
Governance and Performance of Third Sector Organisations: 
Credit Unions in Indonesia 

Maria Rosaline Nindita Radyati 

Faculty of Business - School ofManagement 
University of Technology, Sydney (UTS) 

March 2010 

Principal Supervisor: Prof. Dr. Jenny Onyx 

Alternate Supervisor: Dr. Samiul Hasan 



Certificate of Authorship/Originality 

I certify that the work in this thesis has not previously been submitted for a degree nor 

has it been submitted as part of requirements for a degree except as fully acknowledged 

within the text. 

I also certify that the thesis has been written by me . Any help that I have received in my 

research work and the preparation of the thesis itself has been acknowledged. In 

addition, I certify that all information sources and literature used are indicated in the 

thesis. 

Signature of Student 

Maria Rosaline Nindita Radyati 

11 



Acknowledgements 

This thesis is made possible because of the help from the Holy Spirit and Jesus Christ . I 

would like to thank The Holy Trinity, God the Almighty, for enabling me to finish this 

thesis. 

The research for this thesis has been fully supported by funding from the Ford 

Foundation. The scholarship for my study at UTS has been provided by the Faculty of 

Economics of Trisakti University and the President of Trisakti University, Jakarta, 

Professor Dr Thoby Mutis. Therefore I would like to convey my deepest gratitude to the 

Ford Foundation and Trisakti University for providing me with financial aid and 

facilities in support of my study and research. 

I would also like to express my gratitude to Professor Jenny Onyx for her patience, 

academic support, exemplary corrections and input to my thesis as well as her moral 

support. In addition I would like to say thank you to Dr Samiul Hasan who introduced 

me to international research and top-tier overseas study at UTS~ nurtured me to be part 

of international researchers; and led me into an academic world which I had never 

imagined before. 

Last but not least, I would like to thank my family : my husband, Andreas Ari Aviata for 

his love, patience and prayer during my "journey"; my beloved children, Albert Agung 

Arditya and Benedictus Billy Brilianditya, for their continuing support; and my parents 

for their unending love and prayer for me. 

111 



Abbreviations 

AD Basic Organisation Constitution ( Anggaran Dasar) 
AMM Annual Members Meeting 
AMOS Analysis ofMoment Structures 
ART O_gerational Organisation Constitution (Anggaran Rumah Tangga) 
BOA Board of Advisors 
BOM Board of Management 
BOS Board of Supervisors 
BPAT Board Performance Assessment Tool 
BSAQ Board Self Assessment Questionnaire 
CEO Chief Executive Officer = Executive =Manager 
CFI Comparative Fit Index 
cu Credit Union 
cuco National Level of Credit Union in Indonesia (Induk Koperasi Kredit) 
Indonesia 
DAPERMA Insurance and Charity Fund 
FGD Focus Group Discussion 
GDP Group Decision Process theory 
ICA International Co-operative Alliance 
INKOPDIT National Level of Credit Union in Indonesia (Induk Koperasi Kredit) 
INKOWAN National Level of Women Cooperative in Indonesia (Induk Koperasi 

Wanita) 
LSM Self-reliant organisation (one form of non-profit organisation) 
KI Key Informant 
KPl Key Performance Indicators 
Kementrian Ministry of Cooperatives and Small and Medium Enterprises 
KUKM --
MOC Ministry_ of Cooperatives 
MSA Measure of Sampling Adequacy 
oc Organisation Constitution= Articles of Association 
PEARLS Protection Ratios, Effectiveness Ratios, Asset Quality Ratios, Rates 

of Return and Cost Ratios, Liquidity Ratios, Signs of Growth Ratios 
PO Popular Organisations 
PUSKOWAN Secondary Level of Women Cooperative in Indonesia (Pusat 

Koperasi Wanita) 
QPAT Qualitative Performance Assessment Tool 
RD Resource Dependency theory --
RMSEA Root Mean Squared Error of Approximation 
SEM Structural Equation Modelling 
SIO Small and Informal Organisations 
SOM Standard Operation Management 
SOP Standard Operating Procedures 
TOR Term ofReference 
TRCU Tanggung-Renteng Credit Union (J\tlutual Liability CU) 
TSOs Third Sector Organisations 
VMVO Vision, Mission, Values, Objectives 
woccu World Council of Credit Union 

tv 



Table of Contents 

Governance and Performance of Third Sector Organisations: Credit Unions in 
Indonesia ...................................................................................................................... i 

Certificate of Authorship/Originality .................................................................... ii 
Acknowledgements ................................................................................................ iii 
Abbreviations ......................................................................................................... iv 
List of Figures ...................................................................................................... viii 
List of Tables .......................................................................................................... ix 
Abstract .................................................................................................................. xi 
Chapter One ............................................................................................................ 1 
Introduction ............................................................................................................ 1 

1. 1 Research Questions .. .. ........ ............... ... ........ .... .. .................................... 5 
1.2 Research Objectives ............................................................................... 5 
1.3 Significance and Contributions of Study ............ .. ............ .. .............. .. .... 6 

Chapter Two ........................................................................................................... 7 
Literature Review ................................................................................................... 7 

2. 1 Governance - Various Definitions ............... .... ... ...... ...... ........ .... ... ... ..... 7 
2.2 Credit Union Governance ................................................................ .. .... . 9 
2. 3 Governance Mechanism ......... ... ................... ... ... ............ ............... ......... 9 
2.4 Multiple Theoretical Perspectives .. ...... ............ .. ....... .. .......... ............... 28 

Chapter Three Indonesia's Third Sector Organisations (TSOs) Profile- History 
................................................................................................................................ 48 

3.1 History of the Third Sector in Indonesia ........................................ .. .. .. 48 
3.2 Historical Influence on the Laws for TSO ...... ..................................... 53 
3.3 Types ofThird Sector Organisations (TSOs) in Indonesia ................. .. 55 
3.4 Legal Environment of TSO in Indonesia - Governance Aspects within 

Legal Framework ....... .. .. ...... ......... .......... ...... ....... ... .... .......... ..... .......... 57 
3.5 Independent Self-Regulatory Scheme .... ... .. ... ... ................................... . 65 
3. 6 Control and Monitoring - Law Enforcement .. .... .... ............. .. .............. 69 
3.7 Taxation .. ... ... .............. .......... ... ..... ......... .. .. ..... ... .... .... .................... ..... 72 
3. 8 Laws and Practices of Services Provisions .................. .. ...................... 7 4 
3. 9 Conclusion- Legal Environment of TSOs ....... ...... ..... .... ... ........ ...... .. . 7 5 
3.10 The Special Case of Cooperatives ............................... .... ..................... 76 
3. 11 Context of Cooperatives in Indonesia .......... ........... ... .. ....... .......... ....... 77 
3.12 Context of Credit Unions in Indonesia .............. .. ................................ 78 
3.13 Profile of Traditional Women' s Credit Union ...... .. ............................... 82 
3. 14 Need for Improved Governance ........... .... ... .... .. ... .. .. .... .. .. ... ........ .. ....... 86 

Chapter Four ........................................................................................................ 88 
Research Methodology ......................................................................................... 88 

4.1 Conceptual Framework ... .... ....... ..... .......... .. .. .. .... ............. .. ... ......... ...... 88 
4. 2 Methodology ... ............ ......... ....... ........ ..... ... ... ... .... .... ...... ... .... ........... ... 90 

Chapter Five ....................................................................................................... 105 
Understanding about Governance: Results and Discussions ............................ 105 

5.1 Results of Key Informants ' Understanding of Governance for Third 
Sector Organisations ... ..... ... ...................... ... .. .. ...... .... ..... ... .. .. .. ..... .. .. . 105 

5.2 Results Understanding of Governance for Credit Unions ............ .... ... 119 
5.3 Conclusion ... .. .. ..... .. .... .... ... .. .......... .. ...... .... .............. ..... ............. .... ... . 130 

Chapter Six ......................................................................................................... 132 
v 



Governance Mechanism in TSOs: Results and Discussions .............................. 132 
6.1 Governance mechanisms in Third Sector Organisations ..... ... ...... ... .. .. 132 
6.2 Organisation Characteristics ......... ... ...... ..... ....... .... ...... .. ........ ........ ... .. 133 
6.3 Indonesia's Third Sector Governance Mechanism .... ..... ... ... ... .. ... .. .... . 134 
6. 4 Conclusion of Governance Mechanism in Third Sector Organisations 15 0 
6.5 Governance Mechanism in CU and TR CU: Results and Discussions . 153 
6.6 Other Findings and Discussions .. ...... .......... .. ....... ........ .... ..... ... .. ...... .. 172 

Chapter Seven ..................................................................................................... 175 
Board members performance in CU and TR CU .............................................. 175 

7. 1 Questionnaire of Board Performance Assessment Tool (BP AT) -
Dimensions Classification .............. ... ..... ......... .... ........ ..... ........... .............. ........ 175 
7.2 BPAT- Results and Discussions ..................... ... .... .. .... ..... ... ........ .... . 181 
7.3 BPAT Open-ended Questions - Results and Discussion .. .... ..... ........ .. 185 
7.4 . Organisational Performance of CU and TR CU .......... .... ... ....... .... ...... 196 
7. 5 Financial Performance Assessment - PEARLS Ratios .. .... ...... ..... ... .. 206 
7.6 Qualitative Organisational Performance in CU and TR CUs - Results and 
Analysis 227 

Chapter Eight ...................................................................................................... 239 
Board Performance Influence on Organisational Performance ....................... 239 

8. 1 Board Performance Influence on Qualitative Organisational 
Performance ........ ...... .................... .... .. .......... .... ........ ...... ... .... ...... ...... ..... .......... 239 
8. 2 BP AT - Method of Data Processing ..... ...... .... ... ... .. .... ..... ..... ....... .. .. .. . 241 
8.3 Structural Equation Modelling (SEM) for Board Performance Influence 
on Qualitative Organisational Performance .... .......... ....... .... ..... ...... ... ..... ........... 241 
8. 4 Board Performance Influence on Quantitative Organisational 
Perfortnance .... .. .. .... .. .. .. ...... ....... .. ..... .... ......................... ........ ...... ....... .. ... .... .... . 246 

Chapter Nine ....................................................................................................... 249 
The Extent of Multiple Theoretical Perspectives Explain Governance 
Mechartism .......................................................................................................... 249 

9.1 Understanding about Governance ... ...... ........ ........... ... ... .................... . 251 
9.2 Governance Mechanism ........ ..... ... .. ....... ... ..... ........ .............. ............. . 253 
9.4 Relationship Between Aspects of Governance Mechanisrn .... ..... ...... .. 270 
9. 5 Explanations of Governance Practices in CU and TR CU: Theories of 
Agency, Resource Dependency and Group Decision Process ......... .. ......... ... .. ... 2 71 
9.6 Explanation of Governance Practices in CU and TR CU: Other Theories 
and/or Local Wisdom ... ... .... ..... ... .. .. ..... ..... ... ... ...... .............. ... ................. .. .. ... .. . 272 

Chapter Ten ........................................................................................................ 279 
Discussion of All Results of CU and TR CUs ..................................................... 279 

10.1 Governance Meaning according to CU and TR CU .. .... .. ..... .. .. .... ....... 279 
10.2 Major Operational Differences between CU and TR CU ... .. .. ... .. ... ..... 281 
10.3 Some suggestions ....... .... .. .. .... ..... ..... .. ... .... ......... ... ........ .. ....... ..... ...... . 285 
10.4 Board Performance in Indonesia' s CUs (CU and TR CU) .... .. .. .... ... ... 286 
10.5 Qualitative Organisational Performance ofindonesia's CUs ...... .. .. ... 289 
10.6 Financial Performance of Indonesia' s CUs ...... ... .... .. ...... ..... .... .... .... .. 289 
10.7 Comparison of Qualitative Performance ofindonesia's CUs- Board vs. 
Organisation .... ... ... ........ .. .... ............. ... .. ............ .......... ........... ... .. ..... .. .... .. .. .. ... . 291 
10.8 Dimensions of Board Performance Most Likely to Account for 
Organisational Performance ........ .... ......... ........ .. ............... .... ....... ... .... ...... .. ... ... 292 
10.9 Comparison of Quantitative Performance of Indonesia's CUs- Board vs. 
Organisation ...... ...... .. .... ......... ... ...... .. ............ .... .. .......... ...... ... .......... ... ..... ...... .. 293 

Vl 



10.10 Definition of Governance oflndonesia's CUs based on Synthesis of 
Literature Review, Local Wisdom and Practices inCUs and TR CUs ... ... ...... .. . 293 

Chapter Eleven Contributions ........................................................................... 298 
11.1 Introduction ................ ........................ ........ ...... .... ........ ... .... ........ ...... 298 
11.2 Conclusion .. ... .... .... ...... ... ..... .. .... .... .. .. .............. .... .. ... ..... .... ...... ..... .. ... 299 
11 .3 Limitations .............. .. .. ........ ... ....... ... .......... ... ....... .. ... ..... ................... . 300 
11 .4 Recommendations for Further Research ........ ... .. ...... .. .... .. .......... ... ... .. 3 00 

Appendices .......................................................................................................... 302 
Appendix A- Key Informant Questionnaire- Bahasa ... .... ........... ........... ... ..... . 303 
Appendix B - Key Informant Questionnaire - English ........... ............ ...... ...... .. . 3 10 
Appendix C - Questionnaire of Governance Practices in Third Sector 
Organisations (TSOs)- Bahasa ... ........ .... .... ..... ...... ... .... ..... ......... ..... ......... ... ... .. 316 
Appendix D - Questionnaire of Governance Practices in Third Sector 
Organisations (TSOs) - English ........... ....... .. ..... .... ...... ........ ... .. .. ... .. .. .. ...... .... .... 3 28 
Appendix E - FGD TOR .. .... ...... ... ... ... ..... ..... .. ... ... ........ ...... ... ... ... .... ... ..... .... .. ... 340 
Appendix F- SEM Diagram and Statistical Test Result from AMOS for BPAT 
and QPAT ... ... ................. ... ............. ..... ........ .. ..... ................. ... .... ..... ... ....... .... ... 342 
Appendix G- Diagram of SEM for Relationship between Board Performance and 
Quantitative Organisational Performance (between BPAT and Indo PEARLS) . 349 
Appendix H - Respondent Letter ... ..... ............. ......... ....... ....... ... ... .... ..... ........... 3 56 
Appendix I - Questionnaire: BPAT Bahasa .. .... ... ........ ... ... ..... .... ... ............... ... .. 357 
Appendix J- Questionnaire: BPAT English .......... ..... ......... .... ..... .... ..... ............ 363 
Appendix K - Questionnaire: QPAT -Bahasa ........................... ........................ 367 
Appendix L - Questionnaire : QP AT - English ........... .. ..... .. .... ... .. ...... .... .... .. ... . 368 
Appendix M - PEARLS .... ........ ........... ........ .... ....... ........... ..... .... ..... ........ ...... ... 3 69 

Bibliography ........................................................................................................ 370 

Vll 



Figure 2.1 
Figure 2.2 
Figure 3.1 
Figure 3.2 
Figure 4.1 
Figure 4.2 

Figure 5.1 
Figure 6.1 
Figure 6.2 

Figure 6.3 
Figure 7.1 
Figure 7.2 
Figure 7.3 
Figure 8.1 

Figure 9.1 
Figure 9.2 
Figure 9.3 
Figure 10.1 

List of Figures 

Aspects of Accountability .. ... ....... .... ... ......... ...... ...... ...... ... .... ........... .. .. 25 
Transparency ................ ......... .. ... .... ..... ... ......... .......... ...... ........ ...... ..... . 27 
Network ofCUs in Indonesia ... ...... .................. .. ....... ... .. .. .. ....... .... ....... 80 
Tanggung-Renteng CU (Mutual Liability CU) ........ ... ..... ... .... ........... ... 83 
Theoretical Framework ofTSO Research ... ........ ............ .... .. ...... ...... .... 89 
Relationship Between Board Performance and Organisational 
Performance of Credit Unions, borrowed from Brown (2005) ........ ... ... 89 
Learning Curve in TR System ..... ..... ........ ... .. .................................. ... 128 
Organisational Structure of a CU .. ... .. ............. ........ ... ... ....... ......... .... . 154 
Organisational Structure of a CU with a Credit Committee under 
Manager' s Control ... ..... ..... .... ......... .. ..................... .. ..... .. .. ... ........ ... ... 156 
Organisational Structure of a TRCU ....... ........ ...... ....... .... .... ....... .. .. .... 163 
Normal Distribution ......... ....... .... ... ... ....... .... .... ...... .. ... .... ......... ..... ..... 208 
Table of Statistical t-test. .. ... ........ ....... ..... .............. ...... .... .. .... .. .. ......... 209 
Relations Among All Ratios .. .... ...... ...... .... .... .............. ... ..... .... ... .... ... 226 
SEM for Board Performance Influence on Qualitative Organisational 
Performance .. .... .... ..... .. ... ... ........ ......... .. ... ... ...... .. .. .......... ..... ... .. ... .... .. 242 
Principal-Manager Choice Model ...... .. ..... ... .... ... ... .. ....... ... ........ ... ...... 264 
Governance Mechanism ............ .... ..... ............... ......... .... .. .... ........ .. .... 270 
Systemised Culture Mutual Liability Model .................. .. ... .......... .. .. .. 278 
New Model of Governance ............... ........... ....... ...... ..... .................... 296 

Vlll 



Table 3.1 
Table 3.2 
Table 3.3 
Table 4.4 
Table 4.5 
Table 5.1 
Table 5.2 
Table 5.3 
Table 5.4 
Table 5.5 
Table 5.6 
Table 5.7 
Table 5.8 

Table 5.9 

Table 5.10 
Table 5.11 
Table 5.1 2 
Table 5.13 
Table 5.14 
Table 5.15 
Table 6.1 
Table 6.2 
Table 6.3 
Table 6.4 
Table 6.5 
Table 6.6 
Table 6.7 
Table 6.8 
Table 6.9 
Table 6.10 
Table 6.11 
Table 6.12 
Table 6.13 
Table 6.14 
Table 6.15 
Table 6.16 
Table 7.1 
Table 7.2 
Table 7.3 
Table 7.4 
Table 7.5 
Table 7.6 
Table 7. 7 
Table 7.8 

List of Tables 

Legal Entity and Examples of Organisations ........ .. ................. ......... .... 55 
Growth ofCUs in Indonesia (2007-2008) .. ................. .. ....... ................. 82 
Five CUs with Largest Total Assets on 31 December 2008 ............... ... 82 
Indo PEARLS ............. .......... .... ................. ........ ......... ... .... .............. ... . 98 
Research Method . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 
Governance in Bahasa Indonesia... ................................... ....... ........ ... 1 06 
Meaning of Governance According to Key Informants (KI) .............. . 107 
Indicators of Governance According to Key Informants (KI) ........ ..... 108 
Positive External Factors ... ... .... .. ......... .. ............... ... ........................... 109 
Positive Internal Factors ................................. ......... .................. ... ...... 110 
Negative External Factors .................. ...... .... ........... ...... ............ .... .... . 110 
Negative Internal Factors .................................................. ................. 110 
Main Responsibility for Organisation Being Well-Governed- Desirable . 
........... ................................................................................... ............ 111 

Main Responsibility for Organisation Being Well-Governed - In Practice 
................... ................... ... ............ .. ...................................... ............. 111 
Government Supervision. ....................... .......................... ............... ... 112 
Reasons for Government Supervision ............. .............. .. .. ...... .... ........ 112 
Existence of Managing Board . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 
Requirement to Have Managing Board................ ........... .................... 113 
Advantage ofHaving a Board ............................. ................. ......... ..... 113 
FGD Participants Based on Position in Their Organisation ... ... .. ........ . 119 
Location of Third Sector Organisations (TSOs) .................................. 132 
Major Field of Activity of TSOs ....... ... .......... ... .................... ..... ....... . 13 3 
Organisation Age . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 3 
Existence of a Board ..... .. ............................. ... ................... ... ............. 134 
Membership Composition of Boards ........................... .... ...... ...... .. ..... 134 
Features of the Board Chair.. .. .......... ...... ...... ... ........ .... .. ........... ....... ... 13 5 
Agency Costs in TSOs ............... ... ..................................................... 13 7 
Reasons to be Considered a Driving Force ........................ ......... ....... . 138 
Comparison ofBoard Role and Responsibility between PO and SIO .. 139 
Analysis of Theories and Roles and Responsibilities in POs .......... .. ... 139 
Analysis of Theories and Roles and ~esponsibilities in SIOs ............. 140 
Frequency ofBoard Meetings in PO and SIO .. ................................... 142 
Relationship between Board and Executive/CEO ......... ............ .. .. .. .... 145 
Comparison of Audit ofFinancial Management in PO and SIO ...... ... . 149 
Comparison of Performance Evaluation in PO and SIO ...................... 149 
Differences in External Relations in PO and SIO ...... ..... .. .. ............ .... 150 
Statements About The Contextual Dimension .... ...... .. .... ......... ........... 176 
Statements About The Political Dimension ........................................ 177 
Statements About The Strategic Dimension .. ..................................... 178 
Statements About The Analytical Dimension .... ................................. 179 
Statements About The Educational Dimension ......... .... ..... ...... ..... ... ... 180 
Statements About The Interpersonal Dimension ....... ........................ .. 181 
Respondents in Jakarta and Surabaya (No.) .. .... ........ ... ... .... .. ........ ... ... 181 
Respondents in Jakarta and Surabaya (%) .............. ... .. ...... .. ...... .... ..... 181 

IX 



Table 7.9 
Table 7.10 
Table 7.1 1 
Table 7.12 
Table 7.13 
Table 7.1 4 
Table 7.15 
Table 7.1 6 
Table 7.1 7 

Table 7.18 
Table 7.19 
Table 7.20 
Table 7.21 
Table 7.22 
Table 7.23 
Table 7.24 
Table 7.25 
Table 7.26 
Table 7.27 
Table 7.28 
Table 7.29 
Table 7.30 

Table 7.3 1 
Table 7.32 
Table 7.33 
Table 8.1 
Table 8.2 
Table 8.3 
Table 8.4 
Table 8.5 
Table 8.6 
Table 8.7 
Table 8.8 
Table 9.1 
Table 9.2 

Table 10.1 
Table 10.2 
Table 10.3 
Table 10.4 
Table 10.5 

Likert Scale for BP AT .... ... ...... ............... ...... ......... ......... ... ...... .. ... ... .. 182 
Answers to Positive Statements. .................... ...................... .. ............. 182 
Answers to Negative Statements ..... .... .... ... ... ..... ... ...... ....... ... ............. 183 
Dimension and Average Score for Positive Statements ....................... 184 
Dimension and Average Score for Negative Statements ................... .. 185 
Frequency of Response About Cooperative Principles ................... .... . 193 
Frequency of Response About Other Principles ..... ..... ..... ... .. ....... ....... 194 
Members Served, Experienced Marked Improvements (%) ..... .... ....... 197 
Increase in Number of Programs and Services Offered in Last Year (%) .. 
·········································································································· 199 

Improvement in Quality of Services Offered (%) ... ...... ... .. .............. ... 201 
Satisfaction of Clients and Members With Services Provided (%) ... .. . 203 
Success of Organisation in Meeting Its Goals Or Objectives(%) ... .... . 205 
Result of Test of Significance ..................... ... ... .. .. ..... ........ .. ..... ..... .. .. 210 
Protection Ratio ............................. ..... .. ... .... ... .. ....... ........... ....... .... .... 211 
Effectiveness Ratios ..................................... ..... ... ..... .. .. ... ....... ........... 212 
Asset Quality Ratios ..... ... ............... ... ... .. .. .... .. .......... ......... ....... ... ... ... 214 
Rates of Return and Cost Ratios .......... ......... .. ........... .... ...... .. .. .... ....... 215 
Liquidity Ratios ........... ........ .. .. .......... ........... ....... ....... .... ..... .. ............ 217 
Signs ofGrowth .......................... ..... .... ..... ...... ... ................... .... ........ . 218 
Analysis of Comparison for Financial Ratio of CU vs TR CU ..... .. .. .. . 221 
Members Served, Experienced Marked Improvements (%) ......... .. ..... 229 
Increase in Number of Programs and Services Offered in Last Year (o/o) .. 
·········································································································· 231 

Improvement in Quality of Services Offered(%) ... ......... .. ..... ... ... .. .. .. 233 
Satisfaction of Clients and Members With Services Provided (%) ...... 23 5 
Success of Organisation in Meeting Its Goals Or Objectives (o/o) ........ 237 
Likert Scale for BP AT ................... ... ........ .......... ... .............. ..... ....... .. 23 9 
Reliability Test Result-Step 1. ... ......... ......... ........ .............. .... ........... .. 240 
Reliability Test Result-Step 2 .... ................................. .......... .......... .. .. 240 
KMO and Bartlett's Test. .... .... .... ................ ....... .... ........ .... ........ .... .... 240 
Explanation of Each Variable ........................................... .. .. ........... .. . 243 
Standardised Regression Weights .... .... ... ........ ................. ................ .. . 244 
List ofDependent Variables ................ .......... ... .. .... ....... .......... ... ........ 246 
List of Independent Variables ................................. ..................... .... .. 24 7 
How Theories Explain Governance Practices in CU and TR CU .. ...... 271 
How Other Theories Explain Governance Practices in CU and TR CU .. .. 
.... ... ..... ...... ..... ... ... ... ... ...... ... ......... .. ... ........ ... .. .. ...... ..... ... ....... ........ ... . 272 
Governance Meaning According to CU and TR CU ..... ...... ..... .... ..... .. 2 79 
Requirements to Attain Good Governance ... ......... ..... ... ... ..... .. .... ....... 280 
Process of Attaining Good Governance ............ .. .. .... ............. ...... .... .. . 280 
Responsibility for Achieving Good Governance .. ..... ................ ... .... .. . 280 
Respective Roles and Responsibilities of CU and TR CU ............. .. ... 282 

X 



Abstract 

This research investigates governance discourse and its mechanism in Third 

Sector Organisations (TSOs) in Indonesia, which consist of foundation (Yayasan); 

association (Perkumpulan): educational legal entity (Badan Hukum Pendidikan): 

labour union (Serikat Buruh); mass organisation (Organisasi Massa) and cooperative 

(Koperasi) . The main reasons of the research are because TSOs' activists do not have 

clear understanding about governance and the knowledge about how to run the 

organisations which will lead to good governance is lacking. Another cause is there has 

been no such research in Indonesia. In particular my research covers Credit Unions 

(CUs), that comprised of Modem CU and Traditional Women Credit Union, namely 

Tanggung-Renteng CU (TRCU). 

Since this is the first study, I employed multiple theoretical perspectives to 

observe the extent to which some relevant theories can explain governance mechanism 

in Indonesia TSOs. I used agency theory to find out how the board members ensure that 

executive' s interests coalesce with the founders '; the costs for this activity; the 

relationship between board and executive; and the transparency system. Since Indonesia 

has collectivistic culture I employed stewardship theory to explain the board' s role as 

partner with the executive. I drew on group decision process theoty to explain the 

process of decision making. To elucidate how the organisation gets resources and 

whether it relies on board I employed resource dependency theory. Because Indonesia 

has strong cultural values, I observed how local wisdoms are applied in governance 

practices. 

The sample of this thesis consists of TSOs and CUs. For TSOs, I did legal 

environment research; key informant survey; and organisation survey . For CUs, I 

carried out focus group discussions~ financial performance analysis using PEARLS 

ratios; and questionnaire surveys to measure board performance and qualitative 

organisational performance. In addition I did statistical test to find out the relationship 

between board performance and organisational performance. 

I found that are there are four aspects regarding board in governance 

mechanism, to wit: its structure; roles and responsibilities; process; and relationship 

XI 



with the executive. Another important aspect is that governance principles must be 

present in governance mechanism which at least should consist of accountability and 

transparency. Lastly I proposed a new model of governance that is "systemised culture 

model of governance" . 
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Chapter One 

Introduction 

Third Sector Organisations (TSOs) have distinct characteristics compared to 

other sectors. Most of them are started by people that have the same concern who 

attempt to achieve particular vision. Therefore organisations that belong to third sector 

are commonly voluntary driven, established not for profit and member-based. 

There are many reasons why TSOs are established. Some of them exist for the 

reason to provide public services because the government fails to make it available or 

the private sector is reluctant to supply since no profit can be gained. Some other are 

established because of people' s movement to fight for something for the good of 

society. 

The emergence of Indonesia' s TSOs was triggered by the urge to fight for national 

independence and be free from colonialism. 

After independence, the development ofTSOs in Indonesia had not been so smooth. 

Particularly during the ruling of President Suharto, that is New Order Era, TSOs faced 

the most difficult time since the government control their developn1ent. The incumbent, 

by law, had the right to do 'mentoring' and could dismiss any TSO whenever it was 

perceived as doing politically subversive activities. After this era, the new government 

enacted a law of freedom of association. Since then TSOs have been mushrooming and 

some take role as 'watch dog' organisations that monitor the governance of government 

Herein the question about governance emerges. What is governance and what is 

good governance? There were many descriptions about governance, however a clear cut 

definition could rarely be found. Various explanations referred to some characteristics 

related to it. Literatures about TSOs explained that governance is related to engagement 

in management; self management; separation roles between board members and 

management; etc (Axelrod 1994; Lyons 2001; Cornforth and Simpson 2002). Academic 

writings about private sector governance connected governance with managing 

relationship between board of directors with shareholders; existence of audit committee; 



penalty for corporate fraud; reconciliation of conflicts of interest between vanous 

corporate claimholders; etc. (Florackis and Ozkan 2008;Becht, Bolton, and Roell 2005 ; 

Nelson 2005;Chait, Ryan, and Taylor 2005). Albeit some differences, the similarity is 

board takes significant part in governance of any type of organisation. Board members 

are the ones that make governance work. The work of governance means its 

mechanism. 

The criteria for good governance is also numerous. However generally it requires 

accountability and transparency of decision making made by the board members (look 

for example at: Mulgan 2000~ Holland 2002~ NCG 2006~ Vogelgesang and Lester 2009~ 

and Weidenbaum 2009). 

Since many Indonesia TSOs take part as overseer to the government, then its 

governance is in question as well . To begin with, do TSOs activists understand the 

meaning and importance of governance? Do they think governance is important? If so, 

then why? What do they think as the important criteria for good governance of 

Indonesia's TSOs? Therefore, it is imperative to investigate how Indonesia ' s TSOs 

perceived and understand governance. It is also important to find out their requirements 

for good governance. 

To become a watchdog, logically, they should be able to have good governance 

mechanisms to manage themselves transparently and accountably before criticising 

other. Ironically, there has been some scepticism toward one type of TSOs, i.e.: LSM 

(Self-reliant organisations), for its corrupt practices and 'selling' Indonesia's poverty or 

problems to donor agencies in order to get projects (Masduki 2005). As such in many 

cases they are driven by agendas of the funding agencies, not by vision. However in 

fact , many of this particular type of TSOs become watchdog for government, 

parliament, justice, etc. Hence, for these reasons, it is also important to observe and 

analyse governance mechanisms in Indonesia's TSOs. 

There are other types ofTSOs besides LSM, such as Credit Unions (CUs) that have 

noteworthy role in economic aspect in Indonesia. This particular type of organisation 

helps alleviate poverty and keep economic durability of micro, small and medium 

enterprises strong during the global economic crisis. Another important contribution of 

CUs is women empowerment. There is a very strong traditional women cooperative 
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network in Indonesia that through its traditional system, namely tanggung-renteng 

(mutual-liability) system, has helped many women participate actively to save 

household economy during national economic crisis in 1998. 

Having said that it does not mean they are without problems. Miss management; 

corrupt board members; unprofessional staffs; low profitability are among other things 

that CUs have been facing (Kementrian KUKM 2005a~ Redaksi 2006). 

Another fact is some of them are dependent on government supports which make 

the organisation' s sustainability a struggle. In Indonesia we have a ministry for 

Cooperative and Small Medium Enterprises (SME). This ministry office provides 

mentoring and funding for cooperatives, which include Credit Unions (CUs), and 

SMEs. According to Mutis (200 1 ), the support mechanisms for cooperatives indicate 

government interference, that makes them depend on government. According to him, 

cooperatives should be left alone managing themselves based on the support from the 

members. Therefore members ' participation is the key success of cooperatives (Mutis 

2000). Credit Union is a subset of cooperatives and part of Third Sector Organisations. 

The Credit Unions mentioned in this research are the types of cooperative that have the 

best reputation of being able to manage themselves independently from government 

support and rely heavily on members' participation. 

Because of c·u s' crucial role in poverty alleviation, it is very important to find out 

how their governance is. Particularly two types of CUs will be under investigation in 

this research, i.e. modem CUs (credit unions operate under system similar to banking) 

and traditional women CUs, namely TR CU (Tanggung-Renteng Credit Unions operate 

under traditional system, i.e. mutual-liability system). 

As previously mentioned, board plays significant role in the success of governance, 

therefore it is essential to assess board performance in these CUs. It is important as well 

to assess the organisational performance. 

Albeit its voluntary base membership, it has slightly different characteristic from 

other types of TSOs, i.e. it produces profit. Consequently, evaluating financial 

performance of CU s would be imperative. It will be beneficial as well to assess their 

qualitative organisational performance. 



On the other hand, it is important to find connection between board performance 

and organisational performance. This is due to the fact that in the sphere of literatures, 

empirical research to find the relationship between board performance and 

organizational performance was lacking. Further research on the "nature and causal 

direction" of the relationship between board and organisational effectiveness (Herman, 

Renz, and Heimovics 1997) was necessary. The mechanism to explain the extent that 

the board can improve organisational performance was not fully developed or 

understood (Herman and Renz 2000). Ostrower and Stone (2005) finding reveals that 

existing understanding of board performance tended to be "practitioner-based", in 

particular, "atheoretical and anecdotal" . 

In Indonesia, the literatures about Third Sector governance are hard to find due to no 

previous research had been undertaken. 

To the best of my knowledge, the literature entitled "Asia's Third Sector 

Governance for Accountability and Performance" published by Springer in 2008 has 

been the only research about TSO governance that can become a reliable reference. It 

was a comparative study of six countries initiated by CACOM-UTS, funded by the Ford 

Foundation and for Indonesia it was also supported by Trisakti University. Part of this 

study is an extension of the aforementioned research. 

Particularly, in this research I will try to find the theoretical perspectives that can 

best explain governance mechanism. Brown (2005) identified agency theory, resource 

dependency theory, and group decision process theory as the basis for governance 

theory. I will attempt to replicate Brown' s method in observing how multiple theoretical 

perspectives can explain governance in TSOs. 

From my literature study to date, I have noted other theoretical perspectives that 

could form the basis for governance theory. These are stewardship theory, democratic 

theory, stakeholder theory, and managerial hegemony theory (Berle & Means 1932; 

Cornforth 2004; Hung 1998; Middleton 1987; Muth & Donaldson 1998). In addition, 

social capital is also imperative to be included for some of its aspects such as trust, 

network, culture and values (Putnam, 1993; Hooghe & Stolle 2003) are closely related 

to Indonesia's TSOs operating mechanisms. I will endeavour to include these 

theoretical perspectives to explain governance mechanism. 
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As most previous research has concerned western (U.S.) corporate structures, it is 

important to test applicability or explore other uniquely Indonesian influences based on 

its unique collectivist values and structure. 

1.1 Research Questions 

Based on those reasons my research questions would be: 

1. What is governance in Indonesia's TSOs and CU s according to the key 

informants and participants in FGDs? 

2. What governance mechanisms are employed in TSOs and CUs? 

3. What are the performances of board, organisational as well as financial 

performance in Indonesia's CUs? 

4. What is the relationship between board performance and financial performance in 

CUs and TR CUs? 

5. To what extent can agency theory, stewardship theory, resource dependency 

theory and decision process theory, explain governance mechanisms in TSOs and 

CUs? 

6. Is there any other theory that may help understand the governance mechanism in 

Indonesia 's TSOs and CUs? 

1.2 Research Objectives 

The research objectives are: 

1. To understand the governance ofTSOs and CUs in the Indonesian context; 

2. To observe governance practices in Indonesia's TSOs and CUs; 

3. To assess the board performance; organisational performance; and financial 

performance in Indonesia's CUs; 

4. To observe the relationship between board performance and financial 

performance inCUs and TR CUs 

5. To understand the extent to which agency theory, stewardship theory, resource 

dependency theory, and group decision process theory explain governance 

mechanisms in TSOs and CUs in Indonesia; 
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6. To observe whether there are other theories that may help understand the 

governance mechanism in Indonesia's TSOs and CUs. 

1.3 Significance and Contributions of Study 

The study will attempt to make contributions in the following particular areas: 

1. Contributing to the understanding of the governance mechanism, not merely by 

unfolding board practices examined by previous researchers, but by essentially 

juxtaposing practice with the theoretical perspectives of agency theory, 

stewardship theory, resources dependency theory, decision process theory, as 

well as other relevant theories; 

2. Enhancing knowledge about governance for credit unions, in four areas: 

2.1 Providing empirical research on governance in credit unions; 

2.2 Finding theoretical perspectives to explain board performance 1n credit 

un1ons; 

2.3 Observing the relationship between board performance and organisational 

performance, quantitatively as well as qualitatively; and 

2.4 Introducing the use of qualitative tnethods in measuring organisational (CU) 

performance. 

3. Providing an important empirical study into governance in Asia, especially about 

Indonesian CU s; and 

4. Most importantly, it will contribute to Indonesian research about governance for 

Third Sector organisations. This has been anecdotal and atheoretical until now. 
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Chapter Two 

Literature Review 

The structure of this literature review will follow the research questions. It will start 

from literature about various definitions on governance; followed by some aspects of 

governance mechanism which will be proposed and be employed in analysing the 

findings; next theories about board performance and financial performance will be 

described; followed by elaboration on multiple theoretical perspectives that help 

understanding about governance; finally other theories which will help understand the 

governance mechanism in Indonesia's TSOs and CUs shall be explicated. 

The proposed aspects of the governance mechanism will constitute some of the key 

contributions of this study about governance in TSOs. Those aspects comprise board 

roles and responsibilities> board processes> relations with the executive> structures> and 

governance principles. 

The theories about board performance, organisational performance as well as 

financial performance "vill be elaborated. 

The multiple theoretical viewpoints drawn upon are agency theory, stewardship 

theory, resource dependency theory, and group decision process theory. Those theories 

will be used to investigate the extent to which theoretical perspectives can explain 

governance mechanism in TSOs. 

2.1 Governance - Various Definitions 

There are numerous literatures that attempt to provide descriptions about governance. 

By and large the literatures suggest that as long as there is a mission that needs to be 

accomplished, then governance should be in place. 

Governance is about how to make things work, the process to attain the 

organisation's mission. For example, a non-profit multi-stakeholder organisation, 

Global Reporting Initiative, the mission for which is to develop and disseminate 

globally applicable Sustainahility Reporting Guidelines (GRI 2006), develops 

governance at the onset of its establishment. GRI governance is effected by establishing 
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a Stakeholder Council, a Board of Directors, a Technical Advisory Council and a 
Secretariat on technical matters. The Stakeholder Council selects the members of the 

Board of Directors, and the Technical Advisory Council provides guidance to the Board 

of Directors. The presence of those elements in an organisation, the guidance of roles 

and responsibilities, mission setting and other activities, enables an organisation to 

practice governance to attain its reasons for existence. 

Governance also means an engagement in managen1ent that needs discretion and 

judgment (Lyons 2001 ). The people who take part in governance-related activities are 

usually those who have a position on the board. They carry out responsibilities of self-

managen1ent, accountability and ethical practices (Axelrod 1994). As such they are in 

charge as guardians and stewards for the organisation and have to ensure that it is 

accountable to the regulations, and the relevant stakeholders. 

Board members can be either voluntary or paid men1bers. The organisation w·ith paid 

board n1en1bers usually performs better than those with volunteers (Lyons 2001). 

The reason for practicing good governance is not merely adherence to international 

standards, but stems from stakeholder requirements. For example in the private sector, 

consumers and shareholders as part of the stakeholders, demand good governance for 

companies, as they are more aware that companies nowadays use excess resources and 

tnay create negative impacts on the environment, society and people' s econonuc well-

being. They want to ensure that companies will not misuse the resources while at the 

same time preserving them for future generations while 1naintaining quality products 

and profitability. 

In the non-profit sector, donor agenc1es, communities, beneficiaries, and 

govern1nents, insist on transparency and accountability for non-profit organisations with 

respect to how they spend their funding . The members of a co-operative are obviously 

concerned about how the board operates and manages their savings in order to compete 

with other saving-loan services such as banking or non-bank financial services. 
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2.2 Credit Union Governance 

The theoretical literatures on governance for co-operatives is relatively undeveloped 

as opposed to corporate governance (Cornforth 2004). 

World Council of Credit Union (WOCCU), which 1s an international trade 

association and deveJopment agency for Credit Unions estabJished in 1971 , has defined 

governance of CU s as the system designed to control and distribute power within an 

organization (WOCCU 2004). They also introduce principles of Credit Union namely 

Three-Part Model of Governance, which cover (1) External Governance; (2) Internal 

Governance; and (3) Individual Governance(WOCCU 2004). 

External governance includes the requirements for CU to be ( 1) transparent; (2) 

comply with regulations; and (3) accountable to the public. 

Internal governance deals with responsibilities and accountability of the board, the 

executives, management, and the staffs. This comprises (1) appropriate governing 

structure; (2) maintaining the continuity of CU operations; (3) balance in the board 

composition; and ( 4) board accountability to the general assembly. 

Individual governance concerns with the individual quality of board members as 

well as executives. They are said to possess (1) integrity; (2) competence; and (3) 

commitment. 

Hence essentially, governance for ClJs as part of cooperatives, according to 

WOCCU encompasses governance principles (transparency and accountability); board 

members ' roles and responsibilities; as well as good personal quality of each board 

member. 

Unfortunately hitherto in Indonesia, CUs activists are not familiar with these 

principles (Radyati 2006b ). Having said that, this study would make a significant 

contribution to Indonesia ' s CUs since it would explore their governance based on their 

unique values and our context. 

2.3 Governance Mechanism 

Governance is also associated with boards. Gill (2002) explains that governance is 

related to the way authority, direction and control are put into practice. Governance is 
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associated with the use of structures, responsibilities, and process/practices by the board 

to function effectively. 

Board structure is about the composition of people that will govern the organisation. 

The issue is the diversity of composition that will determine the organisation's ability to 

secure resources, to balance the power, and produce good quality decisions. Board 

responsibility includes mission, planning, management and stewardship of finance and 

human resources. Board processes are related to board development, management, and 

how boards make decisions. 

Hence, governance is actually about the mechanism in which the central role is 

embedded in the board. Mechanism is a process by which something takes place or is 

brought about. Process is a series of actions or steps towards achieving a particular end 

(Soanes & Stevenson 2006). As such, a governance mechanism is a series of actions 

that have to be executed in order to achieve the purpose of the organisation's existence. 

The board is pivotal to the successful accomplishment of this task. 

There are numerous researchers that have identified different elements of the 

governance mechanism. For instance, Chen and Huan (2005) pointed out seven 

elements of governance mechanism in the Taiwan government, including financing 

ability, marketing skill, management ability and law consultancy. Some other 

researchers, identified factors of governance mechanisms, such as the monitoring 

mechanism, CEO compensation, board composition, inside ownership, compensation 

structure (Berry, Fields, & Wilkins 2006 ~ Coles, McWilliams, & Sen 2001 ). Other 

researchers identified two types of mechanisms, i.e., internal and external governance 

(Adelegan 2005; Cremers & Nair 2005). Internal governance mechanism refers to the 

board composition and ownership structures, whereas the external mechanism is the 

threat of takeover from external stakeholders and external control. 

This is not an exhaustive list about governance mechanisms defined and investigated 

by previous scholars, however it serves to highlight that the formulations are different 

from one another. In other words, there is no consensus about the governance 

mechanism, although the common element is that the researchers support the 

involvement of the board in the governance of an organisation. 
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For those reasons, it is proposed that the elements of governance mechanism are: 

(1) board composition or structure, (2) board's roles and responsibilities, (3) board 

process, (4) board relations with the executive, and (5) governance principles, i.e., 

accountability and transparency. Those are the elements that are elaborated upon in 

this research and to explore governance practices in the sample ofTSOs as well asCUs. 

In addition, governance is also about the system, by which an organisation is 

directed . It is a social system where people react to changes in the environment 

(Doppelt 2003). 

Doppelt (2003) stated that governance as a system should be considered as formal 

and informal mechanisms. Formal means official leaders that preside inside and outside 

of the organisation such as the board~ CEO~ executives ~ and government officials. 

Informal means informal networks and alliances of people that exist within and outside 

of the organisation. These formal and informal mechanisms are seen as sources that 

influence the organisation. 

Further Doppelt also asserted that governance corresponds to acknowledged and 

unspoken mechanisms that determine how power and authorities are exercised. The 

acknowledge mechanisms are those written regulations and rules, while unspoken 

means the culture and values that are ernbedded in the social system. Culture is 

concerned with values and norms. \ ' alue is a sign of people ' s beliefs about what is truly 

important while norms are related to the expectations that people hold about appropriate 

attitudes and behaviour (Doppelt 2003 , p.74). 

To summarise, the governance mechanism is influenced by formal and informal 

leaders as well as written and unwritten rules and regulations, such as social 

expectatio~ local wisdom and the beliefs about what is imperative in the organisation' s 

prevailing circumstances. 

As such, in this realm, this research attempts to explore whether there are roles of 

informal leaders, if any, and the unspoken mechanism such as local wisdom that 

influences governance practice in TSOs and CUs. However, there is no intention to 

discuss in detail the aspects of culture and community norms. 
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In the following section, will be elaborated five elements of the governance 

mechanism, which will be used in the analysis throughout this thesis. 

The next section will begin with an explanation about board structure, the board's 

roles and responsibilities, the board process, board and executive relations, and 

governance principles. 

2.3.1 Board Structure 

The relevant issue in board structure for this thesis is the diversity of board members. 

There are important reasons why the board should be composed of a variety of 

members. Those reasons are among other things to ensure the flow of resources to the 

organisation or boundary spanning functions (Hatch 1997); to balance the power 

relationship (Miller-Millesen 2003); and to perform better because of its heterogeneity 

(Brown 2002). Those reasons will also influence the roles and responsibilities of board 

members. 

In the sphere of boundary spanning, organisations must create a counter-dependence 

in response to the needs of external resources, and one of the strategies is by managing 

dependency~ as for example by inviting influential people to join the organisation' s 

board (Hatch 1997). People with relatively broad networks as board members are 

expected to bring resources into the organisation. The board members will search for 

resources for the life of the organisation to manage uncertainty (Miller- MiHesen 2003). 

The diversity of board can comprise members from various socio-economic status, 

attitude, and values which is termed "unobservable" diversity (Shaw & Barrett-Power, 

1998 cited in Brown 2002). This type of diversity can be in the form of prestigious 

board members. Those are high-status board members that have good reputations, living 

in a high-income area, and having broad linkages with funding agencies or other 

organisations (Provan 1980). Herman and Renz (2000) found in their research that 

prestigious boards were mostly found in effective non-profit organisations. 

At this point, it is clear that to guarantee the regular flow of resources to the 

organisation, there are two important requirements: 
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1. The composition of board must be structured to include influential people that 

have access to relevant resources. 

2. The board ' s capability in bringing resources to the organisation is influenced by 

the particular characteristics of board members, such as possessing personal 

wealth, having a good reputation, a broad network with donor agencies or other 

institutions that are potential providers of funds. 

In the sphere of balancing power relationship between board members and the 

executive, board roles will emphasise on monitoring and supervision (Miller-Millesen 

2003). More diverse board members will prevent the board from being susceptible to 

managerial power (Carver 1991; Zahra & Pearce 1989). 

In the realm of performing better, board members heterogeneity is imperative. This 

type of diversity is called "observable", that is diversity in ethnic, gender, disablement 

and age (Shaw & Barrett-Power, 1998 cited in Brown 2002). Brown (2002) in his 

research found that a board diverse in terms of its ethnicity will be able to perform 

better, and found also that a good recruitment strategy is imperative to recognise and 

keep qualified board members. Brown's research showed that board members ' 

awareness of the importance of heterogeneity, made for more effective participation in 

strategic activities. Brown also discovered that "heterogeneous groups are, in most 

instances, better decision-makers than homogeneous groups, especially when the task is 

ambiguous and the potential responses are not obv1 ous" (2002, p.l6). 

Hence, the importance of having a board structured by diverse men1bership is 

enabled to solve more complicated and equivocal tasks and issues, to supervise better, 

to enhance their capability in making better decisions, to widen the scope of alternative 

resources and ultimately to augment their performance. 

To sum, the issues in board structure are the purposes of having diversity of board 

members. These can be for guaranteeing resources; balancing power relationship; and 

producing better decisions. 
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2.3.2 Board Roles and Responsibilities 

Role is defined as a person's, or thing's, function in a particular situation (Soanes & 

Stevenson 2006). Many other literatures relate governance to the important role of the 

board in an institution, either non-profit or for profit (e.g., Brown 2005, 2007; Brown & 

Iverson 2004; Carver 1991; Chait, Holland, & Taylor 1991, 1996; Chait, Ryan, & 

Taylor 2005; Cornforth 2002b; Green & Griesinger 1996; Harris 1993 ; Hechinger 2005; 

Herman & Renz 2000; Holland & Jackson 1999; Hung 1998; Ingley & Vander Walt 

2001). 

The board has a role to monitor organisation functions and ensure that its operation is 

in line with the vision, mission and previously agreed plans. The board has to deal with 

policy making while the executive manages daily activities (Chait, Ryan, & Taylor 

2005). As such, the board members ought to oversee how the executives work (Miller 

2002). Since the executive is appointed by the board, then the executive has to be 

responsible to board members. 

Alternatively, boards can treat executives as partners, and as such, the board ' s main 

function is not overseeing the executive(s) but working together hand-in-hand to 

achieve the organisation's objectives. Boards can work hand-in-hand with the 

executive(s), because they are complementary (Cotnforth 2004; Drucker 1990; Kramer 

1985). In this case, the board has to trust the executive and work in harmony with the 

executive to accomplish the organisation's mission (Donaldson & Davis 1991). Rock, 

Otero and Saltzman {1998), pointed out that governance is the process by which a board 

of directors directs an institution through management with the objective of 

accomplishing the organisation's mission, and protect its assets. Hence, it is imperative 

that board works with the management ali the way through to achieving the end 

objective of the organisation. 

The board also has a crucial function to ensure the sustainability of the organisation. 

This is done by bringing in resources (funds, information, relevant people, networks, 

etc.) from outside to the organisation. At the same time the board must communicate the 

organisation's output to external stakeholders. The board is a vital link between the firm 

and essential resources to maximise performance (Pfeffer & Salancik 1978). It is 

imperative that the board maintain connections with external key stakeholders such as 

those from the community, government, donor agencies as well as other organisations. 
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The benefit of this is primarily to bring in financial resources and projects that will 

empower the organisation to take part in contributing to society, especially in the areas 

and issues that correspond with the organisation' s mission and objectives. 

Board members that preserve and set up good relationship as well as working with 

key external stakeholders could bring a sense of legitimacy to the organisation, which is 

termed the political dimension by Chait, Holland, and Taylor (1991) 

In addition, the board is sometimes criticised because of its role as a "rubber-stamp" 

or "hands-off'' or representational board (Rock Otero, & Saltzman 1998, p.l ; Cornforth 

2004). This means the board only endorses whatever the management or executive 

propose (Cornforth 2004; Drucker 1990; Rock, Otero, & Saltzman 1998; Smillie & 

Hailey 2001). In this case the board is perceived as being only reactive to the 

executive ' s proposition instead of creating, examining or controlling it. In this role, the 

board only authorises what the executive proposes. One reason for this is that the board 

consists of lay members who are appointed because they have good reputations and 

wide networks, wherein they are expected to become links to required of resources such 

as funding, projects, and connections. Herein, the board is reluctant to challenge the 

prevailing system in the organisation, and meetings become matters of habit (Smillie & 

Hailey 2001). Smillie and Hailey (2001 ) relate the board' s role to organisation age and 

size, and note that this particular role is most likely to occur in the early life of an 

organisation when it is also relatively small in size. 

There is also the "hands-on board" (Rock, Otero, & Saltzman 1998, p.l) that 

meddles with operational trivia and applies excessive oversight to daily operations. In 

this role, the board is not effective and a mischief which will create problems for 

management. 

Because of those differing roles, it is essential to have clear role descriptions for both 

parties, the board and management. According to Sasso (2003), boards of for-profit 

organisations hold two fiduciary duties: the duty of loyalty where the decisions made 

must be in accordance with organisation's interests, and the duty of care which requires 

them to act rationally. Non-profit boards have a unique fiduciary duty, the duty of 

obedience, which requires them to be committed to the organisation 's mission. 
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Many researchers in the discussion about governance suggested the board's 

responsibilities in daily operations (see, for example, Chait, Ryan, & Taylor 2005; 

Cornforth 2002b; Drucker 1990; Ingram 1998; Miller-Millesen 2003). Responsibility is 

a thing which one is required to do as part of a job, role, or legal obligation (Soanes & 

Stevenson 2006). Board responsibilities are the actions that a board must carry out as 

part of its role. Ingram (1998) stated there are ten basic responsibilities of the board, 

namely to determine the organisation's mission and purposes; select the CEO; support 

and assess the CEO; ensure effectiveness of organisational planning; ensure adequate 

resources; manage resources effectively; determine, monitor, and strengthen the 

organisation' s programs and services; enhance the organisation' s public standing; 

ensure legal and ethical integrity and maintain accountability; recruit and orient new 

board members and assess board performance. 

Additionally, Alexander and Weiner ( 1998) stated that the non-profit board acts as 

an agent to public or community constituencies which are charged with setting 

organisational policy, monitoring management performance, and ensuring fulfilment of 

the organisation's mission, or accomplishing the organisation's responsibilities to the 

community by adherence to the organisation' s mission or purpose. This is in line with 

Axelrod (1994) who listed nine responsibilities of board members in non-profit 

organisations, inter alia to determine the organisation mission and purpose; select, 

support and review the executive; approve and monitor the organisation's programs and 

services as well as to enhance the organisation's public image. 

In conclusion, board roles are related to monitoring; partnership; and bringing in 

resources. Board's responsibilities are the tasks that it must accomplish in carrying out 

its roles. 

2.3.3 Board Process 

A process is a series of actions or steps towards achieving a particular end, which 

also means dealing with or using an established procedure (Soanes & Stevenson 2006). 

Hence, the board process is associated with managing certain activities to make the 

organisation work Board process is explained as being how a director and group of 

directors engage with and work with each other, so shaping the future organisation and 

16 



assessing organisation performance and effectiveness (Pye & Pettigrew 2005). Many 

researchers discovered that board members working together in a group attest to 

enhanced organisation performance. Effective boards will be attained when total 

contributions are higher than individual participation; it stems from the dynamic of 

different people working together, adding value to the organisation (Nicholson & Kiel 

2007). 

Board processes are classified into four important activities: board development as 

part of human resource management, board meetings, financial management, and the 

decision-making process. The benefits of good board process are to ensure as well as 

augment organisational and board performance (Cornforth 2004). 

Board development, among other things, is concerned with recruitment, training, and 

self-evaluation (Axelrod 1998; Brown 2007; Gill 2001). The purpose of board 

development is to improve and maintain board performance (Cornforth 2004 ). The 

recruitment process is imperative to prepare future leaders and a succession plan (Gill 

2001 ). In this way, the board can ensure the sustainability of the organisation. 

Axelrod ( 1994) mentions that board development consists of the recruitment process, 

orientation program for new board members, training activities, job descriptions, 

information system, and the board's performance evaluation. Education for the board is 

inevitable, because the board must be able to cope with challenging issues from the 

environment that may become pressure points for the organisation (Brown 2005). The 

orientation program is also imperative to communicate the organisation's mission, 

vision, values, and objectives (Axelrod 1998). 

With regards to board meetings, Berghe and Levrau (2004) explain that an effective 

board presumes some procedural aspects which refers to the format of board and 

committee meetings. This would include the frequency and duration of board and 

committee meetings, the attendance record of the board members, their role in setting 

the agenda, voting procedures, minutes of the board, etc. Attention was also paid to the 

existence of a code of conduct, committee charters or similar written procedures. 
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Financial management is classified as a board process by Herman, Renz and 

Heimovics (1997) and Gill, Flynn, and Reissing (2005). This activity encompasses 

planning, budgeting, financial statement preparation and reporting. 

To smooth the decision-making process, the board ought to have ( 1) adeptness in 

understanding and performing roles and responsibilities, (2) proficiency in analysing 

complex problems, and (3) aptitude in managing the group dynamics. 

2.3.4 Board's Relation with Executive 

The board should work in partnership with the executive, their roles being 

complementary; they are a "double-bridge" team (Drucker 1990, p.11). 

Inevitably, the board has to work with the manager, because he/she manages daily 

operations, is skilful with technical matters and has more information available than the 

board. Managers deal with customers, community, donor agencies, administrative 

people, and sometimes the government. They prepare reports for the donor agency, the 

shareholders, the government and the public. Without their knowledge of current trends, 

customer preferences, community demands, and employee requirements, the board 

would experience difficulty in determining st rategic direct ion. It is apparent that the 

board depends on the manager to make the organisation work the way they want it to 

be; to make, revise and attain the organisation mission; to ensure continuous 

development and responses to global development, and ultimately to ensure the 

organisation remains sustainable. 

For that reason the board has to n1aintain a good relationship with the manager, by all 

reasonable means. 

Smillie and Hailey (200 1) found in their research that the harmony level of 

board/executive relationships is influenced by organisation size and complexity. Such 

complexity will impede the smooth flow of information and communications between 

board members and the executive. Conflict may arise. Given the wide scope of an 

organisation's activities and expanding programs, executives are directly involved with 

the operations rather than the board. Consequently they have more information, a 

broader network, and more knowledge about the organisation's crucial affairs than does 
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the board. This may lead to a tangled hierarchy (Middleton 1987), where the executive 

becomes more knowledgeable and may keep information from the board. 

2.3.5 Governance Principles 

The aim of this section is to describe the ma1n principles of governance, that is 

accountability and transparency, and to propose some actions for the board that can 

enhance the accountability and transparency in non-profit organisations. 

In the literature, governance is typically connected to a code of ethics, which in most 

cases includes principles of accountability and transparency. These principles are found 

in Indonesia's corporate governance code of ethics, which include: transparency, 

accountability, responsibility, independency, and fairness (NCG 2006). In credit union 

governance by WOCCU (World Organisation Council of Credit Union) as previously 

mentioned, accountability and transparency principles were also stated. 

Accountability or responsibility has to be carried by the board and executives as part 

of their duties. The problem is to whom they must be responsible? To those who 

provide funding7 or to those who elect and giving them authority, to the society, or 

government? Another issue is how can a non-profit organisation enhance its 

accountability? 

Transparency in also important and demanded by the stakeholders because non-profit 

organisations receive funds from their constituents. The relevant stakeholders in this 

case are not merely those outside the organisation, but insiders as well. Those are 

employees, executives, members (if any) and founders. They want to know amongst 

other things, what the organisation is doing, what are its vision and mission, how can it 

achieve its goals and are there any performance standards. 

Since the non-profit organisation' s performance is difficult to measure quantitatively, 

board members are consequently required to be accountable to the mrssron, 

performance results, and the allocation of resources and their productivity (Drucker 

1990, p.8). 
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2.3. 5.1 Accountability 
Weidenbaum (2009) stated that non-profit organisations must be accountable to those 

who selected them. Therefore the leaders in such organisations ought to be answerable 

to the board of directors, or other governance group. 

According to Mulgan (2000) the meaning of accountability encompasses internal 

concerns that refer to behaviour, external concerns with being called to account for 

someone' s actions, the existence of an organisation as controller, being responsive to 

public expectation and an independent dialogue with society. 

Accountability differs from responsibility in terms of its object of assessment. The 

terms responsibility and accountability were first debated between Carl Friedrich and 

Herman Finer (Finer 1941; Friedrich 1940). According to Finer, accountability is 

concomitant with an external call for account and request for examination and 

justification. Friedrich emphasised that responsibility is associated with an internal act 

of Accountability, morality and professional ethics. Hence, the object of assessment for 

accountability is the organisation's performance or achievement, whereas the focus of 

responsibility is the demeanour of the organisation 's actors. 

However, half century later, the accountability has been extended further than merely 

external scrutiny to include inner responsibility of the individual to conscience and 

moral values, thus a combination of the Finer and Friedrich contexts. In other words7 

responsibility is part of accountability (Mulgan 2000, p.3). 

External accountability means observation and assessment on actions undertaken (or 

not) by agents/subordinates, and to impose sanctions (Mu1gan 2000). Further, it is 

important to have a governing group as an "'institution" that will control by requiring 

accountability. Since Mulgan 's article is about government accountability, so it 

mentions about a formal organisation to control any government agency for 

accountability . However in the case of the present research, it will be argued that it does 

not have to be an organisation, as it can be a group of people that can function as a 

"body" that monitors and demands accountability from the agent or subordinates. This 

can be in the form of a board of directors or any board in the governance system. This 

task will become one ofthe board members ' roles and responsibilities. 
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Another aspect of accountability that Mulgan (2000) proposes is public expectation 

of government accountability, which refers to the legal system. In the case of the 

present researcl\ it signifies related laws and regulations that include self-regulation, 

that are expected by the stakeholders to be followed by the organisation. In this sphere, 

accountability is also associated with being responsive, which means how the 

organisation reacts to the superior's directions and requirements to comply with rules 

and regulations. 

The last aspect of accountability according to Mulgan (2000) is dialogue. In this 

situation, it corresponds to dialogue activity . Those who are asked to be accountable 

must clarify, explain, and rationalise their actions, whereas those holding them to 

account take part in questioning, assessing, and criticising (2000, p.11). 

Accountability depicts an association between power-holders and those affected by 

their actions (Goetz & Jenkins 2004). One of key aspects of accountability is 

"enforceability" (Schedler 1999). Enforceability means penalising poor performance 

and refers to a reward and punishment system that must be in place to enable 

accountability to have an effect on behaviour (Mitchell 1993). 

The qualifications of accountability denote "domain of activity", "type of actors" and 

"common standard" (Goetz & Jenkins 2004). "domain activity" determines the extent of 

scrutiny. Hence it is associated with the board members ' schedule of duties that covers 

their responsibilities. The "type of actors" refers to people to whom the accountability is 

held and discharged. It also refers to the "agent" and "principal" or "audience" 

(Adelberg & Batson 1978; Cummings & Anton 1990). 

Agents are those who should be responsible to the principal. The agent ' s behaviour is 

the subject of evaluation, and the principal has the opportunity and reasons to observe 

and evaluate the agent (Frink & Klimoski 2004, p.3). In this case, the "agent" can be the 

executive that is accountable to the board members that selected him/her, and it can also 

be the board members themselves that are required to be accountable to the 

organisation's stakeholders. Those stakeholders include the government, who require 

compliance with laws, donor agencies who support with funds, the employees without 

whom the organisation cannot function, and the society as well as the public at large for 

the sake of the organisation's image and good reputation. 

21 



The "common standard" is the required performance to assess the operation of the 

actors. It is the key performance indicator to assess the performance and achievement of 

the organisation and its elements (internal stakeholders) (Frink & Klimoski 2004). 

Frink and Klimoski (2004) added evaluation as well as feedback activity in the 

process. This denotes comments such as criticism or recognition for one's achievement. 

This also means that the principal must not only impose punishment and finish the 

accountability process, but must also provide suggestions to enable the agent to amend 

the behaviour and allow room for improvement. Frink and Klimoski point out that 

feedback activity can be put explicitly in organisational policies or reflected implicitly 

in social normative expectations. 

There is collective accountability which involves mutual assistance, trust, and respect 

where there is general commitment to the mission and shared values (Brown, Moore, & 

Honan 2003 ~ Ebrahim 2003 ~ Onyx 2000). As such it is imperative that an organisation 

has a vision, mission, values, and objectives to provide a road map to achieve its 

objectives. 

Anderson (1984) states that the responsibility principle refers to the responsibility of 

the subordinate concerning their performance directly to their supervisors, and the 

supervisors are directly responsible for the performance of those whom they supervise. 

