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Mandatory Legal Audit is Set to Shake
Business Practice
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In late July 2024, the Indonesian government released a draft Presidential Regulation on Legal
Compliance in the Formation and Implementation of Law (“Draft Regulation”). The Draft Regulation is
a reflection of the government’s effort to ensure effective implementation and compliance of laws by
legal entities (badan hukum), business entities (badan usaha), and public institutions (badan publik) in
fulfilling their legal obligations. The National Legal Development Body (Badan Pembinaan Hukum
Nasional or BPHN) explained the rationale behind this effort, stating that “this Draft Regulation is
designed to address gaps in legal compliance regulation that have not been covered by other ministries
or agencies.”

To this effect, one key aspect of the Draft Regulation is the introduction of mandatory annual legal audits
for businesses, legal entities, and public institutions as part of the framework aimed at enhancing legal
awareness and compliance. The purpose of the annual audit is to evidence the compliance of legal
entities, business entities, and public institutions with the laws and good governance practices. The
audit process will involve the appointment of a certified auditor, who will identify and analyse issues,
perform a legal analysis, and evaluate compliance. At the end of the audit, the auditor will issue an
opinion that includes recommendations for corrective actions. Entities will be responsible for
implementing these recommendations to ensure full compliance with the laws and regulations.
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Although the Draft Regulation has not yet been enacted, we believe it is important to provide an overview
now, given its potential impact.

Mandatory Audit

The key obligation under the Draft Regulation is that a business entity, legal entity, or public institution
must conduct an audit annually. The Draft Regulation defines a ‘business entity or legal entity’ broadly,
and it includes both corporate and unincorporated entities that conduct any form of business activities
in Indonesia. On the other hand, the term ‘public institution’ covers the executive branch of the
government under the President and any non-government organisations that are funded by the state or
regional budget.

1. Legal and business entities

With respect to the audit for a business entity or legal entity, such business entity or legal entity
must appoint a certified legal auditor to assess the legality and compliance of its business
activities with existing laws and regulations. A legal auditor, by definition, is a specialised
professional certified by the Minister of Law and Human Rights (“Minister”) to perform an audit
involving the following process:

a. The identification of the objectives of the audit and the appropriate planning of the audit;

b. The confirmation of the objectives and planning of the audit by collecting relevant data
and information;

c. The assessment and analysis of the collected data and information; and

d. The preparation of the audit report and submission of the audit’s results.

If a business entity or legal entity does not conduct an annual audit, the Minister may appoint a
legal auditor to carry out the audit. Moreover, if the audit results in recommendations, the
business or legal entity must address such recommendations, and failure to do so will result in
sanctions.

By the end of each year, the audit report and the remedial actions taken by the business or legal
entity in accordance with the report must be reported to the Minister, other relevant ministries
responsible for their specific business area, and the regional authorities managing business
licensing and government affairs.

2. Public institutions

Unlike business or legal entities, which are audited by certified legal auditors, public institutions
are audited by legal analysts. Legal analysts are civil servants who are responsible and
authorised to conduct a legal analysis and evaluation on public institutions to ensure that these
institutions comply with legal norms and effectively implement the laws and regulations.
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In this case, the audit findings will consist of actionable opinions and recommendations that the
public institution must comply with. The Minister is responsible for monitoring the follow-up
actions taken by the public institution, ensuring that issues identified in the audit are addressed.
Failure to do so will result in sanctions.

3. Timing
With respect to the timing of the audit, the current Draft Regulation has not made it clear.

Nonetheless, the result of the audit, as well as the remedial actions to the findings of the audit,
must be reported to the Minister by the end of the year.

Role of the Minister

Other than receiving and monitoring the audit reports submitted to it, the Minister also plays a crucial
role in monitoring and supporting the legal auditor profession by:

1. Developing regulations and policies to enhance professional competence of legal auditors
through training, education, and other activities;

2. Establishing rules that define the roles and responsibilities of legal auditors; and

3. Evaluating service standards in line with legal regulations and policies. This includes registering
and accrediting training institutions, certifying individual auditors, accrediting legal audit firms,
and issuing operational licenses for these firms, or recommending the establishment of a
certification body for the legal auditor profession.

The Minister also provides accreditation for legal auditor institutions to ensure compliance and maintain
service standard. There are three levels of accreditation:

1. Accreditation A is awarded to institutions demonstrating exceptional quality and full
compliance with established standards, recognising their outstanding performance;

2. Accreditation B is awarded to institutions with good quality but requiring improvements in
certain areas to meet higher standards; and

3. Accreditation C is awarded to institutions needing significant improvements, where substantial
corrective actions are necessary to align with the required standards.
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Key Takeaways

By mandating annual audits for every business, legal entity, and public institution, the Draft Regulation
is a bold step towards enhancing compliance and strengthening regulatory enforcement. To meet these
ambitious goals, the Minister will need substantial resources. On the other hand, an understanding of
the new audit requirement is crucial for business entities, legal entities, and public institutions to ensure
compliance with existing laws and avoid possible sanctions.

