“Applications of good corporate governance relating to shareholders,
commissioners, and directors of limited liability companies in Indonesia”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

Joseph Andy Hartanto @@ https://orcid.org/0000-0001-9142-0067
Sulaksono Sulaksono @) https://orcid.org/0000-0001-6397-6391

Joseph Andy Hartanto and Sulaksono Sulaksono (2019). Applications of good
corporate governance relating to shareholders, commissioners, and directors of
limited liability companies in Indonesia. Problems and Perspectives in
Management, 17(3), 410-420. doi:10.21511/ppm.17(3).2019.33

http://dx.doi.org/10.21511/ppm.17(3).2019.33
Monday, 23 September 2019
Saturday, 06 July 2019

Monday, 09 September 2019

[k |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Problems and Perspectives in Management"

1727-7051

1810-5467

LLC “Consulting Publishing Company “Business Perspectives”

LLC “Consulting Publishing Company “Business Perspectives”

© The author(s) 2024. This publication is an open access article.

=//~/| BUSINESS
PERSPECTIVES

Nem—

businessperspectives.org



Problems and Perspectives in Management, Volume 17, Issue 3, 2019

BUSINESS PERSPECTIVES

¢

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 6t of July, 2019
Accepted on: 9" of September, 2019

© Joseph Andy Hartanto,
Sulaksono, 2019

Joseph Andy Hartanto, Ph.D.,
Senior Lecturer, Department of Law,
Universitas Narotama, Surabaya,
Indonesia.

Sulaksono, Ph.D., Senior Lecturer,
Department of Law, Universitas Dr.
Soetomo, Surabaya, Indonesia.

©®

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution,

and reproduction in any medium,
provided the original work is properly
cited.

410

Joseph Andy Hartanto (Indonesia), Sulaksono (Indonesia)

APPLICATIONS OF GOOD
CORPORATE GOVERNANCE
RELATING TO SHAREHOLDERS,
COMMISSIONERS, AND
DIRECTORS OF LIMITED LIABILITY
COMPANIES IN INDONESIA

Abstract

This critical analysis seeks to explore the inclusivity and feasibility of the legal appli-
cation of organizational governance principles related to limited liability companies
(LLCs) in Indonesia, which are considered essential pillars of Indonesia’s economic
stability. The investigators employed the non-probability purposive sampling to se-
lect 150 study participants from a population of 250 administrative panel members
working in PT Bank Rakyat Indonesia and PT Bank Mandiri. Structured and semi-
structured questionnaires were constructed and distributed online through emails.
The subjects’ responses were coded manually, using the NVivo software for ease of
analysis. The result showed that (1) 84.5% of participants believed that ineffective re-
lationship building approaches, corruption, and inadequate information disclosure
mechanisms among internal and external shareholders formed the main challenges
to implementation of corporate governance principles in Indonesian LLCs, (2) 97.8%
of the respondents believed the Indonesian Company Law (ICL) had achieved signifi-
cant milestones in guiding the application of sound corporate governance principles
by explicitly outlining the roles and responsibilities of stakeholders and providing suf-
ficient protection for minority stakeholders, and (3) 78% of participants agreed that
the ICL has introduced and reinforced critical rights and protections to shield share-
holders from unfair regulations internally formulated by a company. In its findings,
the investigation confirmed that poorly structured information sharing systems, fraud,
and ineffective relationship building were the main factors that contributed to current
inadequacies. 84.5% of the respondents believed that ineffective relationship building
approaches, corruption, and inadequate information disclosure mechanisms among
internal and external shareholders formed the main challenges, trends, and issues to
the implementation of corporate governance principles in Indonesian LLCs. The study
also confirmed that the implementation of GCG related legislations had reinforced the
professional duties and obligations of stakeholders, alongside offering legal protections
for minority business actors.

Keywords limited liability company, Good Corporate Governance,
Indonesian Company Law

JEL Classification k22, 016, G34

INTRODUCTION

As a principle of employee and shareholder management, Good
Corporate Governance (GCQ), as explained in Indonesia’s Article 15
of Act No. 25 of 2007, defines a limited liability company (LLC) as any
individual or group of people who initiate any form of foreign or do-
mestic investment (Chang, 2018). The primary GCG doctrines include
fairness, responsibility, accountability, and transparency. These rules
also govern crucial company aspects, such as the division of duties, in-
dependence, and corporate structure management (Cuervo, 2002). The
applications and evaluation of the concept of GCG among Indonesian
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public and foreign investment limited liability companies are regulated by the Capital Market Law and
Investment Law, respectively (Retno & Priantinah, 2012). On the other hand, non-bank corporations
and banking establishments are planned and synchronized by the Financial Services Authority.

