Unofficial Translation

BANK INDONESIA REGULATION
NUMBER: 8/21/PBI/2006

CONCERNING

THE QUALITY RATING
OF ASSETS OF COMMERCIAL BANKS CONDUCTING BUSINESSABED
ON SHARIA PRINCIPLES

THE GOVERNOR OF BANK INDONESIA,

Considering : a. Wwhereas sustainabilitpafks conducting business based
on sharia principles depends on their ability toduact
placements of funds by considering risk and prudént
principles as on assets quality and sufficientvediioce for
assets losses;

b. whereas it is necessary to enforce obligation tihgaon
assets quality and allowance for assets lossesning
assets and non-earning assets;

c. whereas stipulations on assets quality and alloedac
assets losses are interrelated that it is neceseajyin
those stipulations in one regulation.

d. whereas pursuant to the considerations set forltter a,
letter b, and letter c, it is deemed necessargboganize
stipulations concerning assets quality for banks

conducting business based on sharia principlasBank

Indonesia ...
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Indonesia Regulation;

In view of : 1. Act Number 7 of 1998ncerning Banking (State Gazette
of the Republic of Indonesia Number 31 of 1992,
Supplement of the State Gazette of the Republioriadia
Number 3472) as amended by Act Number 10 of 1998
(State Gazette of the Republic of Indonesia Nunii&x
of 1998, Supplement of the State Gazette of thauBlep
of Indonesia Number 3790);

2. Act Number 23 of 1999 concerning Bank Indonesiatest
Gazette of the Republic of Indonesia Number 6698491
Supplement to the State Gazette of the Republic of
Indonesia Number 3843) as amended by Act Numbdr 3 o
2004 (State Gazette of the Republic of Indonesienbar
7 of 2004, Supplement to the State Gazette of the
Republic of Indonesia Number 4357);

HAS DECREED :

To enact : BANK INDONESIA REGULATION CONCERNING TH
QUALITY RATING OF ASSETS OF COMMERCIAL BANKS
CONDUCTING BUSINESS BASED ON SHARIA PRINCIPLES.

CHAPTER |
GENERAL PROVISIONS
Article 1

Terminologies used in this Bank Indonesia Regutatice defined as follows.

1. Bankis ...
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Bank is a Commercial Bank as referred to in Act Wem7 of 1992

concerning Banking as amended by Act Number 10 9881conducting

business based on sharia principles, includingiahlbusiness unit and

foreign bank branch office conducting business dasesharia principles.

Sharia Business Unit, hereinafter referred to asSUid a working unit in a

conventional commercial bank head office functignas the main office of

sharia branch offices and/or sharia units.

Earning Assets are placements of Bank funds eitligrominated in the

rupiah or foreign currency in the form of financingharia securities,

placement, equity participation, temporary equgytigipation, commitment,

contingency on administrative account transacticars] Bank Indonesia

WadiahCertificate.

Financing is a provision of funds or claims consadieof the kind in the form

of :

a. profit sharing transaction in the form fudharabahand Musyarakalh

b. leasing transaction in the form ¢farah or leasing with an option of
transferring ownership in the form p@rah Muntahiyah bit Tamlik

c. sale and purchase transaction in the formMafrabahalh Salam,and
Istishna’account receivables;

d. lending-borrowing transaction in the form@#érdh and

e. multiple service transaction undgrah or Kafalahagreement;

based on an agreement between Bank and anothgrrpgttiring the party

receiving finance and/or facility of funds to repdne funds after a specific

term with repayment services, without repaymentises, or profit sharing.

Mudharabahis an investment from a fund ownesh&hibul magl to a fund

manager rhudharih to conduct a specific business, with a divisidrpfit

using profit sharing method or net revenue sigannethod between those

two parties ...
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two parties based on a ratio agreed in advance.
Musyarakah is an investment from a fund/capital owner to mbe t
fund/capital into a specific business, with a shguof profit to be based on a
ratio agreed in advance, while losses shall be édoy all fund/capital
owners based on the proportion of respective flapital.
Murabahahis a sale and purchase of goods amounting to tstepcice of the
goods plus a margin of profit as agreed.
Salamis a sale and purchase of goods with a full paynoérthe price in
advance.
Istishna’is a sale and purchase of goods by ordering to rfakeyoods in
specific criteria and condition and to be paid gread.
ljarah is a leasing agreement between a leasing objecemnwcluding
ownership on using right on the leasing objectwieen a leasing object
owner and a lessee to acquire repayment servioasthie leasing object on
leasing.
ljarah Muntahiyah bit Tamliks a leasing agreement between a leasing object
owner and a lessee to acquire repayment serviogsthe leasing object on
leasing with option of transferring the ownershiple@asing object either
through sale and purchase or donation (grantspeaified time as agreed.
Qardh is an agreement on lending and borrowing of fuad$hout any
repayment service requiring the debtor to repayptinecipal all at once or in
installments in a specified term.
Sharia Securities is a certificate proving an itwvesnt based on sharia
principles customarily traded on the money andagpital markets, including
but not limited to sharia bond, sharia mutual furettificate, and other
securities based on sharia principles.

Placement is a placement of Bank funds in ofBank and/or Rural Bank

based on ...
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based on sharia principles in the form includingt mot limited to
Mudharabahand/orWadiah non-negotiable deposit and/or savings deposit,
Mudharabahsavings deposit and/or time deposit, finance eld¢dnand/or
other forms of placement based on sharia principles

Equity Participation is a placement of Bank fundghe form of share in a
company conducting business in sharia financeudct investment in the
form of convertible bond with equity options or sfie transactions based
on sharia principles resulting Bank in holding oill vnold shares in a
company conducting business in sharia finance.

Company Conducting Business in Sharia Finance Bark, a Rural Bank
based on sharia principles, and other companidmamce based on sharia
principles as referred to in applicable laws, idahg but not limited to
leasing, venture capital, securities company, susce, and clearing house.
Temporary Equity Participation is a placement ohB&unds in customer’s
company to resolve financing failure and/or debtdaity swap as referred to
in applicable Bank Indonesia stipulations, includinn the form of
convertible bond with equity options or specifiartsactions resulting Bank
in holding or will hold shares in a customer’'s c@np.

Revenue Projection (RP) is an estimated revenueetoeceived by Bank
from customer in respect oMudharabah and Musyarakah Financing
extended in the amount and at the maturity dateeaby the Bank and the
customer.

Realized Revenues (RR) are revenues acquired bl Bam customer in
respect oMudharabahandMusyarakahFinancing extended.

Administrative Account Transaction is a commitmantl contingency (off
balance sheet) based on sharia principles comgritiank guarantee,

endorsement, undergoing Irrevocable Letter ofd@ (L/C), import draft

acceptance ...
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acceptance on the basis of time L/C, standby Lii@,ather guarantees based

on sharia principles.

Bank IndonesiaWadiah Certificate, hereinafter referred to as SWBI, is a

certificate issued by Bank Indonesia as a proofaokhort-term fund

depositing based dWwadiahprinciples.

Wadiahis an agreement on fund or goods depositing frolond or goods

owner to a party entrusted to keep the depostid$ or goods requiring the

party entrusted to keep to return the deposit ofil§uor goods at any time.

Non-earning Assets are Bank’s assets other thanirgprAssets bearing

potential losses, in the form including but notited to collateral takeover,

Left Unfinished Property, inter-office account, pesse account, and

inventory.

Other Real Estate Owned, hereinafter referred OREO, is assets obtained

by Bank either through auction or over the courtased on a voluntary

transfer by a collateral owner or based on a pafeattorney to sell over the

counter from the collateral owner in the event thatomer fails to settle its

liabilities to Bank.

Inter-office Account is claims arising from unsettlinter-office transactions

in a specific period of time.

