Unofficial Translation

No. 8/27/DPNP Jakarta, November 27, 2006

CIRCULAR LETTER

To

ALL COMMERCIAL BANKS
IN INDONESIA

Subject : Prudential principles and Reports in thpplication of
Consolidated Risk Management for Banks Performing

Control on Subsidiary Companies

Pursuant to Bank Indonesia Regulation Number 8/B620B6 dated
January 30, 2006 concerning Implementation of Clofested Risk
Management for Banks Performing Control on Subsydfaompanies (State
Gazette of the Republic of Indonesia Number 8 dd&0Supplement to the
State Gazette of the Republic of Indonesia Numi@i2)i Banks holding
and/or performing control on Subsidiary Companteslise required to apply

a consolidated risk management.

In accordance with the aforementioned Bank Ind@n&sgulation, the
application of consolidated risk management for Bparforming control on
Subsidiary Companies shall be implemented in stdgémlly, the application
shall be conducted by submitting reports and catmg several ratios in the

application of prudential principles.

Following ...



Following the enactment of the aforementioned Balmdonesia

Regulation, it is necessary to enact implementafoovisions concerning

prudential principles and reports in the appliaatiof consolidated risk

management for Banks performing control on Subsydzompanies in a Bank

Indonesia Circular Letter as follows.

GENERAL PROVISIONS

1.

Sustainability of the business of any Bank is d#dcby risk

exposures arising either directly or indirectly rfrobusiness
operations of the Bank or of its Subsidiary Comparnso that the
Bank needs to apply a consolidated risk management.

In the application of consolidated risk managentkatBank shall be
required to comprehend its Subsidiary Companiesiditoons and

operational impacts on the Bank’s entire conditiondetail. In this

regard, the Bank must be able to identify, measorenitor, and

control risks arising from the Bank's and Subsigi@@ompanies’

operations.

In addition to the monitoring of Subsidiary Compesiioperational
Impacts on the Bank’s entire conditions, it is resegy that the Bank
also applies prudential principles on its Subsydi&ompanies’

operations in the same way as applied in the Bang&inbss

operations.

INFORMATION SYSTEM

Any Bank shall be required to hold systems which alble to identify,

measure, monitor, and control entire business rdkéhe Bank and its

Subsidiary Companies in order to be able to supth@tapplication of

consolidated risk management effectively. This eysis expected to be

able to...



able to assist the Bank in implementing risk manag# of the Bank’s

and Subsidiary Companies’ entire business. Thestersyg at least

include:

1.

Accounting Information System

Any Bank shall be required to hold an accountinfprimation
system which must at least be able to create aotidated financial
report and other reports in the implementation etidpntial
principles. The application of consolidated finahcireporting,
including its methods and techniques, shall ref@rapplicable
accounting standards. Meanwhile, the prudentiahggles which
must be implemented by the Bank include but notitéich to
calculation of Minimum Capital Adequacy RequireméGAR) on
consolidated basis, rating of assets quality andbéshment of
allowances for assets losses (PPA) for the Bankit@n8ubsidiary
Companies, calculation of Legal Lending Limit (LLEAking into
account of entire Bank’s and Subsidiary Companegiosures on
consolidated basis, and the Bank rating on coret@dlbasis.

Risk Management Information System

In the application of consolidated risk managemenisk
management information system represents a pamasfagement
information systems to be held and developed aslatedy the
Bank, referring to applicable Bank Indonesia retprha provisions
concerning Application of Risk Management for Comered Banks.
As a part in the application of consolidated risknmagement, the risk
management information system established by thek Bhall be

capable to ensure :

a. measurability of accurate, informative, and timegk exposures,

either composite risk exposures or by type of expes adhered

to Bank’s and Subsidiary Companies’ business ojp&stor risk

exposures..



exposures of each type of functional activity ofnBaand its
Subsidiary Companies;

b. compliance of application of risk management wistablished

policies, procedures, and risk limits;

c. availability of risk management application resekization

relative to its target on consolidated basis inoatance with

policies and risk management application strategy.

CALCULATION OF CONSOLIDATED CAR FOR BANKS
PERFORMING CONTROL ON SUBSIDIARY COMPANIES

In the application of consolidated risk managemiat calculation of

consolidated CAR of a Bank and its Subsidiary Comgs other than

subsidiary companies conducting business in insgras referred to in

point IV shall be implemented under the followirgnsiderations.