Taylor (2000) mentioned that authority is a derivative of responsibility (p. I 14). 

Authority and responsibility are commensurate, the higher the authority the higher the 

responsibility. A problem arises when authority does not match its responsibilities . 

Usually executives that do not get trust from board members are sometimes unable to 

execute their authority. Hence, trust is important to make the system of responsibility 

work properly. Board members and the executive must be held accountable for the 

exercise of authority in executing his/her responsibilities. 

The lack of unity of accountability, namely dual accountability, signals the needs for 

communication and consensus, as it will cause ambiguity, confusion, conflicts, 

withdrawal, and alienation (Taylor 2000, p .l14) . With regard to the board-executive 

relationship, Taylor holds that there has to be one voice of board members regarding 

22 



what aspects are to be held accountable, because the executive must be responsible to 

the board collectively. 

Holland's (2002) qualitative research found that there are some board practices that 

cultivate board accountability: 

1. Setting clear expectations and standards for the group and for its members; 

2. Actively using policies regarding conflicts of interests; 

3. Identifying and staying focused on priorities; 

4. Maintaining strong two-way communications directly with constituency groups; 

5. Conducting assessments of meetings and board performance; and 

6. Experimenting intentionally with new approaches to their work. 

2.3. 5.2 Transparency 
Transparency is imperative for an effective organisation' s governance (Brennan 2008). 

Transparency is associated with providing relevant information, easily accessible as 

well as comprehensible, to the relevant stakeholders (NCG 2006). In the Indonesian 

"Code for Good Corporate Governance", as part of its transparency a company must 

disclose information about, inter alia the vision, mission, organisational targets, 

strategy, financial condition, and shares owned by board members (NCG 2006). Further 

it is also required that the company' s policies must be written formally and 

comn1unicated appropriately to the stakeholders. 

For non-profit organisations, transparency about its mission is imperative, because 

when people are engaged in the activities they need to know dearly the reasons why 

they joined the organisation. Once they understand the good deeds of the organisation, it 

is believed that they will be motivated to work better, harder and with high commitment 

(Vogelgesang & Lester 2009). 

In the same vein, it is imperative to communicate periodically the evaluation results 

as well as to provide feedbacks for performance improvement. The basis for reward and 

sanction are also important to be revealed. This is to make sure the organisation's 

members do not have the feeling that they are susceptible to changes that might put the 

organisation at risk (Vogelgesang & Lester 2009). For example, they are to keep 
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updated with economic conditions that might affect the organisation's cash flow or 

funds. In this way they will empathise with any drawbacks that may possibly take place 

in the organisation. 

The values that the organisation holds are another aspect of transparency that must 

be disclosed. According to Vogelgesang and Lester (2009), transparency is also applied 

to the organisation's leader. The organisation with a self-disclosure leader will increase 

its members' trust, engagement, creativity and innovation, performance, and work 

cohesion. The scope of self-disclosure includes personal values, experiences in dealing 

with problems, history, needs and predilections, such as what makes him/her angry or 

annoyed. In this way7 the organisation's members who work closely with the leader are 

able to anticipate what consequences might ensure, and the probability of the course of 

actions that might be taken in the event of an unexpected situation arising. 

2. 3. 5. 3 Conclusion for Accountability and Transparency 
The need for accountability and transparency exists because of the potential for agency 

problems, where the "agent" has personal interests above those of the shareholders ' or 

owners' . 

To enforce accountability, as part of the accountability process, there has to be clear 

scope for assessment, for the line of responsibilities such as who will be responsible to 

whom, and key performance indicators as the guide to make evaluations. 

From the standpoint of this researcher, based on an appraisal of the literature related 

to accountability and transparency, accountability is the system of being responsible to 

those that have a "stake" in the organisation, whereas transparency is about providing 

relevant information to relevant stakeholders. It is futile if an organisation has good 

accountability but does not inform the outcome of the system to the stakeholders. 

To enhance accountability, according to Taylor (2000) there has to be unity of 

accountability indicators and trust must be given to the executive so he/she can execute 

appropriate authority. In addition there are some activities proposed by Holland (2002) 

that need to be carried out by board members to be accountable, such as setting the 

mission, priorities, maintaining communications and conducting assessments . 
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It is also crucial to bear in mind that accountability and transparency are not merely 

aimed at external stakeholders, e.g., donor agencies, public and government, as they 

should be applied internally as well. 

Another essential aspect of transparency 1s "relevant information" for "relevant 

stakeholders". If information that is provided is abundant but irrelevant, it will be 

useless and have no effect on an organisation's sustainability. Relevance is not simply 

germane but punctual, informative, and up to date. 

The following schematic summarises this researcher's understanding of 

accountability and transparency: 

Figure 2.1 Aspects of Accountability 

The diagram lists information that ought to be prepared by the organisation to be able to 

respond to those who question the organisation's accountability. The organisations must 

possess, or prepare: 

1. Vision, mission, values, and objectives (VMVO): these should be documented to 

guide all organisation elements (especially internal stakeholders), to affirm the 

basic reasons for the organisation's existence and operations. 
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2. Job descriptions: the VMVO must be translated into job descriptions, among 

other things, for managerial roles. The job descriptions provide clear statements 

of the composition and assignment of responsibilities to relevant roles in the 

process of accomplishing the VMVO. 

3. Process and procedures: the guidelines that smooth the execution of the various 

roles including standard operating procedures (SOP), Articles of Association and 

Key Performance Indicators (KPI), as well as compliance with all management 

policies, rules and regulations/procedures, such as those related to human 

resources management and financial management. There needs also to be a 

system for the evaluation process, the decision-making process, and procedures 

for the review of complaints and suggestions. 

4 . Performance evaluation and results: the organisation must prepare plans to 

evaluate the performance of the organisation, board members, executive and 

functional staff. The clear presentation of results is important to enable the 

"objects" of scrutiny as well as those who are responsible for performance 

monitoring, to understand their shortcomings and how to effect improvements. 

5. Feedback for performance improvement: the financial performance report must 

be prepared as a benchmark for improvement in the following year, the annual 

report must be made available to inform the stakeholders about the 

organisation's activities, performance, achievement and prograrns, and it is also 

necessary to acknowledge and bestow rewards on those achieving excellent/good 

performance, as well as sanctioning penalties for those who have performed 

below expectation or standard. 

Transparency is about providing relevant information to pertinent stakeholders. 

Those aspects of accountability must be disclosed to relevant stakeholders. 
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Transparency: 
~=~:;!:;c~ormation to be disclosed 

• Leader transparency 
• Challenges for the organisation 
• Relevant threats to the future of organisation 

• Lines of responsibilities: assign person for 
managerial works 

• Working procedures: managerial system 
• Key Performance Indicators 
• Evaluation process 
• Decision making process 
• Procedures to give suggestions 

• Financial performance 
• Working performance 

• Financial report 
• Reward and punishment 
• Annual Report 

Figure 2.2 Transparency 

In the foregoing diagram, the information to be informed to relevant stakeholders 

consists of: 

1. VMVO 

Apart from the vision, mission and objectives of the organisation, there are also 

the values, which includes leader transparency, as previously mentioned, 

comprising among other things, the history of the organisation, the leader's basic 

motives for establishing the organisation, and the leader's weaknesses in relation 

to managing the organisation in which support might be required from the other 

elements of organisation (internal stakeholders: executive, employees, members, 

etc; and external stakeholders). The challenges and relevant threats that will be 

faced by the organisation should be articulated in order to ensure the internal 

stakeholders are well-prepared, and the strategic planning process informed 

appropriate! y. 

2. Job descriptions 

These cover the range of responsibilities for every layer 1n an organisation's 

hierarchy. The rewards and punishment systems should be invoked to motivate 

the organisation's employees to do the best they are able. 
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3. Process and procedures 

The organisation must make available the working procedures such as the SOP, 

the organisation's constitution (Articles of Association), KPis, the evaluation 

process, the decision-making process, and procedures to make improvement 

suggestions and to file complaints. 

4. Performance evaluation 

This is the process of evaluating individual employee performance, the 

performance of the organisation relative to pre-determined targets, and the 

financial performance. 

5. Feedback for performance improvement 

The financial performance evaluation should be made available to relevant 

stakeholders such as the Board of Supervisors (BOS), funding agencies, Board 

of Management (BOM), executive, etc. It is important that the annual Report be 

well-prepared and available to all stakeholders. Any rewards must be announced, 

especially to internal stakeholders, to motivate the organisation's employees to 

perform better in the years to come. 

2.4 lVIultiple Theoretical Perspectives 

Mu1tip1e theoretical perspectives have been employed to study boards in a 

governance context. Brown (2005) identifies agency theory, resource dependency 

theory, and group decision process theory as the basis for understanding governance 

theory. 

From the literature study for this dissertation, numerous previous researches have 

been noted using those theoretical perspectives to explain governance theory in non-

profit organisations as well as in cooperatives (Berle & Means 1932~ Cornforth 2004~ 

Hung 1998; Middleton 1987; Muth & Donaldson 1998). 

Agency theory in non-profit organisations refers to the board's activities 1n 

monitoring organisational compliance with the mission (Sasso 2003). It emphasises the 

need to monitor the performance of the Executive (CEO) as the agent of the founders of 

an organisation. It assumes that there is a possibility that the interests of the executive 

28 



may not coincide with those of the founders (Miller 2002). Consequently supervising 

the executive is inevitable and must be done by the board members. 

Resource dependency theory, as introduced by Pfeffer and Salancik (1978), 

recognises that the board is the link between the organisation and external resources. In 

many effective non-profit organisations7 the respective boards are comprised of 

prestigious people. This type of board member has the means to financially support the 

organisation and to call on their important connections in the external environment 

(Herman and Renz 2000). It puts emphasis on the role of the board members to attract 

resources from the organisation's stakeholders. It is imperative to ensure the 

organisation' s continued existence. 

Decision process theory, as suggested by several researchers, is the variable that is 

fundamental to understanding the influence of board performance on organisational 

performance (Green & Griesinger 1996; Quinn & Rohrbaugh 1983; van Ees7 van der 

Laan, & Postma 2004). This accentuates the process of decision-making. It considers 

that decisions arising from discussion by many diverse participants, will be of better 

quality than that of the individuals involved (Brodbeck, et al 2007; Payne & Wood 

2002 ~ Rees & Koehler 2002~ Zhang, et al 2007). 

In addition there is stewardship theory that is also employed to explain governance 

practices in many non-profit organisations (Caers, et al 2006; Davis, Schcorman, & 

Donaldson 1997; Donaldson & Davis 1991 ; Fox & Hamilton 1994; Muth & Donaldson 

1998). This theory stresses the partnership nature of board and executive relationships. 

Stewardship theory contradicts agency theory in terms of its assumptions. It assumes 

that the executive has the same concerns as the board member, which is to attain the 

organisation's mission. As such, the theory puts little emphasis on supervision in favour 

of a focus on the role of board members supporting the executive's work. 

Since governance is considered as complex and yet imperative to the success of an 

organisation, there are many theories that have been employed to analyse it. As a result 

some of the theories are contradictory. In spite ofthis, it is seems imperative to draw on 

paradoxical perspectives to understand governance mechanism in non-profit 

organisations, including cooperatives (Cornforth 2004). This arises due to some 
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situations where agency theory and stewardship theory intersect, requtnng board 

members to act in two different roles. 

These are the basic issues concerning governance practices tn non-profit 

organisations. Given its complexity, it is intended to employ those theories to observe 

their relationships with the practices, and to develop a better understanding of 

governance theory. 

2.4.1 Agency Theory 

Agency theory explains the monitoring behaviour of a non-profit board of directors 

(Miller-Millesen 2003). Agency relationship is defined as a contract under which one or 

more persons (the principal(s)) engage another person (the agent) to perform some 

service on their behalf which involves delegating some decision-making authority to the 

agent (Jensen & Meckling 2004, p.59). 

As such, the object of interest in agency theory is in what way a person, namely the 

agent who is given responsibilities to make an organisation work, accommodates the 

owner' s requirements in accomplishing his/her tasks. This agent is usually the executive 

or CEO (chief executive officer) or manager in an institution. 

Agency theory also assumes that executives may have different interests from those 

of the owners, because they tend to act in accord with their own benefit. This theory 

stems from an economic perspective of human behaviour, where someone is inclined to 

maximise her/his utility (Davis, Schoorman, & Donaldson 1997). 

In the realm of monetary motives, according to agency theory an agent has his/her 

own interests which might be in conflict with the owners. For economic reasons, people 

will instinctively maximise their own benefit by all available means, which may or may 

not coalesce with the principal's way, and ideas of merit. As a result, it is imperative to 

ensure that an agent's actions are in accord with the expectations of principals. The 

board function of performance monitoring is inevitable. 

Hence, agency theory emphasises the importance of having an effective board as a 

mechanism to monitor the performance of executives. If the board is unable to monitor 
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all of the agent ' s activities, there are some risks that an institution might face . These 

risks stem from unobservable behaviour of the agents. They include moral hazard and 

adverse selection (Eisenhardt 2004, p.81). Moral hazard is concerned with avoidance, or 

negligence, of agreed-upon duties and responsibilities. Due to the complexity of tasks, a 

board is unable to oversee all of an executive ' s actions. Adverse selection occurs when 

an agent's performance differs from those promised when they were recruited. The 

board's lack of knowledge about a specific role that has to be performed by the agent, 

may result in an inability to ensure that the particular task is carried out appropriately. 

Because of those risks, an effective monitoring system must be developed by the 

board. The board should not only gather the information about executive performance, 

but also understand the complexity of the agent ' s tasks. If all board members are 

professionals, and have sufficient experience of the duties of managers in a particular 

organisation, then they can carry out the monitoring function by themselves. However, 

if the board is comprised of lay members, or they do not have an adequate knowledge of 

the tasks, a suitable professional must be retained to perform the supervision. This is 

usually done by having an audit committee or an independent auditor to review the 

performances of rnanagers and the overall organisation. Consequently, there is a 

monitoring cost to be borne by the institution. This cost is not only for supervision 

activities but also to gather and interpret information about those performances. This 

cost is narned the agency cost (Gitman 2007). Agency costs among other things, include 

the cost of the monitoring agency' s activities, structuring the organisation by setting up 

a board of directors, and effecting binding agreements between the conflicting interests 

of agents and owners (Fama and Jensen 1983). 

In this sphere, agency theory is related to information (Fama 1980; Fama and Jensen 

1983~ Eisenhardt 2004). According to Eisenhardt (2004, p.84), information is 

considered a commodity, and as such it can be purchased. Organisations can make an 

investment in information systems with the purpose to monitor the agent's activities. 

Consequently the organisation must bear the cost of investment for this particular 

information and executive performance report which is part of the agency costs. 

Another investment in an information system is having a board of director oversee 

executives. The richness of board information can be measured by some characteristics 
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such as the frequency of board meetings; the number of board subcommittees; the 

number of board members with long tenure; etc. (Eisenhardt 2004). 

As there are several components of agency cost (Gitman 2007), it is imperative to 

explore them. Agency costs are not incurred just to monitor and identify mistakes made 

by the managers~ but also as a means to positively retain executives. 

2.4.2 Stewardship Theory 

Stewardship theory is based on a human relations perspective (Hung 1998), and the 

underlying assumptions are mostly in opposition to agency theory (Cornforth 2002b). 

Stewardship theory assumes that the manager is a steward to the organisation, who 

wants to do a good job and whose goals are in line with the founder' s expectations. As 

such, the manager should be treated as a partner with the board. The main function of 

the board is to work together with manager to enhance the organisation' s performance 

(Cornforth 2004; Donaldson & Davis 1991; Muth & Donaldson 1998). This theory is 

rooted in psychology and sociology where a manager ' s motivation and interests are 

directed to achieve the organisation 's objectives (Davis, Schoorman, & Donaldson 

1997). 

The role of the board is more strategic, working together with management to add 

value to top decisions as well as to improve strategy. In this context, it is apparent that 

management practices and ideas are to be applied in governing the organisation. From 

this perspective, the board members should be selected based on their expertise and 

connections with external resources, which will enable them to add value to the 

organisation 's decisions. Therefore it is imperative that board members can work in 

harmony with managers, and an understanding of team work is necessary (Cornforth 

2004). The implication of this standpoint is that a manager is entrusted with power by 

the owner to control the organisation. Therefore, the manager/executive can also serve 

as the controller. 

This section aims to shed light on some important notions regarding stewardship 

theory, which are duality function; the board's relations with the executive; and the 

driving force in the organisation. 

32 



2. 4. 2.1 Stewardship theory - Duality Function 
In some organisations the manager can also hold different position such as chairman of 

the board. Previous research by Muth and Donaldson (1998) shows that the executive 

who also holds the position as chairman of the board has significant influence to 

enhance the organisation's performance. The duality function is found to be a 

constructive force in the organisation. CEO duality creates robust leadership personified 

in a unity of command and enabling better and faster decision making (Donaldson & 

Davis 1991). Other researches confirm that the CEO duality is more effective because 

of single command and time-saving in decision making since the manager has direct 

control over board decisions (Caers, et al2006) 

Other research that uses the contingency approach links a board's duality role with 

the organisation' s life cycle. Previous researches provided evidence that the CEO 

duality existed in organisations with specific characteristics of organisation age and size 

(Axelrod 1994; Gill 2001 ; Smillie & Hailey 2001). An organisation that is in its early 

life-cycle stage usually has the same person in charge as chair and executive, and who is 

usually a charismatic leader. The rational explanation is that mostly, an organisation, 

which has just established is lacking resources, e.g., skilled people and funds, 

consequently, the founders will do anything necessary to keep the operation running. 

The founders usually take a position as board n1embers. In order to save money and 

time to recruit skilful employees, the administrative as well as managerial works are 

taken care of by themselves. As such, the board chairperson might serve as the manager 

as \vell. 

When an organisation ages, the board will recruit people who will be functionally 

assigned to carry out operational works. However, sornetimes the chairman/woman 

continues to engage with detailed matters in daily operations. 

When the organisation becomes much larger and more mature with more complex 

activities to be managed, the board typically uses a hands-off approach, a professional 

manager 1s hired, and hereon there is a separation of functions between board and 

executive. 

In this situation, the presence of stewardship relations is conditioned by the 

organisation's circumstances (such as: age and availability of funds). It is argued here 
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that in the early stage of its lifecycle an organisation may not have any choice other than 

having stewardship relations for the survival of the organisation. This argument is based 

on the notion that an organisation in the early stage of its lifecycle typically does not 

have sufficient funds to hire a professional manager. This argument challenges a 

conception proposed by Davis, Schoorman, and Donaldson (1997) who assert that an 

organisation can deliberately decide which approach to adopt, an agency or a steward 

relationship, based on psychological characteristics. 

Having said that, Davis, Schoorman, and Donaldson (1997) claim that there is 

another aspect that can influence the choice, i.e., the situational characteristic, 

particularly the cultural background of individualism or collectivism. "Collectivist 

cultures are more conducive to the emergence of stewardship relationships and that 

collectivists are more likely to initiate a principal-steward relationship, while 

individualistic cultures would appear to facilitate agency relationships" (Davis, 

Schoorman, & Donaldson 1997, p.128). 

2. 4. 2. 2 Stewardship theory - Board-Executive Relations 
Stewardship theory suggests that the manager can become a partner with the board 

chair. Earlier researches made evident that a partnership relationship brought good 

things to the organisation (Drucker 1990; Smillie & Hailey 2001 ; Cornforth 2002a; 

Caers, et al 2006), but in fact it creates some setbacks. 

Drucker (1990) claims that board members have to become partners with executives. 

They have to cover the limitations of each other, where the strong player should assist 

the weaker. Stewardship theory highlights the importance of a partnership between 

board members and managers in decision making. Nevertheless, this creates a 

consequence concerning the relations between board and manager. Some researchers 

found that there will be conflict between board and executive because the manager 

holds more information than the board since the manager is directly involved in daily 

operations, and as such the manager becomes an educator to the board. Middleton 

(1987, p.149) termed this as "strange loops and tangled hierarchies". In addition, 

managers may seek status and recognition that might conflict with the board members 

(Auerbach 1961). This desire to seek status may cause the manager to be disloyal to the 
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organisation. There might be a situation when a different organisation offers the 

manager a higher position with greater compensation, and may tempt the executive to 

leave the current organisation. 

2. 4. 2. 3 Stewardship theory - Driving Force 
In addition, stewardshjp theory also reJies upon the monitoring function of the manager. 

According to the stewardship perspective, a manager is believed to be a steward of the 

organisation ' s assets. This theory argues that relying on corporate control from owners 

to professional managers can be a constructive improvement in managing a more 

complex organisation (Muth and Donaldson 1998). Herein the manager is given trust by 

at least the internal stakeholders. As such their thoughts and judgments might be 

influential to the organisation. 

According to stewardship theory, a manager in an organisation is believed to have 

the willingness to perform a good job and act as steward to the organisation's resources 

(Cornforth 2004). Muth and Donaldson (1998) stress that a manager is essentially a 

good steward of corporate assets and loyal to the company. There are several reasons 

for this assumption. Stewardship theory acknowledges some motives influencing the 

loyalty of a manager, which are non-financial, i.e., the need for achievement and 

recognition, the intrinsic satisfaction of successful performance, respect for authority 

and the work ethic (Muth & Donaldson 1998, p. 6) 

Consequently a manager is considered trustworthy and may be in the position to 

have a final say as a driving force in the organisation. The term "drive" means two 

things, top-down directio~ and a sense of forcing the organisation to maximise its 

production (Onyx 2008, p.l05). 

2.4.3 Resource Dependency Theory 

Resource dependency theory assumes that organisations are controlled by their 

environments, however management can steer the organisation's domination of the 

environment. By analysing the inter-organisational relations in organisation networks, 
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managers may comprehend the power/dependence relationships with other network 

players (Hatch 1997). 

Organisations source the required energy and resources largely from the 

environment. Regardless of an organisation's effort to lessen their dependency on the 

environment, the incidence of external influences is inevitable. Consequently, 

organisations in a network should distribute power amongst the internal participants to 

reflect particular contingencies and constraints arising from the environment (Pfeffer & 

Salancik 1978). 

Organisations depend on their environment in terms of (1) material resources, which 

includes monetary and human resources, (2) information, and (3) social and political 

support (legitimacy) (Jun & Armstrong 1997). 

Resource dependency theory obsetves, among other things, how board members 

provide connections to influential providers of funds, bring in technical competencies 

(e.g., financial and legal), as well as providing strategic direction for the organisation 

(Brown 2005). 

The board of directors have a role in the cultivation and maintenance of multiple 

fund development strategies, and engagement in those activities ought to be related to 

improving performance (Adams & Perlmutter 1995; Bielefeld 1992). Green and 

Griesinger (1996) on the other hand find that boards engaged in fundraising and making 

personal financial contributions, are more likely to be associated with improved 

organisational performance. In addition, Herman and Renz (1999) find that expectations 

of giving and providing funds by board members, are performed by board members in 

more effective organisations rather than in less effective organisations. 

Provan (1980) argues that board prestige, and board members that have links with 

exiernal resources, signify the board's power to attract more funds into the organisations 

at any one period of time. Similarly Herman and Renz (2000) state that the board in 

effective non-profit organisations, are composed of prestigious members. 

Resource dependency theory is related to several aspects of the governance 

mechanism. Those aspects are board structure and board roles. Board structure, in 

relevance to this theory, is concerned with how many high-ranking people take a 
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position on the board. These important people are considered imperative to the board 

for any number of reasons. 

First, these high-ranking people are people with power, in particular the power to 

gain limited resources. Provan (1980) asserts that the board's power is associated with 

the ability to attract scarce resources and acquire funds . So, board members are 

expected to have links to the external environment in providing the organisation with a 

superior entree to a variety of capital sources (Nicholson & Kiel 2007) . 

Second, an organisation where a regular flow of resources is guaranteed, will operate 

more effectively. Herman and Renz (2000) found in their research that effective non-

profit organisations have more prestigious boards as opposed to ineffective ones, 

because they make an effort to ensure the regular flow of resources. 

According to Miller and Millesen (2003), the relevance of resource dependency 

theory to the board's role in non-profit organisations are: (1) linking the organisation 

with external constituents with the purpose of providing a contribution to governance 

process; (2) boundary spanning function that enhances inflow of important and relevant 

resources to the organisation; (3) representing the organisation with the intention to 

enhance the organisation' s image. 

As for board roles, the elements relevant to resource dependency theory are the roles 

1. Maintaining relations with external stakeholders with whom the organisation 

depends; 

2. Ensuring the availability of resources to the organisation and vice-versa, which is 

also known as the boundary spanning function; and 

3. Preparing the sustainabi1ity of an organisation through strategic planning. 

The rationale for the board maintaining external relations is to ensure the flow of 

resources into and from the organisation as weH as to assist the organisation adapt to 

exiernal change (Cornforth 2004). 
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Boundary spanrung relates to the transfer of information from and to the 

organisation' s boundary (Hatch 1997). As such, a board is the link to provide and 

acquire information across the organisation ' s periphery. Miller and Millesen (2003) also 

argue that this theory highlights the board's boundary-spanning responsibility and 

provides insight into the ways in which power and influence have the capacity to bias 

resource allocation decisions. 

Brown (2005) associates a strategic dimension with resource dependency theory, 

particularly how a board provides strategic direction to the organisation. Furthermore, 

numerous researches recognise the strategic contribution that boards can provide to an 

organisation (Bradshaw, Murray, & Wolpin 1992; Green & Griesinger 1996; Siciliano 

1997). It is related to the ability to lead long-term direction and engage in strategic 

planning. 

It is argued that organisations which have the board involved in shaping the 

organisation' s direction are more effective and superior in performance. This is labelled 

the strategic dimension by Chait, Holland, and Taylor (1991) who assert that the 

strategic dimension recognises "a board' s ability to envision and shape institutional 

direction" and that effective boards "sharpen institutional priorities and ensure a 

strategic approach to the organisation ' s future" (p.95). 

2.4.4. Group Decision Process Theory 
Group decision process theories are primarily concerned with how information is 

managed and channelled (Quinn and Rohrbaugh 1983~ Seashore 1983), how decisions 

are made, and how group members interact (Zander 1994). Essentially, as long as the 

board members follow the correct procedures and processes, they will tend to perform 

better and add value to the organisation. 

There are three principal areas of work that reflect the adherence to group/decision 

process theory, namely: diversity and board composition studies, board development 

practices (such as training), and group dynamics (such as interpersonal relations) 

(Brown 2005, p.324). 
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Several studies propose that increased board member diversity (gender and ethnics) 

influences organisational performance in terms of greater insights and broader 

perspectives. Hence, the board will be more adept in dealing with more complex 

problems by drawing on those multiple perspectives. In addition, incorporating more 

perspectives, will lead to increased group dynamics and enable them to look at both 

sides of an issue, which is critical to effective board performance (Brown 2005; Chait, 

Holland, & Taylor 1991 ~ Zander 1994). 

In an organisation with many people involved in decision making, the group is seen 

as a more effective basis for making decisions. Numerous studies have found that a 

group decision is better than the individual (Payne & Wood 2002; Rees & Koehler 

2002). 

There are some advantages to having a group involved in finding the solution to an 

organisation 's issues (Brodbeck, et al2007; Hollenbeck, et al1995; Maier 1963; Stasser 

& Birchmeier 2003 ~ Vollrath, et al 1989): 

1. ~1ore infonnation can be gathered through knowledge sharing ~ 

2. The group is seen as a forum to exchange knowledge, ideas, and perspectives; 

3. Collective group memories lead to higher quality decisions; 

4. Error checking; 

5. Learning from each other; 

6. Effective and better decision making; and 

7. High quality decisions and innovatio~ etc. 

By exchanging their knowledge, ideas, and perspectives in a group, members of the 

group can produce high-quality decisions (Brodbeck, et al 2007). Compared to 

individual decision makers, groups have access to more and a broader range of 

information, which is due to the unique knowledge distributed among group members 

(Hollenbeck, et al 1995; Maier 1963). Therefore, groups are often expected to make 

high-quality decisions and to foster creativity and innovation (Stasser & Birchmeier 

2003). 
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With regard to the decision-making mechanism, it is believed that the more group 

members share information, the better group decisions will be, and the better overall 

group performance (Moye & Langfred 2004). 

On the other hand there are some disadvantages to having the group as decision 

maker, such as the "Eureka problem" (Payne & Wood 2002, p.96). It is a situation 

where many members in the group of meeting are not sure about the answer or solution 

to a problem. During the perplexity, one might come up with an answer, and almost 

everyone would consider it as an "ah-ha" moment, Eureka to that answer. Nevertheless 

no one was certain enough since nobody had adequate knowledge as to what the best 

resolution might be. 

Group decision process theory can be related to board processes. The board process 

is concerned with board development, management, and the decision-making process 

(Gill, Flynn, & Reissing 2005). Board process is also associated with meeting 

procedures as well as the organisation' s constitution (Berghe & Levrau 2004). 

2.4.5 Other Theories 

There are limitations to each aforementioned theory. Therefore this research also 

employs other theories as reference to do analysis. 

With regard to the board structure, there is stakeholder theory that provides reasons 

for the importance of including the organisation 's stakeholder in the structure 

(Alexander & Weiner 1998; Balser & McClusky 2005 ; Clarke 2004). This theory 

accounts for the worth of maintaining a dialogue between the conflicting interests of the 

organisation and the stakeholders. One of the means is to involve relevant stakeholders 

in the board composition. This theory is included to analyse the board structure in the 

present research sample. 

In light of board roles and responsibilities, managerial hegemony theory describes 

that in normal times the power usually rests in the executive, and the board only 

functions as a rubber-stamp (Lorsch & Maciver 1989). 
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Another important theory is that relating to social capital. Many previous researchers 

explored how aspects of social capital were found in the operations of non-profit 

organisations (Bowles & Gintis 2002~ Coleman 1988~ Dowla 2006~ Hasan 2005 ~ 

Hooghe & Stolle 2003; Onyx 2004; Putnam 1993; Tata & Prasad 2007). The important 

aspects of social capital are trust, community norms, networks, culture, values, and 

reciprocity (Hooghe & Stolle 2003; Putnam 1993). Those aspects can be boosted if 

there is a common belief or purpose that enables them to bring in resources (Hasan 

2005). Social capital also refers to caring, to compliance with the norms of the 

community where one resides, and to punishing those who do not (Bowles & Gintis 

2002). Social capital comprises an interlinked system of obligations, expectations, 

norms, and trust entrenched in the relations between members of a community 

(Coleman 1988, 1990). Social capital can be used as an instrument to achieve the 

organisation's objective and attain good governance. As long as aspects of social capital 

are put into practice in daily operations, they become habit and in the end become an 

integral part of the organisation's culture. After most members adapt to the culture, 

instinctively they will utilise it to interact with other members. 

2.4.6. Literatures related to Board, Organisational, and Financial Performances 
The following part of literature review will elaborate theories and previous researches 

about board performance, organisational performance as well as financial performance. 

2. 4. 6.1 Board Performance 
Previous researchers have found a connection between board performance and 

organisational performance. However, empirical research on the relationship linking 

both is lacking. Further research on the "nature and causal direction" of the relationship 

between board and organisational effectiveness is necessary (Herman, Renz, & 

Heimovics 1997, p.319). The mechanism to explain the extent to which a board can 

improve organisational performance is not fully developed or understood (Herman & 

Renz 2000). Ostrower and Stone (cited in Brown 2005, p.318) suggest the need to find 

"grounded theoretical perspectives" to help analyse and interpret the relationship 

between board and organisational performance. Their finding reveals that current 
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understanding of board performance tends to be "practitioner-based", and is effectively 

"atheoretical and anecdotal" . 

Previous empirical research trying to establish a relationship between governance or 

board performance and organisational performance has mainly focused on corporations 

and non-profit organisations. The literature search earned out for this study shows that 

to date there has been no such research into microfinance or CUs. Instead, most of the 

literature proposes prescriptions for excellence in governance. 

2.4.6.1.1 Dimensions of Board Performance 
Chait, Holland, and Taylor (1991) argue that an effective governing board should 

master six competencies: contextual , educational, interpersonal, analytical, educational 

and interpersonal competencies. Chait, Holland, and Taylor (1991) turned these 

competencies into a questionnaire, named Board Self Assessment Questionnaire 

(BSAQ). 

Brown (2005) used these competencies as rneasures of board performance and 

proposed theoretical arguments to relate them to agency theory, resource dependency 

theory and group decision process theory. 

The BSAQ (Board Self Assessment Questionnaire) is widely used in research into 

board performance (Brown 2005; Gill , Flynn, & Reissing 2005; Jackson & Holland 

1998). This questionnaire must be filled in by the board and the CEO of the same 

organisation, and both must do so separately and independently. This is because 

findings have shown that a board tends to value itself more highly than the CEO ofthe 

same organisation does (Gill 2001). To prevent respondent bias it is therefore necessary 

to include both in assessing board performance (Brown 2005). 

Hitherto, BSAQ is the only tool that has generated valid data that relates board 

performance to organisational effectiveness, and the only one that provides a norm for 

interpreting the performance of a particular organisation (Gill~ Flynn~ & Reissing 2005, 

p.274). 
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The next section elaborates each dimension and its relation with the theoretical 

perspectives used in this study. 

2.4.6.1.1.1 Contextual Dimension 
The contextual dimension is related to how a board understands and complies with an 

organisation ' s norms, culture, mission, values and tradition (Chait, Holland, & Taylor 

1996). The contextual dimension is associated by Brown (2005) with agency theory. 

This theory also asserts that it is agreed that a board of management will pursue an 

organisation' s goals and objectives in a way that is in line with the founders ' interests 

(Jensen & Meckling 2004). 

Agency theory emphasises board involvement in mission development, and explains 

monitoring behaviour of a non-profit board of directors (Miller-Millesen 2003). It 

means board members have to ensure that the organisation moves in the right direction 

to achieve its basic objectives. They are also expected to honour the philosophy and 

history of the organisation (Brown 2005). 

In the case of a cooperative, this dimension means the board members must 

understand the history, philosophy, principles and mission of the cooperative (CUCO 

2003 ). 

2.4.6.1.1.2 Political Dimension 
The political dimension concerns the ability of board members to maintain a good 

relationship with key stakeholders (Chait, Holland, & Taylor 1996). Board members 

must understand and acknowledge the legitimate roles of those major constituents, and 

they are encouraged by Chait, Holland, and Taylor (1996) to communicate directly and 

frequently with them. In that way, any conflict between board members and an 

organisation's key stakeholders is minimised. 

Brown (2005) links this dimension with resource dependency theory. This theory 

states that board members are the links between the organisation and resources . 

According to Brown (2005), having a good relationship with important constituents 
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smoothes the organisation's ability to obtain resources . Thus they can effectively span 

boundaries between suppliers and the organisation. 

2.4.6.1.1.3 Strategic Dimension 
The strategic dimension refers to a board's ability to envisage an organisation's long-

term strategy and policy, set priorities, foresee crucial difficulties, be proactive and take 

action preventively before problems worsen (Chait, Holland, & Taylor 1996). A board 

has a crucial role to play in strategic planning and strategic decision making. 

A board's ability to undertake strategic planning is considered the most valuable 

contribution it can make to the organisation (Brown 2005, p.323), therefore Brown 

associates this dimension with resource dependency theory. 

A study by Siciliano (1997) investigated 240 non-profit organisations, regardless of 

size, that had strategic plans. Organisations with strategic plans were shown to perform 

better than those that did not have any. According to Siciliano, among other things 

strategic plans covered mission statements, long-term goals, short-range objectives and 

action plans (1997, p.394). These elements of strategic plans are contributions that 

board members can make to the success of the organisation. 

2.4.6.1.1.4 Analytical Dimension 
The analytical dimension reflects the ability of board members to understand complex 

problems and assess different opinions as to how to solve a problem (Chait, Holland, & 

Taylor 1991). Brown (2005) classifies this dimension as part of GDP (group decision 

process) theory. 

The analytical dimension reflects a process whereby board members are able to 

accept different views with ease and look at a problem from various perspectives (Green 

& Griesinger 1996). 

2.4.6.1.1.5 Educational Dimension 
Since board members play a significant role in the success of governance, they have to 

be knowledgeable about the organisation that they lead and the issues that they are 

facing. Therefore it is imperative that board members are educated. The educational 
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dimension encompasses board members' understanding of "the institution, the 

profession, and the board's roles, responsibilities and performance" (Chait, Holland, & 

Taylor 1991). Brown (2005) associated this dimension with group decision process 

theory. 

2.4.6.1.1.6 Interpersonal Dimension 
The interpersonal dimension signifies that all board members are able to participate, 

receive information and be critical without fear of being isolated by other members. 

This dimension is related to group decision process theory in that participation in group 

decision making will enhance the quality of decisions (Brodbeck, et al 2007). The 

exchange of information through interpersonal relationships will facilitate knowledge 

sharing and mutual learning, which in tum cultivates creativity and innovation (Stasser 

& Birchmeier 2003). This dimension is also related to group decision process theory 

(Brown 2005). 

2. 4. 6. 2 Organisational Performance 
Many studies of non-profit sectors refer to organisational effectiveness when they 

discuss organisational performance (Balser & McClusky 2005; Bradshaw, Murray, & 

Wolpin 1992; Brown 2005; Chait, Holland, & Taylor 1991, 1996; C!arkson & Deck 

1996; Gill 2001 ; Gill , Flynn, & Reissing 2005; Green & Griesinger 1996; Herman & 

Renz 1999, 2000). 

Various recent studies support the hypothesis that board effectiveness is related to 

the use of certain prescribed board practices, and some research also proves that board 

effectiveness is related to overall organisational effectiveness (Herman & Renz 2004. 

p.696). Holland and Jackson (1999) provide evidence that effective boards are related to 

effective organisation. The study by Herman and Renz (2000) showed that board 

effectiveness is strongly correlated with organisational effectiveness . 

The research findings of Herman, Renz and Heimovics (1997) support the claim that 

a board's judgement of organisational effectiveness is strongly correlated with 

organisational performance. 
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Herman and Renz (2004) find that different constituencies judge non-profit 

organisational performance differently. They argue that non-profit organisational 

effectiveness is socially constructed by the organisations' stakeholders. This is due to 

the fact that the goals of non-profit organisations are ambiguous in nature, and that there 

is no easy way to measure performance (Brown 2005). Therefore in order to evaluate 

non-profit organisational performance Brown (2005) proposes that a reasonable set of 

criteria should be formulated and gathered in a questionnaire that define an 

organisation's mission or goal accomplishments and its constituents. Various 

knowledgeable individuals then should be invited to share their perceptions of 

organisational accomplishments. These individuals should comprise the board members 

and the organisation's executives. However, a shortcoming of this strategy is that a 

variety of perceptions might produce respondent bias because responses might be 

contradictory. 

Alternatively, financial performance measurement can be employed to provide a 

different perspective on organisational performance. 

In CUs, some of the indicators of improved governance are how conscious board 

members are about their rights and responsibilities; to what extent board members 

realise that they are accountable and answerable to the members who have placed their 

confidence in them; how much of operational powers are delegated to the chief 

executive; how smooth are the communication channels between the board and the 

chief executive; whether any code of conduct/ethics has been developed and accepted 

by the organisation and its affiliates; how much is the level of transparency in dealing 

with the employees; how often are meetings held [on schedule and in accordance with 

the law and bylaws] (Prakash 2001, p.3). 

Brown (2005) employed the questionnaire "Perception on Organisational 

Performance" developed by Herman and Renz (1997) and invited board and executives 

to do the assessment. This questionnaire explores the following aspects : in1provement 

of benefit experienced by clients from services provided by the organisation; growth of 

organisational activities; quality of services; consumers' satisfaction; and success in 

meeting its goals or objectives. Brown modified this questionnaire to fit his sample. 
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2. 4. 6.3 Financial Performance Measurement 
Particularly for CUs, the World Council of Credit Unions (WOCCU) has established a 

financial performance measurement using financial ratios analysis . These ratios, called 

PEARLS (Protection, Effective financial structure, Asset quality, Rates of return, 

Liquidity and Signs of growth) (WOCCU 2002b). 

1. Protection measures the degree of safety in protecting against non-performing 

loans. Delinquent loans reflect CUs' loans to be paid by members in less than 

twelve months, therefore CUs must have loan reserves to back up unpaid loans. 

It is required that the amount of capital reserve is the same as total loans due in 

twelve months. 

2. Effective financial structure measures CUs' financial strength - the higher the 

members' savings, the higher the expected ratio. 

3. Asset quality ratio measures non-productive assets, therefore a lower ratio is 

expected. 

4. Rate of return reflects CUs' ability to generate income by utilising their assets-

a higher ratio is required because it indicates higher return (surplus). 

5. Liquidity measures cash availability- a high ratio reveals idle cash; on the other 

hand, a low ratio indicates inadequate cash. 

6. Sign of growth measures growth in terms of total members as well as in assets-

a high ratio is expected. 

The detailed ratios for each group of ratios in PEARLS can be looked at Apendix .... 
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Chapter Three 

Indonesia's Third Sector Organisations (TSOs) Profile- History 

This chapter explains the results of the research about the history and laws of TSOs in 

Indonesia, analyses how governance aspects are regulated in each jurisdiction, and 

elaborates the self-regulatory schemes, law enforcement, and taxation for TSOs in 

Indonesia. 

3.1 History of the Third Sector in Indonesia 

The history of the third sector can be considered in severaJ historical eras, namely the 

colonial era, the pre-independence era, and the post-independence era (ORLA, ORBA 

and Reformation Era). 

3.1.1 Dutch Colonisation Era (Before 1900s) 

In order to confront colonialism, the Indonesian people made significant efforts to 

establish several social movements as community protest against the colonial 

government (Poesponegoro & otosusanto 1984a). In the beginning of their 

development, the non-profit or non-government organisations (NPO/NGO) were 

motivated by their members ' willingness to solve the socio-economic problems of 

Indonesian people as a whole which at that time were subject to the occupying 

Netherlands colonial government. 

It is estimated that the oldest NGO/NPO is the one that was established in 1848. At 

that time such organisations were subject to Article 1653 of the Civil Law promulgated 

in 1848 by the Netherlands government that occupied Indonesia. This article states that 

any organisation legally recognised by the government (which means does not perform 

anything contrary to the law) is considered as legal according to that particular law. 

3.1.2 National Movement Era (1908-1930) 

In this era, the Netherlands colonialists applied "Etische Politiek" in Indonesia as a 

result of a liberal political environment in the Netherlands (Poesponegoro & 

Notosusanto 1984a). Through this political strategy the Netherlands government 

introduced the program of "Trias Politica" (Poesponegoro & Notosusanto 1984a). This 

48 



was applied as the moral responsibility of the Netherlands colonialism to indigenous 

people in Indonesia. One of the programs in Trias Politica was increasing education 

activities for indigenous people. 

This encouraged many young Indonesian scholars who had been studying abroad to 

fight for freedom through organisational structures in a period known as the National 

Resurgence. In 1908 two prominent indigenous figures, Dr Wahidin and Dr Sutomo, 

pioneered the Boedi Oetomo movement, aimed at educating people by means of 

establishing a well-known organisation named "Boedi Oetomo" . This organisation is 

probably the first NGOINPO in Indonesia (Budairi 2002). This organisation engaged in 

several activities but mainly in education, art and culture. 

Following Boedi Oetomo there emerged other NGOs!NPOs that began to awaken all 

Indonesian people to fight for their independence and be freed from colonialism. In 

1911, the people established Sarekat Islam, which was the first social movement in 

Indonesia, and had an ability to reach the lowest layer of the society (Poesponegoro & 

N otosusanto 1984a). 

This social movement had several atms, some of which were to improve the 

economic and trade relationships between the indigenous Indonesian businessmen and 

the Chinese traders, to educate and to bring the status of the indigenous people to the 

same level with the other nations, and to promote Islamic teachings and fight against 

any teachings and rules which were contrary to the Islamic law (Poesponegoro & 

Notosusanto 1984a, p.l83). 

After Sarekat Islam, there emerged several youth organisations from vanous 

Indonesian islands, such as Jawa and Sumatra. Therefore this period is identified as the 

"Youth Movement Erd' having a focus on improving the education and cultures within 

each island. The first Youth Movement was Tri Koro Dharma, established on 7 March 

1915, which was then followed by long Java on 12 June 1918, and the other youth 

movements such as Jong lslamieten Bond, Pasundan, Jong Sumatranen Bond, Jong 

Minahasa, long Batak, etc. (Poesponegoro & Notosusanto 1984a). 

It should be acknowledged that in the Second Indonesian Youth Congress, which 

was held on the 27-28 October 1928, all these Youth Organisations had come to an 
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awareness and agreement to be united as one organisation named "Indonesia Muda'' 

(Young Indonesia) which was legalised on 31 December 1930 (Poesponegoro & 

Notosusanto 1984a). This demonstrates that at that time the Indonesian people were 

aware they could fight for their rights only through established organisations. 

When the Netherland government realised that most of these approved organisations 

were fighting for independence and freedom, it then promulgated several rules and 

regulations to curb the development ofNGOs and NPOs (Poesponegoro & Notosusanto 

1984b ). 

3.1.3 Japanese Occupation Era (1942-1945) 

In World War II the Netherlands colonial government in Indonesia was defeated by the 

Japanese. Under the ensuing Japanese occupation all the NGO/NPOs were dissolved 

and liquidated. All workers became romusha (forced workers). Not a single NGO/NPO, 

even traditional organisations, was able to survive (Kartasasmita, et al 1980a; 

Poesponegoro & Notosusanto 1984b). 

3.1.4 Independence Era (1945) 
On 17 August 1945 Indonesia proclaimed its independence and became a new, free and 

sovereign country. At this stage many N GO!NPOs re-emerged. Ir. Soekamo, the first 

president of the Republic of Indonesia, supported the establishment of organisations 

formed by society, including political parties, with the main purpose defending 

independence, and protecting the population's welfare and security (Poesponegoro & 

Notosusanto 1984b). On 3 November 1945, the President promulgated Maklumat 

Pemerintah (Government Communique) that was signed by the Vice President, which 

gave a great opportunity for all people to establish political parties (Kartasasmita, et al 

1980b). Since then, not only political parties but also other types of organisations 

emerged and were formed by society at large. 
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3.1.5 Liberal Era (1950-1959) 

In 1950, there had been a conference (popularly called The Round Table Conference) 

between the Indonesian and Netherlands governments in the Netherlands~ where the 

Netherlands acknowledged the independence of Indonesia, and gave way to the 

authority of the new Indonesian Government (Poesponegoro & Notosusanto 1984b). 

In this era, the first regulation that was enacted based on the constitution, specifically 

RIS (Republic Indonesian State) constitution, was the Cooperative Law ratified in 1958 

(Kartasasmita, et al 1980b). 

3.1.6 Old Order Era (1955-1965) 

During the old order era, Indonesia had a Guided Democracy (Demokrasi Terpimpin), 

where the most influential political party was the Indonesian Communist Party (PKI) 1 

that used NGOs/NPO, specifically cooperatives and labour unions, as tools for 

flourishing communist idealism. Those NGOs which did not apply that idealism were 

eliminated, such as religious organisations, students' organisations, etc. By the 

promulgation of the Ministerial Regulation No. 90 of 1955 concerning the workers, it 

was stated that all the Labour Unions should be registered, where the basic purpose was 

to monitor that they followed communism (Poesponegoro & Notosusanto 1984c). Other 

organisations such as the cooperatives, were influenced by the concept of communism 

through the enactment of Law of Cooperative No. 14, 1965, in which one of the articles 

stated that the Board of Directors should consist of people from the Communist Party. 

3.1.7 New Order Era (1966-1998) 

In the New Order Era, in 1970 all the political parties were united into only three big 

parties, i.e._, Partai Persatuan Pembangunan (Development Unity Party), Golongan 

Karya (Functional Group) and Partai Demokrasi Indonesia (Indonesian Democracy 

Party). It meant that the Labour Unions, as NGOs, were no longer allowed to be active 

in political affairs (Poesponegoro & Notosusanto 1984c). Some New Order activists in 

1 PKI is the substitution of ISDV (Jndische Sociaal-Democratische Vereniging) established on 9 May 
1914, a political organization that adheres to communism. The official change of name was made in 
December 1920 (Poesponegoro & Notosusanto 1984c, p. 200). 
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1973 established a Federation of Labour Union in order to unite all the existing labour 

unions. Finally, in 1990, the government established Serikat Pekerja Seluruh Indonesia 

(SPSI) as the only labour union with the aim to control all the activities of all workers in 

Indonesia (Poesponegoro & Notosusanto 1984c). 

On the other hand, Lembaga Swadaya Masyarakat (LSM)2 grew and developed as a 

spaning partner to the government (Budairi 2002). In 1970, the growth of LSMs was 

relatively fast, due to the increased number of international donor agencies that came to 

Indonesia. In the meantime, however, the existing LSM possibly perceived the 

government's development policies in practice were centralised and controlled from the 

top-down (Budairi 2002). 

3.1.8 Reformation Era (1998 up to now) 

Within this reformation era, former president, B.J. Habibie, signed a presidential decree 

on the Rights for establishing Organisations~ and Freedom for expressing ideas in public 

(specifically for demonstrations). The first law was specifically aimed at allowing 

freedom in establishing labour unions and professional associations and the other ruled 

the procedures for demonstration in tenns of time schedule and place. The reason for 

the enactment of these laws was that people started to be aware of their rights in 

conveying their disagreement to government through demonstrations, which the 

government intended to control. After all , this reformation era was marking the 

environment conducive for democracy followed by the fast gro\\ring ofNGOs. 

After former president Habibie, along with the promulgation of the Law on Regional 

Autonomy, Abdurrahman Wahid reconstituted the Cooperative Department into the 

Ministry of Cooperative (Sulistyowati 2003). By doing so, he tried to return the 

autonomy of cooperatives, because it had been misused by the previous Government. 

Foundation Law was enacted in August 2001 in order to restore the function of all 

foundations into its original role which is a social purpose. 

2 LSM (Lembaga Swadaya Masyarakat) is a self-reliant non-profit organisation, which engages mostly in 
advocacy activities; see Section 3.2. 
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3.2 Historical Influence on the Laws for TSO 

Most of the present day Indonesian laws and regulations are inherited from the Dutch 

colonial period~ having been a colony for three and a half centuries. The validity of 

these colonial laws is stated in Article 2, amendment rule in the Indonesian Constitution 

(UUD 1945). 

Some of the rules that control the Non-Governmental Organisations today are 

inherited from the old regulations such as Civil Law and laws that have been revised 

and amended7 such as the Law concerning Cooperatives. Others are new rules and laws 

such as the Law on Foundation (UU Yayasan) and Law on Zakat (Undang-Undang 

Pengelolaan Zakat No. 38, 1999). 

Political conditions play a significant role in influencing the content of the laws for 

TSOs. This was particularly true during the Dutch colonial era when the Colonial Law 

which is incompatible with the prevailing Indonesian situation, was strongly enforced. 

In 1955, the heightened communist activity in the country influenced the cooperative 

and labour union laws. The concept of the cooperative was modified to accommodate 

comrnunist ideals and the labour unions were used as instruments for spreading 

commumsm. 

During the New Order Era, the government formulated regulations that made 

cooperatives important sources of economic revenue. For example, one of these 

regulations only allowed KUD (Koperasi U11it Desa.Nillage Cooperatives) to operate at 

the village level to which all rice and tobacco farmers were compelled to sell their 

crops. These were in tum sold to the government through the Logistics Agency (Badan 

Urusan Logistik!Bulog). This regulation ensured that the prices of rice, tobacco and 

other commodities were determined and dictated by the government (Budairi 2002). 

The Foundation Law was enacted because a number of so-called foundations 

received donations for purposes other than for their intended social good. These 

donations/funds were instead channelled to political campaigns, business activities and 

other unrelated activities (Wahyono & Margono 2001). Prior to the enactment of 

Foundation Law, many organisations that considered themselves foundations were not 

required to report their financial accountability to the public as well as to the 

government. 
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In the early 1970s, NGO activists started to use the term LSM instead ofNGO, since 

NGO was perceived by the government as an organisation against the government 

(Ibrahim, Suryaningati, & Malik 2003). So, LSM is a popular name for NGO. The term 

LSM is still widely held today, even though some people use the term NGO. 

The trends ofNGOs' activities in Indonesia from time to time can be summarised as 

follows : 

• In 1970, the New Order Era, the activities of the LSM/NGO started to be 

acknowledged by the people in accord with the development process extended 

by the government LSM put a lot of emphasis on the programs of fulfilment of 

peoples' grass roots needs, such as health and nutrition services, clean water 

facilities , family planning advice, etc. 

• In the decade of the 1980s, many NGOs emerged to deal with environmental 

preservation. The growth of LSMs in rural areas was triggered by the emergence 

of numerous LSMs in Jakarta. In this decade the growth of the LSM was not 

only caused by the increased number of international donor agencies and 

international LSMs that came to Indonesia, but possibly also by the government 

policies that were perceived as centralised and applied top-down (Budairi 2002). 

• In the 1990s, along \vith the growing awareness of human rights protection and 

global democracy, many NGOs becan1e involved in human rights advocacy, 

monitoring human rights' violations. In the New Order Era~ the role of 

NGO/LSM was "castrated" by the state since they were perceived as the 

organisation that were always against the government At that time many LSM 

activists were apprehended and abducted (Budairi 2002). 

• In the middle of 1998, i.e., Reformation Era, saw the arousal of a discourse on 

good governance for public institutions. Many NGOs emerged with the role of 

supervising the activities of government and political institutions. The NGOs 

were extensively involved in the supervision of the 1999 general election. 

Nowadays almost all government institutions' activities are subject to NGO 

watchdogs . There are NGOs for conuption watch, parliament/legislative watch, 

government watch, judicial watch, etc. 
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However in the Reformation Era, the government generally did not perceive NGOs 

as anti-government, or as an opposition force, and for that reason the government no 

longer supervises and interferes with the NGOs' activities (Ibrahim, Suryaningati, & 

Malik 2003). 

3.3 Types of Third Sector Organisations (TSOs) in Indonesia 
At the present time, there are various types of third sector organisations that exist in 

Indonesia. Based on the nature of the legal entity, third sector organisations in Indonesia 

can be divided into: 

1. Foundation (Yayasan) 

2. Cooperative (Koperasi) 

3. Labour Union (Serikat Peketja) 

4. Mass Organisation (Organisasi Massa) 

5. Association (perkumpulan, perhimpunan, persatuan, ikatan, and other similar 

organisations) 

6. Educational Legal Entity (BHP/Badan Hukum Pendidikan) 

Table 3.1 gives examples of TSOs in Indonesia based on their legal entity. 

Table 3.1 Legal Entity and Examples of Organisations 

Legal Entity Examples of the organisations Laws 
1. Foundation LSM (NGO/NPO), Religious UU RI No. 28, 2004 about "The 

Organisations (Zakat Organisation. Changes ofUU RI No. 16, 2001 
Orphanage house, etc.) about Foundation (Yayasan)". 

UU RI No. 16,2001 about Yayasan 
UU RI No. 38, 1999 about 
Pengelolaan Zakat 

2. Cooperative Credit Cooperatives UU Perkoperasian No. 25, 1992 
3. Labour Union Labour Union in a company UU RI No. 21 , 2000 about Serikat 

Pekerja/Serikat Buruh 
4. Mass Organisation KNPI (Korps Nasional Pemuda UU RI No. 8, 1985 about Organisasi 

Indonesia/Indonesian Youth National Kemasyarakatan 
Corps) 

5. Association Muhammadiyah, Nahdlatul Ulama Proposed Law of Association 
(NU), Professional Association, 
Alumni Association, etc. 

6. Educational Legal Trisakti University, other private UU RI No.9, 2009 about Badan 
Entity (BHP) universities, Schools, Madrasah, etc. Hukum Pendidikan ( UU BHP) 
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In Indonesia, organisations have to meet the following requirements to confirm the 

legal status of the entity (Ridho 2001): 

1. Separation of assets between those owned by the organisation and the personal 

assets of the organisation's members/trustees. The personal activities of the 

members/trustees with third parties do not have any relationship with the assets 

of the organisation. 

2. Specific goals that are solely those of the organisation and not the personal goals 

of the members/founders. 

3. Interests protected by law in order that the organisation will be able to litigate 

and defend itself against third parties, if and when such situations arise. 

Moreover, it should be a long-term interest as opposed to a temporary one, as for 

example volunteer work to collect donations to help casualties of a natural 

disaster. 

4. Proper organisation structure in place including having a constitution, 

regulations, division of jobs, and/or members ' meeting to make decisions 

concerning the actions to be taken in pursuing the organisation's goals. 

Based on the above-mentioned requirements, it is reasonable to conclude that the six 

forms of organisations identified in the table above can all be considered legal entities 

in the Third Sector in Indonesia. However, some TSO activists claim other 

classifications ofNGOs. 

Some of the classifications are Non-Profit Organisations (NPO or Organisasi Nir 

Laba (ONL)), Grassroots Support Organisation (GRSO/Lembaga Pengembangan 

Swadaya Masyarakat (LPSM)), and Grass Roots Organisation (GRO/Lembaga 

Swadaya Masyarakat (LSM)). The main activities of these organisations are related to 

the development process, social change and people empowerment (Prijono & Pranaka 

1996). 

The term LSM is quite popular in Indonesia and many are more familiar with this as 

opposed to the tetm TSO or NGO or NPO. In general, the steady growth of LSMs in the 

country is attributed to the strong motivation of these organisations to help poor people 

who remain on the fringes of society and "untouched" by development (Budairi 2002). 
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Until now, there are informal, traditional and not-for-profit organisations still in 

existence in the country that exercise significant influence on people's lives such as 

subak3
, arisan4

, mapalus5
, tanggung renteng6and others. However, these informal 

organisations will not be discussed at length in this study. 

3.4 Legal Environment of TSO in Indonesia- Governance Aspects within Legal 
Framework 

Incorporation & Registration 

Before the promulgation of the Law on Foundation, the establishment of a foundation 

was based only on the customs and practices of society. This meant that the aims and 

objectives of these foundations were a reflection or extension of those of its founders, 

and usually were of social, religious, human and educational nature. With the 

formulation of its aims and objectives, a foundation is authenticated by a notary decree 

{y.lahyono & Margono 2001). 

At the present time, all regulations regarding the establishment of a foundation 

(yayasan) are stipulated in the Foundation Law (now Law No. 28, 2004 as the revision 

of Law No. 16, 2001). This law defines a yayasan as a legal entity with separate assets 

established for the purpose of dealing with social, religious and human affairs issues. 

The yayasan does not have members (Article 1). If there is more than one founder of the 

foundation, a written document is produced declaring each of the founders' assets 

separately which will eventually comprise the foundation's initial assets . This law also 

states that non-Indonesians are permitted to establish a foundation (Article 9) in the 

country. 

3 Subak is a way of working together. It can be found in Bali. In other words, it can be said that subak is 
working together in an irrigation area (Tohir 1964, p. 33). 
4 Arisan is a gathering of people who know each other well to collect money and at a certain period they 
come together to draw lots in order to decide who has the right to get the money. This gathering is quite 
common in Java. 
5 Mapa/us comes from Menado, North Sulawesi. It means "Working and Helping each other" (Tahir 
1964, p. 38). Thus mapa/us means working together deliberately for reaching a certain aim, e.g., mapa/us 
to grow rice, mapa/us to make money that is similar to arisan in Java. 
6 Tanggung-renteng is a system adopted in a traditional credit cooperative, whose members are only 
women, where the membership in an organisation is based on friendship. If one of the members fails to 
carry out her obligation in paying the debt, then the other members should take over that obligation. I 
called this a Mutual Liability System. 
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The registration of the foundation is executed in the Ministry of Justice and Human 

Rights through a notary decree/deed in the Indonesian language, and the foundation's 

constitution (Anggaran Dasar & Anggaran Rumah Tanggal ADIARI) stating its aims, 

targets, activities, and assets (Articles 9 & 14) is attached. The new yayasan is formally 

ratified by the Minister of Justice and Human Rights (Article 11 ). 

A foundation is allowed to conduct certain for-profit activities by using, at the most, 

25°/o of its total capital. However, it should be noted that the income and assets resulting 

from these activities are not be distributed to the foundation officials (Articles 3, 5 & 7). 

The Foundation ' s assets come from donations, waqf The minimum endowment to 

establish a foundation is not stipulated. However, in practice, a person can set up a 

foundation with only Rp 1,000,000. 

Most of the LSMs in Indonesia have the legal status of foundations since they are 

usually founded as non-membership organisations, as stated in the Foundation Law. In 

fact, many LSMs have members and feature other characteristics that do not necessarily 

correspond to the Foundation Law. At the present time, a review is being conducted for 

the purpose of changing the legal status of an LSM from foundation to association 

(perku mpu /an). 

The process of incorporating and registration of the zakat institutions is regulated by 

the Law of Republic of Indonesia No. 38 of the year 1999 concerning the Management 

of Zakat, particularly in Chapter ill: Organisation of Zakat, Article 7.7 LAZ as an 

independent institution or a non-goven1mental zakat organisation is protected and 

guided by the government. This institution has the right to select the form of a legal 

entity (as a foundation or association) but is still controlled by the government. Most of 

these kinds of organisations are in the form of a foundation. 

On the other hand, cooperatives in Indonesia consist of Primary and Secondary 

Cooperatives . According to Cooperative Law No. 25, 1992, Primary Cooperatives are 

established by at least 20 participants, while Secondary Cooperatives are established at 

least by 3 cooperatives (Article 3). It is also required that cooperatives have their own 

Cooperative Constitution (AD/ART) that identifies the names of the founders and their 

7 The Law of the Republic of Indonesia No. 38, 1999, concerning The Management of Zakat, Chapter III: 
The Organization of the Zakat Management, articles 7, I 0, in which it is stated that LAZ as mentioned in 
paragraph (1) should fulfil the further requirements made by the Minister. 
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domicile, the cooperative's atms and objectives and its field of activities. This 

Cooperative Constitution should also cover several important things such as 

membership, general meetings of the members, management and capital funds, the 

duration of their existence, division of their surplus, and sanctions (Article 8). By law, 

the legalisation of the cooperative as a legal entity should be made by the government 

(in this case the Minister of Cooperatives), and their Cooperative Constitution should be 

announced in the State Gazette (Articles 9 & 10). 

Labour Unions have to register with the Department of Labour. It is not stated, 

however, that a labour union should be legalised by the government. The main purpose 

of the registration is to notify the government where the labour union is domiciled. By 

law, a labour union should have at least 10 members. A Federation of Labour Union, on 

the one hand, should consist of at least five (5) labour unions, while a Confederation of 

Labour Unions should have at least three (3) federations of labour unions . In submitting 

the application letter for the legalisation of a labour union, its Labour Union 

Constitution is attached and should include the name of the union, its objectives, 

domicile, membership, management, financial sources and accountability. 

A mass organisation, by law, is an organisation that has members of the same or 

related professions (Article 1). Mass organisations register where they are domiciled. 

For example, those in the Indonesian capital must register with the Departn1ent of Home 

Affairs, while those in provincial areas should do so with their respective governor' s 

office, and regency areas to their respective regent's office. 

In closely scrutinising the definition of a mass organisation stated in Article 1, it is 

not easy to distinguish the difference between a mass organisation and an association 

(perkumpulan) . An association has the same characteristic features as a mass 

organisation as defined in this particular Article under the Law for Mass Organisation. 

Also, perkumpulan is frequently formed by those with similar interests or professions. 

There is, therefore, a need to withdraw this mass organisation law8 or to define it in 

greater detail. Based on casual observation, it is evident that the main activity of mass 

organisations is in the political area; an example is the Pemuda Pancasila which then 

8 This suggestion was proposed by government officials in the House of Representatives in the meeting at 
LPJES about the form illation of the Association Law. in April 2004. 
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became Partai Patriot Pancasila9 or KNPI (Indonesian National Youth Council), 

known to support the biggest political party in Indonesia. 