The Capital Market Law is a more comprehensive and detailed set of regulations and mandates public
LLCs to adhere to the rules and regulations stipulated by the Indonesian Stock Exchange. These legal
provisions ensure that public enterprises operate in compliance with the Indonesian Stock Exchange
and Financial Services Authority’s provisions. According to Ashbaugh-Skaife et al. (2006), these direc-
tives require public LLCs to be guided by independent directors and commissioners. Moreover, GCG
laws should be aimed at establishing an operational remuneration and nomination committee, an inter-
nal assessment unit, an audit commission, and a corporate secretary (Sari et al., 2018). However, since
2007, the Indonesian limited liability companies have not undergone significant modifications of the
GCG principles currently in place to align corporate governance strategies with company performance
and productivity (Du Plessis, Hargovan, & Harris, 2018). In line with the applications and implemen-
tations of GCG ideologies to guide the operations of the country’s limited liability companies, this re-
search will narrow its focus to examine the legal provisions that govern the implementation of the GCG
doctrines, and how they support active economic development.

1. RESEARCH GAP

AND OBJECTIVES

The GCG principles currently in place for
Indonesian LLCs have not undergone significant
modifications since 2007 to align corporate gov-

respective administrative roles as sole overse-
ers of company operations and management?

2. LITERATURE REVIEW

ernance strategies with company performance
and productivity (Du Plessis et al., 2018). In line
with the application and implementation of GCG
ideologies guiding the operations of the country’s
LLCs, therefore, this study seeks to fill a gap in the
research. The aim of this research was to look into
how the legal application of corporate governance
principles related to LLCs in Indonesia.

The fundamental questions that the investigation
sought to answer include:

1. What are some of the common challenges,
trends, and issues that significantly impacted
both public and foreign investment LLCs?

2. What are some of the dominant perspectives
regarding the risks and achievements of the
ICL in supporting long-term sustainability
and profitability of LLCs as a result of the ap-
propriate application of legally acceptable cor-
porate governance principles?

3. What are the jurisdictional rights of share-

holders and directors who seek to comply with
corporate governance regulations within their

http://dx.doi.org/10.21511/ppm.17(3).2019.33

Jao and Pagalung (2011) state that contemporary
developments in ICL are founded on European
civil legal infrastructures. In 1847, the corporate
form of the ICL was integrated into the business
environment under the Indonesian Wetboek van
Koophandel, Kitab Undang-Undang Hukum
Dagang (Commercial Code) (Jao & Pagalung,
2011). Because the country was under the rule of
the Dutch Republic at that time, the implemen-
tation of these codes was influenced mainly by
the Dutch Commercial Code. Since its introduc-
tion, the ICL has undergone multiple adjustments
to suit the progressive policies and requirements
that govern the procedures for implementation of
GCQG practices.

In 1995, Indonesia’s ruling government passed a
new law, known as the UUPT (Undang-Undang
Tentang Perseroan Terbatas), that was designed
to regulate the operations of public and foreign
investment LLCs. The UUPT became the first
amendment of the KUHD after the country at-
tained its independence in 1945 (Kaihatu, 2006).
In 2007, the rule underwent significant adjust-
ments and became known as the Company Law
(CL), which made a statutory guideline for differ-
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ent types of LLCs (Kaihatu, 2006). The ICL em-
phasized the importance of minority stakeholder
protections and the need to uphold the interests
of an enterprise’s workers, administrators, and the
community as a whole, through the implementa-
tion of corporate governance best practices.

Du Plessis et al. (2018) carried out an investigation,
which confirmed that the main goals of corporate
governance principles (transparency, accountabil-
ity, fairness, and responsibility) include overseeing
the overall development of Indonesian companies.
Bals and Tate (2017) presented their agreement
with these findings when they confirmed that em-
ploying GCG doctrines could drive the revival of
collapsed corporations. These predictions are sup-
ported by the existence of a multiplier impact in
various industries. Therefore, the benefits of GCG,
as recorded in LLCs, are also likely to be experi-
enced in others.