Suspense Account is an account of which the reegrdbjectives are not

identified or not supported by sufficient recordidgcumentation thus it can

not be reclassified in the required account.

Inventory is non-cash assets available for :

a. selling withMurabahahagreement;

b. delivery as a part of bank capital in financing egnent based on
Mudharabahand Musyarakahprinciples;

c. extension in paralleébalamor Salamagreement; and/or

c. Istishna’ ...
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d. Istishna’ assets which have been settled but have not bdeerdd by
Bank to ultimate buyer.
28. Allowance for Assets Losses, hereinafter refereedd PPA, is a reserve to
be established amounting to a certain percentaggdban assets quality.
29. Independent Appraiser is an appraising companytwhic
a. Is not related in ownership, management, and fieaither with Bank or
customer obtaining facilities;

b. Conducts appraising activities based on profestkioode of ethics and
regulations stipulated by competent institution;

c. Applies appraising methods based on appraisal gsmfe standard issued
by competent institution;

d. Holds business license issued by competent instititb operate as an
appraising company; and

e. Is recorded as a member of an association recafriyecompetent
institution;

30. Market Approach is an amount of money expectedetmitainable from a
sale and purchase transaction or exchange of &t asshe date of rating
after deducted by transaction costs; the selling) launying parties have no
relationship before, have knowledge on the assebettraded, and exercise
transaction in unforced condition.

31. Finance Restructuring is an improvement effort magdBank in Provision
of Funds for a customer experiencing difficulties meet its liabilities
referring to applicable stipulations, namely radigs instructions of the
National Sharia Council and applicable financiat@amting standards for

sharia bank.

CHAPTERII ...
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CHAPTER I
ASSETS QUALITY
Article 2
Placement and/or provision of Bank funds skl made on the basis of
prudential principles and shall comply with shasranciples.
Bank management is required to rate, monitmmd take anticipatory

measures to ensure that Assets quality continules @urrent

Article 3

Quality rating shall be conducted on Earning Asaets Non-earning Assets.

(1)

(2)

3)

Article 4
Bank is required to conduct and determine Assdisgd@n accordance with
this Bank Indonesia Regulation.
In case of any difference in the rating of Asseddneen Bank and Bank
Indonesia, the Assets quality to be in effect & dgality stipulated by Bank
Indonesia.
Bank is required to adjust Assets quality in acaam with the quality
stipulated by Bank Indonesia as referred to in gra@h (2) in reports to be
submitted to Bank Indonesia and/or condensed finhstatement as referred
to in applicable Bank Indonesia stipulations, bylai@r than the following

reporting period after the notice from Bank Indoaes

CHAPTER 1lI
EARNING ASSETS

Part One

General Provisions

Article 5 ...
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Article 5

Bank is required to determine a same quality oreisdvEarning Assets
accounts used to finance 1 (one) customer in 1) (®@e bank.
The rating of the same quality as referred to irageaph (1) shall also be in
force on Earning Assets in the form of provisiorfurids or claims extended
by more than 1 (one) Bank conducted based on &fjoencing agreement
and/or syndication.
In case of any difference in the rating of Earnikgsets quality as referred to
in paragraph (1) and paragraph (2), the qualityegpective Earning Assets
shall take the lowest Earning Assets quality.
Stipulation as referred to in paragraph (3) maykempted in the event that
Earning Assets quality is rated under differentdes of rating.
Not included in the lowest Earning Assets qualgyreferred to in paragraph
(3) is Earning Assets quality which is rated by lgpwy additional rating

factor of the Republic of Indonesia country risk.

Article 6
Bank is required to hold internal stipulations ragug criteria and
requirements of customer required to submit finaln@port which has been
audited by Public Accountant, including stipulation the deadline of the
report submission.
The customer’s requirement to submit finanagport as referred to in
paragraph (1) shall be stated in the agreementdegtBank and customer.
The internal stipulation as referred to in ggaaph (1) shall refer to
applicable laws.
Earning Assets quality of a customer whichsdonet submit financial report
as referred to in paragraph (1) shall be downgraxhedievel and be rated as

high as Substandard.
Article 7 ...
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Article 7

Earning Assets quality shall be rated on a mortthlsis.

(1)

(2)

(1)

(2)

Article 8
Placement of Bank funds in the form of EarniAgsets shall be fully
documented;
Earning Assets quality which has been detezthiny Bank as Current and
Under Special Mention shall be downgraded by Bawlohesia to be as high
as Substandard if the customer’s documentationtéaiprovide sufficient

information.

Part Two
Financing
Article 9
Earning Assets quality in the form of Finamgcshall be rated by :
a. business prospect;
b. customer’s performance; and
c. repayment ability;
Financing quality shall be rated into 5 (iv@assifications, namely Current,
Under Special Mention, Substandard, Doubtful, aosisL

Article 10

(1) The rating on business prospect as referred taticld 9 paragraph (1) letter

a shall include rating on the following components.
a. business growth potential,
b. market condition and customer’s position in contymati

c. management quality and manpower matters;

d. support ...
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d. support from the group or affiliated parties; and
e. efforts made by customer in the framework of thesprvation of living
environments.
(2) The rating on customer’s performance as referreah tarticle 9 paragraph
(1) letter b shall include rating on componentfodsws.
a. profit earnings;
b. capital structure;
c. cash flow; and
d. sensitivity to market risk.
(3) The rating on repayment ability as referred to rticdde 9 paragraph (1) letter
c shall include rating on the following components.
a. promptness of principal and margin/profit sharefiagments;
. availability and accuracy of customer’s financrgbrmation;
. completeness of Financing documentation;

b
c
d. compliance with Financing agreement;
e. conformity of use of funds; and

f

properness of liability repayment source.

Article 11
(1) Financing quality shall be rated by analysis omgatactors as referred to in
Article 9 taking into account those componentsedsrred to in Article 10.
(2) Financing quality rating as referred to in paragrgl) shall take into
account:
a. Significance an materiality of each rating factod @omponent; and

b. Relevance of rating factor and component to theeored customer.

Article 12 ...
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Article 12

(1) Rating onMudharabahandMusyarakahFinancing qualities which is based
on repayment ability shall refer to promptness ri@pal repayment and/or
achievement of the ratio of Realized Revenue (RRRRevenue Projection
(RP).

(2) Calculation of RR and RP as referred to in pardgrdy for the rating of
MudharabahandMusyarakahFinancing qualities per term shall be based on
accumulation average in the duration of undergoMgdharabah and
MusyarakahFinancing.

(3) Calculation of RP shall be based on business wgb#nalysis and
customer’s cash inflow in the duration Mudharabahand Musyarakah
Financing.

(4) Bank may revise RP based on agreement with customtéite event of a
change in macroeconomic, market, and political ¢ardwhich influence
customer’s business.

(5) Bank is required to include RP and revision of RPMudharabahand
MusyarakahFinancing agreement between Bank and customeshaltl be
fully documented.

(6) Bank may revise RP at a maximum of :

a. 1 (one) time forMudharabahandMusyarakahFinancing with a term of
up to 1 (one) year;
b. 2 (two) times foMudharabahandMusyarakahFinancing with a term of

more than 1 (one) year.
Article 13

(1) Principal installment payment dludharabahandMusyarakahFinancing as

referred to in Article 12 paragraph (1) mbg made during the term of

Financing ...



(2)

3)

-13-
Financing as agreed by Bank and customer.
If the term ofMudharabahand MusyarakahFinancing is more than 1 (one)
year, the principal installment repayment of Finagcas referred to in
paragraph (1) shall be made in stages in accordantte cash inflow
projection of customer’s business.
The principal installment repayments as referrethtparagraph (1) shall be
stated inMudharabahand MusyarakahFinancing agreement between Bank

and customer, and shall be fully documented.