At present, there are no rules in Indonesia specifically regulating associations and 

similar organisations. This kind of organisation is subject to Civil Law as stipulated in 

particular in Book Three, Chapter 9, Article 1653. Before the existence of Civil Law, it 

was regulated by the State Gazette (Stb) 1939 No. 570, yo.717. Unlike the yayasan, an 

association can be formed by several people who have common interests or similar 

domicile. Thus, it can be said that this organisation has members. Each member has to 

give financial support to the organisation in the form of regular dues or donations and 

this becomes the association's main fmancial source. An association has to register with 

the District Court by submitting a notarial deed and its legal entity is then announced in 

the State Gazette. Like NGOs, the registration shou1d include submission of its 

constitution stating the name, place and objectives of the Association; its activities; its 

board of management and their financial responsibilities; the person(s) with legal rights 

to represent the association; pre-requisites to obtain membership and the rights and 

responsibilities of members; how funds are to be used in the event of dissolution of the 

association and the method and conditions for dissolution. 

The Educational Legal Entity (BHP) is a new legal entity in Indonesia. This legal 

entity is especially intended for educational non-profit organisations as stated in Article 

53 of the Law of National Education System (Sistem Pendidikan Nasional) No. 20, 

2003 enacted on 11 June 2003. This specific article stipulates that an Educational Legal 

Entity is an organisation that manages formal educational activities, either formed by 

the government or by society. Before the ratification of this new law, almost all private 

educational institutions in Indonesia had legal entities as foundations. This same Article 

also specifies the characteristics and functions of an Educational Legal Entity as 

follows: not-for-profit organisation, ability to fund the institution independently, and the 

provision of educational services. The procedure for registering an Educational Legal 

Entity is similar to that of the association, i.e., the application letter should be submitted 

to the District Court office by using a notarised deed. 

9 www.kompas.co.id/pemilu/news/0401 /06/050530.htm visited 14 September 2004. 
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BHP law has finally been enacted by the government on 17th December 2008. In this 

law the incorporation of an educational institution can be effected by only one person 

with the separation of assets of the organisation from the founder 's (Article 5). The 

following are the characteristics of a BHP: non-profit, functioning as an education 

institution, operated and managed based on corporation principles, financially 

independent, and tax-free (Article 2). 

3.4.1 Requirement and Composition of Board 
The Foundation Law stipulates that people in charge of managing the foundation should 

form part of the Board of Trustees/Advisor (Pembina), Board of Management/Directors 

(Pengurus) and Board of Supervisors (Pengawas). These same people are not allowed 

to be members of the Board of Directors or Board of Commissioners of any business 

corporation belonging to the Foundation. The Board of Management should consist of 

at least a Chairman!Manager7 Secretary7 and Treasurer. The number of members on a 

board is not regulated by law, and therefore it varies depending on the organisation' s 

needs . 

In Zakat institutions, the requirement and composition of the Board should follow 

the stipulation of the Foundation Law since this type of organisation can be considered 

as a Foundation or Association. 

On the other hand, the composition of the board in cooperatives is regulated and 

consists of General Meetings of Shareholders/Members, a Management Board and a 

Supervisory Board. It is also specified that members of the Board of Management are 

elected at the General Meeting. They are elected for a maximum period of 5 years and 

the pre-requisites for membership in the Board of Management are decided in the 

Cooperative Constitution. The responsibilities of the Board of Management are also 

regulated, namely: managing the cooperative and its activities~ providing financial 

reports and assuming responsibility in implementing their duties . The Law on 

Cooperatives also stipulates the rights of the members of the management board to 

accept or refuse new members, or to dismiss a member in accordance with the 

Cooperative Constitution. 
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There are no specific articles in the law for mass organisation, labour union and 

association that regulate the composition of board. However, in practice, the 

composition of the board is usually described in the organisation's constitution 

(ADIARI). 

In the BHP law, the composition of the board consists of the Board of Supervisors 

(Majelis Wali Amanat!MW A), Board of Trustees which is the University Senate (Senat 

Perguruan Tinggi!SPT), Board of Management with the Rector as Chairman/President 

of the University, and the Sidang Paripurna (Article 8). It is also mentioned that the 

stakeholders of the university are the community. MW A consists of representatives 

from the Board of Management, University Senate, the Chairman, Lecturers, 

administrative staff, students, alumni, experts and professionals in the community, 

business men and women, and the students' parents (Article 9). 

3.4.2 Board's Responsibility 

By Law, the board of trustees of a foundation has the authority to appoint and remove 

the members of the Management & Supervisory boards (Article 28). The member on a 

board of Trustees cannot become a member on other boards at the same time, and vice 

versa (Articles 29, 31 & 40). The evaluation of the foundation once a year also must be 

done by the trustees (Article 30). The legalisation of the Foundation Constitution, 

annual planning, and general policy are amongst the trustees ' responsibilities (Article 

28). The board of management is fully responsible for the management of the 

foundation in achieving the goals, and has the right to represent the foundation in or 

outside the court. On the other hand, a member of the management is personally 

responsible when carrying out duties not in line with foundation constitution (Article 

35). The duty of the Board of Supervisors is to make suggestions to the Board of 

Management (Article 40). The length of duty for the supervisors is only five years. 

However, they can be re-appointed once (Article 44). 

The Annual General Meeting of cooperatives has the highest authority to deal with 

issues such as the adjustment of the Cooperative Constitution, determining the policies 

of the organisation, management and business activities, election, appointment and 
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dismissal of members in the management and supervisory board, legalisation of the 

management' s responsibility and distribution of the surplus . 

The duties of the Board of Management (Pengurus) for a cooperative are specified as 

managing activities, providing financial reports and implementing functional 

responsibilities . This Article also cites the rights of the members of the management 

board to include acceptance and refusal of new members, as well as the dismissal of any 

member in accordance with the Cooperative Constitution. On the other hand, the Board 

of Management has the right to appoint a Manager who is vested with the authority of 

managing the cooperative' s business activities . In tum, the Manager reports to the 

management board. However, the appointment of the Manager is to be reported first 

during the General Meeting of Shareholders. 

In BHP law, Articles 9 to 12 mention that the MW A (Majelis Wali Amanah) 

represents the stakeholders ' interests, while the University Senate has responsibility for 

formulating academic policies, and the Rector has the responsibility for executing three 

basic functions of the University, i.e. , teaching, research, and social responsibility 

(Tridarma Perguruan Tinggi), managing the university ' s activities and its financial 

system, formulating strategic as well as annual plans. On the other hand, the Plenary 

Session (Sidang Paripuma) is divided into a General Plenary Session and a Specific 

Plenary Session. The General Plenary Session has the responsibility for scn1tinising 

modifications to the "Organisation Constitution", expansion and merger as well as 

dissolution of the organisation, while a Specific Plenary Session will discuss various 

other issues. 

3.4.3 Strategic Plan 
BHP Law is the only Jaw that specifically regulates strategic planning. Article 23 in this 

law describes the need for using a strategic plan as the basis for directing the operation 

of the organisation . Formulation of strategic plan should be made by the chairman of the 

Board of Management, i.e. , Rector, and should be ratified by a General Plenary Session. 

For schools, the strategic plan should be made by the school ' s Chairman and ratified by 

its Management Committee. 
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3.4.4 Accountability and Transparency 

The accountability and transparency of a foundation are outlined in Article 48 to 56 in 

UU Yayasan~ namely: "When the foundation receives fund from the government or 

foreign country amounting to more than Rp.500 million (±USD 56,000) as well as 

accumulations of a total asset more than Rp.20 billion (±USD 2,200,000), the related 

audited annual report should be announced in a local newspaper and reported to the 

Ministry of Justice and Human Rights." 

In cooperatives, the General Meeting of Members/Shareholders is vested with the 

authority to ensure that the principles of transparency and accountability are applied in 

the cooperative. This authority is reflected in the cooperative law requiring any plan 

made by the Board of Management to be reported to the General Meeting of 

Shareholders (GAM) (Article 32). It is not just the Board of Management but also the 

Supervisory Board that is responsible to the General Meeting of Shareholders (Article 

38). The cooperative's members have the right to ask a public accountant to audit their 

cooperative (Article 40). 

In BHP, the annual report of a university should consist of an Academic as well as a 

Financial Report, and must be presented in the Plenary Session. The Financial Report 

must be audited by a public accountant after approval by the Plenary Session (Article 

24). 

3.4.5 Internal Control 
Internal control for BHP in a university is carried out by Majelis Wali Alnanat (MW A) 

(Board of Supervisors). In schools, the Dinas Pendidikan Kabupaten/Kota has internal 

control which then delegates its authority to a school's Management Committee. For 

universities, the internal control sub-committee is accountable to the Supervisory Board 

(Majelis Wali Amanat!MW A), while for schools, it is accountable to the School's 

Management Committee (Article 25). 

64 



3.5 Independent Self-Regulatory Scheme 

In the recent past, LSMs received unfavourable publicity because of the disgraceful 

actions of a small number of NGOs_, including the misuse of funds and the trust given 

by the donor agencies and the government (Ibrahim, Suryaningati, & Malik 2003). This 

experience caused some NGOs to re-evaluate their role in society. Accordingly, this 

raised questions such as how can NGOs be accountable to its beneficiaries or 

stakeholders and what should be the mechanisms for accountability. Until now, some 

NGOs have been undertaking some initiatives to spread the consciousness of the 

importance of governance through activities like seminars and discussions on 

Governance for Non-Profit Organisations. One of the results of these exercises is the 

formulation of an LSM Code ofEthics10 which spells out aspects of good governance to 

include procedures to demonstrate accountability, transparency and independence in 

each organisation' s internal and external relations. 

The Code of Ethics was drafted in several regions in Indonesia such as Surabaya, 

Jakarta, and Medan. Some of the aspects which have been regulated in the LSM Code 

of Ethics in Jakarta are: {1) characteristics, (2) transparency, (3) independency in 

decision making, (4) anti-violence, (5) gender equality, (6) external relationship, and (7) 

control mechanism. 

According to the Code of Ethics, LSMs should have characteristics of a Non-

Government Organisation (NGO), and should not have an affiliation with any 

government institution or political party, nor should it be motivated by profit. 

Transparency principles should be reflected in the organisation' s mission, activities, 

funding and membership. The financial and annual reports should be made public at 

least once a year. An LSM should also be transparent to a donor agency in terms of 

activity and funding. An LSM is supposed to provide open access for information in the 

decision-making process at all levels of management. The Board is also encouraged to 

be transparent to employees and staff when it comes to decision-making. 

Independence as articulated in this Code of Ethics is specifically aimed at the 

decision-making process which should not be influenced by donor agencies, the 

1 0 The present researcher represented Trisakti University as one of the team formulating the LSM Code of 
Ethics. 
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government, political parties, or the private sector. This is important in preventing 

decision-makers in any LSM from occupying the same position or function in 

government, as well as the private sector. The anti-violence provision is included to 

ensure that any opinion expressed by LSMs should be expressed and conveyed in a 

peaceful and non-violent manner. Gender equality is stressed in order not to have any 

gender distinction in decision-making as well as in carrying out the programs or 

activities . 

Accountability principles are established in order for financial reports to be 

scrutinised by public accountants, and to render the LSM accountable to the donor 

agency through its financial report. 

External relations are also included to guide the relationship between the LSM and 

the community, government, donor agency and private sector, as well as its staff and 

employees. 

With regard to its relations with other LSMs and the community, the LSM has to 

facilitate, seek and manage resources and programs, as well as maintain networks with 

other LSMs and the community. The LSM is also obliged to treat other LSMs as 

partners to develop solidarity and cooperation in empowering the community. 

In relation to donor agencies, the LSM should encourage the donor agency to be 

transparent in providing information related to mission, objectives, policy, activity, and 

the decision-making process~ as well as information about the methods and procedures 

in obtaining funds. 

With the private sector, LSM as a representative of the community should participate 

in controlling the application of good corporate governance and encourage the private 

sector to provide access for resources but without interfering with the running of the 

LSM. 

On the other hand, the government is encouraged to consult LSMs 1n decision 

1naking regarding LSM issues of public concern. 

This Code of Ethics can be enforced by establishing an association of LSMs, a body 

which will ensure the application of the code of ethics and monitor any violation by the 
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members. In addition, LSM is to set up an LSM Ethical Council (Dewan Etik LSM) 

with responsibilities for giving sanction to those who contravene the code and provide 

recommendations to the Association of LSMs about the system of carrying out and 

enforcing the code of ethics . 

On the other hand, cooperatives have self-regulatory schemes used as guides for their 

daily activities . Many well performing cooperatives have applied these self- regulation 

schemes, covering as follows : 

I. ICA Co-operative Identity Statement (ICIS) 

This statement was legalised in the ICA congress held in Manchester in 1995 . 

This has become the international consensus that differentiates the cooperatives 

from the other business corporations (Soedjono, 2002a).11 

This statement describes the definition of cooperatives which is the gathering of 

people who come together deliberately to meet their economic, social and 

cultural needs . The values of cooperatives are also stated which are self-help, 

self-responsibility, democracy, equality, justice and brotherhood. Also, the 

principles of cooperatives are laid out: (1) free and open membership, 

(2) democratic control by all members, (3) members' economic participation, 

( 4) autonomy and freedom, (5) education, training and information, 

(6) cooperation among cooperatives, (7) paying attention to the needs of the 

community. 

2. Value-Based Professional Management in Cooperatives 

This statement was discussed for the first time in a seminar held by ICA ROAP 

(International Co-operatives Association Regional Office for Asia and The 

Pacific) in Pune, India on 31 August- 11 Septetnber 1998. Some cooperative 

movements from India, Indonesia, Ceylon, Malaysia, Thailand, Kenya, 

Tanzania, Uganda, Israel and Canada attended this international seminar. 12 

Soedjono translated the statement but provided technical guidance relating to: 

(1) the ways of applying the values and principles of management in the 

11 This book is translated by lbnoe Soedjono from Lembaga Studi Pengembangan Perkoperasian 
Indonesia (LSP2I). 
12 At that seminar the participants proposed to have a book containing "Value-Based Professional 
Management'' as their manual. 
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cooperatives' daily activities; (2) the business ethics and values for cooperatives; 

(3) integrated value-based professional management in the cooperatives. 

The guidance explains that business ethics in Cooperatives are to assign ethical 

values to: 

a) All members of cooperatives. It is stated that the main aim of the transaction 

in the cooperatives is to meet all the members' needs. If the cooperatives 

want to make a transaction to non-members, then it should be agreed first by 

the general meeting of members as shareholders. 

b) Customers. The cooperatives should be able to give an honest, fast and fair 

service to all of their customers and should be responsive to their 

complaints. 

c) Employees. The cooperatives should be able to award proper salaries to all 

their employees without discrimination, and should always be open to any 

suggestion and ideas coming from their employees. 

d) Government. The cooperatives should be responsible for their management 

activities in accordance with the existing rules and regulation. For instance, 

they have to pay commensurate taxes on time and properly; they should be 

transparent in their financial report. 

e) Community. The cooperatives should be able to create a healthy 

environment, create job opportunities, protect the marginal people and the 

roles ofwomen in society. 

3. Development Ladder Assessment. This is used as a guide in evaluating the 

synergy of the cooperatives. This manual was used for the first time by ICA-

INCODAP. The evaluation techniques used in this book are being tested in four 

cooperatives in East Java, Sumatra, Kalimantan and South Sulawesi. It is 

expected that by using these techniques of evaluation, the potential synergy of 

the cooperatives and their good-governance can be achieved. The evaluation 

process uses not only quantitative but also qualitative aspects . 

On 13 December 2003 , BK3I Foundation (CUCO-Indonesia) held a semtnar In 

Jakarta, about "Good Governance for Credit Union" . The credit cooperatives have not 
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produced a final tool or guidance to attain good governance, but it ts evident that 

cooperatives are now aware of the importance of this issue. 

3.6 Control and Monitoring- Law Enforcement 

Until now there have been some regulations that indicate government control over 

NGOs. The Instruction of the Minister of Internal Affairs No. 8 of 1990 gives a legal 

basis for the existence ofLSMs since it states that an LSM can be considered as a forum 

for the society to take a part in a development program. It states also that the 

government has the authority to give guidance to the LSM in two forms, i.e., (Budairi 

2002): 

1. General Guidance, aimed at giving the LSM an opportunity to take part in the 

National Development Program in the implementation of Pancasila as the state 

ideology. This guidance is given by the Minister of Internal Affairs, Governor, 

Head of District, or Mayor commensurate with the domicile of the specified 

LSM. 

2. Technical Guidance, a special guidance given to specific activities and fields of 

the specified LSM. This kind of guidance is given by a non-departmental 

minister concerned with specific LSM activities. 

These two kinds of guidance can be provided by: 

1. Giving advice, suggestion, direction and guidelines so that the LSM can do their 

jobs effectively and professionally; 

2. Protecting them so that they can feel secure; and 

3. Encouraging them to become creative and positive. 

All these things can be done effectively through communication and consultation in 

any form such as workshops, dialogues and seminars. 

It is noted for Mass Organisations, based on the Instruction of the Minister of 

Internal Affairs No. 8, 1990, the Governor, Head of District/Mayor are obliged to 

register NGOs, whereas all mass organisations are obliged to report their existence to 
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local government officials. There is also another law that supports the law for mass 

organisation which is the Government Regulation of the Republic of Indonesia No. 18 

of 1986 concerning "The Implementation of the Government Regulation No. 8 of the 

year of 1985 concerning Social Organisation" which states that the government has an 

authority to guide a mass organisation (Articles 13 and 14). The guidance can be made 

in two forms : 

1. General Guidance, which means that the government has a duty to guide it in the 

political field in such a way that the nominated mass organisation will not 

deviate from Pancasila as the state way of life and ideology and will not deviate 

from the 1945 Constitution. 

2. Technical Guidance, which means that the government has to give guidance 

related to the specification of the activities of the mass organisation. 

The government also has a right to order the mass organisations that have similar 

objectives to merge into one form, e.g., in a forum, so that it would be easier for the 

government to give guidance (Article 14). 

Articles 18 to 27 state that the government, from the district level up to national 

level, has the authority to dissolve the mass organisation if it is proven that it has 

viol ated the law. 

In this reformation era, some NGOs such as LSMs and mass organisation are of the 

opinion that the government has begun to support democracy and does not consider 

NGOs as opposition (Ibrahim, Suryaningati, & Malik 2003). However, as long as the 

existing laws regulating TSO are not withdrawn, then certainly the government can 

reinforce them at any time. 

On the other hand for Cooperatives, there are some laws that reveal the control 

mechanism of the government, particularly Government Regulation No. 17, 1994 

concerntng: The Dissolution of Cooperatives, and The Government Regulation No. RI 

No. 14 of the year of 1994 concerning The Requirements and the Procedures for 

legalising the Cooperatives' Constitution and the Amendments of their Cooperative 

Constitution. 
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In the Government Regulation No. 17, 1994 concerrung The Dissolution of 

Cooperatives, the Minister of Cooperatives Movement has the authority to dissolve 

cooperatives. The reasons for the dissolution of Cooperatives should be elaborated. 

Article 3 states that the Minister has the right to dissolve the cooperatives, whenever 

1. The cooperatives do not meet all the requirements stated in the Law No. 25 of 

the year of 1992 concerning the Cooperatives, and where they do not implement 

their Cooperative Constitution. 

2. The cooperatives are considered in contravention of the public order and ethics 

based on the court' s verdict. 

3. The court declares the cooperatives bankrupt. 

4. The cooperatives do not perform any real activities within two years (Article 2). 

In The Government Regulation No. RI, No. 14 of the year of 1994 concerning The 

Requirements and the Procedures for legalising the Cooperatives ' Constitution and the 

Amendments of their Cooperative Constitution, the Minister of Cooperatives has the 

right to refuse its legalisation (Article 2). The Cooperatives will become a legal entity 

only after the Minister legalises the Cooperative' s Constitution (Article 3). The Minister 

will legalise it after observing and ensuring that the constitution will not be in 

contravention of the Cooperatives Law, the public order and ethics (Article 6). 

In Article ] 2, paragraph 1 states that if certain cooperatives intend to n1erge or split 

into other cooperatives, the officials have to submit a written proposal to the Minister of 

Cooperatives . Paragraph 2 states that if the Minister deems that the amendment is 

related to a change in their area or field, the cooperatives are obliged to seek legitimacy 

from the Minister of Cooperatives. 

The government does not control but only monitors the implementation of the Law 

or the existing rules and regulations mentioned above. The monitoring function is in the 

hands of The Minister of the Cooperatives and the Small, Medium Business Enterprises. 

In reality, the Minister delegates this monitoring authority to the local government 

officials . This is as a result of the governn1ent's new policy of giving autonomy to local 

governments . 
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In the pre-reformation era, the government monitored all cooperatives through the 

Department of Cooperatives by taking the cooperatives monthly data, analysing and 

evaluating their activities. Until now the government has never submitted the results of 

its analysis to the cooperatives. Even after it was declared a State Ministry, the Ministry 

of Cooperatives has not initiated the review and evaluation process. The cooperatives 

invite the representatives of the Ministry to attend the Annual General Meeting of 

Shareholders where the cooperatives' financial report is submitted to the Annual 

General Meeting of Shareholders two or three weeks before the Meeting. The Ministry 

of Cooperatives has not sent its representatives to these meetings and has not released 

its analysis of the annual reports . 

Although the Law states clearly that the government has an authority to dissolve any 

cooperative if it is not active within 2 years, in reality, there is no government 

mechanism to check whether a cooperative is active or not within the given time frame. 

There is no mechanism either for verifying whether a cooperative has changed its field 

of activities and to report it in written form. In practice, the government does not 

intervene if the General Meeting of Shareholders agree with the cooperatives' policies. 

To date, the government has not dissolved any cooperative since there is no single 

cooperative that has transgressed Law No. 25. If there are certain cooperatives that are 

on the verge of closing, it is not because of the government's action, but because one or 

more ofthe following reasons: the members of the cooperatives leave the organisation, 

they consider themselves ineffective, or as a form of protest if the profits are not divided 

equitably. 

3. 7 Taxation 
Based on Law No. 16 of 2000 updating the Second Amendment of Law No. 6 of 1983 

on "General Directives and Procedure of Taxation", all third sector organisations 

mentioned above are considered taxpayers. According to Article 1, a taxpayer is a 

person or a Legal Entity subject to taxation, namely: a Legal Entity is a group of people 

and or capital which becomes an entity that is or is not doing business in the form of a 

limited liability company, firm or other kinds of corporation, state owned company or 

regional owned company using any kind of form, firm, partnership, cooperative, 

pension fund, a union, association, foundation, mass organisation, socio-political 
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organisation, or any similar organisation, institution, fixed business organisation and 

any kind ofbusiness corporation. 

Thus, all kinds of organisations mentioned above have to follow all taxation rules, 

which until now have been the following: 

1. Republic of Indonesia Law No. 16, 2000, concerrung Common Rules and 

Method of Taxation; 

2. Republic of Indonesia Law No. I 7, 2000, concerning Income Tax; 

3. Republic of Indonesia Law No. 18, 2000, concerning Value Added Tax for 

Products and Services; 

4. Republic of Indonesia Law No. 20, 2000, regarding Land and Building Taxation. 

However, according to the Law of the Republic of Indonesia No. 17 of 2000, the 

third amendment on Law No. 7 of the year of 1983 concerning the Income Tax (State 

Gazette No. 127 of the year of 2000) and according to the addition of the State Gazette 

No. 3985, Article 4 paragraph 3, any donations including zakat and grants received by 

religious or educational organisations or small scale entrepreneurs or social institutions 

or cooperatives, will be free of tax as long as the donation is not related to the business, 

jobs, or ownership among the parties concerned. 

It can be concluded therefore that all TSO are treated as for-profit organisations that 

are obligated to pay income tax and other types of tax (as mentioned above), and only 

donation, zakat, and grants are free of tax. 

However, in the proposed BHP Law, Article 4 states that BHP is a non-profit 

organisation that manages educational activities under the principles of autonomy, and 

free of tax. Thus, this law puts forward tax exemption for educational organisations with 

BHP as the legal entity. 

Generally, based on custom and practice, when TSOs in Indonesia receive donations 

from foreign countries, they have to report them to the Secretary of State. This reporting 

is usually made by the TSO at the request of the donor agency. 
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In Foundation law, Article 52 states that a foundation must submit the audited 

Financial Statement to the government after publishing it in a local newspaper, for those 

recipients of donations worth more than Rp_500 million_ It can be interpreted thus, that 

Foundations are not obliged to report the amount of funds received, but only the audited 

financial statement 

On the other hand for a Labour Union, the law clearly states that whenever labour 

unions receive foreign funds, they should give a written report to the government as a 

way of seeking permission to receive the funds (Article 31)_ 

As well, a mass organisation, according to Government Regulation No_ 18, 1986 

regarding The Application of UU RI. No. 8, 1985 about Mass Organisation, in Article 

12 it is firmly stated that this kind of organisation must ask for permission from the 

government whenever they receive foreign funds . 

In the laws for other TSOs such as a zakat organisation, cooperative, or other type of 

organisations, there are no Articles that regulate specifically the obligation to report to 

the government regarding any funds received either from local or foreign sources. In 

practice, any funds received by those organisations will be reported in their financial 

statements which should be forwarded to the government, who can then monitor the 

source of funds for these kinds of organisations_ 

3.8 Laws and Practices of Services Provisions 
In conducting their activities for the benefit of the people, TSOs have to report 

beforehand to the government offices_ For instance, in organising a health service 

program for the people and in educating the street children, reports have to be submitted 

to the relevant government ministries_ In providing health and social services to society, 

TSOs have to report their activities to the Department of Health and Public Welfare. If 

they wish to provide educational services, they have to report to the Minister of 

National Education_ Each minister's office has certain requirements that should be met 

by TSOs if they intend to carry out activities in their respective areas of responsibility. 

However, there is no rule or regulation that specifically addresses the obligation of 

NGOs to report their activities to the government 
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3.9 Conclusion - Legal Environment of TSOs 

The cooperative spirit inherent in Indonesian society has encouraged the growth of 

informal as well as formal NGOs in the country. The long Dutch occupation resulted in 

a colonial legacy that has not been entirely shaken off - for example, Colonial Laws 

that have not been revoked and are still applied today. In different periods of 

Indonesia 's post-colonial history, the political conditions have had a significant 

influence on the enactment of laws regarding TSOs. In the reformation era, the law is 

formulated through a bottom-up approach by inviting interested parties in drafting the 

law through discussions with members of the House of Representatives before 

submission to the President for ratification. 

The types of TSOs found in Indonesia are: Foundation (yayasan), Cooperative, 

Association, Labour Union, Educational Legal Entity (BHP) and Mass Organisation. 

Based on their activities, foundations and associations usually perform activities in: 

education, advocacy, social & religious, art & culture. There are popular names for 

some foundations (yayasan) in Indonesia: LSM (self-reliant organisations), religious 

organisations which focus thei r activi ties on religious affairs, for example, zakat 

organisation (Moslem philanthropic organisation) and Walubi (Buddhist organisation). 

There is no tax exemption for TSOs, as they are subject to income tax and other 

forms of taxation. Only donation, zakat, and grants are considered free of tax. 

There are only three laws that specifically address governance, in terms of board 

composition, function, responsibilities, the procedure for transparency and 

accountability. Those laws are the Foundation Law, the Cooperative Law, and BHP 

Law. The other types of laws for TSO only regulate general matters such as the 

procedures for incorporation and registration, organisation function, and source of fund . 

In Indonesia, almost 90% of the self-reliant organisations (LSM) exist in the form of 

a foundation (yayasan) as their legal entity. Many individuals in LSM believe that the 

government interferes in the internal organisation of foundations . They consider the 

foundation as a Non-Government Organisation, and therefore should not be subject to 

government intervention . Accordingly, many of them find that the Foundation Law is 

not suitable for their organisations. As a result, some LSMs are currently in the process 
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of looking at other means to change their legal status from a foundation to an 

association. 

Every law concerning TSOs states that the government has the right to dissolve the 

organisation whenever they find it acting against the law. However, according to 

individuals in LSMs as well as in cooperatives and labour unions, this regulation has 

rarely been enforced. These same individuals are of the opinion that sanctions should 

not be aimed only at TSOs, but also to the government itself, if it fails to enact the 

regulation. 

Some laws and regulations for TSO in Indonesia are overlapping. One of the reasons 

for this is that the enactment of the laws is not based on its legal entity, but instead is 

based on its activities. For example, zakat organisation should follow Foundation Law 

and Zakat Law. LSMs should follow Foundation Law, LSM Law, and other laws 

mentioning LSMs in their articles. 

3.10 The Special Case of Cooperatives 
The People's Economy (Ekonomi Rakyat) is the largest group of economic players in 

the structure of Indonesia Economy (Kementrian KUKM 2005a). The People's 

Economy is also known as Democratic Economy, where all production and 

consumption is done by all communities, for themselves, under their own leadership 

and supervision ~1ubyarto 2002; Mutis 2001). 

The government considers the People's Economy as the right means to enhance and 

strengthen the national economy because it relies on empowering local economic 

resources, especially human resources; does not rely on imports; and is marketable in 

the international marketplace because of its uniqueness (Kementrian KUKM 2005a). 

This principle of the People's Economy/Democratic Economy can only be 

implemented in the form of a cooperative using the family-relation principle (azas 

kekeluargaan) (Mulyo 2004). The Ministry of Cooperative (MOC), in addition, is of the 

view that empowering the People's Economy can be undertaken through development 

of cooperatives and MSME (Kementrian KUKM 2005a). 
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3.11 Context of Cooperatives in Indonesia 

The development of cooperatives in Indonesia has been very fast, amounting to 132,000 

cooperatives with more than 30 million members as of August 2006 (Antara 2006). 

There has been no cooperative, especially no KSPs, that went bankrupt during the 

economic crisis in 1998 (Redaksi 2006). Total patronage refund (surplus) of all 

cooperatives in 2005 was Rp.2,278,952 million (US$227,895,200) and the KSPs' 

patronage refund in 2005 reached Rp.l.551.134 million (US$155, 113,400) (Kementrian 

KUKM 2004; 2005b ). This patronage refund by KSPs contributes 70% to the total 

surplus of all cooperatives in Indonesia. 

According to ProFI (Promotion of Small Financial Institution), whose research 

focuses on institutional microfinance provided by the Indonesia Central Bank (Bank 

Indonesia), the cooperative sector is the worst documented microfinance sub-system in 

Indonesia (Holloh 2001 ). The type of cooperative is classified based on its activities, as 

stated in Cooperative Law No. 25, 1992, Article 16. Despite that, ProFI classifies 

cooperatives as (ProFI 2005): 

1. Savings & Loan Cooperatives (KSP/USP) - This type of cooperative 1s 

promoted and supported by the Ministry of Cooperatives and Small and Medium 

Enterprises. Their number reached a total of36,376 in 2003 . 

2. Is1aniic-based cooperatives (BMT/Baitul Maal wat Tamwil) - These reached a 

total of 2900 in 2003. 

3. Credit Unions (CUs) - This particular type of cooperative is formed by the 

cooperative movement and only provides services to its members. 

3.11.1 Governance Aspects in Cooperative Law 
In Indonesia the primary law that regulates cooperatives is Cooperative Law No. 25 of 

1992. It clearly sets out rules for the governance of cooperatives, specifically 

concerning the composition of the organisation, the responsibilities of boards and to 

whom they are answerable. The board is to comprise a Management Board and a 

Supervisory Board (Article 21 ); however, there is no requirement with regard to the size 

of the board. The Cooperative Law also mandates a General Meeting of Shareholders. 
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3.11.2 Boards' Responsibilities and Accountability 
The Cooperative Law regulates the Board's responsibility and accountability. The 

duties of the members of the BOM are, among others, managing the cooperatives and 

its activities, and providing financial reporting (Article 30). 

The rights of the members of the Management Board are, among others, to decide 

the acceptance I refusal of new members as well as the dismissal of any members in 

accordance with the rules stipulated in the Cooperative Law (Article 30). 

The duties and the functions of the BOS are also regulated, one of which is to control 

the implementation and the execution of the cooperatives' policies (Article 39). 

The abovementioned articles in the Cooperative Law demonstrate the importance of 

the Board of Management as well as the Board of Supervisors for the success of a 

cooperative. In addition, as indicated by Prakash (2001), it is vital for a cooperative to 

comply with the law and all regulations to attain good performance. 

3.12 Context of Credit Unions in Indonesia 
The CUs in Indonesia are a bottom-up n1ovement of member-based organisations. The 

establishment of CUs was encouraged by activists concen1ed to reduce poverty and 

combat the practice of so-called <<loan sharks'', people lending money at a high rate of 

interest (CUCO 2001). 

An umbrella organisation of CUs is Induk Koperasi Kredit (INKOPDIT), also known 

as Badan Koordinasi Koperasi Kredit Indonesia (BK3I) and as CUCO Indonesia (Credit 

Union Central Indonesia). Henceforth it will be referred to as INKOPDIT. 

There are three layers of CUs in Indonesia: primary CUs with people as members; 

secondary CUs, called PUSKOPDIT (Pusat Koperasi Kredit), with primary CUs as 

members; and national CUs, called INKOPDIT, with secondary CUs as members. 

In 2005 the number of primary CUs under PUSKOPDIT was 980, and of secondary 

CUs under INKOPDIT was 30 secondary CUs (Woeryanto 2004b). The number of 

members at the end of2003 is more than 400,000 people (Subagio 2004). 
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At the primary level, the members have an obligation to make regular deposits, 

comprising mandatory and voluntary savings. Those two types of saving are share 

deposits, considered members' shares. The higher a member's share deposits, the higher 

the dividend she/he will get at the end of the year. These types of saving usually do not 

attract interest and cannot be withdrawn until the member quits the CU. However, the 

features of these savings can be customised by agreement between the members of any 

CU. Therefore in one CU these types of saving may attract interest, while in another 

they may not. 

The product that a primary CU provides to its members is a loan. A member can 

apply for a loan once she/he has been part of a CU for at least one year. The more a 

member borrows from a primary CU, the higher the dividend she/he will get. All 

dividends paid (both from savings and from loans) are called "patronage refund" or Sisa 

Hasilllsaha (SHU) (Mutis 2001). The SHU is deducted from the CU's profit, referred 

to as "surplus". 

As at the primary level, in a secondary level CU the primary CUs (which are its 

members) have the same obligations. This means that a primary CU must deposit 

obligatory savings with a secondary CU. In return, a primary CU can get a loan from a 

secondary CU. This type of loan between CUs is referred to as an instance of 

"interlending" (Mutis 2001). Figure 3.1 shows the services and obligations obtaining in 

the CU network. 
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Line of Services and Obligations in C U 
Network 

INKOPDIT/ 

CUCO Indonesia 

Figure 3.1 Network of CUs in Indonesia 

The arrows pointing upwards indicate obligations, while the downward pointing 

arrows indicate services provided by higher level CU s to CU s on a lower level. Primary 

level CUs must deposit into a "solidarity fund". This fund is for the purpose of helping 

out members who have struck misfortune. For example, money can be given to 

members who are grieving because they have lost a family member or have suffered in 

a natural disaster. Another type of saving that has to be made by primary CUs, 

especially to CUCO Indonesia, is called DAPERMA (Dana perlindungan bersama), 

which means Collective Protection Fund. This fund is intended as insurance to protect 

the members of a primary CU should it go bankrupt. DAPERMA consists of two types 

of deposit, i.e., mandatory contribution for insurance and charity. The amount is decided 

based on the capacity of the primary CU- the larger the total asset of a CU, the larger 

the fund required. 

3.12.1 Self-Regulation 

All CUs have their own internal regulations. The Cooperative Law (UU Koperasi No. 

25, 1992) requires sotne regulations to be fonnulated when an organisation is 

established. Those are Anggaran Dasar and Anggaran Rumah Tangga (AD/ART), 

referred to in this thesis as "Basic Organisation Constitution" and "Operational 
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Organisation Constitution". A Basic Organisation Constitution (AD) compnses an 

establishment statement, the name of the CU, the names of the founders, the 

requirements that go with membership (CU membership and board membership), etc. 

An Operational Organisation Constitution (ART) comprises a detailed statement of the 

roles and responsibilities of each element of the organisation, such as board member, 

manager, supervisory board and advisory board. The lines of responsibilities and duties 

are also explained, stating in detail the system for saving and lending, dividends and the 

proportional division of surplus (profit). 

In several CUs, board members have formulated detailed regulations, i.e., SOPs and 

SOM. However this is not required by any Organisation Constitution (OC). 

Nonetheless, according to ART, there are some policies that must be determined by 

board members: General Policy, Membership Policy, Financial Policy and 

Administrative Policy. 

3.12.2 Function of INKOPDIT (ClJCO Indonesia) 

The establishment of CUs in Indonesia was initiated by Mr Robby Tulus, a CU activist, 

together with Mr A.A. Bailey from WOCCU in 1967. They got permission and support 

from Mr Ibnoe Soedjono, the Director General in a government institution called The 

Indonesian Cooperative Directorate General. The formation of CUs was given consent 

under the Cooperative Law No. 12 of 1967. INKOPDIT was established on 12 August 

1969 with its main function to support the development of CU s in Indonesia. 

3.12.3 Growth of Credit Unions in Indonesia 

From 1999 until 2003 , CUs have shown significant growth in terms of total number of 

members, total assets, members' share capital and savings, financial investment (loan to 

members) and institutional capital. 
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Table 3.2 Growth of CUs in Indonesia (2007-2008) 

Growth in various categories Total Growth 
(%) 

Membership 1,153,931 19.37 
Total Assets Rp.5, 754,000,000,000 39.55 
Member Share Capital and Saving Deposits Rp.3 ,423,000,000,000 39.84 
Financial Investment Rp.4,602,000,000,000 42.13 
Institutional Capital Rp.126,942,000,000 40.23 

Source: INKOPDIT (2009) 

Table 3.3 Five CUs with Largest Total Assets on 31 December 2008 

Rank PUSKOPDIT No. ofCUs in Total Assets Surplus 
each (Rp.) (Patronage Refund) 

PUSKOPDIT (Rp.) 
1 Kalimantan, Pontianak 53 3,127,645,130,853 44,573,966,509 
2 North Sumatra, P. Siantar 83 573,130,892,872 20,844,952,817 
3 Jakarta 74 229,163,336,060 4,809,022,755 
4 Maumere, Swada.ya Utama 61 221 , 454,751,750 5,283,165,613 
5 Ende Ngada 62 192,832,160,000 1,934,038,000 

Total 333 
Source: INKOPDIT (2009) 

As shown in Table 3.3, the five CUs with the highest Total Assets and Patronage 

Refund (SHU) number a total of 333 primary CUs. 

The current study focuses on CUs, instead ofKSPs. This is due to the fact that KSP's 

practice, which also serves non-members besides KSP members, is not allowed by the 

regulations governing cooperatives (Law on Cooperatives No. 25, Article 44, 1992). 

Besides, there is no national association of KSPs, which means there is no institution 

that encourages, manages and supports their development. The Ministry of 

Cooperatives and Small and Medium Enterprises is aware of the weaknesses in the 

system but does not have the resources to fix them. In addition, the reputation of KSPs 

among the general public is not good (Charitonenko & Afwan 2003, p.8). 

3.13 Profile of Traditional Women's Credit Union 
There is another group which operates like a CU but has adopted the traditional system 

of arisan. Arisan is a gathering of people who know each other well to collect money 

and at a certain time they come together to draw lots in order to decide who has the 

right to get the money (Radyati 2004). This gathering is quite common in Java. This 

traditional CU is basically a women's cooperative. They originated in Malang, East 

Java, and are called Tanggung-Renteng Cooperative (TR CU). 
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The organisation of a TR CU is the same as that of a CU, in the sense of having a 

primary, a secondary (PUSKOW AN) and a national organisation (INK OW AN). The 

total number of TR CUs is quite small at this moment, only 45. Nevertheless, some of 

TR CU s have total assets of more than 1 billion rupiah (Radyati 2006). 

Figure 3.2 presents a picture of the group system ofTR CUs: 

Tanggung Renteng CU 

Figure 3.2 Tanggung-Renteng CU (Mutual Liability CU) 

The process of giving credit/loan approval takes place at monthly members' 

meetings. Each member must explain their reason for applying for a loan. The other 

members will discuss and decide whether the loan application should be approved or 

rejected. In cases when members fail to make an instalment payment due to financial 

difficulty in the previous month, other members will take the liability by contributing 

money to pay the member's due instalment. In the following month, the member who is 

in arrears pays back the money advanced to him or her to the other members, thus 

doubling the instalment payment due. 

This study includes this traditional CU because it has features like a modem CU, 

particularly member-based organisations that provide services mainly for its members. 

In addition, a good representative sample can be expected to be obtained, especially for 
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cooperatives that incorporate basic principles of the cooperative movement, as 

introduced by the ICA. These principles have been adopted by INKOPDIT and 

distributed to all its members through education programs held by INKOPDIT (Elias & 

Situngkir 2006; INKOPDIT 2001 ; Soedjono 2002b).Those principles are: (1) voluntary 

and open membership; (2) democratic control by members; (3) members' economic 

participation; ( 4) autonomy and independence; ( 5) education, training and information; 

(6) co-operation among co-operatives; and (7) concern for community. 

This is not to say that cooperatives other than CUs do not employ these principles, 

but to emphasise that these two particular types of CU have put the ICA principles into 

practice, which has enabled them to remain independent from government. They are 

bottom-up movements which rely mostly on members' savings, unlike other types of 

cooperative, such as KSPs, which regularly receive financial support from the 

government (Charitonenko & Afwan 2003). 

There are lessons learned from CUs for microfinance institutions as argued by 

Charitonenko and Afwan (2003, p.9): " . . .lessons learned in this segment (CU), 

especially concerning governance and management structures, provide valuable input 

for the overall cooperative sector strategy". 

3.13.1 Tanggung-Renteng System (TR System)- Mutual Liability System 

Tanggung-renteng means "sharing the burden" or mutual liability. A TR CU consists of 

groups. For example, one TR CU in East Java has 250 groups with a total membership 

of3,500. The maximum number of members in one group is 15. The members are well-

acquainted with each other and live close to each other. To become a member, one has 

to have a recommendation from someone known to the TR CU. The reason for this is to 

ensure that any loan is given only to people having the financial capacity to repay it in 

full. The process of giving credit/loan approval is carried out at monthly members' 

meetings. Each member must explain their reason for applying for a loan. The other 

members will discuss the loan application and decide whether it should be approved or 

rejected. If a member fails to make an instalment payment in the previous month due to 

financial difficulty, then other members will take on the member's liability by collecting 

money to make the due loan instalment on behalf of the member who thereby falls into 

arrears. In the following month, the defaulting member repays the money advanced by 

the other members, thereby having to pay double the usual instalment payment. 
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There are two layers to the governing board: one representing head office and one 

the group. The composition of the head office board is the same as in modem 

cooperatives. However, the BOE consists of several people, whose duties are to manage 

the operation of the group. The board of each group comprises a chair and a treasurer. 

The role of the board in the head office of the TR CU is to employ the chief 

executive officers. There are two types of CEO: One type manages the business besides 

lending and borrowing, which includes selling goods in a store owned by the 

cooperative. The other type is a group of executives comprised of trainers such as 

petugas pelatih lapangan!PPL or group trainers. Their duty is to assist in group 

members ' meetings and to recruit more members to the cooperative. 

The second board, one in each members group, comprises a chair and a treasurer 

whose duties are to administer the members ' savings and loans, as well as chairing the 

meetings. Decisions are made by the members. The group board keeps a record of those 

members who are not up-to-date with their payments and sends out reminders of all 

members' dues. The PPL keeps a record of the total savings and loans made during the 

group meeting, and takes the money from each group that she administers to the head 

office to be deposited. 

The prominent feature of this traditional cooperative is the system of "sharing the 

burden", which promotes values such as togetherness, thoughtfulness, openness, 

discipline, tolerance and honesty. Hence, group members care for and are concerned for 

each other, and are held responsible for paying back the money owed to other members. 

According to the chairman of the biggest TR CU in East Java, Yoos Lutfi (2006), the 

application of this system strengthens the relationship among members, making them 

feel like one big caring family concerned about each other's welfare. Some of these 

values, such as transparency and accountability, are consistent with some governance 

principles (OECD 2004; Tjager 2003; Wallace& Zinkin 2005). 

The characteristics of the TR system are: ( 1) it is comprised of loan groups; (2) there 

are regular group meetings that must take place on time; (3) ethical behaviour is 

cultivated and promoted in every group meeting (Puskowanjati 2008). 
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The elements of the TR system are: (1) group, (2) obligation and (3) rules and 

regulations. A group consists of a number of people who live in the neighbourhood. 

Obligation refers to members having to comply with the following requirements: 

1. Attend regular group meeting (once a month); 

2. Pay compulsory savings comprising three types of deposit: simpanan pokok 

(initial saving), simpanan wajib (obligatory saving) and a type of saving that is 

flexibly determined by the TR CU; 

3. On-time regular instalment repayment of a loan; 

4. Having musyawarah (collective decision-making process); 

5. Obeying all regulations such as organisational constitutions (Anggaran Dasar 

dan Anggaran Rumah Tangga (AD and ART)), and specific regulations 

(Peraturan Khusus). 

6. Developing the group by seeking/attracting new members; and 

7. Maintain the good image and sustainability of the organisation (Puskowanjati 

2008). 

The third element of the TR system are rules and regulations. These are 

organisational constitutions (Anggaran Dasar dan Anggaran Rumah Tangga (AD and 

ART)), and specific regulations (Peraturan Khusus) and group rules. 

The objective of the TR system is to assist members into changing into people who 

have good qualities of character, comprising "six core values": (1) togetherness, (2) 

openness, (3) mutual trust, (4) musyawarah (collective decision making), (5) discipline 

and (6) being responsible (Puskowanjati 2008). 

3.14 Need for Improved Governance 

Improved governance is very important to enhance CU performance (Prakash 2001 ). 

The Board of Directors is best able to help increase benefits and services to members. 
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Ferdinand, Chairman ofDEKOPIN North Sumatra, claims that the weaknesses faced 

by cooperatives are poor management, unprofessional officers, deficient capital 

structure and limited access to capital resources (Redaksi 2006). 

The Ministry of Cooperatives and Small and Medium Enterprises lists some issues 

that can hinder the development of cooperatives (Kementrian KUKM 2005a): 

1. Lack of members' participations, especially in savings; 

2. Inefficient operation as reflected in low total assets turnover, less than 1.3 times 

per year; 

3. Low profitability; 

4. The image of cooperatives, as perceived by society, as a small limited business 

organisation that relies heavily on government support; 

5. Personnel lacking skill and know-how to run a cooperative; and 

6. Lack of external relationships developed by cooperatives with other business 

entities in order to expand their businesses. 

Hence, in Indonesia case, there are several similar problems suggested by many 

experts regarding the main problems for CU, which are poor managetnent, poor 

performance, and lack of external relations that hinder CU' s capacity in seeking capital 

resources to expand its business. 
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Chapter Four 

Research Methodology 

This research has a broad context that covers Third Sector Organisations (TSOs) and 

Credit Unions. However this does not aim to represent all types of TSOs and the 

population of CUs. The main objective was to provide an introduction description of 

governance in TSOs and CU s. 

The fundamental reason for this research is the fact that local literatures about TSOs 

were hard to find and in general, empirical studies about governance for CU s were 

lacking. Furthermore, empirical research about governance of Third Sector 

Organisations in Asia, that includes Indonesia, was to date only "Asia's Third Sector 

Governance for Accountability and Performance" published in 2008 by Springer New 

York. The current researcher was a part of the research team. That study was a 

comparative study of six countries (Indonesia, Vietnam, Thailand, China, the 

Philippines and India) funded by the Ford Foundation and Trisakti University, initiated 

by CACOM-UTS. The current researcher was Indonesia's coordinator. 

4.1 Conceptual Framework 

The following is the proposed conceptual framework for the prut of this thesis about 

TSOs, which attempts to relate multiple theoretical perspectives in order to explain 

governance mechanisms in TSOs in Indonesia: 
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Multiple Theoretical 
Perspectives 

1.Agency Theory 
2.Stew-ardship Theory 
3.Resource 

Dependency Theory 
4.Group Decision 

Process Theory 
s.Other theories 

Aspects of 
Governance 
Mechanism 

1. Board Structure 
2. Board's Roles and 

Responsibilities 
3· Board Process 
4· Board's Relations 

'With Executive 
5· Governance 

Principles 

Figure 4.1 Theoretical Framework of TSO Research 

The following theoretical framework depicts the study's attempt to investigate 

governance in Credit Unions. This particular study will replicate Brown's (2005) 

research model. Statistical tests will be conducted to investigate any relationship 

between board performance and organisational performance. 

'Theoretical 
Perspectives of 

Governance 
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Figure 4.2 Relationship Between Board Performance and Organisational Performance of Credit 
Unions, borrowed from Brown (2005) 
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However, since these theories (agency, resources dependency, and group decision 

process) have limitations, other theories will be employed to explain governance in 

CUs. 

4.2 Methodology 

Since the scope of study in this research is somewhat broad, it would be described 

one at a time each step needed to accomplish the study. 

This research consists of five separate studies; namely study 1; 2; 3; 4; and 5. Part of 

them is an extension of our aforementioned study, i.e. Governance of TSOs. The 

following is the elaboration of each study: 

• Study 1: Key Informant Study 

1. Objective: It was an exploratory study to observe the understanding about 

governance by major resource people from Indonesia's TSOs (Third Sector 

Organisations) 

2. Instrument: Key Informant Interview Schedule was employed to collect the data 

3. Process of developing instrwnent: 

The Key Informant Schedule was developed by research teams from six 

countries, coordinated by CACOM-UTS. The process was through three 

country meetings (in Bangkok, Beijing, and Jakarta). This schedule then was 

distributed in each country. 

4. Content of the instrument: 

Key Informant Schedule consists of two pruts, which are open-ended 

questions and closed-ended questions. 

a) The open-ended questions centred on: (1) discourse about governance, 

(2) indicators of good governance, and (3) positive and negative factors 

that influence governance. 

b) The closed questions asked about the key informants' understanding and 

perceptions about: (1) governance responsibilities, (2) government 
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supervision role, (3) existence of govermng board, and ( 4) the 

advantages of having a governing board. (see Appendix B) 

5. Respondents: 

a) The number of key knowledgeable people from Indonesia, namely Key 

Informants, interviewed was 41 (forty one) from four different sectors, 

that is indigenous TSO; private sector; government and international 

organisations in Jakarta and several other cities, i.e., Yogyakarta, 

Denpasar, Bandung, Malang, Salatiga, Padang and Lembata-NTT. The 

composition of the final sample of key informants comprised 29 persons 

from the indigenous TSOs (71% ), 5 persons form the private sector 

(12%), 2 key informants from international organisations (5%), and 5 

persons from government agencies (12% ). 

b) Method for selecting respondents: 

a. Contacting TSOs' experts and activists in my network. I have good 

connections with knowledgeable people from Indonesia's TSOs 

resulting from my previous research about Indonesia's Philanthropy 

(200 1 2005) which was published In the website 

www.asianphilantrophy.org together with the same researches from 

11 countries. 

b. Another method to select key informants was by snowball sampling, 

that is asking a key informant to make recommendations about other 

key people that I must interview. 

6. Method of data collection: 

One-to-one in-depth interviews were held for Key Informants (KI) to collect 

data about discourse on governance. The interview was recorded. 

7. Method of analysis: 

a) Qualitative analysis was done in an attempt to bring up descriptive data 

about governance in Indonesia. This includes content analysis and 

scrutinizing how the results connect with multiple theoretical perspectives 

associated with governance. 

b) Quantitative analysis was made as well, mainly in terms of frequency of 

response comments. 
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• Study 2: Third Sector Organisation's Governance 

1. Objective: 

The objective of Study 2 was to investigate governance practices 1n 

Indonesia' s TSOs. Most importantly it attempted to figure out whether 

there were unique governance practices that distinguish Indonesia's 

governance with those in western countries. 

2. Instruments: 

Organisation Questionnaire was employed: essentially this tool asked 

about organisational characteristics; staffing and funding; decision-

making system; planning~ financial 1nanagement system~ performance 

measurement system, and external relations (CACOM 2003). (see 

Appendix D) 

3 . Process of developing instrument: 

The same with Key Informant Schedule, this Organisation Questionnaire 

was also developed by research teams from six countries through the same 

country meetings (in Bangkok, Beijing, and Jakarta), coordinated by 

CACOM-UTS. The same questionnaire once translated was distributed in 

each country. 

4. Sample: 

A total of 93 Indonesia' s Third Sector Organisations (TSOs) were 

interviewed, but due to missing or unclear information, oniy 83 

organisations were selected for evaluation. Of those 83 organisations, 41 

were identified as Popular Organisations (PO). These were organisations that 

had good reputations and big in scale. The remaining 42 organisations are 

considered non-popular. This group of sample was named Small and 

Informal Organisations (SIO), the organisations in this category were small, 

new, and informal. This type of organisations was included so as to obtain 

representative data across all types of TSOs. 

5. Method of selecting organisations: 

There are no reliable data sets of Indonesia's non government organisations. 

The method to choose the organisations was the same with KI, that was 

through snowball sampling. So each KI was asked to provide 

recommendations about which organisations that must be interviewed, 
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particularly that fits into our criteria, that is good reputation and good 

performance for big organisations as well as small and informal ones. 

6. Method of data collection: 

1) One-to-one in-depth interviews were held for Organisation samples to 

collect data about discourse on governance and governance practices. 

The interview was recorded. 

2) In conducting data collections for organisation questionnaire I got the 

help from a team of researcher from a research center in Tisakti 

University, Jakarta, which is my working place at this moment, namely: 

Center for Entrepreneurship, Change, and Third Sector. 

7. Method of analysis: 

1) Qualitative analysis was done in an attempt to bring up descriptive data 

about governance practices in Indonesia. This includes content analysis 

and analysing how the results connect with multiple theoretical 

perspectives associated with governance. 

2) Quantitative analysis was made as well through analysis of statistical 

data processing results. 

• Study 3: Governance of Credit Unions 

1. Objectives: 

The objectives of this study were : 

1) to explore the understanding about governance from CUs' 

2) to investigate governance practices inCUs 

2. Types of Credit Unions (CUs) included in the research: 

There were two types of CUs, as previously stated in Introduction 

chapter. Those were: modem CUs (those credit unions operate under 

system similar to banking) and traditional women CUs, namely TR CU 

(Tanggung-Renteng Credit Unions which operate under traditional 

system, i.e. mutual-liability system). 

3. Data collection: 

The method of data collection follows several steps as follows : 
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1) Conducting two separate Focus Group Discussions (FGDs) with 

participants who are experts from each type of CUs to explore the 

understanding about governance from CU s' experts 

2) Each FGD was held on two consecutive days . 

4. Instruments: 

1) To explore the discourse about governance in each FGD, the instrument 

was: FGD TOR (Terms of Reference). The TOR consists of questions 

about: concept of governance, board roles and responsibilities, and 

board's relations with executives (see Appendix E). 

2) To investigate governance mechanism in CU and TR CU the prevailing 

self-regulations were used. Those were: organisation constitution 

(Anggaran Dasar/ AD); operational organisation constitution (Anggaran 

Rumah Tangga/ ART); Standard Operating Procedures (SOP); and 

Standard Operation 1\tlanagement (SOM). 

5. Method of selecting participants for FGDs 

The organisation of the FGDs was effected in collaboration with the 

national level organisations for c ·us (INKOPDIT) and TR CU 

(INK OW AI\J"). The contact persons from each organisation were asked to 

appoint knowledgeable people to take part in the FGDs. They were board 

members and managers. 

6. Method of analysis for data from two separate FGDs 

1) Qualitative analysis was done in an attempt to: capture understanding 

about discourse of governance as well as governance mechanisms in 

CUs' context. Content analysis was made and scrutinization on how the 

results connect with multiple theoretical perspectives in the theoretical 

framework was also conducted. 

2) Quantitative analysis of statistical data processing results was completed 

for example frequency tabulation, etc. 

• Study 4: Performance Assessment for CUs and TR CUs 
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1. Objectives: 

There were three objectives for this study, i.e.: 

1) To produce assessment tools tailored to Indonesian context 

2) To evaluate the performance of board members and qualitative 

organisational performance as well as financial performance of CU s 

and TR CUs using the aforementioned assessment tools 

2. Types of Credit Unions (CUs) 

There were two types of CUs included in this research, as previously stated in 

Introduction chapter. Those were: modem CUs (those credit unions operate 

under system similar to banking) and traditional women CU s, namely TR CU 

(Tanggung-Renteng Credit Unions which operate under traditional system, i.e. 

mutual-liability system). 

3. Data collection: 

The method of data collection follows several steps as follows: 

1) In the same aforementioned Focus Group Discussions (FGDs), participants 

were asked to produce assessment tools tailored to Indonesian context by 

modifying the existing assessment tools, which were: 

a) Questionnaires employed by Brown (2005), i.e.: 

a. "Perceived Organisational Performance Questions" to measure 

the qualitative perfonnance of the organisation. The tnodified 

instrument then named QPAT (Qualitative Performance 

Assessment Tool). 

b. "Board Self Assessment Questionnaire" to assess board 

members' performance. The modified questionnaire then was 

entitled BP AT (Board Performance Assessment Tool) 

b) "PEARLS Financial Ratios" produced by WOCCU (World 

Organisation Council for Credit Unions). The modified tool then 

named Indo PEARLS. 

2) Organising two independent seminars, i.e.: in Jakarta for participants from 

CUs and in Surabaya for TR CUs, \\-ith the objectives of 

a) disseminating the FGDs results and 
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b) Fill in the modified questionnaires: 

a. BPAT to evaluate the performance of board members and 

b. QPAT to measure qualitative organisational performance. 

c) Collect financial statements of their organisations for the last three 

years (2004-2007) 

4. Method of selecting participants (as respondents) in the seminars: 

Working with the aforementioned organisations (INKOPDIT and 

INK OW AN), the participants were selected and invited. They were 

board members, cooperative members who once had position as board 

members, and managers/ executives. 

5. Insttuments: 

a) To evaluate the performance of board members and qualitative 

organisational performance the instruments used were produced in the 

FGDs, i.e.: 

a. BPAT (Board Performance Assessment Tool) . This questionnaire 

consists of 57 (fifty seven) close-ended questions about board 

members ' performance and 3 (three) open-ended questions about 

the examples on how local values are practiced in their 

organisations. 

b. QPAT (Qualitative Performance Assessment Tool). This 

instrument comprises 5 (five) close-ended questions asking about 

their perception on organisational performance in the last year. 

As depicted in the conceptual framework (borrowed from Brown 

2005), there are six dimensions of board performance, i.e.: contextual; 

educational; interpersonal; analytical; political; as well as strategic 

dimension. 

Based on the FGDs, the formulated BP AT was comprised of the 

following questions: 

(1) Contextual dimension : 8 (eight) questions 

(2) Political dimension: 7 (seven) questions 

(3) Strategic dimension: 11 (eleven) questions 

( 4) Analytical dimension: II (eleven) questions 
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(5) Educational dimension: 13 (thirteen) questions 

(6) Interpersonal dimension: 7 (seven) questions 

b) The instrument to assess financial performance, Indo PEARLS was 

used to compute financial ratios of items in financial statements. Based 

on FGDs the formulated Indo PEARLS consists of the following ratios. 
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Table 4.4 Indo PEARLS 
Ratios Indo Requirement PEARLS Formulas 

Ratios (%) 

Protection P6 Solvency (Net Value of Assets/Total Shares & 2110 Deposits) 

E1 Net Loans I Total Assets 70-80 

Effective 
E2 Liquid Investments I Total Assets Max20 
E5 Savings Deposits I Total Assets 70-80 financial E6 External Credit I Total Assets Max5 structure E7 Member Share Capital I Total Assets 10-20 
E8 Institutional Capital I Total Assets 210 
E9 Net Institutional Capital I Total Assets 21 0 

Asset AI Total Loan Delinquency I Gross Loan Portfolio ::::;5 

Quality A2 Non-earning Assets I Total Assets ::S5 
A3 **)Net Zero Cost Funds I Non-earning Assets > 200 

Rl Net Loan Income I Avg. Net Loan Portfolio > Market rate (7 .5) 

R5 Total Int. Cost on Savings Deposits I Avg. > Inflation rate (7.3) Savir!_gs Dep. 

R6 Total Int. Cost on External Credit I A vg. < Market rate (7 .5) Rate of External Credit 
return R7 Total Int. (Dividend) Cost on Shares/Avg. > Market Rate (7 .3) Member Shares 

R8 Total Gross Income Margin I Avg. Total Assets > 5 
R9 Total Operating Expenses I A vg. Total Assets <5 
Rl2 Net Income I Avg. Total Assets > 5 

L1 ST Inv. + Liq. Assets- ST Payables I Savings 2 15 
Liquidity Deposits 

L2 Liquidity Reserves I Savings Deposits > 10 
L3 Non-earning Liquid Assets I Total Assets < 1 

1--------f-· 
Sl Growth in Net Loans 70-80 
S3 Growth in Financial Investments ::;to 

Signs of S5 Growth in Savings Deposits 70-80 
S6 Growth in External Credit ::::;5 growth S7 Growth in Member Shares 10-20 
S8 Growth in Institutional Capital 210 
Sll Growth in Total Assets >Inflation (7.3) 

Below is brief explanation for each group of ratios in Indo PEARLS, based on 

Indonesian context, as determined by FGDs participants: 

• Protection: in Indonesia only ratio P6 is relevant. Since data about allowances made 

for loan losses are not available, only the ratio P6 was used, that is, the Solvency 

Ratio. This ratio measures the extent to which the assets guarantee the total 

share/ deposits. 

• Effectiveness of financial structure: the ratios are El; E2; E5; E6; E7; E8; and E9. 

Especially ratios E5 and E7, should be in contrast with WOCCU's requirements. 
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While WOCCU requires E5 to be as high as possible, for Indonesia's CUs it should 

be as low as possible. On the other hand ratio E7 is required by WOCCU to be as 

low as possible, on the contrary for Indonesian context it should be as high as 

possible. ES measures ratio of saving deposits (non-share member saving) and E7 

measures the members ' ownership of the CU indicated by ratio member share 

capital. CUs are considered, by many CU activists (those who have done good work 

in building awareness of the importance of CUs), as a "movement" (gerakan) to 

encourage local ownership. Consequently, it is imperative to stimulate member-

share capital. Higher E7 (member share capital ratio) reflects members' strong sense 

of belonging to a CU and it will provide higher benefit to members. This is due to 

the fact that that the higher the member-share capital, the higher the dividend 

members will get. 

• Assets quality ratios : all ratios are included, i.e. Al ; A2; and A3. 

• Rate of return ratios : the ratios chosen are: Rl ; R5; R6; R7; R8 ; R9; Rl2. When 

considering costs, the following costs must be included: 

a. Financial intermediation costs: This is the interest paid on member savings. 

From a member perspective, it is the return they expect from making an 

investment in a CU. It also includes the interest cost of external credit obtained 

by the CU from the Secondary CU or the National CU (CUCO or INK OW AN). 

b. Administrative costs: These are incurred by loans activities. It is deemed 

necessary to keep these low, thus requiring the administration to be most 

efficient, so as not to incur administrative costs that are the same for a small loan 

as a large one. 

c. Provision for loan losses: This measures solely the cost of segregating funds for 

covering loan losses. It is recommended to keep this separate from 

administrative costs. 

• Liquidity ratios: The ratios chosen were: Ll ; L2; and L3 . 

a. L 1 measures the sufficiency of cash reserves to meet deposit withdrawal 

requests after paying a11 obligations that mature in less than 30 days. 

b. L2 indicates conformity with the required liquidity reserve deposit imposed by 

the Central Bank (Bank Indonesia). 
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c. L3 is the proportion of total assets invested in non-earning liquid accounts, in 

other words it measures the idle cash. It is expected that all saving deposits from 

members be invested in banks so as to keep cash account low. Therefore this 

ratio is expected to be less than 1%. However, in small villages where there are 

no banks this requirement is difficult to meet. Because of no banks, then CU s 

will keep money in the organisation, this makes the amount of cash account very 

high. As such, it is impossible for CUs in remote areas to keep L3 less than 1 %>. 

• Signs of growth: ratios Sl , S3, S5, S6, S7, S8, S10 and Sll. These are growth in net 

loans, financial investments (deposits or bonds in banks), saving deposits, external 

credit, member shares, institutional capital, membership and total assets. 

