CHAPTER ONE
INTRODUCTION

A. Background

The existence of the company has become a dominant business
institution. The company influences national economic development. The
company's activities have provided employment, provided products and
services needed for people's lives, increased sustainable economic
development, increased national technological capacity and capability, and
realized community welfare in a competitive economic system.!

A company is always in the community and the company can only
live, grow and develop if it receives support from the community because
basically, the community is the main supplier of the company's needs and
also as the user of the products (goods and services) of the company. Thus,
the existence and survival of the company is very dependent and determined
by the attitude of society towards institutions/agencies concerned. Therefore,
it is gquestionable how far a company can provide valuable benefits to the
community environment.?

Every country has the same goal, to prosper the lives of its citizens. As
stated in the 1945 Constitution of the Republic of Indonesia (hereinafter
referred to as the 1945 Constitution). The Fourth Paragraph of the Preamble of

the 1945 Constitution states that the objective of the Republic of Indonesia is
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to protect the entire nation of Indonesia and all of Indonesia’s blood. Another
objective is to promote public welfare, educate the nation's life, and participate
in carrying out world order based on independence, lasting peace and social
justice.

To realize one of these goals, the way that can be done is with the help
of one of the pillars of economic development, namely the company. As it is
known that the pillars of economic development in a country consist of three
elements, namely the government, society and companies. Companies that
have the role as mentioned above also have the responsibility to realize social
welfare and improve the quality of life of people in a country. One of them is
by implementing Corporate Social Responsibility (here in after referred to as
CSR) in a company.

CSR is gaining popularity again in the early 20" century. CSR, which
began to be debated in the 1990s, has become an idea that has taken many
people, from the academic community, non-government organizations, to
business actors as stated by Rosita Candra Kirana.® Conceptually, corporate
social responsibility or commonly called CSR is an approach where
companies integrate social care in business operations and their interactions
with stakeholders based on the principle of volunteerism and partnership. But

empirically this CSR has been implemented by companies in the form of
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activities based on voluntary.* CSR is also a flow towards organizations,
especially companies that have responsibilities to interested parties such as
consumers, shareholders, communities, employees, and the environment.
where it is, connected with various aspects of the company's operations aimed
at the welfare of economic, social, and environmental aspects. In other words
CSR is the role of the company's contribution to the goal of sustainable
development.®

Indonesia is a member of the international organization, ISO
(International Standardization Organization) which has approved 1SO 26000:
Guidance Standard on Social Responsibility, in September 2004. The
preparation of ISO 26000 is based on CSR standards as a guideline for all
forms of organizations both private and public. In understanding the 1SO
2600 there are seven key issues® that has been matured on CSR, namely: a)
Community Development; b) Consumers; ¢) Healthy Institution Activities; d)
Environment; e) Employment; f) Human rights; g) Government
Organizations.

From the seven key of issues above are applied by multinational

companies or large companies listed on the stock exchange as a guideline to
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improve the reputation only among the people of Indonesia for example, such
as PT Freeport Indonesia, Pertamina, Unilever’, and so on.

According to Amirizal as stated in Abdul R. Saliman's book, one of the
functions of business law is as a source of information that is useful for
business practitioners, to understand their rights and obligations in business
practices, so that the nature and behavior of activities in the business sector
can be realized, fair, reasonable, healthy and dynamic (guaranteed by legal
certainty).® As with this function, business law will regulate how business
organizations work under statutory regulations. One of the business
organizations in Indonesia is a Limited Liability Company which is part of a
legal entity.

The Article 74 of Act No. 40 of 2007 on Limited Liability Companies
(hereinafter referred to as UUPT) which explains that "Companies that carry
out their business activities in or related to natural resources are required to
carry out social and environmental responsibilities”. This provision aims to
create a harmonious, balanced and harmonious Company relationship under
the environment, values, norms, and culture of the local community.

The definition of Social and Environmental Responsibility also stated
in the Company Law in the Article 1 paragraph 3 states the meaning of Social
and Environmental Responsibility is the Company's commitment to

participate in sustainable economic development to improve the quality of life
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and the environment that is beneficial, both for the company itself, the local
community and the community in general.

However, whether the contribution of CSR is clear and especially for
middle-bottom companies, it is not too concerned with the principles of CSR,
even though it has been required in several laws in Indonesia.® Because there
is no detailed and clear regulation on UUPT and other Regulation that has
discussed CSR obligations.