Part Three
Sharia Securities
Article 14

Bank is required to hold written policy and procestuof Earning Assets in the

form of securities as follows.

a.

Policy on Earning Assets in the form of securitsésll be approved by the
Board of Commissioners;

Procedures of Earning Assets in the form of saesrishall be approved at
least by the Board of Directors;

The Board of Commissioners is required to conducaetive supervision on
the implementation of policy on Earning Assetshia torm of securities;

Policy and procedures on Earning Assets in the fofrsecurities are parts
which can not be separated from Bank risk managepwicy as referred to in

applicable Bank Indonesia stipulations.

Article 15

(1) Bank may only hold Sharia Securities in the formsharia bond with the

objective of investment.

(2) In the event ...
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In the event of any liquidity problem faced by Bamke Sharia Securities

held by the Bank as referred to in paragraph (1y tma sold prior to its

maturity.

Article 16
Quality of Sharia Money Market Securities shallraed as Current provided
that it meets requirements as follows.
a. There are transparent information on the securities
b. Repayment services are received in a proper anasuhappropriate term
as agreed; and/or
c. Has not been mature.
Sharia Money Market Securities failing to meet iegments as referred to in
letter a, letter b, and letter ¢ shall be categutilzoss.
Sharia Securities outside those as referred taiagvaph (1) include but not
limited to the following.
a. Commercial securities based on sharia principles;
b. Bonds based on sharia principles which are recaadédraded in Capital
Market;
c. Securities which are linked or guaranteed with Bgeassets based on
sharia principles;
d. Other securities based on sharia principles;
Classification of Securities quality as referredrt paragraph (2) shall be as
follows.
a. Current, if :
1. Holds investment rating or higher than rating agerecognized by
Bank Indonesia and issued during the latest one yea

2. Occasional payments of profit share/margin/feetber liabilities of

the kind ...
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the kind are made in proper amount and approptéata as agreed;
and

3. Has not been mature;

b. Substandard, if :

1. Holds investment rating or higher than rating agerecognized by
Bank Indonesia and issued during the latest one yea

2. Delay occurs in occasional payments of profit simaegin/fee or
other liabilities of the kind; and

3. Has not been mature;

or

1. Holds a rating of no less than 1 (one) level undeestment rating of
a rating agency recognized by Bank Indonesia asued during the
latest one year;

2. No delay occurs in occasional payments of profiérehmargin/fee or
other liabilities of the kind; and

3. Has not been mature;

c. Loss, if securities do not meet criteria as ref@teein letters a and b.

Article 17

(1) Bank is prohibited from holding Earning Assetshe form of shares and/or
Securities which are linked or guaranteed with ulydeg reference assets in
the form of shares.

(2) Bank may only hold securities which are linked amaganteed with
underlying reference assets and based on shanigles provided that :
a. Underlying reference assets may be relied on;
b. Bank has a right on underlying reference assetsgbt on the value of

underlying reference assets;

c. Bank holds ...
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c. Bank holds clear, appropriate, and accurate infaomaon the details of

underlying reference assets, including issuer aalliev of respective
underlying reference assets, and any change; and

d. Bank administers details of the composition andigssof underlying
reference assets and adjusts the administrati@ase of any change of

assets composition.

Article 18
(1) Quality of securities which are linked or guaradtewith underlying
reference assets as referred to in Article 17, itk liabilities repayment is
directly linked with underlying reference assqiags throug) either can be
repurchased by issuer or can nuirf redemptio)y shall be rated based on :
a. Securities quality as referred to in Article 16agmaph (2);
b. Quality of assets underlying securities if the sii@s have no rating; or
(2) For securities in the form of mutual fund, the ayaiating shall be based on:
a. Quality of mutual fund certificate in accordancelwsecurities quality
rating as referred to in Article 16 paragraph (2);
b. Quality of assets underlying mutual fund certifecaand quality of

certificate issuer, if the mutual fund certificdtas no rating.

Article 19
Bank IndonesiaVadiahCertificate (SWBI) and Securities and/or claimsuisd by

the Government based on sharia principles helddnkBhall be classified Current.

Part Four
Capital Participation
Article 20

(1) Equity ...
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Equity Participation with the Bank’s share lessntl20% (twenty percent)

shall be recorded by cost method and its classidicaof quality shall be as

follows.

a. Current, if based on the latest reporting yearditad financial statement,
the company where Bank places participation acgudrefit and does not
experience cumulative loss;

b. Substandard, if based on the latest reporting geaudited financial
statement, the company where Bank places participagxperiences
losses up to 25% (twenty five percent) of the comyfsacapital;

c. Doubtful, if based on the latest reporting yearwsdited financial
statement, the company where Bank places participagxperiences
losses more than 25% (twenty five percent) up t& Ffifty percent) of
the company’ capital;

d. Loss, if based on the latest reporting year's addftnancial statement,
the company where Bank places participation expeeg losses more
than 50% (fifty percent) of the company’ capital;

Equity Participation with a Bank’s share of 20% d€twy percent) or more

shall be recorded by equity method and classifieddnt.

Further stipulations relating to Equity Participatirefer to Bank Indonesia

Regulation regulating prudential principles in dguparticipation and

applicable religious instructions of the Nationadb8a Council.

Article 21
Quiality of Temporary Equity Participation shall ta¢ed based on the term of
participation as referred to in this Bank Indond®egulation.
The qualities of Temporary Equity Participationlsba as follows.

a. Current, if has not surpassed the term of 1 (oea};y

b. Substandard ...
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b. Substandard, if has surpassed the term of 1 (oeaj Hut has not

surpassed the term of 4 (four) years;

c. Doubtful, if has surpassed the term of 4 (four)rgdaut has not surpassed
the term of 5 (five) years;

d. Loss, if has surpassed the term of 5 (five) yearshas not been
withdrawn although the debtor's company has acdurenulative profit.

Bank Indonesia may downgrade the quality of Tempor&quity

Participation as referred to in paragraph (2) d@réhare significant evidences

that :

a. Temporary Equity Participation is expected to bkl sn a lower price
than that of the residual/book value; and/or

b. Temporary Equity Participation of the term of &€j years is expected to
be difficult to sell.

Further stipulations on Temporary Equity Participat refer to Bank

Indonesia Regulation concerning prudential priresgh Equity participation

and applicable religious instructions of the Nasib8haria Council.

Part Five
Placements
Article 22

Bank is required to hold written policy and procesfuon Earning Assets in the

form of Placement as follows.

a.
b.

C.

Policy on Placement shall be approved by the Bo&fZommissioners;
Procedures of Placement shall be approved athgabie Board of Directors;
The Board of Commissioners shall conduct active estipion on the
implementation of Placement policy;

Placement policy and procedures are parts wddaamot be separated from

Bank risk ...
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Bank risk management policy as referred to in a@pple Bank Indonesia

stipulations.

Article 23
Placement quality shall be rated as Current pravitleat the Placement is

guaranteed by the Depository Guarantee Institution.