6. Method of analysis for data from questionnaires BPAT and QPAT: 

1) Qualitative analysis was conducted to scrutinize the answers from open-

ended questions. The aim was not to analyse individual answer but to 

look for main themes and evidence about the practices of Indonesia's 

values. 

2) Quantitative statistical data processing was completed to analyse close 

ended questions in BPAT and QPAT. 

3) Quantitative analysis was done to analyse financial performance using 

Indo PEARLS. 

• Study 5: Statistical Relationship between Board and Organisational 

Performance in CU and TR CU 

1. Objective: there were two objectives in Study 5, i.e.: 

1) Finding and analysing the relationship between board performance and 

qualitative organisational performance 

2) Finding and scrutinising the relationship between board performance and 

financial performance 

2. Variables: 

The variables for this study are: 

1. Board perforrnance 

2. Qualitative organisational performance 

3. Financial performance 
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For detail elaboration of each variable can be look at Chapter 2 

3. Statistical Method: 

The method employed was SEM (Structural Equation Modelling). SEM is a 

statistical model that aims to explain the relationships among multiple variables. 

It examines the structure of interrelationships reflected in a series of equations, 

which is similar to a series of multiple regression equations. SEM is used to 

observe and find explanations for the associations between constructs 

(dependent and independent variables) (Hair, et al2006). 

4. Hypothesis: There were two groups of hypotheses to be tested for each 

aforementioned objective. 

a) Hypotheses for objective no.l in Study 5, i.e.: finding and analysing the relationship 

between board performance and qualitative organisational performance 

Agency Theory 

Hl : Contextual dimension has positive relationship with qualitative 

organisational performance 

Resource Dependency Theory 

I-I2 : Political dimension has positive relationship with qualitative organisational 

perfonnance 

H3 : Strategic dimension has positive relationship with qualitative 

organisational performance 

Group Decision Process Theory 

H4: Analytical dimension has positive relationship with qualitative 

organisational performance 

H5 : Educational dimension has positive relationship with qualitative 

organisational performance 

H6: Interpersonal dimension has positive relationship with qualitative 

organisational performance 
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Board Performance and Organisational Performance 

H7: Board performance has positive relationship with qualitative organisational 

performance 

H8: Board performance has positive relationship with quantitative 

organisational performance 

b) Hypotheses for objective no.2 in Study 5: finding and scrutinising the relationship 

between board performance and financial performance 

Ho: Board performance has no relationship with financial performance 

Ha: Board performance has relationship with financial performance 

5. Method of analysis: 

Similar to previous methods, qualitative as well as quantitative analysis methods 

were employed to provide explanations about the statistical test results. 

Below is a tabular representation of how the research questions for TSOs and CU s 

will be answered : 

Table 4.5 Research Method 

Research Questions 
Research Question 1 (RQ-1) 

Method 

What is governance in Indonesia' s TSOs and Drawn from Study 1 and Study 3 
CUs according to the key informants and 
participants in FGDs? For TSOs: 

The results of "Key Informant Schedule" 
distributed to 41 knowledgeable people in TSOs 
were analysed 

For CUs: 
Two separate FGDs were held with participants 
who are key peopJe in CUs and TR CUs 

Questions related to governance which are 
presented in the FGD-TOR in Appendix E were 
asked to the participants 
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RQ-2: 
What governance mechanisms are employed in Drawn from Study 2 and Study 3 
TSOs and CUs? 

RQ-3: 

For TSOs: 
1. The results were utilised from the 

'Organisation Questionnaire' that was 
distributed to 83 TSOs during the 
'comparative study research' 

2. The results based on aspects of governance 
mechanism which were proposed earlier in 
tltis chapter, were analysed, including: 
1. Board Structure 
2. Board Roles and Responsibilities 
3. Board Process 
4. Board-Executive Relations 
5. Governance Principles: accountability 

and transparency . 

For CUs: 
Analysis of how each organisation practises 
governance based on discussions in FGDs, 
informal discussions/interviews held with certain 
key people from CUs and TR CUs, and on each 
organisation's Articles of Association 
(Organisation's Constitution). 

What are the performances of board, Analysing the results from Study 4 
organisational as well as financial performance 
in Indonesia's CUs? 

RQ-4: 

What is the relationship between board Analysing the results from Study 5 
performance and organisational performance 
(qualitative and quantitative organisational 
perfonnance) inCUs and TR CUs? 
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RQ-5: 
To what extent can agency theory, stewardship 
theory, resource dependency theory and 
decision process theory, e.x.-plain governance 
mechanisms in TSOs and CUs? 

RQ-6: 
Is there any other theory that may help 
understand the governance mechanism in 
Indonesia 's TSOs and CUs? 

For TSOs and CU s: 
All results from Study 2 until Study 5 were 
connected \-\lith each theoretical perspective in the 
theoretical framework 

Analysing the results from Study 2 until Study 5 

For TSOs: 
Other theories and concepts (e.g., social capital, 
managerial hegemony, strange-loop and tangled 
hierarchy, etc.) as well as Indonesia' s local 
values were utilised to gain a more informed 
explanation about the governance mechanism in 
Indonesia ' s TSOs 

For CUs: 
Other theories, such as managerial hegemony 
theory, stewardship theory, social capital, etc. and 
Indonesia's local values were employed to get 
more information about governance practices in 
CUs and TR CUs. 
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Chapter Five 

Understanding about Governance: Results and Discussions 

The presentation of this chapter is designed to answer research questions consecutively. 

It always starts with results from TSOs followed by discussions then continued by 

results and discussions of other types of organisation (CU and TR CU) . 

5.1 Results of Key Informants' Understanding of Governance for Third Sector 
Organisations 

In order to understand the discourse on governance, in the current researcher' s previous 

research with CACOM, UTS, key and knowledgeable people from civil society were 

interviewed. Those interviewed comprised 41 key people from TSOs in seven fields of 

activity in Jakarta and several other cities, i.e ., Yogyakarta, Denpasar, Bandung, 

Malang, Salatiga, Padang and Lembata-NTT. 

The sample contained 41 people from four different sectors, namely indigenous 

TSO, private sector, government and international organisations. The composition of 

the final sample of key informants comprised 29 persons from the indigenous TSOs 

(71 o/o), 5 persons form the private sector (12%), 2 key informants from international 

organisations (5%), and 5 persons from government agencies (12%). 

There were two types of questionnaires for the Key Informants, which consisted of 

open-ended as well as closed questions. The open-ended questions centred on: (1) 

discourse about governance, (2) indicators of good governance, and (3) positive and 

negative factors that influence governance. 

The closed questions asked about the key informants' understanding and perceptions 

about: (1) governance responsibilities, (2) government supervision role, (3) existence of 

governing board, and ( 4) the advantages of having a governing board. 

Below is the depiction of the result from the interviews and followed by discussions 

of the findings. 
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5.1.1 Acquaintance with Third Sector Organisations 

Most key informants were not familiar with the term "Third Sector Organisation" . They 

recognised Non-Government Organisations and non-profit organisations, such as Self-

Reliant Organisations (LSM) and cooperatives. They also referred to several NGOs 

based on their field of activity such as religious organisations and social service 

organisations. 

5.1.2 Understanding of Governance 

When the key informants were asked about their understanding of governance, some of 

them gave translations in Bahasa Indonesia, some others tried to relate with a particular 

concept such management, and a few of them stated that they did not have any certain 

word to translate governance, so they preferred to use the word governance. 

Below are the translations of governance given by some of key knowledgeable 

people: 

Table 5.1 Governance in Bahasa Indonesia 

Governance in Bahasa Indonesia No. of Times Mentioned by Key 
Informants 

1. Tata Kelola 16 
2. Tata Manajemen 4 
3. Tata Pemerintahan 3 
~_Tata Pamong 1 
5. Pentatbiran 1 
6. Tata Kepengurusan 1 

Tata kelola, tata manajemen, and tata kepengurusan have a similar meaning, that is, 

managing. Tata pemerintahan is related to how governments manage themselves. Tata 

pamong means to take-care-of or to guard. 

The other key informants (KI) attempted to relate governance with several notions, 

which can be categorised into four classifications: (1) internal and external governance, 

(2) system, (3) managerial functions, and ( 4) compliance \vith vision and mission. 
Those conceptions can be presented as follows: 
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Table 5.2 Meaning of Governance According to Key Informants (KI) 
# Notion ~escription 

1 Internal Governance tRelated to maintaining internal relationship between the Board and 
(15) internal stakeholders: 

1. Rules in maintaining relations between Board and Executives 
2. Principles in regulating internal relationships 
3. Providing human resource development programs (professional 

development) 
4. Reward system 
5. Succession plan 

2 External Governance Related to maintaining relationship with external stakeholders: 
(10) 1. Rules in maintaining organisation's relationship with other 

NGOs, constituents and the government 
2. Being accountable to the public 
3. Accommodating constituents' aspirations 
4. Providing service to the community 

3 System Concerning any system to put the organisation in operation: 
(12) 1. Good system 

2. Organising system 
3. Working mechanism 
4. Rules of the game 
5. System about how to execute power 

~ Managerial functions 1. Organising 
(7) 2. Control mechanism 

3. Managing legislation, judicature, and executive 
4. Program control mechanism 

5 Compliance with Strategic decision-making process 
Vision and Mission (2) 

5.1.3 Indicators of Good Governance 

Table 5.3 below depicts the answers fron1 Kls about the indicators of good governance. 
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Table 5.3 Indicators of Governance According to Key Informants (KI) 

# tlndicators Description 
1 Ethics Value (24) Other indicators related to Ethics: 

1. Morally responsible to society 
2. High moral value possessed by organisational members 
3. Organisational ethics 
4. Honesty 
5. Tepa-selira (tolerance) 
6. Gotong-royong (mutual help/assistance) 

2 !Professionalism (22) 1. Good managerial functions 
2. Successful programs : Creating positive impact 
3. Win-win solution between the organisation, donor agency and 

constituents 
4. Able to build and obtain trust from society as well as the donor 

agency 
5. Well-paid staff 
6. Good Organisation Culture 
7. Efficiency and Effectiveness 
8. Getting support from the members (credible) 

3 Accountability ( 1 7) ;Here are some explanations pertaining to accountability: 
1. Responsible to those who give mandate 
2. Audited 
3. Reporting and being responsible for all organisation 

programs. 
4. Responsible for financial condition 
5. Public participation as representative in the Board 
6. Mechanism of responsibility to the stakeholders 

4 Stakeholder control and 1. Control from the stakeholders toward organisation perfonnance 
relationship ( 1 7) 2.Good relationship and communication: Associated with: 

1. Supportive of other NGOs 
2. Maintaining good relationship with ex'ternal stakeholders 
3. Minimising conflict 

3. Broad network 
4. Empowering society in the programs 
5. Responsive to the demand/needs of the constituents: Helpful to 

the society 

5 Transparency (15) ~allowing are some of the Kls ' depictions of transparency: 
1. Accessible information concerning: 

a. Sources of funds 
b. Financial condition 
C. Organisation programs 
d. Adrrllnistrative system 
e. All information 

2. Transparent in decision-making process 
6 VMG (Vision, Mission It is related to clear or good VMG, compliance to VMG, and 

and Goals) (11) commitment to VMG through strategic planning. 
7 Democratic Principles Democratic in terms of 

(10) 1. Encourage participation in making decision 
2. Democratic in decision making (not based on voting) 

8 ~oard of Supervisor (8) Board of Supervisors is crucial 
9 tpreparing the future The organisation must have a succession plan, a preparation 

eaders (6) tprogram for future leaders through a human resources development 
program, e.g. , training, education, mentoring and providing 
guidance for prospective leaders. 

108 



Table 5.3 Indicators of Gi>vernance According to Key Informants (KI) (contd.) 

w ~ndicators Description 
10 Good managerial Involves good leadership and procedures 

functions ( 6) 
11 Check and balance system This pertains to checks and balances between Board and 

(5) executives, as well as regular self-reflection. 
12 1ndependency (5) 1. Independent funding 

2. Independent in decision making 
13 Sustainability (5) Sustainable in: 

1. programs 
2. finance/funding 
3. human resources 

14 Non-discriminative ( 4) Gender Equality 

5.1.4 Positive and Negative Factors 

Key informants were also asked for their opinions about external factors that can have 

positive as well as negative influences on governance practice. However, some of the 

explanations concerned internal factors, and these have been incorporated in the list of 

answers on positive external factors below. 

Table 5.4 Positive External Factors 

# F'actors 
1 Role of Society: (17) 

• Monitoring (critiques) 
• Providing demand to the NGO 
• Definer, informer, and evaluator 

2 Role of Govermnent (15) 
• Providing exemplary government practices (no KKN/Conuption Collusimt, and 

Nepotism; Democratic climate) 
• Law enforcement 
• Legal framework: governance should be stated in the law for TSOs 
• Providing support 
• Comprehensible government regulations 

3 Role of Donor Agency: (6) 
• Monitoring 
• Supporting: Enforcing high performance organisation (discipline, transparent, 

accountable) 
• Introducing new issues 

4 Vast information technology development (6) 
Code of Ethics for NGO (5) 
Role of Private Sector: providing support (4) 
Stable political, social, and economic condition (5) 
International society that imposes good governance (3) 

One of the key informants, Indah Suksmaningsih formerly with YLKI (Yayasan 

Lembaga Konsumen Indonesia/Foundation of Indonesia Consumers) explained a 

description of the role of society as a positive external factor for TSO. These roles are: 
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1. Society as definer, who identifies the definition of good performance for TSOs; 

2. Society as informant, who gives information to TSOs about societal problems 

they are facing; and 

3. Society as evaluator, classifying which organisations are good or bad. 

The answer also indicated that the private sector is expected to give support to TSOs, 

which is basically what should be included in its corporate social responsibility 

programs. Rapid information and technology development is also considered as a 

positive factor, because it enables the TSOs to become knowledgeable about new 

issues, knowledge, and developments in the world. Table 5. 5 lists the positive internal 

factors mentioned by K.Is. 

Table 5.5 Positive Internal Factors 

# Factors 
1 Commitment and discipline ( 4) 
2 Comply with high moral ethics ( 4) 
3 Good relationship between organisational members (4) 
4 Open communication between Board, CEO, and other organisational elements (4) 

On the other hand, negative external factors are: 

Table 5.6 Negative External Factors 

# Factors 
1 Donor imposing certain agenda not corresponding to organisational programs or 

VMG or constituent 's needs (6) 
2 No trust from the society (5) 

Suspicion from other NGOs, or conflict with other TSOs 
3 Unsupportive Government: (10) 

Pressure, suspicion, and excessive bureaucracy 
Bad examples (KKN/Corruption, collusion and nepotism; undemocratic) 

4 Unsupportive Private Sector: no trust (2) 

Lastly, negative internal factors are: 

Table 5. 7 Negative Internal Factors 

# Factors 
1 Diversity of understanding about definition and meaning of governance (5) 
2 Failure to understand community needs (5) 
3 Accepting bribes ( 4) 
4 Bad management ( 4) 
5 Careless leaders ( 4) 
6 Conflict of interest between organisational members ( 4) 
7 Corruption-Collusion-Nepotism (KKN-Korupsi, Kolusi, Nepotisme) culture in 

the organisation ( 4) 
8 Not responsive to the changing technology, issues, and paradigms (4) 
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5.1.5 Closed-question Questionnaire 

The closed questions were related to governance responsibility, the extent of 

government's supervision, and managing committee/board/trustee. Each of the 

questions asked of the Kls is given in the following section, together with a tabulation 

of their responses. 

5.1.5.1 Governance Responsibility 
Kls were asked: Who do you think should have the main responsibility for ensuring that 

a third sector organisation is well governed? The answer can be seen in the cross-

tabulation below. 

Table 5.8 Main Responsibility for Organisation Being Well-Governed- Desirable 

Responsibility Government Indigenous International Business Total 
TSO TSO 

Government 0 0 0 0 0 
CEO 1 10 0 2 13 
Board 3 10 2 3 18-n-
Staffs 0 1 0 0 I 
Members I 6 0 0 7 
Community 0 2 0 0 2 
Total 5 29 2 5 4I 

Kls were also asked: Who do you think, in practice, has the main responsibility to 

ensure that the third sector organisations are well governed? 

Table 5.9 Main Responsibility for Organisation Being Well-Governed- In Practice 

Responsibility Government Indigenous International Business Total 
TSO TSO 

Government 0 I 0 0 I 
CEO 2 15 2 2 21 
Board 1 5 0 3 9 
Staffs 0 2 0 0 2 
Members 1 5 0 0 6 
Community I 1 0 0 2 
Total 5 29 2 5 41 

13 The answers in the tables which are bold and shaded indicate the highest answer from the Kl 
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Kls were asked: To what extent does the government (at all levels) monitor or 

supervise the activities of third sector organisations you are familiar with? Do they 

supervise them a great deal, moderately, hardly at all or not at all? Below is the table of 

responses. 

Table 5.10 Government Supervision 

Extent of Supervision Government Indigenous International Business Total 
TSO TSO 

Great Deal 0 1 0 0 1 
Moderate 0 1 0 0 1 
Hardly_ at all 3 18 2 2 25 
Not at all 1 5 0 3 9 
Depends on type of 1 4 0 0 5 
organisation 
Total 5 29 2 5 41 

Kls were asked: What do you think ts the matn reason for the government to 

supervise third sector organisations? 

Table 5.11 Reasons for Government Supervision 
--

Reasons for Supervision Government Indigenous International Business Total 
TSO TSO 

To ensure they do what 1 2 0 2 5 
they are set up to do 
To make sure they do not 0 2 0 0 2 
divert money to other 
purposes 
To make sure they are 2 29 2 1 34 
not politically subversive 
Total 3 33 2 3 41 

Kis were asked: Do most third sector organisations you are familiar with, have a 

n1anaging committee/board/trustees? 

Table 5.12 Existence of Managing Board 

Have Managing Government Indigenous International Business Total 
Board TSO TSO 
Yes 4 27 1 5 37 
No 0 2 0 0 2 
Don't know 1 0 1 0 2 
Total 5 29 2 5 41 

Kis were asked: Does the law require these third sector organisations to have a 

managing committee/board/trustees? 
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Table 5.13 Requirement to Have Managing Board 

Board Required by Government Indigenous International Business Total 
Law TSO TSO 
Yes 2 24 1 5 32 
No 1 3 0 0 4 
Don't know 2 2 1 0 5 
Total 5 29 2 5 41 

Kis were asked: What do you think, in general, is the biggest advantage third sector 

organisations can gain by having a managing committee/board/trustees? 

Table 5.14 Advantage of Having a Board 

Advantage of Having Govern- Indigenous International Business Total 
Board ment TSO TSO 
To acquire intangible 1 1 0 0 2 
resources (power, prestige, 
connections) 
To set the overall 3 25 0 3 31 
direction and goals of the 
or2anisation 
To raise funds for the 1 1 2 0 4 
organisation 
To ensure efficiency and 0 I 0 2 3 
effectiveness 
To ensure that funds are 0 1 0 0 1 
spent properly 
Total 5 29 2 5 41 

5.1.6 Discussion of Key Informant Results 

5.1.6.1 Discourse about Governance 
From the sample responses it can be seen that "tata kelola" is the most popular 

terminology that was used by key informants (KI). This is due to the fact that this term 

has been long used by the private sector to explain governance for corporations. 

Therefore, many Indonesian people are familiar with tata kelola to describe governance. 

In the same way, "tata pemerintahan" is the tetminology that has been used by the 

government to describe good governance for the government, just as "tata manajemen" 

is used to relate governance with the concept of management. Many key informants 

relate tata manajemen with managerial functions. The rest of the terms are new and 

hardly recognised by society at large. 
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5.1.6.2 Indicators of Good Governance 
Based on a detailed explanation in the tabulations about various indicators of good 

governance, there are some aspects that are important and worthy of note, 

notwithstanding the common principles for good governance (e.g., transparency and 

accountability) . Those indicators are: 

1. Democratic principles in decision making; 

2. Importance of having a Board of Supervisors; 

3. Control from stakeholders; 

4. Ethical values; 

5. Sustainability: succession plan (preparing the future leaders) ; 

6. Gender equality; 

7. Providing positive impact to society; and 

8. Trust from society and donor agencies. 

In addition, the Kis denoted that this principle was not solely for meetings, but for all 

decisions in the organisations. This means in every decision, particularly the important 

ones, the board ought to incorporate participation from the whole board, including the 

CEO. 

The existence ofBOS (Board of Supervisor) corresponds to one of the laws for TSOs 

in Indonesia, namely Yayasan Law (Foundation Law). This suggestion is interesting 

because many yayasan, particularly LSM/self-reliant organisations, oppose this law, 

arguing that the law does not incorporate democratic principles, and contains some gaps 

which can be filled by government interference. The cause of this view probably arises 

as TSOs recognise the importance of the monitoring system, or more particularly, 

recognise a paradigm shift of the NGOs from "non-government" (differing from the 

government) into more open organisations. 

Another indicator specifically noted above also supports this "paradigm shift", 

namely the control from external stakeholders. Being responsive to suggestions or 

critiques from internal as well as external stakeholders, the organisations expect to be 

considered by society as credible organisations. 
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Ethical value is something unique which has never been found in the governance 

principles for corporate, or government, in Indonesia. It was explained by the source 

persons that, when all organisational members respect and practice this value, the 

organisation would be brought to good governance. 

Sustainability is perceived as imperative, because frequently a vast number of TSOs 

ended right after they used up the funds from the donor agency. Therefore, well 

governed organisations are ones that can maintain programs and human resources and 

generate income so as to maintain sustainability. Preparing the future leaders is 

imperative, which can be done through continuous education, training, mentoring, and 

guidance by the senior board members. Succession planning is also important, for 

example, by determining the duration of incumbents in the position of board members, 

or chairperson. 

Equality in gender 1s suggested not merely for decision making or managerial 

positions in the organisation, but related to the concern for women's welfare and 

wellbeing. 

Some of the popular and acknowledged good performing organisations have CEOs 

who are also the founder of the organisation. These types of organisations usually do 

not prepare future leaders. Hence, succession planning is considered important to attain 

good governance. 

Providing a positive impact to society resulting from organisational programs is also 

considered imperative. This is because many organisations simply carry out the 

programs based on the donor agency's agenda without accommodating constituents' 

needs. 

From the above-mentioned depiction about the record of NGOs in Indonesia, it is 

quite difficult for them to obtain trust from the stakeholders. As the good governance 

concept becomes accepted, TSOs in Indonesia are in the process of changing their 

organisational culture into transparent and accountable organisations. As such, society's 

and the donor agency's trust is essential to accomplish this paradigm shift. 
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5.1.6.3 Positive and Negative Factors that can Influence Governance 
There were some factors conveyed by the K.Is that are worthwhile being noted, such as 

transparency and accountability. Transparency is linked to accessible information, 

which encompasses financial matters, organisation programs and systems, as well as the 

process of making decisions. This means transparency is about providing information. 

Accountability on the other hand is the system that demonstrates to the public how the 

organisation is responsible in the above-mentioned aspects of transparency. 

Another important consideration is about the role of government. Government is 

seen as significantly influential to the success of TSOs' governance practice. It is 

expected that government can create a democratic climate and perform exemplary 

government practice. The Indonesian term KKN (Korupsi, Kolusi dan Nepotisme) 

explain the practice of corruption, collusion and nepotism which are commonly 

performed by government officials. The TSOs insisted that government provides a good 

example and practise clean government, without KKN. 

It is also clear that TSOs, especially NGOs!LSM are becoming aware of the 

importance of monitoring or supervision. They expect monitoring and suggestions from 

the society and the donor agency, as well as the government through law enforcement. 

Again, the Kis demanded ethics as indicators of good governance. Discipline is also 

considered imperative, particularly because of the Indonesian bad habit of "elastic 

time", where people are usually not timely and start and finish their work later than 

scheduled. 

5.1.6.4 Closed-question Questionnaire 
With respect to the question as to who should have the main responsibility for ensuring 

that the organisation is well governed, the highest frequency of response indicated that 

the board had such responsibility, the second highest frequency of response was in 

favour of the CEO having such responsibility. Expressed differently, half the K.Is from 

indigenous organisations, referred to the CEO as principally having the main 

responsibility, and the other half nominated the Board. Kls from member-based 

indigenous organisations such as cooperatives and associations, stated that members 

have to bear the responsibility. 
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About half of all the K.Is agreed that in practice, the CEO is the one who always 

carries the responsibility to ensure that the organisation is practicing good governance. 

5.1.6.5 Extent of Government Supervision 
Most government people claimed that supervision of TSOs is rarely carried out by the 

government. Interestingly, this is supported by most answers from indigenous 

organisations. Actually this phenomenon has been in Indonesia since 1998, the end of 

Old-Order Era (under former President Soeharto) and continued in the Reformation Era. 

Since then, the government has no longer monitored the civil society movement firmly . 

Accordingly, the second highest response was that government never carries out 

supervision of TSOs, although, the third highest rate of response indicated that the 

incidence of supervision depends on the type of organisation. As explained earlier, one 

of the TSO types is the mass organisation, which usually "act" like a political party and 

has around 1000 members. This type of organisation usually represents one particular 

form of religious group, and thus might experience stem supervision from government. 

Most Kls agreed that the purpose of supervision was to ensure that TSOs did not 

operate as a political subversive. 

5.1.6.6 Third Sector Organisation's Board 
Most Kis were aware that the laws for TSOs required a board in the organisation, and 

most organisations they are acquainted with, have a board. Most Kls considered that the 

advantage of having a board was to primarily set the overall direction and goals of the 

organisation. 

As previously explained in Chapter Three about the legal environment of TSOs in 

Indonesia, the laws that require a governing board are Yayasan Law, Cooperative Law, 

as well as BHP Law. 
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5.1. 7 Conclusion 

The government can be considered as both a negative and a positive factor. It can be 

positive if the rules provided by the government are able to support the organisation' s 

efforts to attain good governance. However, it can be considered negative if the 

government is too bureaucratic in giving licenses and permission for a project even 

though it is a social project. This will make the organisation feel frustrated and force it 

to find alternative ways of establishing itself which might affect its ability to ensure 

good governance. 

Donors can also be considered as factors that can induce a positive as well as a 

negative impact on the organisation. It is positive if the requirement for receiving a 

donation is that the organisation should have implemented good governance practice. 

However it can also be a negative if the donor institution ' forces' the organisation to 

undertake certain projects that are not required by the constituents, or run counter to the 

VMVO (vision, mission, values, objectives). Such a situation may influence the 

organisation to manipulate the project so as to utilise the donation. 

Society' s culture can be a negative influence if society considers corruption, 

collusion, indiscipline, illegal levies, and bribino as inevitable. This will place the 

organisation in a difficult situation and make it impossible to reach good governance. 

Alternatively, society can be considered a positive, if society pays great attention to the 

organisation and is able to control its activities . 

The organisation culture is an important factor within any organisation. It can be 

positive if it encourages the following of a disciplined culture where all members adhere 

to the rules and regulations they have collectively agreed, and thus are responsible and 

take a part in reaching good governance. The culture can be a negative influence if it 

mitigates against the positive influences nominated above, such that it vvill hamper the 

organisation's efforts in attaining good governance practice. 

The development of communication 's technologies influences the process of good 

governance, as it can allow the organisation to rapidly access reliable and relevant 

information. 

Political and economic stability will also greatly help the process of good 

governance. The absence of political conflict \Nill allow all TSOs to pursue their 
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constituted activities, whilst the monetary strength, currency and stock exchange 

stability, will smooth economic processes that will be beneficial to the effective 

operation of all institutions. 

5.2 Results Understanding of Governance for Credit Unions 

5.2.1. Focus Group Discussions 

In order to investigate the local contexts for governance two Focus Group Discussions 

(FGDs) were organised. 

Table 5.15 lists the profile of the participants based on their positions In their 

respective organisations: 

Table 5.15 FGD Participants Based on Position in Their Organisation 

Positions cu TRCU 
--

Manager 6 2 
Chairperson of Board of Management (BOM) 2 2 
Secretary of Board of Management 2 2 
Head of Education (Member of BOM) 1 -
Head of Finance (Member of BOM) 1 2 
Tutor/Trainer/Mentor (Employee) - 2 
Total 12 10 

Not all participants were familiar with the term governance. Some knew it had 

something to do with corporations, but they had little knowledge of corporate 

governance. Therefore when they were requested to explain governance, they asked the 

leader of the FGD (i.e., the current writer) to first give an explanation of it. So a 

presentation was given about various theories that explain the concept of governance, 

and an explanation of governance issues in a non-profit organisation since most journal 

articles and research discuss this type of organisation. As pointed out in Chapter One, 

there are no studies about governance inCUs to be found . 

Even though the FGD participants were provided with an introduction about 

governance, their answers did not seem to be influenced by this basic knowledge. In 

providing their explanations they always referred to the prevailing systems in their CU s, 

systems which they had been practising for more than twenty years. 
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5.2.2 Meaning of Governance according to CU FGD Participants 

According to the FGD (Focus Group Discussions) participants from CU s, good 

governance means: 

1. Good systems that consist of basic Organisation Constitution ( Anggaran 

Dasar/ AD), Operational Organisation Constitution (Anggaran Rumah 

Tanggal ART)~ Standard Operation Management (SOM) and Standard Operating 

Procedures (SOP); 

2. Independent self-financing, where CU should rely largely on members ' financial 

support through savings and loans; and 

3. Transparency in information. 

They explained further that good governance is accomplished through an orchestra 

of all the human recourses available in the CU, comprising the CU members, the BOM 

(Board of Management), the BOS (Board of Supervisors), the BOA (Board of 

Advisors), the Manager and all employees. Furthermore, good governance means that 

all board members and all the people involved in CU management should do their jobs 

appropriately. The functions of the BOM should not overlap with the functions of the 

BOS and the executive/manager. 

The way to achieve these favourable conditions is by means of education, which 

should be provided for the whole workforce and all members of the CU. Specifically, 

education should cover: 

1. Rights and responsibilities of CU members; 

2. Cooperative principles for everyone in the CU; 

3. Managerial knowledge for BOM (Board of Management) and manager; 

4. Strategic planning and policy making techniques for BOM; 

5. All above systems (AD, ART, SOM and SOP); and 

6. Basic management skills and job descriptions for all CU employees. 

The key factor in attaining good governance is high quality of its people, including 

of all board members as well as CU members. The FGD participants clearly stated that 
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the most important activity is education in order to have professional staff in a CU. One 

of the participants said : 

In a CU, the salient factor is 'education, education, and ... education' . All CU 

members must be smart and be of good character. (Dalam Kopdit, yang paling 

penting adalah 'pendidikan, pendidikan, dan pendidikan '.Para anggota Kopdit 

harus cerdas dan punya karakter yang baik.) 

They explained that their claim is supported by the fact that most of the time the role 

of the AMM is mainly to approve reports. In fact, while the AMM (Annual Members 

Meeting) is the highest authority, they regard its actual role as a disappointment. 

One of participants explained: 

Lack of education for CU members wi11 cause them to have no knowledge about 

the operation of the organisation. As a result at every AMM, the members who 

are the most senior decision makers will directly approve all reports presented 

by the BOM (board of management) because they do not know how to make an 

analysis of the reports. (Kalau kurang pendidikan, maka para anggota sebagai 

pengambil keputusan tertinggi, tidak mempunyai pengetahuan tentang kegiatan 

koperasi. Sehingga pada saat diberikan laporan tahunan, mereka tidak mampu 

menganalisa karena kurang pengetahuan. Dengan demikian mereka hanya akan 

menyetujui apa saja yang disampaikan dalam laporan tahunan di RAT (Rapat 

Anggota Tahunan).) 

Another piece of evidence they conveyed was for many years there had been lack of 

understanding about functions and responsibilities of each board, and as a consequence 

the board members often went beyond their boundaries of authority and meddled with 

manager's works. In fact, the functions and resp nsibilities of all boards are stated in 

the SOM (Standard Operation Management), AD and ART (Organisation Constitution 

and Operational Organisation Constitution). 

Education about the roles of members on e;ach board as well as of the manager is 

also imperative. This is because many of tlhose people are still unclear and even 

confused about their roles and responsibi ll ities. Consequently tasks are carried 
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out in an overlapping fashion and often no one is willing to take responsibility if 

a job is not accomplished. (Pendidikan tentang tugas dan tanggung-jawab 

anggota pengurus, manajer, anggota pengawas dan pembina, juga harus selalu 

dilakukan. Karena banyak pihak yang sampai dengan saat ini masih kurang 

jelas bahkan bingung tentang tugas-tugasnya. Akibatnya, pelaksanaan tugas 

jadi tumpang-tindih dan seringkali tidak ada yang mau bertanggung-jawab jika 

ada pekerjaan yang belum terlaksana.) 

Accordingly, FGD participants made it clear that through education they would 

attempt to produce good quality staff By having excellent staff to run the organisation, 

they believe that the strategic plans produced will be of a desirable quality. In addition, 

a good workforce will have an awareness of the need to comply with all systems and 

agreed upon regulations, including those constituting good governance. 

The requirement to accomplish good governance means that each CU (Credit Unjon) 

member ought to have the "sincere will" to practise good governance. The FGD 

participants mentioned several human qualities, such that (1) board members should 

support voluntarism and social sensitivity; and (2) all organisation members should 

have a spiritual quality. 

In addition, there were other aspects mentioned as influencing the accomplishment of 

good governance : 

1. Buj]ding awareness of the importance of good governance; 

2. Development of technology; and 

3. Firm control and evaluation of the organisation's performance. 

When they asked to discuss the persons responsible for the achievement of good 

governance, initially FGD participants mentioned the following : 

1. BOM (Board of Management) as policy makers; 

2. BOS (Board of Supervisors); 

3. CEO/Manager as the person in charge of maintaining business; and 

4. Members as final decision makers and contrrollers. 
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However, at the end of the discussion, one of the FGD participants read out 

Cooperative Law No. 25/1992, particularly Article 31 . He explained that according to 

this article, the BOM is the party responsible for all activities related to managing the 

CU. Subsequently, there was a consensus at the end of the FGD that the responsibility 

to achieve good governance lay with the BOM. 

5.2.3. Governance Meaning in CU Context - Discussion 

In a CU, governance is related to the systems. The systems refer to their prevailing rules 

and regulations, such as OCs (AD and ART) as well as SOPs or the SOM. Through 

these systems the organisation is conducted to operate transparently and accountably . 

"The importance of strategic planning" is consistent with resource dependency 

theory, which in the present research consists of two dimensions, the political and the 

strategic. 

The strategjc dimension refers to the formulation of high-quality strategic plans 

relating to how the board makes strategic decisions and interacts. The participants 

suggested that the reason for the importance of thi factor is that the CU is a member-

based organisation which has to be self-financed through members' savings. It is not 

easy to attract more members and encourage them all to save, due to strong competition 

in the financial arena, especially from banks with sophisticated technologies and 

customer services. However this is predominantly the case with CUs residing in big 

cities, such as Jakarta and Surabaya, whereas CUs in small cities are able to design 

savings programs with a local appeal. Thus, strategic planning is important to cope with 

future competition and to maintain the sustainability of CU. 

On the other hand, conformity to regulations is related to agency theory, which is 

indicated by the contextual dimension in the present research. This dimension stresses 

compliance with the mission, values, and principles of the organisation and the ultimate 

reason for the existence of organisation. In the present research, this factor is made 

operational in terms of the requirement for obeying all rules and regulations. 
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5.2.4 Meaning of Governance according to TR CU FGD Participants 

After the FGD participants from the TR CU finished listening to the explanation of 

governance, Mrs. Yoos Lutfi, a prominent leader in the TR CU, asserted: 

Actually, by complying with the TR System, good governance can surely be 

achieved. I think the TR system covers most of the requirements of good 

governance. (Sebenarnya melalui kepatuhan pada system TR saja, pasti akan 

tercapai governance. Saya rasa system itu sudah mencakup sebagian besar 

persyaratan good governance.) 

In addition, the FGD participants elaborated their own understanding of governance: 

first were good and healthy performance; second was zero non-performing loans; third 

was a change of personality of all members; and lastly was a good relationship between 

the BOS, the BOMJPengurus, the Manager and the BOA. 

They explained that good governance can be achieved through a good monitoring 

system, with the BOS supervising the BOM, and the BOM the manager. Another 

important factor mentioned was compliance with other regulations as well as policies 

such as: 

• Law of Cooperative No. 25 of 1992; 

• Organisation constitutions (AD and ART); 

• Specific Regulations (Peraturan Khusus), which is similar to SOP; 

• Strategic Plan; and 

• Annual Plans, i.e., Working Programs and Financial Budget. 

To achieve good governance there were some factors that the FGD participants 

considered imperative, namely, willingness and commitment, accountability and 

transparency, as well as collective decision making. 

To be committed, members must have adequate knowledge of the principles of 

cooperatives as well as a good understanding of good governance. Willingness to 

participate in the process of accomplishing good governance is also expected. 
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When the FGD participants talked about governance principles of accountability and 

transparency, they specifically referred to the reasons for accepting new members and 

loan applications. The decisions must be made collectively. 

The process of attaining good governance is enhanced by consistently applying the 

TR system. Under this system members share responsibilities, seek to safeguard their 

assets, ensure that the CU has a guaranteed cash flo·w and that all loans \Vi11 be repaid. It 

is essential that members exercise discipline, make their loan instalment payments on 

time and attending regular group meetings. 

In addition, a reward and punishment system is required to motivate group members 

to commit to the TR system. Mrs. Endang (Chair of INK. OW AN) explained: 

A system of reward and punishment must be set up. When a group always fulfils 

its obligations regarding the loan deposits, it should be given a reward at the end 

of the year. On the other hand, if a group loan has failed several time to make a 

full payment, it has to be punished. The penalty is that the group will not get the 

full amount of loan they requested. (Sistem penghargaan dan penalty perlu 

dibuat di koperasi. Jadi kalau kelompok itu selalu patuh dalam membayar 

pirijantan, maka akan diberi penghargaan di akhir tahun. Akan tetapi jika suatu 

kelompok sering melakukan TR, maka harus dikenakan penalty untuk pinjaman 

berikutnya, jadi tidak diberikan sepenuhjumlah dalam pengajuan.) 

Lastly, the success of governance according to the FGD participants depends on all 

internal stakeholders, i.e ., group members, all boards and the manager. 

5.2.5 Governance Meaning in TR CU Context - Discussion 

The TR CU system can be defined as a system that employs collective responsibilities 

to carry out the obligations of all members in the organisation based on openness and 

mutual trust. 

The prominent feature of this traditional cooperative is the system of sharing the 

burden which promotes values such as togetherness, openness, mutual-trust, 

musyawarah (collective decision making), discipline, and responsibility, representing 

125 



the "six core values of TR" . Hence, the group members care for and are concerned for 

each other, and are held responsible for paying back the money owed to other members . 

According to the Chairman of the largest tanggung-renteng cooperative in East Java, 

Y oos Lutfi (2006), the application of this system strengthens the relationship among 

members, making them feel like one big caring family concerned with each other's 

welfare. Some of these values, such as transparency and accountability, are consistent 

with some governance principles (OECD 2004; Tjager 2003; Wallace & Zinkin 2005). 

In the definition, it was stated that the TR system operates based on openness and 

mutual tn1st. Trust is the most important feature in the TR system, as there will be no 

1.villingness to join a TR CU if one does not have trust in other members, or in the 

system itself. 

The TR system works through loan groups. The formation of a group depends on the 

network, because only those who are recommended by the existing member(s) can 

become a new member in the TR CU. Therefore the size of group depends on how 

broad is network of each existing member. On the other hand the group system will 

expand the network of members. Existing members will form relationships with new 

members, and vice-versa. 

There are "six core values" of Tanggung Renteng which will be elaborated in the 

following paragraphs. 

Value number one is togetherness. The expected attitude according to this value, is 

having an accord with the TR CU's vision; having the same way of thinking about and 

perceiving the group's or CU's problems; welcoming differences in social level, 

religious, ethnicity; and, considering other members as one family regardless of any 

divergent viewpoints. 

Openness is value number two that reqwres a habh of positive thinking and a 

willingness to open oneself to other problems for the sake of the group's sustainability. 

The adoption of this value is expected to ease coli ective decision making and cultivate a 

sense of family through group activities. 

Value number three is "mutual-trust". This refers to trusting and respecting other 

members through positive thinking. One should be able to maintain trust from other 
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members by being a trustworthy person. Reciprocally, one has to be able to have trust in 

other members, since as a group they are in one family . 

Collective decision making (musyawarah) is core value number four which is a 

manifestation of democracy in the TR. It is the process and consequences of 

musyawarah that are emphasised in this value. In the process, it is deemed essential that 

one should listen, analyse and make careful consideration before making a decision. 

The right to participate in conveying opinions is respected so as to prevent domination 

by certain members. The consequences of musyawarah are the expectation of coming 

up with better decisions. It is imperative that the decisions are agreed by all members, 

so the corollaries will be benefited, endured or solved together as well. 

Central value number five is "discipline". This means compliance with the TR 

system and other agreed-upon regulations or "rules of the game". It is emphasised that 

the purpose of this value is to maintain the sustainability of the "core values". It is the 

obligation of all members to maintain the TR CU' s good image through the application 

of core values in group interaction. 

Last but not least, core value number six is responsibility (Tanggung-jawab ). This is 

the apex of the process in the TR system. Responsibility denotes self-responsibility and 

being responsible to others and the group. The fulfilment of responsibility will influence 

the level of ''rights" of oneself and the group. This "right" refers to the loan limit or 

p lajond If there is a credit default because a member fails to fulfil their responsibility to 

make an instalment, then the total amount of funds available for loan will automatically 

decline. 

These core values are used as instruments to achieve the end objective of TR system, 

which is positive behaviour. Therefore it is expected that members who regularly 

attend monthly meeting and actively engage in the organisation's activities, through this 

system their character are expected to be able to change into positive behaviour. 

To "change the character" of the members is achieved through the learning process 

by means of the TR system. The learning curve process is portrayed as follows: 
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Figure 5.1 Learning Curve in TR System 

The X axis represents the three stages of adaptation of a member in the TR CU. The 

Y axis describes the degree of awareness a..ll.d compliance with the TR system. The 

straight line illustrates how the degree of compliance increases at every stage during the 

continuum. The curved line exemplifies the turning point of the character of a member 

in the learning stage. The curved line shows that in the early or initial stage the 

conformance of a member's character is "low" relative to the expectation of awareness 

and obedience. In the ~~learning stage" there is a turning point, reflecting the growing 

adaptation of the rnember' s character to accord with the TR CU' s requirements. As the 

member tnoves into the mature stage, the degree of conformance with TR system will 

become optimal. Ultimately, a member who is to great degree compliant with the TR 

CU' s requirements, attains an awareness consistent with a positive character. 

5.2.6 Transparency and Accountability according to CU and TR CU FGD 
Participants - Results 

5.2.6.1 Transparency 
For a CU, the indicators of transparency are punctual reports, audited reports which they 

consider trustworthy, dissemination of reports, and availability of meeting notes that 

record the process of decision making. The reports include a financial statement, the 

performance evaluation of board members, and the annual report. 
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A regular report from the BOS and the BOM must be submitted at the AMM. These 

reports must be unambiguous and understandable. 

There are some factors that influence transparency: honest, responsible and skilful 

board members, a good reporting system, and modem information technology to 

support punctual reporting. 

The results of the discussion about transparency by the FGD participants from the 

TR CUs are largely similar to those by the FGD participants from the CUs. However, 

they stressed a particular aspect, which is openness in communicating the problems 

faced by any group or member in the TR CU. The purpose of such openness is to be 

able to seek help from other members in solving the problem. 

5. 2. 6. 2 Accountability 
FGD participants from the CU s discussed accountability with regards to reporting and 

monitoring the reliability of reports. They explained that a CU's financial performance 

must be reported at the AMM and published in the CU' s magazine. An Annual Report 

must be prepared in a timely fashion, describing the activities that have been 

accomplished by the CU. The Annual Report should consist of, among other things, any 

decision that affects members (interest rate, saving-lending program, etc.), growth in 

membership, education activities, social activities, and any accomplishment of the 

organisation or award received by the organisation. 

Both groups of participants stated that the BOS and the BOM must be responsible to 

the men1bers, while the manager must be accountable to the BOM. 

The answers from FGD participants from the TR CU are not much different from 

those of the CU; however, they emphasised the importance of the monthly report from 

the loan groups to head office. 

5.2. 7 Transparency and Accountability in CU and TR CU- Discussion 

From the answers provided for transparency and accountability, it is clear that both are 

considered to have the same or simiJar meaning. Since both types of CU are member-

based organisations, where the members are the owners or shareholders, the highest 

authority is the members. 
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In the present research, those who must be hold accountable and transparent can be 

an executive, board members, and cooperative members. BOM (Board of Management) 

members must be responsible to BOS (Board of Supervisors) members and ultimately 

to the AMM (Annual Members Meeting) . The executive is responsible to the BOM who 

recruits them. CU members have to be responsible to the staff of the cooperative, 

paying their instalments on time in the required amount. In the case of a traditional 

women's CU, debtors are the ones that must be responsible to the other members in the 

group, since a CU consists of several loan-groups. If they fail to make timely 

instalments in a particular month, then the rest of members in the group must carry the 

burden together. 

The reward and punishment system considered in the present research is through 

dividends and a black-list mechanism. When a member is always punctual in making 

instalment of the loan, that member will receive more dividend. On the other hand, if a 

member fails to make on-time payments for three consecutive periods, then the member 

will be put on a black-list, and consequently it will be difficult to gain approval for the 

next loan application. 

5.3 Conclusion 

Drawing on the outcomes of the FGDs, and subsequent analysis, the following 

conclusions are proposed. 

Aspects related to governance which were explained 1n the FGDs are mostly 

associated with our local wisdoms, these being: 

• Tanggung-renteng system: sharing the burden; 

• Asas Kekeluargaan: treating others like one family ; 

• Gotong-Royong: mutual help ; and 

• Tepa-selira: tolerance (Radyati, 2008). 

It is also important to note that the FGD participants emphasised on the need for: 

• Participatory decision making; 
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• Team work between manager and board members; 

• The role of members to monitor; 

• Trust between members; and 

• Working together with other stakeholders. 

The definition of a co-operative according to the ICA (International Co-operative 

Alliance) contains aspects of social capital. The definition was used by all CU s in the 

research sample. It states that : "A co-operative is an autonomous association of persons 

united voluntarily to meet their common economic, social, and cultural needs and 

aspirations through a jointly-owned and democratically-controlled enterprise." (ICA 

2007). Therefore social capital theory is suitable to be employed to explain the 

governance mechanism in cooperatives or credit unions. 
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Chapter Six 

Governance Mechanism in TSOs: Results and Discussions 

This chapter attempts to answer research question number two, that ts : What 

governance mechanisms are employed in TSOs and CUs? 

This was done in Study 2 with its main objective to investigate governance practices 

in Indonesia's TSOs. Most importantly it attempted to figure out whether there were 

umque governance practices that distinguish Indonesia' s governance with those in 

western countries. 

Therefore the structure of this chapter begins with results of governance 

mechanisms in TSOs followed by CUs, then afterwards the discussions of the findings . 

6.1 Governance mechanisms in Third Sector Organisations 

As mentioned in chapter three about Study 2, this group of sample of this study was 

named Small and Informal Organisations (SIO), the organisations in this category were 

small, new, and informal. This type of organisations was included so as to obtain 

representative data across all types of TSOs. 

Popular organisations ones usually operate like corporations that follow a western 

style functional organisation, while SIO are those which are small, new and informal. 

All organisations in the sample were located in the capital city, regional cities and rural 

areas. 

Table 6.1 Location of Third Sector Organisations (TSOs) 

Location Frequency 
Capital city 64 
Regional city 18 
Rural area 1 
Total 83 

Source: Data collected in: Jakarta (capital city); Yogyakart~ Bandung and Malang (regional cities); 
Lawang (rural area). 
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The organisations operated in seven fields of activity: 

Table 6.2 Major Field of Activity of TSOs 

Field of activity Frequency % 
Arts and culture 10 12 
Business and professional 5 6 
Education 13 16 
Environment 5 6 
Law and advocacy 8 10 
Religious organisation 10 12 
Social and economic development 16 19 
Social service 16 19 
Total 83 100 

Since most TSOs in Indonesia supported education; social and econorruc 

development, as well as social services, they were dominant in the samples. 

6.2 Organisation Characteristics 

The age of the organisations can be seen as follows : 

Table 6.3 Organisation Age 
Age Frequency % 
1-5 years 22 27 
6-10 years 23 28 
11-15 years 7 8 
16-20 years 8 10 
21-25 years 10 12 
26-30 years 5 6 
31-35 years 5 6 
> 40 years 2 2 
Total 83 100 

Source: Researcher' s data collection 

More than 50% of total organisations have been in existence between 1-10 years, 

with a very small number greater than 40 years. 

The average term of duration of Popular Organisations (PO) is 6-10 years. NU and 

Muhammadiyah, two well-established religious organisations, have been in existence 

for over 40 years. The fore-mentioned organisations are incorporated and registered 

with a government department such as: Regional Courthouse, Department of Domestic 

Affair, Ministry of Justice and Human Right, Department of Social Service, Department 

of Manpower, and Ministry of Cooperative. 
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The usual lifespan of Small & Informal Organisations (SIO) is 1-5 years, with the 

longest duration being in the range 26-30 years. Many of this type of organisation are 

member-based, generally not incorporated, nor registered with a government 

department but considered as legally-based by communities. Most of the SIOs provide 

services to beneficiaries of their related organisations. 

6.3 Indonesia's Third Sector Governance Mechanism 

6.3.1 Board Structure 

This section records the sample outcomes with respect to the existence of a board, its 

composition, and the dual function of the board chair. 

Table 6.4 Existence of a Board 
Board Popular Small & Informal Total 

Oq~anisations (PO) Organisations (SIO) 
Have Board 41 8 59.0% 
Do not have Board 0 34 41.0% 
Total 41 42 100.0% 

While all POs have a board, a majority of SIOs do not. The following table shows 

the membership composition of board: 

Table 6.5 Membership Composition of Boards 

Number of board members who are: PO SIO 
Professionally qualified or own business or hold senior positions 9 (1) 2 (3) 
in large for-profit firm 6 (2) 1 ( 1) 

1 (3) 1 (2) 
1 (4) 

Clients of the organisations 4 (1) 0 
1 (4) 

Women 17 (1) 3 (1) 
4 (2) 3 (2) 
1 (3) 

From disadvantaged groups within the wider society 8 (1) 0 
Government officials 4 (1) 2 (1) 

I (3) 

As an aid to interpreting the information in the table, it is shown in the first tabular 

cell of the POs, that there are nine organisations that have one professional (i.e., a board 

member who is professionally qualified or owns a business or holds a senior position in 

a large for-profit firm) ; six organisations with two professionals; one organisation with 

three professionals, and one organisation with four professionals. 
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The composition of board members in POs is more diverse than SIO, which 

comprised of professionals, clients, women and people from disadvantaged groups. 

Board members who are clients of the organisations are in four popular organisations. 

The number of women board members is greatest in the POs, with 17 organisations 

having one woman. This type of organisation also has board members from 

disadvantaged groups within the wider society. They particularly come from minority 

ethnic group, religions as well as disabled people, whereas in SIOs, board members 

comprise professionals and women, but none are clients nor come from disadvantaged 

groups. 

Table 6.6 Features of the Board Chair 
Board Chair PO SIO 

(%) (%) 
The CEO (Executive/Manager) 30.0 50.0 

In thirty per cent of the POs, the chairperson also held the position of CEO, whereas 

in SIOs this dual role accounted for a larger proportion, i.e., fifty per cent. 

6.3.2 Board Structure - Discussion 

Looking at the data, SIOs are less professional than POs in terms of the basic pre-

requisite of governance, that is the existence of a board. By observing the cotnposition 

of the board in each type of organisation, it is obvious that POs have greater 

heterogeneity of membership. This also indicates that POs are more adept than SIOs 

especially in the quality of decisions that are produced, as suggested by Brown (2002), 

which is yielded from the diversity of board membership. 

In terms of the smal1 number of board members who are "professionaJJy qualified or 

own business or hold senior positions in large for-profit firm" in SIOs, this reflects the 

absence of the board as a boundary spanning entity. This is due to most member-based 

organisations being mostly reliant on membership fees. Conversely, this is not the case 

in POs, which is explained by the resources dependency theory that board members 

interlink the organisation with external resources through its network 

The explanation for there being no organisation's client amongst SIO's board 

members could be because they are member-based organisations, hence they do not 
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have clients, because the members are the clients, and they do not have people from a 

disadvantaged group unless of course if it is an organisation especially established 

for/by this kind of constituent. 

The involvement of client as board members in POs, can be explained by stakeholder 

theory (Alexander & Weiner 1998; Balser & McClusky 2005; Clarke 2004). This theory 

focuses on how an institution manages the conflicting interests between stakeholders, as 

well as the extent and nature of responsibilities of board members (Ansoff 1965). At 

this moment the focus is shifted from stakeholder influence to stakeholder participation 

(Dill 1975; cf. Clarke 2004, p.194). Accordingly inviting clients as members on the 

board will benefit the organisation because their main interest to the organisation can be 

understood, so the organisation can accommodate their expectations. 

Another fact is the dual function of chair/CEO that exists in 50% of all SIOs and 

30% of POs. This phenomenon is in line with the Kls ' suggestions in the above-

mentioned description about indicators of good governance, that a succession plan is 

imperative. In many old organisations, there is no separation between board chair and 

CEO, as the board chair is usually the founder and acts as a driving force, with no 

apparent incentive to prepare future leaders in the organisation. 

6.3.3 Board Roles and Responsibilities 

In POs, the board is the final decision maker in the organisation. The board participates 

in developing, approval, and reviewing the strategic plan. 

Every PO board undertakes formal planning programs for a11 organisational activities 

including big projects. The corresponding project proposals are informed to the board 

members before board meetings. 

In POs, the board has the authority relative to the CEO, indicated by its role in 

making succession plans for the CEO, approving CEO appointment as well as 

reviewing CEO performance, and monitoring the CEO. In POs, the board evaluates the 

CEO's performance on a regular basis. In carrying out the monitoring function, the 

organisation bears an agency cost. From the closed questions, there was information 
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related to the agency cost that Is incurred to maintain good supervision which Is 

depicted in the table below: 

Table 6. 7 Agency Costs in TSOs 

No. Agency costs Organisations 
(%) 

1. Audit financial performance 84.4 
2. Regular appraisal for senior staffs 65 
3. Create and develop key performance indicators 82 
4. Create and develop quality assurance procedures 65 
5. Carry out evaluation of efficiency & effectiveness of organisational 92 

activities 
6. Regular review of CEO performance 77.2 

Boards in POs also have a significant role related to organisation's performance by 

carrying out the organisation's performance review based on the organisation 's key 

performance indicators, reviewing quality assurance procedures, and evaluating the 

effectiveness and efficiency of the organisation. 

However, the board does not become involved in the preparation as well as approval 

reports to funding bodies. On the other hand, the board is involved in making 

representations to funding bodies as well as helping organisations to negotiate around 

the political system. Furthermore the board engages in seeking donations from friends 

and acquaintances. 

The role of the board in SIOs is not as significant as in POs. Here the final decision 

rests with the CEO and members. Board are also not involved in the development and 

approval of strategic plans because most of them do not have a strategic plan. 

On the other hand, in SIOs the board is involved in approval of the CEO's 

appointment. Only in a small number of SIOs does the board review the performance of 

CEOs at regular intervals, reviews organisation performance based on key performance 

indicators, although the succession of the CEO as well as board members is not 

undertaken by the Board but by the members. 

In SIOs, the report for funding bodies is not prepared and approved by the board . 

Furthermore the board neither makes representations to funding bodies nor helps 

organisations in negotiating around the political system. In terms of raising funds, the 

board is actively involved in seeking donations from friends and acquaintances. 
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6. 3. 3.1 Driving Force 
Generally in POs, no members of the Board become the driving force of the 

organisation. Nevertheless, there were some exceptional cases where some of the board 

members become the driving force. There are two POs, "BS" and "SN' that have had 

the same person as executive and board chair for more than 15 years, which then 

becomes the driving force in the organisation. Those persons are the founders of the 

organisations. 

This is also the case in some SIOs. There are some particular characteristics that 

have to be possessed by someone to become a driving force. Those are: 

Table 6.8 Reasons to be Considered a Driving Force 
Type of organisation Reasons for a person to be considered as the driving force 

Having e>..rpertise 
PO and SIO Having influential position in the organisation or in other 

institution/organisation 
Charisma 

Only in SIO Integrity/moral uprightness 
Historical Performance/t.rdck record 
Wealth 

In discussions with several Kls, it was found that having a driving force is not always 

bad. They mentioned that the charismatic leader is needed in the organisation for the 

good image and to get trust from donor agencies or important stakeholders. They also 

believed that the driving force can sometimes foresee something that the other board 

members fail to consider. On the other hand they also added that holding the same 

position too long can be dangerous to the organisation because of the fear of 

dependency on that particular person and dominance in decision making. 

In terms of external relationships, these organisations establish working associations 

with other TSOs and make submissions to the government on matters other than 

funding issues. In general the board is not involved in making and verifying reports to 

funding bodies. However, they are involved in submitting lobby reports to funding 

bodies, soliciting donations from benefactors and negotiating terms to the advantage of 

the organisation. 

In terms of external relationships, they estabRish working associations with other 

TSOs but make no submissions to government on issues other than funding. The board 
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is not involved in publishing nor verifying reports to funding bodies. It does not usually 

draft lobby reports to funding bodies, although some do (about 2.4% of the total number 

of organisations surveyed). The board is not involved in political negotiations to the 

advantage of the organisation. It does, however, solicit funding from partners and 

benefactors. 

6. 3. 3. 2 Discussion of Board Roles and Responsibilities 
To summarise the difference between board roles and responsibilities in both types of 

organisation, are presented in the table below: 

Table 6.9 Comparison of Board Role and Responsibility between PO and SIO 

Popular Organisations (PO) SmaJI & Informal Organisations (SIO) 
Making formal organisational activity plans Having no formal activities plans 
The board is involved in the changing of Board is not involved in changing CEO or board 
CEO or board members members 
Having strategic plans Having no strategic plans 
The board is involved in developing The board is not involved in developing strategic 
strategic plans plans 
The board ratifies strategic plans The board does not ratify strategic plans 
Have working association with other TSOs Have working association with other TSOs 

In order to make it easier to analyse the results, the result of Board Roles and 

Responsibilities in POs and SIOs is summarised as follows : 

Table 6.10 Analysis of Theories and Roles and Responsibilities in POs 

Popular Organisations (PO) 
Responsibilities Roles Theory 
Make strategic plan Decision maker/Final say Strategic choice perspective 
Review: 
CEO Monitoring Agency Theory 
Organisation Performance 
Seek donations/funds Boundary spanning Resource Dependency Theory 
Not involved in making report to Hands-off/rubber-stamp Managerial Hegemony Theory funding agency 
Work in association with other Cluurnrrelresources Resource Dependency Theory TSOs 
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Table 6.11 Analysis of Theories and Roles and Responsibilities in SIOs 

Small and Informal Organisations (SIO) 
Responsibilities Roles Theory 
Seek donations/funds Boundary Spanning Resource Dependency Theory 
Not involved in making report to Hands-off Managerial Hegemony Theory funding agency 
Work in association with other Channel resources Resource Dependency Theory TSOs 

From the foregoing two tables, there are several new theories and/or perspectives 

that can explain the board roles in the sample. 

In relation to strategic planning responsibility in POs, the other theory that was 

proposed to explain this phenomenon was "strategic choice perspective" (Andrews 

1986; Child 1972; Hambrick & Finkelstein 1987). This perspective emphasises the 

individual ' s freedom to act in response to pressure from the environment so as to make 

adjustments. The main objective is to observe the adaptive movement that is taken by 

the individuals by being aware of the external environment's influence. This movement 

follows a rational model where strategy is a process of designing the organisation to 

achieve predetermined purposes and it is done with attentiveness and deliberation 

(Hatch 1997). Thus in the sample the board members in POs tend to respond to the 

external environment or stakeholders, in particular, and to be accepted by them they 

make plans for the long term direction of the orgarusation. 

In this context, it is proposed for the nexi research to investigate the motives of board 

members to be involved in strategic planning. Is it to be selected and retained by the 

relevant stakeholders (funding agency, constituents, etc.) or to attain social legitimacy, 

or both? The first can be explained by population ecology theory and the later by 

institutional theory (Hatch 1997). 

Board members hold a monitoring function in POs, vvhere it can be explained by 

agency theory. Board members also act as the link between the organisation with 

external resources, that is the role of boundary spanning, which is explained by resource 

dependency theory. When the board members are not involved in making a report to a 

funding agency this means they apply a hands-off approach. This approach usually 

occurs in mature organisations, because the executive is more adept in doing regular 

routine activities than when the organisation is still in its youthful phase (Smillie & 

Hailey 2001). This also entails an explanation from managerial hegemony theory 
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particularly supporting the notion that in normal times the power usually rests in the 

executive, and the board only functions as a rubber-stamp for the results presented by 

the executive (Lorsch & Maciver 1989). 

In most SIOs, the board members ' role in many activities is a rubber-stamp or hands-

off approach. However they also function in boundary spanning, especially to seek 

donations from acquaintances and friends. 

In several SIOs the CEO also functions as Board Chair. This dual function supports 

Smillie and Hailey (200 1) who opine that in most small organisations and at the early 

stage of its lifecycle, a functional duality exists. The survey results support the 

proposition, because most of the SIOs are between 1-5 years old. 

The characteristics of the driving force such as charisma, expertise and moral 

uprightness are similar to the findings of Smillie and Hailey (200 1) in the research of 

several NGOs in Pakistan. They also found that board members are usually the founders 

of the organisation. In the early years of its establishment, they will do most of the daily 

activities which are supposed to be done by the executive. As such they guide the 

direction of the organisation. 

6.3.4 Board Process 

The board process includes board development (Axelrod 1994); managen1ent (Gill , 

Flynn, & Reissing 2005); meeting procedures and decision-making process (Berghe & 

Levrau 2004; Gill, Flynn, & Reissing 2005). 

In financial management matters, the board is involved in preparation of the annual 

budget, reviewing the financial statement as well as financial performance, as well as 

approving major expenditures. 

6.3.4.1 Board Meeting 
Most organisations surveyed hold regular board meetings. Most POs held meetings 

every month and semi annually. In SIOs, most board meetings take place twice a year. 
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Table 6.12 Frequency of Board Meetings in PO and SIO 
Frequency of Board Popular Organisations Small & Informal 
meetings in a year (PO) Organisations (SIO) 

I I2 I 
2 5 3 
3 1 -
4 9 2 
6 13 -
12 1 1 

In board meetings, most organisations prepare an agenda in advance made by the 

Chair & CEO working together. In all organisations, decisions in board meetings are 

made by musyawarah for mujakat (collective decision making to produce solutions in 

acclamation) and there are always notes of meeting. 

6. 3. 4. 2 General Meeting 
All POs hold general meetings. The frequency of the general meetings is between one 

and four times a year. However, most of the POs held meetings only once a year, and 

very few held meetings more than four times a year. Almost all organisations have 

written records of these meetings, but there are few SIOs which did not have or keep 

any notes. 

In POs, half of the organisations opened their general meetings to the public but the 

rest do not. However, the organisations that have open general meetings are 

outnumbered by those that do not. 

Most SIOs do not invite the public/constituents to genera] meetings. The decisions in 

this particular meeting are made by musyawarah as well. 

6.3.4.3 Financial Management 
The financial management of POs generally runs well as evidenced by available annual 

budgets, monthly cash flows, annual financial statements and asset registering. The 

board has a significant role in drafting annual budgets, reviewing financial staten1ents 

and giving their approval to major expenditures. 

All SIOs also have an annual budget, monthly cash flow, annual financial statement, 

as well as an asset register. However the board is not involved in preparation and review 
142 



of financial statements, but is involved in reviewing the organisation's performance as 

well as approval of major expenditures. 

6. 3. 4. 4 Board Development 
In the Organisation Questionnaire there were no questions about the board development 

process. However this information is available from the KI interviews. With respect to 

board development activities, Kls mentioned the importance of maintaining the 

sustainability of the organisation. This is made through preparing the future leaders and 

having a succession plan. A human resources development program is part of the 

preparation of future leaders by providing education, training, mentoring activities and 

providing guidance to the prospective leaders. 