1.

Calculation of consolidated CAR shall be impleméntéy
comparing consolidated capital with consolidatestt sveight assets
(ATMR).

Requirement of CAR calculation and fulfillment ownsolidated
basis shall not nullify Bank requirement to cal¢aland fulfill CAR
on individual basis in compliance with applicablegulatory
provisions concerning CAR.

Calculation and fulfilment of CAR on consolidatbdsis as referred
to in number 1 shall take into account of credsksi and market
risks.

Calculation of consolidated CAR by taking into aacbof market
risks shall be in force for :

a. Any individual Bank which based on applicable peions has

been required to take into account of market risk€CAR

calculation:;...



calculation; or

b. Any Bank which on consolidated basis holds se@gifiosition
including share position and/or derivative transeciposition
in trading book equal or higher than criteria ofcig@ies
position and/or derivative transaction positiontiading book
for a Bank which is required to take into accouhtn@arket
risks in CAR calculation in compliance with applidéa Bank
Indonesia regulatory provisions.

Consolidated CAR as referred to in number 1 shallchlculated as
follows.
A. Capital Aspect

1) Consolidated capital comprises consolidated tieagital plus
consolidated tier 2 capital.

2) Components which may be categorized as tier 1 @rd2t
capital in the calculation of consolidated capitdl Bank,
including Subsidiary Companies, shall refer to aygile Bank
Indonesia regulatory provisions concerning CAR.

3) Consolidated tier 1 capital shall have taken intcoant of
shortfall of minimum Risk Based Capital (RBC) afereed to
in point 1V.2.b.2).

4) Consolidated tier 2 capital may only be calculated a
maximum of 100% (one hundred percent) of consaddidier 1
capital.

5) Minority interest shall be categorized as tier pitsd, except it
contains any part not agree with component of tieapital as
referred to in applicable regulatory provisions @aming CAR
for Commercial Banks.

6) Amount of minority interest which is categorized @esr 1

capital as referred to in number 5) may be notuided in

consolidated..
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8)

9)

consolidated capital by Bank Indonesia under sévera
considerations including but not limited to :
a) Bank shareholding in a Subsidiary Company at 50fty (f
percent) or less; and
b) no relationship/affiliation between other shareleold
(minority interest) and Bank; or
c) no willingness of other shareholder (minority ist) to
support Bank business group’s capital as confirtogd
written statement or decision of Subsidiary Company
shareholder general meeting.
Subsidiary Company’s subordinated loans may beidsxd into
tier 2 capital in calculating Bank’s consolidateAR provided
that they meet terms and conditions to be categoras capital
in compliance with applicable Bank Indonesia retpria
provisions concerning CAR. In order to be categatias tier 2
capital, supporting data demonstrating fulfillmerftall terms
and conditions for subordinated loan shall be sttieohiby the
Bank in compliance with applicable Bank Indonesiavfsions.
If a Bank is required to take into account of cdisted
market risk as referred to in point Ill.4, consaled capital
may be added with additional tier 2 capit@alculation of
consolidated tier 2 capital must meet criteria egglirements
for additional tier 2 capital as referred to in bggble Bank
Indonesia regulatory provisions concerning CAR rigkinto
account of market risks for individual bank.
Calculation of consolidated capital must also taite account
of subtracting factor in the form of Bank partidipa in any
company which is not subject to requirement of ipgibn of

consolidated risk management after deducted by iapec

reserves..



reserves for PPA, except temporary capital padiayn in the

framework of credit restructuring.

Risk Weighted Assets (ATMR)

Consolidated ATMR comprises consolidated ATMR foedst risk
and consolidated ATMR for market risk.

Consolidated ATMR for credit risk

1)

2)

a)

b)

Calculation of consolidated ATMR for credit riskah
refer to applicable regulatory provisions concegn®AR
for individual bank.

In calculating the consolidated ATMR for creditkrieach

consolidated assets item, including commitment and

contingency liability items, shall be calculatedséa on
risk weight in accordance with risk contents adtecethe
assets concerned.

Guidelines of calculation of the consolidated ATMét
credit risk shall refer to details of Appendix 5rfol to

this Bank Indonesia Circular Letter.

