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Implementing. Good Cotporate Governance i Indonesia:
A Strategic Approach

Wahyudi W ibowo
Hananicl M. Gunawan?

Abstract

Good Corporate Governance (GCG) has been widelr acknowledged as the global
best standard of corporate governance practices. Indonesian business sociery has been
started to implement the standard since 2001, But many corporations currently sull struggle
to find their best model on GCG implementation. This study 15 based on a field rescarch at
ASGR, a public listed IT company in Indonesia which had passed valuable expenience in
implementing GCG principles. This study ponmanly used the company’s data from
the period of 2000 o 2001, which was the pedod for ASGR to do early smudies and
preparations to implement GCG. This paper recommends a straiepic model for
the implementation of GCG in Indonesia. The model uses a system approach as
the analytical basis to connect the implementation of GCG with the strategic contexr of
the company. It includes the utlization of multi-stakeholder, strategic responses, and global
benchmarking analysis as the useful tool to guide the strategic implemenmation of GCG.

Kevwords: pood corporate governance, system approach, straregic management analysis,
muiti-stakeholder analysis, strategic responses analysis, benchmarking analysis.

L INTRODUCTION

(Good Corporate Govemnance (GCG) which refers to the adopuon of mansparency,
accountability, responsibility, independency, and fairness (TARIF) principles has widely
acknowledped as the global best standard of corporate governance practices. Indonesian
business society has been implemented the pnnaples since the year of 2001. Ar
the beginning, most of the companies had expenenced difficuldes in implementing GCG.
‘The difficulties include lack of references or models for the implementaton, as well as
resistance o ch:.mge atutude among the business executves. Thus far after more than ten
vears of experience yet many corporations still struggle, through tnals and errors, to find
their best model on GCG implementation. Many of them emplov technical assistance from
prvate and/or government institutions, while others decide to desigm 1t by themselves.

Indonesia Insdwre of Corporate Governance (11CG) reporred thar the majonty of
Indonesia Stock Exchange (IDX) lListed companics had shown their compliances with
the GCG prnciples. This report was stated in 2 review toward the progresses of Corporate
Governance Perception Index (CGPI) from the year of 2001 to 2011 (Anonim, 2012,
December 7). However, the review also implied that most of the Indonesian corporagons
only develop their GCG implementatons as far 2s required by the regulations, but with less
zdjustment to their own nceds. These facts rarsed a2 quesuon on how o develop a best
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mode! for GUCG implemenmoon. In partcular, such model that connecs GCG
implementation with the corporate strategic intent is needed. This 15 essenuial since 1t will
miake GCG implementaton to take a more sirategic role. At global scale, mproving
the role of board of governance on strategic issues has been sugpested (McKinsey &
Company, 2011}

ASGR, a public listed IT company in Indonesiz, had spent some valuable years of
experiences to implement the GCG poncples. Dunng 2000 to 2001, the company had
conducted several internal prebrnary studies to implement GCG. At first, preparanons
toward GCG implementation were conducted to fulfill the requirement of the Jakarta Stock
Exchange (JSX) authority. At that ome ASGR saw the issue of GCG implementation
primarily as a mater of cu'np]iar'te toward government requirement. Yet, doven by its
strong positive values and i mnovative culture, the company eventually realized the menic of
having its best model of GCG mmplementation. The peniods were the initial ime for ASGR
to implement GCG, and thus could serve as a good case study for other companies that
mrend to implement GCG principles or revisit their implementaton models.

The objective of this study was to address a strategic tnplementation model of
GCG. Using 2 case study of ASGR, this stady discusses the udlization of system approach
as the analytical basis, as well as stmategic management analysis, mulo-stakeholder analysis,
strategic responses analysis and global benchmarking analysis as the useful tools to puide
the strategic implemeniation of GCG pnnaples.

II. LITERATURE REVIEW
2.1. GCG Principles

In the last two decades, current global business practices have prerequisite
the implementaton of GCG prnciples. There are two main phenomena that ntroduce
the issue: first, fast changes in the global marker compention; second, complexity in
the structures of ownership (Anvoto, 2000}, This condition causes the complexity of
stakeholder’s manapement and increases the risks of global investment. These nsks become
more obscure and unprediciable by the poor quahity of cofporate govemnance, such 2s in
the practices of monopoly, oligopoly. windows dressing, leverage buyout, junk bond,
hostile takeover, and insider trading. The often dted examples of such corporate
governance failures are the collapses of Enron in 2001 and Parmalat in 2003 (Selomon,
2007).

In Indonesiz. as well as in East Asian and other Southeast Asian cconomies,
endorsement on GCG implementation was ignited by financial crisis in Asia in 1997-1999 .
{Nam et al., 1999; Simanjumizk, 2002). Palitic and Economic Risk Consulrancy (PERC) in
1999 n:pnrtu the result of iz survev to global business players in Asia that ranked
Indonesian corporations as the third-worst in corpomte governance practices. In this
regards they also identificd the existence of two main problems: first, the contunuation of
family ownership in public listed companies; and sccond, the inability of the government to
settle fraud business cases (Anonmm, 2000, June 23). It was also admitted that many of
the Indonesizn businesses conducung their business withour proper ethical considerations.
Corporate goals were kmired onlr on the financal goals, while concems on enviconment,
labor justice and fair business practces were seldom 1o be considered.

