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ABSTRACT

There is a limited published research on corporate governance practise in
Asian countries, during and after the Asian economic crisis of 1997, especially the
practise within the Indonesian context. Most of Indonesian companies suffered a loss
during the crisis, and only a limited number of companies survived and booked a
profit.

This study is concerned with the corporate governance practice in a baby milk
formula producer and a public listed company, PT Sari Husada Tbk. The company
was acquired by Royal Numico N.V. Holland in 1997 and was one of those
Indonesian companies which survived and outperformed the market average during
the crisis. This research examined the elements of corporate governance system at
Sari Husada and the role of each level of the firm, so that it could perform in the best
interest of the company, using an ethnographic qualitative approach. Twenty one
respondents from inside and outside the company have been interviewed, in order to
find out evidences about what happened, how it happened and why it happened.
Three cornerstones, corporate governance, corporate culture and strategic
management, were used in analysing the data.

The study found that the corporate governance practise in Sari Husada was
partly adopted from the literature with some adjustments which included local culture

and national interests. The company survived the crisis of 1997 because of the



adoption of a multinational company’s working system, the cultural change toward
the attitude of productivity and efficiency, the products with an affordable price and
quality nutrient, and the long and enduring effort of its managers and staff. Above all,
Sari Husada has been able to transform into a new modern company which produces

various related food products for babies.
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CHAPTER ONE

INTRODUCTION

1.1. Introduction

Corporate governance is a common term and is frequently used in addressing
the default of Indonesian companies when the economic crisis hit in 1997. There are
many different definitions of corporate governance. This study will employ the
definition that corporate governance is the relationship between shareholders,
directors and management (Monks and Minow, 1995).

The purpose of this chapter is to provide a brief overview of the study. This
study is mainly concerned with the corporate governance practised at a firm level
based on an Indonesian company. This study realises that at present, there is limited
published research on corporate governance practise in Asian countries during and
after the Asian economic crisis, especially the practise within the Indonesian context.

This chapter consists of corporate governance and company survival, the
background of the study, the case selected for the study, purpose of the study,

research questions, the methodological approach and the structure of the thesis.

1.2. Corporate Governance and Company Survival
Corporate governance practise is affected by external environmental elements

as well as the internal elements under corporate control (Standard and Poors, 2001).



These external environmental elements are the legal structure, the regulations, the
information infrastructure and the market infrastructure. The internal elements of
corporate governance which contributes to good corporate practise are the ownership
structure, the financial stakeholder relations, the financial transparency and
information disclosure and the board structure and process (Standard and Poors,
2001).

Many scholars state that good corporate governance will lead to better
company performance, which in the end will affect the ability of a company to
perform better than the other companies and survive during an economic crisis.
Studies by Perry (1999), Desai (1998), Rubach (1997), McNabb (1996), Darazsdi
(1996), Wahal (1996) Gedajlovic (1993), Mulick (1993), Wang (1991), Daily (1991),
Ikkenberry (1990), Rechner (1986), Molinari (1990), Darmawati, et al. (2005) and
Faisal (2005) are some of those which tried to reveal the relationship between
elements of corporate governance and the firm performance. Although some of these
studies have found conflicting result, there were some evidences that the elements of

corporate governance affected the company performance.

1.3. Background of the Study

The Asian economic crisis of 1997 has affected most companies in Indonesia.
Although most of those companies suffered from losses, some companies did
perform well. PT Sari Husada Tbhk was one of those companies which outperformed

the market average.



McKinsey and Co. (2000) in their Investor Opinion Survey stated that the
quality of corporate governance practise in Indonesia was very poor. Political and
Economic Risk Consultancy (2000) also placed Indonesia among the worst Asian
countries in the practise of corporate governance. McKinsey and Co. (2000) found
that investors were willing to pay a 27 percent premium above market price for share
investments in well governed companies.

This study wanted to find out what factors differentiated the good from the
bad companies from the corporate governance point of view. Good corporate
governance practise was suspected to be the driver of survival of the company during
the crisis. Therefore, this study focuses on the practise of corporate governance of a
private sector organisation in Indonesia which survived and booked profits during the

gconomic crisis.

1.4. Case Selected

This study investigates the corporate governance practise in an Indonesian
company context. The previous studies of corporate governance in Indonesia were
focused on certain areas, such as the legal and business context and the governance
practise in the family-controlled firms and the banking sector. Tabalujan (2001)
highlighted the implementation of a two-tier board of the European civil law model
to the Indonesian Company Law 1995. In another study, he investigated why
Indonesian corporate governance had failed during the economic crisis using three

private banks as research sites (Tabalujan, 2002a).



This study chose PT Sari Husada Tbk as the case study for a number of
reasons. These reasons are that it is a public listed company, the company
outperformed the market average during the Indonesian economic crisis, it is the
market leader in its industry, and the uniqueness of the company which evolved from
a state owned enterprise, a joint venture, a private company and listed on the bourse,
and then became a subsidiary of a multinational company. This study will therefore
explore the corporate governance practise in Sari Husada with a broader and deeper

analysis through an ethnographic qualitative approach.

1.5. Purposes of the Study

This case study describes the development of corporate governance practise
in a leading baby milk formula manufacturer in Indonesia. The purpose of this study
is to gain an understanding of the pattern of corporate governance practised at
different level of positions within Sari Husada. In this research, the view presented
by the human actors, both managers and employees, are important sources of data.

This research attempts to provide empirical evidence of the nature of the
corporate governance practise at the subject company. The findings from this study

are expected to contribute to the knowledge of corporate governance.

1.6. Research Questions
This research attempts to explore the corporate governance practise which

operated across the different levels of staff at Sari Husada using an ethnographic



qualitative approach. Furthermore, this study analyses the changing of the corporate
culture and the strategic management process which affected the governance practise
in the company. The general research question of this study is “How could PT Sari
Husada Tbk survive and maintain book profits during the economic crisis when most
Indonesian companies were severely troubled?” From this general research question
then particular research questions are (1) “How did the company govern itself?”, (2)
“What did the elements of corporate governance exist within the company?” and (3)
“Why did the company choose to do what they have done?”

These particular research questions were used to guide the researcher during
the interviews using a semi-structured interview model. Especially for research
question (3) the company chose to do what they have done, was related to three
aspects, which are corporate governance, corporate culture and strategic

management.

1.7. Methodological Approach

The purpose of the study is to investigate the patterns and elements of
corporate governance practised at Sari Husada. This study includes the changing of
the corporate culture and the strategic decision making that happened in Sari Husada.
A qualitative research approach can be applied in order to discover the socially
constructed nature of reality, and not only be strictly explored in terms of quantity,

amount, intensity and frequency (Denzin, 1994, p. 4).



To explore the corporate governance practise which operated across the
different level of employees, this study used a semi-structured interview to gain
valuable information, because the questions are more likely to conform to the
native’s perception of reality (Fetterman, 1998, p. 481). The study considers
representativeness of the object being studied, therefore, different levels of staff,
from the top level management down to the labour union representative were
interviewed. Interviewees from outside of the company were also included to give a
broader view of how the corporate governance process was viewed from an outside
perspective.

In analysing the data, the study uses three cornerstones, which are corporate
governance, corporate culture and strategic management. From the corporate
governance point of view, the analysis of this study uses the fourteen Van den
Berghe and De Ridder’s (1999) factors that determine a specific corporate
governance system. The Sari Husada corporate culture was discussed using
Flamholz’s (2001) Culture Management Process. Then, the strategic management
process in Sari Husada is discussed using the Hunger and Wheelen’s (2000)
elements.

Further discussion on the research methodology is discussed in Chapter
Three, while the analysis of the study is discussed in Chapter Six, Chapter Seven and

Chapter Eight.



1.8. Structure of the Thesis

The study consists of ten chapters. The first chapter provides a brief overview
of corporate governance, the background of the study, research purposes, research
questions, the research approach taken and the structure of the thesis.

The second chapter deals with the review of corporate governance literature.
This chapter describes the origin of corporate governance, the comparative model
and elements of corporate governance. The relationship between corporate
governance and company performance, the international standard of corporate
governance, and the corporate governance in the Indonesian context are also
discussed.

Chapter Three deals with the research methodology applied in this study. This
chapter discusses the research methodology in accounting and corporate governance
and the case study research. The research design, including the data collection and
data analysis, is discussed in this chapter.

Chapter Four describes the business environment in Indonesia. This chapter
looks at the general information on Indonesia, the investment environment, the
business regulations and taxation. The condition prior to the economic crisis, the
capital market supervisory agency (Bapepam), the Jakarta Stock Exchange (JSX) and
the National Committee on Corporate Governance (NCCG) are also discussed.

Chapter Five discusses the organisation of Sari Husada. This chapter explores
the history, the transformation and the leadership of Sari Husada. The production

facility of the company and the amulets for its success are also discussed. This



chapter also explains the management, the board of commissioners, the employees
and the labour union, and the pension fund. The chapter ends with a description of
the majority shareholder, including the development of its strategy within Sari
Husada.

Chapter Six to Chapter Nine deal with the analysis of the study. The
presentation of these chapters is sequenced with analysis of the governance system,
the corporate culture, the strategic management and the development of Sari Husada.

Chapter Six looks at the corporate governance system of Sari Husada. This
involves discussion sections on the governance model, the governance structure, the
shareholding structure and the cross shareholding. The discussion on the enterprise,
including its stakeholders, the labour market, the anti-takeover mechanism and the
disciplinary mechanism are also included in this chapter.

Chapter Seven discusses the changing of the corporate culture at Sari Husada.
This chapter starts with the definition of culture and organisational culture, and is
followed by a discussion of the changes in organisational culture. Then the
discussion on the Sari Husada corporate culture is explored using the Flamholtz’s
(2001) Culture Management Process.

Chapter Eight discusses the strategic management process in Sari Husada.
This chapter begins with the history and definition of strategy, and follows by the
strategic management concept and model. Then the step by step strategic

management process within Sari Husada is discussed in this chapter.



Chapter Nine deals with the analysis of the development of Sari Husada. This
chapter describes the evolution and corner stones of Sari Husada before and after
Numico acquisition. Then the discussion on the Numico intervention, crucial board’s
decisions and the actions of a whistleblower are also explored.

Chapter Ten concludes the major findings of the study, and also discuss the
strengths and weaknesses of the study. The suggestions for future research are also

described.



CHAPTER TWO

REVIEW OF CORPORATE GOVERNANCE LITERATURE

2.1. Introduction

Corporate Governance has become an important issue in East Asian countries
since the economic crisis of 1997. Corporate governance refers to the institutions and
mechanisms by which owners of corporations control managers in order to ensure
returns on their investment. However in the real world, there is a tendency for
managers to pursue their own goals rather than the best interests of the shareholders.
The aim of good corporate governance is to create efficient competitive markets, to
give solid legal protection for shareholders and creditors, and to enable shareholders
to influence directors’ and managers’ behaviour (TICM and Infes, 2000). In this
chapter the corporate governance literature will be discussed with a particular focus

on the practise in Indonesian companies.

2.2. The Origin and Definition of Corporate Governance

The origin of the term corporate governance is related to Berle and Means
writing of separating ownership and management (1932). The consequence of this
separation was ownership dispersion which could mean that the owners of a
corporation had difficulties in monitoring and disciplining managers. Jensen and

Meckling (1976) state that the separation of ownership and management created an

10



opportunity for managers to behave in their own-interests because the owners of
company were unable to properly monitor management.

The definition of corporate governance varies among scholars. Prowse (1998)
defines corporate governance as rules, standards and organisations in an economy
that govern the behaviour of corporate owners, directors, and managers and define
their duties and accountability to outside investors, i.e. shareholders and lenders.
While Stone et al. (1998) define corporate governance as the rules and incentives by
which management of a company is directed and controlled so as to maximise the
profitability and long term value of the firm for shareholders while taking into
account the interest of other legitimate stakeholders.

The Finance Committee on Corporate Governance Malaysia defines corporate
governance as the process and structure used to direct and manage the business and
affairs of the company towards enhancing business prosperity and corporate
accountability with the ultimate objective being the realization of long term
shareholder value, whilst taking into account the interest of other stakeholders.
Above all corporate governance is about “a way of ensuring that investors receive a
return on their investment by protecting against management expropriation or use of
the investment capital to finance poor project” (lu and Batten, 2001, p.49).

This study will employ the definition of corporate governance proposed by
Monks and Minow (1995). They defined corporate governance as the relationship

between shareholders, directors and management.

11



2.3. Comparative Model and Elements of Corporate Governance

There are different governance models in the world. These differences are
based on the special attributes which some countries have. Some scholars focus their
research on the governance systems in specific countries like the US, Germany and
Japan (Shleifer and Vishy, 1997; Hopt et al., 1998; Rubach and Sebora 1998). The
Japanese model of governance places emphasises on the development of long-term
relationships between investors and management, while the US model uses
transparency as a tool so that investors have a better chance to monitor corporations
(Rubach and Sebora, 1998).

La Porta et al. (1998, 2000a, 2000b) studied relationships between legal
origin, investor protection and finance in a wider sample of regions. They found that
investor protection varied depending on the origin of the legal system of a country. In
common law countries investors had a better legal protection compared to those in
civil law regimes. They also found that in the civil law countries there were
tendencies to higher ownership concentration compared to countries with a common
law regime. Countries with weaker legal protection were likely to have ownership
concentration for investors’ protection. Shleifer and Vishy (1997, p.769) support
these findings. They state “(b)oth legal protection of investors and some form of
concentrated ownership are essential elements of a good corporate governance
system...legal protection and large investors are complementary in an effective

corporate governance system.”
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Another study conducted by the Asian Development Bank (ADB) was to
investigate the corporate governance structures of countries involved in the Asian
economic crisis. In five studied countries, Indonesia, Malaysia, Thailand, Philippines
and Korea, ADB found that the governance structures were relatively similar. There
was high ownership concentration, a high dependency on bank funding, ineffective
shareholders’ right and low transparency (ADB, 2000).

Prowse (1998) found common problems in corporate governance practise in
East Asia. Those problems were: (i) all institutions that played an important part in
disciplining markets were underdeveloped or undeveloped; (ii) the competitive
environment was weak resulting in inefficient markets; (iii) the existence of a weak
judicial system and the absence of agencies to handle detailed rule-making and non-
legal administrative enforcement, e.g. financial disclosure, stock market listing rules
and accounting standard and practises.

Prowse’s findings are similar to the World Bank conclusions. In its 1999
report, the World Bank stated that the economic crisis in East Asia was caused by
systemic failures in implementing corporate governance. According to the World
Bank the failures were derived from (i) a weak legal framework; (ii) inconsistency in
accounting and auditing standards; (iii) bad banking practises; (iv) ineffective board
of directors’ supervision; and (v) few protections for minority shareholders (World
Bank, 1999).

The same results were also found by the Asian Development Bank (ADB).

The ADB 1999 report stated that the economic crisis in five countries, Indonesia,
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Malaysia, Philippine, Thailand, and South Korea, was caused by the failure to
implement corporate governance procedures. The ADB found that the failure was a
result of (i) a high concentration of company ownership; (ii) ineffective mechanisms
for board of director supervision; (iii) inefficiency and non-transparency in the
procedures to acquire company control; (iv) companies highly dependent on external
funding, i.e. bank loans; (v) lack of creditor’s supervision on the loan.

There are several elements of corporate governance which contribute to good
corporate practise. The emphasis, however, differs from one researcher to another.
Standard & Poors (2001) employed four components: (i) ownership structure; (ii)
financial stakeholder relations; (iii) financial transparency and information
disclosure; and (iv) board structure and process. Firstly, ownership structure referred
to transparency of ownership and concentration and influence of ownership. The
structure consisted of a breakdown of shareholdings which includes director and
management shareholdings, and affiliation amongst shareholders. Secondly, financial
stakeholder relations referred to the regularity of ease of access to information on
shareholder meetings, voting and shareholder meeting procedures, and ownership
rights. Then, Standard and Poors (2001) described financial transparency and
information structure as the quality and content of public disclosure, timing of and
access to public disclosure and the independence and standing of the auditor. Lastly,
the board structure and process included board composition, the role and
effectiveness of the board, the role and independence of non-employed directors, and

board executive compensation, evaluation policies and succession policies.
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Corporate governance practise is also affected by external environmental
elements as well as those under internal corporate control. Standard and Poors (2001)
lists the external environment elements as: (i) legal infrastructure; (ii) regulation; (iii)
information infrastructure, and (iv) market infrastructure. Legal infrastructure refers
to stakeholder legal rights, effective law enforcement in the event stakeholder rights
are abused, company law and bankruptcy and pledge law. Regulation, as an element
of the external environment, refers to the legal and regulatory environment in which a
firm operates. This is also linked to regulatory bodies that set and enforce standards
for public disclosure. Regulatory bodies can be within a government ministry, a
central bank or created as an autonomous independent body. Informational
infrastructure refers to accounting principles, which differs from country to country,
reflecting varying business practises, reporting practises and disclosure preferences.
Market infrastructure measures the ability of the public capital market to promote a
healthy governance process. Institutional investors have an important role in

promoting this process.

2.4. Corporate Governance and Company Performance

Many scholars state that good corporate governance will lead to better
financial performance (Berle & Means (1932), Perry (1999), Desai (1998), Rubach
(1997), McNabb (1996), Darazsdi (1996), Wahal (1995), Gedajlovic (1993), Mulick
(1993), Wang (1991), Daily (1991), Ikenberry (1990), Rechner (1986), Molinari

(1990), Darmawati, et al. (2005) and Faisal (2005). For example, Joskow and Rose
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(1994) say that the quality of managerial inputs and actions affect the share price and
accounting return of companies. Corporate performance provides useful information
on managerial achievement.

Scholars have found conflicting results on the relationship between elements
of corporate governance and firm performance. For example, Perry (1999) related
firm performance with CEO turnover, finding a negative relationship. That is, as
CEO turnover increased, firm performance suffered. In contrast Desai (1998) found
CEO turnover had no relationship with firm performance. Perry (1999) also found
that incentive compensation for directors influences the level of monitoring by the
board. Companies with a majority of outside directors are more likely to restructure
their assets and layoff employees in response to a performance decline. Those actions
will significantly improve the operating performance of the firms. Perry (1999) added
that the board composition influences how firms respond to a decline in performance
and how quickly the firm recovers from the decline.

Deteriorating firm performance reflects deviation in managerial efforts to
satisfy shareholders’ interests. That pattern of agency theory was observed by Desai
(1998) to see governance mechanism changes and firm performance adjustment
following declining performance of firms. Desai (1998) found that an increased
number of board meetings and board size are positively related to firm performance.
He states that there is no significant relationship between CEO turnover, removal of
CEO duality, increases in the proportion of outside directors, and increase in the

outside directors’ shareholdings with firm performance.
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Still by employing almost similar components, Darazsdi (1996) observed the
determination of financial performance and variables which influenced a company’s
performance. Those variables are director ownership of firm shares, separation of
roles of chairman of the board and CEO, the absence of prior CEO from the board,
board turnover, and the CEO being the only management member on the board.
Supporting Desai’s conclusions, Darazsdi (1996) found that there were no significant
correlations between financial performance and the variables examined, only weak
negative correlation was found between equity ownership and financial performance.
He suggests that a future study would be on how boards and stakeholders define
board effectiveness and how shareholders operate control in a successful company.

McNabb (1996) found another phenomenon. In his study of the appointment
of the CEO and its impact on firm performance, he found that CEO appointments
only increase short-term return, but found no evidence of improvement in long term
firm performance. At least this finding complements the different arguments of
previous findings by Perry (1999), Desai (1998), and Darazsdi (1996).

The role of organisational agents in affecting organisational outcomes, such
as performance, has been the subject of continuing discussion and debate. These
influential organisational agents usually include the chief executive officer (CEO)
and board of directors. Daily (1991) in her study examined the effects of corporate
governance structure on firm performance. She found that in a relatively small
corporation the founder CEO preferred governance structures which did not threaten

their control over the firms operation. These small firms were characterized by fewer
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numbers of outside directors, a lower proportion of outside directors, and a higher
CEO domination in firm operation. Moreover she found several firms with more total
outside directors achieving a higher performance level, but there was no performance
difference with respect to the proportion of outside board members. Another
important finding was that firm performance does not deteriorate when the founder
remains in the position of CEO. This result suggests that there is no need for founders
to transfer management and control of the company to professional managers.

Institutional investors, as shareholders with large stakes, have powerful
incentives to monitor managers and improve firm performance. Wahal (1995) in his
study found that shareholder activism roles that are played by pension funds were
successful in bringing about desired changes in the governance structure. However
the changes did not appear to translate into improvement in financial performance.
This result raises doubt of the effectiveness of institutional investor (i.e. pension
fund) activism as a tool of corporate control.

The same research on shareholder activism was conducted by Forjan (1993).
He examined the process of governance reform through shareholder sponsored
proposals. Forjan (1993) found that those shareholders actions will not favour stock
price reaction on the day of announcement. If managers support the proposal and
negotiate with shareholders, the stock price will react positively. But if managers are
unwilling to negotiate with shareholders it is believed that severe agency problem

exists. The study also finds another important result which is a combination of
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shareholders right plans and high debt levels construct a powerful defense against a
hostile takeover.

Still in the institutional investor area, Rubach (1997) studied the potential
power of institutional investors in influencing corporate decisions. He found that
most institutional investors followed a passive policy, and only 10 percent were
reported as actively practising confrontational activism. Rubach (1997) concluded
that institutional investors were not active, and for those who were active, their
activism did not benefit their investment and did not improve corporate performance.
This result supports the previous findings of Wahal (1995).

In the internal control and auditing area, Koldewey (1995) studied some
missing components of corporate governance accountability. Employing an internal
control concept, which is commonly used in Canadian companies, it was compared to
system theory, he found that the control was too narrow and became a barrier to
audits. Chairmen of boards of companies studied preferred board self-evaluation to
audit and did not support an external or internal audit of the board. Koldewey
concluded his study by saying that the internal control concept and a need for audits
of boards of directors were the missing components from corporate governance
accountability, especially in companies with concentrated controlling shareholders.

Another investigation conducted by Kochhar (1995) examined the
relationship between corporate strategies and the mode of financing. He argued that
an absence of a fit between strategy and mode of financing would lead to a decrease

in financial performance. Moreover Kochhar said that the presence of representatives
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of financial institution on the board was likely to lead to a more private financing.
The evidence found in his study indicated that the firm managers in the decision
making process considered the type of financing (debt versus equity), but did not do
so with respect to financing source (public versus private).

In a cross national study of corporate governance Gedajlovic (1993)
discovered the relationship between ownership concentration, firm strategy and
financial performance. The study found that ownership concentration influenced the
strategic behaviour of firms, and indirectly the strategic outcomes influenced
corporate performance. Those findings do not support the agency theory — separation
of ownership and control hypothesis of a positive relationship between ownership
concentration and financial performance (see Berle & Means, 1932).

In the governance structure area, Mulick (1993) in his study of governance
structure, product market strategy and firm performance, found a significant
relationship between governance structure and strategy. Changes in governance
structure brought about closer alignments between owners and managers interests.
Those findings in turn were significantly related to financial performance, which was
measured both by accounting based and market based measurements.

Still in the governance structure area, a study conducted by Rechner (1986)
tried to relate corporate governance structure with shareholder wealth and corporate
financial performance. Employing board composition as a corporate governance
variable she found that the composition of the board had significant effects on the

profit margin, ROl and ROE. Rechner (1996) found that this effect remained stable
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across both types of leadership, separated or combined leadership. To conclude her
study Rechner’s findings supported Mulick’s (1993) results.

Research on outside directors conducted by Wang (1991) and Molinari (1990)
presented complementary findings. Wang (1991) examined the relationship between
outside director composition, outsider owners and corporate performance. He found
that there were no relationships between the proportion of principal outsiders, the
proportion of business outsiders, the proportion of public outsiders and firm
performance. Moreover Wang found that board composition was an inadequate
predictor of corporate governance success. A different study conducted by Molinari
examined the participation of outside executives on board effectiveness. Molinary
(1990) found that those boards with outsiders resulted in better financial ratios.
Moreover board education and training had a strong favourable influence on board
performance.

To complete different angles of governance components, Ikenberry (1990)
studied the relationship between a proxy contest and firm performance. He employed
conventional performance ratios such as liquidity, leverage and asset utilization
ratios, as indicators. lkkenberry found that a proxy contest as a corporate control
mechanism was an effective way to improve firm performance. In the case of firms
where re-elected directors dominated the board seats, the firm’s operating

performance will deteriorate.
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2.5. International Standard of Corporate Governance

Another issue in the corporate governance discussion is the convergence of
corporate governance systems. Post Asian economic crisis reform pushed the
importance of such a unification of corporate governance systems. The Western
governance system was introduced as common path towards the convergence of
systems. Nestor and Thompson (1999) state that “(d)espite different starting point, a
trend towards convergence of corporate governance regimes has been developing in
recent years” (quoted in lu and Batten, 2001, p. 50). The global corporate governance
standard is initiated as many countries are working together to bridge gaps in
different governance practises which exist among them. One of these global
standards, which is commonly adopted, is the OECD Principles.

One size does not fit all. The global standard of corporate governance may
not fit with each country needs to formulate its own standard. For that reason some
scholars are opposing the idea of the unification of corporate governance standard.
For example Heuer et al. (1999) stated that “a recurring theme in national culture
research is that while convergence may be seen in practises among managers, these
practises do not necessarily signal a convergence in the value embedded in national
cultures” (quoted in lu and Batten, 2001, p. 50). Moreover lu and Batten (2001, pp.
50-51) added that, “(t)he conduct of commerce between nations on homogeneous
terms and conditions does not translate into homogeneous cultural constructs.

National identities remain. Cultural differences also remain.”
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Rubach and Sebora (1998, p. 2) supported the above idea and said that “(t)he
differences in corporate governance system reflect the path by which each
(governance system) came to exist.” Jordan (1999) also noted that using the OECD
Principles in Asia may be dangerous because it could drive ineffective changes.
Allen (2000) mentioned that not much change will happen in the short or even
medium term when OECD Principles were transplanted immediately.

The convergence of corporate governance system does not mean that they
will be implemented identically in each country (Asian Corporate Governance
Association, 2000). Each country may find its own path to good corporate
governance. There is no single model of corporate governance that can be applied
that will solve the governance issues in every situation (see ADB, 1999, 2000; and
World Bank, 1999). Good corporate governance should be developed on a contextual
basis because the situation faced by each country differs. ADB (2000, p.6) states that,
“(e)ach country should formulate its own reform plan and implement measures that

suit its condition.”

2.6. Corporate Governance in Indonesian Context

Corporate governance practises in Indonesian companies have been explored
at the macro level by researchers and international institutions including the Asian
Development Bank, the World Bank, Political and Economic Risk Consultancy
(PERC) and McKinsey & Co. McKinsey & Co. (2000) in its Investor Opinion

Survey stated that the status and quality of corporate governance practise in
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Indonesia was very poor. McKinsey rated Indonesia corporate governance practise at
1.1 point (where the rating found ranges from 1 (very bad) to 5 (very good)).
Moreover, McKinsey & Co. found that investors were willing to pay a 27 percent
premium above market price for share investments in companies that were well
governed. For this reason is quite easy to find which companies are better appreciated
from the investors view point. The shares of those companies are traded above the
average price of shares of a similar industry.

Political and Economic Risk Consultancy (PERC) of Hong Kong in its survey
also placed Indonesia among the worst Asian countries in the practise of corporate
governance, just slightly better than South Korea and Vietnam (PERC, 2000). The
assessment of those who understood corporate governance practise in Indonesia
demonstrates that Indonesia is far from adequate in implementing good corporate
governance.

At the micro firm level, studies of corporate governance in Indonesia are
focused on certain areas. For example, Tabalujan (2001) explored the corporate
governance in Indonesian companies within the legal and business context. He
investigates the centre of Indonesia’s formal legal framework for corporate
governance, which is the Company Law 1995 and its implications for governance
practises. Tabalujan (2001) highlighted the implementation of the European civil law
model which has a two-tier board. The adoption of two-tier board model makes
Indonesian companies have a Board of Commissioners (dewan komisaris) and a

Board of Directors (dewan direksi). The Board of Commissioners, headed by a
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President Commissioner, is responsible for supervising and advising the Board of
Directors (which is the executive board) (Tabalujan, 2001, p.8). Directors are to
manage the company on daily basis (see Company Law 1995, Artl (4) and Art 82).

In his another study Tabalujan (2002a) investigated why Indonesian corporate
governance had failed during the economic crisis. He examined the Indonesian
corporate governance behaviour leading up to the crisis during the 1990s. Tabalujan
(2002a) chose to focus his study on three private banks as case studies because he
argued that the banking sector prior to the crisis was one of the most regulated
industries. He concluded that any attempt to improve a country’s corporate
governance system should include the local cultures (p.34). He also added that in the
past there was too much attention put on drafting new laws, creating new systems,
and providing staff training, but too little attention on studying the mindset of the key
players in companies and on creating and implementing a sustainable strategy for
growth (p.33).

Darmawati, et al. (2005) found that corporate governance implementation in
some companies in Indonesia affected its operational performance (ie. return on
equity). They also found that there was a time lag between the implementation of
corporate governance and companies’ performance. This was because of market did
not respond immediately.

Faisal (2005) examined the relationship between ownership structure,
corporate governance and agency cost measured in terms of asset utilisation and

operating expenses. He found firms with high institutional shareholding and large

25



size of board of directors were significantly more efficient than those with low
institutional shareholding and small size of boards. The evidence was consistent with
the notion that large board of directors were effective to monitor firm performance.
Although the above studies have discovered the weaknesses of Indonesian
corporate governance implementation, the studies were still limited and focused on
certain elements of governance. There is very little research addressing corporate
governance practise at the firm level, especially a firm that performed well during the
Indonesian economic crisis. Moreover, there are no studies observing corporate

governance practise using an in depth case study strategy.

2.7. Conclusion

There is challenge to build better corporate governance systems in Asia after
the economic crisis. Not only because of each country differs in governance practise,
but also because they differ in legal and cultural systems. Not to mention that each
company also has its owned unique culture and different strategic decision making
processes to run its operation.

The idea to bring a convergence of corporate governance system towards
internationalisation and globalisation, especially after many countries had been
affected by the crisis may be seen as a better way to prevent another crisis in the
future. Creating a uniform system across the globe may not be a best solution. It is
difficult for a country to change the existing corporate governance system. The

nationality and cultural identity of a nation should be taken into account in the effort
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to craft a better governance system. Each country may have different path under its
own specific circumstances. ADB (2000) stated that “(e)ach country should
formulate its own reform plan and implement measures that suit its specific
condition.”

The discussion of corporate governance review shows that different findings
can be brought as a result of different studies. From those diverse findings it could be
seen that a study at different places and in different times with different
circumstances might result from a specific binding with the environment in which the
study was conducted. These findings could be used as a corridor to survey corporate
governance practise in a specific country, especially governance practise in
Indonesian companies.

The studies of corporate governance conducted in Indonesia are limited.
Some of these limited studies have researched the barriers and opportunities for
transition to better corporate governance post crisis (see Tabulajan, 2001, 20023,
2002b; Simanjuntak and Felia, 2001; Fitzpatrick, 1998). The Indonesian banking
sector, the legal culture origin and family-controlled companies are the areas which
most studies have researched. In depth study at company level which relates
corporate governance practise to corporate culture and strategic management process
has never been researched.

This study attempts to explore the corporate governance practise which
operates across different level of PT Sari Husada Tbk. The literature review

discussed above has examined various models and elements of corporate governance

27



in different contexts. In this study those models and elements of corporate
governance will be observed to gain understanding of different perspective of
corporate governance practise which is happened in Indonesian company context.
Furthermore, following the literature review on the unique path which taken by a
company to craft its own course, this study will also analyse the corporate culture and
strategic management process which affect the practise of corporate governance at
PT Sari Husada Thk.

The next chapter will discuss the research methodology used to describe the

subject organisation.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1. Introduction

This study focuses on the practise and experience of corporate governance in
an Indonesian listed company acquired by multinational company. As discussed in
the previous chapter, a corporate governance system has certain elements. These
elements of governance receive different emphasis in different companies. Each level
of a firm plays its role in the governance system, so that it can perform in the best
interest of the corporation. Thus, the elements and practises of corporate governance
in the subject organisation have been studied in order to understand their context in
the organisation’s governance system and their role in achieving organisational
objectives, especially during the period of the Asian financial crisis. The theoretical
framework of a corporate governance system was presented and issues relevant to
this study were identified in the previous chapter. Those discussions have been used
as guiding perspectives in the current study.

This chapter discusses the methodology used to describe the subject
organisation. It is divided into three sections, which are: research methodology in

accounting and corporate governance; the case study; and the research design.
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3.2. Research Methodology in Accounting and Corporate Governance

The objective of doing research in any field of study is to contribute to the
knowledge creation process through either developing theory or testing theories.
Eisenhardt (1989, p. 532) said that, “(d)evelopment of theory is a central activity in
organisational theory.” Theories provide guidelines and frameworks which can be
deployed in practise, as well, practise supports the generation of theories. Harvey and
Myers (1995, p. 13) state that research methods are ways where knowledge is
acquired and constructed within a discipline. According to Hart (2003, p. 13)
methodology aims “(t)o show the appropriateness of the techniques used to gather
data and the methodological approach employed.” He adds that relevant references
from the literature review used to show the understanding of data collection
techniques, its implications and to justify it are preferable to the other techniques.
This study is an attempt to provide empirical evidence of the nature of corporate
governance practise at the PT Sari Husada Tbk. The findings from this study are
expected to contribute to building theories in corporate governance.

There are two general research methods, qualitative and quantitative research.
According to Creswell (1994, p. 2) qualitative research is “(a)n enquiry process of
understanding a social or human problem, based on a building a complex, holistic
picture, formed with words, reporting detailed views of informants and conducted in
a natural setting.” Denzin (1994, p. 4) has similar view of qualitative research. He
states that in the qualitative approach processes and meanings are not strictly

explored in terms of quantity, amount, intensity or frequency. He adds that
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qualitative research gives more attention to the socially constructed nature of reality,
the closeness between the researcher and what is studied, and the situational
constraints that shape inquiry. This qualitative approach includes case study,
participant observation, ethnography and in depth interview. The qualitative
approach is commonly referred as critical, naturalistic, hermeneutic, interpretive,
participatory or phenomenological.