6. 3. 4. 5 Discussions of Board Process 
An effective board process will result in the organisation being in better shape in the 

future since it augments the organisation 's performance (Pye & Pettigrew 2005). 

In this sample the preparation for board meetings is quite good, because the meeting 

agenda is agreed by board members working together with the executive. This is 

consistent with stewardship theory where execut ive and board members are a double-

bridge team where roles are complementary (Drucker 1990). Nevertheless not all 

organisations did this. The minutes of meetings are not always distributed and are not 

available in some organisations. The decision process follows the local precept of 

decision-making process custom, i.e., collective decision making (musyawarah). 

If the effectiveness of the board process is measured by meeting-related activities, 

then it could be said that in most SIOs it is not yet effective. However the POs, 

compared to SIOs, are far better organised because the board meets more frequently, the 

meeting agenda is prepared, minutes are available and distributed to board members, 

and they involve the public in the meeting. As such stakeholder theory can also explain 

this phenomenon, where the organisation includes external stakeholders' participation 

(Clarke 2004). 
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Financial management matters in SIOs are similar to POs. The only difference is the 

extent of board member involvement in the financial management process. In POs, 

board members are involved in preparing annual budgets, reviewing financial 

statements and giving their approval to major expenditures; while in SIOs these 

activities are done by the executive. This can be explained by managerial hegemony 

theory according to Lorsch and Maciver (1989) that during normal times, the executive 

takes control and has power, although limited, over the board. 

Board development programs according to Kls are almost the same with the 

suggestions made by Axelrod ( 1998), Gill (200 1 ), and Brown (2007), that is, education. 

The difference here is that Kis did not mention the recruitment process and Kls 

emphasised the succession program. Previous researchers did not also mention the 

preparation of future leaders. This is probably the case in Indonesia, where a 

charismatic leader can be in the same position for a long time or if not, he/she is still the 

driving force . When this charismatic leader dies the organisation sometimes losses its 

figure-head and may not perform as good as when the leader was alive. Therefore the 

Kls deem the preparation of future leaders as imperative. 

6.3.5 Board and Executive Relations 

In order to explain the relationship between board and executive, there was a question in 

an open-ended questionnaire asking about this. This questionnaire was used in 

interviews with K.Is . 

The question was: In general, how would you describe the relationship between the 

managing committee/board/trustees and the chief executive of third sector 

organisations, you are familiar with? 

It was found that the relationship between the board and the executive was not 

always harmonious. The following table gives a picture about this relationship. 
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Table 6.13 Relationship between Board and Executive/CEO 

Board-CEO Government Indigenous International Business Total 
relationship TSO TSO 
Always harmonious 1 5 0 3 9 
Sometimes 4 24 2 2 32 
harmonious 
Total 5 29 2 5 41 

They explained that the quality or the relationship depends on the size and the age of 

the organisation. When the organisation is relatively small and at the early stage of its 

life cycle, the relationship is always harmonious. At this point, the board is making most 

of the decisions and works together with executive in managerial as well as strategic 

activities nearly all of the time. However when the organisation is larger and more 

mature or becoming more popular and well-known, then conflicts might prevail. 

6.3.5.1 Discussions of Board's Relation with Executive 
From the answers during the interview with Kls, some relevant information was gleaned 

to enrich the description about Board-Executive relations. 

It is apparent that the relationship between board members and the executive is not 

always harmonious. When the organisation is still in the "founding phase" (Smillie & 

Hailey 2001 ), board members and the executive work hand-in-hand peacefully because 

their main focus is to establish and develop the organisation. This relation is explained 

by stakeholder theory. In line with its development, the organisation' s programs will 

become more numerous and conflict between board and executive will arise. 

Since the executive is directly engaged in the programs, she/he becomes fully 

knowledgeable about the hurdles and key successes of the programs. On the other hand, 

the board is hardly involved in daily activities then becomes distanced by its greater role 

in strategic decision making. Therefore the executive will have more information first 

hand and turn to educating the board about organisational activities. This phenomenon 

is in line with what Middleton (1987) called "strange loops and tangled hierarchies", 

where the executive has more information than the board which will create conflict. 

When the organisation becomes bigger and known or acknowledged by important 

stakeholders, then a conflict of interest prevails, where the executive has needs for 

status and recognition and this may conflict with similar needs of the board tnembers. 
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This conflict of interest is also known as the agency problem (Gitman 2007), where the 

executive is trying to secure his/her position and career by performing activities for 

personal gain rather than on behalf of the organisation. To prevent this occurrence, the 

organisation bears an agency cost that is any cost related to the monitoring of the 

executive activities, for example through audit. 

Regarding the agency cost, it can be seen that more than 50~/o of all organisations 

bear monitoring costs in an attempt to prevent agency problems from occurring. The 

activities related to monitoring are the audit, the formulation and application of key 

performance indicators and quality assurance procedures, and the evaluation of 

efficiency and effectiveness. Activities aimed at minimising agency problems include 

regular appraisal for senior staffs and a regular review of CEO performance. 

In addition, it was observed that in several cases, the executive will stay in one TSO 

until the organisation grows larger, then not long after, that executive is found in 

another organisation in the position of the board chair. This means the executive's 

loyalty is in question. Changing executives frequently cause unstable organisations, and 

to reduce this risk the organisation ought to bear the agency cost to retain the executive. 

Therefore it is imperative for TSOs to provide regular recognition to the executive as 

part of the agency cost, which could be in many forms such as incentives, appreciation 

or other forms of acknowledgement. 

6.3.6 Governance Principles: Accountability and Transparency 

The scopes of accountability and transparency which will be explained are the 

mechanism to disclose relevant information from the organisation to the significant 

stakeholders, and the system of financial management, performance evaluation, and 

external relations. 

6. 3. 6.1 Popular Organisations 
In POs, it was found that the accountability principle is already applied. Accountability 

in financial management is carried out by having financial statements audited by a 

public accountant, and having an audit committee in the Board. Accountability to 
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outside organisations is held by having a formal mechanism to report organisation ' s 

activity through annual report, newsletter and website. POs also submit reports to 

funding agencies. 

There are some indicators that reflect transparency in POs, such as the availability of 

a strategic plan as well as financial statements for members. All POs have written 

mission statements, organisational objectives and strategic plans available to members. 

6.3.6.2 Small and Informal Organisations 
In terms of transparency in SIOs, financial statement are available to members only, and 

not to the general public. Not all SIOs have a written mission statement. 

Most SIOs report their activities only by means of an annual report and newsletter, 

since they do not have a website. This type of organisation also prepares a report for 

government and other funding agencies. 

6.3.6.3 Audit of Financial Management 
In terms of accountability, the financial statements of POs are audited by qualified 

auditors and the board has a special committee handling auditing matters. 

About 50% of POs apply transparency principles as shown by the availability of 

financial statements to members and the general public. 

Not all SIOs apply the accountability principle. Their financial statements are not 

audited by professional auditors and there is no specific committee in the board that 

carries out an audit or detailed review of the financial statement. In terms of 

transparency, in most SIOs the financial statement is available to members but not to the 

public. The board is involved in reviewing the organisation's performance as well as in 

approving major expenditures. 

6. 3. 6. 4 Performance Evaluation 
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All POs have systems for measuring performances such as key performance indicators 

and quality performance procedures (e.g., client interviews, periodic evaluation of 

effectiveness and efficiency). Further, in their efforts to expedite their activities, these 

organisations establish SOPs and written job descriptions. The board participates in 

verifying the appointment of CEO and reviewing the CEO's performance on a regular 

basis. In addition, the board reviews organisational quality assurance procedures 

regularly and is involved in evaluating efficiency and effectiveness. In doing so, it can 

be said that the board plays a significant role in evaluating organisational as well as 

CEO performance. 

On the other hand, SIOs neither have a system for measuring performance nor 

standard operation procedures. There are no regular appraisals of senior staff and no 

performance key indicators. They do not have quality assurance procedures such as 

client interviews but they do have a form of evaluating the effectiveness and efficiency 

of the organisation. The board 's role, among other things, is to give their approval to the 

appointment of the CEO, to review the performance of the CEO at regular intervals, to 

review organisational performance based on key performance indicators, and to 

evaluate the effectiveness and efficiency of organisation. They do not review "quality 

assurance procedures". 

6. 3. 6. 5 External Relations 
Popular Organisations have a formal mechanism to report organisational activities to 

external organisations through annual reports, newsletters and their own on-line 

\vebsite, as well as organisational reports to government and other funding bodies 

In SIOs the board issues reports of organisational activities by way of annual reports 

and newsletters. These organisations submit reports to government and other funding 

bodies. 

6. 3. 6. 6 Discussion of Governance Principles: Accountability and Transparency 
The differences between the PO and SIO in Financial Management are summarised in 

the table below: 
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Table 6.14 Comparison of Audit of Financial Management in PO and SIO 

Popular Organisations (PO) Small & Informal Organisations (SIO) 
Financial statements are audited by professional Financial statements are not audited by 
auditors professional auditors 
The board has an auditing committee The board has no auditing committee 
Financial statements are available to public Financial statements are not available to public 
The board is involved in making annual budgets The board is not involved in making annual 
and review of financial statement budgets, reviews financial statements, but re-

evaluate organisational performance 

In terms of accountability, the PO is better than SIO. In SIOs, based on the interview, 

the financial report is actually available to members whenever they ask for it. The audit 

system is not yet in place, because according to them the financial statement is still 

simple and using an auditor service will incur a cost which they thought not necessary at 

their organisation's present phase. The executive is usually the person who should 

prepare the financial report and be responsible for it. The board does not usually review 

the financial statement, due to their lack of knowledge about financial matters, although 

they do review organisational achievement, especially those related to project 

accomplishment. This is in line with the theory of managerial hegemony where the 

executive deals with crucial tasks and has the authority (Cornforth 2004), in this case 

for financial reporting. This can be made possible because board members trust the 

executive (Taylor 2000). 

Table 6.15 Comparison of Performance Evaluation in PO and SIO 
Popular Organisations (PO) Small & Informal Organisations (SIO) I 
Having systems for measuring performances: No systems for measuring performances: no KPI 
key performance indicators (KPI) and "quality and quality assurance procedures 
assurance procedures" 
Having a SOP and job descriptions No SOP, but have job descriptions --
Making appraisal for senior staff's performance Performance appraisal is irregularly carried out 
on regular basis 
The board reviews "quality assurance The board does not review quality assurance 
procedures" procedures 

Another aspect of accountability is performance evaluation. Herein POs have better 

qualifications for accountability because of the available system for performance 

evaluation. They prepare "common standards" (Goetz & Jenkins 2004) which are KPis 

and ''quality assurance procedures". POs also have SOPs and job descriptions and hold 

regular assessment for senior staff which are the aspects of accountability that arose 

from the literature review. 
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SIOs on the other hand are still managed amateurishly by reason of a lack in many 

aspects of accountability. However, they carry out "internal accountability" that is the 

responsibility of the executive to the board members as well as "downward 

accountability", that is to be answerable to the wider membership of the organisation 

(Onyx 2008), because the financial statement is available internally. Regarding 

"external accountability" the SIO only reports to government body which is usually 

their funding agency, as depicted in the table below. 

Table 6.16 Differences in External Relations in PO and SIO 

Popular Organisations (PO) Small & Informal Organisations (SIO) 
Having websites Having no websites 
The organisations make submissions to Submissions to government limited to matters of 
government for matters other than funding funding 
The board is involved in lobbying efforts to The board is not involved in lobbying efforts to 
funding bodies funding bodies 
The board is involved in political The board is not involved in political negotiations 
negotiations to the advantage of the for the good of the organisation. 
organisation 

All POs have a transparency mechanism with respect to internal as well as external 

stakeholders. However, SIOs are mostly transparent only to internal constituents as 

indicated by limited media to convey their performance indicators. 

In SIOs the board members are not involved in approaching funding bodies to 

negotiate, as it is done by the executive. This is because they appointed the executive to 

carry out the negotiation because they are a member-based organisations and the 

ownership is spread within the membership. As such the executive has the main 

responsibility to obtain the organisation 's resources (Berle & l\1eans 1932). 

6.4 Conclusion of Governance Mechanism in Third Sector Organisations 

Most of the organisations surveyed participated in the following field of activities : 

social-economic development; social service; and education. The average age ofPOs is 

between 6-10 years, and SIOs in the range of 1-5 years., Most of the SIOs are member-

based organisations, while the PO has the legal entity of a foundation (Yayasan). 
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6.4.1 Board Structure 

The board structure of a PO is like a corporate, where it has board members, and it is 

incorporated and registered in the government departments/agencies. Mostly the SIOs 

do not have a board and are not registered, so they are informal organisations. 

The diversity of board members in POs is relatively varied and includes clients as 

board members. As such it follows stakeholder theory where the main reasons to 

involve stakeholders such as clients on the board is to manage conflict of interest as 

well as to accommodate their expectations. Therefore POs encourage stakeholder 

participation and that includes external stakeholders. On the other hand, the SIO is a 

member-focused organisation and the members are their clients. 

The duality function exists mostly in SIOs, where the board chair is also the 

executive. Therefore SIOs need board development programs (Brown 2007) to prepare 

future leaders for the sustainability of the organisation. 

6.4.2 Board Roles and Responsibilities 

Preparing the strategic plan as part of a board member's role and responsibilities in POs 

follows the strategic choice perspective. This is also consistent with the literature about 

the board 1nember' s main role to foresee the future and prepare strategic activities to 

deal with it. 

There is also a monitoring role of board members as practised m both types of 

organisation, and as such the agency theory is relevant. 

Board members also function in boundary spanning for the organisation by seeking 

external funds, and hence resource dependency theory explains the governance 

mechanism in TSOs in Indonesia. 

Some board members are lay members who are recruited because of their reputation 

and networks. Most of the time they do not have enough knowledge about the 

organisation, consequently they become rubber-stamps with a hands-off approach. This 

phenomenon follows the idea of managerial hegemony theory (Cornforth 2004), where 

the executive has the power because he/she has the most knowledge about the 
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organisation and during normal times the executive plays a significant role, and it is 

usually only in times of crisis that the board members come into play (Smillie & Hailey 

2001). 

6.4.3 Board Process 

Board members and the executive are a double bridge team especially in the meeting 

process. This includes preparing meeting agenda and the collective decision-making 

process. This follows stewardship theory where board members and the executive work 

hand-in-hand in the organisational process. 

6.4.4 Board and Executive Relations 

In the youthful phase of the organisation the relations are typically harmonious, where 

the executive is considered as a steward to the organisation. In the maturity phase, the 

agency theory is more relevant. This is due to the fact that the problems become more 

complex and executive has more information than the board members, and as such the 

board ' s monitoring function becomes imperative. This fact also creates an agency 

problem. In the maturity phase the executive needs recognition to retain his/her loyalty. 

Therefore the organisation must bear an agency cost to retain executive and provide 

them with acknowledgement. 

6.4.5 Governance Principles 

The accountability of POs is better than SIOs. The PO has carried out internal and 

external accountability by reporting the organisation's activities and performance to 

internal as well as external stakeholders. 

SIOs only carry out an "internal accountability" that is a responsibility to board 

members and "downward accountability" that is to be responsible to organisation's 

members (Onyx 2008). 
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6.5 Governance Mechanism in CU and TR CU: Results and Discussions 

This sub chapter was about Study 3 which one of its objectives was to explore the 

governance mechanisms in CU s. The results were gathered from organisation 

constitution and operational organisation constitution (AD and ART) as well as 

discussions with CUs (CU and TR CU) experts in the Focus Group Discussions 

(FGDs) . 

The aspects of governance mechanism under investigation in CU and TR CU were 

the roles of board members and relationship between board members and manager. The 

data was obtained through asking relevant questions in each focus group discussion. 

6.5.1 Result of the Roles of Boards in CU 

This section elaborates and highlights some important roles and responsibilities of each 

board based on the organisations constitution and operational organisation constitution 

(AD and ART). 

Although different CUs may have different organisational structures, they have some 

similarities. In particular, there have to be three boards: Board of Management (BOM) ~ 

Board of Supervisors (BOS)~ and Board of Advisors (BOA). 

The tenure of the members of all three boards (BOM, BOS and BOA) is the same, 

namely, five years. They are elected by members at Annual Members Meetings 

(AMM). They can be re-elected only one time, that is, for a second five-year term. 

All members of all three boards are appointed at the AMM by all CU members . 

However, there is no obligation for the BOA to make a report to the AMM since they 

do not have voice/vote at this meeting. The members of the other two boards (BOM and 

BOS) are accountable to the AMM. Figure 6.1 presents the organisational structure of a 

CU. 
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f 
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Figure 6.1 Organisational Structure of a CU 

Board of 
Supervisors 

(BOS) 

Savings 

All board members are volunteers. They only receive a bonus at the end of the year 

at the AMM. The funds for this purpose are deducted from the surplus gained by a CU 

in the previous year. 

6.5.2 Results of the Roles of Board of Supervisors (BOS) in CU 

According to AD (one of the organisational constitutions), incentives for BOS members 

must be apportioned in the Annual Budget of the CU, which is endorsed by the AMM. 

The main obligation of the BOS is to present a written report at the AMM that describes 

its performance in accomplishing its job, such as, directly supervising the performance 

of the BOM and indirectly monitoring the work of the manager. 
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6.5.3 Results of the Roles of Board of Management (BOM) in CU 

The BOM must provide any relevant information requested by the BOS for the purpose 

of supervision. The BOM has to appoint a manager (executive) to manage the 

operations of the CU. It has to oversee how the manager carries out his or her duties and 

responsibilities. It is responsible to the highest authority of the CU, which is the AMM. 

The obligations of the BOM members are to formulate and determine policies : 

1) General policy, 2) Membership policy, 3) Financial management policy, and 

4) Administrative policy. 

The chair of the BOM must coordinate the development programs for CU. He/she is 

obliged to sign important letters such as collaboration letters and securities (shares, 

deposits, etc.). The vice chair of the BOM manages the education activities of the CU. 

The secretary organises reports of meetings and maintains the membership register. The 

treasurer manages the finances (budgeting, maintains record of securities, ensures the 

application of saving/lending policies) and is responsible for the financial statement 

made to the AMM. The other members of the BOM have the obligation to attend all 

BOM meetings. All members of the BOM are obliged to carry out all decisions of the 

AMM as well as ofBOM meetings. 

Figure 6.2 shows that the BOM has a Credit Committee. The Credit Committee has 

its own chair, secretary and members. They are appointed by the BOM, and are directly 

accountable to the BOM chair. The annual report of this committee is consolidated with 

the BOM report, and both are presented at the AMM. 

The Credit Committee's main responsibility is to scrutinise loan applications. 

Approval is based on several criteria: purpose of loan, saving activity of the applicant, 

capacity to repay loan, past performance with loan repayments, and participation in 

CU' s social or regular activities. 

The approval of a loan application must be endorsed by at least two out of three 

members on the Committee. The Committee members should be in agreement about the 

collateral offered and other requirements for each loan request. 
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Figure 6.2 presents the organisational structure of a CU where the Credit Committee 

is under control of manager. 

r Boar~ of Advisors 
L_(BOA) 

~ Une of responsibility 

----- Une of task 

Annual Members Meeting 

........ ~ 
Board of 

Management 
(BOM): 

1. Chair 
2. Vice Chair 
3. Secretary 
4. Treasurer 

~·············· 

Board of 
Supervisors 

(BOS) 

Figure 6.2 Organisational Structure of a CU with a Credit Committee under Manager's Control 

Many CUs have a Credit Committee as part of the BOM, but some have it separated 

from BOM. Usually bigger CUs have a Credit Committee under the control of a 

manager by authority of the ART. Figure 6.2 shows the organisational structure of a big 

CU. 

For a CU which credit activities managed by a manager, there are some rules to be 

followed; for example, the manager can decide with his/her team whether or not to 

approve a loan request for Rp.1 0.000.000 (US$1 000). However, should the request be 

for more than US$1 000, the manager must seek authorisation from at least two BOM 

members. 
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6.5.4 Results of the Roles of Manager in CU 

According to ART, the roles of the manager of a CU are: 

1. Planning, activating and controlling the working programs and budgets for 

business and education activities; 

2. Developing the capacity and professionalism of the workforce in CU; 

3. Building and developing relationships with relevant stakeholders within and 

outside the organisation; 

4. Regularly providing updates to all members of all boards; 

5. Submitting evaluation reports concerning the implementation of working plans 

and budgets every month and at the end of the year to BOM members; and 

6. Carrying out all responsibilities mandated by the BOM. 

Since a manager is appointed by the BOM, he or she is responsible to the BOM. 

6.5.5 Results of FGD- the Roles of Board of Supervisors (BOS) of CU 

The FGD participants explained that the BOS is a subsystem of the BOM. Its main 

function is to scrutinise the operation of the CU. In addition, the operations of the CU 

must be audited by a secondary CU (PUSKOPDIT) or an independent public 

accountant. The latter is determined by consensus between BOM and BOS. The 

monitoring result must be reported to the BOM every month. At the AMM, the BOS 

must convey the final results of the supervision activities. 

Another function of the BOS is to assess the job performance of the BOM members. 

In the joint meeting ofBOM and BOS, held fo present the performance assessment, it is 

important to show respect for each other by not making the members of BOM lose face, 

or vtce versa. 

In the planning stages of all kinds of management (financial, human resources, 

marketing) and credit policies, it is imperative that the BOS follows and monitors the 
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process. In the implementation stage, the BOS has to observe the actions taken by the 

BOM. 

6.5.6 Results ofFGD- the Roles of Board of Advisors (BOA) in CU 

The BOA's only task is to make suggestions to the BOM. The BOA does not have to 

report to the A.t\1M, nor do its members have a voice in the AMM or BOM meetings. 

The BOA members are volunteers, but they may receive a per diem or compensation for 

their work, as agreed by the AMM. The per diem or compensation must be provided in 

the annual budget and approved by members at the AMM. 

6.5. 7 Results FGD - the Roles of Board of Management (BOM) in CU 

The FGD participants mentioned that BOM has to make policy, make final decisions 

and conform to all organisation constitutions. 

6.5.8 Reults FGD- the Roles of Manager (Executive/CEO) in CU 

The manager must report directly to the BOM. Two of the manager' s roles highlighted 

by the participants were: 

1. Designing strategies to implement the plans, thus it is technical and operational ; 

and 

2. Maintaining good operational activities. 

Therefore, according to the FGD participants, it is difficult for a CU to achieve good 

performance without having a good manager. 

6.5.9 Results of Relationshi.p between BOM, BOS and Manager in CU 

The board members of a CU are unpaid volunteers. However, at the end of the year, 

they will usually get an bonus from the CU. This varies from one CU to another and 
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depends on the agreement of all members as well as the surplus the CU makes from a 

whole year ofbusiness operations. 

One of the FGD participants from a CU, who was also a board member, said: 

When a CU becomes bigger, the manager is usually arrogant, especially to us. 

Sometimes he does not respect us or listen to our suggestions. He forgets that the 

reason he could become a manager was mostly because of our guidance as well 

as that of all CU members. (Manajer itu suka sombong kalau koperasinya sudah 

besar. Mereka kadang-kadang kurang menghargai dan tidak mau 

mendengarkan saran-saran kita. Mereka kadang-kadang lupa bahwa mereka 

bisa begini karena bintbingan A'ita, pengurus, dan karena partisipasi anggota.) 

Further, some FGD participants explained that in many cases the managers do not 

appreciate the board men1bers, some of whom are actually the founders of the CU. 

Additionally, according to some BQ]\,1. members, this lack of appreciation is manifested 

in several forms: 

1. Lack of respect. A member ofBOM said: 

Once in a meeting with the BOS, a manager made some input to the BOM in 

such a way that it made the BOM lose face . The suggestions were conveyed by 

the manager as if we were a bunch of stupid people. This is a sign that this 

manager has no social intelligence. (Pada suatu rapat, ada seorang manajer 

yang kasih input kepada anggota pengawas dengan cara yang membuat kita 

para anggota pengurus kehilangan muka. Saran disampaikan dengan cara yang 

membuat kita merasa seperti sekumpulan orang bodoh. Hal ini merupakan 

tanda bahwa manajer itu ticiak memiliki social intelligence.) 

2. There is no reward system for the members of the BOM. 

3. The manager is perceived by BOM members as too dominant. 

The manager often intends to determine many things, so is too dominant in 

managing CU business. (Manajer itu seringkali mau menentukan semua hal, 

jadi dominan sekali dalam mengatur bisnis kopdit.) 
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The statements from the BOM elicited this response from a manager to me: 

Some of the board members envy us. Because the larger the CU, the higher our 

salary. This is because our performance is acknowledged and praised. On the 

other hand, they don 't get a monthly salary. So, sometimes they are jealous of 

us. (Pengurus itu suka cemburu sosial dengan manajer. Karena semakin besar 

koperasinya, maka kami pasti makin besar gajinya, hal ini karena prestasi kami 

dihargai. Sedangkan mereka tidak digaji bulanan. Jadi mereka kadang-kadang 

agak iri .) 

In addition, according to another manager there is lack of experience and knowledge 

by new members of the BOM, but as they were selected democratically at the AMM, 

the CU has to work with them. In many cases they did not want to listen to the 

incumbent manager, and so they were perceived by managers as arrogant. This was 

stated by one manager: 

There are many new BOM members who have little knowledge about and 

experience of the CU business. However, in many cases they were too arrogant 

to listen to our suggestions. They got lucky being appointed as BOM members 

because they got elected at the AMM. In fact , if judged by their professionalism, 

they are not appropriate to serve on the BOM. (Banyak anggota pengurus baru 

yang kurang pengalaman dan pengetahuan tentang bisnis kopdit, akan tetapi 

n1ereka tidak mau mendengarkan kami, para manajer. Mereka beruntung 

terpilih karena proses demokrasi, padahal kalau dilihat dari sisi 

profesionalisme mereka belum pantas jadi pengurus.) 

Other causes of conflict: 

1. Because usually a report is submitted only once a year to the BOM by the 

manager, it will be too thick for members ofBOM to read and comprehend it. 

2. Some systems are not well defined and are rarely revised, e.g., job description 

(of BOM members and managers), financial management, rules and regulations, 

and the rules about the number of visits by the BOM in one year. 
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Based on the above, both members of BOM and managers have suggested several 

requirements for better relations : 

1. Clear reward system for members ofBOM; 

2. Awareness of members of BOM that the heart of providing service to CU is 

volunteer-based, hence rewards and respect will undoubtedly have to be the 

result of participation in the CU and of services provided. 

3. Clear systems of: 

a. Frequency of reporting from manager to the BOM should be monthly, so 

that the report will not be too big to read. 

b. Managers and members of the BOM must learn from the success of other 

CU s how to enhance the performance of their cooperatives. 

c. Nature of relationship between manager and BOM should be a partnership 

and be complementary, not overlapping. 

d. Process of resolution of conflict between manager and BOM should be 

formulated clearly and be transparent. 

When they discussed the roles of the BOS and the BOM, one FGD participant 

explained: 

The n1ernbers of BOM and BOS are like husband and wife. Whatever the 

husband did, the wife must know, and vice versa. They are one but have 

different responsibilities. This means they should have one voice and respect 

each other. (Pengurus dan Pengawas itu seperti suami dan istri. Apa yang 

dilakukan suaminya, istri harus tau, demikian juga sebaliknya. Mereka satu 

akan tetapi mempunyai tanggung-jawab yang berbeda. Artinya mereka harus 

satu suara dan sa ling menghormati.) 

The function of the BOM is policy making and decision making. The BOM should 

be independent in making policy and decisions, which means that the BOS should not 

interfere. However, the BOS ought to be informed about the background of the reasons 

for making a particular decision. The two boards should therefore consider training for 

members of both the BOM and the BOS imperative to provide a clear understanding of 
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their separate roles, functions and responsibilities, and to prevent the BOS from 

meddling too much. 

6.5.10 Results of Reward System in CU 

Since the membership of both BOS and BOM is volunteer-based, a CU needs to have a 

reward mechanism to serve as appreciation for the work done by the members of these 

boards. 

Several reward systems have been put into place by different CU s. Mostly in big and 

mature CUs, a reward system is well established. For example, in Tangerang, 4-5% of 

the revenue is set aside for the members of the BOM and given on the basis of their 

participation in the CU' s activities. Another reward system besto,vs an award only at 

the end of a BOM member' s period of service. The CUs' umbrella organisation, CUCO 

Indonesia, states in its constitutions (AD/ ART) that the compensation for members of 

the BOM is 10% of the total patronage refund (SHU). 

Another interesting strategy is applied by the Bina Seroja CU to avoid conflict: 

1. The manager and her/his team design the award system for the BOM; and 

2. The manager and her/his team recommend nominations for new members of the 

BOM, with the result that the elected BOM will undoubtedly respect the 

manager. 

6.5.11 Results of the Roles and Responsibilities of Board Members and Managers 
in TRCU 

This section highlights some of the key roles of each function of the organisational 

structure of a TR CU. This is based on the organisational structure of Setia Bhakti 

Wanita, located in Surabaya, East Java. This is the biggest TR CU, with 10,060 

members and total assets ofRp.91.335 .020.839 (± US$9,100,000). 
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Chairwoman I 

. . . . . . 

Annual Members Meeting (AMM) 

Members Saving/Lending Groups: 
I. Group Chairwomen 
2. Group Treasurer 

Group Mentor/PPL 

. . ... 

Figure 6.3 Organisational Structure of a TRCU 

This TR CU has three chairpersons: General Chairwoman, Chairwoman I and 

Chairwoman II. The general chairwoman specialises in policy making and is the 

strategic decision maker. She also represents the organisation to the outside 

stakeholders. Chairwoman I has the main responsibility for managing finance, while 

chairwoman II focuses on organisational matters. 

Other roles in the organisational structure are: 

Treasurer I, who is responsible for recording, checking and making report on 

financial matters in order to assist chairwoman I. In addition, she has to help 

chairwoman I to seek "soft loans" in case the TR CU needs external funds. 
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Treasurer II has more focus on monitoring the financial statements. She has to ensure 

that the financial records represent the facts . She also has to help chairwoman I and II in 

evaluating the organisation's financial performance. 

Secretary I has core activities relating to meetings, i.e., to prepare meeting agendas 

and meeting notes. She is also responsible for education and training activities, working 

\vith chairwoman II and secretary II. Secretary II assists chairwoman II. The activities 

of secretary II are mostly related to education, e.g., preparing future leaders for future 

leadership roles in the organisation, and organising regular training for group mentors. 

The Manager's main activities are to carry out the policies formulated by BOM 

members. She has to formulate standard operating procedures (SOP) which have to be 

approved by members of the BOM. The detailed roles and responsibilities of the 

manager are elucidated in "specific regulations" (Peraturan Khusus) and the "working 

contract". 

The governing board comprises two boards, one with head office functions and one 

with group functions . The role of the head office board in a tanggung-renteng 

cooperative is to employ the manager. There are two types of managers . One manages 

business besides lending and borrowing, which includes selling goods in a store owned 

by the cooperative. The other manager is a "group mentor", i.e. , a mentor of instructors 

(petugas pelatih lapangan!PPL), whose duty it is to assist in group members ' meetings 

and to recruit more group members. 

The second board, of which there is one in each member' s group, comprises a Chair 

and a Treasurer whose duties are to administer the members ' savings and loans, as well 

as leading the meetings. While the decisions are made by the members, the group board 

keeps a record of those who are not up-to-date with their payments and sends out 

reminders of all members ' dues. The PPL, "t-vho mentors the second board, also keeps a 

record of the total savings and loans transacted during a group meeting, and takes the 

money from each group that she assisted to the head office to be deposited. 
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6.5.12 Results FGD- Board Responsibilities in TR CU 

The FGD participants began with explaining that the AMM is the highest authority in 

the organisation. Board members are elected by all CU members at the AMM, which 

means they entrusted by all of the members to manage the cooperative. As a 

consequence, the BOM is responsible to the AMM. 

6.5.13 Results FGD - Roles and Responsibilities of Board of Management (BOM) 
in TRCU 

The BOM makes policies and on behalf of TR CU members manages the organisation. 

It has to evaluate the performance of its own members, i.e. , BOM members and reports 

the result at the AM1vf 

The general chairwoman coordinates all the BOM members ' activities. The 

chairperson I of the BOM is in charge of financial matters, while chairperson II of the 

BOM is responsible for managing program activities, mainly education. 

Secretaries have to take care of administrative matters and are responsible to the two 

Chairwomen. Treasurers have to manage the business activities and finances and are 

responsible to the chairwomen. 

In the BOM meetings, policies are formulated and then communicated to the other 

functions in the cooperative. The meeting agenda is sometimes distributed prior to the 

meetings. 

The employees have to report to the BOM their progress in attaining the set targets . 

All decisions are made in a collective decision-making process, with all groups having a 

vote. 

BOM meetings are held at least twice a month. The meeting early in the month is to 

evaluate the current plan, while the meeting at the end of the month is to discuss the 

next month's plan. 

BOM members are given the mandate by the members to enhance the quality of its 

workforce and of individual members by bringing about a change in their attitude. 

These are achieved through education and the TR system. BOM members hold regular 
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training sessions, called "Advanced Wisdom Training" (Pendidikan Orang 

Dewasa!POD), which is aimed at improving the emotional intelligence of members. 

Group mentors monitor the group activities and are accountable to the BOM. 

6.5.14 Results FGD - Board of Supervisors (BOS) in TR CU 

According to participants in FGD, the BOM' s activities are monitored by members of 

the BOS. However, the FGD participants emphasised that the BOM should have 

responsibility for members, not the BOS, and be made accountable at the AMM. The 

BOS gives advice and makes other input to the BOM and is responsible to the AMM. 

The BOS has to report the results of its assessment to the AMM. The assessment covers 

policies, management and financial performance. The BOS has the right to ask for any 

information it requires to carry out its tasks optimally. The members of both types of 

board are paid staff. 

All functions of the organisation are involved in strategic planning. Those are the 

BOM, the BOS, the PPL, managers and some representatives of members. They usually 

involve an expert as consultant to help formulate the strategic plan. After being 

formulated, the strategic plan is communicated to the members at the AMM. The 

strategic plan is evaluated each year by the BOM, the BOS and members ' 

representatives. The plans are prepared by BOM and BOS. An informal discussion 

meeting (sarasehan) is organised in each group ahead of the AMM to gather input from 

all members. Final annual plans are made known through members meetings especially 

organised to discuss them. Annual plans are reviewed twice a year. 

The BOS and the BOM meet at least once every three months. In this meeting the 

BOM reports on the progress of current activities, and the BOS members convey their 

evaluation of previous activities. The meetings between BOS, BOM, and BOA are held 

at anytime whenever required. 

In the bigger CUs, BOS members are fu11-time paid staff However, in small CUs, 

BOS members are part-time staff, who are required to work three days a week. 
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6.5.15 Results FGD- Manager in TR CU 

According to the FGD participants, the manager's tasks are: 1) supporting the BOM in 

running the business; 2) preparing Income Statements and Balance Sheets; 3) 

submitting daily reports to the general chairwoman. The manager is responsible to the 

general chairwoman. 

6.5.16 Results FGD- Board- Manager Relationship in TR CU 

There is a written regulation according to which the manager is the partner of the BOM 

(Board of Management), that is in organisation constitution (AD). The manager is 

partner to the BOM when it comes to drawing up the regular Budget. The manager 

usually makes suggestions for the planning. The BOM will evaluate the manager's 

performance. The relationship is usually harmonious. 

Efforts are generally made by the TR CU to maintain a good board-manager 

relationship : 

• Maintain intensive open and continuous communication; 

• Conduct regular meetings; 

• Have clear job descriptions; and 

• Have a mediator (usually a charismatic leader) help with conflict resolution. 

In case of conflict, meetings are conducted to discuss the conflict and find solutions 

together using the prevailing regulations (Standard Operating Procedures, etc.) as the 

basis for conflict resolution. 

The FGD (Focus Group Discussion) participants explained that there are some 

reasons why conflict between the BOM and the Manager is rare: 

• There is awareness that the BOM needs the manager to assist BOM members in 

managing the loan, saving and business activities (shops and car rental). 

• The manager is conscious of the fact that she is responsible for meeting the 

cooperative's daily target, and should be able to explain any discrepancy 

between target and actual outcotne. 
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• There is intensive daily communication, creating a close relationship between 

the BOM members, especially the BOM chairperson, and the manager. 

6.5.17 Discussion- Comparison of Board's Relations with Managers in CU and 
TRCU 

Another question in the questionnaire is about the relationship between board members 

and manager. It seeks to find out whether board members monitor the manager or are in 

partnership with the manager; whether the relationship is always harmonious or 

characterised by conflict; and what causes conflict, if any. 

The answers and discussion of this part of the question by both groups of the sample 

are very similar. Most of the time board members are in partnership with the manager. 

Even though the manager is em.ployed by the board members, they work together 

especially in solving difficult problems faced by the CU. The reason that they can be 

partners is because board members are aware that the manager plays a significant role in 

developing the CU; as a consequence they trust the manager. 

However, FGD participants from a CU also indicated that even though they have 

trust in the manager, they must carry out their monitoring function and assess the 

performance of the manager. As such it is considered crucial to have a well-established 

monitoring system to oversee the manager's accornplishments. Audits are part of the 

monitoring system, just as scheduled reporting is an example of the supervision 

mechanism. However, some participants in FGDs indicated that the board members 

seemed not to use the monitoring system strictly. 

FGD participants from the CU indicated that the rela6onship between board 

members and manager was not always harmonious. One of the participants from a CU, 

who was a board member, said : 

When the CU becomes bigger, the manager is usually arrogant, especially to us. 

Sometimes he did not respect and listen to our suggestions. He forgot that the 

reason he could become like this was mainly because of our guidance as well as 

that of all other members. (Manajer itu suka sombong kalau koperasinya sudah 

besar. Mereka kadang-kadang kurang menghargai dan tidak mau 
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mendengarkan saran-saran kita. Mereka kadang-kadang lupa bahwa n1ereka 

bisa begini karena bimbingan kita, pengurus, dan karena partisipasi anggota.) 

This statement got a direct response from a manager, who said: 

Some of the board members have social envy to us. Because the larger the Cl', 

the higher our salary. This is because our performance is acknowledged and 

praised. On the other hand, they don't get monthly salary. (Pengurus itu suka 

cemburu sosial dengan manajer. Karena semakin besar koperasinya, maka kami 

pasti makin besar gajinya, hal ini karena prestasi kami dihargai. Sedangkan 

mereka tidak digaji bulanan. Jadi mereka kadang-kadang agak iri.) 

Looking at the complicated and crucial roles of the manager in a CU, it is certainly 

no surprise that the manager feels that he/she has power and acknowledges that the 

success of a CU is predominantly determined by his/her performance. I-lowever 

interestingly, managers were of the opinion that board members envy them. 

In contrast, the relationship is almost always harmonious in a TR CU. According to 

the FGD participants, board members are fully aware that the manager plays a 

significant role in the success of the TR CU. As such, they work hand-in-hand to 

develop the organisation. 

The manager must report daily to board members, as such monitoring function 

ensures the flow of communication is maintained. Because of the group system in a TR 

CU, there is an ease in working together. 

BOM members in a TR CU undertake daily monitoring, whereas in a CU, the 

manager submits a report to BOM members on a monthly basis, and the meeting is held 

at least once a month. In discussion, it \Vas also reflected that in many cases managers 

were late submitting their report . This means that board members may not be able to 

thoroughly examine the report because the report is too voluminous and complex to 

scrutinise. 

A manager in a TR CU only carries out technical matters, as managerial functions 

are within the scope of work of the chairperson. Therefore board members are paid 

members of staff. The salaries of BOM members in TR CUs are relatively high 
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compared with workers in the private sector. Mrs. Yoos Lutfi, the niece of the founder 

of the TR CU, said to the researcher, with a smile: 

In Surabaya, the board members are very proud to be one. They like to carry 

organisation's souvenir, such as bag or books, in a bus or public places .. Mainly 

because they want to be acknowledged and hope that people would ask: 'Where 

do you work Maam?' She will proudly reply 'In TR CU' . .It's because in 

Surabaya it is widely known that working in TR CU, especially when you are a 

board member, you will be well-paid. (Kalau di Surabaya, pengurus koperasi 

TR bangga. Mereka bangga bawa atribut kita, entah tas atau buku, biasanya 

supaya ditanya orang. .. 'Kerja dimana bu?' Pasti dia akan jawab dengan 

bangga: 'Di Koperasi TR ' ... Karena di Surabaya sudah terkenal kalau pengurus 

koperasi TR pasti besar gajinya.) 

The board members in CU s are voluntary constituents. However, meeting-

transportation cost is provided monthly and at the end of the year, and they will usually 

receive an incentive. The incentive varies from one CU to another depending on the 

agreement between all members as well as the amount of the CU's surplus from the 

whole year of business operation. 

6.5.18 Discussion- Comparision of Manager's Power in CU and TR CU 

In a CU the manager has more crucial activities compared to a manager in a TR CU. 

The roles of the manager in a CU are pivotal, as the following summary shows: 

• Developing saving programs; 

• Analysing and approving credit proposal (up to a certain amount) and ensuring 

the collection of loans; 

• Designing several kinds of loan arrangement; 

• Designing a method of calculating dividends; 

• Planning, coordinating and controlling the budgeting and working agenda 

(saving-lending business and education) ; 

170 



• Providing coaching and developing the skills and professionalism of staff in a 

cu~ 

• Building, maintaining and developing relationships and collaboration with 

internal and external stakeholders; 

• Providing up-to-date and relevant information to board members; 

• Conveying report of job accomplishments and budget spending regularly to 

board members; and 

• Carrying out the tasks assigned by board members. 

The responsibilities of the manager in a CU thus encompasses credit policy, financial 

management and organisational aspects (human resources development and 

collaboration with stakeholders). 

In a TR CU the financiaJ management is under the contro] of Chairwoman I while 

organisational matters (e.g. , human resources development and collaboration with 

stakeholders) are carried out by Chairwoman II. Credit policy is mainly decided by the 

group members. The final decision is rnade by the General Chairwoman before seeking 

approval at the Mfl\1. 

In a CU the manager has to consider whether to approve or refuse a loan application, 

whereas in a TR CU, this role is carried out by all members of a group loan. This makes 

the tasks of a manager in a TR CU a lot easier and less risky, because she only manages 

technical operations. As a result, a manager in a TR CU has less power than a manager 

ina CU. 

6.5.19 Discussion- Comparison of Board's Scope of Works in CU and TR CU 

Asset protection is much more secure in a TR CU than in a CU, because the loan 

approval decision is made by more than one person. This makes the scrutiny very much 

thorough and careful. 

When a CU is still small with low total assets, it mostly forms a special commission 

to examine loan applications. However, as the organisation develops with bigger total 
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assets, credit activities tend to come under the manager's control, with a team under 

his/her coordination and supervision. Henceforth, the manager becomes the vital 

element in the CU, for his/her knowledge of the organisation's main source of fund is 

greater than that by all other persons in the organisation. 

On the other hand, there is a strong aspect in the TR CU system, despite its so-called 

"traditional" mechanism, namely, the distribution of risk among members and the 

division of power among board members. On the other hand, in a CU, the risk is centred 

in the "hand" of a powerful person, namely, the manager. This power confers 

dominance, giving the manager a very crucial role. As a consequence, the enforcement 

of "law" is weak in a CU, probably due to the manager' s historical performance that 

makes board members reluctant to impose penalties. 

The manager' s role, besides managing operational activities, is to be an information 

provider for the board members. The manager is able to reveal or hide information from 

the BOM, e.g ., he/she can select \Vhich information it is safe to reveal out of regard for 

his/her position. In a TR CU this does not occur, because the manager's role is very 

technical. 

6.6 Other Findings and Discussions 

Following the FGDs, several informal discussions were conducted with some key 

people from CU s and TR CU s about the main problems they think they face regarding 

governance. Some of the findings are highlighted in this section. 

People from CUs were asked why managers seemed to be very powerful in some 

CUs, especially those which already had a high level of total assets. The reason for this 

enquiry was based on a remark made in the FGD, when a board member mentioned that 

a manager can be very arrogant and will not listen to advice from the board. This was 

reinforced by another remark that a large CU in Jakarta intended to refrain from 

continuing membership of the CUCO Indonesia network because the manager in that 

CU considered that they were independent enough, and no longer needed support from 

the CUCO. 
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Those key people in the FGD outlined some of the reasons why a manager 

sometimes became very powerful. One reason is that many board members are lay 

members, being elected because they are were well known with good reputation, 

charismatic, and sought after because of previous positions in the private or government 

sectors, and perceived as being morally upright. In many instances they have little 

knowledge of management, let alone the cooperative business. On the other hand, 

managers are usually employed based on their background of professionalism, academic 

qualifications and working experience. Consequently, a manager is more adept in 

running the business, and the board members will be inclined to approve most of the 

manager ' s proposals. 

Another reason is that board members change every five years, while a manager may 

remain in the position until retirement. As a result, since board members are different 

people every five years, they will tend to continue what the previous members had in 

agreement with the manager. So long as the manager keeps the organisation growing, 

and does not make a fatal mistake, he/she will probably be in charge until retirement. 

Furthermore, as long as the board members receive their monthly "transportation 

fee" and annual incentive, they will tend to be "nice and peaceful" in their roles until 

fresh elections are called, and will not usually intervene in the manager' s work. 

Even though a manager has to ask approval from board members whenever a loan 

application exceeds a pre-determined threshold, he/she still has the power to make the 

final decision. In many cases, since board meetings may be held once a week, a 

manager may sometimes process a loan application above the board authorised 

threshold without board approval, on the grounds that the application was urgent and 

required an immediate decision. The loan will typically be ratified in the subsequent 

board meeting, and no penalty imposed on the manager because of a persuasive 

rationale. 

Key people from CUs were also questioned about the main problems they thought 

might arise that could be detrimental to development of the organisation, if the board 

was taken for granted. They felt a sense of weakening solidarity, increasing competition 

from banks because of banks extending their markets into small towns and even 
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villages; and the unpreparedness of CU staff to respond to significant organisational 

developments. 

Another circumstance revealed in the FGD concerned a "members recruiting 

program". Secondary CU s are now campaigning for an "Ideal CU", which is a CU with 

more than 1000 members. As a result, CU s are trying to attract as many new members 

as possible, and one incentive offers a bonus in a "member-get-member'' program. 

Consequently members try to recruit as many friends as possible to become part of their 

CU s. The danger is that they do not provide them with enough knowledge about the 

desirability of joining a CU. At the same time the staffs of the CUs are not yet prepared 

to serve a large number of members. 
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Chapter Seven 

Board members performance in CU and TR CU 

This chapter is the elaboration of the results in Study 4, which had three objectives, i.e.: 

1) To produce assessment tools tailored to Indonesian context 

2) To evaluate the performance of board members and qualitative organisational 

performance as well as fmancial performance of CU s and TR CU s using the 

aforementioned assessment tools 

Study 4 aimed to answer research question no. 3, that is: What are the performances 

of board, organisational as well as financial performance in Indonesia's CUs? 

In chapter four there was explanation about how current researcher developed the 

tools to measure those performances. Therefore this chapter will start directly with 

explanation about the results. 

7.1 Questionnaire of Board Performance Assessment Tool (BPAT) -
Dimensions Classification 

In this section the survey instrument will be explained in the context of the 

dimensions outlined in the theoretical framework in Section 4.1, and briefly reiterated 

here to remind of connections with perspectives employed in this research. The meaning 

of each dimension is excerpted from Chait, Holland, and Taylor (1991) as well as 

Brown (2005). 

Contextual Dimension. This dimension refers to a board member's ability to adapt 

to the culture and norms of the organisation, use the organisational mission, values, and 

traditions to make effective decisions, and use their actions to reflect the organisation's 

value. The contextual dimension in relation to agency theory means: 

• Board members recognise the importance of honouring historical precedence 

and the mission and direction of the organisation. 
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• Board members monitor organisational functions to ensure commitment to the 

organisation's mission and values. 

• Board members understand the history, traditions, and nnss1on of the 

organisation. 

Relevant statements were classified into positive and negative groups. The negative 

statements are highlighted in pink colour in the following table. 

Table 7.1 Statements About The Contextual Dimension. 

Contextual (Xa) 
# Statements 

5. Cooperative's history and traditions are always explained in the orientation programs for new 
board members. 

27. At least once a year, the board asks the manager to articulate his/her vision for the future of 
the cooperative, and strategies to realise that vision. 

28. I have been present in board meetings where discussions of missions and cooperative 
principles were key factors in reaching a solution on aproblem. 

37. One of the reason I joined the board was that I believe strongly in the values of cooperative. 
44. The board has made a key decision that I believe to be inconsistent with the mission of this 

cooperative. 
48. It is apparent from the comments of some of our board members that they do not understand 

the mission of the cooperative very well. 
50. There have been occasions where the board itself has acted in ways inconsistent with the 

cooperative' s deepest values and principles. 
56. This board does not recognise special events in the Jives of its members. 

Statement No. 56 appears to reflect the value of having concern for other people's 

circumstances, for example recognising that a n1ember may be in mourning. If the board 

acknowledges this and takes an action, it reflects the organisation's value system as well 

as the success of the board' s monitoring function. 

Political Dimension. The board members maintain good relationships with 

key/major constituencies. They regularly consult as well as communicate with them; 

respect the roles and responsibilities of other stakeholders; and minimise conflict. The 

political dimension is related to resource dependency theory in the following respects: 

• Board members maintain connection with the community and members with the 

aim to attract financial resources and foster public relations, effectively 

functioning as boundary spanning. 

• Board members must be vocal advocates for the organisation. 

• Board members must work with stakeholders. 
176 



Table 7.2 Statements About The Political Dimension 

Political (Xb 1) 

# Statements 
1. The board routinely takes steps to keep informed about important trends in the larger 

environment that might affect the cooperative. 
3. Board meeting has bad discussion about bow to handle problems that had never been 

anticipated before. 
7. An annual report on this board's activities is prepared and distributed to all relevant 

stakeholders. 
12. There are several board members who are responsible for maintaining good relationships and 

channels of communication with specific key important leaders who are directly or not-
directly related to the cooperative. 

20. I have been in board meetings where explicit attention was given to the concerns of the 
community. 

38. The board discusses events and trends in the larger environment that may present specific 
opportunities and make the cooperative more acknowledged. 

54. At times this board has appeared unaware of the impact its decisions will have to 
coo_perative's members or our service community. 

Strategic Dimension. The board formulates organisational strategies. It concentrates 

on the process, organises itself, anticipates issues and acts on the matter before it 

becomes urgent or critical. The strategic dimension in relation to resource dependency 

theory consists of: 

• Board members' capability in strategic planning; 

• How the board makes a decision; 

• How board members interact; and 

• How board members ensure a strategic approach to the organisation's future. 
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Table 7.3 Statements About The Strategic Dimension 

Strategic (Xb2) 

# Statements 
6. The board sets clear organisational priorities for the future. 
22. At our board meetings, there is at least as much dialogue among board members as there is 

between them and the administrators. 
30. The board often discusses where the cooperative should be headed five or more years into the 

future. 
32. Within the past year, the board has reviewed the cooperative's strategies for attaining its long-

term goals. 
33. The board reviews the cooperative' s mission at least once every five years. 
43. Board members are seldom able to communicate the connection between operational 

problems and the strategic plan. 
45. The board often requests that a decision be postponed until further information can be 

obtained. 
46. Our board meetings tend to focus more on current concerns than on preparing for the future. 
49. The board has on occasion evaded responsibility for some important issue facing the 

cooperative. 
55. This board tries to avoid issues that are ambiguous and complicated. 
57. The board faces many policy questions that do not have clear answers. 

Analytical Dimension. The board concedes the intricacy of matters and recognises 

the possibility of obscurity and different interpretations in critical discussions. 

Specifically, the board scrutinises an issue from the perspective of the executives, 

examines all aspects of subtle matters, and encourages different opinions. The analytical 

dimension is related to the group decision process, which explains the: 

• Board' s capacity to dissect (scrutinise) complex problems and draw on multiple 

perspectives; and 

• Board's ability to include a multiplicity of votces tn dissecting difficult 

problems. 
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Table 7.4 Statements About The Analytical Dimension 

Analytical (Xcl) 

# Statements 
4. Our board explicitly examines the "downside" or possible pitfalls of any important decision it 

is about to make. 
8. The board communicates its decision to all those who are affected by them. 
10. If our board thinks that an important group or constituency is likely to disagree with an action 

we are considering, we will make sure we learn how they feel before we make the decision. 
11. Differences of opinion in board decisions are more often settled by "musyawarah untuk 

mufakat" than voting. 
13. The board periodically sets aside time to learn more about important issues facing 

organisations like the one we govern. 
15. The board is as attentive to how it reaches conclusions, as it is to what is decided. 
18. When faced with an important issue, the board often "brainstorms'' and tries to generate a 

whole list of creative approaches or solutions to the problem. 
26. I have participated in board discussions about what we can learn from a mistake we have 

made. 
29. Before reaching a decision on important issues, the board usually requests input from a person 

likely to be affected by the decision. 
36. I have been in board meetings where the discussion focused on identifying or overcoming the 

organisation's weaknesses. 
41. The board delays action until an issue becomes urgent and critical. 

Educational Dimension. The Board provides opportunities for development of the 

executives through education. It regularly makes a self assessment, measures its own 

performance to identify strengths and weaknesses and investigates its mistakes. The 

educational dimension is also related to group decision process theory, where an 

effective board must ensure that: 

1. Tntstees are well informed; 

2. Create opportunity for trustees and board members' education; and 

3. Seek feedback on their performance (Chait, Holland, & Taylor 1991, p.26). 

Specifically this dimension means that board members: 

1. Understand their roles; 

2. Ensure all members are fully oriented; 

3. Make changes of procedures and structures; and 

4. Identify \.:veaknesses that contribute to poor decisions. 
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Table 7.5 Statements About Tbe Educational Dimension 

Educational (Xc2) 

# Statements 
9. At least once every two years, our board has a retreat or special session to examine our 

performance, how well we are doing as a board. 
14. I can recall an occasion when the board acknowledged its responsibility for an ill-advised 

decision. 
17. I find it easy to identify the key issues that the board faces. 
19. When a new member joins the board, we make sure that someone serves as a mentor to help 

this person learn the ropes. 
21. I have participated in board discussions about the effectiveness of board performance. 
23. I have participated in discussions with new members about the roles and responsibilities of a 

board member. 
24. The leadership of the board typically goes out of its way to make sure that all members have 

the same information on important issues. 
25. The board has adopted some explicit goals for itself, distinct from goals it has for the total 

organisation. 
31. New members are provided with a detailed explanation of this organisation's mission when 

they join the board. 
34. The board has conducted an explicit examination of its roles and responsibilities. 
47. I have never received feedback on my performance as a member of the board. 
52. The board does not allocate organisational funds for the purpose of board education and 

developments. 
53. Other board members have img_ortant information that I lack on key issues. 

Interpersonal Dimension. The Board encourages a sense of inclusiveness among 

executives, develops group goals and acknowledges group accomplishments, as well as 

encouraging leadership amongst the executives. 

In this light, the Board provides the executives with an equal opportunity for 

participation, obtaining information, influencing results, and being critical. The 

interpersonal dimension is the third dimension that is related to group decision process 

theory. This dimension reflects the: 

1. Board as a group must: 

a) Create a sense of inclusiveness; 

b) Set goals for themselves; and 

c) Groom members for leadership. 

2. Board must address basic group processes to ensure the ability to optimise the 

talents of board members; and 

3. Board practices, e.g., formal agenda setting, can help board perform effectively. 
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Table 7.6 Statements About The Interpersonal Dimension 

Interpersonal (Xc3) 

# Statements 
2. I have participated in board discussion about what we should do differently as a result of a 

mistake the board made. 
16. Most of board members tend to rely on observation and informal discussion to learn about 

their roles and responsibilities. 
35. I am able to speak my mind on key issues without fear that I will be ostracised by some 

members of the board. 
39. The Board values high "azas kekeluargaan" in carrying out their functions and duties. 
40. The board applies "gotong-royong" principles in carrying out their functions and duties. 
42. I rarely disagree openly with other members in board meetings. 
51. The board relies on the natural emergence of leaders, rather than trying explicitly to cultivate 

future leaders for the board. 

7.2 BP AT - Results and Discussions 
Data was collected from a total of 237 respondents in Jakarta and East Java. These 

respondents were segmented into 99 from TR CU s, and 13 8 from CU s. 

The following tables show the numbers, status and distribution of survey respondents 

in Jakarta and Surabaya. 

Table 7.7 Respondents in Jakarta and Surabaya (No.) 

Type of Organisation 
Position cu TRCU Total 

No. No. No. 
--

Position Board of Supervisor 6 10 16 
Board of Advisor 4 4 8 
Board Chair 15 23 38 
Manager 19 30 49 
Board Member 36 50 86 
CU Members 3 9 12 
Employee 16 12 28 

Total 99 138 237 

Table 7.8 Respondents in Jakarta and Surabaya (0/o) 

Type of Organisation 
Position cu TRCU Total 

% % % 
Position Board of Supervisor 6.1 7.2 6.8 

Board of Advisor 4.0 2.9 3.4 
Board Chair 15.2 16.7 16.0 
Manager 19.2 21.7 20.7 
Board Member 36.4 36.2 36.3 
CU Members 3.0 6.5 5.1 
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I Total 
I Employee 16.2 8.7 11.8 

100 100 

From the table above, it can be seen that the variety of respondents is quite diverse, 

with board members being the largest category of respondents. 

The choices in the BPAT and QPAT questionnaires follows a Likert scale, with values 

as shown in Table 7.9. 

Table 7.9 Likert Scale for BP AT 

Value Description 
4 SA = Strongly Agree 
3 A= Agree 
2 D= Disagree 
1 SD = Strongly Disagree 

A cross-tabulation was effected between the answers for each dimension and the 

status of the respondent. The analysis was commenced based on the highest answer 

from the manager group, then contrasted with the answer made by the board 

chairpersons. This was done to verify Brown' s (2005) fmding that the board 

chairpersons always value themselves higher than the managers. 

Since there are two type of statements in the BPAT, that is, a positive and a negative 

statement, the analysis is segmented. The positive statements imply that the respondents 

agree that Board Members are competent. On the other hand, negative statements 

signify that the respondents agree that Board Men1bers's ineptitude in accomplishing 

their tasks. 

Table 7.10 Answers to Positive Statements 

Average Highest Average Percentage of Percentage 
Highest score of answer by score of Managers ofBCs 

Dimension answer by Manager's Board BC's that that 
Manager answered answered answer Chair (BC) answer "Agree" "Agree" 

Contextual A_gree 3.25 Agree 3.00 20.4 21.1 
Political Agree 3.33 Agree 3.17 22.4 18.4 
Strategic Agree 3.20 Agree 3.00 24.5 18.4 
Analytical Agree 3.60 Agree 3.00 12.2 2.6 
Educational Agree 3.30 Agree 3.10 14.3 2.6 
Interpersonal Agree 3.00 Agree 3.00 18.42 23.7 

14 "columns do not sum correctly due to rounding". 
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Brown's (2005) findings show that Board Chairs tend to value high for themselves, 

while managers are likely to give a lower value to board performance. The findings of 

this research, particularly for "positive questions", shows the opposite. Most of the high 

scores, i.e., agree to positive questions, are given by managers. 

Table 7.11 Answers to Negative Statements 

Average Highest Average Percentage of Percentage 
Highest score of answer by score of Managers ofBCs 

Dimension answer by Manager's Board BC's that that 
Manager answered answered answer Chair (BC) answer "Disa2ree" "Disagree" 

Contextual Disagree 2.00 Disagree 2.25 44.9 21.1 
Political Disagree 2.00 Disagree 2.00 69.4 73.7 
Strategic Disagree 2.17 Disagree 2.17 18.4 15.8 
Analytical Disagree 2.00 Disagree 2.00 44.9 60.5 
Educational Disagree 2.00 Disagree 2.00 40.8 44.7 
Interpersonal Disagree 2.00 Disagree 2.00 44.9 47.4 

In the same vein, the answers from managers to negative statements especially for 

the "contextual dimension" is lower than that for the board chairs. The lower score for 

the negative statements indicates a tendency towards "strongly disagree", as this answer 

has a Likert scale value of 1. The other manager's answers for negative statements are 

the same as the board chairs. This entails the same opinion about the "level" of 

incompetence of the board members. 

In the researcher's opinion, this points towards the application of stewardship theory 

in both types of organisation. The results show that managers are being objective, 

because they are not reluctant to give high appraisal to the board members' 

performance. In the same way, they are critical about the ineptitude of the board 

men1bers. This means managers can be trusted and they can become partners to the 

board members. The manager is honest, truthful, and dependable because the manager 

gives high value to board capability, but when the occasion demands, critically 

acknowledges its incapability. 

The results of the ranking based on the highest score of all answers for positive 

statements, is shown in the following table, showing the highest score of all answers by 

all respondents for positive statements: 
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Table 7.12 Dimension and Average Score for Positive Statements 

Dimension Average Score 
Interpersonal 3.3162 
Analytical 3.2807 
Political 3.2719 
Conte:>..1ual 3.2398 
Educational 3.178 
Strategic 2.9783 

The results are analysed in relation to the theories of agency, resource dependency 

and the group decision process. 

7 .2.1 Analysis of Positive Questions 

From all of the answers mad-e by all respondents, it is apparent that " interpersonal 

dimension" for positive statements recorded the highest score, the second highest being 

the "analytical dimension". Both dimensions are a measure for group decision process 

theory. As such group decision process theory is superior to other theories in the 

surveyed context. According to this theory, board members encourage a sense of 

inclusiveness among executives develop group goals and acknowledge group 

accomplishments, and support leadership amongst the executives. 

In accordance with the interper ona1 dimension, all respondents acknowledged that: 

• There are discussions about hovv to enhance board members' performances; 

• Board metnbers intend to gain a better understanding of their roles and 

responsibilities tlrrough informal discussions; 

• Board members do not exclude from the ''society" those who offer suggestions 

or opinions about key issues that the organisation is facing; and 

• Board 1nembers value highly, and apply local wisdom related to CU values, such 

as azas kekeluargaan and gotong-royong (family-values principles and mutual 

help) . 

On the other hand, the strategic dimension is accorded the lowest value. This means 

the board members need help from the manager(s) in strategic decision making. As such 

board members and managers should be in partnership. 
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7.2.2 Analysis of Negative Statements 

The average score of all answers by respondents to negative statements by dimension 

were also ranked and summarised in the table below: 

Table 7.13 Dimension and Average Score for Negative Statements 

Dimension Average Score 
Strategic Negative 1.9961 
Contextual Negative 1.9852 
Interpersonal Negative 1.9451 
Political Negative 1.9367 
Educational Negative 1.923 
Analytical Negative 1.6456 

The results show that the highest score is strategic dimension. Negative statements 

for strategic dimension indicate the inability of board members to find connection 

between operational problems and strategic plan; board members' tendency to postpone 

decision~ lack of preparation for future conditions of the organisation; and board 

members ' inclination to avoid complicated issues. 

This is consistent with the result from positive statements, which shows low average 

score for strategic dimension. This means that board members' professionalism in 

strategic activities is poor. In this ca e, the board members must be supported by 

manager in making long term direction~ as part of strategic planning. 

7.3 BPA T Open-ended Questions- Results and Discussion 

In this section will be described the results from two groups of respondents, CU and TR 

CU, who answered open-ended questions in the Board Performance Assessment Tool 

(BPAT). Specifically, the questions were: 

58. Give examples of how azas kekeluargaan is applied in your cooperative. 

59. Give examples of how azas gutong-royong is applied in your cooperative. 

60. Which cooperative principles do you consider are mostly required in enhancing 

the cooperative's performance? 
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7 .3.1 Reasons for Choosing Azas Kekeluargaan and Gotong-Royong 

There are several reasons why two local wisdoms were included in the survey 

instrument, which will be elaborated below. 

Cooperatives in Indonesia, according to the Law of Cooperative No. 25, 1992, 

particularly Chapter II deaJing with Article 1, is based on asas kekeluargaan. This 

means a cooperative, as a business entity which is run collectively, should have a 

system like a family . 

