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Abstract

Corporate governance in Asia has improved, but implanting new forms of behavior will take time. According to the OECD, there are five key principles involved in GCG practice which may include rights of shareholders, equitable treatment of shareholders, roles of stakeholders in corporate governance, disclosures, transparencies and the board responsibilities. 
A survey of Malaysia’s corporate governance practices has found that most companies are complying with the country’s new corporate governance code and are genuinely embracing the best practice.

In Indonesia, the Ministry of Government Enterprise (Meneg BUMN) has declared a decision letter which instructs all government enterprises to implement GCG practice within two years. As of today, only 60% of them have implemented GCG practice. Moreover, the Jakarta Stock Exchange has also obliged public listed companies to implement GCG practice. One of the success stories of GCG implementation in Indonesia is PT Toyota Astra Motor.
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Introduction

Corporate governance in Asia has improved, but implanting new forms of behavior will take time.  The financial crisis that overran much of Asia in the late 1990s prompted most of the affected countries – joined later by India – to make improved corporate governance a priority. Nearly all of them now require listed companies to have independent directors and audit committees. Agreement is growing, at least in principle, on what good governance codes. Securities laws and the listing requirements of stock exchanges have been strengthened, regulatory authorities have enhanced powers, and the media are more inquisitive and probing.

Across Asia, too many companies remain unconvinced of the value of good governance, and change faces real-world impediments and disincentives. Moreover, the institutions needed to ensure good governance-judicial systems, capital markets, long-term institutional investors that can push for better governance – continue to be under developed in most of these countries. Laws and regulations aren’t enforced rigorously; well-trained accountants and other professionals are scarce.

The starting point for reform in Asia is therefore very different from the starting point in Europe or North America. Asian governments, corporate leaders, investors, and regulators realize that corporate-governance practice will not change overnight, so patience is needed. Getting companies to comply with the new rules is a daunting prospect requiring greater transparency and better enforcement, not to mention a cultural upheaval in boardrooms. New corporate-governance laws and codes are important because they set the stage for change. But given the vast differences in ownership structures, business practices, and enforcement capabilities, merely adopting new requirements and masse from North America or Western Europe would be a mistake. Nonetheless, the temptation to do so – promoted partly by investors, foreign-aid donors, and international organizations – afflicts the region as a whole.

This paper was based on a library research and a field research in PT Bursa Efek Jakarta (JSX), with the purpose to get an understanding of GCG practice in Malaysia and Indonesia. 

Basic understanding about GCG 

The definition of Corporate Governance

Organization for Economic Cooperation and Development (OECD):
“The structure through which shareholders, directors, managers set of the board objective of the company, the means of attaining those objectives and monitoring performance.”

Cadbury Committee:

A set of rules that define the relationship between shareholders, managers, creditors, the government, employees and other internal and external stakeholders in respect to their rights and responsibilities.

Donaldson and Davis:

“The structure whereby managers at organizational apex are controlled through the board of director, its associated structures, executive’s incentive, and other schemes of monitoring and bonding.”

Forum for Corporate Governance in Indonesian (FCGI):

A set of rules that define the relationship between shareholders, managers, creditors, the government, employees and other internal and external stakeholders in respect to their rights and responsibilities.
Forum for Corporate Governance in Indonesia: Corporate Governance in Perspective
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MENEG BUMN (KEP-177/M-MBU/2002): 

Corporate Governance is a process and a structure used by state-owned company to increase business success and company’s accountability in order to create shareholders value in the long run, by considering the other stakeholders interest, in accordance with the applicable laws and ethical value. 
Dato’ Megat Najmuddin Khas (2001), President of the Federation of Public-Listed Companies and Malaysian Institute of Corporate Governance:

A system on how an enterprise is governed and controlled. It comprises an internal and external regulation of the enterprise, management accountability of its authority and agency through an effective internal control system and legislation, and market control for disclosure of corporate information and transparency of the company’s affairs.

There are several Basic Principles of Good Corporate Governance, such as:

· OECD: (1) Fairness, (2) Transparency, (3) Accountability, (4)Responsibility 

· FCGI   ( Forum  for   Corporate   Governance   in   Indonesia ):   (1)   Fairness, (2) Disclosure and  Transparency,  (3) Accountability, (4) Responsibility 

· MENEG BUMN:    
  (1)  
Transparency,    (2) Independency,    (3)    Accountability, (4) Responsibility, (5) Fairness 

· BPKP  :   
(1)   
Transparency,    (2)    Accountability,    (3)   Fairness,    (4)    Integrity, (5) Independency, (6) Participation

· Five principles of corporate governance according to OECD : (1) the right of shareholders, (2) the equitable treatment of shareholders, (3) the role of shareholders, (4) disclosure and transparency, (5) the responsibility of the board

The right of shareholders

The corporate governance framework should protect shareholders’ rights. Basic shareholder rights include the right to : (1) secure methods of ownership registration; (2) convey or transfer shares; (3) obtain relevant information on the corporation on a timely and regular basis; (4) participate and vote in general shareholder meetings; (5) elect member of the board; and (6) share in the profits of the corporation.