Consolidated ATMR for market risk

a)

b)

Consolidated ATMR for market risk includes intereste
risk, exchange rate risk, and equity risk whichakulated
by charging on capital. If a Bank or a Subsidiapnpany

conducts business based on sharia principles,

the

calculation of ATMR for market risk only includes

exchange rate risk.

Equity risk is loss risk arising from a change mce of
equity position. Equity position includes positiansing
from share transactions, such as transactions rhmm

stocks either with or without voting rights, contelle



d)

f)

9)

h)

securities with characteristics of share, and cdmemt
including option to purchase and sell shares, lbescot
include non-convertible preference shares

Consolidated ATMR for market risk shall be obtained
from the multiplication of amount of consolidateapdal
charge for all kinds of market risks by 12.5 (tweelpoint
five).

Calculation of interest rate risk and exchange resle in
consolidated ATMR for market risk and its requirense
shall refer to applicable regulatory provisions @aming
CAR taking into account of market risks.

Calculation of equity risk in consolidated ATMR for
market risk must be implemented by any Bank perfiogm
control on Subsidiary Companies with equity risk
exposures. Calculation of risk equity includes dgpeask
and general market risk included in trading book.

Capital charges for equity risk shall be calculated
summation of capital charges for specific risk gederal
risks.

Equity positions included in equity risk are longsgion
and short position included in trading book. Loragigion
and short position must be calculated separatelyaifty
financial market where a Bank carries out share
transactions.

Long position and short position of equity may cétone
another if those two positions are identical. Bguit
positions shall be considered identical if origgnéitom a

same issuer and traded in a same financial market.

Example....



Example :

A subsidiary company purchases PT X shares in the

Jakarta Stock Exchange and the subsidiary compalisy s

the shares of PT X under Forward contract in therda

Stock Exchange. Those two positions may set off one

another because they meet requirement of identical.

Capital charges for equity risks shall be calculate

separately, namely :

I.  specific risk at 8% (eight percent) of gross equity
position; and

ii. general risk at 8% (eight percent) of overall net

position.

Example :

Company| Quantity | Position| Market/ | Market price

of shares share
price
A 10,000 Long |Rpl00 |Rp1,000,000
2,000/ Short | Rp100 |Rp 200,000
B 15,000 Short | Rp200 | Rp3,000,000
C 5,000 Short | Rp400 | Rp2,000,000
D 10,000, Short | Rp100 | Rp1,000,000
E 20,0000 Long | Rp200 | Rp4,000,000

(a) Offsetting process for long position and short posi
in company A
(10,000 x Rp.100) — (2,000 x Rp100)
= Rp800,000 (Long)

(b) Amount...



(b) Amount of long position

Rp800,000 + Rp4,000,000 = Rp4,800,000
(c) Amount of short position

Rp3,000,000 + Rp2,000,000 + Rp1,000,000

= Rp6,000,000
(d) Specific risk

(Rp4,800,000 + Rp6,000,000) x 8% = Rp864,000
(e) General risk

(Rp4,800,000 — Rp6,000,000) x 8% = Rp96,000
() Equity risk

Rp864,000 + Rp96,000 = Rp960,000

The capital charge on consolidated equity risk ltegu
from the abovementioned calculation is Rp960,000.00
(nine hundred and sixty thousand rupiah). This te&pi
charge shall be combined with capital charges dmerot
market risks, such as capital charges on intesdst nisk
and exchange rate risk. Total capital charge orketaisk
shall be multiplied by 12.5 (twelve point five) tdtain a
consolidated ATMR for market risk.

IV. APPLICATION OF RISK MANAGEMENT FOR SUBSIDIARY
COMPANIES CONDUCTING BUSINESS IN INSURANCE

1.

Consolidated risk management for Banks and Subigidiampanies
shall also be applied on Subsidiary Companies ottimy business
in insurance. The application of consolidated ms&nagement for
Banks holding and/or controlling Subsidiary Comganconducting
business in insurance shall be implemented, amtreg things, by :

monitoring the fulfillment of minimum RBC ratio andther

prudential...
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prudential principles stipulated by the supervisamthority;
and

categorizing participation at Subsidiary Companydigcting
business in insurance as a subtracting factoreancticulation

of Bank consolidated capital.