On the contrary, quantitative research is heavily based on measurements and
the analysis of causal relationship between variables, not process (Denzin, 1994, p.
4). This inquiry into social and human problems is based on testing a theory,
composed by variables, measured with numbers and analysed by statistical
procedures (Creswell, 1994, p. 2). This quantitative approach is commonly referred
as mainstream, positivistic or scientific.

The usage of a qualitative approach in the accounting discipline has increased
over recent years. Lodh and Gaffikin (1996, p. 331) state that “(o)ver the last two
decades a wide range of studies have been conducted using alternative theoretical
stances and strategies to the ‘mainstream accounting research’ (Chua, 1986) which
are generally known as critical studies in accounting research.” This current study
uses a qualitative approach simply because the nature of the research questions
request deeper answers complemented by respondents’ responses to what is asked.

The case study approach appears as one strategy to answer the “how” and
“why” questions when those are being posed. Especially, the case study will be a

preferred strategy when a researcher has little control over the event being
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investigated and when the focus of study is on a contemporary phenomenon within
real life context (Yin, 2003, p.1).

In this study, the researcher uses a case study approach to examine the
practise of corporate governance exercised by the various levels and players in the
organisation being researched. By adopting the in depth case study approach, the
researcher has attempted to find out the basis of decisions made by the various levels
of management and the reasons behind the chosen corporate governance practise in

the company.

3.3. Case Study Research

Case study research is one of the prominent forms of doing social science
research (Yin, 2003; Dearstone, 1989; Eisenhardt, 1989). Yin (2003, p. 1) mentions
the advantage and disadvantages of using a research strategy in social science, which
are depending on the following conditions: (a) the type of research question; (b) the
control an investigator has over the actual behavioural events; and (c) the focus on
contemporary as opposed to historical phenomena.

For the purpose of this current study, a case study is defined as a description
or an interpretation of particular social phenomena in its organisational real life
context. According to Kumar (1998, p. 99), “(t)he case study method is an approach
to studying a social phenomenon through a thorough analysis of an individual case.”

Moreover he adds that when using this method of research all data relevant to the
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case are gathered and organized, and can be used for an intensive analysis of many
specific details which are often overlooked by other methods of study.

Yin (2003, p. 13) stated that, “(a) case study is an empirical inquiry that: (a)
investigates a contemporary phenomenon within its real-life context, especially
when: (b) the boundaries between phenomenon and context are not clearly stated.”
Dearstone (1989, p.52) mentioned, “(t)he case study examines the ‘how’ and ’why’

of a phenomenon, a person, group, organisation, or other unit.”

3.4. Research Design

After deciding the strategy for the research, the next step is to develop a
research design. Research design is a link between the research questions of the
study, the data to be collected and the conclusion to be drawn. A catalog of research
design has not been developed yet in the case study method of research strategy.
Campbell and Stanley (1966) and Cook and Campbell (1979) mention that there are
no textbooks that summarize various research designs for quasi-experimental
conditions. Yin (2003, p. 20) said that the research design was a logical plan for
getting from the initial set of questions to answer to a set of conclusions about these
answers. The major components of research design are: (1) the study’s question(s);
(2) the study proposition(s); (3) the unit(s) of analysis; (4) the logic linking the data
to the propositions; and (5) the criteria for implementing the findings (Yin, 2003,

pp.21-28). Each of those components will be presented in this section.
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3.4.1. Research Question

The clarification of the study question was the initial step in designing this
research study. As mentioned in the previous section, case study strategy is related to
“how” and “why” questions. This study attempts to explore the corporate governance
practise which operated across the different levels of staff at PT Sari Husada Tbk.
Furthermore, the current study analyses the corporate culture and strategic
management process which affected the governance practise in the company studied.

The primary question identified as the research question is “how could PT
Sari Husada Tbk survive and maintain book profits during the economic crisis when
most Indonesian companies were severely troubled?” From this the following can be
asked “how did various levels of position at PT Sari Husada Thk cope with the
economic crisis and why did they do what they have done during that troubled
period?” This study attempts to answer those questions using case study research as a
channel to understanding the nature and use of corporate governance theory in the

subject company.

3.4.2. Study Proposition

A study proposition directs interest to certain areas that should be researched
within the scope of study. This study proposition helps a researcher to move in the
right direction. Moreover the study proposition reproduces a theoretical standpoint
and begins to tell researcher where to collect relevant information (Yin, 2003, p. 22).

Yin also mentions that some studies may have reasons for not having any
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proposition, although in this study the exploration will start with a rationale and
direction.

In this study, to make sure its organisation was able to survive during a crisis
period PT Sari Husada Tbhk began its organisational change with a benchmarking
policy with other western companies. Then the company analysed the cost and
benefit of building a partnership with a well-known Western multinational company.
By doing those actions PT Sari Husada was expected to direct its steps on to a right

path to be a market leader in its industry at national level.

3.4.3. Unit of Analysis

The unit of analysis is a component that is related to the basic problem of
what the case is that a researcher at the initiation of case study. The researcher should
identify the unit to be analysed in the form of an individual, a group, a department or
other organisational level at the outset of the case study research. Propositions have a
role in identifying the relevant information about individual or individuals (Yin,
2003, p. 23). Without those propositions a researcher may be attracted to cover
“everything” which is impossible to do. Propositions help to narrow down the scope
of the research ground. Yin (2003, p. 23) adds, “(t)he more a study contains specific
propositions, the more it will stay within feasible limits.”

In the current study, the unit of analysis is bounded within PT Sari Husada
Tbk. The research questions and proposition will be discussed within the context of

Sari Husada as a firm. This unit of analysis includes various levels of staff positions,
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department and functional levels and the organisational level as a whole. In addition,
the relationship of the company with its parent company and its connection with its

boundaries of national legal and regulatory bodies will also be discussed in the study.

3.4.4. The Logic Linking the Data to Propositions and Interpreting Study’s

Findings

The fourth and fifth components of research design are the logic linking the
data to the proposition and interpreting the study’s findings. These two components
point to the data analysis step in the case study and the research design sets the
foundation for this analysis (Yin, 2003, p. 26). Linking the data to propositions can
be done by any number of ways. One of them is an approach called pattern matching
(Campbell, 1975). In this approach some parts of the information from the same case
may be connected to some theoretical propositions. This pattern matching technique
is a way of connecting data to the propositions, even though the entire study consists
of only a single case. There is no accurate way of setting the criteria for interpreting
the types of findings. Different patterns can be contrasted and findings can be

understood in terms of a comparison of two or more different propositions.

3.4.5. The Role of Theory in Research Design
Worapping those five components of research design above will start to create
an opening theory related to the study. Yin (2003, p. 28) states that “(f)or case

studies, theory development as part of the design phase is essential, whether the
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ensuing case study’s purpose is to develop or to test theory.” The complete research
design represents a theory of what being studied. This theory can be considered as a
simple blueprint for the study. It will determine what data is to be collected and how

those data can be interpreted.

3.4.6. Criteria for Judging the Quality of Research Design

There are at least four criteria for evaluating the quality of research design.
Those criteria are: (1) construct validity; (2) internal validity; (3) external validity;
and (4) reliability (Kidder and Judd, 1986, pp. 26-29). Construct validity relates to
the setting of correct operational measures for the concepts of being studied. To
increase the construct validity of doing case study there are three tactics then can be
followed (Yin, 2003, p. 36). Firstly is the use of multiple sources of evidence during
data collection. Second tactic which is also done during data collection is to establish
a chain of evidence. The last one is to have the draft case report reviewed by key
informants during composition phase.

The next criterion is internal validity. This criterion relates to the establishing
of a causal relationship when certain condition are exposed to lead to other
conditions. This internal validity is commonly used in explanatory or casual studies,
but uncommon in descriptive or exploratory studies. Yin (2003, p.36) states that “(a)
case study involves an inference every time an event can not be directly observed.”
To improve internal validity, tactics such as pattern matching, explanation building

and time series analysis during the data analysis phase are suggested in the literature.
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External validity is about the establishing the domain to which a study’s
findings can be generalized. The external validity problem has been the main barrier
in doing case study research. Critics state that a single case study offers a poor basis
for generalization (Yin, 2003, p. 37). Case study research can not be analogized to
survey research. Case study relies on analytical generalization rather than statistical
generalization for survey research.

The last criterion for evaluating the quality of research design is reliability.
This criterion demonstrates that the operations of study such as the data collection
procedures can be repeated and result in the same findings. The goal of reliability is
to minimise the error and biases in the study. To do that the researcher should make
as many steps as operational as possible and to conduct research as if someone were
watching over their shoulder (Yin, 2003, 39). The discussion of case study research
above reveals that case study research design needs to be planned and conducted in a

prudent way.

3.4.7. Data Collection

In doing the current study the researcher used various sources of evidence for
data collection. To explore the practise of corporate governance in the subject
organisation the researcher used qualitative data which was supported by quantitative
data as well. The first contact with the subject organisation was conducted in mid
2002 using electronic mail. The assistant to the corporate secretary of the subject

company was the contact person. To gain access to the company he asked for an
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introductory letter from the institution where researcher came from and reference
letters from people in a high position inside as well as outside the company. The
researcher managed to submit an introductory letter from the Head of School,
complemented by two other letters from officials inside and outside the subject
company. From inside the company a reference letter came from the Independent
Commissioner and from outside the company a recommendation letter was written
by an official of Bapepam (Capital Market Supervisory Board of Indonesia).

After submitting those letters the researcher then contacted the Vice
President Director of PT Sari Husada Tbk, Mr Felix P. Mulia. Mr. Felix P. Mulia
then confirmed that his organisation could be researched and appointed the assistant
to corporate secretary, Mr Anwar Santosa, as the contact person to organize
arrangements during the field research. Following the communication with Mr.
Anwar Santosa the field research was collected during a four month period at the end
of 2002.

The field research was conducted using several methods. These consisted of
interviews, observations, archival records, press releases and online information and
continued contact through electronic mail. Each of these methods will be discussed

as follows.

3.4.7.1. Interview with Staff

The interview is the most important source of evidence in the data collection

process for this study. Interviews are used as the main source of evidence about what
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happened, how it happened and why it happened. The interviews that were conducted
involved 21 respondents, 15 from inside the subject company and 6 respondents from
outside the company.

The interviewees from inside the company included 7 respondents from top
level and management positions (board of commissioners and board of directors), 5
respondents from functional managers, and 3 respondents from non-managerial
position. The interviewees from the top level position and managerial positions
included the President Commissioner, the Independent Commissioner, the President
Director, the Vice President Director (who also holds the position of Finance, Human
Resource and Information Technology Director), the Production Director, the Quality
Assurance (QA) and Research and Development (R&D) Director, and the Marketing
Director. The managerial positions include the Plant Manager, the Finance
Controller, the Human Resource Development Manager, the Quality Assurance (QA)
and Research and Development (R&D) Manager, and the Chief of Internal Auditor
(who also holds the position of Assistant to Corporate Secretary). Interviewees from
non-managerial positions include the Chairman of the Labour Union, the Production
Supervisor and the Security Guard. These interviewees were expected to give a
complete representation of different positions at the subject company, with the focus
more on the managerial positions. It was expected that the corporate governance
process within the company were well-covered.

Interviewees from outside of the company were expected to give a broader

view of how the corporate governance process was viewed from an outside

40



perspective. Those interviewees comprised the Head of the Accounting Standard
Bureau of Bapepam, the Interim Head of Investigation Bureau of Bapepam, the
Deputy Chairman of National Committee for Corporate Governance of Indonesia
(NCCG), the Listing Director of the Jakarta Stock Exchange, a member of NCCG,
and a Director of a brokerage firm.

Sixteen interviews were recorded with the consent of the interviewees. Five
were not recorded because of the situational condition when the interviews were
conducted.

The interview process itself was a semi-structured and open-ended interview.
The interview topics covered the background and experience of the interviewee, the
job description and its role in the decision making process, the personal, functional
and corporate culture, relationship to the Board of Commissioners and Board of
Directors, management and owners relationship, the relationship management and
other stakeholders, the board meeting process and personal expectations of the
company.

The interviews were conducted at the work place where the interviewees
conduct their daily activities. The interview approach was to enable the interviewee
to speak openly and to give opportunity for them to explain their personal opinions
and judgments. All the interviewees were enthusiastic about the research and were
answering and explaining the matters which were asked during the interviews. As

well some of the respondents were very supportive and willing to continue the
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interview at another place and also offered to be contacted by electronic mail when

further answers were needed.

3.4.7.2. Direct Observation

Direct observation is another important source of data. The researcher visited
three separate facilities of the company which were located in three different cities
and provinces. The Jakarta office is the office of the Board of Commissioners, the
Board of Directors and the Marketing Department. The company’s head office and
first production facilities are in Yogyakarta. The new plant with more than double the
production capacity of the Yogyakarta plant is in Klaten, Central Java.

The first time the researcher visited the new plant, the Plant Manager
arranged a tour of the production facility, including the waste water treatment
facility. A production supervisor was assigned to accompany the researcher on a tour
at the second and bigger production facilities. He was very informative in giving
information and answering questions. The tour itself provided the researcher with
valuable information related to the production process, the packaging process,
material handling and logistic warehousing, maintenance, quality control, the waste
treatment process and staff relationships. Also the production supervisor asked the
researcher to join shop-floor workers to lunch in the company’s canteen when the
lunch break came. During the tour of the production facilities and when the
production supervisor was explaining about the production process the researcher

observed the process thoroughly and took notes.

42



The researcher also collected some useful information by hanging around and
being on the company’s premises. Direct observation was also done while researcher
was at the company’s offices in Yogyakarta and Jakarta, while waiting for the person
to be interviewed and during the process of interview. By making such observations
the researcher can grasp the very habits of the staff as well as the person interviewed.

The corporate culture was also seen in operation in the daily office life.

3.4.7.3. Archival Records

The company’s archival records were observed to gain an understanding of its
organisational background. These records include the company’s history, the annual
reports, the organisational structure, the company’s statute, the workplace agreement
and some publications on baby food industry. These archival records helped the
researcher to gather historic data of the company, as well as time series financial
data, profitability, baby food industry information and the company’s relationship

with its staff.

3.4.7.4. Press Releases and Online Information

Additional information of company’s news was gathered from the
newspapers, company press releases and its website (http://www.sarihusada.co.id).
Moreover, information about the macro situation as well as company’s news was also

gathered from Jakarta Stock Exchange website (http://www.jsx.co.id). The regulatory

perspective of listed companies in Indonesia was gathered from Bapepam website

43


http://www.jsx.co.id/

(http://www.bapepam.go.id). Related to its parent company, information of Sari
Husada as a subsidiary of Royal Numico NV was gathered from the Numico website

(http://www.numico.com). The press releases and online information gave insight

information about the subject company.

3.4.7.5. Continued Contact with Sari Husada through Electronic Mail

The importance of electronic mail has drastically increased during the last
decade. The researcher used electronic mail to gain access to the subject company.
The use of e-mail gave the opportunity of an instant and free communication channel
to the contact person at the subject company. Even more, electronic mail was used to
continue the data collection process when it was no longer feasible to hold continued
interviews. The researcher continued asking questions which were raised after the

field research through electronic mail.

3.4.8. Analysing Case Study Evidence

The analysis of case study data is the most difficult aspect of doing case study
research. To address the propositions of a study, data analysis comprises examining,
categorizing, tabulating, testing, or using a combination of both qualitative and
quantitative data (Yin, 2003, p. 109). This analysis is difficult because strategies and
techniques have not been well developed. The case study research at least should
prioritise what to analyse and why (p. 109). There are at least five techniques to

analyse the case study research. Those techniques are (1) pattern matching; (2)
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explanation building; (3) time-series analysis; (4) logic models; and (5) cross-case
synthesis. The last technique can be used in a multiple case design, while the first
four are for single or multiple cases.

There are three general strategies in case study. Those strategies rely on
theoretical propositions, thinking about rival explanations and developing a case
description (Yin, 2003, pp. 111-15). Among these strategies the combination of
relying on theoretical proposition and developing a case description strategy seems to
fit to enable analyses of the situation at Sari Husada. Using this strategy, researcher
developed a descriptive framework for organizing the case study while following the

theoretical propositions.

3.5. Conclusion

This chapter describes the methodology used in the current study. In this
chapter case study research was chosen to be the most appropriate approach to the
study. A qualitative case study approach is suitable for the current study because it
enabled the researcher to cover the detailed processes inside the company in
answering the research questions.

The purpose of the study was to discover how corporate governance decisions
have been made and practised by various level positions in the company. Then the
question continues to what was the rationality of those managers in deciding such
choices of corporate governance model. The demonstration of theoretical relevance

of explanation is the strength of using this single case design (Booth, 1995, p. 99).
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The next chapter will discuss the business environment in Indonesia. It will
describe general information on Indonesia, the investment environment and business

regulation and taxation.
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CHAPTER FOUR

BUSINESS ENVIRONMENT IN INDONESIA

4.1. Introduction

This chapter will discuss the business environment in Indonesia. The chapter
begins with general information on Indonesia, the investment environment, then
business regulations and taxation. The Capital Market Supervisory Agency
(Bapepam), the Jakarta Stock Exchange (JSX) and the National Committee on Good
Corporate Governance (NCCG) are also discussed to give a regulatory framework for

companies listed on the stock exchange.

4.2. General Information on Indonesia

Indonesia is the largest and most populated country in Southeast Asia. The
archipelago comprises more than 13,000 islands, which stretch a distance of 5,120
kilometres from east to west. The Indonesian archipelago lies between Asia and
Australia, with a land areas of approximately 1.9 million square kilometres. The five
largest islands are Sumatra, Java, Kalimantan, Sulawesi and Irian Jaya. Jakarta, the
capital of Indonesia and the largest city, is located on Java with a population of
around nine million. The climate is tropical and temperatures range between 16 to 35
degrees centigrade. It has only two seasons, the dry season from May to September

and the wet season from October to March. Indonesia had a population
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approximately 203.4 million people in 2000 (BPS, 2000), which means it is the
fourth most populous country in the world. Around of 70 percent of the Indonesian
population resides on the islands of Java and Sumatra. The people are primarily of
Malay descent but the population consists of more than 300 ethnic groups who speak
different languages. However, the national official language is Bahasa Indonesia.
Around 88 percent of the Indonesian population practises Islam, and the remainder
practises Christianity, Buddhism, Hinduism and other religions.

The form of Indonesian government is a republic, with a President as head of
the state and chairman of the cabinet. The People’s Consultative Assembly (MPR)
represents the legislative authority. The MPR is a multi party body that approves
legislation and elects the President and Vice President every five years. The Supreme
Court’s (Mahkamah Agung) judges are appointed by the President. At local
government level Indonesia is separated into 32 provinces, two special regions (Aceh
and Yogyakarta) and one special capital district (Jakarta).

Indonesia is rich in natural resources with significant reserves of oil, gas, coal
and other minerals. Indonesia also has a large forest area with lumber industries. The
infrastructure is well developed around the centres of population on the islands of
Java, Bali and Sumatra. In these areas roads and rail connections are available for
passengers and freight. Sea transport for raw materials and agricultural products is
well developed since major islands have multiple ports. A domestic and international
airline network is also available and major cities have international airports and

others have domestic or pioneered (subsided) airports.
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4.3. The Investment Environment

Indonesia has much to offer to foreign investors. The strategic location at the
cross road of major world trade routes is one of the reasons. The country also has a
large domestic market, an abundant and cost-competitive workforce, rich natural
resources, reasonably good infrastructure and an elected government with the
commitment to create a conducive investment environment. Although for some years
the Indonesian economy has been subjected to unprecedented economic, social and
political pressure, the government continues to gain some progress in creating a
foundation for a sustainable economic recovery. Along with the International
Monetary Fund (IMF) Indonesia targeted a ten point economic acceleration program
as mentioned in the IMF Letter of Intent in September 2000. Those points are 1) to
create stability in the financial sector, 2) to boost exports, 3) increase the productivity
and welfare of farmers, 4) accelerate banking and private restructuring, 5) prioritise
on equity-based recovery instead of loan-bank recovery, 6) value creation through
privatisation, 7) conduct economic decentralisation, 8) maximise the use of the
country’s vast natural resources, 9) boost the development of micro, small and
medium scale enterprises, and 10) increase people’s welfare in the rural areas in
order to strengthen socio-political stability. The Indonesian government has also
created a blueprint for its economic development program that is to be revised every
five years called five-year development program (Propenas). The Propenas which
covers the 2001-2005 period has five main objectives, which are: 1) to develop a

democratic political system and maintain political unity, 2) to uphold the supremacy
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of the law and clean government, 3) to accelerate economic recovery while
enhancing sustainable and just development, 4) to ensure people’s welfare and
cultural resilience, and 5) to foster regional development.

To promote a fair business environment the Indonesian government also
legislated anti-monopoly and unfair competition laws. The law No. 5 year 1999
forbids an individual company from controlling more than 50 percent of the domestic
market and two or three companies from controlling a combined 75 percent of the
market. This calculation of market share is determined by sales value rather than
volume.

The government realises that exports are the second engine to drive economic
recovery after private consumption. It intends to optimise the excess capacity in the
manufacturing industry and using excess liquidity in the banking industry to finance

international trade in order to boost exports.

4.4. Business Regulation

To attract foreign investors and to make Indonesia more competitive in the
global business community, the Indonesian government is still in the process of
updating the country’s business regulations. There are some important regulations to
consider in doing business in this country, such as employment regulations, financial

reporting and auditing standards, intellectual property rights and land rights.
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4.4.1. Employment Regulations

The basic 40-hour workweek is applied in the country and it is comprised of
eight-hour days Monday to Friday, especially for offices in the capital city and the
surrounding area, for the rest of the country mostly offices open seven hours per day,
Monday to Friday and five hours on Saturday. Labour regulations specify that
overtime from Monday to Saturday should be paid at 1.5 times the basic hourly rate
for the first hour and two times the basic hourly rate for each additional hour. For
Sunday and public holidays overtime pay is two times the basic hourly rate within the
considered normal working hours of the company. After this time the pay rate is
three times the basic rate for the first hour and four times the basic hourly rate for
each additional hour.

For the unskilled workers Indonesia has a competitive wage rate compared to
its neighbouring countries. In many cases there are differences in wages between
industries and geographical locations. For example, wages in the oil sector are higher
than those in the forestry or agricultural sector. Wages in urban Jakarta are also
higher than in rural Java and the other islands. The ministry of Manpower regulates
the minimum wage for each province or city based on a minimum physical need for a
single worker.

Employees in Indonesia are entitled to a maximum of 12 (twelve) working
days of paid annual leave. This leave is excluded from 13 (thirteen) paid official
public holidays in a year. An employee is also entitled to receive sick leave for a

period of up to 12 (twelve) months. A female employee is entitled to a three months
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paid maternity leave. Paid leave is also given to employees for occasions such as the
birth of a child for one day and a death in the family for two days.

The Indonesian workers are generally entitled to fringe benefit from their
employers, such as (a) payment of income tax due on salary and wages (the
employers pay their employees’ income tax so the workers get net take home
payments), (b) an annual bonus of at least one month pay (usually paid at the month
of Ramadan), (c) daily transport and meal allowances, and (d) in some cases
reimbursement of medical expenses.

It is normal for new permanent employees to have a three-month probationary
period from their employers. During this period the employers at their discretion can
dismiss these new employees. The dismissal after this period requires the permission
of the Committee for Settlement of Labour Disputes of the Department of
Manpower. The employers are required to provide a dismissal payment, such as a
merit or service payment, when the dismissal permission is granted. The amount of
this dismissal payment depends on the number of years of employment service, and
also depends on the agreement between the employers and employee. Three written
warnings are commonly given to an employee prior to termination of service.

Indonesia has a kind of social security system known as Jaminan Sosial
Tenaga Kerja or Jamsostek. A company that employs at least ten persons and has a
payroll of at least one million rupiah a month must participate in an employee social
security program provided by PT Jamsostek (a limited state owned social security

company). PT Jamsostek provides benefits to employees for workplace accidents,
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death, health care and retirement. Both employers and employees contribute to
Jamsostek, which is varied by industry and program. This rule is also applicable to
expatriates, however it is not mandatory.

According to the Indonesian Law on Labour Unions dated August 2000,
workers have a right to establish and develop a labour union. This union is an
independent, self reliant, democratic and responsible body. The Law further indicates
that a labour union can be established by at least ten workers and grants the union
right to enter into collective labour agreements with the employers and represent

workers in settling industrial disputes.

4.4.2. Financial Reporting and Auditing Requirements

Like in other countries, Indonesian Law requires business enterprises to
maintain books and records in a such manner that their financial position may be
determined at anytime. Indonesian Commercial Codes require that books and records
be preserved for thirty years, while Tax Law requires that records be kept for ten
years.

The Indonesian Generally Accepted Accounting Principles (GAAP) and
Generally Accepted Auditing Standards (GAAS), referred to as the Pernyataan
Standar Akuntansi Keuangan (PSAK) and Standar Profesi Akuntan Publik (SPAP),
are issued by the Indonesia Institute of Accountants. The Indonesian GAAP primarily
adopts the International Accounting Standards and some of the US Statements of

Financial Accounting Standards, while the Indonesian GAAS adopts most of the
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Auditing Standards issued by the American Institute of Certified Public Accountants.
For public listed companies there are regulations and rules on the accounting
treatment for certain accounts and transactions issued by the Indonesian Capital

Market Supervisory Agency (Bapepam) and the stock exchange authorities.

4.4.3. Intellectual Property Rights

The Indonesian government recognises the importance of intellectual property
protection. As a member of the World Intellectual Property Organisation and a
signatory to the General Agreements on Tariffs and Trade (GATT), the Indonesian
government has drawn up a number of bills with the effect of increasing the
protection of intellectual property rights. Now Indonesia has laws covering patents,
copyrights and trademarks.

The Law No 6/1989 as amended by Law No 13/1997 regulates patents in
Indonesia. There are two types of patent in Indonesia. A Regular patent is a special
right granted by the government allowing an inventor or other parties to develop a
new invention for a certain period of time, while a simple patent is an invention,
product or method of production that does not qualify as new invention. A regular
patent is granted for a period of twenty years while simple patent is valid for ten
years only. The patent holder is allowed to use the patent only in Indonesia except if
approved by the Patent Office for outside use.

The Law No 6 /1982 as amended by Law no 12/1997 specifies the items

eligible for copyright-protection and the corresponding sanctions for infringements.
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These laws will only protect foreign copyright owners if Indonesia has acceded to
one of the international copyrights conventions or has signed a bilateral treaty with
the country that granted the copyright.

Trademark in Indonesia is governed by Law No 19/1992 as amended by Law
No 14/1997. An application for trademark registration using a priority right
(regulated by the International Convention on the Protection of Trademarks) is to be
filed in Indonesia no later that six months after the initial filing for trademark
registration in another country, which is either a signatory to the convention or a

World Trade Organisation (WTQO) member.

4.4.4. Land Rights

The Indonesian government offers foreign investors land rights that are
relevant to the nature of their businesses. According to the Basic Agrarian Law of
1960, as the foundation of land laws in Indonesia, there are eleven land rights. Those
laws that are mostly relevant to investors are the right of ownership, the right of
exploitation, the right of building, the right of use and the right of lease. The right of
ownership (hak milik) of land is an inheritable right reserved for Indonesian citizens
only. Although legal entities are theoretically entitled to this right, in practise the
right of ownership is no longer issued to them. The right can be sold, exchanged,
handed over or transferred to other parties. The right of exploitation (hak guna usaha)
is the right to use land for purpose of agriculture, fishing or cattle raising. This right

can be held by foreign-owned companies (penanaman modal asing (PMA)) and can
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be used as collateral or security for financing purposes. The right can be granted for
thirty five years with a guaranteed extension of twenty five years if the land is
properly used and managed. The right of building (hak guna bangunan) is the right to
construct and own buildings on land. This right is that most commonly obtained by
PMA companies. Indonesian regulation grants an initial period of thirty years with a
guaranteed extension of twenty years. The right is renewable provided the land is
used for the same purpose and all regulatory requirements are met. Another right is
right of use (hak pakai). This right grants its holder use of the land for a specific
purpose, such as the construction of embassy buildings for foreign governments or
special purpose buildings for social, cultural and religious organisations. This right
has no collateral value to the holders and is not transferable. The right to lease (hak
sewa) is similar to leasehold, which is normally granted to tenants of both residential
and commercial premises. Foreign residents and foreign companies in Indonesia are
entitled to lease property and there is no law or regulation that limits the duration of a

lease.

4.5. Taxation

To provide taxpayers with increased fairness and more certainty of their
rights and obligations and to offer greater clarity and simplicity in procedural and
technical matters the Indonesian government has undertaken various tax reforms.
Most Indonesian companies adopt the calendar year as their financial and tax year.

For tax purposes corporations are divided into resident and non resident. A resident
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company is taxed on its worldwide income, while a non-resident corporation is taxed
only on income derived from Indonesian sources. Taxable income is defined as any
increase in economic value received by a taxpayer from inside or outside of
Indonesian territory. It includes remuneration, business profits, dividends, interests,
rent, royalties and other income. Some expenses are classified into deductible
expenses, such as business expenses, research and development expenses, and
training expenses for employees. Progressive corporate tax rates are imposed, those
are 10 percent for income up to 50 million rupiah, 15 percent for income between 50
and 100 million rupiah, and 30 percent for income more than 100 million rupiah.

Indonesia has two types of withholding tax which are prepayment and final
tax. The withholding tax rates are 6 percent for land and building rental payments to
companies and payments for other properties, and also for compensation to
management and technical services. Compensation related to professional services is
taxed at 7 percent. The withholding tax rate for land and building rental payment to
individuals is 10 percent, while dividends payment, interest fees and royalties are
taxed at 15 percent.

The value added tax (VAT) is imposed on most goods and services at the rate
of 10 percent. Some goods and services may have different value added tax rate
between 5 and 15 percent depends on government regulation. The value added tax is
collected by the entity which delivers taxable goods and services. The Indonesian

government exempts certain industries from value added tax, such as mining and
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drilling, basic commodities, health and social services, religions services, education

services, public transport services, manpower services and governmental services.

4.6. The Condition Prior to Financial Crisis

To give a better picture about the corporate sector in Indonesia prior to the
financial crisis the discussion will begin with the historical development of the
corporate sector, the capital market, the banking sector, foreign capital, the financial
performance and growth of the Indonesian company and the legal and regulatory

framework.

4.6.1. Historical Development

Since the nationalisation of Dutch companies after independence, the
government started to be involved in Indonesian business and industry. The
indigenous and Chinese entrepreneurs were already involved in some areas like
trading, textiles and tobacco industries, while medium and large-scale companies
were dominated by state owned enterprises. When the New Order government took
power in 1967 and introduced the relatively liberal laws that governed foreign and
domestic private investment, a substantial volume of private investment began to
enter in the industrial sector replacing the public investment. When the Indonesian
government got a windfall from oil and gas revenues in the early 1970s, it promoted
industrial development via import substitution. The industries that emerged were

relatively high import-content and dependent on tariff protection. During this period
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a discrete group with industrial privileges that had strong links to the political elite of
the New Order emerged.

When the government promoted its industrial policy of labour intensive
export in the 1980s, export credits with low interest rates were granted to industries
that intensively used local labour and materials. This policy began to experience
success in 1987 when the shares of export of non-oil products increased rapidly, and
in 1992 the value of manufactured exports exceeded the value of oil and gas exports.
As a result of the government policy the Indonesian industries were quite varied.
While most of the companies were small, they employed most of the industrial labour
force and produced mostly consumer goods. There were also large scale companies
which grew rapidly. These business groups and conglomerates dominated the share

in sectoral outputs and markets.

4.6.2. The Capital Market

Although the government reactivated the stock exchange in 1977 and a
number of underwriters and stockbrokers have emerged, the number of firms quoted
on the stock market was very limited. The stock market remained unattractive for the
companies as a source of finance. There are many reasons why the companies were
uninterested in having their shares quoted, such as the founding owners of the
companies were reluctant to dilute their ownership. Even though the new
shareholders would not threaten company control, the owners felt the listing decision

would put the company under greater scrutiny. The stock market was also
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unattractive to companies to raise funds because the companies could borrow from
banks at a very low interest rate. The investors, on the other hand, were also reluctant
to buy shares on the stock market because they felt equity instruments had a higher
risk but lower return compared to bank deposits. They did not know whom to trust
and felt that the protection for minority shareholders’ mechanism on the stock
exchange was inadequate. The regulation of the stock market at that time also
discouraged investors from investing. The capital market executive agency
(Bapepam) as the capital market operator issued regulations that granted the agency
the right to set prices and to give preference to small orders in initial public offerings.
This regulation was targeted to attract small investors to the stock exchange but
proved counterproductive, because it limited the prospective investors’ ability to get
the potential of capital gains.

After the government liberalised the banking sector and allowed it to
determine its own lending rates for non-priority loans in 1988, the companies could
not benefit from low interest rates any longer. At the same time the government also
removed the price setting practise for initial public offerings (IPOs) and eliminated
restrictions on price movements in the secondary market. The restriction on foreign
investor to buy a significant level of listed shares was also abolished. As a result the
number of listed companies on the stock exchange increased significantly, from 24 in
1988 to more than 300 in 1997. During this period the corporate sector started to
recognise the stock market as a source for raising capital. The conglomerates

benefited from this condition by carrying out 210 out of 257 of the IPOs.
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4.6.3. The Banking Sector

Originally the banking sector was the major source of finance for the
corporate sector. The Indonesian government reformed the banking sector starting in
1983. Interest rate and credit ceilings regulations were removed. State banks have
started to face competition from private banks. Some priority credits still enjoyed
subsidized interest from the Central Bank. Another significant reform was continued
in 1988 with opening the banking industry to new entrants. There were ten banks
which were dominant players. Seven of them were state banks, and the other three
were private banks, Bank Central Asia, Bank Danamon and Bank International
Indonesia. Although the banking sector was the major supplier of funds for the
private sector, it failed to ensure the most effective allocation of capital. The effect
was an explosion of credit with a less probability of repayment. The monitoring
system of the banking sector failed to exercise its power in ensuring the banking

sector performed as it should be.