Reliable statistics provided by Nasution and
Setiawan (2007) indicate that the number of LLCs
in Indonesia has continued to grow over the years,
and is currently 23,941; over 100 governmental
enterprises are operating as LLCs. Nasution and
Setiawan (2007) also confirmed the existence
of 507 publicly-listed corporations. The statis-
tics concerning the number of public and private
LLCs provide evidence that the execution of GCG
in these establishments will enhance an industry’s
value and performance by reinforcing the level of
confidence and loyalty among stakeholders, cred-
itors, and suppliers, therefore, enabling them to
obtain development loans. Ramage (2007) cor-
roborates these findings by stating that practical
implementation of GCG policies will reduce the
severity of common challenges such as corruption,
which have impaired the growth of private and
public sectors in Indonesia for decades. However,
as indicated by Gourevitch and Shinn (2005), the
primary issues that have reduced the ability of
GCG regulations to achieve their legal mandates
include the presence or absence of reinforcement
mechanisms put in place by specific corporations
to increase the strength and effectiveness of GCG
implementation.

Annisa and Kurniasih (2012) incorporate Lawrence

Friedman’s legal system theory to evaluate the
challenges facing execution of GCG principles in
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Indonesian LLCs. According to the researchers, a
company’s management is likely to fail in imple-
menting GCG principles if it does not adhere to the
three significant elements of policy directives, in-
cluding the legal culture, structure, and substance.
As Annisa and Kurniasih (2012) maintain, the in-
tegration of GCG principles is not only limited to
the general terms or conditions, which only serve
as a guideline without any legal investment in the
directives stipulated by international standard
GCG doctrines. This means that the establishment
of GCG must adhere to existing legal requirements
to provide a binding force for all entities involved
in the management and operation of LLCs, includ-
ing shareholders, BOCs, and BODs.

The recent amendments to the ICL and anticipat-
ed adjustments have been focused on creating a
business-friendly environment. According to Al
Daoud et al. (2015), the future of the Indonesian
economy is brighter, considering that most public
and foreign investment LLCs have demonstrated
increased adoption and appropriate application of
GCG doctrines. However, despite current positive
perceptions regarding the effectiveness of ICL in
guiding and reinforcing GCG ideologies within
an organization, many Southeast Asian investors
exhibit a preference for Singapore’s holding com-
panies (Chi et al., 2015). Despite the economic
stability rate that has been supported by effective
implementation of GCG practices and the sound
development of critical infrastructures that sup-
port trade, it is not apparent at this time whether
foreign investors prefer incorporating their enter-
prises in Indonesia (Daily et al., 2003). The main
concern that has been expressed by foreign busi-
nesspersons is whether the country has imple-
mented adequate strategies to protect the interests
of foreign-owned establishments.

According to Fan and Wong (2005), the process
of strengthening a company’s corporate govern-
ance principles of accountability, transparency,
and fairness can significantly be facilitated by
the board of directors and lower-level adminis-
trators. The ICL defines the BOD’s functions and
obligations as binding tasks designed to improve
a company’s management. The ICL also require
the BOD and BOC to act responsibly and in good
faith. Carter et al. (2003) state that these entities
are accountable for the accuracy and relevance of
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all information that is provided to internal and
foreign investors, mainly as they apply to corpo-
rate governance strategies, shareholding, and fi-
nancial analyses. Moreover, the BOD is required
to ensure minor and major stakeholders are treat-
ed equally in terms of access to and distribution of
timely and accurate communications.

Farrar (2008) focused on comparing the
Indonesian and Singapore laws that regulate lim-
ited liability enterprises, corporate governance
practices, and shareholder protection. The re-
search was particularly interesting as it revealed
that the nature and operations of a legal jurisdic-
tion are significantly impacted by company law.
The exploration concluded that the regions that
complied with a mutual rule were more capable
of addressing issues concerning GCG and stake-
holder protection, resulting in an improved level
of market capitalization and investment. Also, ac-
cording to Mallin (2011), the primary differences
between the Singapore and Indonesian founda-
tions of company law arise from the common law
upon which their legislation is founded, with the
latter being based on European civil law and the
former on English civil law. Since the formulation
and introduction of the ICL, it has focused on pro-
tecting the interests of society, workers, employees,
shareholders, and the operations of LLCs through
fair competition and oversight.