Azas means principle, keluarga means family, kekeluargaan is the adjectival form of 

family which represents family values. Therefore, azas kekeluargaan means family-

values principle. 

This specifies that a cooperative should operate like a family, where each member of 

the family ought to help each other. Based on the family-value principle, a cooperative 

is considered to be a collective business. This system of managing the business 

collectively, based on this principle, is usually called gotong-royong (mutual help), 

which points towards the collective spirit (Hadhikusuma 2000). 

Therefore this family-value principle does not mean an intimate relationship where 

all mistakes or fraudulent or manipulative acts are tolerated. On the contrary, this means 

collective control as well., where each men1ber must ensure that the business is run in 

the right way, and assets are jointly protected. 

Gotong-royong in terms of reciprocal help tn the cooperative has a broad 

connotation. It involv~ shared work within the organisat1on, which are well-planned, 

and performed constantly7 so as to ensure the organisation is sustainable (Hadhikusuma 

2000). Shared work does not only mean the distribution of work equally, but also means 

sharing capital to finance the operations of cooperative. This principle is driven by the 

spirit to work hand-in-hand, with a willingness to take collective responsibility, and not 

prioritising self interest. 
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7 .3.2 Highlights of Findings 

The outcome of the survey shows there is not much difference between answers 

provided by respondents from CU s and TR CUs. Therefore the answers will be 

combined and those most prominent, emphasised. 

7. 3. 2.1 Application of Azas Kekeluargaan 
Most of the responses called attention to the folJowing activities: 

1. Prioritising musyawarah untuk mujakat: that is, having one decision after 

discussions that consider all opinions and suggestions, to solve problems in the 

CUs. (CU and TR CU) 

2. Applying a personal approach to cope with non-performing loans. This refers to 

actions toward those who cannot make payments on time or complete their loan 

requirements. The expected actions would include asking the reasons for non-

payment, helping o find a solution to the problem through revising the payment 

reschedule being patient in collecting the instalments, and giving more 

consideration in future to the character of the men1bers ·who are applying for 

loan, rather than the collateral offered. Thus the application of the family-value 

approach. (CU) 

3. Charging lower loan interest rates to members who suffer financial misfortune, 

and for loans required for education and medical purposes. (CU) 

4. Providing a mentor or guidance, coaching, and consultation with respect to 

managerial, or entrepreneurial ski lls~ to the members who need it. Through this 

activity, it is expected that the members may improve their business skills, 

leading to enhanced economic circumstances. (CU and TR CU) 

5. Setting aside a "solidarity fund" to help those who are victims of natural disaster, 

in grief because of the loss of a family member, and suffering from illness. (CU 

and TR CU) 

6. Having an insurance fund to cover the Joan of members who die. (TR CU) 

7. Carrying out philanthropic activities such as visiting sick members, giving 

donations for the poor during Christmas and Islamic ldul Fitri days, organising a 

187 



free medication program for the local poor community, and providing 

scholarships for children from disadvantaged families, etc. (CU and TR CU) 

8. Practising mutual respect with all members, regardless of cultural differences 

(ethnic, religious, traditions) and social status. (CU and TR CU) 

9. Having a regular family gathering event. It is expected that not only the c·u 
members become closer and know each other better, but their families can 

become acquainted. (CU and TR CU) 

10. CU seeks approval from the loan applicant's spouse. (CU) 

11 . Applying the TR system strictly and consistently by self-discipline, attending 

regular group meetings, and being open and honest in the loan application. (TR 

CU) 

7.3.2.1.1 Discussion about Azas Kekeluargaan 
There are some distinctions that can be made to help explain the nature of the CU and 

TR c·u. In response from the TR CUs, there was no suggestion that special treatment is 

given to those who are disadvantaged or experiencing problems in making instalments. 

On the other hand, CU' s refer to two particular methods of handling this situation, 

namely the personal approach~ and charging a Io,ver interest rate to poor tnembers and 

those who are temporarily unable to make an instalment on time. 

In tanggung-renteng this was not suggested. This may be because they already have 

a TR System which covers the risk of defaulting members by having all other members 

in a group meeting, cover unpaid instalments. Consequently the member that fails to 

pay on time will have to make a double instalment at the next meeting. Therefore, a 

different schedule of interest rates is not considered necessary, because the members 

share the burden and carry it together. In other words, the all members are treated 

equally. 

As for CUs, since they operate like banks, they do not have a specific system to 

mm1m1se non-performing loans, which may be the reason why they offer such 

solutions. 

188 



With regards to the selection of the debtor, both types of cooperatives emphasise 

only the 3Cs as part of the five Cs of credit, that is character, collateral, and capital 

(Gitman 2007). Character refers to a person's moral or past record; collateral is the 

value of the asset that the member uses to secure the loan; and capital denotes the 

capital funds owned by the cooperative/CUs, with the greater the capital funds they 

have, the more loans they can provide. 

In TR CUs, the assessment of character is undertaken from the onset, that is, when an 

existing member recommends a prospective member. When someone proposes a new 

member, the existing member has to be confident enough that this person is morally 

upright, otherwise all members in the group will have to carry the burden if the new 

member fails to repay the loan. This is not the case in a CU. In addition the prospective 

TR CU member should be perceived as having sufficient capacity to repay the funds 

advanced by way of the loan. 

Azas kekeluargaan is a principle that when applied will result in good behaviours, 

such as caring for others, discipline, empathising with another's circumstances, and 

honesty. 

To allow this family-value principle to occur m an organisation, the following 

conditions are proposed: 

1. The people who wiH practise the principle usually know and ttust each other, or 

are members of the same particular group(s) (e.g., arisan group, credit union, 

sport group) or communities (workplace, school, a class in a co11age, etc), or live 

in one's neighbourhood. 

2. This "family member" treatment does not mean literally, but refers to a process 

of caring and being concerned with other people's problems. This also means 

being tolerant to differences in ethnic, religion, traditions, and other cultural 

influences. 

TR CU members believe that azas kekeluargaan is already embedded in the Mutual 

Liability system. Therefore, by consistently practising this system, the cooperative is 

already applying the family-value principle. In the discussions, they accentuated some 
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important aspects of the TR system, particularly about azas kekeluargaan. They are as 

follows: 

1. Having concerns with other members through being disciplined in regularly 

attending a monthly meeting. They consider the regular group meeting as 

imperative, because here they will gather like one family discussing problems 

faced by the members who want to share and find a solution together. 

2. Being open and honest, trusting each other, understanding other's problems, and 

having no suspicion toward each other, are an application of azas kekeluargaan. 

7.3. 2. 2 Result- Azas Gotong-Royong (Mutual Help) 
The findings are elaborated separately for each group of the sample_ 

7.3.2.2.1 Answers from TR CUs 
Below are the answers from respondents frotn TR CUs about the examples on how azas 

gotong-royong is applied in their organisations: 

1. Working together helping a member who has been through a calamity, such as 

the house was demolished by fire, working voluntarily by either providing 

physical, or monetary, contributions to help rebuild the house~ 

2. Working together to ensure the success of a special event: the CU's anniversary, 

a workshop, seminar, training, etc.; 

3. Working together voluntarily to build an office (TR CU office); 

4. Gathering money to support the building or renovation of an office; 

5. Gathering money, food, clothes to help victims of a mud-flow in East Java, 

which at the time inundated 11 villages and covered 565 hectares with mud 

(Lenakoly 2008)~ this included covering the debts of those victims who were 

members of TR CUs in the area; 

6. Repaying a defaulting CU ' s debt to the Bank of Indonesia (Federal Reserve 

Bank in Indonesia); members donated land to be used as the CU's office; 
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7. Collecting monies to buy land and building for the cooperative; 

8. Giving a priority loan to members who most need the funds; and 

9. Being disciplined in carrying out one's own tasks and responsibilities in the CU. 

7.3.2.2.2 Answers from CU 
Below are the answers from respondents from CU about the examples on how azas 

gotong-royong is applied in their organisations: 

1. Some respondents asserted that gotong royong has the same meaning as "berat 

santa dipikul, ringan sama dijinjin!{'. This is a popular phrase in Bahasa 

Indonesia which means "either heavy or light yoke should be carried together"~ 

2. Providing co11atera1 col1ectively to help a member who needs to borrow funds 

but do not possess adequate collateral; 

3. Voluntarily providing help for education and mentoring to newly established 

cooperatives; 

4. Members offering support to a cooperative's management and board members 

by providing advice, thoughts or suggestion whenever they face probJems; 

5. Working with other CUs~ 

6. Helping members who are in sorrow, for example: preparing house for praying, 

donating food, taking care of administrative matters for funeral, etc. ; 

7. Solving CU' s problems together by having discussions and accommodating 

collective suggestions among members; 

8. In organising the AMM, the CU establishes a special committee of members to 

help arrange the event; 

9. Board members and the manager helping each other in the c ·u's daily operations 

so as to make the cooperative business run well; 

10. Visiting primary cooperatives/CUs to provide help when needed~ 

11. Care for the community and environment surrounding the CU; helping the 

community to build public services or clean the environment of kampung; 
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12. Providing employment opportunities for the family of the cooperative's 

members; and 

13 . Blame for a wrong decision should not be personally attributed, since the 

decision should have been made collectively, and consequently all board 

members have to resolve the matter together. 

7.3.2.2.3 Discussion about Azas Gotong-Royong 
There is a slight difference between the family-value principle and mutual help. Mutual 

help is practised primarily because of some particular circumstances. Those occur when 

a group of people need to organise a special occasion and to respond to an unexpected 

situation, which could be an incident (e.g., catastrophe) or an event (e.g. , an impromptu 

visit by important government people). \Vhenever it happens the members will work 

together to give help voluntarily. Some of the reasons for such involvement are a 

personal concern, a sense of reciprocity and sometimes to avoid social control. A non-

participating member will feel awkward if others are busy helping while she/he does 

nothing. They also feel that if the same thing happens to them and nobody helps, then it 

will cause trouble. In addition, they will be ignorant of other members talking about 

them and considering them insensitive, selfis~ or opportunist. 

There was a case in 1985 when metnbers of a TR CU in Malang, East Java made a 

loan repayment to the Bank Indonesia There had been financial manipulation by a 

manager who used a loan for his own benefit. It was the first time that a TR CU had 

hired a male as manager. The cooperative had to repay the loan that they had secured 

from a bank However since the TR CU could not repay normally within the limit of the 

credit period, soothe repayment schedule was revised and the payments made directly 

to the Federal Reserve Bank The loan repayment ended in 2005, after 23 years of 

instalments. Because of this bad experience, TR CUs have since never accepted males 

as members in the cooperative. They do have male employees for administrative matters 

but not as members or manager. 

This shows how strongly mutual-help is implemented in TR CUs. Even though 

somebody else perpetuated the fraud, all members were obliged to and willing to take 
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care. They wanted to revive the organisation because they understood its invaluable 

benefit . 

7. 3. 2. 3 Result - Cooperative Principles 
The following remarks will bear on the results ofthe last open-ended question, i.e., 

60. Which cooperative principles do you consider are mostly required in enhancing a 

cooperative's performance? 

Most of the answers refer to ICA cooperative principles, as follows: 

• Voluntary and open membership (Keanggotaan sukarela dan terbuka); 

• Democratic member control (Pengendalian oleh anggota-anggota secara 

demokrasi) ~ 

• Member economic participation (Partisipasi ekono1ni anggota); 

• Autonomy and independence ( Otonomi dan Mandiri) ; 

• Education, training, information (Pendidikan, pelatihan, dan informasi); 

• Cooperation among cooperatives (Kerjasama dian tara koperasi); and 

• Concern for the community (Kepedulian terhadap komunitas) (ICA 2007) 

The frequency of responses are listed in the following tabulation: 

Table 7.14 Frequency of Response About Cooperative Principles 

Credit Union Tanggung-Renteng CU 
Cooperative Principle No. Cooperative Principle No. 
Education, trdining and information 46 Education, training and information 20 
Democratic member control 34 Concern for commmrity 11 
Voluntary and open membership 32 Democratic member control 9 
Concern for community 24 Cooperation among cooperatives 6 
Autonomy and independence 22 Voluntary and open membership 4 
Member economic participation 21 Autonomy and independence 3 
Cooperation among cooperatives 21 Member economic participation 3 

There are other principles involved which are not part of the ICA, those being: 
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Table 7.15 Frequency of Response About Other Principles 

Credit Union Tanggung-Renteng CU 

Other Principles No. Other PrinciJlles No. 
Transparency, honesty, and openness 31 Honesty 30 
Accountability, trust, and discipline 
(being disciplined makes people become 6 Discipline 28 trustworthy and accountable to the 
members) 
Fairness 5 Openness 27 
Trilogy of CU (three pillars of CU: Musyawarah (discussion that includes all Education; Solidarity; and Self-help 4 26 
(Elias 2008)) opinions to come up with one decision) 

Togetherness 25 
Clear vision and mission and compliance 

4 
Responsibility 23 

with them Gotong-royong 19 
TR System 14 

Some additional responses from both organisations are worthy of note: 

• Moral uprightness; 

• Good service to the members· 

• Sincerhy; and 

• Preparing a pool of future leaders. 

7 .3.2.3.1 Discussion about Cooperative Principles 
Most of the responses imply a mutual benefit as well as mutual concern and mutual 

liability. There is a mutuality of acti ities occurring in these communities. This is due to 

the presence of a culture of mutual-help (gotong-royong) since ancient times. Mutual 

help starts with a sense of concern tov1ard others, however in its development gotong-

royong becomes an 4'obligation". This is because there will be social punishment for 

those who do not provide help. Such mutual-help actions may arise spontaneously, be 

reward-driven, or fulfil a social obligation (Suwondo 1982). 

As such, mutual-help can be in the form of someone helping someone else or 

working together to achieve one particular objective based on a concern to help others. 

The motivation can be a good deed, sincerity, or expectation of obtaining an incentive. 

The incentive may not be monetary, but may be a sense of reciprocity that one day other 

people will help them when they are in trouble or in need. 
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Most of the time people in Indonesia feel obliged to help others because many 

believe in the 'law" of sow and harvest. Whatever activities that you " sow" today will 

be "harvested" in the same way in the future . As such, we have such an unwritten 

requirement that if someone asks for help and you have the capacity to provide the help, 

then you had better not decline the request. However if you do not have the ability to 

help, then you may refuse but in a polite way so as not to hurt someone else 's feelings 

or humiliate them. It is believed that if one does harm today, then sometime in the 

future one will be harmed by the other. Harm in this context refers to not only physical 

harm but also hurt feelings. 

Not all people practise this traditional social value, especially in big cities, but more 

often than not they apply it at least to people who are dose to them or with whom they 

work daily . 

Other values vvhich do not belong to ICA cooperative principles, are basically those 

that refer to the main objective of TR system which is to effect a change in behaviour. 

The TR system expects that members will have a sense of: 

• Togetherness: sharing the burden together and treating other members as one 

family; 

• Openness: willingness to communicate the reasons for a loan application or late 

instalment; 

• Honesty: honesty in all activities: 

• Discipline: on time payment and attendance at regular meetings; and 

• Caring: willingness to tolerate other members. 

The development of a pool of future leadership resources to ensure the sustainability 

of the organisation is imperative, and should be undertaken as early as possible through 

programmed education activities. 
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7 .4. Organisational Performance of CU and TR CU 

This sub-chapter will describe the results from distribution of QPAT (Qualitative 

Performance Assessment Tool) to the CUs activists. 

QP AT asks about the organisation, s level of success in providing services to the 

members. There are four statements and a question in the QPAT as follows: 

1. The majority of clients (customers) served, experienced marked improvements 

as a result of services provided. 

2. The number of programs and services offered had increased during the last year. 

3. The quality of services offered has improved. 

4. Generally clients and customers are satisfied with the services provided. 

5. Overall how successful has the organisation been in meeting its goals or 

objectives? 

The score for each statement/question was measured on a Likert Scale scored from 1 

to 4. Cross tabulations between each statement/question and the status of the 

respondents are summarised in the following section. 

7 .4.1 Results - Qualitative Performance Assessment Tools (QPA T) 

This subsection outlines the results of the assessment tool as well as the analysis. The 

focus will be initially on respondents' experience of improvements, or otherwise, in 

service provision, followed by a consideration of the number of programs used, the 

quality of service, and the satisfaction of clients and members for the services they 

received. This will be concluded with an explanation of the success of the organisation 

in meeting its goals. 
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Table 7.16 Members Served, Experienced Marked Improvements (0/o) 

Status 
Answer Board of Board of Board CU & TRCU Total 

Supervisors Advisors Board Chair Manager Members Members Employees 

Strongly 2.0 0.4 Disagree 
Disagree 12.5 1.2 3.6 1.3 
Agree 18.8 I 15.8 12.2 11.6 16.7 10.7 12.7 
Strongly 81.3 87.5 84.2 85.7 87.2 83.3 85 .7 85.7 Agree 

100 100 100 100 100 100 100 100 15 
---

15 columns do not sum to 100% due to rounding 
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From the table above, it can be seen that all classes of respondent, and most 

respondents overall, experienced enhanced improvement in the services provided by the 

organisations concerned. The number of managers that had that opinion is somewhat 

higher than the number board chairpersons. Thi s is consistent with the result of the 

Board Performance Assessment Tools (BPAT) questionnaire that may indicate 

managers trying to impress the evaluator by providing a high appraisal for board 

performance. 
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Table 7.17 Increase in Number of Programs and Services Offered in Last Year (0/o) 

Status 
Answer Board of Board of Board Board CU & TRCU Total 

Supervisor Advisor Chair Manager Members Members Employees 

Strongly 
2.0 0.4 Disagree 

Disagree 12.5 5.3 10.2 4.7 8.3 7.1 6.8 
Agree 31.3 75.0 18.4 22.4 29.1 25.0 25.0 27.0 
Strongly 56.3 25.0 76.3 65.3 66.3 66.7 67.9 65.8 Agree 

100 100 100 100 100 100 100 100 16 
L_ -- -----

16 columns do not sum to 100% due to rounding 
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It can be observed from the table above that the majority of participants were 

strongly agreed that they had enjoyed an increased number of programs and services. In 

this respect, the answers from board chair and board members are higher than that of 

manager 's. This is probably due to the lack of information provided by the board 

members to the organisation's members about new programs and services that they 

have designed. If this is the case, both organisations (CU and TR CU) must amend their 

communication mechanisms to provide relevant information to the members. 
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Table 7.18 Improvement in Quality of Services Offered (0/o) 

Status 
Answer Board of Board of Board Manager Board CU&TRCU Employees Total 

Supervisor Advisor Chair Members Members 
Strongly 

2.0 0.4 Disagree 
Disagree 12.5 5.3 6.1 1.2 3.6 3.4 
Agree 18.8 25.0 13.2 6.1 24.4 16.7 17.9 17.3 
Strongly 81.3 62.5 81.6 85.7 74.4 83.3 78.6 78.9 Agree 

100 100 100 100 100 100 100 10017 
--

17 columns do not sum to 100% due to rounding 
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Most of the participants agreed that the servtces provided had improved. The 

percentage of managers agreeing is higher than the board chairpersons, revealing the 

real performance of the organisation and reflecting a sign of the sincerity of managers in 

giving the organisation's assessment. 
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Table 7.19 Satisfaction of Clients and Mem hers With Services Provided (0/o) 

Status 
Answer Board of Board of Board Board CU & TRCU Total 

Supervisor Advisor Chair Manager Members Members Employees 

Strongly 2.0 0.4 Disagree 
Disagree 5.3 2.0 3.5 2.5 
Agree 25.0 25.0 13.2 16.3 15.1 25.0 14.3 16.5 
Strongly 75.0 75.0 81.6 79.6 81.4 75.0 85.7 80.6 

I Agree 
100 100 100 100 100 100 100 10018 

- - ·--- ---

18 columns do not sum to 100% due to rounding 
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This tabulation shows that employees and members were generally satisfied with the 

organisation's services, and none were dissatisfied . However, amongst managers, board 

members, chairs and board · committees, there was a minor dissatisfaction with the 

organisation's services, which may reflect their relative proximity to, and more detailed 

understanding of, the business operations. 
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Table 7.20 Success of Organisation in Meeting Its Goals Or Objectives (o/o) 

Position 
Answer Board of Board of Board Board CU&TRCU Total 

Supervisor Advisor Chair Manager Members Members Employees 

Strongly 
2.0 0.4 Disagree 

Disagree 12.5 2.6 8.2 7.1 3.4 
Agree 31.3 25.0 26.3 22.4 26.7 16.7 14.3 24.1 
Strongly 68.8 62.5 71.1 67.3 73.3 83.3 78.6 72.2 Agree 

100 100 100 100 100 100 100 100%19 
__ L__ _ _____ --- -- ---- ---- ------

19 columns do not sum to 100% due to rounding 
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Even the highest answer to the question about organisation's success in meeting the 

goals and objectives was strongly agree, however The proportion of managers who 

strongly agreed about the organisation ' s success in meeting the goals and objectives 

was lower than the proportion of board chairpersons. As well, the proportion of 

managers with negative feelings about corporate performance was higher than with 

other groups surveyed. This may reflect the inadequacy of KPis to measure the level of 

accomplishment for managers. As another perspective, the board members may have 

overestimated the organisation ' s accomplishments. It is imperative to develop clear 

KPis so as to enable all organisation' s members to assess their performance and 

achievements. 

7 .4.2 Conclusion 

The assessment by respondents indicates that the performance of CU s and TR CU s have 

been improving since 2005 until 2007. Most of them strongly agreed that there is 

improvement in organisational performance. 

Most of managers are also of similar opinion as the board chair. The strength of 

responses provided by managers may reveal an honesty in assessing their organisation ' s 

performance. 

There are some further suggestions related to the findings : the organisations would 

benefit by amending their communication mechanisrns in providing information to the 

members~ board members must monitor the systems which serve the clients, and 

improve the quality of services to those clients· and, the organisation must also develop 

a lucid KPI (Key Performance Indicators) to improve the effectiveness of the 

performance appraisal process. 

7.5 Financial Performance Assessment- PEARLS Ratios 

7.5.1 Introduction 

This section analyses the financial ratios from both types of organisation, us1ng 

PEARLS Ratios developed by WOCCU, the World Council for Credit Unions. 
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In the FGDs, the participants discussed which ratios they considered necessary in 

measuring financial performance of a CU or TR CU. This was an important point, 

because there are some WOCCU standards which are apparently incompatible with the 

conditions in Indonesian CUs. In CUs, particularly, there have been discussions 

initiated to develop their own financial assessment tools. At the FGDs with TR CUs, 

although there was no indication that anything had been finalised, they explained that 

they had commenced a study but were still using PEARLS ratios. 

From the discussions, the participants in both groups came up with slightly different 

ratios in use. Two discussion results were compiled and consolidated and named Indo 

PEARLS. These ratios to used to assess the financial reports (Balance Sheet and Income 

Statement) from both types of organisation. The ratios use in analysis, were: 

• P6~ 

• E I, E2, E5, E6, E7, E8, E9; 

• Al, A2, A3; 

• Rl, R5, R6, R7, R8, R9, Rl2; 

• Ll , L2, L3 ; 

• S 1, S3, S5, S6, S7, S8, S II. 

The data consists of 50 financial reports from CUs and 40 from TR CUs. Each 

organisation provided financial reports tor the period of2005, 2006 and 2007. 

7 .5.2 Results - Statistical Test of Significance 

In this section the means are presented for all data and statistical tests of each result, and 

they are statistically significant following the criteria established by WOCCU. After 

that the results for all financial statements of all organisations are analysed, followed by 

a comparative assessment between CUs and TR CUs, to observe which one has the 

better or worst performance, and in which particular area. 

Since the mean of the ratios were calculated from both samples, it is important to 

establish to what degree the data is statistically concentrated about the mean. The 

condition that we do not want to occur is expressed in the null hypothesis. It is expected 
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that Ho (the null hypothesis) will be rejected. In order to determine whether Ho is 

rejected or failed-to-reject hypothesis testing is conducted on the available data. 

If Ho is rejected it indicates that nearly all data is concentrated about the mean value. 

In statistical terms this is regarded as statistically significant, meaning that the value in 

the sample does not happened by chance. 

If the null hypothesis is failed-to-reject, it means that most of the data is not in close 

proximity to the mean value. This indicates that the data that forms the ratio is quite 

volatile. This happens because in the sample there are either extremely high numbers or 

low numbers. Below is the picture of Normal Distribution shape (Anderson, Sweeney, 

& Williams 2002). 

't.·•~1 ut ~ f ~n..,. 
f r04'" The M•· r-t 

T h 
Nor-m I 

Distr ibution 

Figure 7.1 Normal Distribution 

The hypothesis was tested to observe whether the data meets the requirements 

specified by WOCCU. The t-test was used to examine the sample, because the mean 

values of the CU and TR CU populations are unknown. 

Whether Ho is rejected or not, is depicted by the statistics in the tabulation below: 
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Figure 7.2 Table of Statistical t-test 

The value of the t-test obtained from SPSS is compared with the value in the t-table 

(critical value oft), or the distribution may be graphed and then determined whether the 

WOCCU requirement falls in the gray area or not. The limit to the gray area is the 

SPPSS t (t-score). The latter method was adopted, and the mean required value 

compared with the t value. If the mean value value falls in the gray area, then Ho is 

rejected. If it falls in the blank/clear area, then Ho has failed-to-rejected, in other words 

the alternative hypothesis (Ha) is accepted. 

Below is the result of the hypothesis test as well as the financial ratio calculations 

from all samples of CUs and TR CUs for the three year period (2004-2007). 
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Table 7.21 Result of Test of Significance 

PEARLS Requirements 
Variables 

Mean r>AJ) Hypothesis t value Conclusion 

P6 :::::110o/o 697.99 Ho = J..L< 110% 4.677 Ho rejected, so P6 
Ha = J..l::::: 1100/o significantly ::::: 110% 
Ho = ~< 70o/o 0.409 
Ha= J..L:::::70% Ho rejected in both tests, 

El 70-80% 72.01 And means El is significantly 
Ho=~80% between 70o/o and 80o/o 
Ha = ~~80°/o -4.S92 

E2 Max 20% 6.7S Ho = ~ 20o/o -19.768 Ho rejected, so E2 ~ 20% 
Ha = J..l~20o/o 
Ho= J.1<70% -14.130 Test 1: Ho is failed to reject, 
Ha = f-l~ 70°/o so E5 <70% 

E5 70-80o/o 40.13 And 
Ho = ~ 80°/o Test 2: Ho rejected, so E5 is 
Ha= J..l <80o/o -17.S43 significantly ~ 80% 

E6 Max So/o 5.S9 Ho= ~ So/o 3.417 Ho is failed to reject, so E6 
Ha= J..L< S% > S0/o 

Ho= J..L<lO% 6.958 Ho rejected, so E7 > 10% 

Ha = J.1> 10% and E7 10-20o/o 21.63 And 
Ho= ~20% Ho failed to reject, means 
Ha= J..L< 20% 1.438 E7 also> 20% 

E8 ~ 10o/o 34.48 Ho= J..l< 10% 11.316 Ho rejected, E8 > 1 Oo/o 
Ha = J.!> l.Oo/o 

E9 ~ 10o/o l6.SO Ho= f.!< 10% 1.633 Ho rejected, means E9 > 
Ha = J.1> 10% 10% 

A1 ~ S0/o 10.00138 Ho = J.!> So/o l.28S Ho failed to reject, so A 1 > 
Ha= J..L<S% 5o/o 

A2 ~ So/o 9.02 Ho= ~S% 4.473 Ho failed to reject, means 
Ha= J.1<5% A2 > so/o --

A3 > 200 386.87 Ho = f..L < 2000/o 1.226 Ho rejected, so A3 is 
Ha = J.!> 200o/o significantly > 200o/o 

R1 > Market rate 26.97 Ho= J..L<7.5% 9.777 Ho rejected, means Rl is 
(7.5%)*) Ha = J.!> 7.S% significantly > 7.5% 

R5 > Inflation rate 8.30 Ho= J..L<7.3% 3.508 Ho rejected, so R5 is> 7.3°/o (7.3%) Ha = J.!> 7.3o/o 

R6 < Market Rate 8.13 Ho=~7.5% 1.023 Ho failed to reject, so R6 is 
(7.5%) Ha = J..L< 7.S% > 7.5% 

R7 > Inflation rate 26.81 Ho = J..l< 7.3% 3.749 Ho rejected, so R7 > 7.5o/o (7 .3o/o) *) Ha = J.!> 7.3% 

R8 > 5% 20.87 Ho= J..L<S% 13.550 Ho rejected, R8 is > 5o/o 
Ha = J.!> So/o 

R9 <S% 8.71 Ho = J.!> So/o 6.100 Ho failed to reject, R9 is > 
Ha = J..L< 5o/o 5o/o 

R12 > So/o 4.1S Ho = J-l< 5o/o -8.64S Ho failed to reject, so Rl2 < 
Ha = J.!> So/o 5% 

L1 :::::.15°/o 457.55 Ho = J-l< 15o/o 2.2S9 Ho rejected, soL 1 > 15°/o 
Ha = J.1> 15o/o 

L2 > lOo/o 566.89 Ho= J..L< 10% 3.050 Ho rejected, means L2 > 
Ha = J.1> 10% IO% 

L3 < 1o/o 2.73 Ho= ~ l% 2.372 Ho failed to reject, means 
Ha = J-l< lo/o L3 > 1°/o 
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I 

PEARLS 
Requirements Mean (1/0) Hypothesis Conclusion Variables t value 

Ho failed to reject, means 
Ho= J-!<70% -6.312 Sl <70% 
Ha= J-1::::70% 

S1 70-80o/o 31.95 And and 
Ho = }-!> 80o/o 
Ha = J.i:S80% 7.957 Ho rejected, means S 1 < 

80o/o 

S3 :S lOo/o 26.34 Ho = J.l> 10o/o 2.485 Ho failed to reject, S3 > 
Ha = J.l< 10o/o 10% 

Ho failed to reject, means 
Ho= J.l< 70% -0.544 S5 <70% 
Ha = J.1:=::70o/o 

S5 70-80o/o 65.03 And and 
Ho = }-!> 80o/o 
Ha= J.i:S80% -0.363 Ha failed to reject, S5 < 

80% 

S6 :::;5% 1.42 Ho= ~ So/o -0.538 Ho rejected, S6 < 5% 
Ha = J.l S 5o/o 

Ho rejected, so S7 is 
Ho= J.l< 10% 5.636 significantly > 10% 
Ha = J..l~ JOo/o 

S7 10-20% 29.24 And and 
Ho = }-!> 20% 
Ha = J!S20% 7.686 Ho failed to reject, means 

S7 > 20o/o 
Ho= J.l< 10% Ho rejected, so S8 is S8 :::: 10% 28.72 
Ha = ll-2: 10% 

4.939 significantly > 10% 

Sll >Inflation 30.45 Ho = J.l< 12% 5.495 Ho rejected, means S 11 is 
(7 .3o/o) Ha = jV 12o/o significantly> 7.3% 

* Market rate and inflation rate were taken from the data provided by the Indonesian Federal Reserve 
Bank, namely Bank Indonesia in the year 2007. 

After all means from the financial ratio data for all samples were statistically tested, 

each ratio was analysed to observe the average performance of all organisations. 

7 .5.3 Analysis - Indo PEARLS Ratios 

In this subsection the following table summarises the analysis of all Indo-PEARLS ratio 

calculations for all samples, for CUs and TR CUs. 

Table 7.22 Protection Ratio 

PEARLS F'ormulas Req. Mean Analysis Test of 
Variables (%) Hypothesis 

--
Solvency (Net This means the organisation is Ho rejected, 
Value of safe, because the organisation's as P6 is 

P6 Assets/Total ::::ll0°/o 697.99 loans (in the form of members ' significantly 
Shares & saving) are guaranteed by enough 2: 110o/o 
Deposits) assets. 
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Protection ratios measure how safe is the CU from any unexpected loan default, as 

the higher the asset value that guarantees the loan, the safer the organisation. Because 

P6 measures the comparison between an organisation's assets and members' deposits, it 

is important to maintain the ratio above 11 Oo/o. The result shows that the mean value of 

P6 for the sample is far higher than the WOCCU standard. This means all CU s in the 

sample are protected even if there is any unpaid loan. 

Table 7.23 Effectiveness Ratios 

PEARLS 
Formulas Req. Mean Analysis 

Variables (%) (%) Test of Hypothesis 

Net Loans I This is good, Ho rejected in both tests, 
E1 Total Assets 70-80 72.01 because no idle means E 1 is significantly 

money in the CU. between 70% and 80% 
Liquid 

E2 Investments I Max20 6.75 This is good. Ho rejected, as E2 :S 20% 
Total Assets 

Test 1: Ho is failed to 
Savings According to the reject, as E5 < 70o/o 

E5 Deposits I 70-80 40.13 Indonesian context, and 
Total Assets this is good*). Test 2: Ho rejected, as E5 

is significantly < 80o/o 

External This is quite risky, 

E6 Credit I Total Max5 5.59 because CU made Ho is failed to reject, as E6 

Assets too much external > So/o 
loans. 

r-· 

I 

According to Ho rejected, as E7 > 10% 

Member Share Indonesian context, 

E7 Capital / Total 10-20 21.63 this is good, and 
because it indicates Assets higher members Ho failed to reject, means 
saving**). E7 > 20o/o 

Institutional 
E8 Capital/ Total 2:. 10 34.48 It is good. Ho rejected, E8 > 10% 

Assets 
Net 

E9 Institutional 2:. 10 16.50 It is good. Ho rejected, means E9 > 
Capital/ Total lOo/o 
Assets 

Effectiveness ratios measure the financial structure. According to the WOCCU, the 

loan portfolio ratio (E 1) must be maintained between 70-80o/o, because a lower ratio 

means too much idle money on hand. This indicates there is opportunity cost incurred 

by the CU, because it loses the chance to gain a return if the money had been invested in 

other investment alternatives. 

*) In the case of ratio E5 , the WOCCU encourages CUs to create savings deposit 

programs. These programs are sin1ilar to savings in banks where the customer can make 

a withdrawal at any time. This type of saving is not considered as member-share 
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savings. This means it will not be calculated as savings that will generate a dividend. 

This arrangement is in contrast to the cooperative in Indonesia which is built with the 

intention to encourage local ownership, and as such, member-share savings are 

promoted. For that reason, this ratio in the Indonesian context is expected to be lower 

than the WOCCU recommended threshold . 

There are two consequences arising from having a saving-deposits arrangement for 

the CU and the n1embers. The CU has to ensure that enough cash is made available to 

meet withdrawal requirements by members at any time. On the other hand this is an 

attractive program that might draw more members because it can compete with banks. 

For the members there are advantages and disadvantages to this arrangement. The 

advantage is that members can access their money at any time they need it, and even if 

they deposit a large amount of money in this type of saving, their dividend will not be 

affected by the total amount in this account. 

From the sample data, CUs that are located in big cities usually have high ES ratios. 

This is because they can obtain more savings more readily from members. Ho·wever 

those CUs in small towns maintain high member-savings, and thus low saving deposits . 

The latter situation also occurs in TR CUs. 

**)Ratio E7 according to the WOCCU mu t be only between 10-20%. However, as 

explained in the above-mentioned paragraph, according to Indonesia it is better to have 

a higher than 20% ration. This ratio shows members' savings that will be included in 

the calculation of dividend (patronage refund/SHU) and as such, the higher these 

savings, the higher the dividend that a member will receive. 

For ratios E8 and E9, institutional capital in Indonesia CU consists of a reserve fund 

to cover CU potential losses. The fund is deducted from the CU's surplus. Thus, it is 

generally advisable to have higher reserve. 
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Table 7.24 Asset Quality Ratios 
PEARLS Formulas Req. Mean Analysis Test of 
Variables (%) (%) Byt>othesis 

Total Loan Ho failed to 
A1 Delinquency I :S5 10.0013 Not good, too much non- reject, so A 1 Gross Loan performing loan > 5o/o Portfolio 

Non-earning Not good, too much investment Ho failed to 
A2 Assets I Total :S5 9.02 in non-earning assets, such as reject, means 

Assets cash, office equipment, prepaid A2 > 5o/o expenses, etc. 
**)Net Zero Ho rejected, 

A3 Cost Funds I > 200 386.87 It is safe, that non-earning assets so A3 is 
Non-earning are financed by no-cost capital significantly 
Assets > 200o/o 

** Net Zero Cost Funds= (fotal Net Institutional Capital+ Total Transitory Capital+ Total Non-
interest Bearing Liabilities) I Total Non-earning Assets. 

The most important ratio of all the PEARLS ratios is Al, is the delinquency ratio, 

which measures the level of due but unpaid loans owing by members. In financial 

statement the generally used term is "allowance for loan losses". Ideally this ratio 

should be maintained below 5%, but the sample data shows it is twice the WOCCU 

requirement. Although this is unacceptable, it should be noted that the amongst the 

sample survey respondents, only 35% ofCUs and 45% ofTR CUs provided this data in 

the financial statements. Therefore, the partial response is not necessarily representative, 

to enable a valid conclusion to be drawn about all CUs and TR CUs. Thus, 40% of the 

sample reveals a high level of delinquent loans. This will be an important aspect to be 

observed in future research. (Anecdotal evidence from informal discussions with some 

board members in both types of organisation suggests that the CUs have a better 

performance in collecting non-performing loans, as they use the services of debt 

collectors to collect the loans, while TR CUs do not. The evidence for this difference in 

Al ratios may be observed in further section comparing the ratios inCUs and TR CUs). 

A2 measures non-earning assets such as prepaid expenses, cash, etc. The result 

shows a too high volume of non-performing assets invested. The higher the ratio, the 

more difficult it is to generate sufficient earnings (Richardson 2002). This means that 

CUs and TR CUs need to take steps to reduce their investment in this type of asset. 

A3 suggests that all non-earning assets must be financed by no-cost capital which is 

sourced from net-institutional capital, transitory capital and non-interest bearing capital. 

The result shows that the ratio meets the WOCCU requirement. This means overall the 

organisation has a more than adequate no-cost capital which is good. This can be used 
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whenever the organisation needs immediate cash to finance its activities or to obtain 

assets. 

Transitory capital as one of the resources for financing non-earning assets comes 

from capital reserves for the purpose of "solidarity funds" for the unfortunates. The 

organisation does not have to pay interest to the members for the use of these funds. For 

primary CUs the funding is acquired from members' savings, while in Secondary CUs it 

is deposited by primary cooperatives every month, the same as for National level CUs 

that receive funds from Secondary CUs. Even though the TR CUs have this mechanism 

available, the real situation is not the same as with CUs. In TR CUs the amount of 

"solidarity fund" is too low, as they do not have the same "network" asCUs. 

Table 7.25 Rates of Return and Cost Ratios 

PEARLS 
Formulas Req. Mean Analysis Test of Hypothesis 

Variables fOA,) (%) 
Net Loan > 

Rl Income I Avg. Market 26.97 Very good Ho rejected, means Rl is 
Net Loan rate significantly > 7. 5o/o 
Portfolio (7.5) 
Total Int. Cost > 

R5 on Savings Inflation 8.30 Good Ho rejected, as R5 is > 7. 3% Deposits I Avg. rate 
Savings Dep. (7.3) 
Total Int. Cost < 
on Ex.'temal Market Not good- too Ho failed to reject, as R6 is > R6 Credit/ Avg. rate 8.13 high interest 7.5% 
External Credit (7.5) cost 

Total Int. > (Dividend) Market R7 Cost on Rate 28.73 Very good Ho rejected, as R7 > 7.5o/o 
Shares/ Avg. (7 .3) Member Shares 
Total Gross 

R8 Income Margin > 5 20.87 Very good Ho rejected, as R8 > 5o/o I Avg. Total 
Assets 
Total Operating Too high 

R9 Expenses I <5 8.71 operating Ho failed to reject, as R9 > 
Avg. Total 5% 
Assets expenses 

Net Income I Need higher Net Ho failed to reject, so Rl2 < Rl2 Avg. Total > 5 4.15 
Assets Income 5% 

'---· 

The ratios of Rates ofReturn and Cost are aimed at monitoring the investment yields 

and operating expenses. By scrutinising these ratios, the manager can decide which 

investment alternative provides the highest return. In the same way, it provides 

information about which activities are a greater cost burden to the organisation. 
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There are four types of returns in the abovementioned ratios, namely: (1) return on 

loan portfolio (Rl ), (2) return on savings deposits (R5), (3) gross income margin 

generated from assets (R8), and ( 4) return from net income (R12). The cost ratios 

measured are the cost of borrowed funds (R6), and the cost of member shares (R7). 

R1 measures the net loan income generated from loans to members. The ratio shows 

a good indication, because it is higher than the market rate (26.97% > 7.5%). This 

means the organisations can achieve a higher return from members ' loans. 

R5 represents the rate of interest that the organisations can pay to members for their 

savings. The result shows the return is higher than market rate (8 .3% > 7.33%). This is a 

good indication. 

R6 assesses the interest borne by organisations from external credit. It is suggested 

by the WOCCU that this be lower than R5 or less than the market interest rate (7. 5~1o). 

The result shows that R6 is higher than R5 and the market interest rate (8.13% > 7.5%), 

indicating the organisations bear a high cost for these funds. 

R7 measures the surplus the organisations generated throughout the year, which is 

higher than market return (26.81°/o > 7 .3°/o). The gro s income (R8) also shows a higher 

than required rate (20.87% > 5%). 

Despite the high income and returns, the organisations apparently carry a too high 

level of expenses, especially interest and operating expenses (R6 and R9). This situation 

yields the organisations a relatively low net incon1e, as indicated by Rl2. 

The results show that among other things the organisations must Increase their 

efficiency. From all the return ratios (Rl , RS, R8 and R12), the organisations have the 

greatest return from the loan portfolio (Rl), and this correspondingly yields a relatively 

high gross income margin (R8). However net income (R12) needs to be increased. This 

may be done by lowering administrative costs attributed to, for example, eliminating 

unnecessary paper work for credit analysis, reducing costs generally and improving loan 

collection mechanisms. In this way, the organisations can improve their efficiency and 

increase net income. 
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Table 7.26 Liquidity Ratios 

PEARLS 
Formulas Req. Mean Analysis Test of HyJ>Othesis 

Variables (%) (%) 
ST Inv. + Liq. 
Assets- ST Very liquid to Ho rejected, as L 1 L1 Payables I ~15 457.55 guarantee short term 
Savings liabilities > 15o/o 

Deposits 
Liquidity 

L2 Reserves I > 10 566.89 Very liquid, however Ho rejected, means L2 > 
Savings too high 10°/o 
Deposits 
Non-earning Better to be lower, to Ho failed to reject, L3 Liquid Assets I < 1 2.73 limit opportunity cost meansL3 > 1% Total Assets 

In response to market competition, CUs and TR CUs must engage in a tussle with 

banks, and now provide greater access to savings deposits that can be withdrawn at any 

time. This means they do not have as much control over the liquidity of their 

organisations, and must have an adequate amount of cash available for such 

withdrawals. 

Liquidity ratios measure two aspects of the business, namely those related to 

liquidity reserves and those to idle liquidity funds (Richardson 2002). In this analysis 

the first is indicated by L 1 and L2, and the later by L3. 

L 1 must be maintained above 15%, and sho-ws the capacity of the organisations to 

fuJfi1 payables/withdrawals that mature/occur in less than thirty days. The result shows a 

high positive L 1. This means the organisations are very liquid. 

L2 is expected to be above I 0%, to provide an adequate level of liquid funds to meet 

member withdrawals and business payments required beyond the short term 30 days . 

The result shows that L2 is much higher than required, which is not desirable owing to 

the opportunity cost involved. This high level of funds may be due to the fact that in 

small towns and villages there are no banks, so the population has little choice other 

than to secure their savings by depositing with CU and TR CU organisations. These 

organisations are limited by their constitution from applying these surplus funds more 

widely. 

L3 indicates the extent of idle cash, which is not expected to be higher than 1%, 

because this is a non-earning asset. A high level of idle cash means the organisations 
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lose the opportunity to invest tn other investment alternatives, thus incurring an 

opportunity cost. L3 shows a much higher level than 1 o/o, which is also not expected. 

This may mean too much is applied in non-earning assets, such as cash, prepaid 

expenses, fixed assets which are not leased such as cars, equipments, etc., which 

reinforces the L2 indicator, or it could also mean that the organisations are falling short 

in securing satisfactory loans business to use the surplus funds . 

Table 7.27 Signs of Gro"1h 

PEARLS 
Formulas Req. Mean Analysis Test of Hypothesis 

Variables (%) (%) 
Sl Growth in Net 70-80 31.95 Not good, too Ho failed to reject, means S 1 

Loans low < 70°/o 
and 
Ho rejected, means S 1 < 80o/o 

S3 Growth in :'S 10 26.34 Not good Ho failed to reject, S3 > 1 Oo/o 
Financial 
Investments 

S5 Growth in 70-80 65.03 In Indonesia Ho failed to reject, means S5 
Savings context it is <70% 
Deposits good and 

Ha failed to reject, S5 < 80o/o 
S6 Growth in :55 1.42 Good Ho rejected, S6 < 5% 

External Credit 
S7 Growth in 10-20 29.24 In Indonesia Ho rejected, so S7 is 

Member Shares context it is significantly > 10% 
good and 

Ho failed to reject, means S7 
> 20o/o 

S8 Growth in 2: 10 28.72 Good Ho rejected, so S8 is 
Institutional significantly > 10% 
Capital 

Sll Growth in Total >Inflation 30.45 Very good Ho rejected, means S 11 is 
Assets (7.3) significantly > 7.3% 

The data shows the organisations must encourage more loan applications from the 

members (S 1 ), as the interest gained from that activity represents the revenue for the 

organisations. 

The financial investment made by the organisations is too high, as indicated by S3 . 

Mostly financial investments made by cooperatives is in bank deposits . Too high 

financial investment means too much idle money. Instead, CUs could apply these funds 

in the form of loans to members, which is their primary reason for being. This way the 

money will be revolving and provide returns to the organisation in the form of higher 

net interest. 
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S5 shows a lower rate than indicated by the WOCCU. The higher the growth in 

members ' savings indicates a high degree of trust and a lack of alternative secure modes 

of investment, but if this is not balanced by the writing of more loans business, then the 

resultant imbalance will ultimately have a net interest cost to the organisations. 

S6 indicates that the organisations are in a safe condition with low external credit, 

therefore limiting exposure to other financial institutions. 

In the Indonesian context the growth in members share is expected to be high, so the 

result of S7 is a good indication. This reflects the main mission of the CU is to 

encourage members' ownership of the CU through increased members' share capital, 

although according to the WOCCU standard, the S7 indicator it is too high. 

Institutional capital growth is the best indicator of profitability within credit unions, 

and is expected to be higher than the growth in assets (Richardson 2002). S8 shows a 

good level, but it is not higher than S 11 (growth in total assets) . However this still 

means the organisations are experiencing profitable financial performance. 

Lastly, all organisations must be able to attract new members, and this is indicated by 

the rate of growth in membership, i.e., S 10. However since TR CUs do not provide any 

information about this in their financial reports, it has not been included this in the 

analysis. 

In the section about the history of cooperatives in Indonesia, it was explained how 

bad the image of cooperatives had been. This was because the government once 

provided funds to anyone who wanted to establish a cooperative, and this was done with 

good intentions to stimulate the growth of the organisations. Sadly, it turned out to be 

disastrous to the cooperative "climate" and spirit. Many people raced to establish 

cooperatives using the funds, but many were apparently just fake organisations. After 

the funds were "used up", the board members "disappeared". So not only was it 

detrimental to the image of the organisations, it also undermined the goodwill of the 

cooperative's people. They who previously had the integrity, sincerity and commitment 

to build the organisation from zero to "hero ' by collecting members savings, were 

distracted by the sudden growth of other cooperatives with zero members savings, but 

having sufficient funds to establish a new cooperative. People were persuaded from a 
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state of mind of independence to one of dependency and opportunism, and ultimately, 

people started to not believe in cooperatives or CUs. 

However, after a long struggle and great efforts, CUs have proven to be able to help 

poor people increase their economic well-being. As such, their task is now to maintain 

the good image and improve their marketing skills to attract as much members as 

possible by, for example, disseminating the benefits of being part of a CU. 
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Table 7.28 Analysis of Comparison for Financial Ratio of CU vs TR CU 

Require- cu TRCU Analysis comparison between Ratios Formulas ments Mean Mean 
(%) (%) (%) CU and TRCU 

Solvency (Net 
Value of TR CU is safer than CU in terms 

P6 Assets!Total 2:ll0 573.54 822.44 of its protection for any 
Shares & liquidation of assets and liabilities 
Deposits) 

Net Loans I CU has more loan portfolio than 
El Total Assets 70-80 74.50 69.52 TR CU, tllis is good, it means 

more income 
CU has more short-term 

Liquid investment than TR CU. The 
latter must increase its short -term E2 Investments I Max20 9.09 4.40 investment, because more Total Assets investment means more cash 
inflow. 

Savings Saving deposits of both type of 

E5 Deposits I 70-80 52.32 27.95 organisation are too low, they 
must increase members TotaJ Assets willingness to deposit more. 

External TR CU has too many obligations 
E6 Credit I Total Max5 5.18 6.01 in the form of loans. This is risky. 

Assets CU performs better. 
The members ' ownership in CU 

Member Share is slightly higher than TR CU. 

E7 Capital I Total 10-20 23.26 20.01 Even WOCCU requires max 

Assets 20o/o, the lligher member share 
capital means higher members ' 
participations 

Institutional Both organisations perform well, 
E8 Capital I Total 2: 10 34.22 34.75 but TR CU is better with slightly 

Assets hlgher institutional capital. 
Net TR CU has more net institutional 

E9 Institutional 2: lO 14.25 18.74 capital after deducting allowances 
Capital I Total for risky assets. This means TR 
Assets I CU is more profitable. 
Total Loan CU is a lot better in capacity to 

AI Delinquency I 
~5 2.31 17.70 pay outstanding loan portfolio. 

Gross Loan Conversely, TR CU lacks this 
Portfolio capacity *). 

Non-earning Both types of organisation made 
too much investment in non-A2 Assets I Total :S 5 9.39 8.64 earning assets. Tilis is not good Assets for botl1 financial perfonnances. 

**)Net Zero CU is higher than TR CU, means Cost Funds I A3 Non-earning > 200 410.10 363.63 CU has more transitory capital 

Assets thanTRCU. 

Net Loan 

Rl Income I > Market 22.28 31.66 TR CU has more income from 
Average Net rate (7.5) loans as opposed to CU. 
Loan Portfolio 
Total Int. Cost The interest tl1at TR CU can pay 

R5 on Savings > Inflation 8.97 7.63 to members for their saving is 
Deposits/ Avg. rate (7.3) lower than CU, however it is 
Savings Dep. higher than inflation rate. 
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Require- cu TRCU 
Ratios Formulas ments Mean Mean Analysis comparison between 

(%) (%) (%) CU and TRCU 

CU is better performed than TR 
Total Int. Cost CU. It has to pay lower interest 
on External < Market cost from external loans, than TR 

R6 Credit/ Avg. 6.27 Rate (7.5) 9.98 CU. This is because the 
EA1:emal interlending system in CU is 
Credit better-established than in TR CU 

***). 
Total Int. 
(Dividend) 

R7 Cost on > Inflation Both organisations provide good 

Shares/ Avg. rate (7.3) 25.56 28.05 level of dividend to the members 

Member for their shares. 

Shares 
Total Gross 
Income 

R8 Margin/ >5 18.14 23 .60 TR CU gained more gross income 

Average Total than CU. 

Assets 

Total TR CU bears more operating 

Operating expenses than CU. This indicates 

R9 Expenses I < 5 7.02 10.40 TR CU is less efficient in 

Average Total managing its operations. On the 

Assets other hand CU must also improve 
its efficiency. 

Net Income I 
Rl2 Average Total >5 4.25 4.05 Both organisations must increase 

Assets their income. 

ST Inv. + Liq. 
Assets- ST TR CU has higher L 1 ratio, 

L1 Payables I 2:15 20.07 895.03 meaning it has enough cash to pay 

Savings any withdrawal made by members 

Deposits from non-share savings. 
-- ----

TR CU has higher L2 ratio 

Liquidity because most of TR CU located in 

L2 Reserves I > 10 
small villages and keep the 

Savings 231.80 901.99 money in the organisations 

Deposits because there are no banks. 
Consequently the liquidity 
reserves are high. 

Non-earning CU has more investment in non-
L3 Liquid Assets I < 1 4.07 1.38 earning assets than TR CU, which 

Total Assets is not expected. 

Sl Growth in Net 70-80 40.30 CU has better growth in net loans 
Loans 23 .60 than TRCU. 
Growth in TR CU growth in financial 

S3 Financial :s 10 21.43 31 .26 investments is too high. This 
Investments means too much idle money. 
Growth in 

S5 Savings 70-80 42.97 87.09 TR CU has bet1er growth in 

Deposits savings deposits. 

Growth in 
S6 External :::;5 1.26 1.57 TR CU has more external credit, 

Credit but still meet the requirement. 

Growth in In Indonesian context, member 
S7 Member 10-20 24 .90 33 .58 shares are encouraged therefore 

Shares the higher the better. On the 
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Require- cu TRCU Analysis comparison between Ratios Formulas ments Mean Mean 
(%) (%) (%) CU and TRCU 

contrary WOCCU requires the 
opposite. As such according to 
our context, 1R CU performs 
better than CU in terms of 
collecting higher member shares. 

Growth in CU has higher institutional capital 
S8 Institutional ~ 10 32.38 25.07 than 1R CU, this means it is more 

Capital profitable. 
The growth in membership in CU 

S10 Growth in > 12 10.04 0.00 is a lot better than TR CU based 
Membership on data gathered. 1R CU did not 

provide any data about this . 

Sll Growth in >Inflation 35.07 25.82 CU has higher growth and thus 
T otaJ Assets (7. 3) better performance than 1R CU. 

**) Net Zero Cost Funds= (Total Net Institutional Capital + Total Transitory Capital+ Total Non-
interest Bearing Liabilities) I Total Non-earning assets. 

*)Non-performing loans: when scrutinising the data for individual TR CUs, it was found that TR CUs 

which have high non-performing loans are those located in rural areas. 

According to discussions with Mrs. Yoos Lutfi, the prominent leader of a TR CU, 

information was offered that in rural areas the capacity of members to pay on time is 

lower, because of poorer economic circumstances and the irregular incon1e streams. 

However, whenever the members have enough money, for example after they are able 

to sell their good harvest, they always pay back the monies owing. While the 

repayments are not always punctual, they are eventually settled. There are many poor 

members in these areas, and yet they still have a high spirit to deposit savings in the 

cooperative. This spirit ensures the organisations survive in the rural and poor areas as 

well as during times of crisis. 

The ratio, AI , appears better 1n the CUs, because CUs apparently record non-

performing loans in a separate document to the financial statements. As the financial 

statements were the source of data for this analysis, it meant that this type of account is 

off-balance sheet was not accounted for, and not especially visible for scrutiny. These 

loans should be disclosed at least in the account of "allowances for loan losses" . 

However, only 3 5% of CU in the survey sample recorded this on the balance sheet. 

Therefore, one cannot conclude that CUs have better performance in collecting their 

loans than TR CUs, due to the missing data. Despite that, in an interview with Monik, a 

chair from a CU in Jakarta, namely T AKERA, it was disclosed that her organisation has 

an officer who is especially assigned to collect loan instalments. When the officer 
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experiences difficulty in having the loan paid, then the CU will use the services of a 

"debt-collector" agency, and in this way, keep the non-performing loans to a low level. 

In the case of TR CU s, Mrs. Y oos Lutfi communicated during interview that the 

cooperative she led, namely Setia Bhakti Wanita, Malang, a small city in East Java with 

moderately high level of prosperity, has almost zero non-performing loans. According 

to her, this is due to "social control" imposed by group members. Whenever a member 

fails to make instalments more than twice the other members will impose a social 

punishment. This ensures the members work hard to repay their loans on time. As such, 

the TR CU has never used a "debt-collector" . 

Ratio A2 for CUs is higher because they invest in building offices and commercial 

premises, such as meeting rooms or halls to be rented to members for wedding parties 

and other business-related activities. A big office is considered to reflect the good image 

of the organisation, and as they have to compete with banks, this is one way of 

attracting more members. The CUs also invest in motor vehicles which ca be leased as 

well to add another income stream for the organisation. 

**) A3 : Net Zero Cost Funds = ((Total et Institutional Capital+ Total Transitory 

Capital + Total Non-interest) - Bearing Liabilities) I Total Non-earning assets. CUs 

have a far higher A3 than TR COs. Looking at the formula, this ratio consists, inter alia, 

of net institutional capital and transitory capital. Net institutional capital of CUs is lower 

than in TR CUs, which is reflected in ratio E9. Because the A3 of CUs > TR CUs, this 

means that CUs have more total transitory capital than TR CUs. This capital consists of 

"solidarity funds" for those who are in mourning, for health expenses and insurance 

funds . Another positive factor for the CUs over the TR CUs, is its system of setting 

aside solidarity funds by primary CUs to be deposited to secondary CUs and the 

requirement that secondary CUs have to deposit to the national body of CUs (CUCO 

Indonesia). 

* * *) The interlending system was developed by Tho by Mutis, a well-known expert 

of CUs in Indonesia. This system allows primary CUs to borrow funds from secondary 

as well as national levels of CUs. As explained in the previous section, each level of CU 

must make savings to the higher and umbrella organisations, which consist of 

"obligatory and voluntary" savings. Those savings are used by the higher organisations 
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as funds available for loan, as in any case where the lower level of CU s need more 

funds to finance their operation. These funds are the main sources of external credit in 

CUs. 

On the other hand, based on the observation of this researcher TR CUs do not have 

this well-established interlending system. The umbrella organisation, INK. OW AN and 

secondary TR CU s do request savings from Primary TR CU s and the amount is 

customised to the capacity of the prin1ary cooperative to repay. However the amount is 

usually too low to be used as available funds for loans for primary TR CUs, because the 

requirement is very small, only Rp.l 000 per member. Which means if one primary TR 

CU has 1000 members, it has to pay Rp. 1 000 x 1 000 = Rp. 1. 000.000 per month as an 

obligatory deposit with the secondary TR CU. InCUs, the deposit amount required is 

10% of monthly revenue. 

This difference obviously results in very different outcomes. For example, the total 

amount of obligatory saving in a secondary TR CU in East Java in 2007 was 

Rp.62.960.000, (US$6,300) (PUSKOW ANJATI 2008), while in a secondary CU in East 

Java was Rp.3.298.295 .387 (US$320,000) (INKOPDIT 2007). 

7 .5.4 Conclusion 

In terms of Protection, both types of organisation are in a solvent condition, solvency 

meaning the potential value of assets when liquidated is expected to exceed the 

outstanding debt (Cuthbertson & Nitzche 2001). In the case of the survey sample, the 

value of assets is far higher than required, ensuring a more than adequate guarantee of 

members' savings. 

Effectiveness measures the ability of the organisation to manage its financial 

structure to keep the balance between short term investment and short term financing as 

well as total investment with total assets. The ratios measure the ability/performance of 

the organisation to generate income from its main business, i.e., provide loans to 

members (E 1 ), attract savings from members (ES), its short term investment policy 

(E2), its ability to finance its operation (E6), the extent of members' ownership (E7), 

and its reserve capital to cover the organisation losses (E8 and E9). The ratios are 

depicted in Figure 7.3: 
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Figure 7.3 Relations Among All Ratios 

As oppose to TR CUs, CUs had more loans to members (El), had less external credit 

(E6), and had less reserve capital to cover the organisation losses (E9). On the other 

hand, TR CUs had to enhance its members' share (E7), had more reserve capital to 

cover potential organisation losses (E8 and E9) which means being more liquid than 

CUs, but was riskier than CUs because it relied more on external credit ffi6) . 

In tenns of Asset Quality, AI , since CUs do not disclose their loan transactions, their 

effectiveness in maintain the asset quality could not be observed. However based on the 

study, it is the opinion of this researcher that TR CUs are far safer than CUs, due in 

large part to the fact that the debt collecting process is embedded in the TR System. 

Through group meetings all the debt is collected regularly and monitored by social 

control through other members. On the other hand since C'U s do not have group 

meetings they tend to operate like banks. CUs have to use debt collectors whenever the 

due and unpaid loan is too high and too difficult to collect. This causes the value of 

solidarity to fade, and local values of mutual help and family-values principles 

deteriorate. 
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CUs have more investments in non-eamtng assets because they have many 

investments in fixed, assets so they can compete with banks, build a good image, attract 

more members and eventually generate more income. 

7.6 Qualitative Organisational Performance in CU and TR CUs- Results and 
Analysis 

This section is to elaborate the results of qualitative organisational performance, that is 

still to answer research question no.3 (RQ-3) . 

In the FGDs with participants from CUs and TR CUs, the participants were asked to 

modify an assessment tool employed by Brown (2005), that is "Perceived 

Organisational Performance Questions" to measure the qualitative performance of the 

organisation. The modified instrument was entitled QPAT (Qualitative Performance 

Assessment Tool). The modification was to adjust the name of the organisation from 

"organisation" in the original instrument to "CU" in the QPAT. 

This assessment tool was then completed by board members and executives from 

CUs and TR CUs in two seminars held in Jakarta and Surabaya. In Jakarta, the seminar 

was held in conjunction with CUCO Indonesia to present the results from FGDs about 

Governance in Credit Unions. Similarly with TR CUs, a seminar was organised with 

INK OW AN to present the FGD results about Governance in TR CU s, during which the 

QPAT questionnaire was also. QPAT asks about the organisation' s level of success in 

providing services to the metnbers. There are four statements and a question in the 

QPAT as follows : 

1. The majority of clients (customers) served, experienced marked improvements 

as a result of services provided. 

2. The number of programs and services offered had increased during the last year. 

3. The quality of services offered has improved. 

4. Generally clients and customers are satisfied with the services provided. 

5. Overall how successful has the organisation been in me~ting its goals or 

objectives? 
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The score for each statement/question was measured on a Likert Scale scored from 1 

to 4. Cross tabulations between each statement/question and the status of the 

respondents are summarised in the following section. 