Article 24
If guarantee program of Depository Guarantee umstih does not meet
requirements of guarantee program of Depositoryr&@ueae Institution as referred
to in Article 23, the quality of Placement shallriaged as follows.
a. Current, if :
1) bank receiving Placement holds Minimum Capital Rexgnent ratio at
least equal to that stipulated; and
2) there is no arrear in principal repayment for thioased ortWadiah/Qardh
principles, or there is no arrear in payment ohg@pal and/or profit share
for those based onlgludharabahand Musyarakahprinciples or Realized
Revenue (RR) equal or more than 80% (eighty peycehtRevenue
Projection (RP) forMudharabahMusyarakahFinancing, or there is no
arrear in payment of principal and/or margin forodd based on
Murabahahprinciples.
b. Substandard, if :
1) bank receiving Placement hold Minimum Capital Reguient ratio at
least at the same level with the applicable stipaiaand
2) there is arrear in principal repayment for thossedaonWadiah/Qardh
principles, or there is arrear in payment of pgatiand/or profit share for

those based oMudharabahandMusyarakahprinciples or RR over 30%

(thirty percent) ...
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(thirty percent) of RP up to 80% (eighty percerftR® or RR< 30% (thirty
percent) of RP up to 3 (three) periods of paymentMudharabahand
MusyarakahFinancing, or there is arrear in payment of priatipnd/or
margin for those based dviurabahahprinciples up to 5 (five) working
days.
Cc. Loss,if:

1) bank receiving Placement holds a Minimum CapitajuRement ratio less
than applicable stipulation;

2) bank receiving Placement has been stated and aced@s a bank with a
status of special surveillance or bank has beeroseqh on sanction of
freezing of its entire business activity;

3) bank receiving Placement is stated as a bank diggdéstation; and/or

4) there is arrear in principal repayment for thossda onWadiah/Qardh
principles, or there is arrear in payment of pgatiand/or profit share for
those based oMudharabahand Musyarakahprinciples or RR < 30%
(thirty percent) of RP more than 3 (three) periaafs payment for
Mudharabahand MusyarakahFinancing, or there is arrear in payment of
principal and/or margin for those based Murabahah principles more

than 5 (five) working days.

Part Six
Administrative Account Transactions
Article 25
Quality of Administrative Account Transactions shiaé¢ classified and rated in
accordance with stipulations on Financing qualitgssification for respective

transaction as referred to in Article 9.

Article 26 ...
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Article 26

(1) Rating of Financing quality and Administrative Acect Transactions
amounting up to Rp500,000,000.00 (five hundred iomll rupiahs) for
individual or group customers shall be based omlyheir repayment ability
as referred to in Article 9 paragraph (1) letter c.

(2) Rating of Financing quality and Administrative Acet Transactions
amounting to higher than Rp500,000,000.00 (fivedned million rupiahs)
either for individual or group customers shall besdd on stipulation as

referred to in Article 9 paragraph (1).

Part Seven
Provision of Funds in Certain Areas
Article 27
Other Financing and provision of funds for custasneith business activities

located in certain areas shall be based on repayabéity.

CHAPTER IV
NON-EARNING ASSETS
Part One
General Provisions
Article 28
(1) Non-earning assets required to be rated include @QRIEeft Unfinished
Property, Inter-office Account, Suspense Accound baventory.

(2) Non-earning Assets quality shall be rated on a higrtasis.

Part Two
Other Real Estate Owned

Article 29 ...
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Article 29

Bank is required to take efforts in the settlenefr®REO owned.
The efforts in OREO settlement shall be fully doemmed as referred to in
paragraph (1).

Article 30
Bank is required to re-evaluate the OREO to deteen@REO net realizable
value, which shall be conducted at the moment b&teval takeover.
The net realizable value as referred to in pardyg(apshall be determined by
Independent Appraiser for an OREO with a value p5,R00,000,000.00
(five billion rupiahs) or more; for an OREO with alue of lower than
Rp5,000,000,000.00 (five billion rupiahs) it may Hbetermined by Bank
internal appraiser.
In the event of occurrence of several values framlependent or Bank

internal appraiser, Bank is required to take theekt value.

Article 31

Quality of OREO which has been under settlemerdrestfas referred to in
Article 30 shall be classified as follows.
a. Current, if OREO is held up to 1 (one) year;
b. Substandard, if OREO is held more than 1 (one) ygato 3 (three)

years;
c. Doubtful, if OREO is held more than 3 (three) yaespgo 5 (five) years;
d. Loss, if OREO is held more than 5 (five) years.
Quality of OREO which is not in seek of settlemastreferred to in Article
29 shall be classified one level lower than thgiutated as referred to in

paragraph (1).

Part Three ...
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Part Three

Left Unfinished Property
Article 32
Bank is required to identify and determine Left ldighed Property owned.
Left Unfinished Property owned as referred to imagaaph (1) shall be
approved by the Board of Directors and fully docuoted.

Article 33
Bank is required to make the efforts of settlement Left Unfinished
Property owned.
Bank is required to document the efforts of Leftfibished Property

settlement as referred to in paragraph (1).

Article 34
Quiality of Left Unfinished Property which has baarder settlement efforts
as referred to in Article 33 shall be classifieda®ws.
a. Current, if Left Unfinished Property is held upidone) year;
b. Substandard, if Left Unfinished Property is heldrenthan 1 (one) year
up to 3 (three) years;
c. Doubtful, if Left Unfinished Property is held mailean 3 (three) years up
to 5 (five) years;
d. Loss, if Left Unfinished Property is held more tHa(five) years.
Quality of Left Unfinished Property which is undsettlement efforts as
referred to in Article 33 shall be classified oeed| lower than that stipulated

as referred to in paragraph (1).

Part Four ...
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Part Four

Inter-office and Suspense Accounts
Article 35

Bank is required to make the efforts in the seetmof Inter-office and
Suspense Accounts.

Quiality of Inter-office and Suspense Accounts sbaltlassified as follows.

a. Current, if Inter-office and Suspense Accounts ageorded in Bank

bookkeeping up to 180 (one hundred and eighty);days
b. Loss, if Inter-office and Suspense Accounts areonskd in Bank

bookkeeping for more than 180 (one hundred andgiglays.

Part Five
Inventory
Article 36
Bank is required to identify and determine Inventowned.
Inventory owned as referred to in paragraph (1)l db& approved by the
Board of Directors and fully documented.
Bank is required to make the efforts in the setletrof Inventory owned and

fully documented.

Article 37
Quiality of Inventory which has been under settlenafforts as referred to in
Article 36 shall be classified as follows.
a. Current, if Inventory is held up to 1 (one) year;
b. Substandard, if Inventory is held more than 1 (oregr up to 3 (three)
years;

c. Doubtful, if Inventory is held more than 8rge) years up to 5 (five)

ears, ...
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years;
d. Loss, if Inventory is held more than 5 (five) years
(2) Quality of Inventory which is not under settlemastreferred to in Article 36

shall be classified one level lower than that d&fed in paragraph (1).

CHAPTER V
ALLOWANCE FOR ASSETS LOSSES
Part One
General Provisions
Article 38
(1) Bank is required to establish PPA on Earning AsaetsNon-earning Assets.
(2) PPA as referred to in paragraph (1) comprises :
a. General reserves and special reserves for Earrssgts; and
b. Special reserves for Non-earning Assets.
(3) PPA as referred to in paragraph (1) shall be astada at least as referred to

in this Bank Indonesia Regulation.

Part Two
Method of Establishment
Article 39
(1) General reserves of PPA as referred to in Arti@depdragraph (2) letter a
shall be no less than 1 % (one percent) of totahiEg Assets classified
Current, not including Bank IndonesWadiah Certificate and Securities
and/or claims issued by the Government based armagtanciples.

(2) Special reserves of PPA shall be no less than :

a.5%...
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a. 5% (five percent) of Assets classified Under Sgeéiention after
deducted by collateral value;

b. 15% (fifteen percent) of Assets classified Subsaathchfter deducted by
collateral value;

c. 50% (fifty percent) of Assets classified Doubtfultea deducted by
collateral value; and

d. 100% (one hundred percent) of Assets classifieds ladter deducted by
collateral value.

(3) Obligation to establish PPA as referred to in peaply (1) and paragraph (2)
shall not be in force on Earning Assets in the favfnljarah or ljarah
Muntahiyah bit Tamlik.

(4) Bank is required to establish amortization lfarah or ljarah Muntahiyah bit
Tamlikwith stipulations as follows.

a. ljarah shall be amortized in accordance with Bank’s armatibn policy
for assets of the kind,;

b. ljarah Muntahiyah bit Tamlikamortized in accordance with the term of
leasing.

