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14.
Tls:

INTRODUCTION!

Indonesian financial institutions, both in

: e b
vires effective supervision and mq an

The significant growth of | n
l'llton'ng frog and

non-banking establishments, req ' .
Indonesian government, as an external controlling body, in order tq Preven, 1 m g

crime. However, given the amount of corporate c.?n}e in Indo.nesia, it appears | Nangi,
has shortfalls. Indonesia is one of the Asian Pacific’s n%(()ist vnbr.ant d?mOCFaCies Ody
has maintained political stability and emerged as a confident middle-incopm, =, whig
on of 249.9 million people, GDP US$ 868.3 billion ang GDP 4, .]

d a populati P U ( | '
151&8 ;ell? gznt in 2013. Based on the Indonesia Financial Se.rvlcﬁ,s Allthomyg::w‘h by
N.lay 2014, 120 commercial banks and 1,635 rural banks in Indonesiz il [:ion ol

assets of IDR 5,008,095 billion _anq IDR 79,159 billipx} respectively,2 Withesutmal
wealth of public funds involved, it 1s lcle_ar v_vhy. supervision and Monitoring Plays X
important part in creating goofi‘ﬁnanmal institutions. N

As a result of illegal activities and financial crimes within cOrporations, jp,
controls should be encouraged through Good Corporate Governance. Goog COrpomaI
Governance and Corporate Social Respc_mm!mhty s‘h<‘)u1d be developed tq build businrate
ethics inside corporations. The Coordinating Minister for Economic Affairs of ;’-;s
Republic of Indonesia in 2006 stated that Good Corporate G?vemance is an impoﬂani
pillar of a market economy as it relate:s to the investors cgnﬁdence both i the
companies and in the overall business environment. Implemerlltamn of Good Corporate
Governance encourages fair competition and a good business climate, Ieading i
sustainable economic growth and stability.? . .

The 1997-1998 Asian Financial Crisis was a turning point in realizing the necessity
for, and creating, corporate governance reforms in many parts of Asia, including
Indonesia. Countries affected by the financial crisis introduced multi-pronged initjatiyes
to strengthen their corporate governance regulatory and institutional frameworks, While
this was key in ensuring the success of these early efforts, which were mainly focused
on strengthening the existing regulatory infrastructure, institutions and enforcement, it

! This chapter is based on a presentation that was delivered at the 32nd Intermational
Symposium on Economic Crime, Jesus College, University of Cambridge, UK.

2 http://www.ojk.go.id/en/indonesia—banking-statistics-may-2014 (accessed 15 August 2014).

* National Committee on Governance (2006), Indonesia’s Code of Good Corporate
Governance, www.ecgi.org/codes/documents/indonesia_cg_2006_en.pdf, pp. i (accessed 13
August 2014).
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. 4 in the cox}tinucd expectation that the govern b ek
pcé_?“ 0o ! esponsible for ensiring Good Corpirate Gment and its institutions should be
pﬂmurlul’ing a culture of corporate governance thmuC';;'ernance. Indonesia has focused
g0, among others things, promot-

phasizing the role of gatekeepers

e g o
08 sents of good repute, encouraging institutional shareholders to take a leadership

¥ | rolf.’« an

romoting independent and activ sy :

P e((ij ;; S awareness for the need to p ; ct;linangal Journalism. The financial crisis
 rigeef c ate Go ) s¢ Good Corporate Governance. Since
. oy, ondl COPOGILE Ioyemance has been continuously conducted b
" and the public. In the past te y ucted by the regulator,

companie .  years, the reforms have also emphasized that

ancial cstabll$}lﬂlf3nts, such.aS banking and non-banking institutions, state-owned
onterprises and public companies, have a key role in economic developm’ent
The Indonesian government has become more aware of the necessity .for Good
Corporate Governance to be successfully implemented and the requirement for public
support and the existence of good public governance. Consequently, in November
2004, the government established the National Committee on Governance (NCG) by
pecree of the F:o.ordmatlng Ml_ﬂlSter for Economic Affairs Number: KEP/49/M.EKON/
11/2004, consisting of a Public Sub-Committee and Corporate Sub-Committee. The
pecree On the eStabhshrpent of the NCG replaces the Decree of the Coordinating
Minister for Economy, Fl.nance _ar_ld Industry Number: 10/M.EKUIN/08/1999 and the
pecree of the Coordinating Minister for Economy, Finance and Industry Number:
KEP/31M.EKUD~I/OS/2000 regarding the establishment of the National Code for
Corporate Governance. :

The principlcs of.Good Corporate Governance conducted by corporations in Indone-
sia emerged alongside Corporate Social Responsibility. But there were several issues
with Good Corporate Governance. For example, it only applied to occasional activities
instead of long-term S}lstalnable action. Corporate Social Responsibility in several
corporations in Indonesia was still based on charity and philanthropy. In fact the reality
was that corporations failed to understand what Corporate Social Responsibility was
attempting to achieve, instead viewing it only as a legal obligation.