In order to pive response to those business malpractices, global business socety has
defined 2 common understanding on the global standards of corporate govemnance
Organization for Economic Co-operation and Development (OECD) defines corporate
governance #s “a svstem io direct and control the corporation”™. Indonesian Capital Market
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Supervisory Institution or Badan Pengawas Pasar Modal (BAPEPAM) defines it as
“, framework or relaons svstem berween sharcholders, management, creditors,
govemnment and other stakehaolders™ Academicians explamed 1 as:

“Corporate govermance is any structured system of allocating power in a corporation
that determined how and by whom company is to be governed” (Fredenick et al., 1992}

“Corporate governance is the overall control of actvites in a corporation. It is
concemned with the formulation of long-term objecuves and plans and the proper
management structure (organization, systems, and people) to achieve them™ (Steiner, 1997).

“A system of checks and balances, both intemal and external to companies, which
ensures that companies discharge their acconaability to all their smkeholders and act in
a socially responsible wav in all areas of their business acuviry” {Solomon, 2007).

The GCG prnciples have been acknowledged among olobal businesses. For
instance, a research of McKinsev in 2000 reported that investors with 2 minimum asset of
US 8300 billion will put their reliance more on GCG mdex rather than on financal
staternent. Hence, it is obvious to sav thar there are some strategic motives for corporations
to adopt and implement GCG principles, i.e:

1. Achieving corporate commitment 1o sustain its lung-ferm survival and growth.

2. Convincing all stzkeholders to continue business relationships which based on mutual
trusts and benefits.

3. Achieving corporate commitment to be a responsible member for the society (good
corporate citizenship).

In theory, there are three Frameworks o explin the ssue of corporate govemance
{Solomon, 2007). The first one 15 the agency theor In finance theory, the pnmary
objecdve of a company should be to mammze its long-ferm shareholders™ wealth.
However, in pracuice, this is not always the case. The tendency is that executives tend 0
take opportunistic behaviors such as 1o achieve high short-run profits, where
the executves” pay zre related to the variable of profitability. In relaton o this theory,
the principal-agent model assumes that the conditon of corporate governance is reflected
positively by the market senument, while the myopic-market model assumes that market
sentiments are influenced by other factors outside corporate governance {Aryoto, 2000}

The second theory in this ficld is the transaction cost theory. The theory is based on
the interest of company to intemalize transactions as much as possible. This is in order to
remove risks and uncertainties. This also applies for the mutual-relationship between
the sharcholders and the executives. However, this approach is bounded toward
the oppormunistic behaviors of the parties mvolved

The third theory is the stkeholder’s theory. This theory highlights the role of
company 1o the shareholders. employees. environmen!, local communitics and other
stakeholders. This means that 2 company should be ethically responsible in conducting its
business in the sodiety. The stakeholder’s model deals with the capacity of a corporation 1@
satisfy the interests and expectations of its stakcholders (Anwvoro, 2000}

In view of those theomes. GCG endorses the prncples of transparency,
accountability, (social) responsibility. mdependency and faimness i all business practces.
These principles arc also adopted and being endorsed in the current Indonesia Corporate
Governance Guidelines of 2006 (KNKGCG, 2006). The prinaple of transparency govemns
that the disclosure of comorare financial performance should be delivered in proper,
accurate, and timely manners. In this sense. comporation has to take initative o disclose ail
of the important corporate issues and poliaies © the shareholders, investors, creditors, and
other stakeholders. The disclosure should be delivered in every ways that give easy 2cCess
for the stakeholders. This is important because the disclosure i the usual basis for
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shareholders and investors to predict the value of their financial nsks and returas. and also
for the rest of the stakeholders to pur their expectations and trusts on the corporauon.

The ponciple of accountability means rhat corporation has to show us full
responsibility on the corporate performance. This principle sugpests every executive 1o
manage the corporation to the best interest of the corporate wealth and growth. This is to
overcome the agency problem between shareholders and executives. This principle depends
on the quality of the intemal checks and balance system. This also includes good audnt
practices, sound reward and pumishment system, and balance of power berween
shareholders and the executives {in a two-tier system, the executives are Board of
Commissioner’s and Director’s).

Principle of {social) responsibility concerns with the balance of corporate financial
goals and the interests and nghis of broader stakeholders. This prncpic covers
the responsibility of a corporation to comply with govemment’s regulation. It also deals
with the corporate intent to stay in the business through well maintaining their resources
(particularly environment and laborj and builds 2 mumal-beneft relanonship with
the community at large as a good corporate anzen.

Next, prnciple of independency governs that the corporation has to be
independently managed and apart from outside forces. It means that corporation has to be
able to be objective in taking decisions. Being objective here means that corporation should
be free from conflict of interests with other parties. Last but not the least, ponciple of
fairness is needed in order to ensure the equal treatment of shareholder’s nghts. Ths
prnciple lavs down description of all sharcholders rghts, including the minority
shareholders and protects them from fraud, such as insider trading.