In the case of Indonesia, Company Law was in-
troduced in Malacca, Singapore, and Penang in
1866 through the Indian Companies Act (Calder,
2008). After its implementation, the legal regula-
tions underwent several revisions, resulting in the
formation of the Malaysian Company Act. Even
though Singapore withdrew from the Malaysian
Federation, it borrowed numerous elements of the
Malaysian law of 1965 (Puspitaningrum & Atmini,
2012). Currently, LLCs in Singapore are regulated
by the Companies Act, which significantly differs
from that of Indonesia, although both are based
on similar principles (Mitton, 2002). Moreover, al-
though English law decisions are not as binding
as those of the European jurisdictions that govern
ICL, they are both flexible to a particular degree
and often refer to past cases that were decided by
more established authorities. Therefore, it is evi-
dent that Singapore and Indonesia are governed by
distinct legal origins, procedures, and traditions.

http://dx.doi.org/10.21511/ppm.17(3).2019.33
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A scientific exploration accomplished by Iu and
Batten (2001) with an underlying goal of examining
specific provisions and efliciencies of Indonesian
and Singapore corporate governance regulations
regarding company management, revealed the
following trends. First, the Indonesian corporate
regulations require all LLCs be governed by two
distinct bodies of authority including the board of
commissioners and board of directors, commonly
known as the BOC-Komisaris and BOD-Direksi,
respectively (Bratton & McCahery, 2002). The
main functions, powers, and roles of BOD-Direksi
include representing or managing the enterprise,
while the BOC-Komisaris is supposed to fulfill
professional responsibilities in the best interests
of the company (Luo et al., 2015). Specifically, the
ICL requires its directors to get the necessary ap-
provals from relevant entities such as sharehold-
ers before authorizing procurement or transfer of
company assets when they exceed half the net as-
sets owned by an enterprise (Bernstein & Cashore,
2012). The ICL also requires the BOC to manage
and guide the BOD-Direksi to ensure that the
BOD properly discharges its duties in compliance
with corporate governance requirements.

On the other hand, Singapore Company Law
adopts a one-tier form of governance headed by
a single BOD, which can be replaced, fired, or se-
lected at the company’s general meetings (Young
et al., 2004). Moreover, in Singapore, regular
schedules are inconsequential, since a director
can be used to refer to any individual occupying
the top-most position within the enterprise. Thus,
company shareholders, in collaborations with the
BOD, can play a part in the company’s manage-
ment by making judgments that override those of
the BOD-Direksi. Therefore, while liabilities and
duties extend to officially appointed company di-
rectors in Indonesia, in Singapore, these obliga-
tions are associated with anyone who carries out
directorial commitments, whether they have been
formally nominated for the position or not.

According to Johnson et al. (2000), in Singapore,
the BOD is expected to attend to their profes-
sional obligations while constantly considering
the culture, policies, and goals of the company.
Additionally, the BOD are obliged and always ful-
fill their due diligence and reasonable care respon-
sibilities. Violating these duties may render these
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bodies liable to existing penalties unless offered
relief by the court systems or a shareholders’ par-
don (Arevalo & Aravind, 2011). Nevertheless, the
accused directors must prove beyond a reasona-
ble doubt that their actions wholly considered the
views and policies of the corporation (Waagstein,
2011). The failure of a member of the BOD to act
diligently and logically, for instance, when one
deliberately fails to reveal conflicting interests, or
to follow the due process required to procure or
change ownership of company properties, then he
or she can be subject to criminal liability.

In their comparison of the effectiveness of
Indonesian and Singapore Company Law, in-
cluding and not restricted to their ability to
guide corporate governance responsibilities in
LLCs, Sawicki (2009) concludes that “Indonesia’s
framework of directors’ duties is less robust than
that of Singapore. First, in contrast to Singapore
Law, Indonesian Law does not provide for shad-
ow directors or de facto directors” (p. 229). In es-
sence, foreign investors who seek to penetrate the
Indonesian market must be able to accept and
tolerate the fact that any fiduciary duties may not
bind individuals who regulate a company’s proce-
dures. Gilson (2001) contributes to this discussion
by maintaining that, “unlike the case in Singapore,
Indonesian companies are not prohibited from
making loans to directors. This presents a risk to
foreign shareholders, as directors or commission-
ers may, in an Indonesian company, misuse their
office or authority to un-procedurally allocate
themselves loans” (p. 335). Thus, even though di-
rectors and managers are legally obligated to en-
sure that the enterprise is supported in good faith
and in compliance with internal policies and ex-
pectations, overseas stakeholders should be aware
of the likelihood of instances where there is con-
fusion regarding the actual duties and responsibil-
ities of directors.