Despite adopting the correct philosophy in Corporate Social Responsibility, com-
panies generally view (.Zorporate Social Responsibility not as mandatory, but only as a
legal obligation as stipulated in Indonesian Law No0.40/2007 concerning Limited
Liability Companies. Moreover, the purpose is to encourage companies to perform
corporate social and environmental responsibilities; company law mandates companies
whose businesses are related to natural resources to initiate programmes related to
Corporate Social Responsibility and report the programmes in the annual report. Efforts
to improve Corporate Social Responsibility practice also involve the public, including
Non-Governmental Organizations (NGOs) and the media. The difficulty is that
Corporate Social Responsibility is regarded as a waste of money and as shifting the
government’s obligation on to others. This chapter explores and analyses the regu-

lations on Good Corporate Governance and Corporate Social Responsibility in Indone-
sia and the important role both have in preventing financial crime.
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GOOD CORPORATE
RESPONSIBILITY IN

on. as well as cultural considcraﬁ9ns, Play a big roje : I
there are several regulations that implﬁmemlg Bovey, ;
w No.7/1992 and Indonesian Law No.| Oogq Coi;g“k ;

&

. : 0/

ing Banking; (2) Indonesian Law No.l?f2003 concerning State-Own:E)g)g o
(3) Indonesian Law N0.25/2007 concerning Investment; (4) Indoneg; d Enge e? ‘
5007 concerning Limited Liability Companies; (3) Bank Indonesig Lay, i

d
1 e . )
PBI/2006 and Bank Indonesia Regulation No.8/14/PBI/2006 ang Sil\]riahfn r?é’g‘ﬂf
ra D I. !4!

Law and regulati _
corporation.® In Indonesia,
Governance: (1) Indonesian La

Letters by the Minister of State-Owned Entern'se. i

In particular, Article 2 Indonesian Bankl_ng Law No.7/1992 Stipulgy iy
Indonesia shall conduct their business according to tht.?, principle of ecm:s. .
racy, applying the prudential principle. Moreover, Article 4 IndOHESian Banc- den a!cn

No.7/1992 states that banks in Indonesia shall have the objective of Suppory X 1,

development for the purpose of improving equitable distribution, ECOHOmil‘hn ﬁon“‘

dynamic sustainable growth and national stability, aimed at improyip C gn 'anzl

welfare. These regulations should be the basic principles of banking inst%tutgz Pt‘ome,s
ng y,

their business activities. ) in
The Indonesian government enacted Indonesian Law No.40/2007 concerning |
g il’l‘ﬁt
&

Liability Companies. This law has explicitly enacted the corporation’s objjgq:
Chapter V Article 74 sub section (1) which states that companies doing buif‘tlon Unge,
field of and/or in relation to natural resources must put into practice EnvironlneSs in th,
Social Responsibility. Menta) ang
According to Article 1 point 3 Indonesian Law N0.40/2007, Envirop
Social Responsibility could be defined as a company’s commitment tq ta]:? =l gy
sustainable economic development in order to improve quality of lifeng part i
environment, which will be beneficial for the company itself, the local comm Iy
society in general. But the path was not easy. Two approaches have dﬂmty i
implementation of Good Corporate Governance in Indonesia. One is an ethicveg the
approach and the other is a regulatory-based approach. The regulatory-baseq aS- aseq
is driven by the government to force companies to comply with defined reglﬂi?ach
The ethics-based approach, on the other hand, is predominantly driven by the consc:'ons'
decision that doing business is not just about the pursuit of short-term profits, byt n;ous
about sustainability and healthy long-term relationships with stakeholders. , "
It is easy to understand why international investors are increasingly keen o
companies meeting Good Corporate Governance requirements. Companies adhering to
corporate governance codes are viewed as less risky. They also conform to the demand
by an increasingly vociferous public for greater social responsibility on the part of
corporations. Still more needs to be done to achieve a proper balance. Greater
interaction and dialogue between government, business and public is needed to
encourage companies to implement Good Corporate Governance principles further.