2.2. System Approach

To achicve the purposc of this study, this paper employs system approach as
the analytical basis. It initiates a strategic implementadon model of GCG. The reason
behind the use of system approach was to give answer to the question of how to bridge the
GCG implementation with the corporate strategy. In this sense, GCG implementation
should be embedded into the corporate’ stmategy to achieve its vision, missic-a, and long-
term goalks, adapting with external changes, meeting stakeholder’s expectauons, and
improving its internal capacities. In other words, GCG implementation should be placed as
a part of the whole systems in the corporation.

System approach is a study of orpanization as a set of inierrelated and
interdependent parts arranged in a manner that produces a unified whole {Robbins &
Coulter, 2007). This approach entils analysis of problems and synthesis solutions for
the organization. In the analysis phase, a given situation is examined to idenufy the forces
affecting the organizadon. Moreover, the advantage of this approach is that 1 allows
the analysis of future designs and changes of the whole organizaton. Therefore, this
approach will help any orgenization to find its best model of GCG implementanen. That 15
a model which swits best with the internal conditions and challenges uniquely face by the
ﬂrga.m}:auun.

2.3. About ASGR

ASGR has been involved in IT industry for more than 40 vears. ASGR fmst
established 25 a Xerox Division of PT Astra Intemational in 1971. It began as an authonzed
distabutor of copy machines for Fuji Xerox of Japan. Since the kie of 1990s, ASGR has
shifted Its focus on the Document Solution and Informanon Technology business. ASGR
has developed the Document Soluton business unit that provides the most extensive
producis and services in the ndusoy.

| ey Wi el
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TheDocument Soludon business 1= divided into Office Prosduct, Producuon System,
Prnter Channel, and Services Businesses. The customers of ASGR consist of small scale
business owners 1o conglomerates that are engaged i vadous fields of industry such as
financial industry, mining, manufactunng, relecommunication, public services wiilides and
graphic arts such as copy shops. quick prints, and commerctal prnts.

The company has become public listed company since 1989. Trs majoriry shares are
sall owned by PT. Astrz Iniernauonal, Tbk. As the results of continued and persistent
efforts to implement GCG practices since vear 2001, ASGR has been able to transform
the prindples of GCG imto its corporate value system. The company believes that
the consistency and sustainability of GCG implementation will bring great benefits for
the company in the long run. Following its completon of GCG implementation in the year
2001, a number of achievements have been atiained by ASGR as 2 public company. One of
them is the first mnk of the Annual Report Award 2006 in the category of Prvate Non-
Financial Listed. The company has also awarded as the Trusted Company 2ccording to
Corporate Governance Perception Index (CGPI) Report 2006.

1I1. METHODOLOGY

This study was conducted through a field rescarch in the year 2000-01, when ASGR
was setting up the implementasion of GCG. The pomary data were gathered from in-depth
interviews with the Corporate Secrerary of ASGR and ennched with observations on its
corporate actions and ako Annual Report of 2000-01. The secondary data were gathered
from 2 studv of selected publications and web sites. The concepiual framework of this
paper is shown on Figure 1. Note thar the framework does not consider the influence of
ownership strucrures and forms to the governance systems, a major theme of corporate
governance discussed in Waison (2003).

IV. DISCUSSIONS

This part will discuss the use of Strategic Implementation Model of GCG as shown
in Figure 1 where the data of ASGR from the Annual Plan in'the year 2000 was considered.
There were nine steps as follows:

Step 1: Considering the Vision, Mission and Goals

The vision of ASGR was clearly defined 2s “o be The Best IT Based Business
Solution Provicder in Indonesia”™. In accordance to this vision, the mission of ASGR
the vear 2000 was stated as “provide valued service and solution 1o inspire creatve business
action, through valued system and process™ These siatements reflected the long term
aspiration of the stakeholders 16 the company. A review toward these statemens of vision
and mission suggested that the company needs 10 apily develop a model of corporate
povernance that i panicular gives contmbunon to the whole systems and processes of
delivering the company’s services. Consequently, the ulimate goal of the company in this
respect was to develop 2 unigue model of corporate governance which couild dove the
whole systems and business processes of the company.