Moreover, the ICL seems unclear on the scope of
the BOD’s practices, while Singapore has integrat-
ed adequate elements of English common law that
explicitly state the roles and expectations of com-
pany directors (Claessens et al., 2001; Claessens &
Fan, 2002). In Indonesia, it appears that foreign
stakeholders are exposed to increased reserva-
tions due to the lack of developed case law that
stipulates precisely what actions constitute legally
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punishable actions (Rama, 2012). Therefore, over-
seas business financiers may prefer investing in
Singapore LLCs. Moreover, Singapore Company
Law is perceived as a crucial component of an
operational corporate governance framework
that is focused on preventing businessmen from
exploiting an enterprise’s resources without the
consent or awareness of company shareholders
(Wu, 2005a). Given the lack of clear applications
and definitions of additional guidelines and fidu-
ciary duties that provide directives regarding the
responsibilities of company shareholders and ad-
ministrators, Indonesian laws will have failed to
merit shareholders’ reinforced confidence.

In a similar study comparing regulations
that manage derivative actions in Singapore
and Indonesia, Walter (2008) established that
Indonesia should make significant changes to
its Company Law to enable it to support GCG
strategies and approaches effectively. Young et
al. (2004) indicate that “Singapore’s derivative
action is available to all shareholders whereas
Indonesia’s derivative suit is only open to a sin-
gle substantial shareholder who carries 10% of
shares with valid voting rights” (p. 15). The situ-
ation has resulted in significant barriers to mar-
ginal financiers who would like to manage deriv-
ative vehicles. As a result, minority stakeholders
are left with little power to foster corporate gov-
ernance implementation with Indonesian LLCs
(Wahyudin & Solikhah, 2017). Thus, internation-
al stockholders who may choose to take up minor
stakes in their Indonesia-based enterprises may
consider this a significant threat.

Moreover, confirming the extent to derivative ac-
tions by critical supervisory boards in Indonesia
regulate the activities of the BOC both within and
outside their corporations is complex. As indicat-
ed by De Andres and Vallelado (2008), “deriva-
tive litigation can be enforced against individual
members of the board of commissioners liable for
wrongdoing or negligence causing damages to the
company, which conflicts with provisions stating
that that a single commissioner cannot act on his
own and has to act based on the decision of the
commissioners as a whole” (p. 2573). The ICL has
also failed to manage derivative action procedures
due to the lack of directives that stipulate the costs
associated with such events (Darmadi, 2013). Such
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a situation may discourage foreign investors as
they will perceive the Indonesian provisions in de-
rivative actions as almost impossible to navigate.

Many LLCs in Indonesia are controlled by indi-
viduals with familial connections and have imple-
mented above-average strategies to incorporate the
principles of GCG in their operations (Nasution,
2001). Thus, the regulatory and legislative enforce-
ment and execution procedures that seek to en-
hance corporate governance frameworks should be
making in improved governance (Xie et al., 2003).
Moreover, the relevant policymakers and stake-
holders should carefully examine the association
between financial reporting, corruption, and gov-
ernmental involvements as the basis for improve-
ment interventions (Wu, 2005b). The private and
public sector should stress the need for accurate
financial records, duty allocations, and disclosure
practices to increase transparent communications.