The scope of supervision and implementation of CSR control is held
by the government as the role has been determined by the Act, but in practice,
the government refused to comply with the obligations.!® In the Government
Regulation Article 6 No. 47 of 2012 on the Social and Environmental
Responsibilities of Limited Liability Companies (TJSLPT) can be found that:
"the implementation of social and environmental responsibilities is contained
in the annual report of the Company and is accountable to the Annual General
Meeting (RUPS)".1! But the monitoring system regarding CSR is good and
running smoothly. There are still several problems regarding waste pollution,
forest fires, and over-exploitation which have a fatal impact on the

environment.*?
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Of the wvarious regulations that discuss the report on the
implementation of CSR only found in the Article 6 of the Government
Regulation No. 47 of 2012 on Social and Environmental Responsibilities of
Limited Liability Companies (TJSLPT), from the annual report can prove
whether or not a CSR program is implemented in this case the annual CSR
report is not only required in administrative form but the government must
oblige in clear, intact, and detailed form.*® It can be explained that the
implementation report on CSR is currently still weak as explained before;
therefore there are still many gaps that must be filled, to cover up the
shortcomings of the issue of CSR supervision itself.

One example of the provisions on CSR funding has been regulated in
the Article 74 paragraph (2) of Law no. 40 of 2007 on Limited Liability
Companies, as follows:

“Social and Environmental Responsibility is a corporate obligation that is
budgeted and calculated as a Company expense whose implementation is
carried out with due regard to propriety and fairness.””*

The above clause does not explicitly mention a certain nominal
regarding the presentation of costs that must be budgeted or calculated by the

company so that, there is no clear reference to the preparation of funds by the
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company to carry out CSR.*® Therefore there are still many gaps that need to
be filled, to cover the deficiencies of the CSR oversight problem itself.
Likewise, in the Special Region of Yogyakarta based on Local
Government Regulation and Governor’s Regulation so that the distribution of
CSR funds can be used appropriately. The local regulation for the
implementation of CSR fund distribution itself has been stated in the
regulations of the Local Regulation of the Special Region of Yogyakarta No.
6 of 2016 on the Implementation of Corporate Social and Environmental
Responsibility.
Where the contents of the regulation are as follows:

1) Providing legal certainty in the distribution of CSR funds in the
Special Region of Yogyakarta Province.

2) Providing a legal basis in establishing joint bodies or institutions
which will later manage and CSR in the jurisdiction of the Province
of the Special Region of Yogyakarta Province.

3) Providing clear direction to any company that can and must
channel CSR funds because it is our shared responsibility.

4) Providing a legal basis for sanctions against companies that do not
want to participate in running CSR programs in the territory of the

Special Region of Yogyakarta Province.
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5) This regulation also contains an obligation for all companies to set
aside a portion of their profits to contribute directly to the welfare
of the community.

In principle, CSR is a form of social responsibility as a manifestation
of Good Corporate Governance. In this case, CSR is defined as an obligation
of the company to formulate policies, make decisions and implement actions
that benefit the community. However, the facts in the field show a different
reality as explained by Fajar in his research which explains that CSR policies
by local governments, especially in Yogyakarta and Central Java in general,
are still very weak, which for the Special Region of Yogyakarta in the form of
the Local Regulations while Central Java uses the Governor's Decree.
Recognizing the existence of weaknesses in CSR policy, the two regions
proposed to make stronger the legal rules with the Local Regulations. For
Central Java, the proposed draft of the Local regulation has arrived at the
DPRD Special Committee. While for the Special Region of Yogyakarta it is
still under study in related institutions.®

The author will examine the implementation of CSR in the Special
Region of Yogyakarta Province, by using two-sample companies, namely
Bank of BPD DIY Syariah and PT Mowilex Cat.

B. Problem Formulation
Based on the background of the problems that have been described

above, the problems that arise and need to get answers in research are How
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CSR implementation by companies based on the Local regulation of the
Special Region of Yogyakarta No. 6 of 2016 on Management of Corporate
Social and Environmental Responsibilities.
C. Objective of Research
Referring to the background of the problem and the formulation of the
existing problems, the research aims to determine the implementation of CSR
by companies based on the Local regulation of the Special Region of
Yogyakarta No. 6 of 2016 on Management of Corporate Social and
Environmental Responsibilities. In the Special Region of Yogyakarta.
D. Benefit of Research
1. Theoretical Benefit
This research was shown by researchers to contribute to the development
of legal science, especially regarding the application aspect of rules
related to the implementation of CSR activities by business actors. It is
also hoped that this research can be used as a reference for developing a
system for managing CSR activities in the regions.
2. Practical Benefit
a. For the Researcher
It is hoped that it can improve the knowledge, especially in reviewing
and recognizing the role of local government in the enforcement of
administrative law against business actors in carrying out CSR

obligations.
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b. For the Country
For the state as a regulator, this research is expected to be used as
input in taking policies related to the rules of CSR making.

c. For the Community
For the community, it is hoped that this research can be used as a
reading that can improve the education of the community about

obligations regulatory in implementing CSR.