Step 2: Conducting Global PEST Analysis

In this step the most current changes of the company’s external ENvironments were
evahuated. Parficular attention was paid to the relevance of those changes 1o the need of
the company to develop a certain model of corporate govemance. Reviews were given
roward changes in the environment of global business, as well as changes in the polincal,
legal, economic, social, culture, and wechnological environments. This step resulted on some
arcas of opportumties and threats of the company. Table 1 shows the resume of Global
PEST analysis of ASGR in the vear 206N
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Global business required the implementanion of GUG ponaples. 1t mtroduced

by fast changes in global marker competinon and complexiny in the stuctore:

of ownership

[. Leteer of Tnwnr between  Indonesman Govemment and  Iaternanona
Monctary Fund (IMF) on july 1999, stated the establishment of Nanonal
Commuttee on Good Corporate Governance (Komite Nasional Kebnakan
Good Corporate Govermance, KINKGLG)

2 Um May 2000, KNKGCG publizhed Code of Good Corporate Governance
az the official refrence of GOUG mplementazon m Indonesia

3. On May 31=, 2000, BAPEPAM releazed a regulanon, SE-03/PM/2000, that
cequires the establishment of Audit Committee. Accordingly, |SX releated 3
regulafion thar requices public listed companies to have lndependent
Commissioner’s, Audit Comminee and Comomte Secretary  before
Drecember 31, 2001

|. Poliic and Economic Risk Consultancy (PERC, 1999 Report gave third-
worst rating on corporate governance in Indonesia

2 A somvey of Pocewaterhouselloopers Endowment for the smdy of
transparency and sustamability (Barth o 2, 2001) in 35 countoes showed
thar Indonests was thisd-wossr countey of invesomenr destinstion in
the world

3 A research of McKinsey & Company on Investor Olpinion Survey [(2000)
that covers 200 insgiunonal mvestor (>4070% US mvestors) rc]_'m:t:x thas
three-fourth of respondent convinces that board pracrices do s important as
financial perfarmanccc More than B0% of the respondents agreed 1o buy
PIEMIum Price on COrporae share which have better corporate govemance
with regard 1o equal fimancial performances. Corpomte povernance 1ssues
that perceived as the most Important were
3.1. Board of Commissioner’s that consists of majooty Independen:

Coammissioner’s

3.2. Practice of formal performance appraisal of commissioner's
3.5. Good.responses on INVestor's qUestions 10 COTPOraIC POVOIRAENCe Bsues

3.4, Commisstoner’s have sipnificant stock ownership and the majonty of

remuneration package should come from Swock Option Program

4. The premiom stock’s prce differed according to corporate  govesnance
perception on each country. Global investor agreed 10 pay 27.1%5 preminm
for Indonesta

A reseacch of Booz-Allen & Hamilton {1998) showed close relanon between

corpomte povernance index and court and faw cfficiency mdex m East Asan

countries In this roscacch Indonesia was  pergerved a5 having  poor

performances both on corporae governance mdex and court and law effoency

midex

1. Indonesian  corporations were dommated by  family companies.
The chamactenstics of family-owned companies in Indonesia were first,
ownership structure and recruitment of key posinons were determuned by
primordial criteria {ncponsm}; - second, they rended o hold acoess of
informaton and other resources only to the immer circle of the famiy.
Obrwiously, these practices were not in hine with the prnoples of GUG

2 Cormpton was part of the common practices of the povemment and
businesses

3. There were 2 lot of cases where businezzes do their business without proper
ethical and social responsibiliny

Progress m informanon and commumeabon technology had changed the way

companics do ther business. The advancements i micmmet techaaloyy was

supported the requirement of wransparency 1 the globalized e
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source: Wibowo & Gunawan (2014)
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Step 3: Conducting Multi-Stakeholder Analysis
Stakeholder’s analysis aimed to idenufy and understand multple expeciations of
the many stzkeholders of the company. This analysis helped to provide understanding on
the relationships berween the company and the groups of stakeholder with which
the company must interact. In order to do a complete procedure of stakeholders analys:s,
Fredenck et al (1992) & Weiss {2006} suppested the following senes of task: map
stakeholders relationships, map stzkeholders coalitions, assess the nature of each
stakeholder’s interest, assess the nature of each stakeholder’s power, construct 2 matrix of
stakeholder moral responsibilities, develop specific strategies and tactics, 2nd moniionng
shifting coalinons.
Figure 1
The Conceptual Framework of Strategic Implementation Model of GCG
Strategic Implementzation Model of GCG: A System Approach

------------------------------- =
1 I Vicion . : i
1 | Intermal Analysis 1 ; External Analysis I
I I 1 e 1

- = M I
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Source: Wibowo & Gunawan (2014), adopred from the strategic management model of David {2004)

in order to fit with real sisanon faced by ASGR, the procedure can be focused on
mapping the stakeholder relationships and assessed the natore of each stakeholder’s interest
and power. Partculardy, the analysis should inclode examination on the stakeholder’s
expectation on GCG  implementaton. The complenon of these tasks allowed for
wdentficanion of the key stakeholders of the company, whom the company must pay a full
aitention and proper response. The key stakeholders were ones with high level of pressure
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and high degree of difficulty to satisfy. ‘Table 2 shows the resume of stakeholder’s analysis
of ASGR.

It 1s presented in Table 2 that the key stakeholders were sharcholders/investors and
creditors of the company. Therefore, GCG implementation in ASGR was expected to
strengthen the shareholders/investors and creditors trust and continued to support the
company. GCG implementaton was also expected to raise corporate reputations and
images among the other stakeholders. In connection to this matter, it is important to
communicate and disseminate the progress of GCG implementation to all of the
stakeholders.