In calculation of consolidated CAR for a Bank halglia Subsidiary

Company conducting business in insurance the Bamisalidated

capital shall be calculated as follows.

a.

C.

Bank participation at Subsidiary Company conducbuoginess

in insurance shall not be included in Bank consaéd ATMR.

If the Subsidiary Company conducting business suiance

fails to meet requirement of minimum RBC ratio stgied by

the supervisory authority,

1) Bank participation at the Subsidiary Company cotidgc
business in insurance shall be considered as aastihy

factor, namely at the amount of Bank participatairthe

Subsidiary Company conducting business in insurance

after deducted by special reserves for PPA; and
2) capital shortfall of Subsidiary Company conducting
business in insurance to minimum RBC shall

categorized as a subtracting factor of tier 1 ehpit 100%

(one hundred percent), if the Subsidiary Company
conducting business in insurance fails to meet the

minimum RBC within the timeframe prescribed by the

supervisory authority.
If the Subsidiary Company conducting business suiance

meets the minimum RBC requirement stipulated by the

supervisory authority, the Bank participation a¢ tBubsidiary

11



Company conducting business in insurance shalabegorized
as a subtracting factor of consolidated capitameig at the
amount of the Bank participation at the Subsidi@ympany
conducting business in insurance after deductedsgmcial

reserves for PPA.

ASSETS QUALITY RATING

Banks are required to conduct quality rating on K8arand Subsidiary
Companies’ assets in establishing PPA. The eskabéat of PPA is
intended that Banks’ and Subsidiary Companies’nioia reports may be
properly consolidated, and consolidated CAR can dixurately
calculated. Consolidated assets quality rating $iea¢xercised on earning
and non-earning assets of Banks and earning asgetSubsidiary
Companies in compliance with applicable Bank Indameregulatory
provisions concerning Assets Quality Rating for @mencial Banks and

Assets Quality Rating for Sharia Banks.
A. Earning Assets Quality Rating

1. If a Subsidiary Company holds assets which maydualezed
to credit/financing at a Bank, assets quality atoy the Bank
on Subsidiary Company’s earning assets shall bedbasleast
on promptness of principal and/or interest/margiebrofit

share payments.

2. Based on the calculation in number 1, credit/fimagauality
shall be rated Current, Special Mention, Substahdaoubtful,
and Loss in compliance with applicable Bank Indomes
regulatory provisions concerning Assets Quality iftpatfor
Commercial Banks and Assets Quality Rating for Bhaanks.

w
=
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3. If a Subsidiary Company holds assets which maydmaleed
to securities at a Bank, securities quality ratingthe Bank
shall refer to applicable Bank Indonesia regulatprgvisions
concerning Assets Quality Rating for Commercial IB&aand
Assets Quality Rating for Sharia Banks.

4. If a Subsidiary Company holds securities in therfaf share,
the share quality shall be rated by Bank as follows

a. current, provided that the share is actively traded

Indonesian stock exchange and there are transparent

information on market value.

b. if the share fails to meet criteria as referredntdetter a,
the quality rating shall refer to stipulated qualiating for
participation under cost method.

5. For earning assets in a Subsidiary Company perfgynas a
finance company, earning assets quality rating aylkBshall be
based on applicable regulatory provisions concegrm@arning
assets quality rating and classification stipulated the

authorized institution on the Subsidiary Company.

Quality Rating on Other Earning Assets
Subsidiary Company earning assets other than tegsalized to
credit and securities shall be rated by Bank in miaance with

applicable Bank Indonesia regulatory provisions.

Allowances for Assets Losses

1. Based on the earning assets quality rating asreef¢o in letter
A and B, Bank shall be required to establish PP#eeifor
Bank assets or Subsidiary Company earning assets
compliance with applicable Bank Indonesia regulator

provisions.

13



VI.

2. If the amount of PPA to be established on constdudidasis
has not met requirements, the shortfall of PPAldietome a

subtracting factor of consolidated tier 1 capital.

LLL CALCULATION

Any Bank shall be required to monitor adequacy wids taking into

account of the fulfilment of CAR either for prowas of funds by the

Bank on individual basis or provision of funds bKyetBank and its

Subsidiary Companies on consolidated basis. Cafedell LLL is a

maximum percentage of provision of Bank and SubsydiCompany

funds permitted relative to consolidated Bank apit

A.