As the Draft Regulation undergoes revisions, itis essential for business entities, legal entities, and public
institutions to stay informed and prepare for its eventual enforcement. We advise clients to enhance
their compliance efforts, particularly regarding their current activities, in anticipation of the Draft
Regulation. While the exact scope of the audit is still unclear, clients should begin strengthening their
compliance practices now.

If you have any queries on the above, please feel free to contact our team members below who will be
happy to assist.
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Regional Contacts

RAJAH & TANN SOK&HENG | Cambodia
Rajah & Tann Sok & Heng Law Office

T +85523963 112/ 113

F +855 23963 116

kh.rajahtannasia.com

RAJAH & TANN 378 EiE

SHANGHAI REPRESENTATIVE OFFICE | China
Rajah & Tann Singapore LLP

Shanghai Representative Office

T +86 21 6120 8818

F +86 216120 8820

cn.rajahtannasia.com

ASSEGAF HAMZAH & PARTNERS | Indonesia
Assegaf Hamzah & Partners

Jakarta Office
T +62 21 2555 7800
F +62 21 2555 7899

Surabaya Office

T +62 315116 4550
F +62 315116 4560
www.ahp.co.id

RAJAH & TANN | Lao PDR
Rajah & Tann (Laos) Co., Ltd.

T +856 21 454 239

F +856 21 285 261
la.rajahtannasia.com

CHRISTOPHER & LEE ONG | Malaysia
Christopher & Lee Ong

T +60 3 2273 1919

F +60 3 2273 8310

www .christopherleeong.com

Rajah & Tann Asia is a network of legal practices based in Asia.
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Rajah & Tann Myanmar Company Limited
T +95 1 9345 343 /+95 1 9345 346

F +95 1 9345 348

mm.rajahtannasia.com

GATMAYTAN YAP PATACSIL

GUTIERREZ & PROTACIO (C&G LAW) | Philippines
Gatmaytan Yap Patacsil Gutierrez & Protacio (C&G Law)
T +632 8894 0377 to 79 / +632 8894 4931 to 32

F +632 8552 1977 to 78

www.cagatlaw.com

RAJAH & TANN | Singapore
Rajah & Tann Singapore LLP

T +65 6535 3600
sg.rajahtannasia.com

RAJAH & TANN | Thailand
R&T Asia (Thailand) Limited

T +66 2 656 1991

F +66 2 656 0833
th.rajahtannasia.com

RAJAH & TANN LCT LAWYERS | VViernam
Rajah & Tann LCT Lawyers

Ho Chi Minh City Office
T +84 28 3821 2382 / +84 28 3821 2673
F +84 28 3520 8206

Hanoi Office

T +84 24 3267 6127
F +84 24 3267 6128
www.rajahtannict.com

Member firms are independently constituted and regulated in accordance with relevant local legal requirements. Services provided by a
member firm are governed by the terms of engagement between the member firm and the client.

This update is solely intended to provide general information and does not provide any advice or create any relationship, whether legally
binding or otherwise. Rajah & Tann Asia and its member firms do not accept, and fully disclaim, responsibility for any loss or damage

which may result from accessing or relying on this update.
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Based in Indonesia, and consistently gaining recognition from independent observers, Assegaf Hamzah & Partners has established itself as a major
force locally and regionally and is ranked as a top-tier firm in many practice areas. Founded in 2001, it has a reputation for providing advice of the
highest quality to a wide variety of blue-chip corporate clients, high net worth individuals, and govemment institutions.

Assegaf Hamzah & Partners is part of Rajah & Tann Asia, a network of local law firms in Cambodia, China, Indonesia, Lao PDR, Malaysia, Myanmar,
the Philippines, Singapore, Thailand and Vietnam. Our Asian network also includes regional desks focused on Brunei, Japan and South Asia.

The contents of this Update are owned by Assegaf Hamzah & Partners and subject to copyright protection under the laws of Indonesia and, through
international treaties, other countries. No part of this Update may be reproduced, licensed, sold, published, transmitted, modified, adapted, publicly
displayed, broadcast (including storage in any medium by electronic means whether or not transiently for any purpose save as permitted herein)
without the prior written permission of Assegaf Hamzah & Partners.

Please note also that whilst the information in this Update is correct to the best of our knowledge and belief at the time of writing, it is only intended
to provide a general guide to the subject matter and should not be treated as a substitute for specific professional advice for any particular course
of action as such information may not suit your specific business and operational requirements. It is to your advantage to seek legal advice for your
specific situation. In this regard, you may call the lawyer you normally deal with in Assegaf Hamzah & Partners.
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