Wrhowo and Gunawan/ Joxraal of Aeconnting — Basiness & Maragemsent vol. 22 wo. 7 (2075}

Table 2

Multi-Stakeholder Analysis of ASGR

Primary Stakeholders

Stakeholders Power Level of Pressure  Expectation Degree of
Difficuley
to Satisfy
Customer&  Bargaining power  High, poce sensiive 1. Qualiy Low, ASGR had a
Distributor to buy market assurance good quality of
competitor’s services customer services
product 2 Fair price
Supplier Supplying Low, ASGR had Timely pay- Low, ASGR had a
compeutors good parmership ment as con-  good management
and credibiliny tracted. and credibility
Creditor 1. Collect debts Mediura to high, Timely debrs High, macroecono-
retum 80% of USand Ja-  retumn MG SINEALON, espe-
2. Legal tichts to  pan creditors had cially instababity of
acquire long penods of final exchange rate
callareral maruriry date (2004,
September)
Shareholder 1. Voting rights High, especially 1. Fair and High,
& Invester 2. Rights of majorty shareholder satiefied 1. Indonesia’s
information [Astra Internavonal, TeTIIn On IMACIOSCONOLC
3. Rights ro 79.09%) mnvestment condition in the
exXamine 2. Increasing year 2000 was
corporate value of insrable
documents share price 2. ASGR has not
3. GCG imple- implement GCG
mentation ver
Emplovee I. Stop working Low, high employee 1. Fair salary Low, ASGR had a
2. Protest satsfacton and wages good human reso-
2 Comfortable  urces management
working en-  and corporate culture
vironment
Competitor 1. Innovaton High, especially 1. Higher mar- Low,
2 Lower prices foreign comperitors ket share 1. High growth n IT
2 Higher industry
mduostriz] Z. Fair industry

g_rnwth.

Ivaley
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Teo be connnue Table 2

Secondary Stakeholders :
Stakeholders Power Level of Pressure Expectation Degrec of
Difficulty
To Fulfill
Govemment 1. Issuing Low, ASGR always 1. Comply wath Low, ASGR has
regulations comply with regulations proved its
2. Business regulations 2. Increase tax comrnitment to
permut ncome comply with
3. Generate government
£CONONIC regulations
prowth
Dublic Give apprecia-  Low, ASGR hadno  Promote Low, ASGR had
tion on corpo-  consumer products  soclety’s welfare  aproven social
rate acoon responsibilicy
Business Use resources Low, ASGR had no  Debiver products  Low, ASGR had
Support Group 10 influence specific dependency  /services thar an OPen manage-
COrporate synergize with ment policies on
policies their business partnership
iedia Publish nega- Tow, ASGR had no  Serve public’s Low, ASGR had a
tve 1ssucs consumer products  oghts of good pubbc
related to information relation
soCIEty
Spcial Acovist 1. Get public Low, ASGR had no 1. Momtor corpo-  Low,
Group support consumer products rate actons and 1. ASGR had a
2. Lobbying the policies related good public
government 10 tegulations relation
on regulati- and business 2.ASGR had a
ons/ permirts ethics good social
2 Promote necds responsibiliy

of socety

Source: Wibowo & Gunawan (2014)

Step 4: Conducting 75 Compliance Analysis
One of the most powerful tools to do ntermnal analysis is 7S Analysis of Boston

T

Consulting Group. Another good measure is the Corporate Governance Scorecard
(Strenger, 2002). In this study, we used a special tool of 75 analysis which is useful to
ohserve the depree of GCG implementaton. The wol 1s called 7S Compliance analysis
which was developed by Pricewaterhousc(oopers {Barth et al, 2001). The use of this oo
for the case of ASGR is detailed in the following, This analysis comprised of examination
on the company’s seven internal factors of strategy, structute, system, style, staff, skills and
chare values. This step was expected to identify some arcas of strengths and weaknesses
with regared to the degree of GCG implementation in the company.

The strategic intent of ASGR was named “5C" which represents its commitment
toward the Customer, Competitiveness, Competency, Cellaborative, and Core Values. The
stratepy of ASGR was clearly defined and relevant with the vision 2nd mission of ASGR.
Importantly, one element of the strategic intent, the Core Values, was supportive toward
GCG implementation. Practcing clean husiness and growing with innovation and
excellence were parts of the Core Values of ASGR. However, with regards to its structure,
ASGR needed to identify more clearly the roles and authortes of Board of
Commissioner’s and Director’s. This was indicated by no assignment on the required
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committee under GCG implementanion such as the mdependent commissioner’s, audit
committee, remuneration commitiee, and nominaton committee. Furthermore, the absence
of independent commissioner’s was also a clear indication that the strucrure did amt
conform to GCG requirement of independency.

A review toward the quality of the systems sugpests that there were some areas that
nced to be improved. It was true that the company had the funcuions of internal audit and
risks assessment, as well as mtemal procedures to develop policies related to remuneration
and nomination at the top management level However, those practices were not yet
comply with the requirement of GCG. For example, under GCG, all of those funcuons
should be supervised by the appointed members of Board of Commussioner’s whom
belong to the related committee. Next, with regard 10 the stvle of the company, there were
as well some areas that need to be improved. These were especially related wath the issues
of transparency and equal treatment to all sharcholders.