_ * Nordberg, Donald (2011), Corporate Governance-Principles and Issues, SAGE Publica-
tions, London, p. 25.




a ! ns, publj

mispregujanon, thef‘cfore. business :n:lisitif;:;c :;gcr o
r der the regulauqns. public order and moralj¢ i
cﬂ ofit, but also ethics. Ethics should be g

0 d Corporate Social Responsibility, HopSian}
principles of Good Corporate Governance as stipulated in I
7 are transparency, accountability, responcimi: i
' ; e e o » 'eSponsibility, inde i
regulate inciples of th 1a Regulation No.8/14/PB1/2006 thi ion alsq
o the Pnnmtll’l CSNO the OECD Recommendations » as this regulation also
Furﬂ;\?ggore’lice isCaGbol:is been establisheq, Good Corporate Governance, accordin
(0 the D policy, Proper corporate management of co i jith | .
main pillars bem’g transpgrency, accountability, reg % i
pess. The NCG's goal is to propagate the g

Ponsibility, independence and fair-
s Governance principles nationwide 4o; eptance and application of Good

| country where high standards of corporate govemaifzbﬁzhﬁﬂ?:;{ﬁdgiﬂuﬁ i 1?8 i
' the economy 1n public and corporate administrations, Corporate governance af?;:gtso:ll
Jevels of _ society. Codes and principles have political, legal iconomic and social
repercussions. The. N(?G conducts research into a wide va;riety o’f aspects of governanc
and monitors application and dissemination through its control s s?ems ¢ )
The Code of Good quporate Governance states that Good Coy orate. Governance is
a living instrument offering standards as wel] -

as guidance fo i i
L S st Goverince it o g of% I companies to implement

i
f

1. Achieving susta.ina'ble growth of the company through a management system
based on th'e principles of transparency, accountability, responsibility, independ-
ence and fairness.

2. Empowering the .fm.lction and independence of each company organ, namely, the
Board of Commissioners, the Board of Directors and the General Meeting of
Shareholders.

3.  Encouraging shareholders, members of the Board of Commissioners and mem-

bers of the Board of Directors to take decisions and actions based on high moral
values and that are compliant with the law and regulations.

4, Stimulating company awareness of social responsibilities, in particular, the
environmental and societal interests of the communities in which a company
operates.

5. Optimizing the value of a company for its shareholders by also taking into
consideration the interests of other stakeholders.
6. Enhancing the competitiveness of a company, both nationally and internationally,

in order to enhance market confidence which may promote investment flow and a
sustainable national economic growth.>

National Committee on Governance, op.cit., p. 9.
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: . enterprises, province- ang y, ion.

Publicly listed companes, sti:i; Om“;llgge pubrﬁc funds, companies of W(’i';howneq 3

panies, companies that riileli}1 ublic, and companies with extengjy, ing Pmdu%m.

services are widely used by the p T ,pionecrs in implementing ¢, OUEnce N tﬂr
environment are expectedl l;fz;‘;‘;icy makers are 4o expectq |, U:ed Co Or;,}:&

Governance Code. Regg;ie as a reference for developing related | Uat:']e Gﬂog

Corporate Gove}'n anee d corporate governance system shoyq tov; {opg i

applicable sanctions. A soun i Crégnors, so that they can assure themSere ¢ eff“‘ivd

protection for sharcpoldﬁtr;1 ::[ It should therefore also help 1 Creatg eio-f 8eqine

i rmrtrlll Ogﬁlill‘lj:;t and lsustainable growth of the corporate Sector, Vlronm&nt

Cogdlz)cc;vgotfporzle Governance is necessary to enhance the cre'ation of ap o e

trans(;)arent market that is consistent with thedl%Wst-hir‘inicstsetrlfe;::g{llemenlat'on of Ga

Corporate Governance needs to be supporte hy'ties 28 regulatory ll!ar ) namel!/lh

regulatory, supervisory and enforce{n‘ent aut 051 i ublif ) uSPOhc oy lhe

business community as market participants and the fes i se;s o pro lcty ane
services of the business community. The basic princip must be 1mplememed hd
each pillar are:

1. The regulatory, supervisory and enfqrcemem authorities de\felop laws ang -
lations that will promote the creation of 4 healthy, efficle.m and g
business climate, implement and maintain it, and support j¢ with 2 COnSite la'\]\:

2, ;?l?tlfs[?::sts sectors as market participants implement Go
ance as the foundation in conducting busme:ss.