4.6.4. Foreign Capital

The growing industrial sector in Indonesia has attracted foreign capital and
investment. During the 1990s Indonesian corporations borrowed directly from
overseas. The Indonesian government, in 1994, allowed foreign investors to have 100
percent interest in almost all Indonesian companies except in strategic sectors.
Foreign banks became an important source of finance for Indonesian corporations.

Because of the lower interest rates for dollar loans (at 9 percent per annum) and the
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stable depreciation of domestic currency rupiah (at 4 percent per annum) the
corporate sector preferred to borrow in US dollars. This interest rate was more
attractive compared to the average domestic interest rate at 18 percent. Under the
managed floating system of the Central Bank the depreciation of the rupiah was
controlled at fewer than 4 percent per year. The effect was excessive borrowing in
foreign currencies by the corporate sector and this borrowing was unhedged. In 1998
the total corporate debt to foreign banks amounted to US $67 billion, this exceeded
the debt of domestic banks of US $50 billion. This situation made the corporate

sector extremely vulnerable to currency fluctuation.

4.7. The Capital Market Supervisory Agency

After having a difficult time during the economic crisis, the capital market
supervisory agency (Bapepam) of Indonesia has set a new vision in facing its future
challenge. It has a vision “to develop strong and globally competitive capital markets,
as the activator of the national economy” (Bapepam, 2002, p.1). Based on this vision
the Bapepam will focus its effort for the next five years on: (1) enhancing
commitment to the development of the capital market; (2) enhancing accessibility of
small and medium enterprises and cooperatives to the capital market; (3) encouraging
regional government to raise funds through the capital market; (4) enhancing
participation of domestic investors; and (5) developing the infrastructure of the

Indonesian capital market in facing global competition (Bapepam, 2002, pp.2-3).
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Bapepam also has to carry out its development strategies for facing global
competition (Bapepam, 2002, pp. 17-27). The first strategy is to improve compliance
to good corporate governance. This strategy should be supported with improvements
in capital market regulation and socialisation and implementation of good corporate
governance. The next strategy is harmonisation of rules and institutions. The
regulations and institutions within the country should be synchronized, as well as to
adapt with foreign regulations and international institutions. This synchronization is
not only for capital market institutions but should also include banking and public
sector institutions. The third strategy is the integrated development of information
technology and human resources. This should assure that the level of knowledge and
readiness of institutions related to capital market are acceptable. The next strategy is
implementation of safety and service quality conforming to international standards.
This strategy is to attract global investors to participate in the capital market. The last
strategy is development of market and capital market instruments. Bapepam needs to
expand issuers’ base, to strengthen domestic investors and to improve the status of
the over the counter market (OTC).

The rapid pace of the Indonesian capital market development created
distinctive problems specific to the bourse. More complex issues need to be
addressed especially in relation to the disputes among market participants. The
capital market participants preferred to settle matters at an alternative arrangement
different to dispute cases which are brought to court. Therefore, on August 9", 2002

Indonesian Capital Market Arbitration Council was established. It provides an
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alternative arrangement to reach a fast, transparent, independent and fair settlement

on capital market disputes.

4.8. The Jakarta Stock Exchange

The Jakarta Stock Exchange (JSX) establishment can be traced back to 1912.
The first Indonesian stock exchange under the Dutch colonial government was set up
in Batavia (later named as Jakarta). The bourse was relatively un-active until 1977
when it was reopened under the Capital Market Executive Agency (or Badan
Pelaksana Pasar Modal (Bapepam)), an institution under the control of the Ministry
of Finance. The stock exchange activity involved 24 listed companies that traded
their shares. The bourse hit its peak in 1990 and on July 13 1992 the Jakarta Stock
Exchange became privately owned and operated. Since then the bourse has emerged
as one of the most dynamic securities markets in Asia. As the privatisation went on,
Bapepam’s function has changed to become the Capital Market Supervisory Agency
(or Badan Pengawas Pasar Modal (still with the same abbreviation Bapepam)).

Relating to the listed companies on the bourse, the Jakarta Stock Exchange
has issued reporting obligations. Those reporting obligations require listed companies
to submit to the stock exchange financial statements consisting of: (1) annual
statement; audited by a registered accountant and to be submitted within 120 days
from the closing of fiscal year; (2) semi annual report; un-audited and to be submitted
within 60 days from closing of the first half of fiscal year; and (3) quarterly report; to

be submitted 60 days from the closing of each quarter of fiscal year; all important

64



and relevant information which may affect the value of company’s shares or the
investment decision of investors; and other information, such as change in articles of
association, change in composition of Board of Commissioners or Board of
Directors, and change of value of assets and transaction of 10 percent or more from

the financial report figures.

4.9. The National Committee on Corporate Governance

The National Committee on Corporate Governance (NCGCG) was
established as a non governmental body by the decree of the Coordinating Minister
for Economy, Finance and Industry number Kep.-10/M.EKUIN/08/1999 dated
August 19th 1999. The main task of this national committee is to formulate and
recommend a national policy on good corporate governance. This policy is intended
to cover: (1) a code of good corporate governance as a guide to Indonesian
companies; (2) improving laws and legislation in line with the implementation of
good corporate governance; and (3) institutional structure in the company that
supports the application of good corporate governance. As mentioned in its
organisational profile the National Committee on Corporate Governance has three
aims, which are: (1) to maximise corporate and shareholder value by enhancing
transparency, reliability and accountability and establishing a managerial system
which promotes entrepreneurship; (2) to assist companies to minimise potential
conflict of interests among their stakeholders through rational and fair means; and (3)

to encourage shareholders and members of the board to make decisions with morality
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and applying principles of good corporate citizenship and social responsibility
(National Committee on Corporate Governance, 2001).

The National Committee on Corporate Governance has 22 members
representing government bodies (such as Bapepam and JSX) and private professional
organisations. The economic crisis has been a blessing in disguise for the
enforcement of good corporate governance. The Code of Good Corporate
Governance was launched on March 8" 2001. This code covers various areas such as:
(1) shareholders; rights and equitable treatments; (2) Board of Commissioners;
function and composition; (3) Board of Directors; role and composition; (4) audit
system; external auditor and audit committee; (5) corporate secretary; function, role
and qualification; (6) stakeholders; (7) transparency; timely and accuracy; (8)
confidentiality; (9) insider information; (10) business ethics and anti-corruption; (11)
donation; (12) adherence to law of occupancy, health and safety and conservation of
environment; and (13) equitable job opportunity. Although the target of this code
includes all companies established in Indonesia, at the first stage the implementation
of the code of corporate governance conducts was instilled to listed companies in

JSX and state owned enterprises.

4.10. Conclusion
This chapter describes the business environment that a company faces in
Indonesia. Every business entity should cope with business regulations, taxations,

banking system, capital market regulations, and other rules issued by Capital Market
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Supervisory Agency (Bapepam), the Jakarta Stock Exchange or the National
Committee on Corporate Governance.

The purpose of this chapter is to give a brief explanation about business
environment, especially regulations, taxations and business institutions which any
company operated in Indonesia should meet. The regulatory bodies are also
illustrated to give comprehensive insight about doing business in Indonesia,
especially listed companies in the stock exchange.

The next chapter will discuss the company’s background, its history and the

description of baby food industry.
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CHAPTER FIVE

THE ORGANISATION OF SARI HUSADA

5.1. Introduction

This chapter will address the reasons behind the choosing of PT Sari Husada
Tbk (later be addressed as Sari Husada) as a research site, the history of the
company, and the organs and functions within the company which affect the daily
operations of the company. It is divided into thirteen subsections, which includes the
history of Sari Husada; the transformation of Sari Husada; the production facility; the
amulets for success; the leadership of Sari Husada; the management of Sari Husada;
the Board of Commissioners; the Board of Directors meeting; the production
environment after the crisis; the marketing function; the employee & labour union;
the pension fund; and the majority shareholder.

PT Sari Husada Thk has been chosen as the case study of the research for a
number of reasons. First and most important, the company is a public company.
Second, Sari Husada outperformed the market average during the Indonesian
economic crisis. Most of the Indonesian listed companies booked losses during the
crisis while Sari Husada maintained its profit for the same period. Third, Sari Husada
Is a unique company. This firm has transformed from a joint venture company to a
state owned company, and then it became a private company. After building a strong

reputation Sari Husada went public, and at last became a multinational company
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since it was taken over by a European based company. The fourth reason is because
Sari Husada is the market leader in its industry, which is nutritious food and
beverages for infants, children and adults with a speciality in baby food products. For

those reasons Sari Husada is unique and is beneficial to research.

5.2. The History of Sari Husada

PT Sari Husada Thk was incorporated in Yogyakarta, Indonesia in 1954
under the name of NV Saridele. The company was a cooperative effort between the
government of the Republic of Indonesia and the United Nations. The mission of the
firm was to assist Indonesia in becoming a self-sufficient producer of protein
products by providing cheap and nutritious baby food for lower level income people.
The management of this joint venture was given to the Bank Industri Negara (Federal
Industry Bank), which was subsequently known as the Bank Pembangunan Indonesia
(Indonesian Development Bank). The United Nations through United Nations
International Children’s Emergency Funds (UNICEF) provided a loan in the form of
machinery for milk processing that had to be repaid by the company in the form of
soybean milk. This soybean milk then had to be given to the Ministry of Health of
the Republic of Indonesia to be distributed. As a later development, the management
of NV Saridele was transferred to Badan Pimpinan Umum (BPU) Farmasi Negara
(state pharmaceutical board), which was later known as PT Kimia Farma in April
1961. During this period the name of the company was changed to Perusahaan

Negara (state owned company) Sari Husada (Annual Report 2002).
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On 8 May 1972 PT Kimia Farma signed a joint venture agreement with PT
Tiga Raksa and the company then was called as PT Sari Husada. In 1983 PT Sari
Husada was listed on the Jakarta Stock Exchange and as a public company its name
became PT Sari Husada Thk (note: Tbk is abbreviation of: terbuka which means
public). When the company went public the shareholding was 20 percent public, 37.5
percent owned by PT TigaRaksa Satria (which was decreased from 45% previously)
and the rest of around 42.5 percent remained in PT Kimia Farma’s hands (interview
with Johnny Widjaja, President Commissioner).

PT Kimia Farma then ended its involvement and sold its stake in PT Sari
Husada in 1990 to PT Tiga Raksa Satria, because the Indonesian government as the
majority owner decided to focus PT Kimia Farma solely on the pharmaceutical
industry. At the end of 1997, because of the national economic crisis that caused PT
Tiga Raksa Satria financial difficulties, the firm sold its shares in PT Sari Husada
Tbk to Royal Numico NV Holland (also known as Nutricia). Since then PT Sari
Husada Tbk has been subsidiary of Royal Numico NV Netherlands. The
shareholding composition as at July 2002 was that Nutricia International BV held
80.8466 percent, public shareholders hold 19.1521 percent and Commissioners and
Directors hold 0.0013 percent of total outstanding shares (as reported in Sari Husada

annual report 2001).
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5.3. The Transformation of Sari Husada

At the Annual General Meeting of Shareholders of PT Sari Husada Thk in
May 2002 it was announced that some members of the board of directors had retired.
Those directors were Dwiyatno Siswosumarto, President Director, Eddy B. Regar,
Marketing Director, and Muhamad Ilham Hidayat, Human Resource Director. Only
two Indonesian board members were still in their director’s seats, they were Felix P
Mulia, Vice President/Finance Director and Setyanto, R&D and Quality Assurance
Director (which has moved from the previous position of Production Director). This
announcement was very sudden. Even in the annual report of 2001 this change was
not mentioned and in the report the list of members of board of commissioners and
directors were not mentioned either. Behind this unexpected announcement actually
Muhamad Ilham Hidayat the Human Resource Director was the only director who
was retired. The other two directors, the president director and marketing director
resigned because of undeclared reasons.

Another transformation also took place in the company’s vision. As
mentioned in its Annual Report Sari Husada has a vision to promote the health and
intellectual development of Indonesian children by providing the best nutritious food
(Annual Report, 1999). Siswosumarto (known as Pak Dwi), the previous president
director, translated the company’s vision in his own words as Sari Husada is to
‘breastfeed’ Indonesian babies. This vision is stuck in the mind of every Sari Husada
employee. By working hard in the company the employees contribute to the

fulfilment of this vision and this has made every employee of Sari Husada very proud
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with his/her contribution. When the ownership of the company was changed to the
Netherland based company the Sari Husada employees started to question their
company’s vision. The retirement of most senior board members has added to the
employees’ confusion. It seems that the staff’s pride in contributing to the promotion
of the health and intellectual development of Indonesian children has also been

questioned.

5.4. The Production Facility

PT Sari Husada Tbk currently has two factories, one in Kusuma Negara
Yogyakarta, which is also known as the Yogya office or factory one and one in
Kemudo Klaten, Central Java, or factory two. The total production capacity of both
Sari Husada factories is 40,000 tons annually. Each factory has its production
facilities but only the Kemudo Factory has been equipped with packaging machinery
and a storehouse. The Kemudo factory also receives the Yogya factory output to
package and store in its facility. The production facilities in both factories operate for
24 hours a day 7 days a week. There are three shifts of operation per day, which are
from 7am-3pm, 3-11pm and 11pm-7am.

PT Sari Husada Tbk has a subsidiary that is independently operated. This
subsidiary is PT Sugizindo, whose business is to provide a service for the milk
powder production process for external parties. Sugizindo was acquired from Tiga
Raksa Satria (Sari Husada’s previous controlling shareholder) on July 1%, 1995. This

acquisition was conducted to increase the production capacity of Sari Husada to meet
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the growing demand for the company’s products. This decision was made because
there were no other choices than the acquisition to increase the production capacity at
that time. The Indonesian government has put new investment into the dairy milk
industry in the negative investment list (list of prohibited investment into Indonesian
regions to protect the existing industries). Sari Husada then, utilised the Sugizindo
facility to continue to serve third parties demand for manufacturing their products.

Sugizindo clients are Morinaga, Nutricia, MeadJohnson and Wyett.

5.5. The Amulets for Success

The Board of Directors of PT Sari Husada Tbk in the 2002 public expose (an
obligatory event arranged by listed company to explain the current development and
performance of the company) said that the company has five amulets for its success.
Those amulets are a Halal certificate from the Indonesian Council of Ulama or
Majelis Ulama Indonesia (MUI), a council where members represent the Islamic
community and have power to certify food and beverage that can be consumed by
Moslems; the Audit Certificate of occupational safety and health management
systems from the Minister of Manpower of the Republic of Indonesia; the food safety
system or Hazard Analysis at Control Points (HACCP) certificate; the Certificate of
Environmental Management Systems or 1SO 14001 certificate and the Certificate of
Quality Management systems or 1SO 9001 certificate. These last three certificates are
issued by SGS International Certification Services Limited. Those amulets guarantee

that Sari Husada products are reliable and safe to be consumed by everyone.

73



5.6. The Leadership of Sari Husada

The changes in the leadership of PT Sari Husada Tbk can be classified into
two phases. Those phases are prior to Numico’s arrival phase and after Numico’s
arrival. The first phase was noted with a simple board structure in both the Board of
Commissioners (BOC) and the Board of Directors (BOD) (see two-tier tboard
structure in chapter two sect 2.6). Prior to the Numico arrival the company had three
commissioners sit on the BOC’s. Mr Johnny Widjaja and Ir Asikin Suryadhana
represented the company’s shareholders and Dr. Suad Husnan was an outside
commissioner. The Board of Directors was also comprised of three persons, Mr
Dwiyatno Siswosumarto as president director, Mr Setyanto as production director
and Ms Sri Darumi Irsyad as administrative director (this structure is mentioned in
the 1996 Annual Report).

The second phase of leadership change in Sari Husada can be identified after
Numico had taken over the firm. At the 1998 Annual General Meeting of
Shareholders, after the 1997 takeover, a Sari Husada board was announced. On the
Board of Directors old board members were accommodated, although Numico
appointed its official to sit as the board’s chair. The Board of Directors was
comprised of four people, who were Mr Dwiyatno Siswosumarto as President
Director, Mr Muhamad Ilham Hidayat as Human Resource Director, Mr Setyanto as
Production Director and Mr Felix P. Mulia as Finance Director. The latest name was
appointed by the controlling shareholder (Numico) and was brought from another

Numico subsidiary PT Nutricia Indonesia Sejahtera (NIS). On the Board of
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Commissioners there were two new board members added to the board. Johnny
Widjaja, although at that time he represented minority shareholders, was appointed
again as President Commissioner. Mr Asikin Suryadhana and Dr Suad Husnan were
still serving as commissioners. Numico as majority shareholder assigned two of its
officials to join the Board of Commissioners. Peter Kroes, Numico group regional
director for Asia, Africa and Latin America was appointed as Vice President
Commissioner and J.C.T. van der Wielen was appointed as commissioner. These two
boards have basically remained unchanged up to 2002, until the arrival of Mr Eddy
Regar as Marketing Director and the resignation of commissioner, Mr Asikin
Suryadhana, in 1999.

After this leadership change the executive board continued its policy to
produce products at the lowest production costs. The strategic focus was on the
volume of sales. Sari Husada products were targeted on middle to low income level
people and for most of Indonesian consumers in this category the low price of the
product was paramount. In 2001 Numico assigned its Dutch based officials to the
Board of Directors. Mr Johannes M (Harry) Klompe was appointed as Business
Development Director and Michiel J.A. van der Meer as Project Director (promoted
from his previous position as technical advisor). At this stage the previous owner, PT
Tiga Raksa Satria, realised that the ownership transfer of Sari Husada had started to
affect the company’s culture. Johny Widjaja, PT Tiga Raksa Satria’s owner who sat
on the Board of Commissioners of Sari Husada, had tried to restrain drastic changes

in the Sari Husada management. The President Commissioner had suggested that the
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appointment of Dutch officials could be dangerous to Sari Husada’s stability because
it triggered a rejection from the company’s staff.

In response to this reminder Numico considered that the appointment would
not affect Sari Husada’s stability. As a result of such appointment there were many
senior managers of Sari Husada who chose to retire before their term of tenure ended.
The retirement of the senior managers was welcomed and Sari Husada appreciated it
with a quite generous golden hand shake compensation. This exodus more or less
changed Sari Husada’s character. The Board of Commissioners and some members
of the Board of Directors had been concerned about the leadership changes in the
Sari Husada as a result of Numico’s expansive policy in Europe and the United
States. The board of management was frightened that the new board members would
replicate Numico’s policy in an expansive way and would change the original core
business path of Sari Husada.

The arrival of new Dutch based members on the Board of Directors more or
less has made Sari Husada staff a bit confused. Previously the employees only
followed a single captain that was Pak Dwi (that’s the name Mr Siswosumarto
usually uses) the President Director. At that time the orders from the top level
management might be in the form of different instructions. The new Numico
appointed directors might also request something different from the President
Director’s desire. This condition made some of the old board members

uncomfortable. That was why some board of director members then asked for early
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retirement. They thought their departure would make it easier for the staff to follow

only a single order from the top level executive.

5.7. The Management of Sari Husada

The management team of Sari Husada since it went public, has been in the
hands of the production people. The line of business in producing dairy based
formula products for infants and toddlers and dairy based food supplements for
expecting and nursing mothers fits with the philosophy of the production people.
Since the products available in the market were still limited, most of the products
offered to consumers were accepted. Mr Dwiyatno Siswosumarto was one example
of a production person who’s chaired the board of directors. The majority
shareholder (PT Tiga Raksa Satria) fully believed and backed the management
team’s decisions. In one sense the controlling shareholder benefited from the
distributing activities of Sari Husada’s products, and in another sense it had limited
knowledge of producing dairy based formulas.

The challenge arrived when the financial crisis hit the Indonesian companies.
Although Sari Husada by the end of 1997 recorded around 75.6 billions rupiah of
liabilities (or around 35.3% of total assets), it could affect the company’s financial
performance since most of the raw material were imported and valued in US dollars.
The highly leveraged financial structure of Tiga Raksa Satria, the controlling
shareholder, had another influence. To save the holding company Tiga Raksa Satria

had to sell its subsidiaries, which were of interest to potential buyers. Sari Husada
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with its above average financial performance and huge production capacity and
market share was one of the subsidiaries. Royal Numico NV, a Dutch dairy milk
giant, accepted the offer to come into Sari Husada.

A new management team (board of directors) was appointed at the Sari
Husada Annual General Meeting of shareholders in 2002. They were formally
introduced to the public at the public expose on 5 September 2002 at the Jakarta
Stock Exchange (note: public expose is an event held by a public listed company to
present its performance during the current financial year to the public. This event
must be held no later than three months after the Annual General Meeting of
Shareholders). The new members of the Board of Directors were Soeloeng H.
Nasution as President Director, Harry Klompe as Senior Vice President and
Marketing Director, Felix P Mulia as Vice President (who also acts as Finance,
Human Resource and Information Technology Director), Rahmat Suhappy as
Production Director, Setyanto as Research and Development and Quality Assurance
Director, Jenny Go as Marketing Director and Michiel J.A. van der Meer as Project
Director. All the directors were appointed at the Annual General Meeting except
Jenny Go who joined the board two weeks before the public expose. The number of
board members had been increased from five to seven. The membership of the Board
of Commissioners also changed. Although the number of board members did not
change the membership did. The Board of Commissioners members were Johnny
Widjaja as President Commissioner, Peter Kroes as Vice President Commissioner,

Pim Oomens as Commissioner (substituting for J.C.T. van der Wielen) and Suad
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Husnan as Independent Commissioner (previously Commissioner). From the
composition of those two boards it can be seen that the Numico headquarters had
started to intervene in the decision making process of PT Sari Husada Tbk even
deeper than before. The old members of Sari Husada’s board, who were originally
from inside Sari Husada, included only Setyanto on the Board of Directors and
Johnny Widjaja on the Board of Commissioners. There were two independent
representatives on those boards who were Soeloeng H Nasution on the Board of
Directors and Dr Suad Husnan on Board of Commissioners. The rest of the board
members were either Numico people or people with a long time service in the

Numico Group or persons recruited by Numico.

5.8. The Board of Commissioners

The Board of Commissioner of Sari Husada has four members. Three
members represent the shareholders and there is one independent commissioner. The
President Commissioner of the existing board in fact represents minority
shareholders. Mr Johny Widjaja is the owner of PT Tiga Raksa Satria the company
that owned Sari Husada previously. The majority shareholder, Royal Numico NV,
has appointed its officials to the Sari Husada’s Board of Commissioners. Mr Peter
Kroes, the Vice President Commissioner, is the Numico Group Director for Asia-
Africa and Latin America. Another Commissioner is Mr Pim Oomens is a Board
member of Numico. The Independent Commissioner, Dr Suad Husnan, comes from

an academic background. He is an Associate Professor in Finance at Gadjah Mada
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University Yogyakarta. Dr Husnan has already served as a commissioner in Sari
Husada since 1992, before being appointed again at the 2002 Annual General
Meeting as an Independent Commissioner. This independent status is a result of the
Jakarta Stock Exchange’s new regulation that requires every public listed company to
have independent commissioners equal to at least 30 percent of the total members of
its Board of Commissioners. Although Sari Husada did not meet the 30 percent
requirement, the company believed that it had already fulfilled the stock exchange
regulation, and there was no objection from the stock exchange.

The members of the Board of Commissioners receive reports from the Board
of Directors that contain details of operations, finance and other activities. These
Board of Directors’ reports should be handed to the Board of Commissioners before
being reported to Numico’s headquarters in Holland. The Board of Commissioners
and Board of Directors hold a combined meeting at least every three months. Usually
this meeting is held when all Board of Commissioners members are available

especially when the Dutch based commissioners are in Indonesia.

5.9. The Board of Directors Meeting

The Board of Directors have a regular monthly meeting and if it is needed it
is possible to set up an irregular meeting to discuss the current situation of Sari
Husada. There are two forms of Board of Directors meeting, standardised and un-
standardised meetings (interview with Rahmat Suhappy, Production Director). The

standardised meeting is conducted monthly, which discusses the monthly summary
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of targeted and actual figures. If the actual figures vary by 10 percent from targeted
figures the director responsible for this should explain why the differences have
happened. This calculation has been incorporated in a system called EXACT, and it
includes performance appraisal for plant and divisional functions. In this system the
Board of Directors has set up key performance indicators, which are targeted figures
that have been agreed on by all divisions. At the standardised meeting all matters
covering all units and functions of the company, persons in charge and actions that
have been taken are also evaluated. While in an un-standardised meeting the Board of
Directors discusses any other matter that has not been set up in the system or issues
related to inter-departments of the firm which need special attention. This kind of
meeting can happened any time and the topic discussed in the meeting can cover
various matters.

There are indicators of each activity within each unit or function within the
company called Key Performance Indicators (KPI).The key performance indicators
in practise can be in the form of targeted figures. For example, on the production line
there are groups of machinery. Targeted (the management calls them standard)
figures for each group of machinery had been set up. Then at the end of the monthly
period, the actual numbers can be calculated. Any deviation from the standard figures
should be summarised and should be explained and any spare capacity should also be
clarified. Any deviation from the targeted figures are expected to have been taken
care of by the person in charge and action should also been taken by the manager or

lower level staff in charge. From past experience, most of the deviations are caused
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by the wrong decisions of the manager or the clumsiness of the operators of the
machines. If everything is run as expected the director’s meeting can decide what
action should be taken to handle the spare capacity. The board meeting can anticipate
the cyclical demand of company’s products and may offer manufacturing services to
external parties to produce or package their products to optimise the company’s

usage of its production facilities.

5.10. The Production Environment after the Crisis

The leadership vision of the company is still focused towards production
costs and maintaining quality products, continuous improvements and profitable
growth. The business climate began to revive in 1999 despite the slow recovery of
the economy, the political stability and the security condition post monetary crisis.
The company’s decision to invest in new sachet machinery has succeeded to boost
the company sales since there is a customer preference for sachet products over
canned products (Annual Report 1999). The application of a cost leadership strategy
and marketing innovation made the company successful in producing the most
affordable infant formula in the country. Combined with the wider and deeper market
penetration and maintaining a superior quality of products Sari Husada retained its
market dominance.

Sari Husada is highly committed towards the safety aspect of its product and
environment since the firm manufactures nutritious food and beverages for infants,

children and adults. The implementation of modern management of a product safety
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system or Hazard Analysis and Critical Control point (HACCP) is one of the firm’s
efforts. The function of this management system allows for identification, evaluation
and control of product safety within the supply chain and production process. This
system is to prevent, avoid and eliminate the danger of contamination, microbiology,
chemical and other foreign object polluting the product. Furthermore Sari Husada is
also committed towards the preservation of the environment by implementing the
ISO 14001 system. This environmentally friendly system requires a mandatory work
procedure of monitoring and testing potential areas that may impact on the
environmental conservation.

In the human resource development area PT Sari Husada focuses and plans to
maintain and to enhance the quality of its staff by conducting a number of domestic
training programs and providing opportunities for its managers to train abroad. By
using the labour market remuneration level as a reference the company was also able
to improve the employees’ remuneration package. These policies are benefiting PT
Sari Husada in improving its excellent industrial relations. Furthermore in the social
responsibility area the company provides a number of scholarships to less privileged
children and free medication for the community within its neighbourhood. The firm
has opened a public health centre called Bethesda Husada to surrounding community
and a special health service facility for medical assistance for mothers and children

called Panti Husada.
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5.11. The Marketing Function

Historically, Sari Husada only conducted production activities. Marketing
and distribution activities were done by Tiga Raksa Satria. Since Numico became
involved in the management of the company, Sari Husada started to deal with
marketing activities, even though it had not been active as a marketing division of
other companies. At the beginning of the 70s, when the company was still under
Kimia Farma, the distribution function was conducted by Tiga K, a distributor
appointed by Kimia Farma. After Tiga Raksa Satria controlled Sari Husada and
because its core business was in trading, then Sari Husada ended its relationship with
Tiga K. Tiga Raksa Satria developed a subsidiary to become the sole distributor for
Sari Husada’s products, which was Tiga Husada Ekatama (THE). This Tiga Husada
Ekatama that finally became the embryo marketing and distribution division for Sari
Husada’s products, even though it was still the part of Tiga Raksa Satria. Starting
from the first of January 1999, Tiga Husada Ekatama has been excluded from Tiga
Raksa Satria and the staff has been recruited by Sari Husada as Marketing and Sales
division staff (interview with Anwar Santosa, Internal Auditor).

Based on this historical root, it seems that organisationally the marketing
function is separated from the production unit. This separation was continued by
Numico, and it also fused its marketing division with Sari Husada’s marketing
division. These combinations can save marketing cost and Numico also has
marketing experts that can be utilised by Sari Husada. Another fact which should be

taken into account is the imbalance between production and marketing capabilities.
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Sometimes the production division would not produce as much as sales needed, and

on the contrary, the production would be in excess of marketing requirements.

5.12. The Employee and Labour Union

Most Sari Husada staff and employees are originally from Yogyakarta, only a
few directors and managers are from other cities. Because of this, employees at the
production facilities apply the Yogyanese culture in their environment. The
Yogyanese tradition, which is rooted from Javanese culture, is evident in the staff
behaviour, their loyalty and low profiles (interview with Agung Widyatmoko, Labour
Union). Although they practise this tradition they still work professionally.

When Numico took over Sari Husada and expatriates started to be involved in
the company new methods have been introduced. Some employees could not adapt to
those changes. It is normal that their instinct refused the changes because those
changes caused a feeling of discomfort in working conditions. But they finally
realised that the new methods were more efficient. They accepted the changes after
deciding that the new methods were better than the old ones. They realised that with
the new system, they could do their daily activities better and easier.

Sari Husada employees do not mind who owns the company and who is
appointed as director. To them what is important is that the owner and manager have
objectives to maintain and develop the company to a brighter future. Their attention
is more focussed on job security in the company. They believe that key foundation of

Sari Husada production facilities is in the middle to bottom level employees’ hands.
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Those staff have known each other for such long time. They have built honesty and
trust among them. Management change would not affect them as long as the
company retains plant managers down to bottom staff level.

Sari Husada has one labour union named Perkasa (abbreviation of Persatuan
Karyawan Sari Husada or Sari Husada Labour Union). Membership of Perkasa is
open to all employees, only the directors are excluded. Most of its members are
production people in Yogyakarta and Klaten. All activities in Perkasa are free from
the involvement of the company’s management and represent all of the employees’
needs. Perkasa is to fight for equitable rewards for employees’ effort. A career path
for the employees is also sought by the labour union. The opportunity for existing
employees to be promoted to higher positions is the focus of its effort. For example,
as long as a position can be filled by inside people, the company does not need to
recruit outsiders.

Staff up to manager level have equal opportunity to sit on the board of
Perkasa. The Perkasa Chairman must be held by a person from lower than manager
level, where hopefully the person is free from direct management’s influence and is
closer to lower level employees.

With regard to the industrial relation agreement, Perkasa’s duty is to
accommodate employees’ aspirations. Perkasa also has role as a mediator between
employees and the company when conflicts arise. Perkasa and Sari Husada
management jointly sat and decided on the renewal of the industrial relation

agreement within the company. That agreement is to be used as a reference if any
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disputes emerged. In the case when the problem is in a grey area, Perkasa will
represent employees to make decision together with company’s representatives. The
industrial relation agreement between employees and the company is to be evaluated
every two years.

The Perkasa committee consists of eight people. This committee is
responsible for the daily operation of the labour union. Perkasa also has other units,
such as a Kebora (kebudayaan dan olah raga, or culture and sports activities) unit, a
religious unit, an educational unit, and a cadre and regeneration unit. The Perkasa
committee holds its general meeting once in every three years. The committee
members are elected at this general meeting. This meeting is run democratically and

is free from management’s intervention.

5.13. The Pension Fund

Sari Husada has a separate company which manages its pension fund. This
pension fund is named Dana Purna Karya (DPK). DPK follows the Pension Fund
regulation of Indonesia to provide a pension program with defined benefits to its
members. To be included in this pension program a 5 percent contribution is
deducted from each member’s salary. Sari Husada adds another amount equal to 10
percent of an employee’s salary. This total amount of 15 percent of employee’s
salary is managed by the pension fund.

An employee who retires from the company will receive a benefit of 2.5

percent of the last salary times the length of working period within the company. All
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employees have been members of pension fund program since 2002, with the
exclusion of directors. The pension fund has a limitation on its capacity to pay
directors pensions.

The pension fund has its own management, usually appointed from the
middle manager levels of Sari Husada. This management is monitored by a
controlling board, which is consists of directors and a retired director. The
management may manage its fund using any kind of investment activity which is
aligned with the Indonesian Pension Fund Investment rules released by the Ministry
of Finance. It can invest its funds in time deposits, securities, bonds or shares. DPK is
also registered as member of the Indonesian Pension Fund Association and has been
since 1998.

The DPK pension fund also has a business unit to sub-contract several
working activities in the company. Some jobs which are not directly related to Sari
Husada’s main activity such as security guards, cleaning service, packing and
material transportation are subcontracted to DPK. The idea of establishing this
business unit of DPK was actually to give opportunity for employees who were
affected by the redundancy program prior to Numico’s takeover. That termination of
work was imposed on employees who worked at divisions and units which supported
the main company activities. Those terminated workers then joined with DPK to
continue to work at the same place at Sari Husada. The difference was they are no
longer Sari Husada employees. From the financial point of view, those workers were

happier. They would receive more or less the same amount of income and got a
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golden hand-shake compensation accumulated with their pension fund. DPK also
does direct selling of Sari Husada products to areas which are not covered by the

main distributor (interview with Anwar Santosa, Internal Auditor).