The company had regularly and tmely reporred 115 annual reports, however the
reports did not contained several information such as the remuneraton of twop
management, which is required by GCG. Furthermore, there were no such dlear internal
procedures that ensure the equal weatment of all sharcholders. An mdicaton of support
toward this equal treatment policy was only appeared from the roles of Corporate Secretary.

The qualities of the staff and their skills were good, indicated by the fact thar most of
the staff were graduated from higher education. Also the company had 2 quite large amount
of budget 10 do r:g‘ular training 1o the staff. These were 1n support o the intenton of the
company to implement GCG. The share values of the company, partculady which
promotes clean business practices and nurturing innovation were also indication for the
readiness of the company to conduct GCG prnaples.

Table 3 shows the resume of 7S Compliance analysis. To summarize, the areas of
strength of ASGR with regard to GCG implementation inciuded the stmategy, staff, skilis,
and share values of the company. In the other hand, the areas of weakness of ASGR were
its structure, systemn, and style.

Table 3 =
Resume of 7S Compliance Analvsis of ASGR

Rating
Good Need Improvement  Poor

Corporate Governance Issue

1. Strategy O
2. Structure
2.1. Roles and authonnes &
2.2. Independency O
3. System
3.1. Aundn and fsk manapgement
3.2. Remuneration
3.3. Nomination
4. Style
4.1. Transparency (annual report)
4.2. Equal treatment 1o all shareholders
5. Staff U
6. Skills 0
7. Share values ]

oo Q000

Total Performances 0

Source Wibowo & Gunawan (2014), adopted from GCG mplementation moded of PT.
Timah, Tbk. as designed br PricewaterhouseCoopers {Barth eral, 2001
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Step 5: Conducting SWOT Analysis

Based on the strengths and wezknesses described on step 2, and the opportunities
and threats described on steps 3 and 4, one could generate inputs 1o choices of strategic
response (Table 4).

Table 4
SWOT Analysis of ASGR
Opportunities Threats
Strengths S-0) stratepy: S-T stratepy:

1.Use own resources to develop a Conunue to emphasize the
model of GCG implementaton, esisting clean business practices
with regard ro the requirements of
the government
2 Build good communication with all
stakeholders regarding the propress
of GCG implemenration
Weaknesses W.0) strategy: W-T strategy:
Focusing the current development of To be more cautious in doing
GC(G  implemenmton  on  the business, including in serving the
weakness areas of structure, system, various needs of customers, and
and style selecting the right business
Pﬂ.‘[’mcfﬁ

Source: Own stady

Step 6: Analyzing the Strategic Response

After having some sct strategies needed for GCG implementaton, the next step to
nroceed was to identify the company’s strategic response. On determining 1ts strategic
response, the company should consider its level of commitment to minimize the gap
hetween company’s performance and its stakeholders’ expectations. In this regard, there
were three kinds of opuonal response (Frederick et al, 1992): forced response, involuntary
response, and voluntary response.

Forced response is company’s response that merely-based on the stakeholders forces
toward GCG implementation. This kind of response is regarded as need driven motive.
Next, involuntary response is company’s response that is dedicated only to meet legal
compliance. The involuntary response is regarded as compliznce driven motive. Lastly, a
roluntary response is company’s response that is based on its own commitment toward the
(3CG prineiples. This voluntary response usually appears in the form of self-regulation or
benchmarking toward the best practices of GCG implementation. This kind of response is
reparded as ethical driven mouve.

A thorough examination toward the pap between company’s performance and its
ctakeholders” expectations showed 2 big challenge for the company to fll up the gap.
The key stakeholders of ASGR had a high expectation on GCG implementation (Table 2),
while on the othet hand there are some internal factors that needed to be improved by
ASGR (Table 3). Driven by the company’s high appreciation on clean business practices
and supported by its strong culture of innovation, ASGR decided to have a best model of
GCG implementation for the company. As 2 result the right strategic response for ASGR
was the voluntary response. This decision, in the case of ASGR, leaded to the option o do
henchmarking toward global best GCG practices, instead of doing compliance analysis.
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Step 7: Benchmarking Analysis

There are six steps of benchmarking process, as follows:

I. Idenufying GCG issues to be benchmarked and their key performance vanables. This

can be done by breaking down each internal factor that needs to be improved as
resulted in the 75 Compliance Analysis (Table 3).
Key performance vanables to measure improvement in the organization strucrure

(Board of Commuisstoner’s and Director’s) were:

a-

b.

C.

The effecuveness of both Board of Commissioner’s and Director’s roles and authodties;
The independency of both Board of Comnussioner’s and Director’s to do their roles
and anthorites.

Key performance varables to measure the quality of audit system were:

The effectiveness of andit sysrem;
The mdependency of Audit Committee to do its supervision on financial and other
internal systems.