3. The public as users of the Products and services of the by
party impacted by the existence .Of a cqmpany demon
exercises an objective and responsible social control,

24 Corpory Govep,

iness Sectors

; t
Strateg Its Concery ang

Several considerations on conducting Good Cprporate Qovemance in anking g
tutions were explicitly drawn in Bank Indonesia Regulation 1.%'8/ 14/PBI/2006. 1
improvement in the quality of Good Corporate Govemalllce impl

the efforts to strengthen the internal condition of nationa] p,
Indonesian Banking Architecture (IBA); (2) the Board of Cyo
Directors play a very important role in the implement
Governance; (3) checks and balances from independent

tmentatiop i amop,
anks purgyap 10 the
Mmissioners apq Board of
ation of Gogq Corporate
parties with the concerneg

to optimally perform 5 Good
Corporate Governance of the bank.

Furthermore, Bank Indonesia Regulation No.8/14/PB1/2006 states that every bank
should have Good Corporate Governance within their Corporate management through
the application of transparency, accountability, responsibility, independence and fair-
ness principles. Based on tha Tegulation, it was explicitly enacted that Good Corporate

Governance is an important element. i banking institutions, All banking activities
should reflect the Good Corporate Governance principles,
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gS OF GOOD CORPORATE GOVERNANCE
L

the principles of Good Corporate Governance generally include

enﬁoned ei:rhg; accountability, (3) responsibility, (4) independence and (5)
AS ﬂt}qDSP“renc)’ﬁncipleS are necessary to attain a company’s sustainability and, as a
th ese p

plic trust. Every financial institution, both banking and non-
jmes™ .y increasc pe inciples of Good C te Governance arc imple-
ensure that th.e principles 0 od Corporate Gov

iness activities. . .
rinciple has the main purpose of preserving and maintaining
pusiness. Banking institutions, as part of financial institutions,
. ecﬁvﬂ ) aterial and relevant information that is easily accessible and u.nderstand-
Objst prowde ml ders. The banking institution must provide timely, appropriate, clear,
ml;e by stakell0 ar;alble information accessible to stakeholders that is commensurate
ab® e and compMoreover, the transparency principle as aforementioned stipulates

ccu P . s ‘ . :
fvith thelr Etguﬁons should incorporate the principle into its structure and mechanism at
iqg iNS

pankif® ce level. N——
comP lancespareﬂcy principle adopted by a company does not lessen 1ts obligation of
tran
e

. provisions on confidentiality in accordance with laws and regulations,
gulflling 1;1 confidentiality and personal rights, as stipulated in Law No.5/1999 on
cupation Unfair Business Corhpetition. This regulation should be adhered to and
ohibiuonm?corporation’s business activities.
applies [ d principle is accountability. This principle requires the banking institution
The S‘“‘°°nta§1e for its performance, transparency and fairness. Thus, a company must
be accOuT proper and measured manner, so that it not only considers the interests
ompanys but also that of the shareholders and other stakeholders; especially
of the € panking institutions manage public funds. Accountability is a prerequisite in
iven Fhat sustainable performance. A banking institution must clearly define the job
acmey'ﬂtli(gm and responsibilities of each company organ and all employees that are in
d.escl‘llfth the vision, mission, values and strategy of a company. Therefore, banking
!me- wtiions must ensure the existence of an effective internal control system within a
msuman Furthermore, the banking institution must have performance indicators for all
cotgb;s'- of the Board of Directors and the Board of Commissioners as well as the
g:;ployees that are consistent with the company’s objectives, and have a reward and
punishment System. In executing its duty and responsibility, each organ of a company
and all employees must uphold the business ethics and agree upon a code of conduct.
The third principle is responsibility. The banking institutions shall abide by laws and
regulations and fulfil their responsibility to the communities and environment for the
purpose of maintaining long-term sustainability of the business and to be recognized as
a good corporate citizen. The organs of a company must be prudent in decision making
and in their actions, and ensure compliance with laws and regulations, the company’s
articles of association and by-laws.Thus the banking institutions must fulfil their social
responsibility by having, inter alia, an awareness of the environmental and societal
interests of the communities in which the banks operate, through appropriate planning
and implementation to address the issues.
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» inflvenced DY &% at the decision i Objeqy: " ang My
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st c':;emgulatl'ons’ not dominating each other gy, oy 0t
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BRSTTIES KT i t in conducting its activis
< nsibility . stipulates tha itieg
TP iple of falmcssiderpthe interests of shareholders and othey v ay

