
Indonesia makes payment by letter of credit 
(L/C) mandatory for the sale and purchase of 
‘certain products’ 

Introduction

The enactment of Regulation 4/2015 by the 
Indonesian Minister of Trade (MOT) introduced a 
requirement that letters of credit (L/Cs) be used in 
the export of certain products. 

On 1 April 2015, the MOT issued Regulation 
26/2015 which permits a special postponement 
of the Regulation 4/2015 requirement for payment 
by L/C in certain circumstances. This Briefing 
aims to explain some of the more unusual 
characteristics of Regulations 4/2015 and 
26/2015 and considers the potential implications 
of these Regulations on certain Indonesian 
exporters and their overseas buyers.

Regulation 4: mandatory payment by L/C

Originally announced in the start of January 2015, 
the MOT’s controversial Regulation 4 requires 
Indonesian exporters to arrange for payment by 
L/C when exporting the following natural resource 
products:

n	� Mineral products: iron concentrate, nickel, 
silver, gold, bronze and tin.

n	� Coal products: briquettes, agglomerated coal, 
and lignite.

n	� Oil and gas products: crude oil and liquefied 
natural gas (LNG).

n	� Crude palm oil including crude palm kernel oil.

Regulation 4/2015 was met with considerable 
criticism, specifically from the Indonesian oil and 
gas industry, who expressed concerns that its 
implementation date of 1 April 2015 set too 
short a timeframe for sellers to comply with the 
requirement. Regulation 4/2015, the industry 
argued, would require sellers to renegotiate both 
their long- term sales contracts and financing 
arrangements, the latter of which often would 
involve complex covenant packages, account 
controls or security structures. Considering 
that failure to comply with Regulation 4/2015 
could result in products not being exported and, 
potentially, a halt in production, the risk for such 
companies was great.
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Regulation 26/2015: requirements 
for special postponement

The recent Regulation 26/2015 
aims to address these concerns by 
providing for a special postponement 
to be granted to companies which 
require additional time to comply with 
the Regulation 4/2015. The special 
postponement under Regulation 
26/2015 will be granted by the MOT 
after receiving a recommendation by 
the relevant ministry. In order to obtain 
the special postponement, exporters 
must submit the following additional 
documents:

a.	� The contract between the exporter 
and its overseas buyer in relation to 
Certain Products which had been 
agreed prior to the enactment of 
Regulation 4/2015 and utilises a 
payment method other than L/C.

b.	� An undertaking by the exporter to 
adjust its contract to satisfy the 
Regulation 4/2015 within a certain 
period of time.

c.	� A letter, with a stamp duty affixed 
on it, affirming that the documents 
in points (a) and (b) above are true 
and correct.

In addition, the Director General of 
Coal and Mineral’s circulation letter 
dated 7 April 2015 sets out a further 
requirement for the exporters of 
coal and mineral products seeking 
a special postponement of the 
Regulation 4/2015. The circulation 
letter provides that, in order to obtain 
a recommendation from the Minister 
of Energy and Mineral Resources, 
exporters of coal and mineral products 
must first present the Ministry with 
all three of the abovementioned 
documents, as well as a copy of 
the Exportir Terdaftar (ET) – Mineral 
Products, before applying directly to 
the MOT.

Exporters who have been granted 
a special postponement of the 
Regulation 4/2015 may be subject to 
post-audits by a team selected by the 
MOT. It should be noted that exporters 
whose post-audit results are inaccurate 
may be subject to a penalty and their 
postponement will be revoked.

Additional commentary

Regulation 26/2015 leaves open one 
controversial aspect of the Regulation 
4/2015, which is the requirement that 
the price stated in the L/C must be at 
least the same as the world market 
price. As oil and gas products sold 
from Indonesia are generally sold 
pursuant to long-term contracts, it is 

likely that the sale price under these 
contracts would be lower than the 
world pricing. Regulation 4/2015, 
therefore, might require these exporters 
to make upwards price adjustments 
that their buyers may not be willing to 
accept. LNG exporters in particular 
face the additional difficulty of not 
having a single world market price for 
LNG, and therefore it remains to be 
seen how this rule will work in that 
context. This will also leave certain 
ambiguity and questions for exporters 
in the mining sector, especially in 
relation to long-term offtake contracts 
whereby the payment of the offtake 
is made by the financier or “offtaker” 
advancing the prepayment or loan 
facilities to the sellers.

Indonesia bans foreign currencies 
for local transactions

Background

Pursuant to the Indonesian Currency 
Law No. 7 of 2011, which sought 
to encourage the use of Indonesian 
Rupiah (IDR) for domestic Indonesian 
transactions, the Bank of Indonesia 
passed, on 31 March 2015, Regulation 
17 which will ban the use of foreign 
currencies in such transactions.

According to the Bank of Indonesia’s 
director of money management, the 
Regulation is part of an effort to avoid 
a “dollarized economy” and uphold the 
“sovereignty of the rupiah”.

Scope of Regulation 17/2015

Regulation 17/2015 will require the 
use of IDR for domestic Indonesian 
transactions. The Regulation will 
apply to both cash and non-cash 
transactions, and will also prevent 
affected sellers from quoting their 
prices in a foreign currency.
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There are, however, several exceptions 
to Regulation 17/2015, including:

1.	� State budget transactions, i.e. 
foreign debt payments, payments 
of a domestic debt in a foreign 
currency, shopping goods from 
abroad, capital expenditure from 
abroad, and state revenues 
from the sale of state bonds 
denominated in foreign currencies.

2.	� Grants given by, or to, a party 
domiciled abroad.