Key performance vanables used to measure the quality of remuneration system were:
The effectiveness of both Board of Commissioner’s and Director’s remuneraton
systems;

The toansparency of both Board of Commissioner’s and Director’s remuneratnon
packapges.

Key performance variables to measure the quality of nominanon system were:
Recruitment of both Board of Commissioner’s and Director’s members must be
selective and objective;

The availability of the formal performance apprassal of both Board of Commissioner’s
and Director’s members;
Accommodation of minority shareholders aspirations.

2. Identifying benchmarked cﬂmp-n.mes

a

A

The benchmarked companies were identified by these categonies:

Cumpame.s that had been succeeded in m:plcmmmg their corporate governance system

cnrdmg o internatdomal best pracuces. Study focused on the desipn of
the organization structure of Board of Commissioner’s, Director’s, Independent
Commissioner, Audit Commuttee, Remuneration {:ommizmt:, Nominatnon Commuttee,
as well as on the transparency of remuneration packapes. The smudy noticed
the differences mn the business nature and environment of the benchmarked companies,
including the legal environment. For instance, not all countnes applied two-tier systems
of governance like in Indonesia.
Compames that had excellent business performances, In terms of its Anandal
performances.
Survey on the annual reports of companies zvalable on the internet sugpested three
benchmarked compantes that fit the catepones. They were Unilever NV & PLC, Siam
Cement, and BP Amoco. Unilever was chosen to be one of the benchmarked
companies since it had a good organizatonal structure and also because it applied two-
tier system of povernance. Siam Cement was the winner of GCG Competition held by
Institute of Internal Auditors of Thailand in the vear 2000. BP Amoco was chosen since
it provides a good model for disclosure of the remunerziion package.
Measuning the key performance vanables of the benchmarked companies {see Table 3).

Insert Table 5 here.
4. Measuong ASGR existing key performance vanables {see Table 3).
5. Idenufring the performance gaps.
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Table 5
Resume of Benchmarked Key Performance Variables
Key Pedformance Unilever Siam Cement BP Amoco
Variable
Independent 11 from 31 toral 4 from 13 1otal mem- 14 from 22 1012l members of
Cormmissioner’s members of Board of  bers of Board of Board of Commussioner’s
Commissioner’s Commissioner's 163%%)
(35%). They were (30%%)
called Advisory
Dhrecinr’s
Audit Commirtee Available Avalable, called Audit  Available, consisted of 6
& Legal Communttec. Independent Commuss:-
oner’s
Bemuneration Available Available Available, consisted of 6
Committee Independent Commiss:-
oner's
S OTTHnanOn Awailable Avalable Avalable
Commuittees
Transparency of None None Arvailabie 1 form of detals
remuneration remuncraton packages
Oher committes External Affars & Nuone 1. Chairman’s Comumities,
Corporate Relanons consisis of President of
Commiree the Board 2nd all Inde-
pendent Commissioner's.
The responstbility was on
reviewing organization
plans and evaluanng toral
performances
2. Edhics and Environment
Assurance Commdttee,
comsisted of 6 Indepen-
dent Commissianer’s
Desipn of Functonal, Funetional approach Geographical approach
Orpanization geographical and
Stoacture product approaches

Source; Wibowo & Gunawan (2014)

By comparing Table 3 and Table 5, one could idenufy the performance gaps which
take pla::e on the ASGR s {:-rgafﬁz:ttiﬂn-ai structure, cede of conduct, and policies on GCG.
6. Prepare the new structure, systemn, and policies, 2s follows:

2. Orpanization Structure
z.1. Structure of Board of Commussioner’s:

1} President Commussioner;

2} Vice President Commissioner {member of Audir Commiuree):

3} Commissioner’s {member of Remuneranon Commurtee):