s . . s £y
B sa:‘;i}:ci‘:;:.s A company must Pfo‘”dea;he zgﬁoﬂmuty for s‘ak:hollé’;‘é |
g T opinions in the interest of a cOmPam, B¢ establigy o ol
s l’np?tfaj;nation in accordance with the.tl‘an_spa‘l'tilzi Y prnciple ap Wix to e
company’s info tive capacities. The banking institutions must Provig, "‘_ln 5
scope of their respec ccordance with benefit and Contribyg, fi}lr &

i to stakeholders in a . n :
un_iwb}e gzzmétth'ng institutions must provide elqual Oplt"’““mnes E re(:é‘i‘fen :
;?’e,;;lf;f)uyees' in career development and for employees to carry o theirlrgem

fessionally. v in Good Corporate Governance im 1
i nt of quality in : : Plementg,:

Thg lm%r;: cﬂeme increasing complexity of risks and challenges faceq tlop ;,
necessary

- . aHY f the Board y [h

Ying i ternally and externally. Intern of CoprY e

: gg;::rlésg,;;itgs are expected to be able to act as role models anq ,, . lon.
ers an

2 : inciples of Good Co Ot“’ators
: lement optimally the princip Iporate Gy,
so that banks will i1mple of Commissioners and Board of Directops ern

Ce,
The structure of the Board . ; _ : Consig,
independent parties as well as parties afﬁ11aFed with the Bank Controlling Sy, afeho]deof
With the existence of both mentioned parties, it is expected that the enha-ncemem I:f

ances will eventually lead to _implementing 'and Optimizjy .
éﬁﬁa;ﬂéﬁfmmce in every banking institution. In supportmg the implemengggg
of banks’ Good Corporate Governance, the bank shareholders \.JV_ll‘l be able to appoiyy
representatives to become members of thfe Board of Commissioners o Board o

Directors to ensure the supervisory function of banks and bank business group; |
performing non-banking activities. |
Awareness of the OECD Principles of Corporate Governance is now high iy the |
region. In fact, all Asian economies are using the OECD Principles of Corporate
Governance and outputs of the Asian Roundtable as referenced in the development of
their regulations, cotporate governance codes, listing rules, scorecards, as well g
academic works. Most importantly, Asian jurisdictions are committed to improving
corporate governance across the region. This commitment to excellence in corporate
governance matters not only to Asia. The growing economic influence of the region
and the important role played by China, India and Indonesia in the G-20 Summit, the
Financial Stability Board and the OECD Corporate Governance Committee give

i72 Rc.rraﬁh

]
]
|
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rate governance developments in Asia global relevance.6 This will give strong

co agcmenl to implen_lcnl' Cf°°d Corporate Governance and Corporate Social
- encO sibility in banking institutions.
B o

RespP

| __GTERING GOOD CORPORATE GOVERNANCE AND
§ FO RPORATE SOCIAL RESPONSIBILITY IN PREVENTING

nesia has fonnulat_ed a long-term development plan, to take place from 2005 to
mdos It is segmented into five-year medium-term plans, each with different develop-
202 t'priorities- The current medium-term development plan covering 2009-2014 is the
mcnnd phase and focuses on: (1) promoting quality of human resources; (2) develop-
Secot of science and technology; and (3) strengthening economic competitiveness.
e rporate Governance and Corporate Social Responsibility will encourage good
pusin€ss ethics an.d i Compeﬁﬂveqess. Through Good Corporate Governance
there will be a shifting paradigm from mainly profit oriented to corporate concern or
ood corporate conduct. Therefore Good Corporate Governance and Corporate Social
Responsibility should be maintained and conducted in sustainability actions. Good
Corporate Governance and Corporate Social Responsibility will develop business ethics
and bring economic de',vel.Opmel'lt to tl.le local community. Corporate Social Respons-
pility is a business commitment to society and the nation. This pathway should be built

within the corporations with the following basic considerations: (1) Corporate Social

Responsibility as an effort of harmonizing corporations with the environment; (2)

;mproved business performance and improved economic performance as a medium-

rerm and long-term achievement; (3) countries and companies with Good Corporate
Governance Wwill have better access to International capital than those without Good
Corporate Governance and_ recognizing Fhe 1gcreasing importance of corporate govern-
ance, government and business associations in many countries, both industrialized and
developing, have started to develop or improve national systems of corporate govern-
ance; (4) the development pf corporate governance is an important part of the economic
reforms that are essential in overcoming the economic crisis.

