  Programming Recommendations for Peace Corps
Volunteers " Timothy J Srmith  GEMINI Technical Report No 52 July 1992 $2 20

53 "Results of a Nationwide Survey on Micro, Small, and Medwum Enterprises in Malaw1 " Lisa
Daniels and Austin Ngwira GEMINI Technical Report No 53 January 1993 $11 80

*54a "A Review of Donor-Funded Projects in Support of Micro- and Smali-Scale Enterprises in West
Africa " William Grant GEMINI Technical Report No S4a  February 1993 $18 80

*54b "A Review of Donor-T'unded Projects in Support of Micro- and Small-Scale Enterprises in West
Africa Case Studies " William Grant GEMINI Technical Report No 54b  March 1993 $15 60

55 "Busmness Linkages and Enterprise Development in Zimbabwe " Donald C Mead and Peter
Kunjeku GEMINI Technical Report No 55 April 1993  $3 40



56 "End ot Project Evaluation, Enterprise Development Project, Bangladesh * Mohini Mathotra, John
Magill, and James Packard-Winkler with the assistance ot M M Nurul Haque GEMINI Technical
Report No 56 April 1993 $19 20

57 "Small Business Development Support Project 1n South Africa Concept Paper " Richard Betz,
lan Clark, Matthew Gamser, Juneas Lekgetha, Jacob Levitsky, Neal Nathanson, Sango Ntsaluba, and
Barney Tsita GEMINI Technical Report No 57 June 1993 [not for general circulation]

58 "Review of Years 1-3 Activities and Workplan for Years 4 and 5 (December 1, 1991 to November
30, 1992) * GEMINI Working Paper No 58 June 1993 [not for general circulation]

59 'Midterm Evaluation of the Microenterprise Development Project in Jamaica " Surendra K Gupta
and Mario D Davalos, with assistance from Marcia Hextall GEMINI Technical Report No 59
[forthcoming]

60 "Investing in the Future Report of the Task Force for Small and Medium Enterprise in Poland "
GEMINI Technical Report No 60 May 1993 $13 00

61 "New Competitiveness and New Enterprise in Peru Challenges and Answers of Small Bus nesses
to an International Economy " Fidel Castro Zambrano and Ernesto Kritz GEMINI Technical Report
No 61 August 1993 $13 30 Also available in Spanish

Techmical Notes

Financial Assistance to Microenterprise Section

*1  Series Notebook Tools for Microenterpiise Programs (a three-ring binder, | and 1/2 inches in
diameter, for organizing technical notes and training materials) and “Mediods for Managing Delinquency"

by Katherine Stearns  April 1991 $7 50 Also available in Spamish and 1n French

*2  "Interest Rates and Self-Sufficiency " Katherine Stearns December 1991 $6 50 Also available
in Spanish and 1n ['rench

*3  "Financal Services for Women " C Jean Weidemann March 1992 $5 00 Also available 1n
Spanish and 1in French

*4  "Designing for Financial Viability of Microenterprise Programs " Charles Waterfield March 1993
$10 00 with diskette

*5 "Monetary Incentive Schemes for Staff " Katherine Stearns, ACCION International April 1993
$3 80

Nonfinancial Assistan.e to Micreenterprise Section

*I  "A Field Manual tor Subsector Practitioners " Steven J Haggblade and Matthew Gamser
November 1991 $4 65 Also available in Spanish and 1n French

*2 "Facilnator s Guide for Training in Subsector Analysis " Marshall A Bear Cathy Gibbons, Steven
I Haggblade, and Nick Ritchie December 1992 $35 00
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Field Research Section
%] "A Manual for Conducting Baseline Surveys ot Micro- and Small-scale Enterprises " Michael A
McPherson and Joan C Parker [ebruary 1993 $13 60

Special Pubhications

*1  Traiming Resources for Small v’nterprise Development Small Enterprise Education and Promotion
Network Special Publication No 1 1992 §$11 00

*2  Financial Management of Micro-Credit Programs A Guidebook for NGOs Robert Peck Christen
ACCION International Spectal Publication No 2 1990 §$19 00

“3  The ADEMI Approach to Microenterprise Credit A Christopher Lewin Special Publication No
3 1991 S$1500

*4  Microempresas v Pequenlas Empresas en la Republica Dominicana  Resultados de una Encuesta
Nacional Miguel Cabal Michigan State University and FondoMicro Special Publhication No 4 1992
$9 00

Other Pubhications of General Interest

| "Expansion with Quahty Building Capacity in American Microenterprise Programs " Elisabeth
Rhyne Development Alternatives, Inc  July 1990 $3 40

Coptes ot publications available for circulation can be obtained by sending a check or a diaft drawn on
a U S bank to the DAI/GEMINI Publications Series Development Alternatives Inc , 7250 Woodmont
Avenue Bethesda, MD 20814 U S A
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