3. METHODS
3.1. Study design

Past examinations of the application of regula-
tions to the direct implementation of corporate
governance best practices have focused on as-
sessing existing relationships between the share-
holders, commissioners, and directors of LLCs
(Wulandari, 2006). Nevertheless, this descriptive
exploration will adopt both qualitative and quan-
titative methods. As emphasized by Creswell and
Plano Clark (2017), this form of mixed study de-
sign is useful for supplementing, examining, and
integrating both qualitative and quantitative da-
ta through focus group discussions and surveys,
respectively. Specifically, this research will apply
triangulation design to come up with complemen-
tary findings for each of the three research ques-
tions formulated for this investigation. Therefore,
by using the triangulation form of mixed study re-
search, we will be able to compare the outcomes
of each method and reduce the negative effects
of qualitative or quantitative study methods, in-
cluding a lack of generalizability and small-sam-
ple sizes. To implement and evaluate the efficiency
of corporate governance infrastructures, primary
data were employed to examine how Indonesian
LLCs integrate existing legal provisions.

http://dx.doi.org/10.21511/ppm.17(3).2019.33
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3.2. Data collection tools

The researchers incorporated both open and
close-ended questionnaires to collect information
from the study participants. The investigators en-
sured validity and reliability by structuring each
query around the three objectives of the research
in a way that ensured the collective of detailed and
consistent data. The development of these ques-
tionnaires was founded on previous conclusions
made from intensive systematic analyses that con-
firmed transparency, impartiality, responsibility,
and obligation as among the primary pillars of
GCG. Moreover, the formulation of these ques-
tions considered five crucial categories of impact,
such as informing policy development, promot-
ing economic benefits, knowledge acquisition, en-
hancing social cohesion, capacity building, and
improving knowledge acquisition concerning the
benefits of good corporate governance principles
in Indonesian LLCs. The research questionnaires
were mailed to 150 study participants selected
from the PT Bank Rakyat and PT Bank Mandiri.

3.3. Study respondents selection
For this study, the potential research respondents

were required to fulfill the following inclusion
criteria:

1. Must have worked in an Indonesian LLC for
the past decade.

2. Must have held a leadership capacity in their
respective company for at least a year.

3. Must be conversant with fundamental organ-

izational details relevant for this investigation.

These subjects were selected using a non-proba-
bility purposive sampling technique. According
to Etikan et al. (2016), this style of subject selec-
tion is appropriate for studies with limited time,
space, and budgetary resources as it selects in-
dividuals based on the basis of their willingness,
motivation, and commitment to take part in the
research process. Factors such as the level of ed-
ucation and gender were not applied as determi-
nants of participation. Nevertheless, the names,
employee numbers, and positions within the com-
pany were kept private due to confidentiality re-
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quirements. Among the 150 participants who re-
ceived the study questionnaires, 127 submitted
their responses within the stipulated timeframe of
three working days. The investigative team coded
the gathered responses and analyzed them using
NVivo software and multiple regression analyses.

4. DATA ANALYSIS

The researchers incorporated both manual and
computerized data analysis to compare and con-
trast the statistical findings. The N'Vivo software
was applied to provide accurate and rigorous in-
formation. The NVivo qualitative data analysis
tool will be used only after investigators identify
keywords or concepts in the provided responses,
and mark them as relevant to the GCG research.
Later on, the researchers created various data frag-
ments and assigned them nodes in NVivo. The in-
vestigators then identified and selected fragments,
which contained an idea directly or indirectly as-
sociated with GCG principles. The resulting infor-
mation was further analyzed to reduce the redun-
dancy caused by synonyms or unnecessary word
duplication.

5. FINDINGS

The results revealed the following interesting
trends: (1) 84.5% of the respondents believed that
ineffective relationship building approaches, cor-
ruption, and inadequate information disclosure
mechanisms among internal and external share-
holders formed the main challenges to imple-
mentation of corporate governance principles in
Indonesian LLCs, (2) 97.8% of the respondents be-
lieved the ICL had achieved significant milestones
in guiding the application of sound corporate gov-
ernance principles by explicitly outlining the roles
and responsibilities of stakeholders and providing
sufficient protection for minority stakeholders, and
(3) 78% of the research participants agreed that the
ICL has introduced and reinforced. A majority of
the research subjects acknowledged critical rights
and protections to shield shareholders from unfair
regulations internally formulated by a company the
ICL provision that offers stakeholders the right to
file legal suits against the GSM, BOD, and BOC.
These rights apply in cases where the affected stake-
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holders are convinced beyond a reasonable doubt
that a reduction in the business’s quality or effi-
ciency has been caused by unfair and inconsiderate
resolutions made by the BOD, BOC, and GMS. The
primary study limitation was the use of a relatively
small sample size to find out the key perceptions of
LLC leaders’ perceptions of GCG.