(5) The use of collateral value as a substracter inctileulation of PPA as

referred to in paragraph (2) may only be appliedEaming Assets.

Article 40
The establishment of PPA for Earning Assets asrmeleto in Article 39
paragraph (1) and paragraph (2) fdurabahah Salam andlIstishra’ uses the

amount of purchasing price balance or cost pritanca.

Part Three ...
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Part Three
Appraisal on Collateral

Article 41

Collateral which may be assigned as a subtractireiestablishment of PPA shall

comprise :

a.

Wadiah non-negotiable deposit and/or savings depdditidharabah non-
negotiable depositMudharabah savings deposit and/or time deposit, and
blocked guarantee deposit in rupiah and foreigmeowy enclosed with a
power of attorney to disburse;

Bank IndonesiaNadiah Certificate and/or securities and/or claims issbgd
the Government based on sharia principles;

Sharia Securities with an investment rating, eadisbursable and actively
traded in the capital market;

Land, building, house, airplane, and sea ship witsize of over 20 (twenty)
cubic meters;

Vehicle and inventory bound under fiduciary term.

Article 42

Collateral value which may be assigned as a subtrag the establishment of

PPA as referred to in Article 39 and Article 411sba as follows.

a. For collateral in the form ofWadiah non-negotiable deposit and/or savings

deposit, Mudharabah non-negotiable deposityludharabah savings deposit
and/or time deposit, and blocked guarantee deposiupiah and foreign
currency enclosed with a power of attorney to disbuat a maximum of 100%
(one hundred percent);

For collateral in the form of Bank IndonedéadiahCertificate and securities

and/or claims issued by the Government basedsharia principles at a

maximum ...
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maximum of 100% (one hundred percent);

For collateral in the form of Sharia Securitiesnat more than 50% (fifty

percent);

For collateral in the form of land, building, houserplane, sea ship, vehicle,

and inventory at no more than :

1) 70% (seventy percent) of appraisal, for appraisahdacted before
surpassing 12 (twelve) months;

2) 50% (fifty percent) of appraisal, for appraisal dooted after surpassing 12
(twelve) months but has not surpassed 18 (eighteenjhs;

3) 30% (thirty percent) of appraisal, for appraisahadacted after surpassing
18 (eighteen) months but has not surpassed 3@y{thionths;

4) 0% (zero percent) of appraisal, for appraisal cotetliafter surpassing 30

(thirty) months.

Article 43

Appraisal on collateral as referred to in Articl2 ghall be exercised by these

methods.

a.

(1)

(2)

Sharia Securities shall be appraised by marketevedgorded in the capital
market at end of month;

Land and house shall be appraised on Market Apjproac

Building, airplane, sea ship, vehicle, and inveptshall be appraised on

Market Approach.

Article 44
Appraisal on collateral shall be conducted by Iredeent Appraiser for
Financing extended to an individual or a group @un&r amounting to
Rp5,000,000,000.00 (five billion rupiahs).

Appraisal on collateral may be conducted by Bariermal appraisal for
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Financing amounting to lower than stipulated iragaaph (1).

(3) If the appraisal on collateral is not conductededsrred to in paragraph (1),
the result of the appraisal on collateral shalllbm®ticcounted as a subtracting
factor of PPA.

(4) If there are several values from independent aeriatl appraiser, Bank is

required to take the lowest value.

Article 45
(1) Bank Indonesia may recalculate collateral valuectvtiias been deducted in
PPA, if :
a. Collateral is not fully equipped with valid docunterand has not been
bound over in accordance with applicable laws;
b. Appraisal is not exercised in accordance with &ifpon as referred to in
Article 42, Article 43, and Article 44; or
c. Collateral is not covered by insurance with a baskeause, namely the
clause giving Bank the right to regain insurancedfuin case of
occurrence of claim.
(2) Insurance company giving insurance coverage ormteodl as referred to in
paragraph (1) letter ¢ shall meet the followinguiegments.
a. Insurance company shall comply with stipulations oapital in
accordance with those stipulated by competentutitn; and
b. Insurance company shall be no Related Party withkBar Borrower
Group with Bank customer, except it is insuredndresurance company
which is no Related Party with Bank or Borrower @yowith Bank
customer.
(3) Bank is required to adjust the calculation of PRA dccordance with

calculation stipulated by Bank Indonesia aesmrefd to in paragraph (1) in

reports ...



(1)

(2)

3)

(4)

-30-
reports to be submitted to Bank Indonesia and/oarftial statement

regulated in applicable stipulations by no latarthhe following reporting

period after the notice of Bank Indonesia.

CHAPTER VI
FINANCE RESTRUCTURING
Article 46

Bank is required to hold written policy and procexu on Finance

Restructuring as follows.

a. Finance Restructuring shall be approved by the @oACommissioners;

b. Restructuring procedures shall be approved at Ibgsthe Board of
Directors;

c. The Board of Commissioners shall conduct an adiygervision on the
implementation of restructuring policy;

d. The restructuring policy and procedures are norsgga parts from Bank
risk management policy as referred to in applicaBénk Indonesia
stipulations.

Bank may only conduct Finance Restructuring onarasts meeting criteria

as follows.

a. Customer has experienced or is expected to experi@ndecline or
difficulty in ability to repay or to meet liabilgis; and

b. Customer has a favorable business prospect armded@meet liabilities
after restructuring.

The restructuring efforts and mechanism as refewed paragraph (1) shall

be implemented referring to religious instructioofs the National Sharia

Council and applicable financial accounting stadddor sharia banks.

Quiality of restructured Financing is classified@ws.

a. As high ...
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a. As high as Substandard for Financing which priothe restructuring

was classified Doubtful or Loss;

b. The quality remains unchanged for Financing whialorpto the
restructuring was classified Current or Under Smedviention or
Substandard.

(5) Financing quality as referred to in paragraph (dym

a. Become Current, if there is no arrear in paymerrofcipal installments
and/or of profit share/margin/fee or of other lldigis of the kind in
consecutive 3 (three) time payment periods anddaaaly as in 3 (three)
months; or

b. Regain the quality prior to Finance restructurimghe actual quality if it
is worse as compared to criteria as referred #rticle 9 or if debtor fails
to comply with criteria and/or requirements in Fina Restructuring
agreement and/or the implementation of Finance rRdsring is not

supported with sufficient analysis and documentatio

Article 47

The sufficient analysis and documentation condudbgd Bank in customer

Finance Restructuring as referred to in ArticlepéBagraph (5) letter b shall be as

follows.

a. Financing to be restructured shall be analyzed dasecustomer’s business
prospect and repayment ability in accordance eash flow projection;

b. Financing to Related Parties to be restructuretl bbaanalyzed by a licensed
independent finance consultant with a good reputati

c. The analysis by Bank and independent finance ctardulon restructured
Financing and each stage of implementation of FiedRestructuring shall be

fully and evidently documented,;

d. Stipulations ...
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(1)

(2)
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(4)
(5)
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Stipulations as referred to in letter a, letteabd letter ¢ shall also be applied

in case of any repeated restructuring.

CHAPTER VII
WRITE OFF AND COLLECT OFF
Article 48
Bank is required to hold written policy and procextuon Financing write off
and collect off as follows.
a. Policies on write off and collect off shall be apped by the Board of
Commissioners;
b. Procedures of write off and collect off shall bepagved at least by the
Board of Directors;
c. The Board of Commissioners shall exercise an aciyeervision on the
implementation of write off and collect off polisie
d. The policies and procedures of write off and cadllef are no separated
parts from Bank risk management policy as refetoeid applicable Bank
Indonesia stipulations.
Write off and/or collect off may only be exercised financing of those
classified Loss.
Partial write off may not be exercised
Collect off may be exercised either on part ortiwle Financing.
Collect off on part of Financing as referred tgperagraph (3) may only be
exercised in the framework of Finance Restructurmg in Financing

settlement.