Limits of Provision of Funds

Referring to applicable regulatory provisions canggy the LLL for
Commercial Banks, total portfolio of provision afnfds for parties
related to Bank shall be no more than 10% (tengumtycof Bank
capital. In regard to calculation of consolidatdd_| the definition
of provision of funds for related parties also ud# entire provision
of funds of Bank and of Subsidiary Company relativeonsolidated
capital. The same regulation shall also be valigpfovision of funds
for borrowers of unrelated parties.
Consolidated LLL for provision of funds for borrowgeof parties
unrelated to Bank shall be established in compéanith applicable
Bank Indonesia regulatory provisions concerning LlUor
Commercial Banks, including but not limited to :
1. 1 (one) individual Borrower shall be at a maximum26%
(twenty percent) of consolidated Bank capital; and
2. 1 (one) Borrower group shall be at a maximum of ZB&&nty

five percent) of consolidated Bank capital.

In the...
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In the event of any violation or excess of consubd LLL, Bank
shall be liable to administrative sanctions refegrito applicable

Bank Indonesia regulatory provisions concerninglibke.

Capital

In calculation of consolidated LLL, capital to bsed shall be the
consolidated capital of Bank. The consolidated Bankital is a
summation of consolidated tier 1 capital and cadatéd tier 2
capital. The calculation of consolidated tier 1 itadp and
consolidated tier 2 capital shall refer to the ugkton of
consolidated CAR of the Bank. The consolidated Baayktal for the
calculation of LLL shall not include additional ti2 capital and shall

not be deducted by participation.

VII. SUBSIDIARY COMPANY MANAGEMENT

1.

Referring to Article 11 paragraph (3) Bank Indoae&egulation
Number 8/6/PBI/2006 concerning Implementation oin&widated
Risk Management for Banks Performing Control on stdibry
Companies, Banks shall be required to submit aofigirospective
executive board managing Subsidiary Companies gexpoin

shareholder general meeting.

At initial step a Bank shall submit a list of pemsoserving the
management of its Subsidiary Company by the en®afember
2006. A list of prospective management of the Siibsy Company
shall further be submitted no later than 10 (tenyking days prior
to shareholder general meeting. The list of prospeenanagement
concerned shall be submitted by the Bank to Bawloriesia under

this address :

a. Related..
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a. Related Directorate of Bank Supervision, Jl. M.Hafnrin No.
2 Jakarta 10350, for a Bank with head office lodaite the
working area of Bank Indonesia Head Office; or

b. Local Bank Indonesia Regional Office, for a Bankhnhead
office located outside the working area of Bankdmelsia Head
Office.

VIIl. REPORTING

Referring to Article 16 Bank Indonesia Regulationnber 8/6/PBI/2006
concerning Implementation of Consolidated Risk Mpmaent for Banks
Performing Control on Subsidiary Companies, anykBstmall be required
to submit Subsidiary Company’s financial reportdiran referring to
applicable Bank Indonesia regulatory provisionscesning Commercial
Bank Monthly Report (LBU) or Commercial Bank Peiical Reports
(LBBU). Insofar as online reporting still not pdsig, the Bank shall be
required to submit reports offline on quarterly ibaf®r the periods of

March, June, September, and December.

A. Financial Report of Each Subsidiary Company
Any Bank which has not been able to submit its &lidwgy Company
financial reports online through LBU or LBBU shalbmit its
Subsidiary Company financial reports referring toe tformat
stipulated by respective supervisory authority.
If the Subsidiary Company is a company conductingiress in
insurance, the financial report concerned shalluohe report on

calculation of RBC.

B. Consolidated Financial Reports
The presentation and format of consolidated fir@n@ports shall

refer to :

1. Appendix...
16



1. Appendix 1 : Consolidated Financial Report,aak Sheet

2. Appendix 2 : Consolidated Financial Report fletass
Statement

3. Appendix 3 : Consolidated Financial Report, @atments and
Contingencies

C. Consolidated Reports on Calculation of CAR and Detd ATMR
The presentation and format of consolidated repmrtsalculation of
CAR and details of ATMR shall refer to :

1. Appendix 4 : Consolidated Report on CalculatiolfCaiR

2. Appendix 5 : Consolidated Report on Details of ATMR
Calculation of ATMR for credit risks shall refer talculation
format in Form I, while calculation of ATMR for mieet risk
shall refer to Form Il.a and Il.b, Form Ill, Foriw,|Form V,
and Form VI in Details of Appendix 5. The forms dd®/ Bank
in calculation shall be fully documented and, itessary, Bank
Indonesia may request results of ATMR calculatedhigyBank.