5.14. The Majority Shareholder
This section discusses the condition of Sari Husada when Numico entered
into the company, its effect and the development of the Numico strategy as the parent

company.

5.14.1. The Entry of Numico

At the end of 1997 when Sari Husada faced financial difficulties a Dutch
company was approached. Nutricia International B.V. Holland (later known as
Royal Numico N.V. after merging with Milupa — Germany, and Cow and Gate —
United Kingdom), one of the world leaders in infant milk formula production, was
interested in buying a significant interest in Sari Husada shares. In early 1998
Numico’s first involvement in Sari Husada began when it bought 45 percent of the
total shares from Tiga Raksa Satria. At that time Sari Husada was unable to move
forward because of various burdens. The most substantial hurdles were that the
company’s profits became consumed by servicing debt and new credit on viable
terms was very hard to obtain. Numico injected a substantial amount of funds to
abolish Sari Husada’s debt as well as taking on 80 percent of Sari Husada capital

spending program for the new factory. “(W)ithout this, we would have had to seek
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new loans, which had very high interest rates.” (interview with Dwiyatno
Siswosumarto). The new investment has been to boost Sari Husada, the leading
player in its sector with a 60 percent market share in infant milk formula sales, from
an entirely domestic-oriented business to an exporter with regional and international
orientation. Dwiyatno said, ”(w)e have been making preparation towards the global
market but we lacked the experience and expertise to expand globally.” Numico
involvement has accelerated the process by providing management expertise, new
technology and enhanced financial credibility. By late 1998 Sari Husada had begun
to export its infant milk formula to Iran and seriously exploring the Gulf, Middle East
and Asian markets. Under Numico’s guidance Sari Husada’s management also kept
its eyes on developments in the local market. The firm was to keep its products
accessible to Indonesian people during the crisis. Sari Husada took social
responsibility seriously by offering cheap products in smaller packages and giving

donations to poor people.

5.14.2. The Development of Numico Strategy

Since it expanded Numico has faced financial difficulties. The acquisition of
baby formula producers around the world combined with an unsuccessful acquisition
of food supplement chains in the US forced Numico to change its strategy. New
management has been brought on to the Board of Directors. The appointment of Jan
Bennink as President and Chief Executive Officer at the beginning of 2002 has

marked a change in Numico’s strategy. The companies acquired by the expansive
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acquisition which did not perform were to be sold. Numico has defined its new
strategy to focus on its strong points.

Numico then defined its-self as “a high-growth, high-margin, specialised
nutrition company” (Numico Annual Report 2004). It specialises its products in
nutrition for babies, sick and elderly people. It is targeted as the European market
leader in baby food for the age range of 0 — 3 years. Numico also aims to be leader in
general malnutrition, disease-specific and dietetic nutrition in Europe and
internationally. It continues to divest subsidiaries which can not meet the vision. The
unsuccessful subsidiaries in South Africa, Brazil and China have been divested. The
adoption of corporate governance standard into the firm also has been implemented.
Some new strategies have been introduced. Numico wanted to capitalise on the
strength of the people, processes and brands. It would put its effort in strong business
stewardship, innovation management and continue to streamline its operations
(Numico Annual Report 2004, p. 7).

From then Numico has just two core businesses, which are baby food and
clinical nutrition. Sari Husada with its core business in infant formula milk products
was not affected by the Numico decision in 2003 to go back to their core businesses.
Even more, Numico labelled Sari Husada as the centre of its growth to strengthen
market share in Indonesia through the SGM brand, while another subsidiary Nutricia
Indonesia Sejahtera focuses on premium products (Numico Annual Report 2004, p.

20). Although another Numico strategy is to bring its formula closer to breast milk,
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it follows the International Code of Marketing as guiding principle marketing effort

that “breast is best”.

5.15. Conclusion

This chapter has described the history of Sari Husada as well as its organs and
functions. Each ection illustrates the condition within Sari Husada prior to or after
Asian economic crisis. What changes happened within the organs is comprehensively
illustrated. Those descriptions are to be used as based of analysis for the next
chapters.

The next chapters will discuss the analysis of corporate governance practise,

the changing of corporate culture and the strategic management of Sari Husada.
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CHAPTER SIX
THE CORPORATE GOVERNANCE SYSTEM

OF SARI HUSADA

6.1. Introduction

Corporate governance can be defined as the relationship between
shareholders, directors and management, the corporate governance tripod, as Monks
and Minow (1995) call it. However, in the development of the corporate governance
area, the boundary of corporate governance includes other stakeholders (Tricker,
1994). According to Tricker, corporate governance addresses issues faced by boards
of directors in interacting with the management of a company and its relationship
with the owners and other parties related to the company’s activity, including
creditors, fund providers, analysts, auditors and regulators.

The issues relating to corporate governance are mostly derived from two
questions; (1) who benefits from corporate decisions, and (2) who should benefit
from management actions. Most of the discussions on corporate governance tries to
answer those questions. Above all, corporate governance is not an end in itself, but it
is a means of achieving corporate objectives and strategy. To include all
stakeholders’ interests in a company, the discussion should begin with the corporate
governance system and variables that affect a company’s practise. This chapter will

analyse the corporate governance variables that are reflected in the corporate
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practises in the studied company from the Indonesian business environment’s view

point.

6.2. The Corporate Governance Model

The studies of corporate governance around the world mostly assume that
there are two separate governance models. The first model is the Anglo-Saxon
/stockholder/ outside model of corporate governance and the other is Rhineland
(Continental)/ stakeholder/insider model. The first model is based on free market
operation, where the enterprise is an instrument for achieving shareholder wealth. It
is characterised by a greater mobility of capital in the market and widespread
shareholding in firms. The other model explains that the role of a company is beyond
the maximisation of shareholder wealth and it pays a better attention to other
stakeholders. Shareholders in this model are parties who hold their shares for a
longer-term than the Anglo-Saxon model. The insider model is based on concentrated
shareholding and also in this model, the contribution of institutional investors is
relatively limited (see Weimer & Pape (1996); Nederlands Christelijk
Werkgeversverbond (1997); Van Hulle (1996) and (1997); Franks & Mayer (1992);
and Van den Berghe and De Ridder (1999)).

There are numerous variables that differentiate corporate governance systems
around the world. Among the corporate governance studies, the Van den Berghe and
De Ridder study gives detailed factors that determine a specific corporate governance

system. Van den Berghe and De Ridder (1999) state that there are fourteen (14)
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relevant factors that determine a specific corporate governance system. In this case
study, those factors will be elaborated on a case by case basis. Those relevant factors

will be used to analyse the corporate governance system in Indonesia.

6.3. Enterprise

Van den Berghe and De Ridder (1999) try to clarify whether: (1) an enterprise
is a means to service the shareholders, where the main goal is to maximise
shareholder wealth; or (2) it emphasises more within the enterprise itself with a
specific view to balance the contending sub-interests. In between those two poles a
company can choose either to satisfy shareholders’ interests or to meet the other
stakeholders’ interests. PT Sari Husada Tbk stands in between both poles. The
company, as a subsidiary of Royal Numico N.V. Holland, attempts to satisfy the
controlling shareholder, while considering other interests, such as its management,
employees, community and the company itself. This process is reflected within the
daily operations of the company where the appointment of management, and the
accounting and operation system (namely EXACT, the computer accounting system
required by Royal Numico) are strongly identified as being a requirement of the
major shareholder. The EXACT system itself is used and requires monthly activity
reports which are required to be submitted to headquarters in the Netherlands. From
another angle, the headquarters provides an opportunity to the company to choose its
chairman of the board of commissioners, who represents the minority and former

controlling shareholder, and the president director, whose nomination and
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appointment is based on the minority shareholder’s proposal. These are
representations of the balanced accommodation of different interests within the
company. However, when the independent director and commissioner, who have no
ties to the controlling shareholder, suggested that it would be better for Sari Husada
to be managed independently, the headquarters were willing to withdraw its Holland

officials from the management team and to replace them with local executives.

6.4. Free Market

Does the market operate freely and does the government take regulatory and
market disciplinary actions? The Indonesian stock market operates without
intervention from any party, including the government. The stock price fluctuates on
the basis of supply and demand for the shares on the market and some external
conditions which affect the market, such as economic and political issues. The
Capital Market Regulator or Badan Pengawas Pasar Modal (Bapepam), the agency
developed by the Indonesian government, issues regulations related to the activity of
Indonesian capital markets. Consequently, all market players, including stock market
operators, investors, brokers and issuer companies, have to comply with those
regulations with no exception.

There is also a National Committee on Corporate Governance (NCCG) in the
Indonesian capital market environment. This committee acts as a self-regulatory
agency, it issues the Indonesian Code of Conduct, a set of guidelines which should be

complied with by companies, especially public listed companies. In this set of
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circumstances, the market activities are left to the market players, and the Bapepam
only makes sanctions against the players which do not comply with the regulations.
The management of Sari Husada feel that the company can choose
appropriate actions within the corridor of the regulations of the stock exchange. In
the application of the regulation that require companies to have an audit committee,
Sari Husada gave a deep consideration to whether it should follow this regulation and
bear additional salary expenses or decide to omit the rule since its internal audit team
was already independent from executive intervention within the company’s structure.
In appointing independent commissioners, Sari Husada is of the opinion that it is
enough to have one independent commissioner, although that only represents 25
percent of the total commissioners, rather than adding another commissioner to fulfil
the minimum regulation requirement of 30 percent independent commissioners out of
the total board members. Those governance decisions, according to Mr Anwar
Santosa, the assistant corporate secretary, were taken after weighing all costs and
benefits. Mr Santosa said: “(t)he Internal auditor’s job has already covered the audit
committee function... In some cases an outside auditor will be difficult to cover
significant findings (because employees are reluctant to give detailed information) ...
We are not only burden with the additional expenses (of establishing the audit
committee), but there will be a duplication of tasks. We also need to spend our time
to find persons who are fit to appoint to audit committee positions”. Mr Santosa
added: “(a)lso the regulation that requires a minimum number of independent

commissioners of 30 percent of total commissioners, | suggest (to President Director)
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that we do not need to add another independent commissioner, so our independent
commissioners will be 2 out of 5 commissioners. It will be easier and save (salary)
expenses if we only have 3 commissioners in our board” (interview with Mr Anwar
Santosa, 2002). Because the Jakarta Stock Exchange and the Capital Market
Supervisory Agency had yet to impose a penalty on companies which failed to
comply with the regulation on independent commissioners, Sari Husada chose to

keep its board of commissioners composition as it had before.

6.5. Governance Structure

The governance structure mostly takes the form of a one tier board or a two
tier board. In the one tier countries, i.e. UK and US, companies only have a single
board of directors. This board consists of inside (senior management) directors and
outside (independent) directors. The chairman of the board can be either Chief
Executive Officer or another appointed (outside) director. On the contrary, in the two
tier board countries, i.e. Germany and Japan, companies have two separate boards.
One is a board of directors that runs the daily operations of the company and the
other is a supervisory board that monitors the board of director’s functions.

The Indonesian governance structure uses a two tier board, where the
management board is called the board of directors and the supervisory board is called
the board of commissioners (Company Law No 1, 1995). In this two tier governance
structure, the day to day operation of the company is in the hands of management.

The supervisory board monitors and gives suggestions when they are needed by the
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management board. The commissioners only intervene when the decisions of
management are related to the bigger interests, such as investment decisions or
discontinuation of a line of business. The nomination of a member of the board of
directors is usually discussed at the supervisory board level, and the appointment
officially starts right after it is decided by the general meeting of shareholders.

The two tier board in Sari Husada represents the most influential party of
shareholders. The board of commissioners consists of four members, two members
are representatives of the majority shareholder (Numico), one member who is also
chairman of the board represents minority shareholders and one of the independent
commissioners is appointed by minority shareholders. The board of directors consists
of five members. They are the President Director, who is also corporate secretary and
iIs a mature professional executive; the Vice President Director and Production
Director who represent the majority shareholder; the Quality Assurance and R&D
Director is the reappointed member of the old team; and the Marketing Director is a
professional from the same industry. The management team of Sari Husada holds the
power to run the business without any intervention from any party. The suggestions
from the board of commissioners and the controlling shareholder are taken when

these suggestions are considered beneficial to the company’s interest.

6.6. Independent Directors

The independent directors, who usually are outsiders and are not actively

involved with the daily operation of the company, are represented on the board of
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commissioners. This supervisory board usually has a representation of major
shareholders, minority shareholders, and also professionals or academicians who are
invited to sit on the board. The capital market regulations have a rule that public
listed companies appoint at least 30 percent of their commissioners from outside
commissioners. It means that these independent commissioners should not be related
to the management and also the appointment should be free from major shareholder
intervention.

Dr Suad Husnan, Sari Husada’s independent commissioner, has an academic
background and a PhD degree in the finance area. He contributed to the company’s
decision to acquire Sugizindo in 1994. Sugizindo is a company which has a
production facility in the same industry. He also made a contribution through
hedging decisions during the imported materials prices fluctuation in 1998. Like
other Indonesian supervisory boards, the Sari Husada board of commissioner has no

member representing employees.

6.7. Shareholding Structure

The shareholding structure covers several factors such as type of
shareholders, level of concentration of shareholding and the extent of involvement of
the shareholders in the company’s activities. The shareholding of Sari Husada can be
broken down into around 84.5 percent of shares held by foreign institution and
investors, and about 15.5 percent of shares held by Indonesian institutions and

investors (Sari Husada Quarterly Report, September 2003). Among the foreign
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owners, the Numico group (Nutricia International BV) has an interest of 80.85
percent of Sari Husada shares. Indonesian institutions hold 10.44 percent and
Indonesian public shareholders hold 5 percent of the company’s shares. The
domination of Numico’s interest as the controlling shareholder is translated into the
implementation of Numico headquarter’s policy through the financial and reporting
system. Sari Husada as the subsidiary is required to submit monthly reports to the
Numico head office and explain every item of actual-targeted budget differences.
These conditions, although beneficial to Sari Husada in having such a sophisticated
financial and reporting system, can be viewed as a disadvantage by the minority
shareholders, became the minority shareholders only get the financial report on an

annual basis within the general meeting of shareholders.

6.8. Cross-Shareholding

Cross shareholding often exists in some listed companies in Indonesia,
especially within companies that are conglomerates. Although cross-shareholding
does not exist in Sari Husada, the controlling shareholder has the privilege to appoint
its officials to sit on the board of directors and board of commissioners as well. On
the management board, two out of five directors are appointed officials by Numico.
Mr Felix Purwadi Mulia (the Vice President Director) and Mr Rachmat Suhappy (the
Production Director) have previously served as directors in other Numico’s
subsidiaries. On the board of commissioners Numico appointed two of its senior

officials to sit as members. Those commissioners are Peter Kroes (the Group Director
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for Asia, Africa and America) and Wilhelmus Henricus Oomens (former Chief
Financial Officer). This strong composition of board members, accompanied with the
monthly financial and production reports to the head office, leads to the full

monitoring of Sari Husada by Numico.

6.9. Intra-Group Relations

The standard of financial and production reporting imposed by Numico gives
a strong indication of the control and monitoring effect of headquarters policies.
Similar to Sari Husada, Numico has another direct subsidiary, called Nutricia
Indonesia Sejahtera (NIS), and one indirect subsidiary, called Sugizindo, which is
wholly owned by Sari Husada. All of these companies are involved in the same
industry, i.e. baby food manufacturing. Although it seems that the three Numico
subsidiaries might fight for the same market, from the beginning there has been clear
differentiation among them. Sari Husada as the Indonesian market leader of baby
food products produces its own brands, while Nutricia Indonesia Sejahtera produces
licensed brands under Numico’s flag and Sugizindo concentrates on delivering the
service of production activity to other companies. Sari Husada concentrates its
market on low to middle income households, whereas NIS consumers are upper level
households. Because of this segmentation, both Sari Husada and NIS have no direct
competition against one another. It is also expected that both companies could reduce

expenses by joining forces in marketing their products.

102



6.10. Financial Structure

Sari Husada has a solid financial structure. The company managed to book
profits during the year of economic crisis (see appendix). After experiencing the
shock of the financial crisis, as a result of moderately high debt in 1997, the
company’s management developed a strong policy in finance to erase debt from its
balance sheet (Sari Husada Annual Report, 1998). With total assets amounting to
1.03 trillion rupiahs, Sari Husada broke the one trillion assets level in 2003 (Sari
Husada Quarterly Report, September 2003). As well, the company retained liquidity
by holding current assets amounting to more than 760 billion rupiah. The proportion
of equity to total assets reached more than 90 percent and indicates that the company
has been successful in accumulating its profits into investments. The portions of less
significant liabilities are mostly in the form of trade payables, tax payables and
accrued expenses. With this strong financial structure, the outstanding shares are in
mostly stable hands. The active market for the company’s shares seems non existent.

Only a small fraction of shares are traded on the stock exchange.

6.11. Pension Funding

The role of institutional shareholders in financing the company is relatively
limited. There was a tendency for a decreasing proportion of institutional
shareholding in Sari Husada. However, it can be seen from Sari Husada’s quarterly
report of September 2003 that this proportion had declined by around 1.6 percent of

total shareholding from more than 15.7 percent in 2002 to around 14.1 percent in
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2003. The Indonesian institutional investors’ interests also decreased by 1.9 percent
of total shareholding from 12.3 percent in 2002 to 10.4 percent in 2003. Despite this
condition, the foreign institutional investors’ interest relatively increased from 3.4
percent to 3.7 percent of total outstanding shares. It is not revealed the proportion
held by the pension fund in the institutional holding. The company’s secretary does
not have a record of the type of investors who hold the company’s shares. The
Security Administration Agency or Biro Administrasi Efek (BAE) does not supply
detailed information on shareholder classification to the listed companies on the
Jakarta Stock Exchange. It is hard to comment on the accessibility of pension funding

as a source of finance to the company.

6.12. Anti-Takeover Mechanisms

Most of the shareholders of Indonesian listed companies are the
family/founders of the companies and conglomerates/holding companies.
Institutional investors and public (individual) shareholders only hold a relatively
small portion of outstanding shares. The majority shareholders mostly appoint the
members of the family or group officials to serve as directors or commissioners in
those listed companies. Some state owned enterprises (SOEs) and some restructured
firms, which the Indonesian government has an interest in as a result of government
restructuring programs, are managed by government officials or executives who are
appointed by the government. As a result , the controlling shareholders are able to

monitor day to day operation of the companies, and most of the companies’
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executives actions would be under the microscope of the majority shareholders. This
situation means that hostile takeovers do not exist on the Indonesian stock exchange.
At the same time, the market for corporate control is also in a vacuum since the
actively traded shares on the stock exchange only amount to a fraction of the total
outstanding shares of the listed companies.

As the controlling shareholder with more than an 80 percent interest and its
officials appointed to serve on the board of commissioners and board of directors,
Numico has the ability to monitor every Sari Husada action. Numico’s interest will
not be affected by any transfer of ownership of the company’s shares traded in the

stock market.

6.13. Transparency

The Capital Market Supervisory Board (Bapepam), as the market regulator,
has issued the disclosure regulations for annual reports of listed companies. This
regulation actually has already introduced a quite similar level of disclosure, which is
required by major stock exchanges in the world. The Jakarta Stock Exchange
Committee or Bursa Efek Jakarta (BEJ) with the collaboration of the Asian
Development Bank (ADB) has introduced an Annual Report Award program for
listed companies which comply with the disclosure regulation. Every year the Jakarta
Stock Exchange announces the three best annual reports of listed companies and
gives rewards to them consecutively. Unfortunately, this Annual Report Award

program is only responded to by a small portion of the listed companies since this
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program is on a voluntary basis. Most of listed companies on the Jakarta Stock
Exchange refuse to enter the program since they think that their annual reports will
not meet the requirements and will not compete with ones that have been submitted.
Moreover most of the listed companies do not see that such disclosure of their annual
reports will be beneficial to them. They think the more their level of disclosure the
easier the competitors can see their secrets. The stock market regulator seems to let
this unfortunate circumstance happen repeatedly. The market authority does not act
to penalise the listed companies that do not comply with disclosure regulations.

Sari Husada knows that its annual report does not satisfy all parties, although
the company has tried to comply with the disclosure regulation. Detailed information
is only given to shareholders during the general meeting of shareholders or when it is
required by the shareholders. The company also refuses to enter the annual report
award program, because it thinks that there is no point in entering the program and its
report will be eliminated during the contest. As Mr Anwar Santosa says, “(t)he
company decided not to enter in the annual report award this year (2002) because we
realise that our 2001 Annual Report contains less information and has many
disadvantages” (interview with Anwar Santosa). From interviews with Sari Husada
management it can be summarised that the firm’s decision is to give adequate
information for any user of the annual report and to achieve stability and avoid any

negative impact from overstating unnecessary information to stakeholders.
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6.14. Stakeholders’ Influence

Although most of the Indonesian listed companies’ shares are held in the
hands of the founders’ family and conglomerates, the rest of the stakeholders still can
play some role in determining companies’ futures. Those stakeholders are considered
to be minority shareholders, employees, banks and capital providers,
government/regulators, non-governmental organisations and customers. Minority
shareholders can play their role in the companies by the appointment of independent
commissioners that representing those shareholders’ interests. These independent
commissioners will represent minority interests in the board of commissioners
meeting with the executive board. Employees from the lower level up to senior
managers are supposed to serve the best interest of the company. If they think that the
strategic decision made by board of directors will not be beneficial for the interest of
the company, they can resign or protest about the policy through the union channel.
The government and capital market regulator can introduce regulations that are
favourable for all stakeholders of the company and give penalties for those that do
not comply with the regulations. Non-governmental organisations (NGOs) that are
concerned with corporate governance issues have emerged in the last few years.
These NGOs play roles as pressure groups for regulators and companies to set
corporate governance regulations and comply with those regulations respectively.
Customers and banks and financial providers, although, they can not participate
much in requiring a good corporate governance practise by the company, they

actually can still participate by avoiding the company’s products and refusing future
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debt arrangements for companies which do not intend to practise good governance.
This condition applies to most of the listed companies on the Jakarta Stock

Exchange, including Sari Husada.

6.15. Labour Market

The high level of unemployment in the country directly impacts a company’s
employee recruitment and selection process. A company can choose widely the
employee candidates who are the most beneficial for its interests. There are
unemployed skilled workers available in the labour market. The current employees
are in a weak position since they can be easily removed from their jobs and replaced
with new workers when they make mistakes or if they are not needed by the
employer. Although Indonesia has the Ministry of Man Power with the duty to
protect and assist employees if they are in conflict with the employers, in fact the
enforcement is still weak and the labour forces are in a disadvantaged position. The
Labour Relation Law (i.e. Law No 3 year 2003), that regulates social insurance for
the labour force already exists, but in practise many Indonesian companies neglect
this regulation by not providing insurance for their employees. Because of global
competition and the lowering of the manufacturing cost, employers often limit the
salary for their employees, even under the regional minimum wages or upah
minimum regional (UMR). This minimum wage is the lowest limit which an
employer should pay to its employees and is set by regional governments based on

the minimum living costs in the region. Many labour unions have struck to protest
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the current situation, but the employers or even the government officers seem to
ignore it. The high unemployment rate is often used as a reason to justify this low
payment. Only in a small number of companies do employers serve their duty of care
to their employees by paying above the regional minimum wages.

Sari Husada has a policy to raise the employees’ salary to above the national
average salary level. As Nunung L. Puspitasari (Sari Husada Human Resource
Development Manager) said “(w)e always benchmark our salary rate to the national
salary level in the same industry, based on research conducted by an independent
survey institution. We gave above average salary to our employees.” (interview with
Nunung L Puspitasari). This is the most important factor in retaining current
employees and to attract future employees. Supported by the familiar working
atmosphere, the staff feels comfortable and happy to work with the company.
Moreover for employees who work in the Yogyakarta factory area, the small city life
is really enjoyable and makes life easy. The company even promises a generous
bonus and other rewards when the employees succeed in increasing their

performance and contribute to the overall performance of the firm.

6.16. Disciplinary Mechanism

A mechanism for disciplining senior managers to pursue the maximum
interest of the shareholders seems to be non existent. Most members of the board of
directors represent their own stake in the company or they have close relations with

the shareholders. The appointment of management in the general meeting of
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shareholders is like a rubber stamp of the major shareholders’ decision. The situation
may be different in some companies where the appointment of directors is based on
professionalism. In those companies a disciplinary mechanism usually takes place in
the form of remuneration linked to the companies’ performance. The directors in
these companies should be aware that their performance is the key evaluation factor
to lengthen or dismiss their professional contract. This situation affects the labour
market for professional managers and only exists for modern local companies and
multinational firms.

Sari Husada is in the same situation as most of the Indonesian listed
companies where most senior managers are appointed by the majority shareholders
and shadowed by the controlling shareholders’ interests. Together with the coming of
more professional managers who have joined the firm in the last few years, the view
points of managers and staff have changed. They are not a kind of puppet that
follows the shareholders’ will anymore. Now they are free to express their intentions,
even to move to another company when they feel that the current company can not
satisfy their personal needs. There is always a professional labour market for

qualified managers and staff.

6.17. Conclusion
The discussion of corporate governance was related to the party/parties that
actually are and should be served by a company. Serving the maximisation of

shareholder wealth, as Anglo-Saxon/shareholders/outsider model is at one pole,
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while giving more importance in serving other stakeholders is at the other pole. The
practise of corporate governance across the world can differ between those two poles.

In the case of Indonesia, although the corporate governance structure is two-
tier boards and the companies’ shares are concentrated in the hands of limited parties,
in practise most Indonesian companies focus their effort in maximising the
shareholders’ interests. Sari Husada has moved toward putting its attention more on
the stakeholders of the company. Step by step the senior management team has
succeeded in directing changes in governance practise toward an ideal condition for
Indonesian companies. Although the process is far from finished, at least the major
shareholders and other stakeholders are happy to accept the changes.

After analysing the corporate governance system of Sari Husada, the next

chapter will discuss the changing corporate culture at the subject company.
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CHAPTER SEVEN
THE CHANGING OF THE CORPORATE CULTURE

AT SARI HUSADA

7.1. Introduction

A company’s real existence lays in the hearts and minds of its employees,
because a business is a human institution (Deal and Kennedy, 1982). Bower (1966)
provides a loose description of corporate culture as “the way we do things around
here.” The pattern of employees’ behaviour and their work environment will
influence the success of a company.

This chapter aims to describe some issues related to the organisational culture
at Sari Husada, within the period of pre- and post-Numico’s acquisition. To do so,
the chapter will describe the definition of culture, organisational culture, changing
organisational culture and finally, the changing of corporate culture that has

happened at Sari Husada.

7.2. Definition of Culture and Organisational Culture

The concept of culture was introduced in 19" century from the fields of
anthropology, sociology and psychology. The first definition of culture, which is
commonly quoted, came from Tylor (1871) who said: “(c)ulture, or civilization, ... is

that complex whole which includes knowledge, belief, art, law, morals, custom, and
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other capabilities and habits acquired by man as a member of society” (quoted in
Kroeber and Kluckhohn, 1952, p. 81). The view of culture in social science borrows
a concept from sociology called symbolic interactionism. This concept states that
human reality is socially constructed. It means that everything around a human being,
like other human beings, institutions, physical objects, events, etc., according to
Blumer (1972), “(i)s derived from, or arises out of, the social interaction that one has
with one’s fellow”. Dollard (1939) also states that “(c)ulture is the name given to the
abstracted inter-correlated customs of a social group.” (quoted in Kroeber and
Kluckhohn, 1952, p. 118). The discipline of sociology acknowledges the concept of
culture as having a focus on human behaviour, development of learning theory, and
the ideas of mutual influence between individuals and their environment. Mead
(1937), as quoted in Kroeber and Kluckhohn (1952, p. 90), suggests that “(c)ulture
means the whole complex of traditional behaviour which has been developed by the
human race and is successively learned by each generation”.

The concept of culture has also been applied in the organisational setting. Van
Maanen and Brealy (1985, p.31) mention that “(t)he notion that organisations have
cultures is an interactive heuristic proposition, especially when explanations derived
from individual-based psychology or structural sociology prove limiting.” The
concept of organisational culture emerged when Schein (1991, p. 9) defined culture
as “(a) pattern of basic assumption — invented, discovered, or developed by a given
group as it learns to cope with its problems of external adaptation and internal

integration — that has worked well enough to be considered valid, and therefore, to be
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taught to new members as the correct way to perceive, think, and feel in relation to
those problems.” Other researchers, Deal and Kennedy (1982), use the term corporate
culture when describing various elements that form organisational culture. They
believed that values, business environment, heroes, rites and rituals, and
organisational communication determine corporate culture. Bower (1966) simplified
the definition corporate culture using another words such as: “the way we do things
around here”. Dearstone (1989, p. 15) in his research adds that “(t)his definition
implies that culture is the observable behaviour of organisational members, reflecting
their deeply held values.” Tichy (1983) also sees that value is the essence of culture.
Tichy (1983, p. 7) mentions that “(c)ultural systems of values with shared symbols
and shared cognitive schemes tie people together and form a common organisational
culture.”

Other scholars, like Burke (1982); Baker (1980); French and Bell (1978);
Bennis and Nannus (1985), and Siehl (1985) also believe that culture consist of many
elements. Burke (1982) gave more emphasis on norms in defining culture. He
considered that norms are standards or rules of conduct that every member of
organisation should comply with. Baker (1980, p. 8) has another view, that
organisational culture is “(t)he underlying set of informal norms and values that
govern employee behaviour”. He also mentioned that culture is *(s)ome interrelated
set of beliefs, shared by most members, about how people should behave at work and
what tasks and goals are important.” (p.8). French and Bell (1978) mention culture,

not only in terms of values and norms, but including feelings, informal action and
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interaction. While, Bennis and Nanus (1985) defined social architecture as norms and
values that form behaviour in any organisational setting. They specifically used the
term social architecture to replace culture. They also mention that this social
architecture has a number of elements, such as: the organisational basic operating
principle, the nature of work, decision making, power, influence and status. Siehl
(1985), another scholar in the same stand, says that culture is values and beliefs that
most of members of an organisation appear to share. This culture is shared through
language, organisational stories, rituals, ceremonies, and organisational practises, like
recruitment, training and reward systems. Trying to sum up the definition of culture,
Boyle (1985, p. 180) in his writing said that culture is “(t)he system of values,
beliefs, myths, tools, and practises through which we respond to our environment.” In
other words he suggests that what is permitted and what is prohibited to organisation
members is culture.

In a comprehensive explanation of culture, Schein (1985) states the definition
of organisational culture as: “1) the rules of the game for getting along in the
organisation, the “ropes” that a new member must learn in order to become accepted
in the organisation, 2) the beliefs and attitudes of employees and/or customers, as
reflected in organisational policies, 3) the dominant values held by an organisation,
such as product quality or price leadership, 4) the norms that represent the members
of a group or of the organisation, 5) behaviours observed when people interact,
including the language and rituals used, and 6) the climate that is experienced within

an organisation by members which includes such factors as the physical layout and

115



the interactions between organisational members and between members and
customers or other outsiders” (quoted in Dearstone, 1989, p. 17).

In a wider view point, some researchers argue that culture is not what an
organisation has, but what an organisation is (see Siehl (1985), Weick (1983), and
Fombrun (1986)). Siehl suggests that culture is what organisation is, not what it
posses. This statement is supported by Weick. He argues that “(o)rganisations don’t
have cultures, they are cultures, and this is why culture is so difficult to change.”
(quoted in Siehl, 1985, p.125). Another scholar supports the argument, Fombrun
(1986) states that culture is not something that managers manage but something that
organisational members create on their own. He does not believe that culture is
something to be manipulated by managers, for example, to make employees to work
more efficiently and produce more products. An organisation can only change itself
if all members of the organisation change. A real culture change can only happen
from the bottom-up. Other researchers, Schein (1985) and Dyer (1984) believe that
there are layered views of culture, which are artefacts, values and basic assumptions.
These layered views of culture are something that are shared by members of an
organisation, worked unconsciously and identified as a rule of thumb of an
organisation’s view about itself and its environment. Dyer (1984, p. 154) specifies
another layer of culture that is perspective. He defines perspective as the “(s)ocially
shared ideas and actions used by members of an organisation to deal with

problematic situations.”
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To sum up the discussion above, it is commonly said that culture is the values
and beliefs held by an organisation. It is reflected in organisational rules of conduct,
rites and policies, practises, stories, languages, and behaviour of organisational

members.

7.3. Changes in Organisational Culture

Some managers try to change the culture of an organisation to improve their
organisational effectiveness and efficiency. They believe that the understanding of
organisational culture, which is focusing on the organisational values, norms and
beliefs, is one of the important factors in relation to their organisational success.
There are some ways that culture can be changed. Some researchers suggest that
there are three levels of change that can be applied in the organisation. These three
levels are: 1) change directed at a particular unit or subsystem, 2) change directed at a
system or set of subsystems removed from the initial target, and 3) change directed at
the entire organisational processes (see Siehl (1095), Golembiewski (1979) and
Kimberly and Nielsen (1975)).

On the contrary, many researchers believe that culture is impossible or
difficult to change. They view culture as what an organisation is. Siehl (1985) and
Schein (1985), among those researchers believe that the true culture of an
organisation is hard to change. The change can only happen in some of the
organisation’s behaviours, values and assumptions. These changes may take place

without the real underlying assumptions of the organisation changing.
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Although the discussion about the changing of culture is yet to finalise, many
researchers argue that the culture itself develops and evolves. Sathe (1985, p. 14)
states that “(c)ulture is subject to development and change because of the learning
going on in the organisation as it copes with its problems as external adaptation and
internal integration.” He adds that the change itself is incremental and evolutionary
rather than radical and revolutionary. The change in an organisation’s culture is
needed when the current culture is basically asymmetrical with behaviour needing to
change to achieve the required level of organisation efficiency and effectiveness.
Goodman and Kurke (1982) believe that the change of culture can be categorised into
adaptation and planned changes. Adaptation is a change which occurs when an
organisation responds to the changing of external and internal forces, while planned
change takes place as a product of organisational planning. Lifson (1984, p. 37)
defines that adaptation as “(t)he systematic change of practise as informed by on-
going developments in the environment.” He argues that adaptation is the key
success factor of an organisation that managers should know if they want to perform
at their best. Tichy (1983) introduces the term of strategic change to address any
change which is “non-routine, non-incremental and discontinuous.” Tichy believes
that this strategic change is required in the event of a crisis or when an opportunity
emerges. This includes “(c)hanges in the environment, diversification, rapid changes
in the technology of the organisation, or a change in the people (the skills or
knowledge of the people; the expectation of the people; or mix or people).” (quoted

in Dearstone, 1989, p. 24). Other researchers, Gilbert and Roberts (1984) support the

118



discussion above with their view that culture is an instrument in which symbols,
myths, rituals, heroes, etc can be employed and shape a cultural constitution of an
organisation that fit to the executive’s desires. At least, most of the researchers
believe that in the case of changing a culture the role of a leader is one of the most

important factors.