4} Commissioner’s {member of Nominadon Commuttee);
5) Independent Commissioner’s {Chairman of Audit and Legal Commuittec);
6} Independent Commissioner’s {Chairman of Remunerauon Commuttee);
7) Independent Commissioner’s (Chairman of Nomination Committee).
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2.2 Roles and Authonties of Board of Commissiorer’s:
I} Evaluate and authonze corporate strategic plan;
2) Oversee corporate business practices in order to verify that the corporation is well
managed;
3) Determine critical nisks and ensure appropriate sk management system:
4) Evaluate 2nd authonze succession mechanism, including  appointment,
remuneration, and if it is necessary, authonze replacement of Director’s member:
5) Evaluate nvestor and shareholder relation program;
6) Evaluate accuracy and independency of intemal control and information
manaeement systen
2.3. Board Independency
To ensure the board independency, Independent Commissioner’s should not have
any affibaton with majority shareholder or other executives. The recruitment must be
based on their experience and expertisc. Independent Commissioner’s was 43% of total
member. It was 2 moderate portion compare 10 the minimum intemational standard (30%)
or 3 persons as mentioned on Cadbury Report. The Board supposed 1o be zble to exercise
its influences and voang rights effecovelr.
2.4. Structure of Director’s:
1) President Director, Director of IT Soluton Division;
2} Vice President Director. Director of Docaments Solution Division;
3) Director of Finance and Business Development;
4) Director of Human Resources Development;
5) Corporate Secretary
a.3. Roles and Authosities of Director’s
1) The major responsibility of Director’s is to do a strategic planning, as well as 1o
execute and manage the company according to direction of the approved Strategic
plan. In order to do that. Director’s could hire independent professional or prepare a
special committee.
2} Responsibilities Corporate Secretary are:
- Prepare for sharcholders hist;
- Attend Director’s meeting and make minutes of meeting;
- Manage the General Sharcholders Meeting;
- Prepare information of corporate performance and governance and disseminate it
to 2l stakeholders.
a.6. Commuittecs
1) Audit and Legal Committee
The commutice helps 1o oversee the Bnancial statements and execute financial
controls. Also, it is responsible for monitoring the compliance with law, regulations and
corporate code of conduct.
Z) Remuneration Commiittes
The committec deals with compensatons and benefits of the board and
executives. This committee should be composed of Independent Commissioner's.
3) Nomination Committee
The committee identifics and recruits new members of the board and ako
manages the process of performance appraisal of individual board members.
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b. System
b.1. Audic and Legal System
The independency of Audit and Legal Committee 1s shown as follow:
1) Lead by Independent Commuissioner’s;
2) Other members could be recruited from mdependent outside party;
3) Atleast one of its members has expertise in accoununyg and fnancial.

This committee has authoriy fo mvestigzte all subject marters within its scope of
responsibility, full access 15 given and has direct coordinavon with executives, also has
independency to invites board and executives member in 115 meenng.

b.Z. Remuneration System

The disclosure of board and executives remuneration package should comply with
internadonal best practces. This also wall be beneficial for shareholders 2s ones who have
rights to know how the board and executives get their compensations from the company’s
resource. But, it also has to be protected from anv violence to the Board and the Executive
privacy rights. So, it was recommended to disclose it in term of certain interval amount per
vear. Furthermore, it should descabe the percentage of basic compensation, vaniable bonus,
benefits, stock options and other long-term incentves. This was practiced in BP Amoco.
The remune¢ration package should adnut if the major portion comes from the stock option
program (McKinsey, 2000},

b.3. Nomination System

Major responsibility of Nominaton Commuttee mciudes recommendation for re-
nomination of Board members based on their individual contributions 2nd performances.
The apprasal system covers score of attendance, readiness, particpation and
trustworthiness. The committee also work to ensure that the board has diversity in
expertise and expetiences to make the board work effectuvely and efficiently. In pracrice,
each member should apply for re-nomination on every working peniod.

c. Accommodation of Minorry Shareholders Aspirations

In order to accommeodate munonty sharcholders aspirations, 2 nomination
mechanism should be doveloped to allow significant aghes of minonty sharcholders o
participate in the appointment process of the board members. This point is valid especially
in the mechanism to nominate and appoint the number of Tndependent Commissioner’s.
Step 8: Preparing and Implementing the Action Plan

It was recommended m this step o prepare for Change Management and
Orpanizational Development approsches to integrate the new structures, systems, and
policies into the existing systemns of the company. In this phase, a set of purposeful actions
should be conducted to disserminate the changes m corporate govemance practices, and to
pet the needed support from all members of the corporaton.

Step 9: Doing Evaluation of GCG Practices

The internal evaluaton will be officially conducred perdodically by the board with
regard o executive’s inputs. The board could also mvite outside independent consultant to
submit their reviews and opinions. In this sense, participanng in regular GCG competition.
such as CGPI survey by IICG and SWA magazine, would be an advantage.

V. CONCLUSION

The discussion part has explained how ASGR could develop 115 best model of GCG
implementation by using the framework of the svstem approach presented in Figure 1.
Based on the model, ASGR could be benefired from the mnplementaton of GCG as a part
of its corporate strategy. In other words, it cnabies the GCG implementation to take
strategic role wward corporate long-run benefits and sustamabidity.
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The nme steps of sirategic implementation model have been considered as both
internal and extemal aspects of implementations (Steps 1-3), and endched with

development of strategic response {Step 6), benchmarking analysis (Step 7), and action plan &

creation {Step 8). The model itself, as the pare and advantage of 2 system approach, will

enable corporation to improve its future GCG practices and development (Step 9). 8

An overall review toward the model sugpests the availability to use the model as shown in
Figure 1 as a generic model of GCG implementation.

The model supgested by this study adds new approach for GCG implementation
While traditional studies in this field are grounded on organization, finance, or business law
theories, this study incorporates system approach and strategic management theones to
the model. For business sociery, especially in Indonesia, the model could give pracrical
viewpoint and guidance on the implementation of GCG principle in their organizations.

The results of this paper address some possible areas for further researches. For &
instance, studies of GCG implementation for other types of profit-orented organiration,

such 2s non-public listed companies, povernment companies, family compantes, and
cooperations. Empirical studies on those types of organization with different ownership
structures and forms are needed to venfy the availability of the model sugpested by this
study.
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