3. Appendix 6 : Consolidated Report on Assets Qualitg PPA

D. Consolidated Reports on Calculation of LLL
The presentation and format consolidated reportgadoulation of
CAR shall refer to :
1. Appendix 7 : Consolidated Report on Provision onhds for
Parties Related to Bank
2. Appendix 8 : Consolidated Report on Excess/Violatad LLL

for Parties Unrelated to Bank

Abovementioned reports shall be submitted by anykBaince the
reporting position of the end of December 2006 stmall be submitted no
later than the 15 day of the second month after the end of the tipr
month concerned.

17



For the reporting position of the end of Decemb@d&in particular, the
abovementioned reports may be submitted no lager the end of March
2007.

For any Bank conducting business based on shaicigles, the

abovementioned reports shall be carried out in r@ece with business

characteristics of the Bank concerned and shaimaiptes.

SANCTIONS

Referring to Article 17 Bank Indonesia Regulationnber 8/6/PBI/2006
concerning Implementation of Consolidated Risk Mpmaent for Banks
Performing Control on Subsidiary Companies, anykBailing to submit
reports after the deadline of the report submissipnto 14 (fourteen)
working days after the deadline, shall be imposedfirze of

Rp1,000,000.00 (one million rupiah) per working adiylelay.

If a Bank has not submitted or submitted reportsrahe aforementioned
deadline of the report submission, shall be imposedfine of
Rp50,000,000.00 (fifty million rupiah).

Any Bank which has not submitted the aforementioregubrts shall be
persistently required to submit the reports.

Example of calculation of sanction against a Barkctv has not been
able to submit report online :

Any Bank shall be required to submit Subsidiary @any financial
report, consolidated financial reports (Appendixud to Appendix 3),
consolidated reports on calculation of CAR and itdetaf ATMR
(Appendix 4 up to Appendix 6), and consolidatedorépon calculation of
LLL (Appendix 7 up to Appendix 8) for the positiaxs of the end of
March 2007.

a) Bank X submits the abovementioned reports in cotela May 14,
2007. Bank X is considered not late in submittingse reports

because..
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because the deadline of report submission is o thbn May 15,
2007.

b) Bank Y submits Subsidiary Company financial repoansolidated
financial reports, consolidated reports on caleoatof CAR and
details of ATMR, and consolidated reports on caltah of LLL on
May 16, 2007. Bank Y shall be declared late in sitiong reports
for 1 (one) working day and be imposed a fine ofLlIRp0.000,00
(one million rupiah).

c) Bank Z submits Subsidiary Company financial repahd
consolidated financial reports on May 14, 2007 aodsolidated
reports on calculation of CAR and details of ATMRhda
consolidated reports on calculation of LLL on M&; 2007. Bank Z
shall be declared late in submitting reports beedhs reports it has
submitted are not significantly complete, for 3 Wwog days, and be
imposed a fine of Rp3,000,000.00 (three millioniaiap.

d) Bank A submits Subsidiary Company financial repodnsolidated
financial reports, consolidated reports on caleoatof CAR and
details of ATMR, and consolidated reports on caltah of LLL on
June 8, 2007. Bank A shall be imposed a fine of (Rp®E,000.00
(fifty million rupiah) because Bank A is considerfadl in submitting
reports or submits reports after the deadline o Ni&, 2007, and
more than 14 (fourteen) working days after the teadf May 15,
2007, namely June 4, 2007.

The abovementioned imposition of fines shall comi iforce for all

reports since the reporting position of the en®etember 2006.

Provisions in this Bank Indonesia Circular Lettéalé come into force
since November 27, 2006.

For the...
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For the public to be informed, it is ordered thhistBank Indonesia
Circular Letter be promulgated in the State Gazettethe Republic of

Indonesia.

Please be informed accordingly.

BANK INDONESIA,

MAMAN H. SOMANTRI
Deputy Governor
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