7.4. The Sari Husada Corporate Culture

Although the discussion of whether a culture can or can not be changed is still
far from an end, for the purpose of analysing the corporate culture of Sari Husada,
this study follows the arguments that culture can be manipulated. Following Gilbert
and Roberts (1984) who state that symbols, myths, rituals, heroes, etc are
manifestations of culture and not the culture itself, management can use those
elements to support executives’ decisions.

This section will discuss the corporate culture of Sari Husada before and after
the Numico acquisition. The discussion of corporate culture follows the Flamholtz’s
(2001) Culture Management Process. The Flamholz’s process is used because it is
able to describe the change of corporate culture before and after the acquisition. It is
also able to determine the necessary interventions need to take in the future. This
program consists of five steps: (1) describe the current culture; (2) define the desired
culture; (3) develop a culture management plan; (4) implement the culture
management plan and (5) monitor the culture. The following subsections will

describe each step of the process in relation to Sari Husada.
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7.4.1. Sari Husada Prior to Numico Arrival

The first step in the culture management process is to describe the current
situation. Sari Husada was a market leader in infant milk formula and a Tiga Raksa
Satria subsidiary before Numico took it over. The company was a listed company on
the Jakarta Stock Exchange, and had already attracted foreign investors because of its
huge market share. As one of the managers said, “(i)n fact, many foreign companies
had come to Sari Husada to acquire it, but one of the reasons why they retreat was the
(big) number of our employees.” (interview with Anwar Santosa, Chief of Internal
Auditor and Assistant to Corporate Secretary). Sari Husada had around 900
employees. This number impacted the company’s productivity in term of sales per
employee which was only 204.65 million rupiah per employee per annum in 1995.
The Sari Husada executives were aware of its disadvantaged condition. During 1995
to 1997 the board of directors decided to act. Sari Husada made a decision to
benchmark its productivity to a reputable foreign company in dairy products, Santosa
went on to say “(t)hen, the board of directors decided to benchmark (company
productivity) with a foreign company, such as a New Zealand (dairy producer)
company.” (interview with Anwar Santosa).

Based on the benchmark, the executive directors then decided to reduce the
number of staff. “(w)e down-sized our staff from more than 800 staff to around 350
staff, and we still managed to produce our products in an optimal way.” (interview
with Felix P Mulia, Vice President Director). The company productivity was more

than doubled in 1997. The 1997 annual sales per employee increased to 410.54
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million rupiah. The downsizing process was done gradually and accompanied with a
golden hand-shake policy. The lay-off was applied to all supporting activities, such
as drivers, security staff, cleaning service staff, etc. These activities were then
contracted to a third party. The core activity departments still held the same number
of staff.

Although some of the employees’ jobs were terminated, Sari Husada still
considered the ex-employees. Through its pension fund, Sari Husada tried to
maintain its relationship with them. The pension fund then set up a separate
company, named Dharma Purna Karya (DPK), to absorb all terminated staff. The
DPK then submitted a working contract to Sari Husada as a third party related to all
supporting activities, such as the cleaning service, security guards, drivers, catering,
etc. By doing this, the previous staff were still working at the same place but with a
different uniform. “(t)he terminated staff were happy to do the same job, to work at
the same place in Sari Husada, although they were not Sari Husada’s employees
anymore. But at least from financial side they were happier. They got a generous
golden hand-shake payment, and still continued their jobs with DPK.” (Anwar
Santosa, Chief Internal Auditor and Assistant to Corporate Secretary).

Most of the Sari Husada staff have pride in working for the company. Their
motive is work and being servants of Sari Husada. One of the directors said, ”(o)ur
staff have pride in themselves from being employees of Sari Husada.” (Setyanto,
R&D and Quality Assurance Director). Most of the employees are Yogya people,

who hold fast the Javanese culture and are famous for their loyalty to their leader
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figure. Also, a person with a Javanese mentality has difficulty in making decisions
and tends to follow orders from the leader. This staff mentality can be seen as an
advantage and also a disadvantage at the same time, Suroto said “(l) think Sari
Husada has a disadvantage with staff mentality. Our staff have a traditional and a
Javanese mentality. Although it can also be considered as an advantage (because in
the Javanese culture a subordinate will always do what a supervisor says)...They will
not sit on their chair before the ring of the 8 am bell, and will leave their desks when
the 4.30 bell rings.” (Joko Suroto, Financial Controller Manager). The Javanese
background of the staff was clearly demonstrated in such a traditional behaviour,
“(w)hen 1 joined the company, the first time | entered my room in the Yogya office,
all of the staff in that room stood up and saluted me at the same time. They honoured
a director with a very high respect.” (Felix P. Mulia, Vice President Director). One
day, when a machine at the plant was broken, and the spare part for the machine was
not available in Indonesia the executive director asked a production manager to buy
the part in Singapore, but, “(t)he Production Manager was assigned to find the part in
Singapore. When he came back, he did not bring any spare part, but only brochures
from some suppliers, because he was afraid to decide which spare part he had to
buy.” (Suad Husnan, Independent Commissioners).

Prior to the Numico take over, most of the executive directorships were
occupied by production people, who were close to Sari Husada employees in their
hearts. The strong leader figure was seen as Dwiyatno Siswosumarto (called as Pak

Dwi), the former President Director. ”(P)ak Dwi was a very trusted figure. When he
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said that we were in trouble our employees heard him.” (Erista Adi Setya, Plant
Manager of Klaten Factory). Another manager added, ”(w)e have a dream proposed
by Pak Dwi. Our company is in Yogya (far from the capital city Jakarta) and the
market often underestimates a local company like Sari Husada. But, we have a
mission to breastfeed Indonesia.” (Nunung L. Puspitasari, Human Resources
Development Manager). This mission is within the framework of the company
vision, “(o)ur vision is to promote the health and intellectual development of
Indonesian children by providing the best nutritious food.” (Annual Report, 1998).

The company also offers its employees a pension fund program. This
program, although it is not an obligation according to Indonesian law and it adds an
extra expense to the company, is one way of expressing the view that Sari Husada
wants to take good care of its staff. The staff can choose whether to join the program
voluntarily. “(T)he pension fund program is managed for employees who voluntarily
join the fund. Every staff member has a right to joint. Most of our staff become
members of the pension fund program, except a few staff in the marketing
department...The pension program is financed by the staff and the company. Every
month 5 percent is deducted from staff salaries with a further 10 percent added by the
company to this program.” (Felix P. Mulia, Vice President Director).

Sari Husada is well-known for its low production cost. For that reason the
company is able to sell its products cheaper than its competitors. This statement is
supported by one of company’s directors, “(i)f we can increase the volume of

production, we can optimise the spare capacity, and in the end our production cost
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can be reduced” (Setyanto, R&D and Quality Assurance Director). Another manager
added, “(w)e need to focus our production at low cost for product with a standard
quality... We are in the middle-low class market segment...This segment has 80
percent of total market size for infant milk formula.” (Agus Budiyanto, R&D and
Quality Assurance Manager). Jenny Go, Marketing Director said, “(w)e define
ourselves as providing for the middle-low class consumers... This is the biggest slice
of the cake (around 80 percent of total market)... The upper class customer will be

served by Nutricia (Indonesia Sejahtera).”

7.4.2. The Desired Culture

The second step of the Culture Management Process is defining the desired
culture. Of course, the arrival of Numico affected Sari Husada’s condition. The
corporate culture with a strong Javanese tradition was to be changed to a modern
company based on western European principles. This was supported by one of the
managers who said, “(i)n my point of view and based on headquarters’ demand, as a
Numico subsidiary we should have a western mind-set. We need to develop our staff
mind-set to adopt the new mentality, especially at manager level and below.” (Joko
Suroto, Financial Controller Manager). Numico, as parent company, wanted Sari
Husada to adopt a system of monitoring and finance which it applies to every
subsidiary. This adoption benefited Numico in controlling all of its subsidiaries.
“(u)nder Numico’s holding, we made several important changes. Our management

team implemented a new control and monitoring system. The new system was
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adopted from Numico’s headquarters” (Setyanto, R&D and Quality Assurance
Director). Another manager added, “(t)his system is related to the development of a
standard costing price... This EXACT accounting system records all activities within
the firm. In this integrated system, activities start with issuing purchasing order, then,
the arrival of material goods, storage of these materials in the warehouse, then
production process, filling and packing process, warehousing of finished good, and
sales,...all are recorded.” (Joko Suroto, Financial Controller Manager).

Sari Husada was also expected to support Numico’s strategy by producing a
wider product range, “(N)umico’s products are aimed to cover young age to elderly.
They serve ‘“from womb to tomb’ customers. Numico asked Sari Husada to help them
to launch nutritious products to elderly people as well.” (Felix P. Mulia, Vice
President Director). In addition to that demand, the management team introduced a
new strategy. The new policy is to produce products with a higher profit margin,
rather than to increase production volume and to produce low cost products. As one
of the director mentioned, “(t)he new management put more attention on value, rather

than volume.” (Setyanto, R&D and Quality Assurance Director).

7.4.3. The Development and Implementation of Culture Management Plan
The next steps in the Culture Management Process include the development
of a culture management plan and its implementation. The development of the plan

begins with an assessment of any cultural gaps between the current culture and the
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desired culture. Then, to fill the gaps, the Sari Husada board of directors took a
number of actions.

Numico as the controlling shareholder in Sari Husada planed to increase the
capacity of production facilities. Numico predicted that Sari Husada might be a
dominant influence in the baby food and milk formula industry and support
Numico’s grand strategy in the Asian market. The addition of production facilities
should be parallel with the adoption of western attitude by Sari Husada employees.
The awareness of quality, efficiency and cost cutting was desired by the management
to all of the employees. This new attitude would not only benefit Sari Husada in
increasing its capability to compete in the global market, but would also make it
easier for Numico to control the company. Sari Husada would be more comparable to
other Numico subsidiaries.

The executive directors decided to expand capacity by building a new factory
in Klaten. This new and bigger facility was completed with new and improved
machinery that is able to produce a higher level of products. “(o)ur plant in Klaten
lays on a 20 hectares site, including the buffer area (for waste water treatment). It is
ten times bigger than the Yogya plant, which is only 2 hectares... The new factory is
equipped with a filling and packing facility and its capacity is 30,000 tons per year.”
(Agung Widyatmoko, Chairman of Perkasa, the Sari Husada Labour Union).

In addition to the new facility, to fill the cultural gap and to speed the
development of the culture management plan, the board of directors decided to

relocate its executive office from Jakarta to Yogyakarta. This policy differed from

126



the previous executive policy, which decided that only the production director and its
related staff needed to be close to the Yogya factory. “(u)nder the previous board of
directors, Yogya was only treated as a plant, a production point. The Yogya office
supplies data to head office in Jakarta.” (Felix P. Mulia, Vice President Director).
With a close contact with its executive management, Sari Husada employees felt that
they had better attention from the top management.

The implementation of the culture management plan started with the
installation of new systems in all departments in Sari Husada. To make sure those
systems worked the managers needed to encourage the staff by introducing a better
remuneration package and providing a good example of doing a task. “(w)e preferred
to give a better remuneration package for one employee with an outstanding
performance rather than pay salary to five persons with a below-average
performance.” (Felix P. Mulia, Vice President Director). He added, “(w)hen we
installed a new computerised accounting system, | worked in my office until late,
around 2 or 3 am in the morning. At 8 am | started my day as usual again. We
(directors) have to give them (staff) a good example to motivate them.”

The new monitoring system was installed to make Sari Husada more efficient
to compete with its global competitors. “(t)he new system that was adopted from
Numico’s headquarters, has what they call key performance indicators (KPIs). These
KPIs clarify the plant efficiency, such as how many tons had been produced, unit

costing per kg per tonne, the rejection rate, etc. All indicators are controlled and
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monitored, and their efficiency should be improved from time to time.” (Setyanto,
R&D and Quality Assurance Director).

Sari Husada kept its mission as stated previously, although in the next five
years it will adapt to market demand and headquarters’ policy. “(o)ur mission has
never changed. We (still) want to ‘breast-feed’ and make Indonesian children
healthy. But now, we want to widen our (mission’s) scope. Previously we only
focussed our product in serving babies and toddlers, in the next 5 years we also serve
children until age twelve. We remain focussed on children’s needs by providing milk
powder, cereal and vitamin products, because on those products we have our
expertise.” (Felix P. Mulia, Vice President Director).

The company was also aware that the loss of a father figure in the company
would affect the staff’s performance. To deal with the resignation of Pak Dwi in
2002, Sari Husada employed a novel approach, “(f)or our staff, especially in the
production department, we do not want them to lose a father figure. We ask Pak Dwi
to come to the plants at least twice a week, on Tuesday and Thursday as a production
advisor. We will maintain this policy until Pak Suhappy our production director has
an equal reception from our employees. Pak Dwi is also involved in Dharma Purna
Karya (DPK), a business unit under our pension fund.” (Felix P. Mulia, Vice

President Director).
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7.4.4. Monitoring the Culture

After applying such action programs to change the culture, the Sari Husada
management needed to monitor the result. One of the feedbacks from the company
members was, “(t)here was a cultural change in Sari Husada . The way we work has
changed. Since | joined Sari Husada, we had an increase of effectiveness of work. It
was how we did our regular jobs with a fewer number of employees.” (Felix P.
Mulia, Vice President Director). He also added, ”(w)e succeed in changing our
working orientation from time oriented to result oriented. (Previously) our staff had
habits to start work at 8 am and finish at 4.30 pm without any motivation. We
(management) showed our staff that result oriented work was different to working
without motivation. We rewarded them with a good remuneration package. We
challenged them to set a target.” Moreover, he concluded that, “(o)ur culture has
already changed. We asked our staff to give timely information, our staff to be open-
minded, and our staff to be able to work with a challenge. Our career structure is
based on personal potential, not based on seniority, and even a new staff member can
sit on a manager’s chair if he or she has potential.”

Some of the feedback from the staff suggest that they would reject any
changes if this change affected their prosperity. “(o)ur employees need a typically
Yogya (father) figure. If they do not trust the figure, it is hard to motivate them... At
least, our production staff should be left undisturbed (by any changes).” (Erista Adi
Setya, Plant Manager of Klaten Factory). The staff were reluctant to change their

behaviour, although their superior has mentioned the importance of the reason for the
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change, “(o)ur job can not be delayed. A delay will affect the daily figure and can not
give true information. At the beginning it was very hard to change this behaviour.
Even we, at managerial level, have already given them an example not to leave the
office until our job was finished, but our employees were not hesitant to leave the

office.” (Joko Suroto, Financial Controller Manager).

7.5. Conclusion

Culture is the values and beliefs held by an organisation. It is manifested in
every organisation by rules of conduct, management policies, organisational
practises, and in the behaviour of organisational members. Although there is a
controversy as to whether an organisation has culture or the organisation itself is the
culture, some of researchers believe that organisational culture can be manipulated.

The Sari Husada corporate culture has changed since it was taken over by the
Numico. This cultural change can be seen in staff’s behaviour, management policies
and the company’s practises. Numico, the controlling shareholder, tried to change the
Sari Husada culture to match with the culture owned by the parent company. Some of
the changes were adopted successfully, but some others were rejected by Sari Husada
members. Sari Husada managed to choose a beneficial new culture which is
strengthening its corporate culture.

After analysing the changing of corporate culture, the next chapter will
discuss the strategic management process at Sari Husada before and after the

Indonesian economic crisis.
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CHAPTER EIGHT

STRATEGIC MANAGEMENT IN SARI HUSADA

8.1. Introduction

This chapter will analyse the strategic management process, which was taken
by Sari Husada before and after the Indonesian economic crisis. The chapter aims to
understand the background of strategy choice and strategy change happened at Sari
Husada. The analysis, begins with a discussion of what strategic management is and

then goes on to discuss strategic management at Sari Husada.

8.2. History and Definition of Strategy

The concept of strategy has originated from military discipline. The term
strategy is derived from a Greek word ‘strategia’, which means generalship (Grant,
2005, p.14). According to Evered (1983), the word ‘strategia’ itself is formed from
‘stratos’, which means army, and ‘—ag’, which means to lead. The concept of strategy
in the military sense was discussed by Sun Tzu in his book The Art of War, written
about 500 BC (Grant, 2005, p.14). From the field of the military, the idea of strategy
became commonly used in business. As mentioned in the Oxford Dictionary, strategy
is defined as, “(t)he art of war, especially the planning of movements of troops and
ships etc., into favourable positions; plan of action or policy in business or politics

etc.
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The term ‘strategy’ then is widely used in business contexts. Grant (2005)
defines strategy as a term in explaining, “(t)he overall plan for deploying resources to
establish a favourable position.” To elaborate on this definition, he differentiates
strategy with tactic. He uses the term ‘tactic’ to explain a plan for a specific action.
Grant also gives the example, that tactic is a plan related to win a battle, and strategy
is concerned with winning the war. In this sense strategy is used to describe a plan
adopted by an organisation to achieve a specific purpose in a longer period of time.

Chandler (1962) also uses the term strategy in a business context and defines
it as, “(t)he determination of the long-run goals and objectives of an enterprise, and
the adoption of courses of action and the allocation of resources necessary for
carrying out these goals.” In the same field, Andrews (1971) says that strategy is,
“(t)he pattern of objectives, purposes, or goals and the major policies and plans for
achieving these goals, stated in such a way as to define what business the company is
in or is to be in and the kind of company it is or is to be.”

Quinn (1980) defines strategy as “(p)attern or plan that integrates an
organisation’s major goals, policies and action sequences into a cohesive whole.” He
also adds that a good strategy would “(a)llocate organisation’s resources into a
unique and viable posture based upon its relative internal competencies and
shortcomings, anticipated changes in the environment, and contingent moves by
intelligent opponents.”

Grant (2002, p. 17), in a wider context, also adds that a strategic decision

involves three characteristics, which are (1) important, (2) involve a significant
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commitment of resources and (3) not easily reversible. Because of these
characteristics, to come to a strategic decision a leader should consider all relevant
information and resources in order not to bring its organisation goes to a disastrous

situation.

8.3. Strategic Management Concept

Strategic management is a set of managerial decisions and actions that
determines the long-run performance of a corporation. Many concepts and techniques
in strategic management have been developed and used by successful companies.
According to Gluck, Kaufman and Walleck (1982) there are four phases of strategic
management that a company evolves through. Those phases are: 1) basic financial
planning; 2) forecast-based planning; 3) externally oriented planning (strategic
planning); and 4) strategic management (quoted in Hunger and Wheelen, 1998, pp.3-
4). The basic financial planning is a phase where managers propose next year’s
budget. This kind of planning has a time horizon of one year. The planning itself is
done on the basis of a little analysis, supported with information coming from within
the firm. The second phase, forecast-based planning, is done where managers
propose a five year plan. They add to the internal information with available
environmental data. The strategic planning, as the third phase, is done when the
company seeks to increase its responsiveness to changing markets and competition
by thinking strategically. The top managers develop five-year plans, which are

supported, with the help of planning staff and consultants, but without any input from
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lower level. The formal strategy formulation is a result of top-down planning, and
leaves the implementation issues to lower management levels. In the last phase of
strategic management, top management forms planning groups of managers and key
employees at many levels and from various departments. They together develop an
integrated strategic plan aimed at achieving the company’s objectives. In this phase
planning is interactive across all levels of activity and is no longer top down. The
strategic plan is completed with implementation, evaluation and control matters.
Wilson (1994), in his survey in various countries and industries, finds that
there are three most highly rated benefits of strategic management, these are: 1)
clearer sense of strategic vision for the firm, 2) sharper focus on what is strategically
important, and 3) improved understanding of a rapidly changing environment. Using
strategic management an organisation generally outperforms others that do not use it.
The analysis of strategic management in a company starts from the questions
of ‘where is the organisation now?” Then the next question is ‘what actions should
management undertake?’” To answer those questions a company needs to know the
way modern corporations do business in a changing environment, especially in the
era of globalisation where the internationalisation of markets and corporations has
happened. The firms need to be more competitive and think of a global market
instead of a national market. They need to reach economies of scale to achieve low
costs and low prices. A company now needs to become a learning organisation in
order to create, acquire and transfer knowledge and modify its behaviour to display

new knowledge and ideas. To cope with the changes of environment, a learning
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organisation avoids stability through continuous examination and experimentation.
All members of the organisation need to be involved in the strategic management

process.

8.4. Strategic Management Model

As stated in strategic management textbooks, strategic management consist of
four basic elements, which are environmental scanning, strategy formulation, strategy
implementation and evaluation and control (Hunger and Wheelen, 2000, pp.8-9).
Each of these elements is described as follow:

Environmental scanning is differentiated into external and internal scanning.
External scanning is concerned with the societal environment and task environment,
that is beyond of the control of management. The societal environment consists of
economic-, technological-, political-legal- and socio-cultural forces. And the task
environment consists of shareholders, employees/labour union, customer, suppliers,
government, competitor, creditors, communities, trade association and other special
interest groups (Hunger and Wheelen, 2000, pp.9-10).

The second element, strategy formulation, includes corporate mission,
objectives, strategies and policies. The organisation’s mission is the purpose for the
organisation’s existence, which tells what the company is providing to society. It
identifies the scope of the company’s operation in terms of products offered and
markets served. The mission tells “who we are and what we do as well as what we’d

like to become” (Hunger and Wheelen, 2000, p. 11). The objectives are the end
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results of planned activity. Hunger and Wheelen (2000, p. 11) state “what is to be
accomplished by when and should be quantified if possible.” A firm’s strategy is a
comprehensive master plan stating how the company will achieve its mission and
objectives. The strategy itself has a hierarchy. The hierarchy of strategy consists of
corporate strategy, business strategy and functional strategy. The last sub-element of
strategy formulation is policy. A policy of a firm is the broad guideline for decision-
making that links the formulation of strategy with its implementation. Policy is used
to make sure that the employees of a firm make decisions and take actions to support
the company’s mission, objectives and strategies.

The third element of strategic management is strategy implementation.
Strategy implementation is a process by which strategies and policies are put into
action through the development of programs, budgets and procedures. This strategy
implementation is usually to be conducted by middle and lower level managers under
top management review. This process involves day-to-day decision on resource
allocation. The program is a statement of activities or steps to achieve a single-use
plan. To put the programs in term of money a company makes budget. The budget
details the cost of each program. To make the budget into practise a company needs
to create procedures. The procedures, often to be called standard operating
procedures (SOPs), are a system of sequential steps that describe in detail how a
particular task is to be done.

The last element of strategic management is evaluation and control. The

evaluation and control is a process in which company activities and performance
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results are monitored. Then the actual performance is compared with desired
performance. Managers at all level of company use the result to make a corrective

action when they find that the previous strategic plans have weaknesses.

8.5. The Sari Husada Strategic Management Process
This section will discuss the practise of strategic management process in Sari
Husada. As stated in strategic management textbooks the process consists on four

basic elements, the discussion will follow the logic of those elements.

8.5.1. Company Environment

Environment scanning of a company is answering the question of “where the
organisation is now”. It will scan the external and internal environment of Sari
Husada. Sari Husada is a company in food and beverage industry with a specialty in
producing infant milk formula products. The company occupies the largest market
share of infant milk products in Indonesia. Sari Husada has a long history as a milk
formula producer. Since it was established in 1954 as a joint venture company,
between The World Health Organisation and the government of Indonesia, Sari
Husada has produced infant milk formula. It has a specialty of producing cheap milk
formula products for the low to middle income class. The company’s previous name,
Sari Dele, indicated that the product which the company produced came from soy
(dele means soy), which was a substitute for milk formula products that was more

expensive and unreachable for most Indonesian families at that time. After evolving
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into a state owned company and then becoming a private company and listed its
shares on the stock market. The company maintains its specialty in producing cheap
milk formula products. Together with the previous controlling shareholder, PT Tiga
Raksa, Sari Husada is a major player in the production of infant formula products in
Indonesia. The company has the advantage of efficient production cost, combined
with a strong distribution channel, where Tiga Raksa’s main business is in the
product distribution.

When the crisis hit Indonesia in 1997, most of the Indonesian companies
suffered from its impact. The factor that affected those companies performance was
the exchange rate of Indonesian Rupiah. Between mid 1997 — mid 1998 the US dollar
soared from 2,400 rupiah per dollar to 16,000 rupiah per dollar. The foreign currency
debt of companies jumped overnight. This condition was made worse by un-hedged
company funds. Most Indonesia companies were dependant on the Bank Indonesia
(the central bank) in maintaining the exchange rate. This condition also affected Tiga
Raksa, the controlling shareholder, and also Sari Husada.

Because of the exchange rate fluctuation, Tiga Raksa’s liability became
unbearable. The company had to sell its subsidiaries to reduce its debt. Tiga Raksa
chose Sari Husada as one of its subsidiaries to sell. Although Johny Widjaja (owner
of Tiga Raksa and President Commissioner of Sari Husada) refused to admit the
situation, in his statement he implicitly offered Sari Husada to a buyer, “(w)hen the
size of the company had become larger, we started to seek a new partner and we

targeted a multinational company... because we need to prepare to enter global
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competition, where so far we only compete in the domestic country. | approached
Nutricia (Netherlands).” (interview with Johny Widjaja). Sari Husada was an
attractive company to buy for foreign investors because of its market leader position
in infant milk formula products. Moreover the weak Indonesian rupiah made the
selling price even more attractive. The Nutricia group (later became Numico, as the
company merged with Milupa and Cow and Gate) then acquired the controlling

interest in Sari Husada’s shares.

8.5.2. Strategy Formulation in Sari Husada

The formulation of strategy begins with the statement of company mission.
Sari Husada has a strong mission statement. This mission statement is rooted to a
myth “to promote the health and intellectual development of Indonesian children by
providing the best nutritious food” (Annual Report 2002). Because most of the
Indonesian people still live in an underprivileged condition, the company needed to
produce its products with cheap prices. This is clearly stated in its mission
statements, (1) to contribute to the healthy development of babies and children in
Indonesia by providing trusted and affordable nutritional products, (2) to generate
sustainable growth of the company through high quality management systems and an
innovative approach within a culture of high integrity, and (3) to deliver
stakeholder’s satisfaction (www.sarihusada.co.id).

As the Vice President Director said, “(o)ur mission has never changed. We

want to ‘breast-feed” and make Indonesian children healthy.” (interview with Felix P
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Mulia). He added, ”’(b)ut now, we want to widen our (mission’s) scope. Previously
we only focused our product on serving babies and toddlers (5 years old and under),
in the next 5 years we also serve children until age twelve. We remain focused on
children’s need by providing milk powder, cereal and vitamin products, because in
those products we have our expertise.”

With its strong mission statements Sari Husada does not hesitate to have a
vision of “to become the Indonesian market leader in healthy nutritional product for
babies and children” (www.sarihusada.co.id). This vision can only be achieved if the
company chooses a right strategy. As Porter (1985, p. 11) stated, a company should
have a sustainable competitive advantage to outperform other companies in the long
run. The firm should choose among three generic strategies for achieving above-
average performance in an industry. Those generic strategies are cost leadership,
differentiation and focus. A company will never have a competitive advantage at all
if it does not make a choice of those bases (Porter, 1985, pp.11-12).

Sari Husada knows its strengths. It can produce a product with lower cost
compared to its competitors. It also has to prove to the Indonesian market that it can
deliver quality products with affordable prices. Joko Suroto, Financial Controller,
said, “Sari Husada strong point is price leadership strategy....we sell baby milk
formula at an affordable price (compared to our competitors).” As long as Sari
Husada is able to maintain its cost leadership it always attractive to Indonesian

buyers who’s more concern on price.
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8.5.3. Strategy Implementation

Strategy implementation in a firm should begin with the organising of actions.
Corporate strategy formulation will be followed by organisational structure
formulation. Chandler (1962) said that “structure follows strategy” (quoted in Hunger
and Wheelen, 1998, p.187). The implementation of strategy in Sari Husada can be
looked at in the functional structure. There are 5 functions in Sari Husada structure.
They are (1) Finance and Accounting (FA), (2) Production, (3) Quality Assurance
(QA) and Research and Development (R&D), (4) Human Resource Development and

(5) Marketing and Sales.

8.5.3.1. Finance and Accounting

Sari Husada was facing similar problems to these faced by most Indonesian
companies during the economic crisis. Sari Husada’s debt and operations suffered
from the US dollar fluctuation. From a finance stand point the first step to eliminate
this suffering is to repay debt sooner rather than later. Sari Husada had around 60
billion rupiah debt in 1998. At that time the interest rate set by the banking system
was around 60 to 70 percent per annum because the central bank liberalised the
foreign exchange fluctuations when the rupiah was weakening. Felix P Mulia said,
“(i)f we still kept the debt, it meant that we worked hard and the bank had taken the
advantage of it” (interview with Felix P Mulia). It was impossible to earn more than
60 percent return on investment and if Sari Husada could, it would not benefit from

the result at all. Then in 1998 Felix flew to the Netherlands to ask for more funds
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from Numico. “I told our Holland-based commissioners that | needed to invest at 150
billion rupiahs and if the headquarters did not support me, the company would find
financial difficulties and be bankrupted gradually” (interview with Felix P Mulia).
After spending more than a week in Holland and convincing the Sari Husada
commissioners finally Felix succeeded in getting the money he wanted. “Finally,
they agreed to invest through a rights issue” he said. Because of this fund injection
the result was that “(t)he company was dramatically very healthy with its equity
financing. All debts, which were amounted to 100 billion rupiah, were terminated”
(interview with Felix P Mulia). Sari Husada still kept another 50 billion rupiah and
then these funds were invested in working capital and pushed the production process.

Learning from its past experience Sari Husada decided to generate internal
sources of finance to expand and invest rather than to borrow from external sources.
Felix stated that headquarters told Sari Husada to reinvest its return. “(T)hey
(Numico) said that it would be better if we distribute a stock dividend instead of the
cash one and the money can be used for the company’s needs” (interview with Felix
P Mulia). Felix then proposed through the Annual General Meeting that the money
was retained with the intention to be reinvested. This dividend policy was also
backed-up with a special treatment to minority shareholders. Sari Husda gave choices
to minority shareholders to choose between cash or a stock dividend. The reason
behind the Numico decision to omit a cash dividend was that, “(o)ur Dutch
shareholder actually does not need a cash dividend. What they need is only the

satisfactory performance of Sari Husada, since they need to consolidate it in their
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financial report. They expect the consolidated report will have a positive effect on the
company’s (Numico) share price in the capital market” (interview with Felix P.
Mulia).

Besides the above reason to avoid debt financing the Vice President and
Finance Director follows a simple finance rule for the company, “(s)imilar to
household financial management, | save the money that does not need to be spent
(prudential finance) and I will spend the money when we need to invest. Meanwhile,
the money can be deposited in foreign banks before it is needed” (interview with
Felix P. Mulia).

The strong performance of Sari Husada was reflected by the market price of
its shares. For its 500 rupiah nominal value share the market valued it at 14,000
rupiah in 2002. Although many parties, including shareholders (minority), stock
brokers and market analysts, suggested that Sari Husada split the nominal value of its
shares, the company had reason to reject the suggestions. The Vice President said,
“(t)here is no need to do a stock split. If we split our share, the brokers in the capital
market are the one that will be happy. There is no benefit for the company or
shareholders. It is true that the shares will be more liquid, but for this moment, |
think, we do not need this yet. Perhaps later, when we need to change our strategy
and need additional funds, we will do a stock split” (interview with Felix P Mulia).

Since 2000 Sari Husada has implemented an accounting system of standard
price costing. This system integrated all activities starting from issuing the purchase

order (PO), the arrival of material goods, and the storage of these materials in
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warehouse. Then the activities of production process, filling and packing process,
warehousing of finished goods and sales are all recorded with this system. Joko
Suroto, the Financial Controller, said, “(w)hen I joined Sari Husada in 2000, the
company had just implemented a new system, namely EXACT. This system is
related to the development of standard costing price...This EXACT accounting
system records all activities within the firm” (interview with Joko Suroto). The
Finance and Accounting department is also asked to submit a weekly report to the
headquarters in Holland as Joko said, “(w)e (Finance and Accounting department)
also make a weekly report that contains inventory, cash in banks and sales to be
submitted to the headquarters. All unexpected movement of stocks, cash or sales in
that week are needed to be explained to the headquarters” (interview with Joko
Suroto). With this prudent financial policy all activities in Sari Husada will be

carefully monitored.

8.5.3.2. Production

The Production department has to deliver quality products at an affordable
price as mentioned in Sari Husada mission statement. To do that the production staff
ensures that the quality of its products are guaranteed. R Suhappy, the Production
Director, stated, “(w)e would like to prove that our customers’ aim is not only to buy
a cheaper product but also a quality product” (interview with R. Suhappy). Parents of
babies aged 0 — 1 year, especially the first child from young couple, would also like
to follow their doctors suggestion or prescription. In giving their suggestions, the

doctors would consider the quality of the product from such parameters as the
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physical, chemical, or microbiological point of view. There is a certain standard
applied by SNI (Indonesian National Standard) and International Standard. Suhappy
added, “(w)e convince our customers through the GMP (good manufacturing
practise) application. Our production fulfils the International Standard under high
quality control, especially from the microbiological aspect, where we employ high
quality materials. And the production process is directed to fulfil that specific final
target. Customers do not understand exactly about this, but some certifications that
we have received could show that we are internationally proven. We have received
1SO14000 certificate, HASAP, Halal, etc.” (interview with R. Suhappy).