The financial crisis of 2008 had a devastating impact on the economy of many
countries. Numerous financial crimes that followed in the areas of corruption, money
Jaundering, banking and financial fraud, tax evasion and the financing of terrorism
added to the negative impact of economic instability. Financial crime did not only
create disorder in various institutions but also became a national and global threat.
Therefore reducing financial crime is a key priority for regulators, authorities and
governments globally, particularly in Indonesia. Organized crime groups, terrorists and
fraudsters are using increasingly sophisticated international networks and financial
systems to move or store funds and assets or commit fraud. Financial institutions are
particularly vulnerable due to the nature of their businesses and the volume of

6 QECD (2011), Reform Priorities in Asia Taking Corporate Governance to a Higher Level,
http://'www.oecd.org/daf/ca/49801431.pdf, p. 9 (accessed 4 May 2014).
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transactions and client relationships they manage, Furthermo N

[T o A X ;

crimes were carried out by mu:mauqnnl pel:petmtors °mphﬂsized le faq
in:cm;;ﬁonal co-operation in combating crime. Goog Co he

tPorate q im lhﬂt b
" ibility could be a pathway to 1 :
Corporate Social Responsibility cou P y Preventing Or gy fp!?;;h"
financial crime.

The primary aim of corpomlionsuhas been tg g:n}ce Profits, 5. gy, By
reason corporations have not cfarefu y examined their values, i D ‘
changed through business ethics and Good Corporate Govemancem'"dsq fop "

i i . to ; 0
i ity of corporations and encourage stror}g Cpmt}ntmen(‘ in O iny gy
mmmegrity :on. Furth in banking instityt; : € beg, Moy, b
interests of the nation. Furthermore, § Utions, j4 Couly Cst ot 1
non-penal policy and crime prevention strategy, €Specially tay; g iy be “Sedn%d:
that commercial banks are the largest, the most dlverse‘ and the conside %;
financial intermediary in the economy.? Good Corporat_e Govermmcemost i ;au%
Social Responsibility is also very important in the lobalizatiop gy, o Cong
R By Do L Roities oo Dt 0. Beieileiohs, siqeey i glob Shel
increased the opportunities for criminals, and criminals have beg, lizg;
beneficiaries of globalization.? Therefore Good C:OIPOI'ale Go\@mance Ong
Social Responsibility have an important role within Corporate 5,
financial crime. Moreover, Good Corporate Gove}'nance and Cg Orate § B
ibility within corporate activities have a great Impact in the PrEVentio(:f
crime, such as corruption and state capture. _In this form of o Plio, .+ R
sector ‘captures’ the state legislative, executive and judicia] aPparaty, 'f ‘
purposes. !0 or j

Benn and Dunphy, and others, as quoted by Donald Nordberg, Mentioy
another range of issues that has increasingly come to be Séen as formiy, = at [hereis
in corporate governance: how corporations rc?latel to their broader Sociey, W age, i
call it Corporate Social Responsibility, sustamlabl'hty, ethics or jyg Col“poratee € g
ibility without the ‘social’, this stream of thinking involves 5 Considera, reg
boards and the top management teams they employ relate to their ey Oyees o |
customers, and even their competitors and those who might seek ¢, com ’etsuPphF“.
them.!! It seeks also to take into account how the corporation relates to the Coe agaulm
in which it operates, the people who live near the

fac_tories and offjce buildiy ;] ty
corporation operates, local goverments, and even nationg] governmentg and fu e
national organizations. In addition, it seeks 0 examine how gpg even whelhra.
corporations have a responsibility to NGOs, even those that are not Particular]y part e;
a local community in which the global corporation happens to work. It seeks to iden[i(f]y

the role of the corporation and its board in preserving the environment in which we al

tivitj

7 Arief, Barda Nawawi (2010), Bunga Rampai Kebijakan Hukum Pidang - Perkembangay
Penyusunan Konsep KUHP Baru, Kencana, Jakarta, p, 21.

® Kidwell, David S, and Richard L. Peterson (
Money, fourth edition, The Dryden Press, p. 42.