The equitable treatment of shareholders

The corporate governance framework should ensure the equitable treatment of all shareholders, including minority and foreign shareholders to obtain effective redress for violation of their rights.

The role of stakeholders

The corporate governance framework should recognize the rights of stakeholders as established by the law and encourage active co-operation between corporations and stakeholders in creating wealth, jobs, and the sustainability of financially sound enterprises.

Disclosure and Transparency

The corporate governance framework should ensure that timely and accurate disclosure is made on all material matters regarding the corporation, including financial situation, performance, ownership, and governance of the company.

Disclosure should include, but not be limited to, material information on: (1) the financial and operating results of the company, (2) company objectives, (3) major share ownership and voting rights, (4) members of the board and key executives, and their remuneration, (5) material foreseeable risk factors, (6) material issues regarding employees and other stakeholders, (7) governance structures and policies.

Information should be prepared, audited, and disclosed in accordance with high quality standards of accounting, financial and non-financial disclosure, and audit. An annual audit should be conducted by an independent auditor in order to provide an external and objective assurance on the way in which financial statements have been prepared and presented.

Channels for disseminating information should provide for fair, timely and cost-efficient access to relevant information by users.

The responsibilities of the board

The corporate governance framework should ensure the strategic guidance of the company, the effective monitoring of management by the board, and the board’s accountability to the company and the shareholders. 

Board members should act on a fully inforiped basis, in good faith, with due diligence and care and in the best interest of the company and the share-holders. Where board decisions may affect different shareholders groups differently, the board should treat all shareholders fairly. The board should ensure compliance with applicable law and take into account the interests of stakeholders.

The Importance of GCG

1. Increase shareholder value

2. Obtain good image

3. Obtain trashiness from investor and creditor

4. Reduce fluctuation on stock price

5. Increase efficiency

6. Increase sense of belonging 

7. Increase compliance to law and regulation

CORPORATE GOVERNANCE PRACTICE IN INDONESIA

INDONESIAN CODE OF CORPORATE GOVERNANCE was developed by “Komite Nasional Kebijakan Korporat – NCCG). The NCCG consists of 22 members from private sector, professional (legal, financial and accountant) practice and public sector and is chaired by I Nyoman Tjager.

The Code consist of: (1) Introduction, (2) Purpose of the Code, (3) Principles 

I. Shareholders

1.1. The Right of Shareholders

1.2. Shareholders General Meeting

1.3. The Equitable Treatment of Shareholders

1.4. Accountability of Shareholders

1.5. Appointment   and   Salary System and Remuneration of Board of Commissioner and Board of Directors

II. Board of Commissioner

2.1. The Function of Board of Commissioner

2.2. The Composition of Commissioner

2.3. Compliance to Article of Incorporation and the Applicable Law and Regulations

2.4. Meeting of the Board of Commissioner

2.5. Information for the Board of Commissioner

2.6. Other Business Relation between member of Board of Commissioner and / or Board of Director with the company 

2.7. No Personal Gain

2.8. System of Executive Election who are not acting as member of Board of Directors, salary and allowance for those executive and evaluation of their performance

2.9. Committee that can be founded by the Board of Commissioner 

III. Board of Directors

3.1. Board of Directors Role

3.2. The Composition of Board of Director

3.3. Compliance to Article of Incorporation and existing Law and Regulation

3.4. No Personal Gain

3.5. Board of Directors Meeting 

3.6. Internal Control

3.7. The Role of Board of Directors in Accounting

3.8. Maintaining the Relevance Registrar by the Board of Directors

IV. System Audit

4.1. External Auditor

4.2. Audit Committee

4.3. Information

4.4. Confidentiality

4.5. Audit Rules

V. Corporate Secretary

5.1. Corporate Secretary Role 

5.2. Qualification

5.3. Accountability

5.4. The   Role   of   Corporate Secretary in the disclosure of specific information 

VI. Stakeholders

6.1. Stakeholders’ right 

6.2. Opportunity   of     stakeholders    in monitoring the compliance of Law and Regulation by the Board of Directors

VII. Transparency

7.1. Timely and Accurate Disclosure 

7.2. Important Things in Decision Making

7.3. Disclosure on Compliance to the Code 

7.4. Disclosure of Information which may affect the Stock Price 

VIII. Confidentiality

IX. Inside Information

X. Business Ethics and Anti Corruption

XI. Donation

XII. Compliance to the Law and Regulation on Health Protection, Safety Work and Environment

XIII. Equal Working Opportunity

XIV. Membership  

The Legal Foundation of GCG in Indonesia can be summarized as follows:

	Badan Usaha Milik Negara (BUMN) or State-Owned Company (SEO)
	Public Listed Company

	· SK Meneg  BUMN No. Kep-117.MBU/2002 dated August 01, 2002 

· Undang-Undang Perseroan Terbatas No.1 Tahun 1995


	· Undang-Undang Pasar Modal No. 8 Tahun 1995

· Undang-Undang Perseroan Terbatas No.1 Tahun 1995

· SK Ketua Bapepam No.SE-03/PM/2000 dated May 5, 2000    

· SK Direksi BEJ No.KEP 339/BEJ/07-2001 dated July 20,2001 

· Code of GCG by NCGG


There are several regulations from the capital market authority that oblige the public listing company to have Independent Commissioner, Audit Committee and Corporate Secretary, such as:

· Circulation Letter of Ketua Bapepam No.SE-03/PM/2000 dated May 5, 2000

· Circulation Letter of JSX Director No.SE/005BEJ/09-2001 juncto Decision Letter No.KEP 339/BEJ/07-2001 dated July 20, 2001, Regulation 1A

The current status of Audit Committee and Independent Commissioner at JSX as of July 12, 2004 and December 31, 2002 are as follows:



Based on the review of 61 annual reports 2003 (from 162 public listed companies in real sector) which is done by the Registration Division Real Sector of the JSX:



Source : JSX (2004)

Note : No data from Registration Division Service Sector due to virus disturbance

In addition to that, the Indonesian Institute of Accountant (IAI) plays a very important role in the implementation of GCG in Indonesia. IAI has updated the PSAK (Indonesian GAAP) in 2002 and SPAP (Indonesian GAAS) in 2001 following the US GAAP & GAAS and International Accounting and Auditing Standards. For example, the auditing standard suggested the public accounting firms to use the risk analysis approach in auditing their client, and should evaluate the client internal control (COSO) as a tool to determine the materiality, audit risk and scope of the audit. 

In addition, IAI also has ‘Badan Peradilan Profesi Kompartemen Akuntan Publik’ to act as a Justice Board if there is any complain from the user of audit report in relation to any disobedience to the auditing standard.

The Ministry of Finance, after the Enron Gate and Osborne Oxley Act., has issued a decision letter stating that a company can be audited by the same public accounting firm for no more than five (5) consecutive years, and after three (3) consecutive years the signing partner should be changed.

Several factors which could pursue the implementation of GCG in Indonesia are:

· Corruption culture

· Law income per capita

· Internal control weaknesses

In spite of this, some public listed companies have successfully implemented GCG practice, for example PT. Astra International Tbk.

GCG implementation in PT. Astra International Tbk 

I.    References:

· Article of Incorporation

· Undang-Undang Perseoran Terbatas

· Undang-Undang Pasar Modal

· Bapepam Regulation

· JSX Regulation 

· Company Philosophy – approved by BoD in 1984

· Business Ethics – formalized in July 1985

· Mission and Principles of Corporation Operational Aspect : Revised and formalized in 1999

II. Review of Astra GCG practice:

The implementation and review of Astra GCG practice was made consistent and well organized by the Astra management team and assisted by the  Corporate Secretary Communication, legal and Investor Relation departments.

III. BoD and BoC Meetings:

· BoD Meeting    : Once a week

· BoC Meeting     : At least once every 3 months 

IV. Astra experience

· Debt Restructuring with transparency as the key point

· Sales of stock

· Management system : Astra TQM

· Leadership

· Dream and Obsession to make a difference

· Training & Bench Marking 

· Focus on customer

· Customer Satisfaction

Examples of Bad Corporate Governance:

Overstatement of PT. Kimia Farma Financial Statement:

· Mark up on net income amounting Rp. 32.668 billion

· Public Accounting Firm (HTM) is not guilty according to Bapepam but have to pay Rp.100 million

· The management have to pay Rp.1.5 billion

· In this case there are a non compliance regarding accurate disclosure and transparency  

Conclusion

1. GCG implementation in Indonesia and Malaysia should involve Government, Regulator (KLSE, JSX, Bapepam), IAI, MCA, Finance Committee on Corporate Governance and FCGI.

2. Some important factors of GCG implementation include: Independent Audit Committee, Independent Board of Commissioner and Independent Board of Directors. 

3. Every company should strengthen its internal control to avoid material weaknesses in its financial statements and fraud.

4. Corporate governance in Malaysia and Indonesia has been improved; however, implanting new forms of behavior will take time.

5. We have to realize that corporate governance practice won’t change overnight, so patience is needed.
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