Article 49

Write off and/or collect off as referred to in Attt 48 may only be exercised

after ...
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after Bank make various efforts to regain Earnirsg&ts extended.

Bank is required to document the efforts as refeteein paragraph (1) and
basic considerations of the implementation of woiffeand/or collect off.
Bank is required to administer data and informatonthe Earning Assets

under write off and/or collect off.

CHAPTER VI
SANCTIONS
Article 50
Bank failing to comply with stipulations as refeir® in Article 2, Article 4,
Article 5, Article 6, Article 7, Article 8 paragrap(1), Article 12 paragraph
(5), Article 13 paragraph (2) and paragraph (3}icka 14, Article 17, Article
20 paragraph (1) and paragraph (2), Article 22ichr 28, Article 29, Article
30, Article 32, Article 33, Article 35, Article 36Article 38, Article 39,
Article 42, Article 43, Article 44 paragraph (1)chparagraph (4), Article 45
paragraph (3), Article 46 paragraph (1) up to paply (3), Article 47,
Article 48, Article 49, and Article 55 is liable tmdministrative sanctions as
referred to in Article 52 Act Number 7 of 1992 cemuing Banking as
amended by Act Number 10 of 1998 including butlmoited to :
a. written warning;
b. downgrading in bank rating; and/or
c. replacement of management.
In addition to the sanctions as referred to in gaxph (1), Bank failing to
comply with stipulation in Article 17 is required establish PPA amounting

to 100% (one hundred percent) of the concernedsasse

CHAPTER IX ...
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CHAPTER IX

CONCLUDING PROVISIONS
Article 51
Quality rating on Non-earning Assets as referresh tarticle 28, quality rating on
Non-earning Assets for OREO as referred to in AgtRl, quality rating on Left
Unfinished Property as referred to in Article 3datity rating on Inter-office and
Suspense Accounts as referred to in Article 35]ityueating on Inventory as
referred to in Article 37, and quality rating onléwance for Non-earning Assets
Losses as referred to in Article 38 paragraph €ket b shall be in force 12

(twelve) months since the enactment of this Bamlohesia Regulation.

Article 52
Further provisions on the implementation of Ass@tmlity Rating as referred to
in this Bank Indonesia Regulation shall be stimdaiin Bank Indonesia Circular
Letter.

Article 53
Provisions as referred to in Bank Indonesia Bodr@icectors Decree Number
31/150/KEP/DIR dated November 12, 1998, concern@rgdit Restructuring
remains in force provided that it is not in contctidn with and/or not regulated in

this Bank Regulation.

Article 54
With the enforcement of this Bank Indonesia Reguiat
a. Bank Indonesia Regulation Number 5/7/PB1/2003 dakddy 19, 2003,
concerning Earning Assets Quality for Sharia Baakst
b. Bank Indonesia Regulation Number 5/9/PBI/2003 dakédy 19, 2003,

concerning Allowance for Earning Assets LossesSiaaria Banks

are revoked ...
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are revoked and declared no longer valid.

Article 55
With the enforcement of this Bank Indonesia RegoatBank is required to

adjust its operational guidelines relating to Assptality rating.

Article 56

This Bank Indonesia Regulation shall be in foreeasiJanuary 1, 2007.

Enacted in Jakarta
Dated : October 5, 2006

THE GOVERNOR OF BANK INDONESIA,

BURHANUDDIN ABDULLAH

STATE GAZETTE OF THE REPUBLIC OF INDONESIA NUMBERS870OF
2006

DPbS



ELUCIDATION
TO
BANK INDONESIA REGULATION
NUMBER 8/21/PBI1/2006

CONCERNING

THE QUALITY RATING
OF ASSETS OF COMMERCIAL BANKS CONDUCTING BUSINESS
BASED ON SHARIA PRINCIPLES

GENERAL REVIEW

Business developments of banks conducting buslressd on sharia principles
depend on their ability to continuously able toa@nmodate community’s need
in sharia bank services which are more diversifiredonsistent compliance
with sharia and prudential principles, where thditgbwill become one of
factors serving as the basis of bank business isabthty. Bank business
sustainability is dependant on performance, of twwhime key indicator is
guality of investment of bank funds. A proper gtyabf fund investment will
generate profits and it may thus become a sourcéhendevelopment of
business. Considering that bank assets charamteristre continuously
influenced by credit risk, it is necessary for bark continuously improve
policy and procedure of provision of funds incluglithe rating of quality and
establishment of allowance for assets losses.ditiad, it is also necessary that
assets portfolio is well managed and banks are t@bknticipate changes in

external factors which may influence the qualitypodvision of funds.

To determine ...
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To determine the quality of provision of funds whieflects the level of
credit risk exposure, it is necessary to reorgamieénition and criteria of
qguality rating and establishment of allowance faseds losses on each
provision of funds.

Pursuant to the considerations set forth above,deemed necessary to
re-regulate stipulations concerning assets quadityng for sharia commercial
banks in this Bank Indonesia Regulation concer@nglity Rating of Assets of

Commercial Banks Conducting Business Based on &Ramciples.

ARTICLE BY ARTICLE

Article 1
Number 1
Self-explanatory.
Number 2
Self-explanatory.
Number 3
Self-explanatory.
Number 4
Self-explanatory.
Number 5
Self-explanatory.
Number 6
Self-explanatory.
Number 7

Self-explanatory ...




Self-explanatory.

Number 8

Self-explanatory.

Number 9

Self-explanatory.

Number 10

Self-explanatory.

Number 11

Self-explanatory.

Number 12

Self-explanatory.

Number 13

Self-explanatory.

Number 14

Self-explanatory.

Number 15

Self-explanatory.

Number 16

Self-explanatory.

Number 17

Self-explanatory.

Number 18

Self-explanatory.

Number 19

Self-explanatory.

Number 20 ...




Number 20

Self-explanatory.

Number 21

Self-explanatory.

Number 22

Self-explanatory.

Number 23

Self-explanatory.

Number 24

Self-explanatory.

Number 25

Self-explanatory.

Number 26

Self-explanatory.

Number 27

Self-explanatory.

Number 28

Self-explanatory.

Number 29

Self-explanatory.

Number 30

Self-explanatory.

Number 31

Self-explanatory.

Article 2 ...



Article 2
Paragraph (1)
“Prudential principles in fund investment” is inte®nt of Bank
funds conducted on the basis, among other thirigs, o
1) Analysis of business viability taking into accouwttleast the
5C factors, namely Character, Capital, Capacitynditamn of
the economy, and Collateral;
2) Assessment of business prospect, performandagepayment
ability.
Paragraph (2)
“Monitor” means keeping a watch for changes in Husiness
performance of the customer from time to time.
“Take anticipatory measures” means taking actionsd a
preventive measures to protect against the posggibfldefault in
fund investment.
Article 3
Self-explanatory.
Article 4
Paragraph (1)
Self-explanatory.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Included in notice is the notice given by Bank Indsia to Bank

in exit meeting in the framework of Bank supervisio

Article 5 ...
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Paragraph (1)
Customer in this paragraph is an individual orgaleentity which
becomes a special entity and generates cash floavsasirce of
Earning Assets repayments.

Paragraph (2)
Self-explanatory.

Paragraph (3)
Example :
Bank A extendsMudharabah and Murabahah Financing to
debtor X. The result of rating conducted by Bankmrespective
earning assets is as follows.
a. Under Special Mention, fdrludharabah
b. Substandard, faviurabahah
Since Financing is used to finance 1 (one) custptherEarning
Assets quality rating by Bank A for customer X $hake the
lowest quality, namely Substandard.