® Rothe, Dawn L. and David O. Friedrichs (2015),
in Critical Criminology, Routledge, London, pp. 28-29,

' Brooks, Graham et. al. (2013), Preventing Corruption Investigation, Enforcement and
Governance, Palgrave Macmillan, Basingstoke, UK, p. 123,

11 Nordberg, Donald, op, cir., p. 6.

1990), Financial Institutions, Markets, ng
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B jive, 2 largl’gll; alild mlfr:cel 'gamfmn#m part of the agenda as the consensus of scientific
L pinio” Bias DOERRE ¢ impact of global warming and the role corporations play in
12 . - :
" Those are ﬂ}e functions Df Corl_iorate Social Responsibility, But the strengths of
- Corporat® S(.)cna}l Responsibility will not work properly because there remain. some
weaknesses 1 its implementation: (1) the lack of organizational culture to support
Corporat® S’oc1al R:CS?OnSlblhty; (2) Corporate Social Responsibility only being seen as
| 4 company s charity; 3) C'orpc.)rat? Social Responsibility used only to conceal the
jllegal behaviour of financial lnSnFunons; (4) Corporate Social Responsibility not
purel COIl‘_il“’t_""'-l by corporate conscience or an ethics-based approach but rather as just
a legal obligations (5) corporations applying Corporate Social Responsibility only for
the short term and not in a long-term and sustainability programme. These weaknesses
could reduce the public and investor trust in business activities, particularly in banking
jpstitutions as an agent of trust. Indonesian and international investors are eager to
jnvest in Indonesia, and approvals in investments show a significant growth in number.
Government Institutions which have an interest in handling investment activities
robably would like to reform and improve public services.

Currently,the point of focus of efforts in the enforcement of good governance is on
he corporate sector. V“"’Ymg this holistically, the corporate sector does not stand alone
pecause it is certainly linked to the public sector, starting with the government as
cegulator and as shareholder in state enterprises, as well as other elements such as

Uit

| |egislators, prosecutors and investigators along with court proceedings and so forth. It is

futile attemptirfg to enforce Good Corporate Governance solely in the corporate sector
without applying the same .rules to the public sector, including taxes, regional
government, customs and excise, permit regulators and so forth.

The key to i_mplemt.antaifion of Good Corporate Governance and Corporate Social
Responsibility 1n banking institutions is based on: :

1. the strong commitment and support from all the parties such as the regulator/
supervisory bodies, the corporation and society in encouraging Good Corporate
Governance and Corporate Social Responsibility in all business activities; '
9. the strong commitment of the company’s organs such as the Board of Directors,
Board of Commissioners, General Meeting of Shareholders and all the employees
in conducting Good Corporate Governance in a consistent, systematic manner in
sustainability programmes,
3. the compliance of corporations with all the existing government regulations as
well as fostering business ethics among others; ' " _
4. the implementation of Good Corporate Governance as a basic philosophy of
corporate culture; ' '
5. a good reward system for corporations implementing Good Corporate Govern-
ance and Corporate Social Responsibility. In contrast, an effective punishment
system should be applied for those who act inappropriately.. e

12 Ibid.
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The government plays an important sup[?nnin'g mlc‘ by issuin "
rcgulétion on, for instance, .cqrfu_mny ncglstmulon: disclosure of ﬁnnnci o
and rules on the mspnnnblhn_e\? .of comnussmnm:s and dimc(or‘&] Qom;d
however, has the prime responsibility for u.nplcmenltmg 2 Systen, 0}. :
Governance. The company shou_ld recognize lht.: importance o
Governance is in the interests of its shaf*choldcrs, its ﬁ.“fmciers ang . 900q
therefore, the company itself. Com;mmes sl]ould anticipate gty
existing laws and mgulatiorll]s.' Lhz ti1{r)1[t1:;c)ducnon of new
lic scrutiny over their a ‘

qrfr);i il)::onesian gg\'cmment has df:monstrated- gffonf; to improve o '“Rly
Governance as well as Corporate Sc-)cm_l R.esponmblhty 10 every aSpect .

sector, particularly within banking institutions. The NC(_} is mommenof the %
and monitoring improvements in corporate governance in I“dOHesia_ 1

