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NAVIGATING INDONESIA'S CARBON TRADING
LANDSCAPE; AN ANALYSIS

POINT1

LEGALADVISORY ON
REGULATION AND SCOPE OF
POJK 14/2023 ON CARBON
TRADING THROUGH CARBON
EXCHANGE

The Paris Agreement, an international
treaty adopted in 2015, forms the
cornerstone of global efforts to combat
climate change. It sets the stage for
nations to collaboratively address
environmental challenges, with each
country committing to its own climate
action plans outlined in Nationally
Determined Contributions (“NDC"). As
Indonesia strives to meet its NDC
targets and transition towards a low-
carbon future, the prospect of future
carbon trading emerges as a promising
avenue. Carbon trading mechanisms,
facilitated by the Paris Agreement's
Article 6 paragraph (4) framework, offer
Indonesia the potential to optimize
emission reduction efforts, enhance
sustainability, and leverage
international cooperation to achieve its
climate goals while fostering economic

growth.

Otoritas Jasa Keuangan (‘OJK"), the
Financial Services  Authority of
Indonesia, has introduced Regulation
No. 14 of 2023 (“POIK 14/2023") to
address the evolving landscape of
carbon trading and its integration
within the Indonesian financial sector.
POJK 14/2023, while not establishing a
specific carbon exchange entity,
outlines crucial stipulations for the
creation and operation of an
Indonesian carbon exchange and its
carbon  exchange operator. This
advisory aims to elucidate the key
aspects of the regulation, highlighting

its scope, provisions, and implications.

PAGE1OF 2

POINT 2

gg\Elll\Elf(!Jl\llﬁ;l zﬁgERVISION, AND

POJK 14/2023 positions OJK as the authority responsible for
licensing, supervising, and fostering the development of an
Indonesian carbon exchange, along with licensing the
relevant carbon exchange operator. This emphasis on OJK's
role underscores the regulatory body's oversight over the
integration of carbon trading into the broader financial

landscape.

SCOPE AND ESTABLISHMENT OF CARBON EXCHANGE

POJK 14/2023 does not directly designate a particular entity as a carbon exchange; rather, it

establishes specific prerequisites for the establishment of an Indonesian carbon exchange and the
corresponding carbon exchange operator. These prerequisites encompass a range of
considerations, including the minimum capital requirement of IDR 100 billion. Notably, this capital
requirement must be fulfilled without resorting to debt or loans. The regulation also expressly
prohibits the employment of nominee arrangements and imposes a restriction on foreign
ownership, limiting it to a maximum of 20% shares with voting rights. Furthermore, entities
seeking to operate as a carbon exchange must acquire a license fromm OJK. The regulation outlines
guidelines that pertain to facilitating the functioning of the carbon exchange. These guidelines
encompass preventing the operator from engaging in self-beneficial trading, establishing
settlement mechanisms that involve direct or intermediary processes (akin to depository and
settlement agencies), and partnering with third parties for the settlement process. The
mechanism for settling carbon trading transactions is expected to align with standard stock

exchange practices, potentially employing clearing mechanisms and guarantees.
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TYPES OF CARBON CARBON UNITS AND REGISTRATION
OWNEMHIP CERTIFICATION The regulation introduces the concept of carbon units —

The regulation recognizes two the tradeable entities within the carbon exchange

categories of Indonesian carbon marketplace. Carbon units must first be registered with

ownership  certification  tradable the Indonesian Climate Change Control National

within  the  carbon  exchange: Registry System (SRN PPI) and with the chosen carbon

Emission Ceiling Technical Approval exchange operator. The exact procedures for registering

for Business Actors (PTBAE-PU) carbon units with the carbon exchange are not

issued by the Ministry of Energy and extensively covered by POJIK 14/2023. A forthcoming

Mineral Resources and Greenhouse circular letter from OJK is expected to provide more

Gas Emission Reduction Certificates detailed guidance on this process. Additionally, the

(SPE-GRK] issued by the Ministry of carbon exchange operator's regulations, subject to OJK's

Forestry and Environment. approval, will further outline the registration procedure.
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CARBON TRADING MECHANISM

While POJK 14/2023 establishes the framework for carbon exchange
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establishment and operation, it does not delve into the intricate
mechanics and procedures for executing carbon trading via the
exchange. Nonetheless, the regulation briefly alludes to the carbon Saller
trading system's envisaged operation — enabling the matching of buy

and sell orders for carbon units. This process may involve direct
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transactions or intermediary involvement, akin to depository and

settlement agencies in existing capital market activities. Settlements

Ermnission
Processing/
Destruction

within this system are anticipated to encompass both financial

transactions and the transfer of carbon units.

STAKEHOLDERS IN CARBON TRADING

Stakeholders within both the financial and environmental sectors should carefully
navigate these developments to seize the opportunities and address the challenges
presented by this evolving paradigm. The stakeholders can be understood as the
following:
» Carbon Exchange Operator: The business model of the carbon exchange is akin to
that of a stock exchange. Similar to stock markets, the carbon exchange operator
can be expected to generate revenue through registration fees for buyers,

transaction fees for executed trades, and potentially other service-related charges.

Sellers: Companies involved in carbon trading operate as sellers, developing
carbon credits through various means such as emissions reduction projects. These
companies gather carbon emissions from diverse sources and adhere to rigorous
processes for proper carbon disposal. These processes culminate in certifications
such as PTBAE-PU or SPE-GRK. These certifications are then traded in the carbon

exchange.

Buyers: Buyers engaging in carbon trading encompass a diverse range of entities,
including corporations, organizations, and individuals. These stakeholders seek to
offset their own greenhouse gas emissions, especially those that are challenging
or costly to directly mitigate. By participating in carbon trading, buyers can
effectively contribute to their carbon reduction goals while aligning with their

environmental commitments.

POJK 14/2023 ushers in a new era for carbon trading in Indonesia. As the regulatory
framework takes shape and operational procedures are refined, stakeholders across
industries will need to navigate evolving regulations and seize the opportunities
presented by the carbon exchange. By participating in carbon trading, Indonesia
advances its commitment to global climate goals while offering a structured platform

for businesses to mitigate their environmental impact.
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INTERNATIONAL CARBON TRADING

POJK 14/2023 encompasses provisions allowing the carbon
exchange to facilitate the trading of international carbon
units, whether they are registered in the SRN PPl or not,
subject to specific prerequisites. This international carbon
trading can involve foreign parties and units issued by

foreign countries or entities.

While POJK 14/2023 is a pivotal step forward, several key
issues remain unresolved due to its focus on the
establishment of the carbon exchange and its operator:

* Implementation Details: Specific mechanics and
requirements for conducting carbon trading within the
exchange are yet to be fully defined. The regulation
does not delve into intricacies such as trade execution
mechanisms or registration procedures of SPE-GRK

and PTBAE-PU with the carbon exchange operator.

Pending Implementation: The complete
implementation of carbon trading hinges on
forthcoming circular letters from OJK and detailed
regulations from the carbon exchange operator. These
documents are expected to shed light on the finer

points of operational procedures and guidelines.
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