The inputs for its production line were mostly imported from overseas and
denominated in US dollars. This was in contrast with its sales revenue, which was in
Indonesian rupiahs. Although the production line was not directly affected by the
crisis, at least the production department had to seek other suppliers with the same
quality but with a cheaper a price. Before the crisis hit, Sari Husada mostly depended
on Australian and New Zealand producers of base milk powder. Recently the firm
has other suppliers of base milk powder from South America (i.e. Brazil and
Argentina) with a cheaper price.

To optimise its production facilities and to gain economies of scale the
production department has to schedule its machinery to work optimally. Sari Husada
currently operates its machines 24 hours a day and 7 days a week. Every day is
divided into three shifts, which are morning, afternoon and night shifts. With its huge

production capacity of 40,000 tons per year the production department had to
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optimise its idle capacity. Setyanto, the Quality Assurance and Research and
Development Director, stated, “(e)very new investment results in a spare capacity
and this will put more burden on our products’ prices. Our goal in the production
department is to fill the spare capacity. If we can increase the volume of production,
we can optimise the spare capacity, and at the end our production cost can be
reduced” (interview with Setyanto). To do that Sari Husada offer manufacturing
services to its sister company Nutricia Indonesia Sejahtera (NIS) and another baby
formula producer, Morinaga.

During the period of economic crisis which followed by the chaotic period of
political succession, Sari Husada managed to survive within its industry. The
unstable situation in 1998 and 1999 started to push baby milk formula customers to
panic buying. Suhappy said, “Sari Husada can survive compared to most companies
in Indonesia because of its product. The situation in the middle of the crisis and the
succession of the national leader had brought chaos to our country and started to push
our customers to do panic buying.” He added, “(t)hey (customers) would save their
babies and children by buying extra milk for their stock. (In that situation) if we
could produce more products, all of the products would be absorbed by the market.
(Also) the middle and upper class customers were downgrading the product that they
consumed. Above all, basically, the baby food business was not really affected by the
economic crisis. Adult people can reduce their food consumption or even fast, but
they never decrease or stop feeding their babies or children. In short, this business is

categorised as a secured one” (interview with R Suhappy). To deal with this situation
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Sari Husada developed the strategy to produce economic size products and smaller
packages, even though not all of the baby’s food producers, especially high-class
product producers, did the same. Sari Husada applied new a strategy when it
produced economic size products and smaller packaging. This drove people to buy
the company’s product, so that Sari Husada apparently was not impacted by the
crisis. Suhappy said that, “(w)e also could prove to the customer that our product

could compete with under licence products” (interview with R. Suhappy).

8.5.3.3. Quality Assurance and Research and Development

The Quality Assurance (QA) and Research and Development (R&D)
department was separated from Production department in 2002. The reason for the
separation was Sari Husada needed more new product development, not only current
product improvement. The new department would focus in pursuing this demand. To
obtain this goal the QA and R&D department should cover the production system
and technology, material selection and excellent products. Setyanto, the QA and
R&D Director, said, “(Q)A and R&D department activities are very close to
production and marketing. Our job is to make improvements to current products so
that they meet market trends and technological developments. We also develop new
products that the market can absorb. And we do improvements to the production
system and technology. Our coverage consists of production, material selection and
how the company is able to supply the market with the right products, at the right

time, in the right quantity and at the right quality” (interview with Setyanto).
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One of the advantages of the Sari Husada formula is its flexibility. Flexibility
of formula means that if one or more material ingredients are not available in the
market for any reason (for example too expensive), Sari Husada will continue to
produce its formula using other ingredients without sacrificing its product nutritional
content. This can only be done by a producer of milk formula which has its own
brands, but cannot be copied by producers of licensed products. Although Sari
Husada has the advantage in its formula, it sometimes also faces a challenge. The
change of formula in 2002 demanded a more expensive production cost than the
previous formula. The new formula demanded a longer dry-blending process than the
old one. At the same time the production capacity of Sari Husada was already at a
maximum level. To deal with that situation Sari Husada decided to save its
production capacity by buying more base powder from its suppliers, and this action
resulted products with more expensive prices. That was an intermediate solution to
the problem until the company was able to start its production in the new factory in

Klaten, Central Java, in the second semester of 2002.

8.5.3.4. Marketing

The most important issue within the Marketing department of Sari Husada is
brand heritage. From generation to generation customers have known SGM as baby
milk formula. Even when customers had never hear about Sari Husada, if they were
asked about SGM they would recognise it. Suhappy said, “(t)he name of SGM has

been identical with baby’s milk. Their parents and even their grandparents also used
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this product for their children. This brand is also known by the people in the smallest
village out in the country, while under license products are only known and available
in big cities. Even though they do unceasing marketing, they still cannot enter
markets, which are too far from big cities. This fact is the advantage for Sari Husada,
so that it still captures most markets around the country” (interview with R.
Suhappy). Soeloeng H Nasoetion, the President Director, added, ”(N)utricia is
involved in Sari Husada truly because it has an advantage, that is what Numico wants
to acquire. In Indonesia itself, sometimes we do not recognise what Sari Husada is,
but if we hear the SGM name, everybody will recognise it. SGM is a name that is
very familiar. Almost all mothers who already have children know SGM.” (interview
with Soeloeng H Nasoetion).

Sari Husada sales boomed in 2000 and 2001. The reason behind this sales
boom was that it was the year of golden dragon. Indonesian families, especially those
of Chinese origin felt it was good to have new babies in this year. Setyanto
explained, “(t)he sales boom in 2000 was affected by the year of golden dragon of the
Chinese calendar. The high growth rate of Indonesian population also contributed to
this booming.” (interview with Setyanto). Moreover, he pointed out the new trend of
working mothers also pushed the sales of baby milk formula, he said, *“(a)nother
reason was there was a starting new life-style in our society. More women want to be
in the workforce. This new life-style made breast-feeding activities decline. More

mothers gave formula milk to their babies”.
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Another key success secret of Sari Husada’s marketing strategy is marketing
through midwives. “(M)arketing can not only be delivered by media advertisement.
Moreover, the Sari Husada’s marketing strength is through midwives. Through the
midwives, the promotion of Sari Husada products has reached optimality. For our
products, promotion through midwives has bigger correlation than through doctors.
That is equivalent to our market target which is middle and low income people.”
(interview with Johny Widjaja, President Commissioner). This reason for success is
because traditional Indonesian families will go to a midwife rather than to a doctor,

especially those who live in small cities and villages.

8.5.3.5. Human Resource Development

Human Resources are one of the most important elements of a company. An
employee will only be loyal to the company if he or she is treated well. One reason to
make sure an employee stays loyal to the employer is a clear career path. That is why
Sari Husada has a clear policy regarding career path. Sari Husada has a policy which
is prioritising the internal sourcing to fill vacant positions. This policy is able to
encourage the staff to work hard and get a chance to be promoted to the next level.
Erista, the Plant Manager Kemudo, said, “(t)he policy also maintains the employees’
productivity at a high level. They know that they compete with their colleagues to be
promoted. The internal sourcing policy gives an expectation to the staff to path their
career, and also the process of forming cadres goes naturally. For the supervisors,

they can only be promoted to the higher level if they have cadres who are ready to fill
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the position they leave” (interview with Erista). To ensure this policy will be secure
in the long run, Sari Husada uses a program called Management Trainees. The staff
recruited through this program are expected to fill managerial position in the future.
“Sari Husada has a Management Trainee program, which a trainee is to be trained for
a 12 months period. My policy is all trainees start their work from the lowest level as
operator. They have to master the machine in deep detail. | rotate them to different
places and departments so that they get to know every side of their working
environment. The probation will be evaluated in 3 months and those who do not
perform will be terminated” (interview with Erista).

Sari Husada always does the recruitment process for new staff seriously. The
company only accepts qualified applicants with strong selection results. “(W)e are
very careful in recruiting our staff. | do not want an unqualified person to be selected
who will harm the rest of our 500 staff in the company. Although a candidate has a
very strong reference letter, he or she should meet the critical requirements during the
recruitment process” (interview with Erista).

When opening its new production facility in Kemudo, Klaten (known as Sari
Husada 2), Sari Husada had to transfer some employees from Kusuma Negara,
Yogyakarta. The chosen employees were happy to transfer to new plant because of
they knew that only staff with special skill and ability were offered this chance.
“(F)or staffing the new plant in Klaten, we needed additional employees. Those new
staff members were allocated to positions in the Yogya plant, while experienced staff

from Yogya were transferred to Klaten. We challenged our existing staff to handle

151



new machines, and they answered it with honour. They were proud of being chosen
to handle new machines within a new environment. For the new staff, we transferred
them to the new plant after they had finished their apprentice program in the Yogya
factory” (interview with Setyanto). With this arrangement Sari Husada maintained
the production process running smoothly, while the new plant production was started
in 2002.

Sari Husada has an evaluation procedure for its employees. With this current
performance appraisal an employee can have feedback on their performance. Joko
Suroto said, “(w)e have an annual performance appraisal for our staff, which is
usually held on October. This is an appraisal where not only a supervisor evaluates
his/her subordinates’ performance, but the subordinates have opportunities to assess
themselves. It is a kind of cross check and at the same time it gives feedback to both
sides to increase their mutual understanding. The appraisal stresses personal
performance, which is to be met with expected performance. The next point is
attitude, because personal attitude can influence other people’s performance”
(interview with Joko Suroto). Using this evaluation procedure Sari Husada
employees’ expectation to path their careers is transparent.

For the manager and director positions Sari Husada also retains its policy of
internal sourcing. Numico also supports this policy. Felix said, “(N)utricia has its
fundamental policy that as long as local people can handle the job why should it put a
headquarter’s person in here” (interview with Felix P Mulia). This statement was also

backed by Suhappy, “(N)umico has policy that as long as it (the subsidiary) has an
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internal candidate, it would have priority to assign them in any position in its
subsidiary” (interview with R Suhappy). An opposing view on directorial positions
was stated by Suad Husnan. He said that the controlling shareholder may have its
own agenda. Headquarters may appoint its manager to sit as a director of its
subsidiary. “(T)he chauvinism always stays alive. Since Nutricia is a Dutch company,
they will be keen to choose a Dutchman to be a director... Harry Klompe (Senior
Vice President) becomes one of the CEOs, where the president director is only a
symbol. The acting executives are Harry and Felix. | think this strategy is used to
adjust the Indonesian condition and culture. If the president director is (seen) a
Dutchman, it is agonised that more foreigners will be employed” (interview with
Suad Husnan, Independent Commissioner). The director appointment in Sari Husada
was depended on the headquarters’ proposition. Numico would allow a local
manager to be elected as a director when it had a candidate from a local subsidiary.
But when there was no candidate from an internal source, Numico appointed its

headquarters’ official to be a director at its subsidiary.

8.5.3.6. Overall Function

Sari Husada has a unique advantages compared to other Indonesian
companies. This uniqueness consists of skilled people, a flexible formula for its
product and brand heritage. “(T)he tremendous development of Sari Husada at recent
years was because Sari Husada people did that, not the Dutch. Nutricia was willing to

come into the business, not because Sari Husada needed them, but they chased
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something in here that they had not had before, i.e. the Sari Husada people’s ability
and skill to generate a new formula with a competitive price, which can capture the
wider community” (interview with Soeloeng H. Nasoetion). During the crisis, Sari
Husada’s direct competitor, Nestle, has increased its baby milk formula (Dancow)
price, because of the increased raw materials’ price. At Sari Husada, this condition
has brought it to be more creative, since the increase in raw materials’ price, Sari
Husada has changed the formula which results in the same quality and fulfils certain
nutrition requirements with an affordable price.

The company’s existence is benefiting local people and the government. It
creates mutual dependency between the company and the surrounding society. “(W)e
want to show that the existence of a company is not a burden for the surrounding
society. Our existence in Klaten will benefit the local government, through tax
income, and benefit the surrounding society, through employment creation and the
increase of land prices in the area. When the society gains benefit from the existence
of the factory, this society will have a feeling of ownership and it will protect the
factory from any trouble that may come in the future” (interview with Setyanto).

The relationship between Sari Husada and its parent company, Numico, is
doing well. Each side has something to offer and to take. Sari Husada benefits from
knowledge transfer from Numico. “(A)Imost in all aspects, starting from sales and
marketing, there are science and knowledge exchanges. We assign some employees
to study over there. That has also occurred and runs well in finance, and more over in

production activity... Every year, at least for 2 to 3 weeks, some of our R&D staff
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are assigned to the Netherlands to study the new trends that are employed by
Nutricia” (interview with Felix P. Mulia). Setyanto agrees with this view, *“(u)nder
strategic alliances with Numico, Sari Husada gains some advantages. Those
advantages are (manufacturing) technology mastering, access to the international
market and access to sources of materials. Numico also has research centres where
laboratory results have gained international appreciation. On the other hand, as a
subsidiary, Sari Husada gives fees to headquarters for the cost sharing of the
headquarters’ laboratory. Numico takes advantages of Sari Husada’s position as a
leader in its local market. Our products have been known and our relationship with
our customers has been done well for a long period of time. In the production line,
Sari Husada is able to produce products with low cost leadership.” (interview with
Setyanto).

Sari Husada also offers its advantage to its parent company. Its flexible and
affordable baby formula is offered to other Numico subsidiaries. “SGM formula
which is inexpensive and has variations is sold to Africa and China. The brand name
of SGM becomes Infant Care in South Africa and Qing-Qing Babe in China. In Iran,
it becomes Nini, which means baby. Above those, the milk itself is the concept of
SGM. We do mutual symbioses. We give to the head office and we also take from
there. The SGM formula is significantly different now. The nutrition content is much
better with the cheaper product. We got many inputs about that formula which
matches with the Nutricia standard at an affordable price.” (interview with Felix P.

Mulia). With the SGM formula transferred to the other subsidiaries, Numico
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benefited from the increase of sales potential. Its consolidated sales from all

subsidiaries would boost Numico’s financial performance.

8.5.4. Evaluation and Control

The last element in the Strategic Management Process is to monitor the result
of the performance of a company. This element can pinpoint the weaknesses of
previous process and take corrective action if needed. To evaluate and control
effectively managers should obtain true information from people within an
organisation.

Sari Husada has an evaluation and control mechanism in it to monitor its
performance. Every department is to report all of its expenses and to clarify any
variance from its budget. “(E)very department has its own cost centre code. And at
department level, the cost centre is broken-down into director level, manager level,
etc. to the lowest level. Every cost centre is responsible for all expenses they spent.
The Finance and Accounting department issues a monthly cost centre report, to be
distributed to the Board of Directors and all cost centres within the company. Each
cost centre is required to give clarification about variances of all expenses from the
budgeted figures. Headquarters demands an explanation of every 10 percent variance
of spending from the targeted figure. The Finance and Accounting department role is
to be the watchdog, we just ask them to make explanation if any variance

unexpectedly happens.” (interview with Joko Suroto).
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The Finance and Accounting department should provide data for management
to make decisions. To do that staff need to monitor daily transactions at all
department levels. “(T)he Finance and Accounting department has a goal to supply
reliable data to management within the allocated timeframe. To supply this reliable
data we need to control and make adjustment on a daily basis. If an unusual
transaction and balance happens during the day, we inform the related department.
The department will check whether that movement is fine and in accordance with
that department’s planning or not. At least a responsible manager is always aware of
the department on that specific day. Our staff in the Finance and Accounting
department already know their job in monitoring the daily transactions of all
departments within the company” (interview with Joko Suroto). With this evaluation
and control mechanism Sari Husada’s spending can be closely monitored. The
Finance and Accounting department does this as part of the comprehensive
monitoring systems. The executive management is able to make a right decision

because of the information supplied by the Finance and Accounting department.

8.6. Conclusion

Strategic Management is a process within a company to optimise usage of its
resources to gain an advantaged position amongst its competitor. Most of scholars
agree that the strategic management process consists of environmental scanning,
strategy formulation, strategy implementation and evaluation and control. This

process is a never-ending procedure in which a company should tackle to succeed.
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Sari Husada has followed a good practise of strategic management. It can be
seen at the department and overall level that each of them tries to optimise the usage
of resources it has within its situation. Sari Husada has succeeded to benefit from it
relationship with parent company Numico.

After analysing the strategic management process in Sari Husada, the next

chapter will provide an analysis of the development of Sari Husada.
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CHAPTER NINE

ANALYSING THE DEVELOPMENT OF SARI HUSADA

9.1. Introduction

The development of Sari Husada as a company has continued since it was
established as the state owned company (perusahaan negara) Sari Husada in April
1961 (Indonesian Government Regulation PP 83/1961). The establishment of Sari
Husada was a result of merger between NV Saridele and another state owned
company. According to the Indonesian Government Regulation PP 83/1961 the new
company formation aimed to participate in developing the national economy within
the pharmaceutical and medical equipment industry with a focus on fulfilling the
needs of society.

This chapter aims to critically analyse the development of Sari Husada as a
company. To do so this chapter will describe the evolution and corner stones of Sari
Husada, the spin-off of Sari Husada, Sari Husada under the Numico era, the changes
of management, the crucial decisions made by the management, the whistleblower,
later Numico intervention within the company and the meeting of a Sari Husada

Director with the Indonesian House of Representative.
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9.2. Sari Husada as a Private Company

Since the formation of Sari Husada as a joint venture company between PT
Kimia Farma (a state owned company) and PT Tiga Raksa Satria in 1972,
operationally Sari Husada was transformed into a private company. Combining the
advantages of a producer of baby milk formula with a trading company, PT Tiga
Raksa Satria had set up Sari Husada to make a start to grab the Indonesian baby
formula market.

Moreover since the listing of its shares on the Jakarta Stock Exchange in 1983
Sari Husada became a more advanced form of company. Only twenty four companies
were listed on the bourse at that time. With the public holding twenty percent of the
company’s shares Sari Husada was not only able to gain fresh funds, but it also was
able as a consequence to open itself to the market. The money gained from the public
offering was used to modernize the production facilities in its Yogyakarta factory.
Kimia Farma had a limited concern in developing Sari Husada because of its limited
experience as a state owned company. No other state owned company did business in
the baby formula industry. Tiga Raksa eyed this opportunity and waited until Kimia
Farma wanted to sell its stake in Sari Husada. Kimia Farma then, decided to focus its
business solely on pharmaceutical production.

Although Sari Husada was fully owned by a private company, the
management was retained using a company system that was the same as that used by
a state owned company. The Yogyakarta factory was treated as just a production

point which had the duty to produce as much product as possible. The marketing
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activity was conducted in Jakarta which had no direct relation to the production line.
Tiga Raksa Satria as a trader company only had knowledge of distribution matters
but had no experience in creating new formulas or products. Fortunately the
management of Sari Husada was in the hands of production people. Although it got
no instruction from the marketing division, which was conducted by the parent
company (Tiga Raksa Satria), Sari Husada’s management was able to show its
performance by booking profits over the years. The experience in the production line
was the key success factor in doing this. The traditional production approach used by
the management was a consequence of the unguided policy of its board of

commissioners.

9.3. The Spin-off of Sari Husada

Sari Husada was jewel in the crown for Tiga Raksa Satria. It was a very hard
decision to sellSari Husada. In the situation of a high debt burden with rocketed
interest rates in 1998, there was no other choice for Tiga Raksa Satria to save its
business conglomerate. Tiga Raksa Satria had to spin-off the most attractive
subsidiary to Royal Numico N.V. The majority share-holding of Sari Husada was
transferred to Numico’s hands. Sari Husada’s Board of Commissioners as
representing the majority of shareholders agreed to sell Sari Husada to Numico,
while the Board of Directors had to agree to what Board of Commissioners wanted.

Johny Widjaja as the principal owner of Tiga Raksa Satria had unwritten

promises with Numico management. When Sari Husada grew Numico would make it
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the principal subsidiary for the Asia Pacific region in the future (Interview with
Johny Widjaja). In return Numico would benefit from all the formulas of Sari

Husada’s products and might pass these formulas to other Numico’s subsidiaries.

9.4. The Reasons for Numico Acquisition

During the time of the economic crisis in 1998 Sari Husada faced the fact that
its profit had become consumed by servicing debt and new credit on viable terms was
hard to obtain. It was not only unable to move forward but also was expending all of
its energy even to stand still (Metro-Press, 2003). The arrival of Royal Numico N.V.
Holland, which took over 45 percent of Sari Husada’s shares from Tiga Raksa Satria,
had provided new blood for Sari Husada. Numico also took on 80 percent of Sari
Husada’s capital spending program in new investment projects by dominating a
rights issue to buy newly issued shares for existing shareholders. With a high value
of foreign currency to Indonesian domestic currency the takeover was very cheap in
US dollar terms. Numico’s involvement has accelerated the production capacity and
has provided management expertise to Sari Husada’s management. New technology
was introduced while financial credibility was enhanced. Sari Husada also had started
to export its products to Iran to accommodate the excess production which was
created by the drop in the domestic market demand in 1998 (Metro-Press, 2003).

The take-over has not only benefited Sari Husada but it has also benefited
Numico. With a relatively low consumption of baby milk formula by Indonesian

babies, many global baby milk formula producers were being encouraged to enter
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Indonesian market (Hellen Keller Worldwide, 2003). Unfortunately new investment
in milk formula manufacture was classified as a negative investment by the
Indonesian government. The only way to enter the Indonesian market was by a take-
over of the shares of an existing manufacturer. The acquisition of Sari Husada not
only opened the way for Numico to enter the Indonesian baby formula market as a
dominant player, but also provided a back-up for its existing subsidiary, PT Nutricia
Indonesia Sejahtera. When there was an increase in demand for Nutricia products,
Sari Husada might allow Nutricia Indonesia Sejahtera to manufacture its products
using Sari Husada’s production facility. For Sari Husada this situation was also a
benefit because it could optimise its production efficiency. The joint forces of these
two subsidiaries alowed Numico to grab all of the market segments for baby milk
formula. Sari Husada filled the low to middle income customer and Nutricia

Indonesia Sejahtera served the upper income level customer.

9.5. The Management of Sari Husada after the Acquisition

The management of Sari Husada as Numico’s subsidiary was made public at
the 1998 Annual General Meeting of Shareholders. The AGM kept Dwiyatno
Siswosumarto as the President Director and Setyanto as Production Director. The
AGM also appointed Muhammad Ilham Hidayat as Human Resource Director
(Annual Report 1998). As Finance Director, Numico, the majority shareholder,
appointed Felix P. Mulia. Felix previously had worked for Nutricia Indonesia

Sejahtera, another Numico subsidiary in Indonesia (Interview with Felix P. Mulia).
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By appointing its official to the Board of Directors Numico had the expectation that
every finance decision would be under its surveillance.

The appointment of Felix as Finance Director was seen as a means to speed
up the integration of Sari Husada with Numico headquarters. The Board of Directors
felt that it had weaknesses in the finance area, especially in finding channels for
sources of funds. Numico’s appointment of Felix was appreciated by the members of
Board of Directors who saw the appointment of an Indonesian official, rather than a
Hollander, as smoothing the transition after acquisition. An Indonesian born official
might know an Indonesian company better than a foreigner. Felix was accompanied
by other Numico officials on the Board of Commissioners, they were Peter Kroes and
J.C.T. van der Wielen. With three other Sari Husada commissioners chaired by
Johnny Widjaja, the Board of Commissioners was expected to guide and monitor
management decisions (Annual Report 1998).

Under this management Sari Husada continued previous management policy
in doing its business. The company continued to focus its business on production.
The sales and marketing department was still not considered to be as important,
because Sari Husada had sold most of its products to Tiga Raksa Satria. By the end
of 1998 Sari Husada proposed Eddy B. Regar as Marketing Director. He, then, was
appointed at the 1999 Annual General Meeting of Shareholders (Annual Report
2000). This appointment signaled that Sari Husada had started to explore other areas

of development and expansion for the company.
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Numico has continued to integrate Sari Husada to its system by appointing
two other Holland based officials to serve on the Board of Directors. At the 2001
Annual General Meeting of Shareholders of Sari Husada, Numico appointed
Johannes (Harry) M. Klompe as Business Development Director and Michiel J.A.
van der Meer as Project Director (Annual Report 2001). The Klompe appointment
has strengthened Sari Husada’s marketing strategy, especially the launching of new
products and advertising campaigns. While the van der Meer appointment was made
to oversee the development of new manufacturing and storage facilities in Klaten.
Numico realized that the future of Sari Husada was based on the capacity to produce

more products and to sell them.

9.6. The Resignation of the Sari Husada CEO and Appointment of New CEO
The management of Sari Husada changed again in 2002. Three members of
the Board of Directors were replaced. Dwiyatno Siswosumarto resigned as President
Director. Eddy B. Regar also resigned as Marketing Director, while Muhamad Ilham
Hidayat retired as Human Resource Director. The resignation of so many board
members indicated that there was a problem within the management team. The
reason has emerged that Dwiyatno’s resignation was triggered by incompatible
policies within the Sari Husada board, especially the aggressive intervention of the
Holand based directors. As a captain of Sari Husada Dwiyatno realized that it was
impossible to have a ship led by two commanders. It was better for the company if he

gave the new commander an opportunity to lead the company. Dwiyatno mentioned
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that the formal reason for his resignation was because he wanted to spend his time
with his family and donate his efforts to religious activities (Interview with Felix P.
Mulia).

The Sari Husada Annual General Meeting of Shareholders, 2002, then
appointed Soeloeng Hamonangan Nasoetion as President Director. The AGM also
elevated Johannes M. Klompe to Senior Vice President Director and Michiel J.A. van
der Meer to Operation Director. The board also received Rachmat Suhappy as
Production Director, while Setyanto got a new position as Research and
Development and Quality Assurance Director. A few months after the AGM, the
majority shareholder also nominated Jenny Go as Marketing Director.

The new President Director has had various experiences in conducting
business in Indonesia and overseas. Nasoetion was educated at a Western university.
He is half Indonesian and half Dutch. The greatest advantage he had was that he had
a background in accounting and was one of the founders of a big Indonesian
accounting firm (Interview with Nasoetion). The appointment itself was unexpected
by Nasoetion. He was contacted by Johnny Widjaja (President Commissioner) and
was offered the Sari Husada CEO position. Then Johnny proposed his nomination to
Peter Kroes (Vice President Commissioner). Peter also knew Nasoetion before and
agreed to nominate him to the AGM. This appointment was considered to heal the
wound suffered by the Sari Husada employees from the loss of Dwiyatno, who was a

father figure for all of the employees at Sari Husada (Interview with Felix P. Mulia).
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The other two new directors were recruited differently. Rachmat Suhappy
originated from Sugizindo, a Sari Husada subsidiary that provided manufacturing
services for producing and packaging infant formulas. Before he served as a director
in Sugizindo, he had experience in working as a manager in Nutricia Indonesia
Sejahtera (another Numico subsidiary in Indonesia). From his background, the
appointment of Suhappy was considered to be an internal promotion within a Numico
subsidiary. His position on the Sari Husada Board of Directors was expected to bring
Sari Husada’s decision making process in line with Numico’s policies. Another
director, Jenny Go, had experience in the food and beverage industry. She had served
as the Marketing Director of an indirect competitor of Sari Husada (Interview with
Jenny Go). Although her educational background was far from the marketing area,

her experience in the marketing activities made an advantage for her.

9.7. The Withdrawal of Numico’s Officials from the Board

In 2003 Board of Directors was readjusted again. After only serving for one
year Klompe and van der Meer were called back to Holland for another appointment.
The positions they left were not filled by other persons. The Sari Husada Board of
Directors then consisted of five members and the Board of Commissioners operated
with four members. Although the number of directors was reduced by two, the
withdrawal of the Holland based directors did not affect the business activities of Sari

Husada.
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Numico decided to withdraw its Hollland based officials from the Sari
Husada Board of Directors in 2003 because of a number of reasons. As the Numico
strategy was to focus on high growth and high margin products, it felt that Sari
Husada’s strategy did not totally fit with it. After a visit by the Numico CEO, Jan
Bennink, to Sari Husada in October 2002 Numico saw that Sari Husada’s products
were targeted to low-middle income families. These products could be high growth
products, but might not be high margin products. Sari Husada had a thin margin on
its products. The only possibility for profit growth was to produce those products in
the most efficient way and sell as much as possible. In Sari Husada’s management
terms the key success point of Sari Husada was volume not value (Interview with
Agus Budiyanto). For this reason the Numico management saw the appointment of
Dutch officials to Sari Husada was no longer needed. Numico believed that the
management of Sari Husada would take care of the business in an appropriate way as
was needed.

A year after the withdrawal of the Holland based directors the General
Meeting of Shareholders in 2004 appointed a new Independent Commissioner,
Marzuki Usman. It was thought that Marzuki, who was a former chairman of
Bapepam, a former Indonesian Minister and currently serves as Senior Advisor to the
Jakarta Stock Exchange, would attract special treatment from the government

agencies. This appointment was suggested by Johnny Widjaja.
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9.8. The Crucial Decision Made by the Board

During Sari Husada’s development the Board of Directors has made some
important decisions. Those decisions were an Employee Stock Option Program
(ESOP), a share buyback, a stock split and the implementation of SAP. Each of these

decisions will be discussed below.

9.8.1. Employee Stock Option Program

An Employee Stock Option Program (ESOP) is a scheme to grant a
company’s employees an ability to participate in owning the company shares. The
program aims to relate compensation for employees to the financial and market
performance of a company. An ESOP itself can be classified into two proposals
which are an All-employee Share Plan and an Enterprise Management Incentive
(EMI) (Casson, 2000, p.viii).

The ESOP proposal was discussed at an Extra-ordinary Meeting of
Shareholders of Sari Husada in October 2003. The General Meeting of Shareholders
agreed to grant an ESOP to its commissioners, directors and managers of five percent
of total outstanding shares or equal to 94 million shares. According to Casson (2000)
this ESOP is an Enterprise Management Incentive (EMI) which was specially
targeted to tie management incentives to the financial and market performance of the
company. The proportion of shares disbursed in the ESOP program was 44.8 percent
for the members of Board of Commissioners, 42.5 percent for the members of the

Board of Directors and 12.7 percent for managers. Johny Widjaja as President
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Commissioner received 19.67 million shares which were 20.88 percent of total ESOP
distribution, Peter Kroes as Vice President Commissioner was given 12.5 million
shares and Suad Husnan as Independent Commissioner earned 10 million shares
from the ESOP program. The members of Board of Directors each received an equal
amount 8 million shares regardless of their tenure in serving the company. The
managers were given a lesser amount of shares since their total rights amounted to 12
million shares and these were divided among more than 30 people (Koran Tempo,
Friday 8 July 2005).

From the distribution of shares in this ESOP program it can not be denied that
the most beneficial recipients were the members of the Board of Commissioners,
especially Johny Widjaja who received 20.88 percent of the total ESOP share
distribution. The initiation of the ESOP program was from a Board of
Commissioners’ proposal rather than from the Board of Directors’ initiative as
Nasoetion (President Director) mentioned (Koran Tempo, 2005). When the Board of
Directors asked for a distribution for employees Widjaja said that the shares should
be taken from the Board of Directors portion (Toarik, 2005a). The question was why
the Board of Directors passed the ESOP proposal to the Extra-ordinary Meeting of
Shareholders in 2003. The management might have thought that this initiative had
been discussed with the Numico headquarters. Numico should have known of the
proposal because its representative Peter Kroes (Head of Region of Numico for Asia,

Africa, and South America) sat on the Board of Commissioners.
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9.8.2. Share Buyback

Share buyback is a finance decision of a company to buy some of its
outstanding shares from the market. Dobbs and Rehm (2005) state that a share
buyback will send signals about the company situation to the market. The signals
may be a positive signal that the company’s shares are undervalued or that the
management was confident with its cash policy to cover future commitments. But a
share buyback may be translated into a negative signal when the market suspects that
management has few investment opportunities ahead and is advising investors to put
their money elsewhere. Technically a share buyback will increase earning per share
(EPS) because the earnings will be divided between a smaller amount of shares. This
finance decision will also affect a company’s capital structure when available cash is
absorbed to finance the action. Dobbs and Rehm (2005) suggest that a share buyback
does not increase underlying performance or value of a company. They add that if the
program allows management compensation to be linked to earning per share it will
harm the long term health of the company.

The Sari Husada General Meeting of Shareholders at its Extra-ordinary
Meeting in October 2003 came up with several decisions. One of these decisions was
a share buyback program which started immediately after the meeting for the
following 18 months. The buyback program was to buy 10 percent of its outstanding
shares which amounted to 188.35 million shares. Sari Husada prepared 200 billion
rupiah from its account to finance this program. The strange fact, which was seen by

market analysts, was that the share buyback program was in parallel with the ESOP.
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At the time these decisions were announced the Sari Husada shares which actively
traded in the market amounted to only 5 percent of shares issued. The buyback
program of 10 percent of outstanding shares was easily interpreted as being designed

to absorb the newly outstanding shares issued by the ESOP program.

9.8.3. Stock Split

The stock split decision was a result of the Sari Husada Annual General
Meeting in 2003. The decision was made to improve the liquidity of shares traded on
the Jakarta Stock Exchange. Sari Husada shares with a nominal value of 500 rupiah
were traded above 21,000 rupiah in the market in 2003, while average share prices
traded on the bourse was thousands rupiah rather than tens of thousands. For a quite
long period stock analysts and brokers suggested that Sari Husada management
should split the nominal value of its shares to boost the activity of share trading. The
high price of the share meant investors were reluctant to buy because they needed a
large amount of funds and they also might think that the high share price was hard to
move up. They were better off in investing their funds by targeting the average priced
shares in the market, which were actively traded.