3.	� International trade transactions, 
defined as the import/export of 
goods or service trade activities 
which involve either a cross-border 
supply or consumption abroad.

4.	� Bank deposits denominated in 
foreign currencies.

5.	� International financing transactions 
where one party (either financier or 
recipient) is domiciled abroad.

6.	� Bank activities in foreign currencies 
conducted in accordance with the 
prevailing law, i.e. export credit, 
inter-bank money market, bonds, 
sub-debt and other securities 
denominated in foreign currencies.

7.	� Government bonds and securities 
denominated in foreign currencies.

8.	� Infrastructure projects that have 
been approved by the Bank of 
Indonesia.

Regulation 17/2015 contains a further 
exception from the mandatory use of 
IDR for the settlement of obligations 
where a foreign currency has been 
agreed in writing.

Of the above listed exceptions, 5 
and 6 are the most significant. Most 
international transactions will likely not 
be affected by Regulation 17/2015, 
to the extent they are made in the 
framework of international trade 
and financing. In this sense, cross-
border investments, loans, structured 
finance transactions and other similar 
transactions may continue to be 
performed in foreign currencies.

Compliance and sanctions

Regulation 17/2015 is due to take 
effect on 1 July 2015. Non-cash 
transactions using foreign currencies 
that were entered into before 1 July 
2015 will remain in force until the 
written agreement expires.

The Bank of Indonesia is charged 
with ensuring compliance with 
Regulation 17/2015 and may 
request reports, information or any 
data it requires to do so. Breach 
of the provisions of the Regulation 
may result in criminal sanctions 
under Article 33 of Law No. 7 of 
2011. Where the transaction is not 

a cash transaction, a penalty may be 
charged against transacting parties in 
breach of the Regulation representing 
1% of the value of the transaction (with 
a maximum limit of one billion IDR).

How HFW can help?

HFW is a market leader advising on the 
international sale of soft commodities, 
oil and gas, coal and steel, and non-
ferrous and precious metals. With a 
strong Indonesian capability, HFW is 
well positioned to provide high level 
direction on the above regulations and 
issues connected to them.

In the first instance, potentially 
affected companies are encouraged 
to consult the relevant government 
agency and obtain clarification on how 
these regulations might apply to them 
directly.
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According to the Bank of Indonesia’s director of 
money management, the Regulation is part of an 
effort to avoid a “dollarized economy” and uphold the 
“sovereignty of the rupiah”
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Regulation 17/2015 is 
due to take effect on 
1 July 2015. Non-cash 
transactions using foreign 
currencies that were 
entered into before 1 
July 2015 will remain in 
force until the written 
agreement expires.
TEMMY KURNIAWAN, CONSULTANT



São Paulo  London  Paris  Brussels  Geneva  Piraeus  Dubai  Shanghai  Hong Kong  Singapore  Melbourne  Sydney  Perth

Lawyers for international commerce                       hfw.com
© 2015 Holman Fenwick Willan Singapore LLP. All rights reserved

Whilst every care has been taken to ensure the accuracy of this information at the time of publication, the information is intended as guidance only. It should not be considered as legal advice.

Holman Fenwick Willan LLP is the Data Controller for any data that it holds about you. To correct your personal details or change your mailing preferences please contact Craig Martin
on +44 (0)20 7264 8109 or email craig.martin@hfw.com

Brian Gordon 
Partner, Singapore 
T: +65 6411 5333 
E: brian.gordon@hfw.com

Eviaty Jenie 
Associate, Singapore 
T: +65 6411 5336 
E: eviaty.jenie@hfw.com

Temmy Kurniawan 
Consultant, Singapore 
T: +65 6411 5341 
E: temmy.kurniawan@hfw.com 

For more information, please contact the authors of this Briefing:

 
Chris Swart 
Partner, Singapore 
T: +65 6411 5315 
E: christopher.swart@hfw.com

Peter Murphy 
Partner, Hong Kong 
T: +852 3983 7700 
E: peter.murphy@hfw.com

Nick Poynder 
Partner, Shanghai 
T: +86 21 2080 1001 
E: nick.poynder@hfw.com

Gavin Vallely 
Partner, Melbourne 
T: +61 (0)3 8601 4523  
E: gavin.vallely@hfw.com

Stephen Thompson 
Partner, Sydney 
T: +61 (0)2 9320 4646 
E: stephen.thompson@hfw.com

 
 
 
Hazel Brewer 
Partner, Perth 
T: +61 (0)8 9422 4702 
E: hazel.brewer@hfw.com

Damian Honey 
Partner, London 
T: +44 (0)20 7264 8354 
E: damian.honey@hfw.com

Timothy Clemens-Jones 
Partner, Paris 
T: +33 1 44 94 40 50 
E: �timothy.clemens-jones 

@hfw.com

Konstantinos 
Adamantopoulos 
Partner, Brussels 
T: +32 (0) 2643 3401 
E: �konstantinos.adamantopoulos 

@hfw.com

 
Jeremy Davies 
Partner, Geneva 
T: +41 (0)22 322 4810 
E: jeremy.davies@hfw.com

Dimitri Vassos 
Partner, Piraeus 
T: +30 210 429 3978 
E: dimitri.vassos@hfw.com

Simon Cartwright 
Partner, Dubai 
T: +971 4 423 0520 
E: simon.cartwright@hfw.com

Jeremy Shebson 
Partner, São Paulo 
T: +55 11 3179 2900 
E: jeremy.shebson@hfw.com

HFW’s Singapore office is part of an international network of 13 offices in 11 countries. For further information about 
commodity related issues in other jurisdictions, please contact:

Research conducted by Kiran Rao, Paralegal, Singapore.