7.6.1 QPAT- Results and Discussions 

This subsection outlines the results of the assessment tool as well as the analysis. The 

focus will be initially on respondents' experience of improvements, or otherwise, in 

service provision, followed by a consideration of the number of programs used, the 

quality of service, and the satisfaction of clients and members for the services they 

received. This will be concluded with an explanation of the success of the organisation 

in meeting its goa1s. 
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Table 7.29 Members Served, Experienced Marked Improvements (0/o) 

Status 
Answer Board of Board of Board CU & TRCU Total 

Supervisors Advisors Board Chair Manager Members Members Employees 

Strongly 
2.0 0.4 Disagree 

Disagree 12.5 1.2 3.6 1.3 
Agree 18.8 15.8 12.2 11.6 16.7 10.7 12.7 
Strongly 81.3 87.5 84.2 8.5.7 87.2 83.3 85.7 8.5.7 Agree 

100 100 100 100 100 100 100 10020 

20 columns do not sum to 100% due to rounding 
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From the table above, it can be seen that all classes of respondent, and most 

respondents overall, experienced enhanced improvement in the services provided by the 

organisations concerned. The number of managers that had that opinion is somewhat 

higher than the number board chairpersons. This is consistent with the result of the 

Board Performance Assessment Tools (BP AT) questionnaire that may indicate 

managers trying to impress the evaluator by providing a high appraisal for board 

performance. 
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Table 7.30 Increase in Number of Programs and Services Offered in Last Year (0/o) 

Status 
Answer Board of Board of Board Board CU & TRCU Total 

Supervisor Advisor Chair Manager Members Members Employees 

Strongly 2.0 0.4 Disagree 
Disagree 12.5 5.3 10.2 4.7 8.3 7.1 6.8 
Agree 31.3 75.0 18.4 22.4 29.1 25.0 25 .0 27.0 
Strongly 56.3 25.0 76.3 65.3 66.3 66.7 67.9 65.8 Agt:ee 

100 100 100 100 100 100 100 10021 
--- --·--·-----

21 columns do not sum to 100% due to rounding 
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It can be observed from the table above that the majority of participants were 

strongly agreed that they had enjoyed an increased number of programs and services. In 

this respect, the answers from board chair and board members are higher than that of 

manager' s. This is probably due to the lack of information provided by the board 

members to the organisation ' s members about new programs and services that they 

have designed. If this is the case, both organisations (CU and TR CU) must amend their 

communication mechanisms to provide relevant information to the members. 
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Table 7.31 Improvement in Quality of Services Offered (0/o) 

Status 
Answer Board of Board of Board Manager Board CU & TRCU Employees Total 

Supervisor Advisor Chair Members Members 
Strongly 

2.0 0.4 Disagree 
Disagree 12.5 5.3 6.1 1.2 3.6 3.4 
Agree 18.8 25.0 13.2 6.1 24.4 16.7 17.9 17.3 
Strongly 81.3 62.5 81.6 85.7 74.4 83.3 78.6 78.9 Agree 

100 100 100 100 100 100 100 10022 
-

22 columns do not sum to 100% due to rounding 
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Most of the participants agreed that the servtces provided had improved. The 

percentage of managers agreeing is higher than the board chairpersons, revealing the 

real performance of the organisation and reflecting a sign of the sincerity of managers in 

giving the organisation's assessment. 
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Table 7.32 Satisfaction of Clients and Members With Services Provided {0/o) 

Status 
Answer Board of Board of Board Board CU & TRCU Total 

Supervisor Advisor Chair 1\'lanager Members Members Employees 

Strongly 2.0 0.4 Disagree 
Disagree 5.3 2.0 3.5 2.5 
Agree 25.0 25.0 13.2 16.3 15.1 25.0 14.3 16.5 
Strongly 75.0 75.0 81.6 79.6 81.4 75 .0 85.7 80.6 Agree 

100 100 100 100 100 100 100 10023 

23 columns do not sum to 100% due to rounding 
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This tabulation shows that employees and members were generally satisfied with the 

organisation's services, and none were dissatisfied. However, amongst managers, board 

members, chairs and board committees, there was a minor dissatisfaction with the 

organisation's services, which may reflect their relative proximity to, and more detailed 

understanding of, the business operations. 
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Table 7.33 Success of Organisation in Meeting Its Goals Or Objectives (0/o) 

Position 
Answer Board of Board of Board Board CU & TRCU Total 

Supervisor Advisor Chair Manager Members Members Employees 

Strongly 2.0 0.4 Disagree 
Disagree 12.5 2.6 8.2 7.1 3.4 
Agree 31.3 25.0 26.3 22.4 26.7 16.7 14.3 24.1 
Strongly 68.8 62.5 71.1 67.3 73.3 83 .3 78.6 72.2 Agree 

100 100 100 100 100 100 100 100%24 
-----·- ·- -- --

24 columns do not sum to 100% due to rounding 
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Even the highest answer to the question about organisation's success in meeting the 

goals and objectives was strongly agree, however The proportion of managers who 

strongly agreed about the organisation's success in meeting the goals and objectives 

was lower than the proportion of board chairpersons. As well, the proportion of 

managers with negative feelings about corporate performance was higher than with 

other groups surveyed. This may reflect the inadequacy of KPis to measure the level of 

accomplishment for managers. As another perspective, the board members may have 

overestimated the organisation 's accomplishments. It is imperative to develop clear 

KPis so as to enable all organisation' s members to assess their performance and 

achievements. 

7 .6.2 Conclusion 

The assessment by respondents indicates that the performance of CU s and TR CU s have 

been improving since 2005 until 2007. Most of them strongly agreed that there is 

improvement in organisational performance. 

Most of managers are also of similar opinion as the board chair. The strength of 

responses provided by managers may reveal an honesty in assessing their organisation 's 

performance. 

There are some further suggestions related to the findings : the organisations would 

benefit by amending their communication mechanisms in providing information to the 

members~ board members must monitor the systems which serve the clients, and 

improve the quality of services to those clients; and, the organisation must also develop 

a lucid KPI to improve the effectiveness of the performance appraisal process. 
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Chapter Eight 

Board Performance Influence on Organisational Performance 

This chapter will answer to research question no.4 (RQ-4), that is: What is the 

relationship between board performance and organisational performance in CU s and TR 

CUs? This was drawn from Study 5_ 

The first section of this chapter will present the result of correlation between board 

performance and qualitative organisational performance. The next section will be the 

result of relationship between board performance and quantitative organisational 

performance. 

8.1 Board Performance Influence on Qualitative Organisational Performance 

8.1.1 BPAT- Statistical Reliability Test 

Before undertaking the correlation analysis, the scores of responses for negative 

statements were converted into scores for answering positive statements. Below is the 

explanation for the value of each response to a statement in the BPAT: 

Table 8.1 Lil{ert Scale for BPAT 

Value Description for positive questions 
4 SA = Strongly Agree 
3 A= Agree 
2 D= Disagree 
1 SD =Strongly Disagree 

For example for a negative question such as 44. The board has made a key decision 

that I believe to be inconsistent with the mission of this cooperative, the answer can be 2 

= Disagree. This response was converted to value 3, to ensure consistency with the 

responses for positive statements so as to minimise the variance. This conversion was 

applied to all of responses for negative statements. 

The reliability and validity was tested of each statement that comprises dimensions in 

independent variables. Each independent variable has a/several dimension/s. Each 

dimension is composed of several statements in the BPAT questionnaire. 
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A Cronbach's Alpha (CA) test was undertaken to observe the reliability of a 

statement. To test the reliability means to test the consistency and stability of each 

statement of itself and across time. This test ensures that all statements are focussed on 

the same purpose (Hair, et al 2006). The result shows as follows: 

Table 8.2 Reliability Test Result-Step 1 

Cronbach 's AJpha No. of Items 

.920 62 
--

Based on that statistical test, the following statements were eliminated so as to 

increase the value of CA: ie. statements number: 12, 22, 33, 45, 48, 52. Another 

reliability test was then conducted on the reduced number of statements, and the result 

shows as follows : 

Table 8.3 Reliability Test Result-Step 2 

Cronbach's Alpha No. of Items 

.927 56 

The result shows is an increase in the CA arising through the elimination of six 

statements. 

A validity test was then undertaken, to determine whether the measurement model is 

valid. Validity refers to how well the concept (Qualitative Organisational Performance) 

is defined by the measures (Dimensions ofBoard Performance). It reflects the extent to 

which the measures are free from systematic or non-random errors (Hair, et al 2006). A 

factor analysis (Kaiser-Meyer-Olkin (KMO)) was used to measure the validity of the 

model. The following is the result of the KMO Measure of Sampling Adequacy (MSA). 

Table 8.4 KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy (MSA) .809 

Bartlett's Test of Sphericity Approx. Chi -Square 4595.132 
df 1596.000 
Sig. .000 

The requirement for Factor analysis is a MSA > 50°/o (Hair, et al 2006). The 

computation shows that MSA is 0.809, therefore >50%. The result of the factor analysis 

indicates that all questions should not be omitted from the dimensions, because the 

significance shows as being > SOo/o. 
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8.2 BP AT - Method of Data Processing 
After reliability and validity test, the mean was computed of all X variables, i.e ., the 

variables of Board Performance. Following that, an SEM diagram (below) was 

constructed for the purpose of correlation analysis between Board Performance and 

Qualitative Organisational Performance using AMOS . 

8.3 Structural Equation Modelling (SEM) for Board Performance Influence on 
Qualitative Organisational Performance 

An SEM with AMOS was used to determine the statistical influence of BP (Board 

Performance) on qualitative organisational performance. 

SEM is a statistical model that aims to explain the relationships among multiple 

variables. It examines the structure of interrelationships reflected in a series of 

equations, which is similar to a series of multiple regression equations. SEM is used to 

observe and find explanations for the associations between constructs (dependent and 

independent variables) (Hair, et al 2006). These constructs are unobserved variables 

which are represented by multiple variables. The SEM diagram of this research model 

for AMOS is as follows: 
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Figure 8.1 SEM for Board Performance Influence on Qualitative Organisational Performance 
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The explanation of each variable is shown below: 

Table 8.5 Explanation of Each Variable 

Variable Name of Variable 

X = Board Performance 
X a Agency Theory 
Xb Resource Dependency Theory (RDT) 
Xc Group Decision Process Theory (GDPT) 
X a Contextual - Agency Theory 
Xbl Political 
Xb2 Strategic 
Xcl Analytical 
Xc2 Education 
Xc3 Interpersonal 
Y = Qualitative Organisational Performance 
YBI I . The majority of clients (customers) served, experienced marked improvements as a 

result of services provided. 
YB2 2. The number of programs and services offered had increased during the last year. 
YB3 3. The quality of services offered has improved. 
YB4 4. Generally clients and customers are satisfied with the services provided. 
YB5 5. Overall how successful has the organisation been in meeting its goals or objectives? 

8.3.1 Statistical Test of Significance- Results and Discussion 

8.3.1.1 Goodness of Fit 
Goodness of fit is a test to find out whether the theoretical model is not different from the 

empirical data. To analyse the goodness of fit the CFI (Comparative Fit Index) was used. The 

requirement of a good fit is that CFI 2: 0.90 (Hair, et al 2006). The result of CFI for this 

research data was 0.945, therefore it n1eets the requiren1ent for goodness of fit . 

The regression weight shows the estimation of influence between one variable and another 

and the probability that it explains the significant influence of one variable on another. The 

result shows that the influence ofBPAT towards QPAT is 0.866 with a probability ofO.OOO. 

The results of the statistical SEM test are presented in the table below: 
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Table 8.6 Standardised Regression Weights 

Influence Variables Standardised Regression Weights 
X-?Y Board performance -7 Qualitative 0.399 (***) Organisational Performance 

Theoretical Perspectives 
Xa -?X Agency Theory -7 Board Performance (BP) 0.771 (***) 
Xb -7 X Resource Dependency -7 BP 1.232 (***) 
Xc -7 X Group Decision Process -7 BP 0.939 (***) 

Dimensions of Board Performance 
Xa -7 X Contextual -7 Agency Theory 0.771 (***) 
Xbl -7 Xb Political -7 Resource Dependency 0.567 (***) 
Xb2 -7 Xb Strategic -7 Resource Dependency 0.643 (***) 
Xcl -7 Xc Analytical -7 Group Decision Process (GDP) 0.856 (***) 
Xc2 -7 Xc Education-? GDP 0.868 (***) 
Xc3 -7 Xc Interpersonal -7 GDP 0.790 (***) 

* * * = significant at 0. 0 I% level of significance 

8.3.1.2 Influence of Board Performance on Qualitative Organisational Performance 
From Table 8.6 above, it can be observed that board performance has a positive significant 

influence on qualitative organisation performance. 

The significance levels also demonstrate that all theories that are employed to explain the 

governance mechanism have significant influence on qualitative organisational perforn1ance. 

This supports Brown's (2005) findings. 

In the test for theoretical perspectives, it is shown that RD theory has the highest estimated 

values. The second highest influence is GDP theory, and the third is agency theory. 

RD theory explains that a board has the roles of bringing resources to the organisation, and 

maintaining its sustainability. The resources can be in the form of information, funds, 

networks, etc. The role of board according to RD theory is also communicating, and 

providing resources or products from the organisation, to the outside stakeholders. 

8.3.1.3 Dimensions of Board Performance 
The highest influence on qualitative organisational perfoimance is the educational dimension, 

followed by the contextual dimension, and the strategic dimension is the lowest influence. 

This finding is contrary to Brown' s (2005) finding, especially for the strategic dimension. In 

Brown's sample it is the highest influence on qualitative organisational performance. 
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However, in another of Brown's (2007) research about board development, it is shown 

that education through a board development program is imperative in contributing to overall 

board performance. As such, this research supports that discovery. 

In concert with RD theory, the strongest influential dimension with the highest estimate is 

the strategic dimension. This dimension explains that a board should have the capability to 

foresee any challenge and issue before it becomes critical. It emphasises the internal 

processes of the organisation where a board has to prepare strategic plans to face the 

challenges that the organisation might face in the near future . In the BPAT that was 

distributed, this dimension included, among other things, the decision making process, the 

review of strategic plans, vision and mission, how the immediate board responds to business 

challenges, and how ineptly the board handles complex issues. 

In GDP theory, t e highest influence is the Education dimension. This dimension explains 

the importance of providing education for the board members about the organisation ' s 

operations, vision, mission and culture. 

8.3.2 Result of Hypotheses Tests 

Based on the statistical tests, all hypothese are accepted . All independent variables have a 

significant positive influence on the dependent variable of qualitative organisational 

performance. Therefore the following null-hypotheses are rejected. 

Agency Theory 

Contextual dimension has a positive relationship with Qualitative Organisational 

Petformance. 

Resource Dependency Theory 

Political dimension has a positive relationship with qualitative organisational performance. 

Strategic dimension has a positive relationship with qualitative organisational performance. 

G roup Decision Process Theory 

Analytical dimension has a positive relationship with qualitative organisational performance. 

Education dimension has a positive reJationship with qualitative organisational performance. 
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Interpersonal dimension has a positive relationship with qualitative organisational 

performance. 

Board Performance and Organisational Performance 

Board Performance has a positive relationship with qualitative organisational performance. 

8.4 Board Performance Influence on Quantitative Organisational Performance 

In this chapter there will be answer to research question no.4 (RQ-4), that is: What is the 

relationship between board performance and financial performance in CUs and TR CUs? 

This was drawn from Study 5. In this chapter the correlation between board performance and 

quantitative organisational performance is elaborated. The Indo PEARLS ratios are used as 

indicators for the dependent variable of quantitative organisational performance. 

The ratios were tested using factor analysis to choose the variables to be included in the 

SEM. The first factor analysis resulted in a Kaiser-Meyer-Olkin (KMO) value of 0 . 788, with 

significance ofO.OOO, and x2 of2630. Several PEARLS ratios were then omitted because the 

MSA < 0.5. The second factor analysis resulted in a KMO value of 0.802, with significance 

ofO.OOO, and x2 of2537.293 . The following variables have an MSA > 0.5, which were then 

used as dependent variables for SEM: 

Table 8. 7 List of Dependent Variables 

PEARLS Dependent Formulas Requirement 
Variables Variables (%) 

1-

P6 Yal.2 Solvency (Net Value of Assetsffotal Shares & 
~llO Deposits) 

E5 Ya2.3 Savings Deposits I Total Assets 70-80 
E6 Ya2.4 Ex1emal Credit I Total Assets Max5 
E7 Ya2.5 Member Share Capital I Total Assets 10-20 
A1 Ya3 .1 Total Loan Delinquency I Gross Loan Portfolio <5 
R1 Ya4.1 Net Loan Income I Average Net Loan Portfolio > Market rate (7.5) 

R5 Ya4.2 Total Int. Cost on Savings Deposits I Avg. >Inflation rate (7.3) Savings Dep. 

R7 Ya4.4 Total Int. (Dividend) Cost on Shares/ Avg. > Market Rate (7. 3) Member Shares 

R9 Ya4.6 Total Operating Expenses I Average Total < 5 
Assets 

L2 Ya5.2 Liquidity Reserves I Savings Deposits > 10 
L3 Ya5.3 Non-earning Liquid Assets I Total Assets < 1 
Sl Ya6.1 Growth in Net Loans 70-80 
S3 Ya6.2 Growth in Financial Investments :::; 10 
S5 Ya6.3 Growth in Savings Deposits 70-80 
S7 Ya6.5 Growth in Member Shares 10-20 
S8 Ya6.6 Growth in Institutional Capital > 10 
Sll Ya6.7 Growth in Total Assets >Inflation (7. 3) 
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The independent variables are as follows : 

Table 8.8 List of Independent Variables 

Variable Variable Dependent 
X Board Performance 

Theoretical Perspectives 
X a Agency Theory 
Xb Resource Dependency Theory (RDT) 
Xc Group Decision Process Theory (GDPT) 

Dimension of Theoretical Perspectives 
X a Contextual - Agency Theory 
Xbl Political 
Xb2 Strategic 
Xcl Analytical 
Xc2 Education 
Xc3 Intetpersonal 

The diagram of SEM for the relationship between BPAT and Indo PEARLS can be seen in 

Appendix F. 

The statistical goodness of fit test shows that board performance does not have significant 

influence over quantitative organisational performance. The CFI is 0.672, and the RMSEA is 

0.144. The requirement for CFI is 2:: 0.9 and RMSEA ::; 0.08. As such the model is not good. 

The result for correlation between Board Performance and Quantitative Organisational 

Performance is negative. Therefore the answer to the foll wing hypothesis is the rejection of 

Ha (alternative hypothesis). In other words, the null hypothesis (Ho) has failed to be rejected. 

The hypotheses are presented below: 

Ho: Board Performance has no relationship with quantitative organisational performance. 

Ha: Board Performance has relationship with quantitative organisational performance. 

Therefore the correlation results demonstrate that board performance has no relationship 

with quantitative organisational performance. 

The SEM analysis revealed no correlation between board performance and PEARLS 

organisational performance. This is due to the PEARLS ratios having requirements that the 

values of ratios should be within a particular range. For example ES (Savings Deposits/Total 

Assets) must be between 70-80% and the Solvency Ratio (P6) must be higher than 110%. On 

the other hand, there are ratios that require very low values, such as ratio E6 (External Credit 

/Total Assets) should be less than So/o and ratio L3 (Non-earning Liquid Assets I Total 
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Assets) should be less than 1%. Thus the value of the PEARLS ratio is not linear, falling 

between certain ranges where the range is very wide for several ratios relative to others. On 

the other hand, the value of BPAT in the questionnaire is linear, that is the higher the 

agreement, the higher the value. This high difference in values resulted in a non-correlation 

of the two variables. 

For those reasons, I would suggest that further research must analyse the PEARLS ratios 

qualitatively to investigate how well a Credit Union or Cooperative may be in meeting the 

standard of financial ratio performance introduced by WOCCU. It is better not to correlate 

board performance with PEARLS ratios. 
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Chapter Nine 

The Extent of Multiple Theoretical Perspectives Explain Governance 

Mechanism 

This chapter will answer the last two questions in this research, that is questions 5 and 6. The 

questions are: 

Question 5 

To what extent can agency theory, stewardship theory, resource dependency theory 

and decision process theory, explain governance mechanisms in TSOs and CU s? 

Question 6 

Is there any other theory that may help understand the governance mechanism in 

Indonesia's TSOs and CUs? 

The literatures about governance rarely articulated directly its definition. However in 

organisation's real practice the definition is always formulated, for example in the 'guidance 

of organisation governance'; 'the code of ethics of good corporate governance'; 

organisation's code of ethics; etc. Those definitions are very contextually defmed based on 

the nature of the organisations that formulated the definition. For profit organisations 

(companies) relate it with shareholders, nonprofit organisations associate it with constituents 

or stakeholders, cooperatives connect this with mernbers. 

This is actually what this research was trying to uncover on the onset, that is to observe 

the contextual fotmulation of governance by activists from Third Sector Organisations 

(TSOs) and Credit Unions (CUs), particularly good governance and the requirements to 

achieve that. 

Most of the formulation of governance definitions refers to the process and system. For 

example: "Governance .means: the process of decision-making and the process by which 

decisions are implemented (or not implemented)" ( www. unescap.org); "Corporate 

governance deals with the rights and responsibilities of a company's management, its board, 

shareholders and various stakeholders (wwvv.oecd.org)"; '"Governance' is the exercise of 

power or authority - political, economic, administrative or otherwise - to manage a country's 

resources and affairs" (www.ausaid.gov.au). It can be observed that those definitions differ 

based on the nature of the organization. Generally the emphasis is on process; but to those 
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who have power stress on power exerctse, some point up management of right and 

responsibilities; etc. However, all organisations have the same end objective, that is to 

achieve good governance. This means to achieve good governance there has to be a process 

that must be undertaken. 

The question then, what is meant by good? According Oxford English Dictionary, one of 

the meanings of good is "having the required qualities". As such, at the outset there has to be 

some set of required qualities. This means there has to be someone or some people to 

construct those requirements. Therefore in all literatures and practices, governance is always 

connected with a group of people that have the authority to frame the required qualities as 

desired conditions, namely the board. Consequently, it is the adeptness of the board members 

that become the object under discussions or investigations. 

The reason for organisations since around 1998 became actively formulating governance, 

then applying their own formulations was because of the diminishing trust from investors 

towards the companies transparency and accountability of the CEO, for example in the case 

of Enron (Gill 2002). Therefore emerged the needs to control the CEO and call for 

company's transparency in policy as well as decision making. Herein agency theory becomes 

relevant in this circumstance. Hereafter the demand for more roles played by the board 

members escalates. It is then demanded that board members to be more active to monitor the 

organisation as well as the CEO operations. As a result, to achieve good governance there is a 

need for competent board members. 

Accordingly, most literatures about governance refer to the capability of board tnembers . 

For example agency stresses on the capability of monitoring and understanding 

organisation's vtstons and missions as well as process and procedures (contextual 

dimension) . Resource dependency theory emphasises on board's capacity to bring in and out 

resources for the life of the organisations (political and strategic dimensions). Group decision 

process theory points up board' s aptitude of working in a group, to wit interaction with other 

group members; ability to understand complex problem; and level of knowledge related to 

the issues faced by the organisation (interpersonal dimension, analytical dimension, and 

educational dimension). 

There is nevertheless another popular theory that is employed by many prevtous 

researchers to understand governance especially for nonprofit organisations. That is 

stewardship theory. This theory stresses on partnership roles of the board members with the 

manager as stewards to the organisation. This is in contrast with agency theory which urges 

board members to monitor the manager. 
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In fact there is plethora of other theories that help to understand governance. Therefore 

this research attempted to relate governance discourse and mechanisms with theories other 

than mentioned previously. 

As such, the explanation in this chapter will start from discourse of governance. This is 

important to understand how the key knowledgeable people in Indonesia's Third Sector 

Organisations (TSOs) and Credit Unions (CUs) contextualise their governance. 

Next would be the answer for question no. 5, that is the extent to which each theory 

employed in this research can explain governance mechanism. However before that there will 

be elaboration about how current researcher constructs the proposed governance mechanism. 

Since previously explained that to attain good governance there should be a process 

undertaken, then this research proposed the framework to understand the process of 

governance, namely governance mechanisms. After that the answer to question no.5 will 

follow this proposed framework. The governance mechanism proposed consisted of board 

structure, board roles and responsibilities, board process, board and executive relationship as 

well as governance principles of accountability and transparency. 

9.1 Understanding about Governance 
Based on the content analysis of interviews with forty-one Key Informants (KI), Governance 

of Indonesia's TSOs encompasses four concepts: (1) internal and external governance~ (2) the 

system, (3) managerial functions, and ( 4) coinp1iance with vision and missions. Each concept 

was explained by the KI to describe governance as a whole. As such they are not the 

components of governance. 

Internal and external governance is a governance concept that gives emphasis to the 

relationships between and among internal and external stakeholders. 

Internal governance IS concerned with an organisation ' s accountability to internal 

stakeholders. This can be done, inter alia, by having the system regulate the internal 

relationship between an organisation's actors, such as between board members and 

executives and other employees. In addition, the organisation is expected to have a human 

resource development program, a reward system and a succession plan as part of its 

responsibilities to internal stakeholders. 
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External governance is associated with an organisation' s accountability to external 

stakeholders. The aspects of external governance are almost the same as for internal, but also 

include accommodating constituents' aspirations and suggestions for providing services to 

the community. 

This type of governance is different from the internal and external governance proposed 

by Adelegan (2005) and Weir, Laing, and McKnight (2002) for corporations, which refers to 

board structure and market control. Board structure in a firm may influence how the control 

mechanism is carried out. Market control refers to the control carried out by shareholders 

through their demand on the company' s shares (e.g., common stocks) that will influence their 

price. Whenever the shareholders consider that company' s performance is far from expected, 

they will sell the shares, consequently the demand of that particular company's stocks 

decreases which resulted in decreasing stock price. 

In the present case, it does not refer to control by external stakeholders but rather focuses 

on maintaining a relationship with all stakeholders and being accountable to them. External 

stakeholders, such as constituents and the community, are given particular attention by giving 

them "r om" for aspiration. Internal stakeholders are given the opportunity, through a human 

resource development program, to be prepared for succession plans. 

With regards to the governance concept as a system, it is about the availability of all the 

systems that make the organisation work. These are, among other things, the organising 

system, the working mechanism, and the system for executing power. This concept of 

governance is partly in line with Doppelt (2003) who argues that governance is about the 

systems by which an organisation is directed. 

Anot er concept of governance is associated with managerial functions. Some Kl are of 

the opinion that it is about organising, the decision-making process, control mechanisms, 

managing law-makers, administration, and executing plans. This corresponds with Lyons 

(200 1) who views governance as being engaged in management that needs discretion and 

judgmer.t. 

FinaLy, according to KI, governance can be described 1n terms of how well the 

organisation complies with its vision and mission. 
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In addition to the explanations above, the current writer would like to draw on some 

particular indicators of good governance mentioned by KI that characterise the Indonesian 

context of governance. These are "democratic principle" and "ethical value". 

Democratic principle is in line with an Indonesian fundamental traditional value in the 

process of decision making. The Indonesians have a motto musymtJarah for mufakat, which 

means discussions by incorporating participation or suggestions from all of the members to 

get one voice in decision making. Therefore, in every meeting they are encouraged to apply 

the prevailing cultural value, that is the democratic principle. In addition, the Kis noted that 

this principle was not solely for meetings, but for all decisions in organisations. This means 

that for every decision, particularly the important ones, the board ought to include 

participation from all the board members, including the executive. 

Ethical value is something unique and is not addressed in the governance principles 

discussed in the western literature. It was explained by the Kls that, when all organisational 

members respect and practise this value, it brings good governance to the organisation. This 

value is related to high tolerance (tepa selira) ~ no discrimination between different ethnic 

groups and religions; respect for each other; and helping one another (gotong-royong). In 

fact, these values are part of the local wisdom there since ancient times, and taught over 

generations. As such, this particular indicator is incorporating local wisdom into the modern 

understanding of governance. 

These explanations of the Indonesian context of governance are to some extent similar to 

the Western style of governance, but also incorporate local wisdom and knowledge. 

The next section will elaborate on the governance mechanism with respect to governance 

practice in TSOs. Some aspects of the governance mechanism have been formulated in 

Section 2.3 to make it easier for future researchers to understand the process of practising 

governance. 

9.2 Governance Mechanism 

Drawing on the literature review, five aspects of the governance mechanism were identified 

and used to analyse governance practice in Indonesia' s TSOs based on the interviews using 

the Organisation Questionnaire. Those aspects of the governance mechanism are board 
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structure, board roles and responsibilities, the board process, board relations with the 

executive, and the governance principles of accountability and transparency . 

It will be explained in brief to what extent the foundational theories employed, i.e., 

agency, stewardship, resource dependency, and group decision process theories can explain 

the above-mentioned aspects. 

9.2.1 Board structure 

Board structure is concerned with the following issues: the existence of the board in an 

organisation~ the people in charge of crucial positions, such as the board chair and the 

executive; and the composition of the board, including the profiles of the people who are 

involved as board members. 

The relevant aspect of each foundational theory will be explained first; then how each can 

explain the governance mechanism in the TSO sample consisting of Popular Organizations 

(PO) and Small and Informal Organisations (SIO) will be described. The explanation will 

begin with agency, followed by stewardship, and then resource dependency (RD), and group 

decision process ( GDP) theories. 

Agency theory is related to the principle-agency relationship (Caers, et al 2006; Fama 

1980) and most of the studies focus on this relationship issue (Olson 2000). In the private 

sector, the principals are the owners or shareholders and the agent is the one that manages it, 

whereas in the non-profit sector the principals can be the founders (Caers, et al 2006). The 

principals are represented by the board members that will act in accordance with the 

principals' agenda. Davis, Schoorman, and Donaldson (1997), based on the research done by 

Argyris (1976); cf Davis, Schoorman, and Donaldson 1997) us1ng psychological 

mechanisms, argued that agency theory stems from an "economic model of man". The 

underlying theory of agency is that of a rational actor who seeks to maxirr1ise his/her 

individual utility (Jensen & Meckling 1976; cf Davis, Schoorman, & Donaldson 1997, p.38). 

This model signifies that an agent is inherently opportunistic, unless he/she is restricted 

through control mechanisms. Opportunistic denotes the inevitability that the people involved 

will be tempted to pursue their own self-interest (Sasso 2003). In doing the work, he/she 

expects an extrinsic reward such as incentives: an insurance program, a retirement program, 

facilities (Davis, Schoorman, & Donaldson 1997). The orientation of agency theory is control 
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oriented~ the organisation' s system is based on control mechanisms and the objective is cost 

control . 

In the framework of a board structure, agency theory emphasises the importance of having 

a board and a separation between the board chair and management . 

Stewardship theory is based on the idea in psychological theory of the "self-actualising 

man". It assumes that the behaviours of the executive are aligned with the interests of the 

principals (Davis, Schoorman, & Donaldson 1997). The executive is motivated to work 

sincerely because of the belief that the benefit gained from pro-organisational behaviour is 

higher than from individualistic behaviour. According to stewardship theory, the executive is 

expecting intrinsic rewards, such as opportunities for growth, achievement, affiliation and 

self-actualisation (Davis, Schoom1an, & Donaldson 1997, p.28). Therefore, according to 

Davis, Schoorman, and Donaldson (1997), the orientation in this theory is involvement 

oriented; it is based on trust and the objective is performance enhancement. As such, Argyris 

( 1964) argued that control orientation can be counterproductive and autonomy should be 

deliberately extended ( cf Davis, Schoorman, & Donaldson 1997). Davis, Schoorman, and 

Donaldson ( 1997) also suggested that empowering the governance structure and mechanism 

is recommended rather than monitoring. 

In light of board structure, stewardship theory focuses on the partnership between the 

board and the manager; as such the separation of the positions between the board chair and 

the manager is not the focal point. 

This is also the case in SIOs; rnore than 50% of SIOs have the same person as board chair 

and manager, namely a "duality function". Stewardship theory can account for this case 

because it stresses performance-orientation. The main reason for having a duality function is 

for efficiency, and faster decision making, which is in line with the arguments by Rock, 

Otero, and Saltzman (1998) and Brown (2002). 

Another theory that can be used is RD theory, which assumes that organisations are 

controlled by their environments, although management can steer the dotnination of the 

environment. In relation to board structure, this theory, introduced by Pfeffer and Salancik 

(1978), recognises that the board is the link between the organisation and external resources. 

In previous research done by Herman and Renz (2000), they found that in many effective 

non-profit organisations, the boards comprised prestigious people. This type of board 
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member has the means to financially support the organisation and to call on their important 

connections in the external environment (Herman & Renz 2000 ) . Emphasis is placed on the 

role of the board members to attract resources from the organisat ion 's stakeholders and it is a 

role that is imperative in order for the organisation to exist. 

RD theory can explain the evidence in the present case where the composition of the 

boards in most POs includes famous people or charismatic leaders. Most of the TSOs invite 

influential people to join the boards to benefit from their people networks and access to 

resources (funds, intellectual capital, donor agencies, and other potential resources) . 

Another central theory employed is GDP theory. This theory is primarily concerned with 

how information is managed and channelled (Quinn & Rohrbaugh 1983 ; Seashore 1983), 

how decisions are made, and how group me1nbers interact (Zander 1994). This theory 

emphasises that as long as the board members follow the correct procedures and processes, 

they wi 11 perform better and add value to the organisation. As such, in light of the board 

structure, group decision process theory cannot provide an explanation and may not be useful 

in finding an explanation related to board structure. evertheless, it can provide a 

comprehensive description of the board process which will be discussed later. 

In summary, there are limitations for each foundational theory addressed in this section. 

Agency theory is unable to provide an explanation as to the following: how an organisation 

that does not have board and has a dual ity function can still operate well; why there is a need 

for diverse board members; and why an organisation includes influential people and 

constituents on the board. In relation to the present sample, this theory can explain, to a great 

extent, governance practices in POs, but very little in SIOs. 

Stewardship theory cannot explain, inter alia, the need to have a board; the importance of 

separating the board chair and manager; and the significance of having a diverse range of 

board members. This theory is useful for providing a rationalisation about board structure in 

SIOs but not in POs. 

RD theory primarily explains how an organisation should respond to its dependency on 

resources from the environment. There are limitations as well by only employing this theory 

to understand governance. In light of board structure, this theory does not explain the 

implications of board chair and management separation or no separation. This theory is useful 
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in explaining board structure in POs but very little in SIOs, since most SIOs do not have 

boards. 

GDP theory does not provide an explanation about the aspect of board structure in the 

governance mechanism. However, it does give comprehensive descriptions about the board 

process, which will be elaborated on later. 

In addition to foundational theories, stakeholder theory can be useful to elaborate on the 

reasons for having a diversity of board members in terms of gender, ethnicity, and different 

community groups, such as disadvantaged groups of stakeholders, constituents, and an 

organisation ' s clients. 

9.2.2 Board Roles and Responsibilities 

The issues in board roles and responsibilities are as follows : 

• the Board' s role in selecting and monitoring the manager; 

• the Board ' s role as a strategic planner where it has to act as a strategic decision maker 

or as implementer at the same time; 

• the Board's hands-on approach, i.e., involved m daily activities, or hands-off 

approach, which only involves strategic activities; 

• the Board' s role in seeking funds ; and 

• the Board' s role as the driving force, which means having the final say. 

Within the framework of roles and responsibilities, agency theory recommends board 

members select and appoint an executive as the agent of the organisation, and then its 

foremost role is supervising the agent's performance. In the present sample, particularly in 

POs, the board members' main role is supervising the executive. Several aspects are 

scrutinised by the board: the executive ' s ability in executing the strategic plans; that the 

executive's interests are deemed to be in line with that of the principal's (founder's); and 

manager compliance with regulations. In a very small number of SIOs that have a board, the 

board's main role is also to monitor the executive; however the selection of the executive is 

not made by the board, but by the organisation' s members. 
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Because of these monitoring activities, the organisation must bear an agency cost. Agency 

cost is the cost related to monitoring the executive' s activities, such as an audit, and to ensure 

the executive's performance meets the organisation 's standards (Gitman 2007). In the present 

sample, for POs and SIOs, the agency costs consisted of, inter alia, regular review of 

executive performance; auditing of financial performance; creation and development of key 

performance indicators; and carrying out an evaluation of the efficiency and effectiveness of 

organisational activities. 

Another role of the board, according to agency theory, concerns the separation of roles 

between board members and the executive. The board members must focus on strategic 

planning and development, while the manager must implement the strategic plans. In most 

POs and SIOs (that have boards), the board primarily develops the strategic plan and the 

manager implements it; as such it is concomitant with the agency, and is also called a hands-

off approach by Rock, Otero, and Saltzman (1998). 

Stewardship theory suggests that the board has a partnership role with the executive. This 

means they should work together in developing the strategic plan, as well as in its 

implementation. In other words, it is a hands-on approach according to Rock, Otero, and 

Saltzman {1998). In SIOs that have a board, the hands-on approach is practised. Therefore, 

stewardship theory can be applied to SIOs but not POs. 

In addition, according to Drucker (1990), still within the framework of stewardship theory, 

the board and the executive should be a 'double-bridge" team, i. e., they are complementary 

to each other, so the weaknesses of one actor should be complemented by the other's strong 

points. In the present context, based on the local wisdom of gotong-royong (mutual help), the 

phenomenon of helping each other fits with the Indonesian culture. In most SIOs, the board 

works together with the executive to execute strategic plans. 

RD theory, with respect to the board and the executive, recommends that the board's main 

role is to channel resources inside and outside the organisation. This means the board's main 

role is to seek funds or resources (projects) fi·om its network, in other words the boundary 

spanning role. In the present case, in both types of organisations, the boards obtain funds 

from friends and acquaintances. With regards to channelling resources to outside the 

organisation, as suggested by resource dependency theory, this refers to working tn 

association with external organisations. This activity is carried out by each type ofTSO. 

258 



This theory is also concerned with the role of developing technical competencies (e.g., 

financial and legal), as well as providing a strategic direction for the organisation (Brown 

2005). The strategic matter can be explained by both agency theory and RD theory; however 

there is a difference. In agency theory, the focus is on the separation of responsibilities 

between board members and the executive, where the first formulate while the latter 

implements. RD theory emphasises the responsibility to contribute to the organisation, where 

strategic direction is part of the resources that the board should supply. In the present sample, 

only PO boards provide strategic plans, while in SIOs they do not, primarily because SIOs do 

not have strategic plans. 

G·DP theory does not provide an explanation as to a board's roles and responsibilities. 

A driving force can also be one of the issues in a board' s roles and responsibilities. In a 

small number of SIOs and POs, there is this type of person in the organisation who makes 

final decisions. Even though there might be a meeting held before the decision is made, this 

driving-force will eventually determine the final decision. This phenomenon cannot be 

explained by the main theories employed in this study, but is described as "democratic 

individual leader centric" (Dongre & Gopalan 2008, p. l 0 I ): the discussions are held, 

opinions are gathered, and options are considered but the final decision is made by this 

person. There are two POs, "BS ' and "SN', that have had the same person as the executive 

and board chair for more than 15 years; this person then becomes the driving force in the 

organisation. These persons are the founders of the organisations. 

In SIOs, the board does not ratify the report to the funding agency; it is prepared and 

reported by the executive. This case is explained by managerial hegemony theory. This 

theory states that the manager is influential in making most of the decisions, especially during 

normal times (Lorsch & Maciver 1989). 

In conclusion, agency theory can explain the roles and responsibilities of the board, 

particularly for issues of monitoring the executive, separation of roles with the executive, and 

the need for agency costs. However, it fails to provide an understanding of why the board and 

the executive might work together in implementing strategic plans; of the hands-on approach; 

and of how or why they might help each other by contributing to one another's strong points. 

Stewardship, on the other hand, can elucidate the need for partnership but not for monitoring 

function-related activities. RD theory only focuses on efforts to obtain and channel resources 
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but not on other functions such as monitoring or partnership with the executive. The GDP 

theory is not relevant to explain roles and responsibilities in the present case. 

Other theories that can be used to explicate roles and responsibilities are managerial 

hegemony theory; local wisdom about mutual help; and "democratic individual leader 

centric" . 

In summary, board roles and responsibilities in POs mainly follow the conditions 

suggested by agency theory, while in SIOs they can explained by stewardship theory. Both 

types of organisations reflect RD theory. 

9 .2.3 Board Process 

The board process is concerned with the issues of board development, financial management~ 

board meetings, the decision-making process, and collective decision making. 

Agency theory cannot be employed in explaining the board process. Stewardship theory is 

relevant only to a small part of this process. RD theory is not relevant in explaining the board 

process. GDP theory can explain a great deal about this process. The explanation will begin 

with group decision process theory, followed by stewardship theory. 

GDP theory states that board development is part of the educational and analytical 

dimensions (Brown 2005) of the board process. This includes board members' selection, 

training and evaluation. In the present sample, there was no information about the process of 

board members ' selection and training activity, but based on KI interviews, the latter activity 

is highly encouraged. The significant point to be considered is the reason for having 

education activity. In the present context, most TSOs face serious problems after projects are 

finished : the driving force dies; bad management may exist; and there is a need to keep up 

with the development of information technology. Therefore, according to the Kis, the main 

objective of educational activities is to prepare future leaders for the sustainability of the 

organisation. In the literature, the reasons put forward for education activities are to enhance 

the board members' analytical skills in dealing with complex problems (Brown 2005; Chait, 

Holland, & Taylor 1996) and to augment the board' s understanding about its roles and 

responsibilities (Brown 2005). However, the emphasis is different : western literature focuses 
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on enhancing current performance while in the present case, the focus is on the future of the 

organisation. 

Another element of the group decision process is the interpersonal dimension. In this 

dimension, the board encourages a sense of inclusiveness among executives, develops group 

goals and acknowledges group accomplishments; it also encourages leadership among the 

executives (Brown 2005) . Those activities, in the present sample, all TSOs, are done in board 

meetings. However in the POs, board meetings are more frequent than in the SIOs. 

In relation to board meetings, according to group decision process theory, there is another 

important aspect to be examined, that is meeting procedures. Good meeting procedures can 

be used for board performance evaluation. The procedures include frequency and duration of 

meetings; the degree of attendance; the board' s role in setting meeting agendas; the decision-

making process; and the minutes of meetings (Berghe & Levrau 2004). However, the Kis did 

not mention that board performance was measured by meeting procedures; instead it was 

measured by how well they carry out the mandate given by the organisation's constituents; 

how well they meet the organisation's vision and mission; whether they produce a positive 

impact; and whether they comply with the high moral ethics related to tepa-selira (tolerance) 

and gotong-royong (mutual help) . In the present sample, especially for the POs, the meeting 

procedures are of good quality. Many POs organise semi-annual board meetings, but only 

one organisation has monthly meetings. For the SIOs, only three out of the eight 

organisations that have boards organise meetings every two months. 

GDP theory emphasises group participation in decision making, because the decision 

made by a group of people will produce better decisions (Brodbeck, et al 2007; Payne & 

Wood 2002). The decision-making process in POs and SIOs is always done through 

musyawarah for mufakat or collective decision making. It is considered imperative in the 

Indonesian context; the voting mechanism is not encouraged unless they cannot come up with 

one "voice". However, voting is almost never practised in most TSOs. This decision-making 

process is stated clearly in the National Ideology, Pancasila, especially in principle No. 5. 

Musyawarah means more than merely collective decision making; it means abandoning 

personal ideas or opinions voluntarily to accept other' s ideas or suggestions for the 

betterment ofthe group. Therefore, group decision process theory can explain the importance 

of group decision making, but not the importance of voluntary participation for the benefit of 

the group. The latter is explained by local wisdom, i.e., musyawarah. 
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To summanse, the group decision process can provide several reasons for board 

development which correspond with the present context. It provides the reasoning for 

developing (current) performance, whereas in the present context, the focus is on the future 

"fate" of the organisation. In light of board performance evaluation, a group decision can 

only correspond to the standard of meeting procedure, but fail to explain alternative tools to 

measure board performance, which in the present case is entirely different from what has 

been suggested. The group decision process can partially explain the importance of the group 

decision-making process, but local wisdom i.e. , musyawarahcan can provide a better 

description of the Indonesian type of decision-making process. 

Stewardship theory can only explain the partnership effort between the board and the 

executive in preparing the meeting agenda, but not the other processes. 

9.2.4 Board Relationship with Executive 

The issue with respect to the board relationship with the executive is whether it is harmonious 

or in conflict. The important aspects to be considered are (I) why it is in conflict or 

harmonious, and (2) how can the harmony be maintained and created. 

Only agency and stewardship theories are relevant in explaining the board relationship in 

the present sample. In addition, the concept of an "organisation' s life-cycle" proposed by 

Smillie and Hailey (2001) and "strange-loop and tangled hierarchies" by Middleton (1987) 

can explain the phenomenon in SIOs and POs. 

Before the relevance of agency and stewardship theories are explained, the applicability of 

"organisation 's life-cycle" and "strange-loop and tangled hierarchies" to the present results 

will be discussed first. 

Smillie and Hailey (200 I) in their research on several South Asian NGOs found that the 

larger the organisation., the more complex the problems will be and that conflict will likely 

occur more frequently. In the present case, based on the interviews, the K.Is explained that 

when the organisation is sti1l small with simple problems to deal with, the relationship 

between board members and executive is usually harmonious. However, when the 

organisation becomes larger, with more funds and more complex problems, the relationship is 
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not always harmonious. This phenomenon occurred tn POs and SIOs based on the KI 

interviews. 

In addition, during the process of research, the current writer had the expenence of 

interviewing the same person in different organisations. Initially the person was interviewed 

in his capacity as the executive in an organisation. About two months later, in a different 

organisation, the writer asked to interview a KI from that organisation and was directed to 

meet a board member whom the organisation perceived as the knowledgeable KI. This person 

was the same person that had been interviewed in a different organisation. When asked about 

the reasons for his moving to this new organisation, he explained that one of the reasons was 

that the previous organisation did not give him enough appreciation for his work. 

Middleton ( 198 7) has explained that the larger the organisation, the greater the executive's 

engagement with operational matters compared to the board members. Hence, the executive 

will have more information about daily operations than the board members. The board will 

only get information from the executive through regular meetings with the executive. There 

are three consequences of this situation: (1) the information given might be outdated because 

the meeting might be held only once a week; (2) there is a possibility that the executive may 

"filter" the information, so he/she only gives information which will not jeopardise his/her 

position, resulting in "information asymmetry" · and (3) the executive becomes the educator 

to the board members because the executive has more information and are more 

knowledgeable about the real practices and problems that the organisation is dealing with in 

daily operation. This is what takes place in the POs_ Accordingly, a conflict emerges between 

the board members and the executive. The information asymmetry ·might occur not only 

because of the executive's bad intention, but because of his/her ability to identify which 

issues are important and which are not; hence the executive overlooks important matters and 

does not convey them to the board, and this may be escalated by the inept communication 

skills of the executive. Because of these facts, the board fails to notice the adeptness of the 

executive, and does not give as much recognition or credit to the executives as the executives 

might have expected. 

The situation where the executive becomes educator to the board is termed "strange loop 

and tangled hierarchy" by Middleton (1987). This concept is in line with what happens in 

POs. According to Middleton, this situation may cause a conflict between the board and the 

executive. In the present case, this does occur and brings the loyalty of the executive into 
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question. On the other hand, in SIOs, these same circumstances occur but the conflict is not 

as severe as in POs. This is because SIOs are mostly small organisations where informal 

communication is more intense and the power-distance between the board and the manager is 

fairly close. 

9.2.5 Focus on Agency or Stewardship Relations 

According to Caers (2006), Cornforth (2004) and Davis, Schoorman, and Donaldson (1997), 

the organisation's actors can choose between agency or stewardship relations. If an actor 

chooses agency relations, it means she/he will act according to the control system, so the 

focus is on conformance to rules and regulations (Cornforth 2004). The actor here 

understands that if she/he violates the regulations, there will be consequences (Greer, 

Hoggett, & Maile 2003). This approach is more reactive and focuses on a cautious 

examination of the organisation's historical performance (Cornforth 2004). Focus on 

conformance, under agency theory, means constrained by rules, regulations, and requirements 

to follow a fixed system (system for measuring compliance). On the other hand, a 

stewardship relationship means focusing on performance optimisation, is proactive and 

demands forward vision (Cornforth 2004, p.24) . 

Davis, Schoorman, and Donaldson (1997, p.39) introduced a matrix for choosing an 

agency or stewardship relationship as follows : 
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Principal-Manager Choice Model 
Principal's Choice 

A .gen t St d ewar 
Minimise potential Agent acts 
costs opportunistically 
Mutual agency Principal is angry 
relationship Principal is betrayed 
1 2 
3 4 
Principal acts Maximise potential 
opportunistically performance 
Manager is fiustrated Mutual stewardship 
Manager is betrayed relationship 

Figure 9.1 Principal-Manager Choice Model (Davis, Schoorman, & Donaldson 1997, p.39) 
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Davis, Schoorman, and Donaldson (1997) are of the opinion t hat when the choice made by 

an organisation's actors is in quadrant 1, this means the manager and the principal choose to 

have an agent-relationship. The result would be minimised agency cost because each actor is 

committed to complying with monitoring regulations. In quadrant 2, the principal chooses to 

have a stewardship relationship, while the executive/agent chooses an agency relationship. 

Because of the different motives in doing their work, a conflict will arise. The consequence 

of this choice is that the executive will act opportunistically, while the principal will be angry 

and feel betrayed (Davis, Schoorman, & Donaldson 1997). In quadrant 3, when an agent 

chooses a steward relationship but principal agency, then the principal will act 

opportunistically, while the manager will be frustrated and feel betrayed. In quadrant 4, when 

the two parties choose a steward relationship, the potential performance will be maximised 

and there will be a mutual stewardship relationship . 

In the present case, when the organisations become larger, the choices made by board 

members and the executive reflect quadrants two (2) or three (3). Therefore conflict emerges. 

This phenomenon mostly takes place in POs. 

The situation in quadrant one (1) occurs in large POs in which operations are similar to a 

company where the relationship is very formal with great power-distance between board 

members and executive. This was evident from an organisation ' s structure observed by the 

current writer during the distribution of the Organisational Questionnaires. The structure was 

similar to a company; for example, there was an independent board that consisted of external 

stakeholders as controller of the organisation. 

The phenomenon in quadrant four ( 4) mostly takes place in SIOs where the relationship 

between the board members or the organisation 's members with the executive was most of 

the time informal with a close power -distance. 

In conclusion, only agency and stewardship theories are relevant to explain the 

relationship between the board members and the executive in the present sample. RD and 

GDP theories cannot provide descriptions of board-executive relations. 

9.2.6 Governance Principles 

9.2.6.1 Accountability 
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The foundational theories of stewardship, resource dependency, and group decisions are not 

able to provide a description of accountability. By contrast, agency theory which emphasises 

supervision, is essentially requesting accountability. However, the explanation provided by 

agency theory is limited only to reporting and evaluation, including financial performance and 

working performance. It does not explain other aspects of accountability observed and 

discovered in the present research; therefore,other theories are drawn on to provide 

explanations of the practice of this aspect of the governance mechanism in the present 

samples. 

According to other sources in the literature, accountability is associated with an 

organisation's performance evaluation and assessment about the achievement of the 

organisation's actors (Mulgan 2000)~ there is also collective accountability that involves 

mutual assistance, trust, and respect where there is general commitment to the mission and 

shared values (Brown, Moore, & Honan 2003 ; Ebrahim 2003; Onyx 2000) . It is imperative 

that an organisation has vision, mission, values, and objectives to have a road map to achieve 

its objectives. 

In the present context, based on the interviews with Kls, accountability is concomitant 

with being responsible to those who provide the mandate; they can be the constituents, the 

beneficiaries, a specific community, or the community at large. In addition, the reporting 

mechanism that describes an organisation's programs and financial activity and financial 

audits are part of the requirements for accountability for TSOs. 

In this research, findings from western literature were related to the results from interviews 

with Kis as well as to local wisdom, particularly mutual-help and tolerance. As a result, five 

aspects of accountability were formulated . It is argued that accountability means the 

availability of these five aspects: (1) VMVO (vision, mission, value, and objective), (2) job 

description, (3) process and procedures, (4) performance evaluation results, and (5) feedback 

for performance. The meaning of each aspect is explained in detail in Chapter Two and 

accountability is presented in Figure 2.1 . 

The availability of those aspects in relation to the present sample is as follows : all POs and 

most SIOs have vision, missions and objectives (VMO); however, not all POs and not one 

single SIO defines values. 
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All POs have process and procedures as well as KPis. Those activities signify 

"accountability' of the executive to explain his/her actions to the board, as explained by 

Schedler ( 1999). 

Performance reporting and evaluation are done regularly in POs; these encompass working 

performance and financial performance. According to Anderson (1984) evaluation activities 

indicate the responsibility of the subordinate. In POs, the evaluation is made not just for 

subordinates but for board members as welL 

Feedback to the executive or subordinates in the form of reward and punishment is also 

imposed in many POs. This feedback activity is described by Schedler ( 1999) as part of the 

"enforceability" effort in the framework of accountability. 

On the other hand, only a small number of SIOs have job descriptions, process and 

procedures, performance evaluation results, and feedback for performance. However, these 

facts do not imply that accountability for SIOs is not in place. In the present context, where 

local wisdom inevitably guides how an organisation operates, especially SIOs, the 

accountability mechanism is different from Western organisations that follow most of the 

aspects of accountability that I have identified. 

In SIOs, the organisation' s actors develop their own built-in accountability through a 

mutualisation process. This process means mutual help and mutual responsibilities. 

Accountability in SIOs is based on mutual understanding through trust, social engagement 

and social motivation. 

The responsibility mechanism in SIOs is usually done through reports by the executive to 

board members and/or to all members. The act of responsibility from the executive to the 

board members is termed "internal accountability" by Onyx (2008), while to be answerable to 

the wider membership of the organisation is called "downward accountability" (Onyx 2008). 

The accountability mechanism is mostly practised in a formal manner (through written 

reports) as well as informally (through verbal reports). Because there is trust of the executive, 

the accountability act, though an informal mechanism, is accepted. 

The accountability in SIOs is also measured by its level of compliance with VMVO, as 

posited by a Kl from an SIO. These phenomena of accountability in SIOs can be explained 

by "collective accountability" as proposed by Onyx (2000), which involves mutual 
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assistance, trust, and respect where there is general commitment to the mission and shared 

values. 

To conclude, in the sphere of accountability, theories of agency, stewardship, resource 

dependency and group decision process are irrelevant in providing explanations. The other 

theories, such as collective accountability and enforceability, in addition to local wisdom, can 

provide good explanations for accountability, particularly in the present sample. 

9.2.6.2 Transparency 
In similar fashion to accountability, the foundational theories cannot provide explanations of 

transparency. 

According to Indonesia' s National Committee for Corporate Governance, transparency is 

about providing relevant information to relevant stakeholders (NCG 2006). It is closely 

related to accountability ~ this means after providing all the aspects of accountability, the 

organisation must disclose its results by communicating them to particularly relevant 

stakeholders. Transparency is represented in Figure 2.2. 

In activities related to VMVO, transparency among other things is about the self-

disclosure of leaders, explaining his/her personal values, experiences, needs and 

predilections. In many TSOs, as explained by the KI, an organisation's leaders must maintain 

a dialogue with the executive and other employees in order to communicate the humane side 

of the leader. This includes the historical background in establishing the organisation; his/her 

passions, areas of compassion, limitations, and predilections. This is called "leader ' s 

transparency" by Vogelgesang and Lester (2009). The importance of this is that it is a means 

to motivate stakeholders. When internal stakeholders understand the VMVO of the 

organisation as well as its background, they will be motivated to work better, harder, and with 

a high commitment (Vogelgesang & Lester 2009). 

The leaders in some POs and SIOs practise leader-transparency. In those organisations, the 

members ' commitment is significant as evidenced by the age of the organisations, which is 

more than 20 years. Without leader -transparency, an organisation may not last very long. 

Another form of transparency practised in POs, is providing accessible information 

through regular reporting to external stakeholders. In SIOs, regular reports are also prepared 
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but can only be accessed by internal stakeholders. This is in line with Brennan (2008) who 

urges organisations to make available relevant information as part of the organisation's 

transparency. 

The last aspect of transparency to be proposed is the need to communicate the evaluation 

or assessment results to relevant stakeholders such as employees, the executive or board 

members. In most POs this is done formally through written reports, but in SIOs it is 

communicated informally through verbal dialogues. 

In terms of transparency in job descriptions, all POs make the job descriptions available; 

however, the rewards mechanism is not implemented in most POs. This was evident from an 

interview with a KI in which he explained that one of the reasons he moved to a different 

organisation was because of the lack of rewards/acknowledgement from the previous 

organisation. In SIOs, the reward/punishment mechanism is not done openly but through 

informal dialogues. 

Transparency in process-and-procedures in POs is demonstrated by the availability of 

KPis, regular performance evaluations, and distribution of meeting notes that explain the 

decision-making process. On the other hand, in SIOs all the aforementioned activities are 

done informally, because the organisations are usually small and only have an executive to 

carry out daily operations. Nonetheless, the practices of mutual-help and tolerance are 

intense~ the organisation' s actor, i.e., the executive, more often than not wilfully n1aintains 

the organisation's performance through good conduct, as ind icated by the explanation of KI 

that all members are able to ask about an organisation' s conditions at any time. 

With respect to performance evaluation and feedback, most POs have them. However, 

since SIOs are usually sma11, with simple organisational activities, the evaluation and 

feedback are rarely carried out and often are not necessary. 

In conclusion, transparency is about disclosing relevant information to relevant 

stakeholders. The scope of the information is based on aspects of accountability . Agency, 

stewardship, RD, and GDP theories are not relevant for explaining transparency in the 

present sample. 
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9.4 Relationship Between Aspects of Governance Mechanism 

The governance mechanism in the present context has five aspe-cts: board structure; roles and 

responsibilities; process; relationship with executive; and governance principles. How each 

aspect relates to the others is presented in the diagram below. 

Board 

Figure 9.2 Governance Mechanism 

To make the governance mechanism work, the first task is to organize the board \Vith the 

relevant people to produce a Board Structure that is suitable to the organisation. Once the 

structure is formed, the second task is to formulate the Roles and Responsibilities of the 

board members. The third task is to apply those roles and responsibilities in the 

organisation's operations, which is part of the Board Process. All these three aspects may 

influence the Board-Executive Relationship. Governance principles of accountability and 

performance are pervasive in all other aspects of the governance mechanism. This means 

each aspect must be carried out or take place in accountable as well as transparent way. 

These aspects of the governance mechanism are in line with Gill's (2002) explanation that 

governance is related to a board's use of structure, responsibilities, and process/practices to 

function. 
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In conclusion, for further research, it is important to employ multiple theoretical perspectives 

to explain the governance mechanism in TSOs. 

9.5 Explanations of Governance Practices in CU and TR CU: Theories of Agency, 
Resource Dependency and Group Decision Process 

In this section there will be elaboration about how each theoretical perspective can explain 

governance practices in CU and TR CUs. 

In this research about CU, stewardship theory as part of the foundational theories to 

explain governance practices in CU is not included; however, it will be included in the next 

section on other theories . 

A summary of the analysis concerning the way the different theories, agency, resource 

dependency, and group decision process theories, explain governance practices in both 

organisations is presented in the table below. 

Table 9.1 How Theories Explain Governance Practices in CU and TR CU 

Theory Credit Union (CU) Tanggung-Renteng CU (TR CU) 
The crux of agency theory does not apply 
to TR CU. 
Monitoring is carried out all the time; 

The monitoring system is in place~ however it is self-monitoring. 
Agency: however, enforcement is very weak Self-monitoring is embedded in the TR 
Monitoring function especially when the organisation is System, where it is practised not only in 

large with high total assets. regular meetings but also as a social 
control system. TI1ose who fail to repay a 
loa n many times will be isolated from the 
group. 

The Board is usually composed of All group members are boundary 
influential or famous persons. Their spanners. Since a new member must get a 

Resource Dependency functions to enhance the organisation 's recommendation from an old member, 
image and attract more members the function of each individual member 
(Boundary Spanning). in the ~ou_Q is as a boundary spanner. 
Group discussion occurs in board and 
executive meetings~ howe er, most 
boards function as a rubber -stamp to Group discussions take place all the time almost all the suggestions proposed by in group meetings as well as inboard Group Decision the executive. Hence, the manager is the meetings. Process driving force, especially when he/she Group discussion is entrenched in the TR has been working since the beginning of 
the organisation' s life-cycle until it system. 

becomes very large with substantial 
Total Assets. 
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9.6 Explanation of Governance Practices in CU and TR CU: Other Theories and/or 
Local Wisdom 

In the case of CUs, other theories and concepts can be employed to explain governance 

practices in the organisations: managerial hegemony theory; stewardship theory; social 

capital theory; tangled hierarchy; collective-accountability; and local wisdom. The 

explanation as to how these theories and concepts are applied can be determined from the 

table below. 

Table 9.2 How Other Theories Explain Governance Practices in CU and TR CU 

Theory/Concept Credit Union (CU) Tanggung-Renteng CU (TR CU) 
Managerial Hegemony Based on the scope of work, the The main control by a manager never 

manager has significant control over the happens in TR CU. In TR CU, the scope 
activities in the organisation. of the work of a manager in CU is 

distributed among many board members 
and group members. 

Stewardship: Board members work hand-in-hand Board members and executive/manager 
Double-bridge team with the executive especially in critical always work hand-in-hand, hence the 
Harmonious partnership situations. relationship is always hannonious. 
between board members When CU is still small the relationship 
and executive is always harmonious~ when it becomes 

large, conflicts often rise. 
Social Capital The solidarity tenet is the main reason It is reflected in the six core values of 

for joining CU. TR: togetherness; openness; mutual-trust; 
The voluntarism principle in becoming collective decision making; discipline; 
a member of CU, as well as members of responsibility. 
the Board. Board members are unpaid The network system gets more members 
staff. and ets up group loans. 

Trust between loan group members 
Tangled Hierarchy: This happens when the organisation It never happens because of the divisions 
manager becomes becomes large. This is because board of work that make the role of manager 
educator to board members always change every 3 or S not multifaceted. 
members (Middleton years, while the manager stays until 
1987) retirement unless he/she makes 

detrimental mistakes. 
Collective It is reflected in mutual-help (gotong- It occurs all the time. 
accountability: roy ong) especially between members, It is entrenched in the TR system. 
(Onyx 2000) and is particularly aimed to help the 

unfortunate members. 
Local wisdoms: All are practised in daily member All are embedded in the TR system as a 
Musyawarah for relationships and activities but are not governance system; as such it is called a 
mujakat entrenched in organisation culture. "Systemised Culture Mutual Liability 
Asas kekeluargaan Model" (the explanation is in the last 
Gotong-royong section of this chapter). 

9.6.1 Values and Local Wisdom 

In addition to Western theories, local wisdom, to a large extent, also provides explanations 

about governance practices in both organisations. 
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CU atms to achieve "solidarity" among members through organisational activities, as 

explained in the FGD. This cannot be cultivated in one night . This has to be grown gradually 

in daily activities, for example through regular meetings. CU must acquire knowledge from 

the TR system on how to build the sense of this value through daily operations or regular 

meetings and ultimately instil this value into the system. The solidarity value can also 

develop other local wisdoms such as mutual help, tolerance, azas kekeluargaan, etc. 

The CU s do not provide education programs to new members, even though there 1s 

funding for education. As a result, CU members lack knowledge of CU' s values of solidarity, 

and they do not necessarily understand the superiority of CUs as opposed to banks. The 

values of solidarity, family-values principles, mutuality and other local wisdom (tolerance 

(tepa-selira) and respect for others) are not nourished and groomed. 

On the other hand, in TR CUs, local wisdom is cultivated and maintained through a 

monthly member' s meeting. In these meeting all members get the chance to listen to the 

problems faced by others. Since they have to convey honestly the purpose of loan in the 

monthly group meeting, it is impossible not to recognise others' difficulties. Another 

important aspect, the main mission of TR CU, is change of attitude. The process for attaining 

this is embedded in the TR CU system. Hence the values of tolerance (tepa-selira) , mutual 

help (gotong-royong), group decision (musyawarah for mufakat) . and family-value principles 

(azas kekeluargaan) are practised. These values can be explained by social capital theory. 

These values are embedded in the TR System; therefore a new name is proposed for this TR 

System that emphasises how culture is implanted in the system, that is the "Systemised 

Culture Mutual Liability Model". The explanation is elaborated on later in this chapter. 

9.6.2 Relevance of Social Capital and Governance Mechanism 
There is another significant western theory which is quite useful 1n helping to explain 

governance practice in CU_, that is social capital. 

Social capital refers to trust, caringness, compliance to norms of the community where one 

resides, and the punishment of those who do not (Bowles & Gintis 2002). Social capital 

comprises an interlinking system of obligations, expectations, norms, and trust entrenched in 

the relations between members of a community (Coleman 1988, 1990). How those aspects 

are related to governance practice in CU will be explained in the following sections. 
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Governance is a system which is used to direct an organisation to achieve its vision, 

missions, and its main reasons for existence. However, a system cannot function well without 

people operating it; those people are board members. Good teamwork allows the system to 

function well . Some widely believed and shared values will create exceptional cooperation. 

In the example of the traditional women 's credit unions (TR CU), those shared-values are 

togetherness, respect for each other, and trust among board members. In addition to carrying 

out their tasks, board members must have commitment and integrity which, in this case, is 

manifested through strong discipline. 

In the present case, those aspects of social capital are practised daily by board members, 

working together in running the cooperative' s business. In the FGD (focus group discussion), 

the participants fi·om TR CU explained that those values are the main factors that will lead to 

good governance. 

This is, therefore, how governance practice in an organisation can also be explained by 

social capital theory. The more people engage in practicing those values, the stronger those 

values are rooted in the organisation. New members will adapt to and follow the norms and 

values of the organisation. In order to be accepted and survive, new members must 

understand and comply with the organisation culture. Therefore, an analysis of "Learning 

Curve of TR System" is proposed. By applying the TR System in a daily organisation's 

operation that consists of aspects of social capital, the main objective of a TR System, that is 

Change ofPersonality, can be achieved . 