The 2003Annual General Meeting finally agreed to a decision on the stock
split to make Sari Husada share trading more active. This decision was sound from a
finance point of view but the real reason behind this decision should be suspected
because for a long period Sari Husada management rejected such a proposal. The

policy to split the nominal share price was granted when the company was
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conducting two other important policies, the ESOP and a share buyback. The market
could easily read that this decision was targeted to activate Sari Husada’s share
trading and to gain price increase of the market price of the company’s shares. The

parties that would benefit most would be the recipients of the ESOP program.

9.8.4. Implementation of SAP

The SAP (Systems, Application and Products in Data Processing) program is
a part of Enterprise Resource Planning (ERP) and Supply Chain Management (SCM)
which aims to improve the efficiency of all lines of a company. Sari Husada invested
US$ 2 millions for a SAP Business Suite application program. This SAP Business
Suite program consists of modules which cover the areas of finance, human resource
management, sales and distribution, plant management, quality management, sales
order and production planning (Deriz, 2004). Sari Husada needed this SAP program
to integrate its business processes and supplier and marketing channels, and to handle
various alternative formulas of its milk based products.

Felix (Vice President Director and CFO) mentioned that this information
technology development was in line with Sari Husada’s vision to provide an
affordable price for its dairy based products without sacrificing the quality (Deriz,
2004). The implementation of the SAP program was in June 2004 and went
operational in February 2005. Using this SAP program Sari Husada was able to
perform product tracking in less than 4 hours, a substantial improvement from 2-3

days previously (Annual Report 2005). This product tracking method provided Sari
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Husada with a significantly improved quality assurance system. The company was
not only able to improve operational efficiency, but also was able to increase product
quality and post lower rejection rate and consumer complaints. With this information
technology investment, including the development of infrastructure and
refurbishment of all personal computers, the Sari Husada management was preparing

to face global competition in the future with more confidence.

9.8.5. Corporate Social Responsibility and Award Received

Sari Husada believes that programs on Corporate Social Responsibility (CSR)
should not be implemented on the basis of compliance. It should be come from a
sincere dedication to build harmonious relationships with communities to create
prosperous coexistence (Annual Report 2005). Sari Husada translated CSR into some
community development programs addressing education, social welfare and
empowerment of small-scale economy. In 2005 the company spent more than 1.5
billion rupiah to finance its CSR programs. In the education area, Sari Husada
provided scholarship programs for around 2000 students. Around 1,600 patients
received free medical treatment sponsored by the company. It also provided packages
of stapled food for under-privileged families and gave monthly donations to nursing
homes for the elderly and orphanages. Sari Husada trained individuals and small-
scale enterprises with basic business knowledge, such as costing and pricing
calculations. It also supported a working capital for qualified participants to

accelerate the development of their businesses.
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Sari Husada received some awards for its products and brands in 2005. It was
chosen by SWA magazine and MarkPlus Consulting as the Best Public Company
based on Economic Value Added (EVA) Concept. The backbone brand, SGM, also
received the most valuable brand in formula milk category from SWA magazine and
MARS. The other packaging and consumer branding awards received by Sari Husada
were SGM in the baby porridge category, SGM 2 in the baby powder milk under 1
year, SGM 3 in the kids powdered milk category and Lactamil in the pregnancy milk

category. Those awards strengthened the existence of the company’s products.

9.9. The Whistleblower

The whistle-blowing phenomenon happens when a person in an organisation
knows something is wrong in the organisation. A whistleblower can be a hero who
fights corruption (Julie, 1987) or a company traitor who reveals secrets for his/her
own personal glorification (Petersen & Farrell, 1986). For a whistleblower there are
reasons for blowing the whistle. The important consideration is that this phenomenon
will have personal consequences for the blower and for the organisation in the short
and long term.

Felix P. Mulia according to one of the finance magazines in Indonesia can be
categorized as a whistleblower. As the Vice President Director and Finance Director
(CFO) of Sari Husada he had already tried to prevent two significant decisions which
may have affected the company’s financial health. He has also enthusiastically

reported the decisions made by the Board of Commissioners to Numico headquarters
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in Holland but received no equal reply (Toarik, 2005a). The decisions to give the
Employee Stock Option Program (ESOP) to members of the Board of
Commissioners, the Board of Directors and company managers and to do a share
buyback at the same period alarmed Felix. Especially the idea that the ESOP was
only granted to members of the Board of Commissioners and the Board of Directors
and would not give any benefit to the other employees of Sari Husada upset him.
Then the ESOP program was adjusted to include all managers of the company in
order to hush possible rejection from employees. The ESOP program finally has been
granted with a big proportion of the ESOP rights directed to the members of the
Board of Commissioners, a fair sum amount for members of the Board of Directors,
and a small portion for the managers. The inequality of ESOP distribution was not
only in the proportion of distribution but among the member of the Board of
Directors the distribution was seemed unfair. Every member of the Board of
Directors was granted the same amount of shares regardless of their tenure in serving
the board.

The whistle-blower phenomenon should consider the cost and benefit of the
action. A whistleblower may experience retaliation or may be ignored by the
organisation (Miceli & Near, 1992). He or she has to prepare for any consequence

affected by the action.
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9.10. Meeting with the House of Representative

The Board of Director of Sari Husada was summoned to the Indonesian
House of Representatives (DPR) on 22 June 2004 to give an explanation at a public
hearing by Commission VII. Lapoe Moekoe, a member of the House of
Representatives, accused Sari Husada of misleading its Indonesian customers by
giving a statement that SGM, one of its baby milk formula products, had the same
nutrition as mother’s breast milk. Lapoe also found a contract between a mid-wife in
Singaraja Bali with Sari Husada which stated that the mid-wife would recommend
SGM to all mothers who gave birth at her clinic. As a reward the mid-wife received 6
million rupiah (Dewan Perwakilan Rakyat, 2004a and 2004b). This practise violated
the International Code of Marketing of Breast Milk Substitute which banned samples
and gifts to mothers and health workers and banned sales incentives for breast milk
substitutes (IBFAN, 2004). Although Indonesia had implemented parts of the Code
since 1985, all milk formula producers used to conduct these practises to gain larger
market shares.

Nasoetion, the President Director of Sari Husada, answered the House
questions with a statement that none of the milk formula products had an equal
nutrition content to mother’s breast milk. Sari Husada denied the accusation that its
product could be consumed as a substitution for mother’s breast milk. Although
giving free samples to birth clinics and hospitals and providing gifts to health
workers and mothers were commonly practised by all milk formula producers,

Nasoetion promised to the House of Representatives to reevaluate Sari Husada
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policies and marketing activities with regard to the implementation of International

Code of Marketing of Breast Milk Substitutes.

9.11. The Later Numico Intervention

Numico intervened to change the board formation of Sari Husada again in
2005. There were two reasons for this action. First, the Board of Directors should be
reformed again after the retirement of President Director Nasoetion. Nasoetion’s
appointment in 2002 was only for three years. The second reason was the scandal of
insider trading which emerged after the ESOP program and share buyback policy was
instituted. The Indonesian Capital Market Supervisory Agency (Bapepam) conducted
an investigation to uncover the insider trading accusation.

At the Annual General Meeting of Shareholders in 2005, Numico as
controlling shareholder nominated a new President Director for Sari Husada. Budi
Satria Isman, who had previously served as a Director at Coca Cola Amatil
Indonesia, was appointed as CEO at the AGM. The AGM also agreed not to appoint
Felix P. Mulia as Vice President Director. This decision was related to the insider
trading accusation which involved him. The AGM also made the decision to switch a
position on the Board of Commissioners. Johnny Widjaja and Peter Kroes changed
positions. Kroes then was serving as President Commissioner and Johnny as Vice
President Commissioner.

Soon after the 2005 AGM there were some events which happened in Sari

Husada. First, Suad Husnan, the long serving Independent Director, resigned due to
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an unexplained reason. His successor, Mardjono Reksodiputro, was appointed at the
Extra-ordinary Meeting of Shareholders in 2005. Presently Mardjono is the chairman
of the Indonesian Crime Prevention Fund Foundation (ICPFF) and is a prominent
figure in the Indonesian and ASEAN Law Community. Second, Bapepam
investigated the Sari Husada management to find out the truth about the insider
dealing charge. During the inspection the Board of Commissioners assigned the
Independent Commissioner and former Chairman of Bapepam Marzuki to represent
Sari Husada before the Bapepam committee (Toarik, 2005b). The accusation that the
Marzuki appointment was to gain a better protection against government bodies was
proven. Another event was the resignation of the President Commissioner and the
Vice President Commissioner. Kroes and Johnny resigned from Board of
Commissioners. Budi Satria Isman, the new President Director, announced Gerrit
Kayaertes as the new President Commissioner.

The final event was that Johnny Widjaja and his family sold all of their Sari
Husada shares to Numico. Numico believed that although the insider dealing charge
was still undecided yet, it had implications for Sari Husada shares market price.
Numico bought the remaining shares from the Widjaja family for several reasons.
Numico wanted to honor the Widjaja family for its dedication in forming and
developing Sari Husada for more than 32 years. The Widjaja family gained a
significant premium over the market price when selling its shares. Numico bought
Sari Husada shares at 3,500 rupiah per share from the Widjaja family and announced

that it would buy at the same price from public shareholders. This announcement was
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responded to positively by the market. When the insider dealing charge was under
investigation by Bapepam, the market responded to the decision by elevating Sari
Husada’s price to nearly 3,500 rupiah from around 2,000 rupiah previously.

Bapepam on 20 September 2005 concluded that insider trading was not found
in the Sari Husada case (Detik, 2005). Sari Husada shares were traded fairly and the
share buyback was based on fair market transactions. The increase of the Sari Husada
share price was gradual within the bourse regulation and was a result of market
transactions. Bapepam only found violations of the share buyback transactions done
by Johnny Widjaja and Felix P. Mulia. Both of them were doing transactions on
buying and selling of Sari Husada shares on the same day as the company did the
share buyback from the market. Johnny and Felix were penalized by a fine of 1.3
billion rupiah and 981 million rupiah respectively. Other members of the Board of
Commissioners and the Board of Directors were also fined because of the late

submission of a report for the changing ownership of the company’s shares.

9.12. Conclusion

Sari Husada has developed as a reputable baby food producer company over a
four decades. It has evolved from a state owned company to a joint venture company,
and then it became a private company. Then after listing its shares on the Jakarta
Stock Exchange Sari Husada became a public company. The financial crisis of 1998

caused financial difficulties for Sari Husada and its parent company Tiga Raksa
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Satria. Then Numico, a giant multinational company based in the Netherlands took
over Sari Husada.

Under the Numico umbrella, Sari Husada managed to grow and became a
modern company. The information system application supported Sari Husada’s
development as a subsidiary of a multinational company. Despite its development
Sari Husada experienced a number of events that influenced its situation. The
proposals of the ESOP program, a share buy back and a stock split were agreed at the
2003 General Meeting of Shareholder with the intention to encourage Sari Husada’s
managers to perform better and to activate Sari Husada share trading on the bourse.
Unfortunately these policies were used as a means to gain a personal benefit by a
member of the board. The majority shareholder realised that this situation resulted
from the failing of the monitoring system of the Board of Commissioners. That was
why the company appointed Marzuki Usman and Mardjono Reksodiputro to be the
Independent Commissioners. Their experience and reputations were expected to
increase the ability of the Board of Commissioners to monitor the executives and to
help the company when it has problem with the authority.

Above all Sari Husada’s management still managed to book profit for the
shareholders. The current development of Sari Husada showed that the company was
not only recovering from the Indonesian economic crisis, but moreover it was able to
evolve into a new modern company. The implementation of sophisticated IT systems,
and the management making hard efforts in implementing the corporate governance

codes has made Sari Husada able to build a prosperous future.
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Although as Davis (2005) mentions profit is not an end in itself but it is signal
from all customers and society that a company is providing things that people want.
So a company should not only consider its own interests but should also have a wider
responsibility to wider stakeholders and society. This corporate social responsibility
signals that a company should have a legal obligation to its stakeholders and society
as a whole. When a company ignores the public interest it makes itself vulnerable in
defending its market share from any fluctuation in the market.

After analyzing the development of Sari Husada as a company, the next
chapter will conclude the study. The conclusion chapter will wrap up all the aspects

which are discussed in the previous chapters.
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CHAPTER TEN

CONCLUSION OF THE STUDY

10.1. Introduction

The purpose of this study has been to gain an understanding of the pattern of
corporate governance practised at PT Sari Husada Tbk. The study has addressed
several questions of how the company governed itself, what elements of corporate
governance existed within the company and why the company practised it like that.
Those questions should reveal a comprehensive understanding of the corporate
governance system which was adopted by a profit oriented public listed company.

In Chapter One, it was noted that the availability of published research on
corporate governance practise in Asian countries during and after the Asian
economic crisis is very limited. Even more it was revealed that the knowledge of
corporate governance practise in the Indonesian company context is also limited. The
past studies on corporate governance in Indonesia were only conducted in the
banking sector (Tabalujan, 2001, 2002a and 2002b). In Chapter one, it was argued
that a study of real world experience of corporate governance practise could
contribute to the body of knowledge of corporate governance over the years. Good
corporate governance practise was suspected to be the driver of survival of

companies during a crisis. Accordingly the current study has focused on the practise
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of corporate governance of a private sector organisation in Indonesia which survived
and booked profits during a crisis.

In Chapter Two, the notion of corporate governance from different aspects
was discussed. The term corporate governance came from Berle and Means (1932)
writing about the separation of ownership and management. The owners of a
corporation have difficulties in monitoring and disciplining managers who run the
company on daily basis. Jensen and Meckling (1976) state that the separation of
ownership and management creates an opportunity for managers to pursue their own
interests, because of the inability of the owners in monitoring them.

In Chapter two the various definitions of corporate governance were
discussed. The definition emphasizes three important parties within a company,
owners (shareholders), directors and managers (executives). In maximizing the firm
profit and long term value the managers should take into account the interest of other
stakeholders (Stone et al., 1998). The different models of governance were also
discussed with special focus on the specific countries of the US, Germany and Japan.
Each governance system claims an advantage above other systems but none of the
systems can be implemented in every condition.

During the Asian economic crisis some factors were pointed to as the cause of
corporate failures. The high concentration of ownership, ineffective mechanisms of
board supervision, inefficiency and non-transparency of control procedures, high
dependence on external source of funds and a lack of creditor supervision were

among of the causes of the company crisis (ADB, 1999). Good corporate governance
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practise is believed to be the main factor leading to better financial performance (see
Perry (1999); Desai (1998); Darazsdi (1996); Daily (1991); Forjan (1993); Rubach
(1997); Kochhar (1995); Gedajlovic (1993); Mulick (1993); Rechner (1996); Wang
(1991); Molinary (1990); and Ikenberry (1990)).

In Chapter Two, it was shown that there was a challenge to build better
corporate governance systems in Asia after the economic crisis. Each country differs
in governance practise because of different legal and cultural systems. In this study
models and elements of corporate governance were observed to gain understanding
of different perspectives of corporate governance practise which happened in the
Indonesian company context.

In Chapter Three, the research method was discussed to provide guidelines
and a framework for doing the research. Case study research was chosen as the
approach to study the phenomena of corporate governance practise in an Indonesian
company. Using the case study method of research all data relevant to the case were
gathered and organized and used to intensively analyse specific details. In this
chapter, the research design was developed to link the research question to the data
and allow a conclusion to be drawn.

Chapter Four described the business environment in Indonesia. In this chapter
the general information about Indonesia was described and the business regulations,
with a description of employment regulations, intellectual property rights, land rights
and taxation. The development of the capital market, banking sector and foreign

capital as the source of finance for a company, was also discussed. The development
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of Jakarta Stock Exchange, the capital market regulatory vision and strategy and the
National Committee on corporate governance establishment were also discussed.

Chapter Five described the organisation of the subject company. The reason
for choosing Sari Husada as the case study for the research was revealed. The
company evolved from a state owned company, then became a join venture company,
and then became a private company. After listing its shares on the Jakarta Stock
Exchange Sari Husada was then acquired by a multinational company, and became a
subsidiary of Royal Numico of the Netherlands. Under Numico ownership many
changes were made. The leadership changes in Sari Husada affected the expansion of
the production facility. It was also revealed in the chapter that Sari Husada has five
amulets for its success which guarantees its products are safe and reliable to be
consumed by everyone.

In Chapter Six, the corporate governance model employed by Sari Husada
was discussed. The two-tier board structure of Indonesian companies has influenced
the practise of corporate governance systems which differ from Anglo-Saxon models
in maximizing shareholder wealth. Sari Husada has managed to move toward putting
attention more on the stakeholders’ interests. The step by step changes of governance
practises made by the executive board has succeeded in directing the practise toward
an ideal condition for an Indonesian company.

Chapter Seven discussed the corporate culture. The pattern of employees’
behavior and their work environment will influence the success of a company,

because the real existence of a company lays in the heart and mind of its employees.
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Bower (1966) describes corporate culture as “the way we do things around here”.
Schein (1991, p.9) provides a definition of culture as “a pattern of basic assumption -
invented, discovered, or developed by a given group as it learns to cope with its
problems of external adaptation and internal integration - that has worked well
enough to be considered valid, and therefore, to be taught to new members as the
correct way to perceive, think, and feel in relation to those problems.”

In this chapter the cultural change in the form of staff’ behavior, management
policies and the company’s practises were discussed. Some changes which were
introduced by Royal Numico were adopted successfully. Sari Husada managed to
choose a beneficial new culture which is strengthening its corporate culture.

Chapter Eight discussed what strategic management is and the
implementation of strategic management at Sari Husada. The term strategy which
originated from military discipline then was brought into the business context. The
term strategic management means a process within a company to optimise usage of
its resources to gain an advantaged position amongst its competitors. This is a never-
ending procedure which a company should face to gain success. In this chapter it was
shown that Sari Husada has followed a good practise of the strategic management
process. All departments within Sari Husada have tried to optimise the usage of
resources in dealing with the changes in the external environment.

In Chapter Nine, the development of Sari Husada as a private company was
described. The adjustment of board members to accommodate the interests of all

parties happened. Directors have come and gone during the process. This chapter
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noted the crucial decisions made by the board. The sophisticated SAP (Systems,
Application and Products in Data Processing) information technology program has
been adopted. As part of the Enterprise Resource Planning (ERP) and Supply Chain
Management (SCM) the implementation of the SAP Business Suite application
program aimed to improve the efficiency of all lines of the company. There were also
two other important decisions made by the board, the Employee Stock Option
Program (ESOP) and the share buyback. Both decisions later were found to be wrong
decisions and caused some members of the Board of Director to leave their positions.
Stock market analysts suggested that the problem emerged because of the lack of
trust by Royal Numico headquarters of its official serving in a director position who

blew the whistle.

10.2. Major Findings
The major findings of the current study are discussed in the following

subsections.

10.2.1. The Evolution of Sari Husada

The evidence found at Sari Husada shows that the organisational structure of
the company evolved from a simple structure to a modern and complex structure. At
the beginning of the development of Sari Husada, it had an organisational structure
which was dominated by the production function. The company, at that time, focused

its operation on the production of baby milk formula products. The marketing
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activities were conducted by an external party. Then, after it listed its shares on the
stock market and operated a bigger production facility, Sari Husada added an
additional function to its organisation structure. The company realised that it faced
competition from other manufacturers and started to involve itself in marketing
activities to push up its sales. The later development of Sari Husada under Numico’s
holding, led to a more complex organisational structure. In its organisational
structure, Sari Husada divided its operation into several functions, including
production, marketing, finance and accounting, human resource, information
technology (IT) and research and development (R&D) and quality assurance (QA).
The enlarged and enriched organisational structure was backed up by IT
systems. During the late 90s and the beginning of 2000, Sari Husada used the
EXACT accounting and reporting system. This accounting and reporting system was
able to relate activities done by separate divisions. The management was well
informed about the fulfillment of targeted figures in each division. Any deviation by
the real figure from the targeted figure needed to be clarified by a responsible
manager or staff. The system was perfected by using the SAP (Systems, Application
and Products in Data Processing) program. This Enterprise Resource Planning (ERP)
and Supply Chain Management (SCM) application program was able to improve the
efficiency of all lines of the company. Sari Husada was not only able to integrate all
of its business processes with supplier and marketing channels, but also was capable
of handling various alternative formulas of its milk based products. Using the SAP

program Sari Husada had an ability to track its raw materials and products along the
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supplier and marketing channels within hours. This ability allowed Sari Husada to
ensure its production processes and the quality assurance of its products operated

efficiently.

10.2.2. Role of the Change Agent

There are some milestones in the development of Sari Husada with regard to
the role of change agent within the company. Prior to the Numino acquisition and a
while after that Dwiyatno Siswosumarto as the President Director had been able to
play an important role in the production area. He transformed Sari Husada from a
local minded company to a more modern and forward looking company. He
conducted the benchmarking of the company’s production to the performer
companies within the same industry in the Asia-Pacific region. Dwiyatno then
streamlined the company’s organisational structure to focus only on its core
activities. The number of employees was cut from around 750 people to around 500
people. Sari Husada then gave a golden hand-shake reward to the outgoing
employees. The company also provided a safety net for these employees by setting-
up a new company within its pension fund. This new company allowed the outgoing
employees to continue working at Sari Husada but with different uniform and a
different employer.

Felix P Mulia joined Sari Husada just after the Numico acquisition. His role
was to introduce a new culture to Sari Husada. The result oriented culture was

introduced to replaced a time oriented one. He started to do this not only by words

190



but also by action. Felix also introduced information technology application into the
company’s accounting and finance system. Felix’s decision to apply the SAP
Business Suite program was an important cornerstone to Sari Husada success. Felix
played another role as a liaison officer of Sari Husada to its headquarters in the
Netherlands when the company needed an injection of funds to curb the impact of the
Asian economic crisis in 1998. He succeeded in convincing Numico to give fresh
funds to Sari Husada in order to enable the company to survive and grow during the
economic crisis.

Soeloeng H Nasoetion was elected by the Annual General Meeting of
Shareholders in 2002 to be the President Director after Dwiyatno’s departure. As a
new CEO Nasoetion was able to play a role in bridging the interests of Sari Husada
and the interests of Numico as the majority shareholder. He knew the boundaries of
Sari Husada staff in receiving new directions from the Holland based Directors.
Nasoetion was able to reduce tension within the Board of Directors and deliver more

acceptable policies to Sari Husada employees.

10.2.3. The Dominant Role of the Controlling Shareholder

Royal Numico, N.V. has played a dominant role in deciding what Sari
Husada should do since the company took it over from Tiga Raksa Satria. As a parent
company, Numico imposed a same policy on all of its subsidiaries. The policy should
be in line with the 2003 new vision and mission of Numico which was to be a high

growth, high margin, specialised nutrition company. Numico required all of its
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subsidiaries to submit monthly performance figures, complete with an explanation of
variance when the performance varied from the targeted figures. Numico appointed
its Holland based officials to serve on the Board of Directors and the Board of
Commissioners. By doing this, Numico had an ability to monitor all decision making
processes at Sari Husada. Even though, in practise the appointment of Holland based
Directors and Commissioners did not guarantee that every important decision will be
scrutinized thoroughly by the headquarters. The insider trading of Sari Husada’s

shares which was investigated by Bapepam was evidence of this.

10.2.4. The Tyranny of the Minority

The tyranny of the minority is a unique phenomenon in the Indonesian stock
market. This phenomenon is related to the conflict of interest transaction. The
conflict of interest transaction happens when the majority shareholder or a director or
a commissioner is involved in a company transaction. When this event happens in a
company, the authority to resolve the matter is in the hands of an independent party.
This independent party is not a shareholder with a substantial shareholding, but the
minority shareholders (see interview with Noor Rachman). With this power the
minority shareholders have an influence to direct the management policy through a
member of the Board of Commissioners. A member of Board of Commissioners,
whether he/she is an ordinary commissioner or an independent commissioner,

represents the interest of the minority shareholders.
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The tyranny of minority phenomenon happened at Sari Husada when a
member of Board of Commissioners proposed some proposals, which mostly
benefited the interest of the member himself, to the General Meeting of Shareholders.
The Employee Stock Option Program (ESOP), a share buyback and a stock split were
some of those proposals which were proposed by the member of the Board of

Commissioners who represented the minority shareholders.

10.2.5. The Change of Corporate Culture

Sari Husada managed to smooth the change of corporate culture within the
company. Previously, Sari Husada had a culture which was oriented to time. Staff did
not start their job before 8 AM, and rushed out from their office at 4 PM. Sari Husada
management succeed to transform its company culture into result oriented culture. At
the beginning of the introduction of the new culture, a manager gave an example of
starting work before 8 AM and often staying in the office until late at night to finish
his work. The management was able to find the motivation driver of the employees.
Sari Husada introduced generous salary packages added to by bonuses which were
tied to the company performance. The staff was highly motivated to work hard in
fulfilling and exceeding the targeted performance given to them. This performance

driven culture is based on the company’s values of trust, transparency and teamwork.
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10.2.6. The Focus of Strategic Management

To respond to the market dynamic Sari Husada has set its competitive
strategy. This competitive strategy is aimed to increase market acceptance, to expand
coverage of products and market, and to improve the efficiency of the distribution
channel (Annual Report 2005). The strategy covered some key priority areas. The
first priority is affordable price. With a decline of household spending capacity,
consumers targeted their budget to buy affordable products. Sari Husada
implemented a competitive pricing strategy while maintaining its level of
profitability. Innovative product developments were targeted to different market
segments with more health-conscious demand. The company continued to release
new products to fulfil customers’ needs. The continuous development of the
distribution channel was an attempt to improve the effectiveness and efficiency of
product delivery to customers. The SAP program ensured the monitoring system of
product delivery worked as it was planned. Marketing communication was a strategy
to promote products’ benefits and to gain a better understanding of consumers’
requirements and expectations.

Sari Husada on the other side also had a disadvantage under Numico’s
holding. Because of the different mission of its parent company Sari Husada lost the
potential to expand to the global market. With a focus on the affordability of its
products, which is different to the high margin products of Numico’s mission
statement, Sari Husada would grow and expand into global market if it could sell its

secret formulas of products to the same industry in other developing countries. This
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opportunity was restricted by Numico because it would trouble Numico’s value

which produces high margin products only.

10.3. Strengths and Weaknesses of the Study

A number of academics and theorist in the field of corporate governance have
presented ideas and suggestions regarding the context and the use of corporate
governance in practise and its impact on organisational effectiveness. As pointed out
in the introduction to the study, few published case studies exist to demonstrate the
practise of theories in corporate governance in order to gain more understanding of
the real world experiences of corporate governance. This case study has a major
strength in showing the fact that it uses the concept of corporate governance as a
means of developing a model of a real organisational experience. The framework of
the current study is built upon the work of researchers and describes how the
researched organisation uses a particular corporate governance model in realizing its
objectives. The study contributes to the corporate governance discipline because the
studied company was able to create its own path in delivering its vision and mission.

Another strength of the current study is the use of the case study method. A
case based study is more likely to play an important role because it can include
observations of a wide range of practises of corporate governance. The current study
has not been confined to a limited number of hypotheses and it shows a wide range of
aspects in corporate governance practises, including the corporate culture and

strategic management. This study provides a detailed and descriptive analysis of a
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real organisation that seeks organisational efficiency and effectiveness through the
practise of its corporate governance system.

The current study also contributes to the field of corporate governance by
observing the efforts of some members of the Board of Directors in practicing their
role as agents of change. A routine reporting to headquarters and the appointment of
the parent company’s officials did not guarantee that the monitoring system was
totally effective. When conflicting signals emerged from different positions at the
subsidiary regarding the decision making process and there was a whistle-blowing
phenomenon, headquarters should investigate. Good and bad managers can be
affected by the bad judgment of the majority shareholder. But whatever the policy is
taken by the parent company regarding its subsidiary, this policy should not influence
the existing good corporate culture and employees’ perception.

At the same time, several limitations of the current study are acknowledged.
The major limitation of the current study is the fact that it is a single case study. The
conclusion drawn from this case study can not be generalized by other similar
organisations. However, the research findings can be transferred to other similar
organisations in an analytical sense. The inductive reasoning can be employed to
provide significant understanding in an attempt to comprehend the pattern of
corporate governance practise in those organisations.

The empirical research has been based on data gathered from many sources,
mainly from interviews with members of the organisations and related parties outside

the organisation. Within the organisation, the interviews were conducted with the
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interviewees who were the members of the Board of Commissioners, the members of
the Board of Directors, managers at different divisions and the chairman of the labour
union. All of these interviewees were Sari Husada’s employees and none of them
represented the controlling shareholder. Holland based directors rejected the
interview and asked the researcher to interview Indonesian officials only. This might
affect the analysis of the research because it is based on the story of Indonesian
officials alone. The researcher has asked the Numico’s headquarters to correspond by
electronic-mail but this request was not agreed to. Numico’s headquarters data was
gathered only from its website and published media. During the interview some
important data, such as key performance indicators, were kept secret by the
interviewees. Those facts might be the weaknesses of the current research.

This research represents the situation for the period between 1997 and 2005.
More specifically, the interviews (as a major source of research data) were conducted
at the end of 2002, and followed up with the electronic-mail correspondence. The
Asian economic crisis hit Indonesian companies at the end of 1997 and the impact of
the crisis was experienced in 1998. At the same time in 1998, Royal Numico, N.V.
took over the company from PT Tiga Raksa Satria. The company continued to live
and change in many aspects. This report includes only a portion of the changes and
interventions in the company’s corporate governance for several short periods of
time. The current event of the company, such as the impact of Yogyakarta earth

quake in May 2006 on the company’s production facility in the Yogyakarta region,
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might be missed from the observation. Therefore the time period of the research can

be considered another weakness of this study.

10.4. Future Research Directions

Several suggestions are offered for future research to extend the current study
and overcome its limitations. While this case study provides an example of the
practise of corporate governance in an Indonesian public listed company, other
example from different companies and industries are still needed. Future research has
an opportunity to study other public listed companies, the Indonesian conglomerates
and their subsidiaries, the state owned enterprises, and the small and medium
enterprises to gain a complete picture of the Indonesian corporate governance system.

Further research on PT Sari Husada, Tbk would also be helpful in
understanding the full potential of corporate governance practise. The current study
has been based only on some Indonesian officials’ interviews. Hence, it is
recommended that future research on the subject organisation includes wider range of
managerial positions and a greater number of interviewees, especially officials who
represent the majority shareholder. By doing this future research could gain
comprehensive insights of the subject company.

This study suggests that the practise of corporate governance at the subject
company is related to corporate culture and the strategic management. Future
research should explore more details of manager-employee relationship, the

relationship between majority shareholders, the Board of Commissioners and the
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Board of Directors, and the access to minutes of meeting of company’s boards. By
doing this the future research might be able to make a better contribution to the

Indonesian corporate governance area.

10.5. Conclusion

This study has been concerned with the corporate governance practise at PT
Sari Husada Tbk. The study explores some transformation of governance practise
within the main divisions at Sari Husada. Although Tabalujan (2001, 2002a and
2002b) has found why Indonesian corporate governance had failed during the
economic crisis at 1998, the current research found that the corporate governance
practise at the studied company has enabled Sari Husada to survive and book profits
during the years of economic crisis. The scope of the study has been wide across
different levels of the company and it has been possible to cover a wide range of
aspects of corporate governance practises that exist within the studied organisation.

The research adopted a variety of data collection methods using a single case
study approach in conducting the empirical study. This approach has enabled an in
depth observation of governance practise in the studied company. The research has
found that Sari Husada’s governance practise is partly adopted from the literature, the
international standard and the national corporate governance codes with some
adjustments being made. The adjustments were needed to include local cultures and
national interests. Over past decades the company has been able not only to transform

from a simple and traditional producer of milk formulas for babies, but also get over

199



the Indonesian economic crisis. The company survived the crisis of 1997 for a
number of reasons. The Numico’s ownership with an adoption of a multinational
company’s working systems into the Sari Husada’s system is one of the reasons. The
cultural change within the company toward the attitude of productivity, efficiency
and cost cutting is another reason. The line of company’s products with an affordable
price and quality nutrition content also contribute to the survival of Sari Husada.
Above all, the long and enduring efforts of Sari Husada’s managers and employees
contribute the most. Because of those reasons the company has been able to
transform into a new modern company which produces various related food products
for babies. This makes Sari Husada able to build a prosperous future, while it is also
able to fulfil its vision and mission.

The study has explored an integrated corporate governance practise at an
Indonesian public listed company. It discusses the strength and weaknesses of the
current study and provides direction for future research. Moreover, the current
research reveals how the corporate governance has been practised by commissioners,

directors and managers in their daily activities.

200



BIBLIOGRAPHY

Allen, F. (2000) Financial Structure and Financial Crisis, Asian Development Bank
Institute Working Paper Series, 10, June, Manila: ADB.

Alvesson, Mats (2002) Understanding Organizational Culture, London: Sage
Publications.

Amess, Kevin and Howcroft, Barry (2001) Corporate Governance Structures and the
Comparative Advantage of Credit Unions, Corporate Governance, Vol 9 No 1, pp.
59-65.

Andrews, Kenneth (1971) The Concept of Corporate Strategy, Homewood, IL: Irwin.

Anonym (undated) Beyond the Balance Sheet: How U.S. Companies Bring Positive
Change to China, http://www.brt.org

Anonym (undated), Doing Business in Indonesia, http://www.us-asean.org/Indonesia/
business_guide

Anonym, Organizational Change: The Role of Leadership, Learning, Motivation and
Productivity, Management Decision, 36/5, pp.289-301.

Argyris, C. (1991) Teaching smart people how to learn, Harvard Business Review,
May-June, pp. 99-109.

Asian Development Bank (1999), Asian Development Bank Report, Manila: ADB.
Asian Development Bank (2000) Corporate Governance and Finance in East Asia:
A Study of Indonesia, Republic Korea, Malaysia, Philippines and Thailand, Vol. I,
consolidated report, Manila: ADB.

Baker, E.L. (1980, July) Managing Organizational Culture, Management Review,
pp.8-13.

Bapepam (2000) Bapepam Regulation No. IX.E.1, Jakarta: Bapepam

Bapepam (2003) 2002 Annual Report,
http://www.bapepam.go.id/E_Profile/AR 2002/Index.htm, 23/04/2003.