6. DISCUSSION

The findings of this investigation revealed collabo-
rated past researches, which attributed the factors
including corruption and poor relations to be the
main hindrances to the application of GCG prin-
ciples. Joseph et al. (2016) presented their concern
regarding the impacts of corruption on the imple-
mentation of ethical corporate governance values
in Indonesian LLCs. According to these scholars,
fraud significantly impairs the capacity of rele-
vant institutions and regulations to investigate
GCG provisions while providing potential inves-
tors with asset safeguards. Therefore, Indonesian
LLCs should routinely and consistently enforce
reporting and disclosure requirements that rein-
force the independence of company directors and
minority shareholders (Zattoni & Cuomo, 2010;
Honggowati et al., 2017).

The research also revealed the significant
achievements of the ICL in fostering the im-
plementation of GCG. Since its introduction,
the ICL has undergone multiple adjustments to
suit the progressive policies and requirements
that govern the procedures for implementation
of GCG practices, which is evidently a step in
the right direction. Overall, the Indonesian
Company Law (ICL) and Articles of Association
has successfully provided specific GCG rules
that can be applied to any form of LLC within
Indonesia (Haniffa & Cooke, 2005). These laws
stipulate the liabilities, responsibilities, rights,
roles, and duties for crucial entities, includ-
ing the Board of Commissioners (BOC), Board
of Directors (BOD), and General Meeting of
Shareholders (GSM) (Siregar & Utama, 2008). In
validating the conclusions by Rosser and Edwin
(2010), this investigation, therefore, posits that
the Investment Law has effectively reinforced
the provisions of the ICL as an official overseer
of GCG applications in foreign investment firms.
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Lastly, although this exploration confirmed that
there are several critical rights and protections
formulated in each LLC to protect stakeholders
and administrators from unfair regulations, there
is still a lot to be done. Gillespie (2012) addresses
these concerns in their critique of the efficiency of
Indonesia’s BOD and BOC as currently constitut-
ed. According to Gillespie (2012), the differences in
the functions and scope of operations of these bod-

Problems and Perspectives in Management, Volume 17, Issue 3, 2019

ies are not clearly outlined in the Company Law.
Also, LLCs that are controlled by a few individu-
als or families have not adequately distinguished
between management and ownership, thus com-
promising the execution of transparency and ac-
countability policies (Okpara, 2011). In such estab-
lishments, the administrators are inclined to oper-
ate in compliance with the wishes and demands of
significant stakeholders (Soesastro, 2003).

CONCLUSION

The Indonesian economy has recorded significant growth in the past years, which is a development
associated with the successful implementation of the GCG principles of fairness, independence, inves-
tor interest protection, and community sustainability. The increasing execution of GCG approaches
by foreign investment and public LLCs has created a multiplier effect within Indonesian industries,
subsequently resulting in economic unity and steady progress. The ICL was formulated to establish a
favorable environment that is free of corruption, compromising familial relationships, and transparen-
cy issues. Indonesian LLCs formulate stringent measures against the identified factors to reduce their
adverse impacts on performance and employee relations. This way, Indonesian LLCs will enhance the
degree of enterprise legal liability of both regional and overseas stockholders.

This research, conducted to examine the effectiveness and practicality of proper applications of organi-
zational governance principles related to LLCs in Indonesia, revealed exciting trends. Although the ICL
has achieved significant milestones as it pertains to the stakeholder’s right protection and the execution
of GCG doctrines of culpability, deference, and fair-mindedness, it still requires specific changes to en-
hance its capabilities and scope. The ICL should focus on fulfilling additional commitments, including
limitations on nominee-share proprietorship agreements and the regulation that requires international
direct investment procedures to be carried out by Indonesian LLCs.

A comparison between Singapore and Indonesian Company Laws indicates primary deficiencies of the
latter in regulating adverse consequences for derivative actions, especially for minority shareholders.
The study, therefore, proposes the formulation of fairness policies for lower-level employees and the
BOD, especially in instances of bankruptcy. Undertaking these steps will place Indonesia in the global
map for countries with favorable business environments. The primary implication for future research
is the uncovered need to formulate and execute appropriate provisions, notices, and guidance that re-
inforce the inadequacies identified in this research as initial attempts to enhance investor confidence.
Moreover, it is important to increase research in this particular domain to enable both investors and
shareholders to understand the significance of Good Corporate Governance principles in enhancing
the profitability and efficiency of company operations.
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