Nger
regulation asgf%e

ten key areas in which reforms are ‘necessary, and 'it has drawp up a . i,
Corporate Governance that companies can use in .Implementing this, nOdel Code[ed
initiative from private sectors through several bu§1ness and P"Ofessional addiﬁon of
has formed the Forum for Corporate Governance in Indonesig ass"ciau' %
By implementing Good Corporate Gow'arnance an.d Corporate Social b ony
principles, as stipulated in several Indonesiian rt?gul.zithns, the NCG Seeks ¢ Pongjy
integrity and stability of ﬁnancial. an_d bustmess 1nst1t'ut1_0f1§- The Teality, ho‘.vepmtec
the participation of financial institutions in Infion?sm.ls limiteqd and require Ve, iy ty
commensurate with the important role of banking institutions, g ing coy ds foste;ing
chosen as a sector of equal or greater ilpponance, which hag played 4 Iead_have been'
recent developments, and even the incl.usxon of both would leave out g nllmblen Pan
interesting and important areas.!? Fell_x I‘.,e_ssambo states that a bapg cannotro Oth
monitor its operational, counterparty, hquldlty and credit rigks Wwithout an ade pmperli’
efficient corporate governance mechamsrp. '4. Mor.eover, Lessambg clearly S?a‘iﬁte ang
corporate governance for banking organizations is of great importance to th:d thy
national financial system.!s intey.
Lack of Good Corporate Governance and Corporate Social ReSPOHSibility will gg:
corporations into performing illegal acts such as corruption. Geoff Dean explaineddrlllxve
corruption is a strategy that ‘buys’ people like ‘govem.ment_ofﬁcials and is mope USeﬁaII
than capital in some circumstances because it provides nfluence apg leverage ¢
money may not be able to buy.!6 at
The principles of Good Corporate Governance and Corporate Socig] Respongibyjy,
should be implemented in every aspect of the organization, from the directorg ané
commissioners to the employees of financial institutions, Initiatives to promote
culture of Good Corporate Governance, where boards and shareholders expand theiy

3 Clarke, Michael (1990), Business Crime, Its Nature and Control, St. Martin’s Pmss,Niey;-
York, p. 149,

4 Lessambo, Felix (2013), The International Banking System, Capital Adequacy, Cor
Businesses and Risk Management, Palgrave Macmillan, Basingstoke, UK, p. 222
'S Ibid., p. 224

1" Dean, Geoff et. al.(2010), Organized Crime: Policing Illegal Business Entrepreneurialism,
Oxford University Press, New York, p. 9.
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peyond business out09mes an'd ensure that businesses are conducted in a manner
B o promqtcs, sustainabihty. are important elements in preventing financial crime in
- Wb g institutions. Corporate governance involves decision making, accountability
. pan moniloﬁng-'T Building Good FQmorate Governance and Corporate Social

o POHSibili?y . flko e l_ce_y o avoiding any criminal activities which could cause
Res te criminal responsibility and criminalization. Furthermore, it should also be
| 0 idered that Good Corporate Governance and Corporate Social Responsibility is
& comwa)’ to preventing financial crime. Encouraging Good Corporate Governance and
PP rate sOclgl Responsibility in every aspect of the business sector, particularly in

: gﬁ‘ldng institutions, is also a way to achieve the strengthening of economic competi-

" ONCLUSION

ol Good Corporate Goverpancp a.nd Corporate Social Responsibility should be developed
1o build business ethics inside corporations. Good Corporate Governance is an

- mportant pillar of market economy as it relates to the investors’ confidence both in the
. ompanies and in the overall business environment. Implementation of Good Corporate
Governance encourages fair competition and a good business climate leading to
Sustaiﬂable economic gr_owth and s.tability. '

-7 According to Indonesian regulations, companies must have a purpose and objective;
. pusiness activities should' not cox}ﬂict with the provisions of legislative regulations,
| ublic order and/or morality. In this context, business activities conducted by any legal
entity should consider the regulations, public order and morality. The purpose of doing
pusiness should not be for profit alone, but should also have ethics in mind.

principles of Good Corporate Governance should be adhered to when the company’s
activities are involved. These include transparency, accountability, responsibility, inde-
pendence and fairness. Conccrnmg the principles of Good Corporate Governance as
mentioned before, Corporate Social Responsibility should be reflected in corporate
activities as should imple.menting the five principles. So Corporate Social Responsibil-
ity should be conducted in every financial institution.

These principles are necessary to maintain a company’s sustainability and will, in
turn, increase public trust. Every financial institution, both banking and non-banking,
must ensure that the principles of Good Corporate Governance are applied to all
business activities. Considering that Good Corporate Governance and Corporate Social
Responsibility principles seek to protect the integrity and stability of financial and
business institutions, as well as prevent financial crime, the involvement of financial
institutions in Indonesia (which is quite low) should be fostered. Encouraging Good
Corporate Governance and Corporate Social Responsibility in every aspect of
the business sector, particularly in banking institutions, will strengthen economic
competitiveness. : :

"7 Pallissery, Fincy (2012), ‘True and Fair Financial Reporting: A Tool for Better Corporate
Governance’, Journal of Financial Crime, Volume 19 Number 4, p. 336.
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