Paragraph (4)
Financing quality shall be based on rating factofsbusiness
prospect, customer performance, and repaymentyal8iecurities
qguality generally shall be based on rating factofs level,
promptness of payments of profit share/margin/fee other
liabilities of the kind, and time of maturity. Smcthere are
differences in factors of the rating of quality fafancing with

securities, the quality of financing with sates may be rated

differently ...
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differently although for a single customer.
Paragraph (5)
A lower Earning Assets quality which is merely résd from the
usage of additional rating factor of the Republiclmdonesia
country risk shall not influence Earning Assets liyarating
result for a same customer in another Bank whictaied with
rating factors as stipulated in applicable Bank olmbkia
Regulation concerning Quality Rating on Commercgilaria
Bank Assets.
Article 6
Paragraph (1)
Obligation to audit financial statement is aimedaaturacy and
reliability of customer financial statement considg that
customer’s financial condition shall be one of eni# in the
Earning Assets quality rating.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Applicable laws include but not limited to Governmhe
Regulation Number 24 of 1998 concerning Company uahn
Financial Information as mended by Government Raguri
Number 64 of 1999.
Paragraph (4)
Self-explanatory.
Article 7

Self-explanatory ...




Self-explanatory.
Article 8
Paragraph (1)
“Fully documented” is defined as at least the alality of
documentation of fund investment including applmat analysis,
decision, and monitoring on fund investment, anaitanges.
Paragraph (2)
Self-explanatory.
Article 9
Paragraph (1)
Self-explanatory.
Paragraph (2)
Self-explanatory.
Article 10
Paragraph (1)
Letter a
Self-explanatory.
Letter b
Self-explanatory.
Letter c
Self-explanatory.
Letter d
Self-explanatory.
Letter e

Customer in this letter is required to make #féorts to

manage ...
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manage living environments in accordance with applie
laws.

Paragraph (2)
Self-explanatory.
Paragraph (3)
Self-explanatory.
Article 11
Self-explanatory.
Article 12
Paragraph (1)
Achievement of the ratio of Realized Revenues (RFxevenue

Projection (RP) shall be calculated as follows.

RR

Q=— x 100%
RP

In which :

Q = Revenue Achievement Ratio

RR = Realized Revenues, revenues received bk Bam
customer

RP = Revenues Projection, revenues to be recdiydslank

from customer

Paragraph (2)
Average accumulation in the duration of realizemilfcing is :

Example 1
For Mudharabah and Musyarakah Financing with a term of 1

one) ...
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(one) year beginning from January 1, 2005 up toeDdxer 31,
2005, and is rated in January 2006, it means tRaaRd RP to be
used is the accumulated amount from January upeember
2005.

Example 2
For Mudharabahand MusyarakahFinancing with a term of 6

(six) months, which has been realized only forl8gg¢) months,
the accumulation used is only the realized term3ofthree)

months.

Paragraph (3)
For example, in the case of Financing with a 2-yteam, with
payment of profit share scheduled every 6 montiesRP shall be
determined every 6 months as follows.
1. £'6 month RP =Rp xx or x %
2. 296 monthRP=Rp yyory %
etc.

Paragraph (4)
Self-explanatory.

Paragraph (5)
“Fully documented” is defined as at least the alality of
documentation on fund investment including appi@at
analysis, decision and monitoring on fund investimard other
files related to RP, and its changes.

Paragraph (6)

Self-explanatory ...
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Self-explanatory.
Article 13
Paragraph (1)
Self-explanatory.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Self-explanatory.
Article 14
Self-explanatory.
Article 15
Paragraph (1)

Investment objective is held by Bank to maturity.

Paragraph (2)
“Difficulty in liquidity” means that Bank is assume to
experience a shortage in funds which is indicated Hecrease in
Minimum Reserve Requirement ratio approaching timulated
minimum ratio.

Article 16

Paragraph (1)
Sharia Money Market Securities are included but lmoited to
Mudharabahlnterbank Investment Certificate (SIMA).
Letter a

“Transparent” includes but not limited to secustie

information to be reported into money market infation

system ...
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system in Bank Indonesia.
Letter b
Self-explanatory.
Letter c
Self-explanatory.
Paragraph (2)
Letter a
Self-explanatory.
Letter b
Self-explanatory.
Letter c
Securities linked or guaranteed with underlyingerefce
assets include but not limited to mutual fund Geste,
credit linked note, and asset guaranteed secub#issd on
sharia principles.
Letter d
Other securities based on sharia principles incluatenot
limited to securities issued by financial compadisted in
the International Islamic Financial Market or isduley
Islamic Development Bank.
Paragraph (3)
Investment rating and rating agency recognized mBnkB
Indonesia are based on applicable stipulations eronuy
Rating Agency and Rating Approved by Bank Indonesia
Article 17

Paragraph (1) ...
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Paragraph (1)
Ownership on securities linked or guaranteed by etwgihg
reference assets in the form of share may onlyripdeimented in
the objective of Equity Participation or TemporaBquity
Participation and shall be approved by Bank Ind@anas referred
to in applicable Bank Indonesia stipulations.
Paragraph (2)
Letter a
The existence of an asset may be relied on if, gnodiner
things, the asset is deposited in a custodian bank,
Indonesian Securities Central Custodian (KSEI)Bank
Indonesia.
Letter b
Self-explanatory.
Letter c
Self-explanatory.
Letter d
Self-explanatory.
Article 18
Paragraph (1)
Repayments of securities liabilities are considetieelctly related
to underlying assets (pass through) if the repaysneihsecurities
principal/profit share/fee merely originate frompagments of
underlying assets margin/profit share/fee.
Paragraph (2)

Letter a ...



Letter a

The rating on mutual fund quality refers to stipigias on

securities quality rating on mutual fund certifeaas a

product and not on every kind of asset underlyihg t

mutual fund certificate.

Letter b

The quality of mutual funds is rated based on thaity of

any kind of underlying assets and the quality oftual

fund certificate issuer, with stressing includest mot

limited to :

1. either performance, liquidity, and reputation dnest

related parties, such as insurance; and

2. diversification of portfolio held by issuer which

considers risk and prudential principles.

Article 19
Self-explanatory.
Article 20
Paragraph (1)

Self-explanatory.

Paragraph (2)

Self-explanatory.

Paragraph (3)

Self-explanatory.

Article 21
Paragraph (1)

Self-explanatory ...
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Self-explanatory.
Paragraph (2)
Cumulative profit is a company profit after accaatwith
previous years’ losses.
Paragraph (3)
A sale value which is lower than the book/residuale and/or
difficulties of selling in the period of 5 (five)ears are caused,
among other things, by weakness in financial camaitcompany
management, market condition, or a low demand tonpgany
shares.
Paragraph (4)
Self-explanatory.
Article 22
Self-explanatory.
Article 23
Self-explanatory.
Article 24
Minimum Capital Requirement (KPMM) ratio is the KRMratio as
stipulated by the competent authority on bank recgiPlacements.
KPMM ratio is based on the latest condensed firnsiatement in
accordance with the period stipulated by the cosmgetuthority. In the
event of an absence of the latest condensed fimlalstatement or
KPMM data in the latest condensed financial statémieank shall be
considered to have KPMM lower than the applicabjgugation
Article 25

Self-explanatory ...
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Self-explanatory.
Article 26
Paragraph (1)
Self-explanatory.
Paragraph (2)
Self-explanatory.
Article 27
Limit of Financing facility extended and other pigion of funds shall
be counted in the whole facility received by anystomer, either
individual customer or Borrower Group, from a Bank.
Other Financing and provisions of funds to customh business
activities located in a specific area is Financargprovision of funds
from Bank for investment and/or working capitakircertain area which,
according to Bank Indonesia, needs special treadmin encourage
economic development in the concerned area.
Other provision of funds is the issuance of guazamtr opening of L/C.
Article 28
Self-explanatory.
Article 29
Paragraph (1)
This regulation is intended to encourage Bank taloet business
in accordance with its function in the collectiomdaextension of
community’s funds. The settlement efforts may besta among
other things, through active marketing and seloh@REO.
Paragraph (2)