201


http://www.us-asean.org/Indonesia/%20business_guide
http://www.us-asean.org/Indonesia/%20business_guide
http://www.bapepam.go.id/E_Profile/AR_2002/Index.htm

Bapepam (undated) Good Corporate Governance,
http://www.bapepam.go.id/profil/annual/AR_2003/GCG.pdf.

Barwise, Patrick and Meehan, Sean (2004) Making Differentiation Make a
Difference, in Strategy+Business Enews, http://www.strategy-business.com.

Beekin, R. I. (1989) Assessing the effectiveness of socio-technical interventions:
antidote or fad, Human Relation, Vol. 42, pp. 877-97.

Beer, M. and Eisenstat, R. A. (1996) Developing an organization capable of
implementing strategy and learning, Human Relation, VVol. 49 No. 5, pp. 597-617.

Bennis, W.G. and Nanus, B. (1985) Leaders: The Strategies of Taking Charge, New
York: Harper & Row.

Berle, A and G. Means (1932) The Modern Corporation and Private Property, New
York: Macmillan.

Blaxter, L., C. Hughes and M. Tight (2002) How to Research, Second Edition,
Buckingham: Open University Press.

Booth, P. (1995) Management Control in a Voluntary Organization: Accounting and
Accountants in Organizational Context, New York: Garland Publishing Inc.

Boyle, R.J. (1985) Why Wrestle With Jellyfish?: Lessons in Managing
Organizational Change, National Productivity Review, pp. 180-183.

Bower, Marvin (1966) The Will to Manage, New York: McGraw-Hill.
Brewer, J.D. (2000) Ethnography, Open University Press.

Burke, W.W. (1982) Organizational Development: Principles and Practises, Boston:
Little, Brown & Co.

Burke, W. and G. H. Litwin (1992) A causal model of organizational performance
and change, Journal of Management, Vol. 18 No. 3., pp. 523-45.

Casson, Peter (2000) Company Share Options, Chichester UK: John Wiley & Sons.

Chambell, D. T. (1975) Degrees of Freedom and the Case Study, in Comparative
Political Studies, 8, pp. 178-93.

Chambell, D.T. and J. Stanley (1966) Experimental and quasi-experimental Designs
for Research, Chicago: Rand McNally.

202


http://www.bapepam.go.id/profil/annual/AR_2003/GCG.pdf

Chandler, Alfred (1962) Strategy and Structure, Cambridge, MA: MIT Press.

Chua, W. F. (1986) Radical Development in Accounting Thought, in Accounting
Review, Oct. 61 (4), pp. 601-32.

Coles, J. W., V. B. McWilliams and N. Sen (2001) An examination of the
relationship of governance mechanism to performance, Journal of Management, 23,
pp. 23-50.

Committee of Indonesian Capital Market Board of Arbitration (2002) Indonesian
Capital Market Board of Arbitration Establishment, Press Release No. PR-
01/PPBAPMI/VIII/02.

Cook, T. D. and Chambell, D. T. (1979) Quasi-experimentation: Design and
Analysis Issues for Field Setting, Chicago: Rand McNally.

Crano, W. D. and M. B. Brewer (2002) Principles and Methods of Social Research,
Second Edition, Mahwah, NJ: Lawrence Erlbaum Associates Publishers.

Creswell, J. W. (1998) Qualitative Inquiry and Research Design: Choosing Among
Five Traditions, Thousand Oaks, CA: Sage Publications.

Creswell, J. W. (1994) Research Design: Qualitative and Quantitative Approaches,
Thousand Oaks, CA: Sage Publications.

Daily, Catherine Marie (1991) Governance structure and financial performance in the
small corporation, FirstSearch, http://www.oclc.org/firstsearch/

Darazsdi, James Joseph (1996) The identification of characteristics associated with
corporate boards and their members which demonstrate a significant statistical
relationship to above average financial performance over time, FirstSearch,
http://www.oclc.org/firstsearch/

Darmawati, Deni, Khomsiyah and Rahayu, Rika Gelar (2005) Hubungan Corporate
Governance dan Kinerja Perusahaan, Jurnal Riset Akuntansi Indonesia, Vol. 8 No. 1,
pp. 65-81.

Davis, lan (2005) What is the Business of Business? The McKinsey Quarterly, 2005
Number 3.

Dobbs, Richard and Rehm, Werner (2005) The Value of Share Buybacks, McKinsey
Quarterly, 2005 Number 3.

203



Deal, Terrence E. and Allen A. Kennedy (1982) Corporate Culture: the Rites and
Rituals of Corporate Life, Reading, Massachusetts: Addison-Wesley.

Dearstone, Terry M. (1989) Using a Cultural Change Intervention to Improve
Organizational Effectiveness: an Evaluative Case Study, Dissertation, University of
San Diego.

Denison, Daniel R., Stephanie Haaland and Paulo Goelzer (2004) Corporate Culture
and Organizational Effectiveness: Is Asia Different from the rest of the World?
Organizational Dynamics, Vol.33, No.1, pp.98-109.

Denzin, N. K. and Y. S. Lincoln (1994) Handbook of Qualitative Research,
Thousand Oaks, CA: Sage Publications.

Denzin, N. K. (1997) Interpretive Ethnography: Ethnographic Practices for The 21°
Century, Thousand Oaks, CA: Sage Publications.

Deriz, Ss (2004) Sari Husada Investasikan US$2 juta untuk SAP,
http://www.imc.co.id/_news-sarihusada.htm, 10 August 2004.

Desai, Ashay Bhalchandra (1998) A study of the relationship between changes in the
corporate governance mechanism, CEO turnover, and performance in declining
firms, FirstSearch, http://www.oclc.org/firstsearch/

Detik (2005) Insider Trading Nihil, Bapepam Denda Sari Husada Rp 2,885 M,
http://jkt3.detikfinance.com/index.php/detik.read/tahun/2005/bulan/09/tgl/20/time/10
832/idnews/4..., 20 September 2005.

Dewan Perwakilan Rakyat (2004a) Lapoe Mokoe: Dirut Sari Hussada Bohong!
http://www.dpr.go.id/berita/press/21-25%juni%2004/LAPOE%MOKOE.htm

Dewan Perwakilan Rakyat (2004b) Ditemukan Penyimpangan Pada PT. Sari
Husada, http://www.dpr.go.id/berita/press/21-25%juni%2004/SARI%HUSADA.htm

Dooley, Jeff (undated) Cultural Aspects of Systemic Change Management,
http://www.well.com/user/dooley/culture.pdf

Dyer, W.G. (1984) Strategies for Managing Change, Reading, Massachusetts:
Addison-Wesley.

Editorial (1997) All Corporate Entities Need To Be Governed, in Corporate
Governance, Vol 5 No 1, pp. 1-2.

204


http://www.imc.co.id/_news-sarihusada.htm
http://jkt3.detikfinance.com/index.php/detik.read/tahun/2005/bulan/09/tgl/20/time/10832/idnews/4
http://jkt3.detikfinance.com/index.php/detik.read/tahun/2005/bulan/09/tgl/20/time/10832/idnews/4

Editorial (2001) Corporate Governance and the Bottom Line, in Corporate
Governance, Vol 9 No 2, pp. 77-78.

Eisenhardt, K. M. (1989) Building Theories from Case Study Research, in Academy
of Management Journal, Oct. 14 (4), pp. 532-51.

Elsmore, Peter (2001) Organisational Culture: Organisational Change? Hampshire:
Gower Publishing Limited.

Erikson, Erik (1964) Childhood and Society, Syracuse, New York: Norton
Publications.

Evered, Roger (June1983) So What Is Strategy, Long Range Planning, pp. 57-72.

Faisal (2005) Analisis Agency Cost, Struktur Kepemilikan dan Mekanisme Corporate
Governance, Jurnal Riset Akuntansi Indonesia, Vol. 8, No. 2, pp. 175-90.

Fetterman, D.M. (1998) Ethnography, Step by Step, 2™ ed., Thousand Oaks, CA:
Sage Publications.

Fitzpatric, Daniel (1998) Corporate Governance, Economic Crisis, and the
Indonesian Banking Sector, 9 AUSTL. J. CORP. L. 178.

Flamholtz, Eric (2001) Corporate Culture and the Bottom Line, European
Management Journal, Vol.19, No.3, pp.268-275.

Forjan, James Martin (1993) Three essays in corporate governance, FirstSearch,
http://www.oclc.org/firstsearch/

Forum for Corporate Governance in Indonesia (FCGI) (2001) What is Corporate
Governance?, http://www.fcgi.or.id/English/002_05_Hukum_Ind.htm, 11/5/2001.

Forum for Corporate Governance in Indonesia (FCGI) (2002) Corporate Governance
Self Assessment Questionnaire,
http://www.pwcglobal.com/extweb/sendmailsubstitute.nsf?1ID_CGForm, 18/04/2002

Foster, Richard N. (2002) Strategy in Crisis, in The McKinsey Quarterly, Special
Edition: Risk and Resilience

Frank, J.R. and C. Mayer (1992) Corporate Control: A Synthesis of the International
Evidence, IFA Working Paper 165-92, London Business School.

205


http://www.fcgi.or.id/English/002_05_Hukum_Ind.htm
http://www.pwcglobal.com/extweb/sendmailsubstitute.nsf?ID_CGForm

French, W. L. and C. H. Bell (1978), Organizational Development: Behavioral
Science Interventions for Organizational Improvement, 2" ed., Englewood Cliff, NJ:
Prentice Hall.

Gaffikin, M. J. R. (1989) Accounting Methodology and the Work of R. J. Chambers,
New York: Garland.

Gay, Keith (2001) A Boardroom Revolution? The impact of the Cadbury nexus on
the work of non-executive directors of FTSE 35- companies, in Corporate
Governance, Vol 9 No 3, 152-64.

Gedajlovic, Eric R. (1993) A cross-national study of corporate governance, strategy
and firm performance, FirstSearch, http://www.oclc.org/firstsearch/

Gibson, James L., John M. Ilvancevich and James H. Jr. Donnelly (2000)
Organizations: Behavior, Structure, Process, Boston: McGraw-Hill.

Gilbert, D.R., Jr. and N.C. Roberts (July, 1984) The Leader and Organization
culture: Navigating the Tricky Currents, Discussion Paper no. 13, Minneapolis, MN:
Strategic Management Research Centre, University of Minnesota.

Glesne, C. and A. Peshkin (1992) Becoming Qualitative Researcher: An
Introduction, White Plains, NY: Longman.

Gluck, F.W., S.P. Kaufman and A.S. Walleck (Winter, 1982) The Four Phases of
Strategic Management, in Journal of Business Strategy, pp.9-12.

Golembiewski, R. (1979) Approach to Planned Change, New York: Marcel Dekker.
Goodman, P.S. and L.B. Kurke (1982) Studies of Change in Organisations: A Status
Report, in Goodman, P.S. (Ed.), Change in Organizations: New Perspectives, San

Francisco: Jossey-Bass, pp.1-46.

Grant, Robert M. (2005) Contemporary Strategy Analysis: Concepts, Techniques,
Applications, 5" ed., Malden, Massachusetts: Blackwell Publishers Inc.

Grant, Robert M. (2002) Contemporary Strategy Analysis: Concepts, Techniques,
Applications, 4™ ed., Malden, Massachusetts: Blackwell Publishers Inc.

Hammersley, M. (1992) What’s Wrong with Ethnography?, Routledge.

Harris, Philip R. and Robert T. Moran (1991) Managing Cultural Differences,
Houston, Texas: Gulf Publishing Company.

206



Harrison, E. Frank (1996) A Process perspective on Strategic Decision Making, in
Management Decision, 34/1, pp.46-53.

Harrison, E. Frank (1995) The Managerial Decision-making Process, 4™ ed., Boston,
MA: Houghton Mifflin.

Harrison, E. Frank and Monique A. Pelletier (1995) A Paradigm for Strategic
Decision Success, in Management Decision, Vol.33 No.7, pp. 53-59.

Hart, C (2003) Doing a Literature Review: Releasing the Social Science Research
Imagination, London: Sage Publications.

Harvey, L. J. and M. D. Myers (1995) Scholarship and Practice: The Contribution of
Ethnographic Research Methods to Bridging the Gap, in Information Technology and
People, Vol. 8, No. 3, pp.13-27.

Helen Keller Worldwide (2003) Breastfeeding & Complementary Feeding Practices
in Indonesia, in Annual Report 2002, Helen Keller.

Heuer, M. J.L. Cummings and W. Hutabarat (1999) Cultural Stability or Change
Among Managers in Indonesia, in Journal of International Business Studies, 30.3,
pp. 599-610.

Hitt, M., Keats, B. A. and R. D. Nixon (1996) Rightsizing: building and maintaining
strategic leadership and long-term competitiveness, Organizational Dynamic, pp. 18-
32.

Hopt, K., H. Kanda, M.J. Roe, E. Wymeersch and S. Prigge (1998) Comparative
Corporate Governance, Oxford, UK: Clarendon Press.

Hoque, Z. and T. Hopper (1994) Rationality, Accounting and Politics: A Case Study
of Management Control in a Bangladeshi Jute Mill, in Management Accounting
Research, 5 (1), pp. 5-30.

Houlden, Brian (1990) Understanding Company Strategy: An Introduction to
Thinking and Acting Strategically, Oxford: Basil Blackwell.

Hubbard, Graham (2000) Strategic Management: Thinking, Analysis and Action,
Frenchs Forest, NSW: Prentice Hall.

Hunger, J. David and Wheelen, Thomas L. (2000) Strategic Management, Upper
Saddle River: Prentice Hall.

207



Husnan, Suad (2000) Corporate governance in Indonesia: Providing a foundation
for the corporate and financial sector (paper), Yogyakarta: UGM.

Husnan, Suad (undated) Indonesia, http://www.adb.org/Documents/Books/
Corporate_Governance/Vol2/chapterl.pdf.

Ikenberry, David Lawrence (1990) Corporate governance through the proxy contest:
evidence and implications, FirstSearch, http://www.oclc.org/firstsearch/

Indonesian Company Law no.1 year 1995 (1999) Jakarta: Sinar Grafika.

Ingley, C.B. and van der Walt, N.T.(2003) Board Configuration: Building Better
Boards, in Corporate Governance, Vol 3 No 4, pp. 5-17.

Institute for Economic Studies (Infes) (2000), National Sourcebook on Corporate
Governance in Indonesia, August 2000, wysiwyg://22http://www.infes.org/
publications.htm, 8/13/2001.

International Monetary Fund (2000) Letter of Intent, September, Jakarta:
International Monetary Fund.

Interviews with Sari Husada’s various level of Managers (2002), transcripts from
recorded interviews.

lu, Justin and J. Batten, (2001) The implementation of OESD corporate governance
principles in post-crisis Asia, JCC, Winter 2001, pp.47-62.

Jakarta Stock Exchange (2001) Reporting Obligations,
wysiwyg://251/http://www.jsx.co.id/INVESTOR/issuer.htm, 11/5/2001

Jakarta Stock Exchange (2003) Annual Report Award,
http://www.jsx.co.id/rel ser.asp?cmd=newsdtl&id=55, 24/02/2003.

Jakarta Stock Exchange (2003) the History of JSX,
http://www.]sx.co.id/about.asp?cmd=menul, 13/01/2003.

Jensen, M. and W. Meckling (1976) Theory of the Firm: Managerial Behaviour,
Agency Cost and Ownership Structure, in Journal of Financial Economics, 3,
pp.305-60.

Johns, G. (1983) Organizational Behavior: Understanding Life at Work, Glenview,
IL: Scott, Foresmen and Company.

208


http://www.jsx.co.id/rel_ser.asp?cmd=newsdtl&id=55
http://www.jsx.co.id/about.asp?cmd=menu1

Johnson, Gerry and Kevan Scholes (2002) Exploring Corporate Strategy, Essex:
Prentice Hall.

Jordan, C. (1999) Corporate Governance in Asia and the Asian Financial Crisis:
Evidence of the Impact and Current Trends, OECD and Korea Development Institute
Conference, Corporate Governance in Asia: A Comparative Perspective, Seoul, 3-5
March 1999, Paris: Organisation for Economic Co-operation and Development
(OECD).

Joyce, Paul and Adrian Woods (2001) Strategic Management: A Fresh Approach to
Developing Skills, Knowledge and Creativity, London: Kogan Page Ltd.

Kanter, R. M., B. A. Stein and T. D. Jick (1992) The Challenge of Organizational
Change, New York, NY: The Free Press.

Katzenbach, J. R. (1996) Real change management, The McKinsey Quarterly, No. 1,
pp. 148-63.

Kidder, L. and C. M. Judd (1986) Research Methods in Social Relations, 5™ edition,
New York: Holt, Rinehart & Winston.

Kiel, Geoffrey C. and Gavin J. Nicholson (2003) Board Composition and Corporate
Performance: how the Australian experience informs contrasting theories of
corporate governance, in Corporate Governance, Vol 11 No 3, 189-205.

Kimberly, J. and W. Nielsen (1975) Organizational Development and Change in
Organizational Performance, Administrative Science Quarterly, 20, pp.191-206.

Kochhar, Rahul (1995) Linking corporate strategy to capital structure: The
relationship between diversification strategy and mode of financing, FirstSearch,
http://www.oclc.org/firstsearch/

Koldewey, Burkhard J. (1995) The missing component of corporate governance
accountability in Canadian corporations, FirstSearch,
http://www.oclc.org/firstsearch/

Koran Tempo (2005) Saling Tuding Warnai Kasus Sari Husada, Friday 8 July 2005.

Krathwohl, D. R. (1998) Methods of Educational and Social Science Research: An
Integrated Approach, New York: Longman.

Kroeber, A.L. and C. Kluckhohn (1952) Culture: a Critical Review of Concepts and
Definitions.

209



Kumar, R. (1998) Research Methodology: A Step-by-Step Guide for Beginners,
Melbourne: Longman.

La Porta, R., F. Lopez-De-Silanes, A. Shleifer and R. Vishy (1998) Law and Finance,
in Journal of Political Economy, 106.6, pp. 1113-55.

La Porta, R., F. Lopez-De-Silanes, A. Shleifer and R. Vishy (2000a) Agency
Problems and Dividend Policies around the World, in Journal of Finance, 55.1, pp.
1-34.

La Porta, R., F. Lopez-De-Silanes, A. Shleifer and R. Vishy (2000b) Investor
Protection and Corporate Governance, in Journal of Financial Economics, 58.1-2, pp.
3-27.

Lawler, E. (1994) Effective rewards systems: strategy diagnosis and design, in
Howard and Associates (eds.) Diagnosis for Organizational Change, New York, NY:
The Guilford Press, pp. 210-38.

LeCompte, M. D. and J. P. Goetz (1984) Ethnography and Qualitative Design in
Educational Research, Academic Press.

Lemberg, Paul (2000) Keeping Top Performers Checklist, http://www.lemberg.com
Lemberg, Paul (2001) Business Structure Elements, http://www.lemberg.com

Lemberg, Paul (undated) How to Get Things Done: A Guide to Strategic Planning,
http://www.lemberg.com/strategictacticalplan.shtmi

Lifson, T.B. (1984) Adaptation: A Key to Organizational Health, Research
Management, 27 (4), pp. 37-40.

Lodh, S. C. and M. J. R. Gaffikin (1996) Researching Accounting in Action: A
Methodological Note, in Vagneur K., C. Wilkinson and A. J. Berry (eds.) Beyond
Constraint: Exploring the Management Control Paradox, London: The Management
Control Association, pp. 331-44.

Lucier, Chuck, Rob Schuyt and Eric Spiegel (undated) CEO Succession 2002:
Deliver or Depart, in Strategy+Business, issue 31, http://www.strategy-business.com

Luhukay, Joseph F. P. (2000) Corporate governance in Indonesia (paper).
Yogyakarta: UGM.

210



Marginson, D. E. W. (1999) Beyond the Budgetary Control System: Towards a Two-
tiered Process of Management Control, Management Accounting Research, Sep., 10
(10), pp. 203-30.

Markides, Costas and Paul Geroski, (undated) Colonizers and Consolidators: The
Two Cultures of Corporate Strategy, http://www.strategy-
business.com/press/article/03306?tid=230&pqg =all

Martin, Joanne (1992) Cultures in Organizations: Three Perspectives, New York:
Oxford University Press

Mashall, C. and G. B. Rossman (1989) Designing Qualitative Research, Newbury
Park, CA: Sage Publications.

May, T. (1997) Social Research: Issues, Methods and Process, Second Edition, Open
University Press.

McKinsey & Company (2000) Investor opinion survey, London Office: McKensey
and Company.

McNabb, Mark Malcolm (1996) Does CEO replacement matter at distressed firms?
FirstSearch, http://www.oclc.org/firstsearch/

McNeill, P. and S. Chapman (2005) Research Methods, Third Edition, London:
Routledge.

Mead, M (1937) Cooperation and Competition among Primitive Peoples, New York.

Merriam, S. B. (1998) Qualitative Research and Case Study Applications in
Education, San Francisco, CA: Jossey-Bass Publishers.

Metro-Press (2003) Selling a Stake to a European Producer Helped Baby Food
Manufacturer Sari Husada Make the Big Jump from Crawling to Walking,
http://www.metro-press.com/Indonesia/indonesia_pagel4.html, 25 January 2003.

Miceli, Marcia P. and Near, Janet P. (1992) Blowing the Whistle: The Organizational
and Legal Implications for Companies and Employees, New York: Lexington Books.

Miles, M. B. and A. M. Huberman (1984) Qualitative Data Analysis: A Sourcebook
of New Methods, Sage Publications.

Monks, Robert, A.G. and Minow, Nell (1995) Corporate Governance, Cambridge:
Blackwell Publishers.

211


http://www.strategy-business.com/press/article/03306?tid=230&pg%20=all
http://www.strategy-business.com/press/article/03306?tid=230&pg%20=all
http://www.metro-press.com/Indonesia/indonesia_page14.html

Morgan, Malcolm J. (1993) How Corporate Culture Drives Strategy, Long Range
Planning, Vol.26, No.2, pp.110-118.

Mulick, James Joseph (1993) Governance structure, product-market strategy and
performance: A longitudinal study of the banking industry during deregulation,
FirstSearch, http://www.oclc.org/firstsearch/

Naim, Ainun (2000) Applying good corporate governance in Indonesia (paper),
Yogyakarta: UGM.

National Committee on Corporate Governance (2000) Code of Good Corporate
Governance, Jakarta: National' Committee on Corporate Governance.

National Committee on Corporate Governance (2001) Code of Good Corporate
Governance, Jakarta: National Committee on Corporate Governance.

National Committee on Corporate Governance (2003) Annual Report Award, Jakarta:
National Committee on Corporate Governance.

National Committee on Good Corporate Governance (undated) Organisation Profile,
http://202.155.2.92/NCGCG/index1.htm, 24/07/2001.

National Committee on Corporate Governance (undated) Masterplan for Corporate
Governance, file:///A|/The National Committee for Corporate.htm, 6/10/2003.
Neuijen, Bram (1992) Diagnosing Organizational Cultures: Patterns of Continuance
and Change, Groningen: Wolters-Noordhoff.

NCW-Nederlands Christelijk Werkgeversverbond (1997) Ondernemen is meer ...
over maatchappelijke betrokkenheid van bedrijven, Discussienota NCW, Bilderberg-
Conferentie.

Nestor, S and J. Thompson (1999) Corporate Governance Patterns in OECD
Economies: Is Confergence Under Way?, OECD and Korea Development Institute
Conference, Corporate Governance in Asia: A Comparative Perspective, Seoul, 3-5
March 1999, Paris: Organisation for Economic Co-operation and Development
(OECD).

Numico (2004) Annual Report, Amsterdam: Numico.

Ott, J. Steven (1989) The Organizational Culture Perspectives, Pacific Grove,
California: Brooks/Cole Publishing Company.

212


http://202.155.2.92/NCGCG/index1.htm

Oxford Dictionary (2000) The Oxford English Dictionary, Oxford: Oxford University
Press.

Pangestu, Mari and Farid Harianto (undated) Corporate Governance in Indonesia:
Prognosis and Way Ahead, in Towards Principles of Corporate Governance,
file:///Al/Mari_Pangestu-CG.htm, 4/20/2002.

Perry, Todd (1999) Essay in corporate governance: Incentive compensation,
independent outside directors, and firm responses to poor performance, FirstSearch,
http://www.oclc.org/firstsearch/

Pheysey, Diana C. (1993) Organizational Cultures: Types and Transformations,
London: Routledge.

Porras, J. I. and Berg, P.O. (1978) The impact of organizational development,
Academy of Management Review, No. 3, pp. 249-66.

Porter, Michael E. (1985) Competitive Advantage: Creating and Sustaining Superior
Performance, New York: The Free Press

Prowse, Stephen (1998) Corporate governance: Emerging issues and lessons from
East Asia, The World Bank.

Rahayu, Eva Martha (2003) PT Sari Husada Tbk.: Satu Sen Pun Mesti
Dipertanggungjawabkan,
http://www.swa.co.id/cetak.php?cid=1&id=1477&url=http%3A%2F%2Fwww.swa.c
0.id%2Fswama..., 16 October 2005.

Rechner Paula L. (1986) Corporate governance, shareholder wealth, and financial
performance: A four-wave longitudinal assessment, FirstSearch,
http://www.oclc.org/firstsearch/

Richard, L. (2005) Handling Qualitative Data: A Practical Guide, London: Sage
Publications.

Robbins, S. P. (1983) Organizational Theory, The Structure & Design of
Organizations, Englewood Cliffs, NJ, Chapter 15.

Rubach, Michael Joseph (1997) The changing face of corporate ownership: Do

institutional owners affect firm performance? FirstSearch,
http://www.oclc.org/firstsearch/

213


http://www.swa.co.id/cetak.php?cid=1&id=1477&url=http%3A%2F%2Fwww.swa.co.id%2Fswama
http://www.swa.co.id/cetak.php?cid=1&id=1477&url=http%3A%2F%2Fwww.swa.co.id%2Fswama

Rubach, M.J. and T.C. Sebora (1998) Comparative Corporate Governance:
Competitive Implications of an Emerging Governance, in Journal of World Business,
33.2 (Summer 1998), pp. 167-84.

Sarantakos, S. (1993) Social Research, Melbourne: MacMillan.
Sari Husada (1996-2002) Annual Report, Yogyakarta: Sari Husada.

Sathe, V. (1985) Culture and Related Corporate Realities, Homewood, Illinois:
Irwin, Inc.

Schein, Edgar H. (1985 and 1991) Organizational Culture and Leadership, San
Francisco: Jossey-Bass, Inc.

Shleifer, A. and R.W. Vishy (1997) A Survey of Corporate Governance, in Journal
of Finance, 52.2, pp. 737-83.

Siehl, C. (1985) After the Founder, an Opportunity to Manage Culture, in P.J. Frost,
L.F. Moore, M.B. Louis, C.C. Lundberg, and J. Martin (Eds.), Organizational
Culture, pp.125-140, Beverly Hills, California: Sage Publication.

Simanjuntak, Djisman and Felia Salim (2001) Transition to Good Corporate
Governance in Post-Crisis Indonesia: High Barriers and Windows of Opportunities,
the Corporate Governance Forum, Conference on Indonesian Economic Institution
Building in a Global Economy, Jakarta, 6 September 2001.

Sirley, R.C. (February 1982) Limiting the scope of strategy: an empirical study,
Academy of Management Review, pp.264-5.

Soesastro, Hadi (1999) Government and Deregulation in Indonesia, in Colin Barlow,
Institutions and Economic Change in Southeast Asia: the Context of Development
from the 1960s to the 1990s, pp. 105 — 117, Cheltenham, UK: Edward Elgar.

Spira, Laura F. (2003) Audit Committees: begging the question?, in Corporate
Governance, Vol 11 No 3, 180-88.

Standard and Poor (2001) Standard and Poor’s Corporate Governance Scores—
Criteria, Methodology And Definitions, Standard and Poor.

Stone, E. F. (1978) Research Method in Organizational Behavior, California:
Goodyear Publishing.

Tabalujan, Benny Simon (2001) Corporate Governance of Indonesian Banks: The
Legal and Business Contexts, Working Paper, June 2001.

214



Tabalujan, Benny Simon (2002a) Why Indonesian Corporate Governance Failed —
Conjectures Concerning Legal Culture, Revised Working Paper, 2 April 2002.

Tabalujan, Benny Simon (2002b) Family Capitalism and Corporate Governance of
Family-controlled Listed Companies in Indonesia, Revised Working Paper, 13
August 2002.

Taridi (1999). Corporate governance, ownership concentration and its impact on
firms’ performance and firms’ debt in listed companies in Indonesia, in Indonesian
Quarterly, 4.

The Government of the Republic of Indonesia (1995) Company Law 1995, Jakarta, 7
March 1995.

The Government of the Republic of Indonesia, Government Regulation PP 83/1961,
http://www.asia-pacific-
action.org.southeastasia/indonesia/resources/indonlaw/pp/pp196183.htm

Thompson, Arthur A. and Strickland, A.J. (2001) Crafting and Executing Strategy,
New York: McGraw-Hill/Irwin.

Tichy, N.M. (1983) Managing Strategic Change, New York: Willey & Sons.

Toarik, Mashud (2005a) Ada Transaksi llegal di Sari Husada,
http://www.investor.co.id/print_artikel.html?id=1690, 13 July 2005.

Toarik, Mashud (2005b) Politik Pecah Belah di Sari Husada,
http://www.investor.co.id/print_artikel.html?id=1744, 25 July 2005.

Transparency International Chapter Malaysia (TICM) and Institute for Economic
Studies (Infes) (2000) National sourcebook on corporate governance in Indonesia,
Kuala Lumpur: TICM & Infes.

Tricker, Robert 1. (1984) Corporate Governance; Practice, procedures and powers
in British companies and their boards of directors, Aldershot: Gower Publishing
Company.

Tricker, Robert I. (1994) International Corporate Governance; Text, Readings and
Cases, Singapore: Prentice Hall.

Tricker, R.I. and Lee, Kelly (1997) Case Study Assessing Directors’ Core

Competencies — the Case of the Mass Transit Railway Corporation, Hong Kong, in
Corporate Governance, Vol 5 No 2, pp. 87-101.

215


http://www.asia-pacific-action.org.southeastasia/indonesia/resources/indonlaw/pp/pp196183.htm
http://www.asia-pacific-action.org.southeastasia/indonesia/resources/indonlaw/pp/pp196183.htm
http://www.investor.co.id/print_artikel.html?id=1690
http://www.investor.co.id/print_artikel.html?id=1744

Truskie, Stanley D. (1999) Leadership in High-Performance Organizational
Cultures, Westport: Quorum Books.

Tylor, E.B. (1871) Primitive Culture, Boston
UNICEF (2003) State of the World’s Children 2003, UNICEF.

Van Buren, M. E. and J. M. Werner (1996) High performance work system, Business
and Economic Review, Vol. 43 No. 1, pp. 15-23.

Van den Berghe, Luthgart and Liesbeth De Ridder (1999), International
Standardisation of Good Corporate Governance, Boston: Kluwer Academic
Publisher.

Van Hulle, C. (1996) Corporate Governance: een overzicht van disciplinerings-
mechanismen en empirische evidentie, Tijdschrift voor Economie en Management,
KUL, jg.XLI, pp 81-129.

Van Hulle, C. (1997) Is het system van Corporate Governance belangrijk? — Op zoek
naar de impact van verschillen in modellen, ontwerprapport referaat VWEC.

Van Maanen, J. and Barley, S. (1985) Cultural Organization: Fragments of a Theory,
in P.J. Frost, L.F. Moore, M.B. Louis, C.C. Lundberg, and J. Martin (Eds.),
Organizational Culture, pp.125-140, Beverly Hills, California: Sage Publication.

Vecchio, R. P. and Appelbaum, S. H. (1995) Managing Organizational Behaviour,
Toronto: Dryden.

Wahal, Sunil (1995) Institutional investors and firm performance, FirstSearch,
http://www.oclc.org/firstsearch/

Wang, Jia (1991) Outside director composition and corporate performance,
FirstSearch, http://www.oclc.org/firstsearch/

Weick, K. (1983) Letters to the Editor, Fortune, No 17, p.17.

Weimer, J. and J. Pape (1996) Corporate Governance en ondernemingsdoelen,
Nijenrode Management Review, 1, pp 59-67.

Wen, Yu, Kami Rwegasira and Jan Bilderbeek (2002) Corporate Governance and

Capital Structure Decisions of the Chinese Listed Firms, in Corporate Governance,
Vol 10 No 2, pp. 75-83.

216



Wilson, D. (1992) A Strategy of Change: Concepts and Controversies in the
Management of Change, New York, NY: Routledge.

Wilson, 1. (August 1994) Strategic Planning Isn’t Dead — It Changed, Long Range
Planning, p.20.

Wolcott, H. F. (1994) Transforming Qualitative Data: Description, Analysis and
Interpretation, Thousand Oaks, CA: Sage Publications.

World Bank (1999) World Bank Report, New York: World Bank

Yakasai, Alhaji G.A. (2001) Corporate Governance in a Third World Country with
Particular Reference to Nigeria, in Corporate Governance, Vol 9 No 3, 238-53.

Yin, R. K. (1994) Case Study Research: Design and Methods, Second Edition,
Thousand Oaks, CA: Sage Publications.

Yin, R. K. (2003) Case Study Research: Design and Methods, Third Edition,
Thousand Oaks, CA: Sage Publications.

http://www.jsx.co.id

http://www.numico.com

http://www.sarihusada.co.id

217


http://www.jsx.co.id/
http://www.numico.com/
http://www.sarihusada.co.id/

	University of Wollongong - Research Online
	Cover
	Copyright warning
	Title page
	Certification
	Dedication
	Abstract
	Acknowledgement
	Table of contents
	List of appendixes
	List of abbreviations
	Chapter one
	Chapter two
	Chapter three
	Chapter four
	Chapter five
	Chapter six
	Chapter seven
	Chapter eight
	Chapter nine
	Chapter ten
	Bibliography