Documentation ...
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Documentation includes but not limited to data amfdrmation
evidences of efforts in the marketing and sellih@BREO.
Article 30
Paragraph (1)
Net realizable value is collateral's proper valueducted by
estimated costs of discharge. Maximum net realezamlue
amounts to the value of Earning Assets to be setilth OREO.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Self-explanatory.
Article 31
Self-explanatory.
Article 32
Paragraph (1)
Left Unfinished Property is a fixed asset in theniocof property
owned by Bank but not used in the Bank’s custontarginess
activities. Included in Bank’s customary businestvéies is a
property used to support Bank business activipesyide that it
is held in a proper number, such as official’'s loasd property
used for educational means, and other propertieslated to be
used by Bank in business activities in the neanréutbut not
including for Bank’s properties categorized in adamce with
applicable religious instructions and stipulatioesncerning

ljarah assets.

Paragraph (2) ...
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Paragraph (2)
Self-explanatory.
Article 33
Paragraph (1)
This regulation is intended to encourage Bank towlaot business
in accordance with its function in collection angtemsion of
community’s funds. The settlement efforts may bdesta among
other things, through active marketing and selliofy Left
Unfinished Property.
Paragraph (2)
Documentation includes but not limited to data amfdrmation
evidences of efforts in the marketing and sellinfy Laeft
Unfinished Property.
Article 34
Self-explanatory.
Article 35
Paragraph (1)
It is necessary that settlement efforts shall beama order that
all Bank transactions are approved and recordedcedbam
transaction characteristics and it is expected itomize possible
‘engineered’ transactions which may bear loss&atuk.
Paragraph (2)
Inter-office Account to be rated is Inter-office dount assets
without set off by Inter-office Account liabilitiegonsidering that

itis not confirmed that the transaction coumtrty is the same

party ...
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party or office.
Article 36
Paragraph (1)
Identification and establishment of Inventory irddu
identification and establishment of Inventory afirdsl in Article
1 number 27.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Settlement efforts include but not limited to aetmarketing and
selling of Inventory in accordance with Inventottyacacteristics
in the framework of the settlement of transactimderlying the
emergence of Inventory.
Documentation includes but not limited to data amfdrmation
evidences of efforts in the marketing and sellihghaentory.
Article 37
Self-explanatory.
Article 38
Paragraph (1)
Establishment of PPA for Non-earning Assets is ndes to
encourage Bank to make the settlement efforts arahticipate
potential losses.
Paragraph (2)
Self-explanatory.

Paragraph (3)

Self-explanatory ...
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Self-explanatory.
Article 39
Paragraph (1)
Self-explanatory.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Amortization for ljarah and/or ljarah Muntahiyah bit Tamlik
refer to applicable financial accounting standdodsharia banks.
Paragraph (4)
Letteraand b
Amortization pgfito be made shall reflect consumption
pattern to be expected from the benefitjafah economic
objects in the future.
Article 40
Amount of purchasing price balance or cost pridarze is the amount
of debit balance deducted by deferred margin Newrabahah and
Istishna’, and debit balance amount of the reporting montis&lam
Article 41
Letter a
Self-explanatory.
Letter b
Self-explanatory.
Letter c

Investment rating is based on the rating issyeddting agency

recognized ...
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recognized by Bank Indonesia in the latest one.yeahe event
of any absence of rating issued by the rating agéenthe latest
one year, the securities are considered not holditigg

Letter d
Self-explanatory.

Letter e
Collateral binding under fiduciary term shall be ancordance
with applicable stipulations and procedures in lamwsluding but
not limited to registration, thus Bank holds a prefice right on
the concerned collateral.
For inventory of moveable goods stored in warehmasegorized
eligible to be issued a warehouse receipt, guagangit charge
on the warehouse receipt is exercised based omgraeraent as
referred to in Act Number 9 of 2006 dated July 2006,
concerning Warehouse Receipt System.

Article 42

Letter a
Self-explanatory.

Letter b
Self-explanatory.

Letter c
Self-explanatory.

Letter d
Appraisal is a written statement of an Independggraiser or a

Bank internal appraiser on appraisal and opiniothe economic

value ...
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value of a collateral in the form of fixed asseésdéd on analysis
on objective and relevant facts in accordance witmmonly
applicable method and principles stipulated by oceteipt
association or institution.
Article 43
Self-explanatory.
Article 44
Paragraph (1)
Limitation of Rp5,000,000,000.00 (five billion raghs) is
counted in all facilities extended to customerastomer group.
Paragraph (2)
Self-explanatory.
Paragraph (3)
Self-explanatory.
Paragraph (4)
Self-explanatory.
Article 45
Paragraph (1)
Letter a
Self-explanatory.
Letter b
Self-explanatory.
Letter c
Self-explanatory.
Paragraph (2)

Self-explanatory ...
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Self-explanatory.

Paragraph (3)
Included in notice is the notice given by Bank Indsia to Bank
in exit meeting in the framework of Bank supervisio

Article 46

Paragraph (1)
Written policy and procedures include but not lexitto official
and working unit holding authority in the proce$sestructuring,
process of the analysis on provision of funds tardstructured,
and periodic report on restructuring.

Paragraph (2)
In the event that Bank estimates customer busicesdition to
experience a decrease or difficulty in repaymeiiitglor liability
fulfillment, it shall be supported by sufficient agsis and
evidences and well documented.

Paragraph (3)
Restructuring efforts and mechanism in accordancgh w
applicable stipulations are, among other thingsat tHor
Murabahahmay be conducted through granting of discount from
total payment of liabilities, rescheduling, and wersion of
Murabahahagreement conducted in accordance with applicable
religious instructions of the National Sharia Caunc

Paragraph (4)
Self-explanatory.

Paragraph (5)

Letter a ...
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Letter a
In the event that the term of payments of principal
installments and/or profit share/margin/fee is ldssn 1
(one) month, the quality improvement to become €hirr
may be conducted by no earlier than 3 (three) nsositice
restructuring.
Letter b
Self-explanatory.
Article 47
Self-explanatory.
Article 48
Paragraph (1)
Write off is a Bank administrative measure to wofé Financing
with a quality classified Loss from balance shemibanting to
customer’s liabilities without any revocation onri& collecting
right to customer.
Collect off is a measure taken by Bank to write affstomer’s
liabilities which can not be settled.
Write off and collect off policies and procedureslude but not
limited to criteria, requirement, limit, authoritgccountability,
and methods.
Paragraph (2)
Self-explanatory.
Paragraph (3)

Write off shall be conducted on all Financiegtended and be

bound ...
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bound in an agreement.
Paragraph (4)
Self-explanatory.
Paragraph (5)
Collect off in the framework of Finance Restruabgri and
Financing settlement is aimed at interest transmyreto
customer.
Financing settlement may be conducted through teoda
takeover or settlement by customer.
Article 49
Paragraph (1)
Efforts which may be made include but not limitedn the form
of collection to customer, Finance Restructurirgyment request
to the party extending guarantee on the conceraecityy Assets,
and Financing settlement through collateral takeove
Paragraph (2)
Self-explanatory.
Paragraph (3)
Self-explanatory.
Article 50
Self-explanatory.
Article 51
Self-explanatory.
Article 52
Self-explanatory.

Article 53 ...



- 26 -

Article 53

Self-explanatory.
Article 54

Self-explanatory.
Article 55

Self-explanatory.
Article 56

Self-explanatory.
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