An organisation is a social system in which people react to changes occurring in the 

environment; these reactions to change, in tum, establish and reinforce thinking patterns, 

perspectives, values, management styles, methods of problem solving and behaviour which 

are unique to the organisation (Doppelt 2003). Further, Doppelt (2003) asserts that these 

features will constitute a culture in the organisation. 

Culture is "the customs, ideas, and social behaviour of a particular people or group" 

(Soanes & Stevenson 2006). Dalton (2005) argues that culture should not be treated as 

something fixed, entrenched, and consistent; therefore it is possible that organisation culture 

can be shaped according to the preferences of most members in the organisation. In the case 

of TR CU, the members agree to apply those particular aspects of social capital in daily 

operation. Those then become habit and will be executed automatically by the members, and 
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ultimately develop into a culture. This is consistent with Arrow and Burns (2004) that 

cultures are created and built over the years by dominant groups in an organisation. Culture in 

an organisation represents norms and values which board members have generally assented 

to. Values reflect beliefs about what is considered important. Norms are social expectations 

which are shared and widely held about appropriate attitudes and behaviour (Doppelt 2003 , 

p.74). 

Thus, in the present case, the values of TR CU, which are used as the main guide to make 

the organisation work, are reflections of social capital aspects and organisation culture. The 

development of social capital requires the active and willing engagement of citizens working 

together within a participative community. As Putnam (1993) stated, methods for developing 

social capital may vary according to culture; thus, in the present case, it is enhanced by 

organisation culture. 

However, culture is not being used as one of the variables; it will be explained later how 

social capital that becomes organisation culture can tum into an instrument to achieve good 

governance. 

9. 6. 2.1 Social Capital as Cause and Effect 
SociaJ capitaJ refers to the potential for sociaJ action based on the existence of networks, 

norms, trust and social agency (Onyx 2004, p.42). In Indonesia, where the culture is 

collective in the sense that actions and decisions are encouraged by collectivism, there is 

much potential for social action. In the present case, the social action is the group loan within 

the Tanggung-Renteng systen1. 

Onyx (2004) also stressed that action can produce a positive as well as a negative in1pact. 

In the present case, it mostly produces a positive outcome, particularly in its contribution to 

upholding household economics in a time of crisis and, even more imperative, changing 

one's character after joining and then developing in the loan group. 

Onyx' s (2004) argument is supported in that social capital can also become cause and 

effect. It can cause a force for social action and the use of it can enhance a positive effect. 

The social action is helping the poor through TR CU and CU~ and the use of these 

organisations can absolutely increase the advantage to the target beneficiaries. 
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The presence of those aspects of social capital is consistent with Onyx's argument that 

social capital can be both cause and effect, where the use of it can increase its effects and 

preserve its availability. Togetherness, mutual help and tolerance of the old members in TR 

CU can be seen as the cause. These behaviours encourage new members to behave in the 

same manner. There is reciprocity in giving back good behaviour to other people; this 

phenomenon is driven by the culture built into the organisation. 

9. 6. 2. 2 Social Capital as Instrument 
Hasan (2005, p.l) stated that some factors can influence, activate and advance social capital; 

these are governments, public policies, societal cleavages, economic conditions, and political 

institutions. Therefore, improvement in social capital depends on some of those elements. In 

the present case, it is some regulations that deem social capital necessary to be practised in 

common relations amongst members of society. 

The social capital in the present sample stems from ancient values such as gotong-royong 

(mutual-help) and musyawarah for mujakat (collective decision making). It is also enforced 

by the Indonesian national constitution and ideology> Pancasila. 

Pancasila consists of five principles. In principle four, the following is stated about 

collective decision making: "Democracy [is] guided by the inner wisdom in the unanimity 

arising out of deliberations arnongst representatives (Kerakyatan Yang Dipimpin oleh Hi!tmat 

Kebijaksanaan, Dalam Permusyawaratan Perwakilan). This particular principle means that 

decisions must be made based on collective decision making (nzusyawarah). 

The Indonesian national constitution (Undang-Undang Dasarl945 [UUD 45]) has been 

amended four times from 1999 to 2002, once each year. In the latest version in Article 33[1] 

it states: "'Economy is built from collective effort based on azas kekeluargaan (togetherness 

principle)" (Perekonomian disusun sebagai usaha bersama berdasarkan atas azas 

kekeluargaan) . It is clear that there is a principle of togetherness in building Indonesian 

economy . Even in Article 33[4], it is also explained that National Economy should be built 

based on the togetherness principle. This principle means regarding other people as part of 

the family . The society's prosperity is made a priority rather than individuals'. Azas 

kekeluargaan considers others as part ofthe family , accordingly it emphasises caringness. 
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This principle is also supported by the Elucidation of Article 33 that asserts: the most 

suitable form of economics which incorporates azas kekeluargaan is the Cooperative 

(Koperasi). As such, the Cooperative is the formal organisational structure that comprises 

social capital, particularly the togetherness principle. 

In addition to those national regulations that encourage social capital, particularly in TR 

CU, in its SOP (Standard Operation Procedures) as well as in its training materials, those 

elements of social capital are stated as the basic values of the TR cooperative. 

Togetherness is practised through regular, monthly meetings. Each group arranges a 

regular meeting once every month. In this meeting, all the members discuss the balance of 

their savings and the total amount of money that can be channelled as loans. Due to the 

limitation of funds, in these meetings they have to decide whose turn it will be to get credit. 

The decision about whose tum and the total amount of credit for each debtor are settled by 

collective decision making (musyawarah for tnufakat). Even at the very beginning of the 

registration process, the acceptance or rejection of new members must be decided 

collectively. This is done because of the important consequence that follows after the 

decision is reached. If they accept the wrong person, such as someone who is dishonest, they 

must bear the outcome, such as paying for the failure of that person to pay their instalment. 

As a result, any new member must be acquainted with one of the old members, and be 

recommended by her to be part of the cooperative's membershjp. 

Another aspect of social capital, openness, is also applied in the regular meetings. Since 

the total amount that can be channelled is scarce, any member who cannot meet an instalment 

must explain the reasons honestly. 

Caringness is built into the process of the TR system, as well as in the repeated gatherings 

in the monthly meetings. In the TR syste~ all members must take care of the unpaid 

instalment, while in the regular get-togethers they get to know each member in the group 

better. This creates closer bonding and emotional attachment amongst the members. 

Consequently, if someone is ill, in trouble, or grieving, then all the other members in the 

group will contribute son1ething to this particular n1ember in the form of giving tin1e to help 

or by a donation. 
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Discipline is the key to success of this system. All members are required to be on time in 

making instalments. They are obliged to attend monthly meetings, because the decisions have 

to be made collectively; all members are expected to participate in the process. 

Y oos Lutfi, the niece of the TR CU founder, Mursia Zaafril Ilyas, in personal conversation 

with the current writer emphasised that, through practising those values, she and the other 

members expected that a new member's character would change and they would become a 

new person by adopting the above-mentioned values. Therefore social capital can be an 

instrument to achieve a goal, which in this case is "changing character" (Radyati 2006). 

This social capital in TR CU is preserved by formalising it into the TR System, which is 

developed in the daily operation of the organisation. Therefore, in the present case, the other 

factors that can enhance social capital in line with Hasan (2005) are the ideology (Pancasila), 

the national constitution (UUD 1945), and the system that guides the organisation to work 

(the TR System). 

The system is called the "Systemised Culture Mutual Liability Model" and is depicted in 

Figure 9.3 

•Aras 

Figure 9.3 Systemised Culture Mutual Liability Model 
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Chapter Ten 

Discussion of All Results of CU and TR CUs 

This chapter will discuss further the findings from empirical research on CU and TR CUs. 

The main reason for only discussing CU and TR CUs is because the thorough discussion 

about TSOs has been published as a book section in "Comparative Third Sector Governance 

in Asia: Structure, Process, and Political Economy", Springer 2008. 

10.1 Governance Meaning according to CU and TR CU 
Below is a table that depicts the juxtaposition of governance meaning between CU and TR 

CU. The information presented in the tables is a combination of the answers provided by the 

participants in Focus Group Discussions held for each type of organisation as well as the 

current writer's analysis in Section 5 .2. 

Table 10.1 (rl)vernance Meaning According to CU and TR CU 

Meaning of (rl)vernance 
cu TRCU 

1. Good systems (AD, ART, SOM and SOP) 1. Compliance with TR CU system 
2. Independent self-financing 2. Good and healthy performance: zero non-
3. Transparency in information perfonning loans 

3. Change of personality of aJl members 
4. (rl)od relationship bet ween all boards (BOS 

BOM, BOA) and executive 

The words in bold in the tables signify the differences between the two organisations. 

The meaning of governance according to CU and the TR CU apparently cannot be defined 

in only one sentence. For both organisations, governance refers to "system"; even though 

they mean a different type of system. For TR CU, the TR System resembles governance. For 

CU, the combination of self-regulations is the system. In addition to system, both 

organisations deemed good financial performance as imperative in governance. CU 

emphasised independent self-financing which refers to financing the organisation mostly 

fi·om members' transactions (saving and lending). TR CU emphasised a zero non-performing 

loan which is achieved through the TR System. In defining governance, the participants from 

TR CU emphasised "change of personality" and "good relationship", which pertain to aspects 

of humanity. On the other hand, CU participants focused on organisational aspects, r.e ., 

transparency in information. 
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Table 10.2 Requirements to Attain Good Governance 

Requirements to Attain Good Governance 
cu TRCU 

1. "Sincere will" of organisation 's actors 1. Willingness 
2. Voluntarism spirit 2. Conmlitment 
3. High quality of workforce with adequate 3. Adequate knowledge about the principles of 

knowledge cooperation as well as good governance. 
4 . Stem monitoring system 4. Good monitoring system 
5. Social sensitivity of the board members 5. Accountability and transparency 
6. Spiritual quotient of all the organisation 's 6 . Collective decision making 

members. 

Both organisations called attention to personal motivation such as sincere willingness, 

spirit of voluntarism and commitment. Both also demanded a good quality workforce, which 

is attained through education. Equally, a monitoring system that included accountability and 

transparency was considered imperative. Interestingly, CU called for social sensitivity and a 

spiritual quotient for all the organisation' s members. On the other hand, TR CU asked for 

collective decision making. 

Both approaches complete each other and encompass aspects of humanity (self-

motivation, spiritual quotient, social sensitivity and knowledge) ; organisation (monitoring 

system, governance principles), and local wisdom (collective decision making). 

Table 10.3 Process of Attaining Good Governance 

I cu TRCU 
Education Consistently applying TR system 

For CU, education is the means to attaining good governance, while TR CU remains 

faithful to the TR System. 

Table 10.4 Responsibility for Achieving Good Governance 

cu TRCU 
Board of Management (BOM) All internal stakeholders: group members, all boards and manager 

Interestingly for CU, the responsibility for attaining good governance lies with the board 

of management; this stand point is based on a statement in Article 31 of their Cooperative 

Law (No. 25, 1992) that says the BOM is the responsible party for managing the 

organisation. By contrast, TR CU calls for responsibility from all internal stakeholders. This 

suggests that the collectivistic culture is stronger in TR CU than in CU. 
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10.2 Major Operational Differences between CU and TR CU 

In this section, the main distinctions found in the comparison made between CU and TR CU 

will be discussed. The two "organisations" are different in terms of (1) network system, (2) 

education program, (3) manager's roles and responsibilities, and ( 4) membership. The 

purpose of the comparison and analysis are to provide suggestions to each type of CU as to 

how to perform better. 

1 0.2.1 Network system 

The network system in CU is superior when compared to TR CU. CU has a good mechanism 

for regular savings between each level of organisation (primary level, secondary, and national 

level). The lowest saving amount that is deposited from the primary CU to the secondary CU 

is around 5% of the CU' s total revenue in the respective month. This provides the primary 

CU with easy access to funds whenever they need more capital to expand the operation or to 

support the organisation 's working capital, which means the "pri1nary CU" does not have to 

seek funds from the banks. This also provides the members with a guarantee or safety, 

because funds have been set aside for insurance. This means, whenever a primary cooperative 

is in difficulty due to its non-performing loans, the higher level of organisation, i.e., the 

secondary CU (P"USKOPDIT), will inject the organisation wi th adequate funds to enable it 

operate normally. Another benefit is the help for unfortunate members who are in grief or 

have passed away. The family will receive financial support from the "DAPERMA" program 

(social fund) . In the case of a deceased member, the inheritor will receive her/his savings 

with some "grief funds". 

In TR CU, by contrast, the network does not work as well as CU; the monthly savings 

from the primary TR CU to the secondary and from the secondary to the National TR CU 

(INK OW AN) are set at a very small amount, only Rp.1 000 (US$ 0.11) per person. 

10.2.2 Education programs 

The education programs between levels of the network in CU are regular and at no cost to all 

primary CU s as long as they are members. They use the funding from the aforementioned 
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monthly savings deposited to a higher level CU to hold regular training sessions. Some of the 

topics of the training sessions are: Leadership, Management, Cash Flow Management, 

Taxation, Entrepreneurship, etc. This is a routine program because education is a top priority 

program in CU, as explained by a participant in the FGD. For TR CU, it is impossible to hold 

"free-of-charge" training sessions because they do not have enough internal funding . 

Consequently, whenever TR CU organises training sessions, the members who want to 

participate must pay. This means only a limited number of practitioners from TR CU can be 

educated ~ furthermore education becomes an expensive investment, a rare event, and 

sometimes exclusive. 

10.2.3 Manager' s Roles and Responsibilities 

The manager's roles in CU are vital, whereas, in TR CU, these roles are distributed among 

several persons on the board, i.e. , Chairwoman I, IT; Treasurer I, ll; and Secretary I, II. In 

order to provide a clearer comparison of CU and TR CU, an analysis is presented in Table 

10.5: 

Table 10.5 Respective Roles and Responsibilities of CU and TR CU 

Roles and Responsibilities cu TRCU 
Developing saving programs Manager Chairwoman I 
Analysing and approving credit proposal (up to a certain amount) Chairwoman I, 
and ensuring the collection of loans. Manager Manager and 

All group 
members 

Designing several kinds of loan arrangements Manager Board members 
Designing dividend calculations Manager Board members 
Planning, coordinating, and controlling the budgeting and working Manager Board members agenda (saving-lending business and education) 
Providing coaching and developing the skills and professionalism of Manager Chairwoman II the workforce 
Building, maintaining, and developing relationship and Manager General 
collaboration with internal and external stakeholders Chairwoman 
Providing update relevant infom1ation to board members Manager Manager 
Conveying the accountability report about job accomplishment and Manager Manager budget spending regularly to the board members 
Carrying out the tasks assigned by board members. Manager Manager 

From Table 10.5 it can be seen that the manager in CU does many jobs that are carried out 

by other persons in the TR CU. The most crucial task, in the opinion of the current writer, is 

the loan approval which is performed by all group members in TR CU, while in CU loan 

approval is by the manager. Although the authority is limited to a certain size of loan, in 

practice, as described above in Chapter 6.6 the manager often bypasses the board members 
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because they are lay members. As such the role of board members is mainly as a rubber-

stamp or hands-off approach (Cornforth 2004). This explains why managers in CU become 

conceited when the organisation becomes significantly larger. It is admittedly his/her hard 

work that has resulted in the organisation' s growth 

In TR CU, the role of approval or refusal of loans is carried out by all group members. The 

manager 's role in this type of organisation is very technical, and she has to report to the 

General Chairwoman everyday (Puskowanjati 1990). 

Through this group meeting system, the non-performing loan can be prevented. In this 

meeting, the members must explain the reasons for asking for the loan and approval should 

be given by all the participants in the meeting. They all have to sign a credit approval form. 

By signing the form, it means they agree to carry the "burden" together in a case of failed 

instalment by a member. If the failure takes place in a particular month, they have to take 

over the instalment in the respective month. In the next month, the member who failed to pay 

must make a double instalment. When a member fails to make an instalment for three 

consecutive months, she will be sanctioned. She will not get any more loans for a certain 

period of time, the duration of which is determined by all the members. This system protects 

the organisation from non-performing loans. In another case, when a member avoids her 

obligation to pay back the loan for more than three months or (even worse) "disappears", then 

she will be blacklisted. She will not be able to join any TR CU again for good. Thus, there is 

a form of social control in the TR system. 

Asset protection is embedded in the TR system. This system makes all members protect 

the organisation' s assets indirectly, that is through a commitment to make regular payments 

until the loan is fully paid off. Hence the banlauptcy risk is carried together, not by a 

particular person/s, e.g. , manager or board members. All the members prevent the 

organisation from being liquidated. In this case, the agency costs are very low, especially for 

a monitoring function, because it is performed by all members. 

This also means that there is no agency problem, in other words, there is no conflict of 

interests between the BOM, which represents the organisation 's members, and the manager. 

In TR CU, stewardship theory can explain much of the governance mechanism. In this case, 

the manager is the partner of the board members. In TR CU, a PPL (Group Mentor), whose 

function is to assist group meetings and recruit more members, is also a partner to the board 
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members. A PPL is on the same level as an executive in the organisation hierarchy. The 

chance that a manager or PPL will act differently from the members' interests is very low, 

because the scope of their work is very technical. The most crucial work is done by all 

members. 

Another important objective of CU and TR CU is to increase the number of members. This 

leads to another important aspect, i.e. , membership . 

10.2.4 Membership 

Getting more members is another central task in both types of organisation. A n1ember is a 

vital resource for the organisation ~ they can provide more funds and enhance the revenue of a 

CU or TR CU through their savings and loans. In TR CU, the role of attracting more 

members is accomplished by all group members because, to become a member in TR CU, 

there should be a recommendation from an old member. Thus, all members are actually 

performing the boundary spanning function, because they are the legitimate persons enabling 

resources to become part of the organisation. They also channel information from the 

organisations to external stakeholders. They can share the benefits of joining TR CU, which 

unintentionally become marketing activities to attract more members. 

In CU, to add more members is one of the main responsibilities of the manager, so the 

boundary spanning is carried out by the manager, unlike in TR CU where it is done by all the 

group members. 

When the number of members increases, communicating news to them becomes 

problematic; therefore, informing members about new policies or products or services will be 

hampered. This is not effective for the operation of CU, creating asymmetric information 

(Gitman 2007) because the management ofCU has more information than the members. This 

condition will send false signals to the members which the manager can take advantage of. 

For example, high Total Assets will be perceived (by members) as reflecting a healthy 

performance, by itself a good signal. However, the manager has contrived an arrangement 

such that it will automatically increase the assets. The manager creates a lending-saving 

program. This tneans a new member can directly borrow from CU only if the loan is directly 

deposited to the CU as savings. This arrangement will consequently balance the assets on 

both sides, i.e., payable and assets, and directly increase total assets. In fact, this is merely a 
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pseudo-performance Since the augmented assets come from internal capital. It is also 

hazardous because a new member' s commitment is not yet tested, while this instant credit is a 

potential non-performing loan. 

10.3 Some suggestions 

Based on the observations and analysis of this research, some suggestions are offered for TR 

CU and CU: 

Network system. In terms of a network system, TR CU must learn from CU about how to 

manage the network and interlending systems. This is for the purpose of providing enough 

funds for the following : free education to the members~ interlending services amongst TR 

CU; and free audit services to those TR CU which do not have enough money to hire 

independent outside auditors. 

Education program. Since the network system in TR CU does not function as well as in 

CU, education funds are limited. Therefore, TR CU should replicate what CU have done in 

terms of network savings and education programs. 

Manager's roles and responsibilities. The manager' s role in CU is crucial and essential 

with regard to their authority and power. This makes them become arrogant when the 

organisation becomes successful . CU can learn from TR CU about how to divide the 

manager ' s tasks among several other elements of organisations such as Chairmen/women I or 

II. CU can create those positions to balance the power. 

Membership. CU can assimilate the TR CUs ' method on how to enable its members to 

share their experiences of enjoying the benefits of being a cooperative member voluntarily 

and proudly. This means the organisation does not have to bear too many marketing costs. 

This is not an easy task because CU must be able to convince its members about the 

advantage of joining CU instead of becoming a client of the banks. This can be done by 

revitalising the basic core value of CU, as explained by one participant in the FGD, which is 

"solidarity". 
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10.4 Board Performance in Indonesia's CUs (CU and TR CU) 

The performance of the Board in both types of organisations is assessed using a questionnaire 

called BPAT (Board Performance Assessment Tools) . 

The BP AT questionnaire is a modification of a questionnaire developed by Chait, Holland, 

and Taylor (1991), namely the BSAQ. This questionnaire is used to measure the performance 

of board members. Brown (2005) also used the BSAQ in his research with 304 respondents 

(121 board members and 183 executives) in Los Angeles and Phoenix. 

The BSAQ questionnaire was modified in the FGDs and re-named BP AT. Responses were 

received from 237 respondents: 20.7% were managers., 62 .5o/o were board members, and the 

remainder were CU members and employees. 

In BPAT there are positive and negative questions. The higher the value of an answer for 

positive questions indicates the high capability of board members. The higher the value for an 

answer to negative questions reflects strong agreement about the incompetency of board 

rnembers. 

In the following section several important findings are highlighted by providing some 

analysis. For the complete results see Section 7 .2. 

Brown (2005) found that board members tend to value higher, for themselves, than do 

executives. The findings show the opposite. F'or positive questions: the average answer from 

manager was higher than that of board members. Moreover, for negative questions: the 

average answer from manager was lower than from board members. 

This result indicates the objectivity of the managers. They valued the adeptness of the 

board members highly and at the same time strongly agreed that to some extent the board 

members were incompetent. 

The model of a man proposed by Davis, Schoorman, and Donaldson (1997) is useful in 

this context, particularly "self-actualizing man" (p .l28) . They stated that this model is based 

on the view that humans have higher desires than merely economic needs, for example, the 

need for achievement, affiliation and self-actualisation. This view focuses on intrinsic 

rewards not tangible rewards. According to Davis, Schoorma.n, and Donaldson ( 1997), this is 

essentially the model for stewardship theory. In the present case, this means that, despite an 
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uncertain relationship between the board members and the manager, the manager is basically 

an honest and judicious partner who can be trusted. 

Even though the manager may be trustworthy, monitoring the performance of the 

executive is also important . In the present case, the most influential monitoring mechanism is 

actually Indonesian local wisdom, for example the "tanggung-renteng" system (mutual 

liability system). This system distributes the obligations of one member to other members in 

the same organisation or group. Another example of local wisdom is asas kekeluargaan 

(family-value principle), which urges an organisation's members to treat each other like one 

family in the sense of preventing someone doing anything that might hurt other members of 

the "family". 

Other findings from BPAT are related to dimensions of board performance. Those 

dimensions are linked to theoretical perspectives. In the present research, Brown's (2005) 

research associating board performance with agency theory, RD theory, and GDP theory was 

replicated. The dimensions that Brown uses, also employed in this research, are as follows : 

the contextual dimension to reflect agency theory; the political and strategic dimensions to 

reflect RD theory~ and analytical, educational, and interpersonal dimensions to reflect GDP 

theory. 

The highest value given by all respondents was given to the interpersonal dimension. This 

di1nension implies that the board encourages a sense of inclusiveness among executives; 

develops group goals and acknowledges group accomplishments~ and encourages leadership 

within the executives (Brown 2005). By contrast, the strategic dimension received the lowest 

value. The strategic dimension reflects board members' capability in strategic planning~ how 

the board makes decisions; and how board members ensure a strategic approach to the 

organisation 's future (Chait, Holland, & Taylor 1991). 

These results suggest the dominance of group decision process theory in explaining board 

performance. In the present case, this means the respondents gave a high value to group 

efforts. However, the respondents considered board members to be inept with respect to 

activities related to strategy, implying that board members need help from the executive to do 

this particular task. This supports stewardship theory which suggests board members need to 

work together in a partnership position with the executive. 
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10.4.1 Open-Ended Questions in BPAT Questionnaire- Analysis 

Three open-ended questions were added to BP AT to gain a better understanding of the local 

context. The questions ask about the application of asas kekeluargaan (family-value 

principle) and gotong-royong (mutual assistance) in the organisations, and which 

"cooperative principles" could augment the cooperative 's performance. 

These aspects of local wisdom were included for the following reason: a cooperative in 

Indonesia, according to the Law of Cooperative No. 25, 1992, particularly Chapter II of the 

first article, is based on asas kekeluargaan. This means a cooperative, as a business entity 

which is run collectively, should have a system like a family. This means a cooperative 

should operate like a family where each member of the family helps the other members. 

Based on the family-value principle, a cooperative is considered to be a collective business. 

This system of managing the business collectively based on this principle is usually termed 

gotong-royong (mutual help), which points towards a collective spirit (Hadhikusuma 2000). 

The answers show that in CU, one of the applications of azas kekeluargaan is concerned 

with helping other members who are unfortunate and are unable to repay loans. One method 

of assistance suggested was in the form of lower interest rates or the discharge of the 

outstanding loan. In TR CU, on the other hand, this family-value principle is practised 

automatically in the TR system. The respondents did not suggest such assistance because the 

non-performing loan is "carried" together through the TR system. This is another robust 

value of the TR system. 

Mutual help in CU and TR CU is mostly addressed in the fo11owing ways: providing 

assistance to others who are unfortunate; dealing with difficult problems or organising special 

events by the organization; and musyawarah for mufakat (collective decision making) . 

However, the exceptional application of this principle was in TR CU when all members had 

to repay a loan for 23 years to the Central Bank. This loan had to be made by all members in 

a TR CU in East Java because of a manipulation by a manager, so all the members had to pay 

back the members' savings. This demonstrates the strong commitment of the members 

cultivated through the TR system. 

The last question concerned particular cooperative principles that are imperative for the 

improvement of organisational performance. The answers refer to ICA Cooperative 

principles. However, the respondents added other principles. One that is somewhat 
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remarkable is preparing the future leaders of the organisation. This signifies concern about 

the sustainability of the organisation. 

The answers to the open-ended questions are associated with social capital theory. These 

will be discussed later in this section. 

10.5 Qualitative Organisational Performance of Indonesia's CUs 

QPAT (Qualitative Performance Assessment Tools) was used to measure qualitative 

organisational performance. This questionnaire is a modification of the questionnaire used by 

Brown (2005) to measure qualitative organisational performance, namely "Perceived 

Organisational Performance Questions". 

Performance is measured by the level of satisfaction that members enjoyed from services 

and programs provided by the organisation. All the answers indicate a good qualitative 

performance by the organisation. 

10.6 Financial Performance of Indonesia's CUs 

Modified PEARLS ratios based on the discu sion in FGD \-vere used to measure financial 

performance. There are six ratio groups in PEARLS: Protecti n, Effectiveness Asset quality, 

Rates of return and cost, Liquidity, and Signs of growth. These ratios were introduced by the 

World Council of Credit Unions (WOCCU). 

In the analysis below, the findings for all samples are discussed and the results obtained 

for each type ofCU are compared. 

Protection Ratio . Both organisations are safely protected as indicated by sufficient assets 

to guarantee members ' savings. 

Effectiveness Ratio. The ratios 1n this group measure the strength of the financial 

structure. Three ratios were employed: E5, E7, and E6. 

The E5 ratio reflects a member' s savings that can be withdrawn at any time and are not 

included in the calculation of the dividend for all the members. Only members ' share capital 

is included in the calculation of the dividend . The WOCCU demands this ratio be high. In 
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Indonesian cooperatives, the members are not encouraged to save their money using this type 

of saving. The result was a lowES which, in the present context, is good. 

The WOCCU requires that the E7 be low; this ratio measures the member's share of 

capital. The result was a high E7. In the Indonesian context this is a good result, because the 

local context deems enhancing members ' ownership as imperative. This type of saving will 

benefit the members through dividends; the higher the members' share of capital, the higher 

the dividends they will receive. 

E6 shows a slightly high ratio which means external loans are slightly high. Both 

organisations have to decrease their external loans to decrease the risk of default in loan 

repayment. 

Asset quality ratio . The ratios under this group denote non-performing loans, investment 

in non-earning assets and transitory capital (for charity and donation purposes). The data for 

non-pertorming loans was not available during the present research. However, another 

measurement was used, i.e. "allowances for loan losses'. It was found that 30% of those 

organisations that provided this data were having problen1s with non-performing loans; 

however, this result could not be used to make generalisations. 

There is a distinction between the collection systems used by CU and by TRCU. CU uses 

the services of debt-collectors to collect non-performing loans whereas the collection 

tnechanism in TR CU is through group meetings. According to Y oos Lutfi, a prominent 

leader in TR CU, there are not many non-perfortning loans because of this system. She 

explained that in rural areas where the economic conditions are not stable due to dependency 

on crop harvesting, there might be, at a particular time, some non-performing loans. 

However, she added, this would not be for long~ as soon as people can get money from 

selling their crops, they repay the loans. This is probably what had occurred at the time of this 

present research. 

Rates of return and cost. Both organisations get most of their income from "loan 

portfolios" and "gross income". However, their interest payments for external loans are 

somewhat high; this means they have to decrease external loans; this fact is consistent with 

the results of the previous ratio, E6. 
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With respect to cost, CU has higher operational costs than TR CU. This cost is related to 

debt collection activities. Since CU uses the services of debt-collectors, it is not surprising 

that they carry a high cost. This finding indicates that the TR CU system provides many 

benefits for the organisation, whereas the CU system is like a bank and does not have a 

specific system that upholds the organisation ' s characteristics. 

Liquidity. The liquidity aspect in TR CU is much better than in CU. This seems to 

indicate the incentive to save for members of TR CU is higher than for members of CU. It is 

argued that this is due to TR CU group cohesiveness that is maintained and cultivated 

regularly in monthly members' meetings. The members are aware of the importance of 

savings, because the "plafond" or limit of loan amount depends on total savings. The higher 

the total savings, the higher the loan limit they can have. This awareness results from regular 

reminders in monthly group meetings. This is not the case in CU~ they do not have monthly 

members' meetings or gatherings or anything as a medium to regularly build members ' 

awareness. 

Signs of Growth . CU has higher growth in loan portfolios, financial investment, and total 

assets. However, TR CU is better than CU in terms of growth in members ' share capital and 

sav1ngs deposits, confirming members' participation in enhancing ownership through 

savtngs. 

10.7 Comparison of Qualitative Performance of Indonesia's CUs - Board vs. 
Organisation 

A statistical correlation analysis with Structural Equation Modelling (SEM) was performed to 

determine the relationship between BPAT and QPAT. SEM combines the principles of factor 

analysis and multiple regression (Hair, et al 2006) . 

The correlation between Board Performance (X) and Qualitative Organisational 

Performance (Y) is positive. This is evidenced by a positive standardised regression estimate 

between X and Y of 0.399. This means the influence of board performance on organisational 

performance is only 39.9o/o, and the rest ofthe percentage, i.e., 60.lo/o, shows the influence of 

other variables outside board performance in the present context. A positive correlation 

means the higher the board performance, the higher the qualitative organisational 

performance. 
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10.8 Dimensions of Board Performance Most Likely to Account for Organisational 
Performance 

The result of the standardised coefficient (beta coefficient) shows that Resource Dependency 

theory has the highest value, i.e. , 1.232. The higher the beta coefficient, the higher the 

statistical relationship between the independent variable and the dependent variable (Hair, et 

al 2006). This means the Resource Dependency Theory variable has the highest relative 

effect on the dependent variable, Organisational Performance. In other words, RD theory can 

best explain how board performance can influence organisational performance. The second 

highest beta coefficient is GDP theory (0.939), followed by Agency theory (0.771). 

The strongest dimension influencing organisational performance is the educational 

dimension, followed by the contextual dimension and finally the strategic dimension (beta 

coefficients: 0.868, 0.771 and 0.643 respectively). 

The interpretation of the above-mentioned statistical results is that organisational 

perforn1ance is mainly influenced by the dimensions of board performance in RDT, which are 

the board' s capabilities in its political and strategic roles. However, the strategic role has a 

greater influence on organisational performance when compared to political roles, as 

demonstrated by the higher beta coefficient of the strategic dimension. This means a board ' s 

ability to perform as a strategic planner and decision maker is imperative. This is consistent 

with the suggestions made by participants in FGDs. 

The second set of influential factors of board performance that influence organisational 

performance are the analytical, educational, and interpersonal competencies of the board~ 

these factors cotne under Group Decision Process Theory . Of these factors, the greatest 

influence is exerted by the educational dimension of board performance. The FGD 

participants stressed that education is very important to the success of achieving good 

governance; the statistical findings provide supporting evidence for this view. 

Last but not least, the contextual ability of the board is a factor that has an impact on 

organisational performance; this factor falls within the framework of agency theory. The 

contextual dimension demonstrates that a board is able to adapt to the culture and norms of 

the organisation; make use of the organisational mission, values, and traditions to make 

decisio s; and its actions reflect the organisation ' s values. For TR CU, this is within the 

292 



context of compliance with the TR System, while for CU, it falls within the framework of 

obedience to AD, ART, SOM and SOP. 

10.9 Comparison of Quantitative Performance of Indonesia's CUs - Board vs. 
Organisation 

The statistical test showed the relationship was not significant. The statistical goodness of fit 

test shows that board performance does not have a significant influence on quantitative 

organisational performance. The CFI is 0.672, while the requirement is CFI > 0.90 (Hair, et al 

2006), and the value for RMSEA (Root Mean Squared Error of Approximation) is 0.144, 

while the requirement for RMSEA is :S 0.08 (Hair, et al2006). These figures demonstrate that 

the model is not a good fit. 

This lack of significant statistical results may be because there is a very wide range of and 

different directions for the dependent variables, i .e., the PEARLS ratios. Several ratios are 

very low in value, i.e., < 1%~ at the other end, there are ratios with very high values, i.e., > 

11 0%; as such the ratios are non-linear. On the other hand, the values for the independent 

variable, board performance, are linear, where the higher the agreement, the higher the value. 

Therefore, it is suggested for further research to use a qualitative analysis in assessing the 

financial performance of CU. In an attempt to observe the relationship between board 

performance and financial performance, a researcher might need to use other ratios than 

PEARLS as the dependent variable. 

10.10 Definition of Governance of Indonesia's CUs based on Synthesis of Literature 
Review, Local Wisdom and Practices in CUs and TR CUs 

By associating governance practices with local wisdom and a review of the literature, 

particularly theories of social capital in CU and TR CU, a connection was made between 

them with respect to culture. 

Culture is embedded in the TR system or, in English, the Mutual Liability System. Culture 

here refers to a combination of norms and values (Doppelt 2003 ). Norms are social 

expectations about appropriate attitudes and behaviour, which, in the case of the present 

research, are aspects of local wisdom, azas kekeluargaan and gotong-royong. Tepa-selira is 
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willingness to sacrifice the fulfilment of her/his needs for the higher benefit of others. 

Musyawarah is not merely collective decision making; it is the willingness to change a 

mindset, that is changing from one point of view/perspective to another. The willingness to 

change must be present, specifically by voluntarily dropping one's opinion and being open to 

be changed by a different opinion because of acceptance that there are other different 

approaches/alternatives that will produce more benefits than the current option that one has in 

mind. To make musyawarah work, another essential condition is there should not be 

pompous persons that tend to impose their opinions just because it gives them a feeling of 

self-importance. 

Values reflect beliefs about what is considered important; these are tepa-selira: tolerance, 

togetherness, thoughtfulness, openness, discipline, honesty, and trust. 

A combination of these norms and values form the culture in the TR CU organisation. This 

particular type of culture has actually been embedded or systemised in the Mutual Liability 

System. 

The Mutual Liability System is the core system employed by TR CU members as the main 

guide in its daily operations. This system has the end objective to "change the personality" of 

all members (that includes a11 the board members and managers) from ignorance into 

displaying six core characteristics: (1) togetherness, (2) openness, (3) mutual trust, ( 4) 

collective decision-making, (5) discipline, and (6) responsibility (Puskowanjati 2008) . The 

Mutual Liability System is evident in group monthly meetings where nonns and values are 

followed and embedded in the meetings . 

Through its monthly group meetings, the members have to follow particular norms: 

1. Make collective decisions (musyawarah for mujakat); 

2. Treat others like family members (azas kekeluargaan)~ and 

3. Help each other (azas gotong-royong). 

The values are inherent in the actions taken in monthly meetings, for example: 

1. Prioritise a loan to other members who are in more need, even though she herself is 

also in need (tepa-selira) ; 
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2. Willingly give away money for a collective payment which is made for a member who 

is unable to make their loan payment that month (tolerance); 

3. Willingness to cope with financial problems or other problems faced by the 

organisation (togetherness). An extreme example is the case when the funds in a TR 

CU were manipulated by a male manager and the organisation had to pay back the 

members' savings by borrowing from the Indonesia Central Bank; all the members 

were willing to pay back the loan over the next twenty-three years (Lutfi 2006); 

4. Displaying empathy for other members who are grieving because of the problems they 

are facing, for example, victims of calamities, those dealing with family problems 

(thoughtfulness); 

5. Discussing a decision and being open to other inputs, critiques and suggestions 

(openness); 

6. Always attending monthly meetings on time (discipline); 

7. Willing to explain honestly the reasons for not being able to pay an instalment in the 

prevailing month (honesty); and 

8. Believing other members when they provide explanations about their problems that 

made them incapable of fulfilling their obligations (trust). 

Given that culture embedded in the organisation ' s operating system is imperative, and 

given that governance practice that follows a good governance mechanism is also important, 

it might be useful if there was a new model of governance combining these two important 

elements. 

Accordingly a new model of governance is proposed which combines the "Systemised 

Culture Mutual Liability Model" proposed earlier in this chapter and the "Governance 

Mechanism". 

Before the new model is explained, how the Governance Mechanism (board structure, 

board roles and responsibilities, board process, board-executive relationship, and governance 

principles) can be practised in Credit Unions will be addressed first: 
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• Board structure should be designed in such a way that the manager is prevented from 

having excessive power. For example, the board structure ofTR CU can be used as an 

example; this structure was elaborated on earlier in this part of thesis. 

• Board roles and responsibilities must be distributed in as balanced way so that 

authority is delegated appropriately; not too much authority is given to any one 

person/s. 

• Board-executive relationship should be maintained in harmony; unnecessary conflict 

must be handled immediately. 

• Governance principles (accountability and transparency) must be inherent in all other 

aspects of the governance mechanism. 

Based on the explanation of the Governance Mechanism above, a new model of 

governance is proposed that is a combination of a Systemised Culture Mutual Liability 

System and the Governance Mechanism, and is named ''Systemised Culture Model of 

Governance". This model is represented in the diagram below. 

t m d Cultur utu l ~ li b U Model 

Figure 10.1 New Model of Governamce 
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This model combines theories of agency stewardship, resource dependency, group 

decision process, as well as social capital. The latter theory has a very strong influence on the 

"systemised cu1ture mutual liability model", while the remainder influence the "governance 

mechanism". Other theories and concepts (e.g. , managerial hegemony theory, strange-loops-

and tangled hierarchy, organisation lifecycle, etc.) are also needed to explain governance 

practices in TSOs. 

The "Systemised Culture Governance Model" unites the managerial system, which 

smoothes daily operations using the "Governance Mechanism", with humane aspects in the 

"Systemised Culture Mutual Liability Model", thus providing what Daniel H. Pink (2006, 

p.Sl) termed the "high touch". High touch means "the ability to empathize, understand the 

subtleties of human interaction, to find joy in one' s self and to elicit it in others, and to stretch 

beyond the quotidian, in pursuit of purpose and meaning" (Pink 2006, p.52). 

However, the good governance mechanism is important but insufficient. An organisation 

must also seek purpose and meaning through developing empathy and practicing aspects of 

local wisdom which are incorporated into the system and practised daily and regularly. By 

combining those aspects through the "Systemised Culture Governance Model", the 

organisation will ultimately enhance the value-of-life of each individual involved in the 

organisation and at the same titne achieve good governance. 

297 



11.1 Introduction 

Chapter Eleven 

Contributions 

This research has made several contributions to helping other researchers have a better 

understanding of governance. Those contributions are as follows : (1) the formulation of 

aspects of governance mechanism; (2) the provision of another robust theory to explain the 

governance mechanism; (3) the role of local wisdom in the governance mechanism to achieve 

good governance; and (4) the proposal of a new governance model that incorporates local 

wisdom. 

The current writer was able to observe the governance mechanism practised in the modern, 

as well as the traditional women' s CUs, in Indonesia through FGD. This has not yet been 

done by any other researchers. Some suggestions have been made for both types of 

organisation in order to enhance their capabilities to achieve good governance. The financial 

performances of several TR CU have been analysed using modified PEARLS ratios . This has 

also not yet been done by the TR CU practitioners and other researchers. 

The aspects of governance mechanism proposed are board structure, board roles and 

responsibilities, board process, a board 's relations with the executive, and governance 

principles. These aspects should be considered by any organisation that intends to have a 

governance system. In a governance system they have to state clearly the "rules of the game" 

with respect to those aspects . 

Social capital theory is one robust theory that it is strongly suggested should be employed 

tn helping to explain governance in an organisation. Another suggestion is that it is 

imperative to observe the use of local wisdom in an organisation before a researcher 

investigates the governance mechanism in that organisation. In the present case, the aspects 

of local wisdom identified are tepa-selira; gotong-royong; azas kekeluargaan; and mutual 

liability through the TR system. It is imperative to find out about the aspects of local wisdom 

because some practices might be observed which cannot be explained by Western theories 

but are essential to achieve good governance. 

Each country has its own local wisdom. Local wisdom is the body of knowledge and 

experience that develops within a specified society or period (Soanes & Stevenson 2006). 
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These aspects of local wisdom might be embedded in the operation of the organisation that 

will manage the governance mechanism. 

The governance model proposed is the "systemised culture model of governance" which is 

a combination of the "Systemised Culture Mutual Liability System" and the Governance 

Mechanism. Culture here refers to Doppelt ' s (2003) definition; it is incorporated in norms 

and values. The norms and values are composed of local wisdom and culture, where culture 

signifies organisational culture that consists of the governance system which is practised in 

daily operation and then becomes the culture in the organisation. 

11.2 Conclusion 

All the theoretical perspectives used can explain the governance mechanism in TSOs as well 

as CU samples. However, to obtain a complete explanation of all governance practices, 

additional theories are needed. Those theories are, among others, social capital theory to 

explain aspects related to local wisdom; managerial hegemony theory to explain the 

significant influence of the executive in an organisation; and stakeholder theory to provide an 

explanation of the importance of including external stakeholders in a board structure. 

Board perforn1ance has a significant influence on qualitative organisational performance 

as measured by CU members ' perceptions. However, board performance cannot be connected 

to financial performance when the indicators used are the PEARLS ratios. This is because of 

the difference in the scales used to measure board performance and financial performance. 

Since the difference is too wide, a correlation cannot be shown. 

Despite the rejection of influence between the board and financial performance, the result 

of the analysis of financial performance inCUs and TR CUs resulted in a good explanation of 

the financial achievements of both organisations. However, it is strongly suggested to provide 

a qualitative analysis when it comes to measuring the financial performance of a Credit 

Union. A statistical analysis does not say much about the true reality of the organisation ' s 

accomplishment; a qualitative analysis does and is even able to provide a detailed 

examination. The rejection of the hypothesis that proposes that board performance has a 

positive influence on financial performance can be explained by the possibility that financial 

performance is not directly influenced by board performance. PEARLS ratios investigated the 

financial ability of CUs from many aspects, i.e., Protection, Effective financial structure, 
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Asset qullity, Rates of return, Liquidity and Signs of growth. Those cannot solely be affected 

by board performance. Members' participation is an important aspect for meeting PEARLS' 

requirerrents. Their participation is encouraged by the benefits they obtain from becoming 

CU meBbers. Based on QPAT, which measures members' perceptions of qualitative 

organisajonal performance, it was shown that most members are satisfied with the services 

provide by the organisations. However, the inconsistency prevails with respect to the 

statistical test results obtained between BPAT and PEARLS. If the members admit that they 

are hapry with the organisation's services then they must have participated more in the 

organisajon, and logically this will enhance the financial performance. For those reasons, 

then it is concluded that the problem with the unsatisfactory result of the statistical test 

between BPAT and PEARLS rests on a difference in scale, and so does not signify the true 

condition. 

11.3 Limitations 

The resmrch has some limitations as follows : 

The BPAT was modified from previous research done in a Western context and may not 

be well-suited to the Indonesian context; and 

The choice of an independent variable to be correlated with PEARLS was less accurate 

because the measurement scale was different. The independent variable is on a Likert scale, 

while th~ dependent variable (PEARLS Ratios) has several ranges. 

Based on those limitations, recommendations to future researchers are made 1n the 

followi~ section. 

11.4 Recommendations for Further Research 

Some recommendations for further research in order to obtain better results are as follows: 

Makt more thorough observations about PO and SIO; this begins with FGD to explore the 

governa1ce mechanism and develop a questionnaire, followed by one-to-one interviews to 

investig1te governance practices~ 
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Develop BP AT through FGD, not a modification of a western style of questionnaire. This 

may produce a questionnaire that is better suited to the local context; 

Find other elements that might influence the financial performance of CU, for example 

members' participation in saving-lending activities and the motivation to be active in cu ~ 

and 

Use other measurements for financial performance; these can originate from the local 

context rather than using the WOCCU standard. These new measurements could be used to 

be correlate with board performance, which might result in a better understanding of the 

influence of board performance on financial performance. 
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Appendix A- Key Informant Questionnaire- Bahasa 

Instruksi-instruksi bagi Team Peneliti Indonesia 
.Jawaban-jawaban informan terhadap pertannyaan-pertanyaan ini akan membentuk dasar 
pemahaman kita tentang isu-isu kontemporer berkaitan dengan organisasi-organisasi sektor 
ketiga di masing-masing negara dan merupakan satu dari sejumlah dasar laporan kita. 

Mohon dicatat ada dua bagian dari "skedul wawancara untuk informan-informan kunci " ini: 
Kelima pertanyaan umum yang pertama di desain untuk menangkap keumuman, jawaban-
j awaban utama - untuk dicatat dan digambarkan sebagai sebagai narasi laporan. 
Wawancara-wawancara pada kelima pertanyaan-pertanyaan umum tersebut akan direkam 
melaui kaset dengan seijin responden. 

Pewawancara akan menuliskan sebuah /aporan atau menyiapkan sebuah transkrip 
wawancara kepada team peneliti. UTS team menginginkan Country team menuliskan sekitar 
1000 kata sebagai catatan pada setiap pertanyaan yang tidak tertangkap oleh pertanyaan-
pertanyaan tersebut atau mungkin sebuah ringkasan dari setiap tanggapan pada masing-
masing pertanyaan. 

Jawaban-jawaban pada pertanyaan no. 6-13 akan ditangkap secara elektronik untuk analisa 
statistik. Pewawancara akana n1elingkari jawaban informan. Country team akan memasukan 
jawaban tersebut pada spreadsheet yang siapkan dan dikirimkan oleh UTS team. Country 
team boleh menyimpan kuesioner-kuesioner terse but untuk analisa-analisa mereka sendiri. 

Tolong dicatat kita akan melakukan pilot sejumlah pertanyaan dengan "Apapun alasan 
lainnya ... " (sebagai contoh pertanyaan-pertanyaan no.9, 12). Tergantung dari jawaban-
jawaban tersebut kami ingin mencoba mengadopsi pola-pola umum di dalam kuesioner 
akhir. 

Tolong periksa nan1a-nama organisasi yang diberikan sebagai jawaban dari pertanyaan no. 
2. Jika sebuah name diberikan oleh dua responden organisasi tersebut akan dipilih untuk 
survai organisasi. 

Kode un tuk Pewancara 

Sebelum memulai wawancara, si pewawancara akan mengisi kode pewcnvancara di atas dari 
setiap lembar. Kode pewawancara merupakan nomer de Iapan digit. 

lni adalah sebuah instruksi sederhana tentang bagaimana membuat sebuah kode. 

Negara : 0 1 02 03 04 05 06 (Tolong lihat Catalan 1) 

Nomer Orang 01 02 03 dst (Tolong lihat Catalan 2) 

Wilayah 01 02 03 (Tolong lihat Catalan 3) 
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Posisi 0 l 02 03 04 (To long lihat Catalan 3) 

Catalan 1: Negara: China 01; India 02; Indonesia 03; Philippines 04; Thailand 05; Vietnam 
06. 

Catalan 2: Nomer Orang : Pisahkan kode mereka dibawah 'Wilayah ' dan 'Posisi ' orang 
pertama yang diwawancara di suatu negara akan menjadi nomer satu, yang ketiga be/as 
akan menjadi nomer 13 dan den1ikian seterusnya. 

Catatan 3: Besar/Ibu Kota Negara OJ; Kota Provinsi 02; Daerah Pedesaan 03. 

Catatan 4: Posisi: Yang kami maksudkan menurut posisi adalah tipe organisasi tempat 
pewawancara bekerja atau tempat memperoleh sumber utama penghasilan. Kami 
menggunakan empat tipe dewan: Pemerintah OJ; Organisasi sektor ketiga asli (tradisional) 
02; Agensi internasional/organisasi 03; Bisnis 04. 

Pedoman-pedoman bagi Para Pewawancara 

Dajtar pertanyaan ini terdiri dari dua bagian. 

Kelima pertanyaan pertama didesain untuk mengekstraksi keumuman, jawaban-jawaban 
utama - untuk dicatat dan digambarkan sebagai sebagai narasi laporan. Reponden tidak 
dibatasi oleh ruang kertas yang tersedia dalam kuesioner. Pewawancara dapat merekam 
wawancara dalam tape recordre, dengan ijin dari responden. (Mohon dicatat bahwa Team 
UTS nzengharapkan laporan narasi untuk setiap pertanyaan berdasarkan seluruh respon). 

Pewawancara dapat memulai wawancara dengan permulaan mengindikasikan adanya 
ketertarikan pada sektor ketiga dan menanyakan pandangan responden mengenai organisasi 
sektor ketiga (tanpa terlebih dahulu mengangkat isu mengenai 'governance'). Mohon 
menawarkan kepada responden penjelasan singkat mengenai organisasi sector ketiga ( yakni 
organisasi non-pemerintah, organisasi non-profit yang tidak dibentuk dengan tujuan utama 
memperoleh dan membagikan keuntungan)- termasuk organisasi masyarakat madani, 
organisasi non pemerintah, organisasi suka-rela, LSM, organisasi sosial, organisasi 
keagamaan, serikat-serikat, koperasi, dll. 

Jawaban-jawaban pada pertanyaan no. 6-13 akan ditangkap secara elektronik untuk analisa 
statistik. 

Pewawancara akan memberikan sebuah salinan pertanyaan-pertanyaan asli kepada 
informan dan mengisi tanggapan-tanggapan yang diberikan oleh responden pada sebuah 
kertas kode untuk wawancara tersebut. Hal ini untuk membantu informan untuk 
memperhatikan atau melihat pertanyaan-pertanyaan dan pilihan/kemungkinan jawaban-
j awaban secara hati-hati sebelum men1berikan tanggapannya. 

Mohon dicatat balnva sangat penting bagi informan untuk membaca secara hati-hati semua 
kemungkinan jawaban sebelum memberikan satu pili han (menjawab) 

Sebelum wawancara si Pewawancara harus menyampaikan terima kasih kepada informan 
dalam berpartisipasi dalam survai ini .. 
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Si Pewawancara boleh memulai wawancara dengan perkenalanan sederhana ini: 

Organisasi-organisasi yang dibentuk orang untuk memberikan berbagai pelayanan kepada 
mereka sendiri atau kepada lainnya atau untuk meningkatkan manfaatnya, dan dikenal 
sebagai organisasi sukarela, organisasi nirlaba, organisasi non-pemerintah, organisasi massa, 
organisasi berbasiskan masyarakat, koperasi, kelompok-kelompok masyarakat madani, dts, 
merupakan organisasi sektor ketiga. Tujuan utama penelitian ini, yang dilakukan oleh CECT-
USAKTI dan PIRAC, merupakan salah satu studi perbandingan lima negara asia, adalah 
untuk menyoroti perbedaan isu-isu kontemporer berkaitan dengan Organisasi-organisasi 
Sektor Ketiga Asia. 

Setelah perkenalan di atas si Pewawancara boleh memulai wawancara secara santai dengan 
menanyakan padangan-pandangan informan tentang organisasi sektor ketiga (Tolong jangan 
menanyakan persoalan Governance sebelum sampai kepertanyaan terse but) 
Si Pewawancara, di tahapan ini, perlu menanyakan kesediaan informan untuk diijiikan 
merekam pembicaraan melalui tape (ke lima pertanyaan pertama saja) . . 

Kode untuk Pewawancara 

Sebelum memulai wawancara, si pewawancara akan mengisi kode pewawancara di atas dari 
setiap lembar. Kode pewawancara merupakan nomer de/apan digit. 
lni adalah sebuah instruksi sederhana tentang bagaimana membuat sebuah kode. 

Negara : 01 02 03 04 05 06 (Tolong !that Catatan J) 

No mer Orang 01 02 03 dst (Tolong lihat Catatan 2) 

Wilayah 01 02 03 (Tolong lihat Catatan 3) 

Posisi 01 02 03 04 (To long lihat Catatan 3) 
Catalan J: Negara: China OJ; India 02; Indonesia 03; Philippines 04; Thailand 05; Vietnam 
06. 

Catatan 2: Nomer Orang : Pisahkan kode mereka dibawah 'Wilayah' dan 'Posisi' orang 
pertama yang diwawancara di suatu negara akan menjadi nomer satu, yang ketiga belas 
akan menjadi nomer J3 dan demikian seterusnya. 

Catatan 3: Besarllbu Kota Negara OJ; Kota Provinsi 02; Daerah Pedesaan 03. 

Catatan 4: Posisi: Yang kami maksudkan menurut posisi adalah tipe organisasi tempat 
pewawancara bekerja atau tempat mempero/eh sumber utama penghasi/an. Kami 
menggunakan empatlipe dewan: Pemerintah OJ,· Organisasi sektor ketiga asli (tradisional) 
02; Agensi internasiona/lorganisasi 03; Bisnis 04. 
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Pedoman-pedoman bagi Pewawancara 

Jawaban-jawaban informan terhadap pertanyaan-pertanyaan ini akan membentuk 
dasar pemahaman kita governance organisasi sektor ketiga di Indonesia dan 
merupakan satu dari sejumlah dasar laporan kita. 

Peneliti-peneliti di University Technology of Sydney, Australia dan CECT-USAKTI, 
menjamin bahwa informasi akan digunakan hanya untuk keperluan penelitian ini dan 
tidak akan dipertukarkan atau dipakai untuk mendapatkan keuntungan uang atau 
membahayakan si infonnan. 
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Petunjuk Wawancara dengan Informan Kunci 
Kode wawancara 

Pertanyaan-Pertanyaan Umum 

Keterlibatan dengan Organisasi Sektor ketiga : 

1. Terdapat banyak jenis organisasi sector ketiga yang dikenal beragam sebagai : 
organisasi masyarakat madani, organisasi non-pemerintah, organisasi suka-rela, LSM, 
organisasi sosial, organisasi keagamaan, serikat-serikat, koperasi, dll. Organisasi 
manakah yang paling anda kenai ? 

2. Dapatkah anda menyebutkan dua/tiga organisasi sektor ketiga(TSO) yang menurut 
anda telah menjalankan kegiatan dengan baik atau mempunyai kinerja baik? 
(Tolong beritahu informan bahwa kita selanjutnya akan menanyakan soal 
governance) 

3. Perhatian terhadap governance untuk organisasi sektor ketiga semakin meningkat . 
Menurut anda, apakah arti istilah 'governance' ? 

4. Beberapa organisasi sektor ketiga dianggap lebih baik dalam governance dibanding 
organisasi lainnya. Menurut anda, apakah yang merupakan indikator dari good 
governance ? 

Jika responden menolak untuk menjawab: 
Strukiur organisasi seperti apakah yang dapat mencerminkan organisasi tsb good 
governed ? 

Proses organisasi yang seperti apakah yang dapat mencerminkan organisasi tsb good 
governed? 

Bagaimana dengan pertanggung-jawaban organisasi ? 

5. Faktor-faktor luar apakah yang menurut anda dapat mempengaruhi (secara positif 
dan/atau negatif) proses governance pada organisasi-organisasi sektor ketiga? 

Pertanyaan-pertanyaan Khusus 

Tanggungjawab Governance 
6. Menurut Anda siapa yang seharusnya mempunyai tanggungjawab utama untuk 

memastikan suatu TSO dikelola secara baik? 

1. Pemerintah 
2. Pemimpin mereka/para direktur pelaksana 
3. Dewan manajer mereka/board/trustee 
4. Staff mereka 
5. Organisasi-organisasi lainnya ( misalnya organisasi payung) 
6. Anggota mereka (jika ada) 
7. Orang yang memberi dana (penyantun) 
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8. Orang, kelompok, organisasi lainnya, sebutkan .. . . . . . . . 
9. Tidak ada seorangpun 

7. Siapa menurut Anda, dalam praktek, mempunyai tanggungjawab utama untuk 
memastikan bahwa TSO dikelola secara baik? 

1. Pemerintah 
2. Pemimpin mereka/para direktur pelaksana 
3. Dewan manajer mereka/board/trustee 
4. Staff mereka 
5. Organisasi-organisasi lainnya (misalnya organisasi payung) 
6. Anggota mereka G ika ada) 
7. Orang yang memberi dana (penyantun) 
8. Orang, kelompok, organisasi lainnya, sebutkan . ... .. .. . 
9. Tidak ada seorangpun 

Lingkup Pengawasan/Supervisi Pemerintah 
8. Seberapa jauh pemerintah (pada semua tingkatan) memonitor atau mensupervtst 
(semua jenis mekanisme) aktivitas TSO yang Anda ketahui? Apakah pemerintah 
mensupervisi ? 

1. Selalu 
2. Sering 
3. Hampir tidak pemah 
4. Tidak sama sekali 
5. Tergantung dari jenis organisasi 

Alasan Pemerintah Melakukan Supervisi/Pengawasan 
9. Menurut Anda, apa alasan utama pemerintah (pada sen1ua tingkatan) melakukan 
su pervi si/ pengawasan 

TSO? (1ingkari jawabannya) 

1. Untuk yakin TSO melakukan apa yang seharusnya mereka lakukan 
2. Untuk memastikan TSO tidak menggunakan uang untuk tujuan-tujuan lainnya 
3. Untuk memastikan TSO berjalan baik 
4. Untuk memastikan TSO tidak melakukan politik subversi (tandingan) 
5. Alasan-alasan lainnya, jelaskan . .. . .... .. . . 

Dewan Pengelola TSO 
10. Apakah TSO yang anda ketahui mempunyai dewan pengelola/board/trustee? 

1. Ya 
2. Tidak 
3. Tidak Tahu 

11. Apakah hukum yang berlaku mensyaratkan TSO untuk memiliki dewan 
pengel o !a/board/trustee? 

1. Ya 
2. Tidak 
3. Tidak Tahu 
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12. Kesampingkan persyaratan hukum (jika ada) menurut Anda, secara umum, apakah 
manfaat utama yang bisa diperoleh dengan memiliki dewan manajer/board/trustee? 
(lingkari satu jawaban) 

1. Untuk mendapatkan resource yang tidak terlihat (kekuasaan, gengs1, 
koneksi) 
2. Untuk mencapai keseluruhan arah dan tujuan-tujuan dari organisasi 
3. Untuk menggalang dana bagi organisasi 
4. Untuk memberikan saran-saran professional 
5. Untuk memastikan efektivitas dan effisiensi organisasi 
6. Untuk mewakili pihak-pihak (klien,donor, dll) 
7. Untuk memastikan dana dikelola seca benar 
8. Ala san lainnya, sebutkan . . ... .. . . . 

13 . Secara Umum, bagaimana Anda menggambarkan hubungan antara dewan 
manajer/board/trustee dan direktur pelaksana dari TSO yang anda ketahui? 
Apakah harmonis selalu, kadangkala, jarang atau tidak pernah? 

1. Selalu 
2. Kadangkala 
3. Jarang 
4. Tidak Pemah 
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Appendix B- Key Informant Questionnaire- English 

Instructions to the Country Research Team 

The interviewees' answers to these questions will form the basis of our understanding of 
contemporary issues related to third sector organisations in each country and one of the 
bases of our report. 

Please note there are two parts of the 'interview schedule for key informants': The first five 
(general) questions are designed to elicit general, top of the head answers- to be recorded 
and drawn on for a narrative report. Interviews on these five general questions will be tape 
recorded (with the permission of the interviewee). 

The interviewer will write a report (or provide the transcript) to the research team. The UTS 
team would like the country team to write around 1000 word note on each question that are 
not captured in the question or perhaps a summary of the responses to each question. 
Answers to the questions no 6-13 will be electronically captured for statistical analysis. The 
interviewee will circle his/her responses. The country team will enter the responses on a 
spreadsheet (prepared and forwarded by the UTS team). The count!y team may keep the 
questionnaires and a copy of the spreadsheet for their own analyses. 

Please note we are going to pilot some questions with "Any other reason ...... " (for example 
questions no 9, 12). Depending on the responses we would t1y to adopt common pattern in 
the final questionnaire. 

Please collate the names of organisations given in response to question no 2. If a nan1e is 
given by two interviewees that organisation will have to be picked for organisation survey. 

Interviewee Code 

Before beginning the interview, the interviewer will jill in the interviewee code on top of each 
form. A interviewee code will be an eight digit number. 
Here is a simple instruction about how to form a code. 

Country: 01 02 03 04 05 06 (please see Note 1) 

Person number 01 02 03 and so on (please see Note 2) 

Region 0 1 02 03 (please see Note 3) 

Position 01 02 03 04 (please see Note 4) 

Note 1: Country: China OJ; India 02; Indonesia 03; Philippines 04; Thailand 05; Vietnam 
06. 

Note 2: Person number: Irrespective of their code under 'Region' and 'Position' the .first 
person being interviewed in a country will be number one, the thirteenth will be number 13 
and so on. 
Note 3: Region: Large/Capital city OJ,· Regional city 02; Rural area 03. 

Note 4: Position: By 'position' we mean the type of organisation the interviewee is working in 
or earning the main source of living from. We are using four broad types: Government 01; 
Indigenous third sector organisation 02; International agency/organisation 03; Business O.J. 
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Instructions to the Interviewers 

This questionnaire has two parts. 

The first five questions (1-5) are designed to elicit general, top of the head answers- to be 
recorded and drawn on for a narrative report. The respondent is not restricted to the space 
provided on the questionnaire. The interviewer may like to tape record the interview with 
permission from the interviewee. (Please note UTS Team expect a 1000 word narrative 
report for each question based on all the responses). 

The interviewer may begin the interview by indicating initially an interest in the third sector 
and asking the respondent's view on third sector organisations (without raising the issue of 
governance first). Please offer the respondent a brief description of third sector (non 
government, not profit making organisations not formed for the primary purpose of making 
and distributing profits)- includes civil society organisations, NGOs, voluntary 
organisations, LSMs, social organisations, religious organisations, unions, cooperatives etc. 

Answers to the questions no 6-12 will be electronically captured for statistical analysis. 

The interviewer will hand over a master copy of the questions to the interviewee and fill in 
the responses given by the interviewee on the sheet coded for a particular interviewee. This is 
to assist the interviewee to look at the questions and all the possible responses carefully 
before giving the response. 

Please note that it is very important for the interviewee to read carefully all the possible 
responses before making any choice. 

Before the interview the interviewer should extend thanks to the interviewee for participating 
in this survey. 

You may start the interview with this simple introduction: 

Organisations that people form to offer a variety of services to themselves or to others or to 
advance a cause, and known variously as voluntary organisations, nonprofit organisations, 
non-government organisations, people's organisations, community-based organisations, 
cooperatives, civil society organisations, etc., constitute a third sector. The main purpose of 
this research, undertaken by the ......... . (name the research partner's institute), as a part of a 
comparative work in five other Asian countries, is to highlight different contemporary issues 
related to Asia's third sector organisations. 

After the above introduction the interviewer may begin the interview by casually asking the 
interviewee's views on third sector organisations. (Please do not raise the governance issue 
until the questions come.) 

The interviewer, at this stage, should ask pennission from the interviewee to make an audio 
tape of this interview (the first five questions only). 

Interviewee Code 

Before beginning the interview, the interviewer will .fill in the interviewee code on top of each 
form. A interviewee code will be an eight digit code. 

Here is a sin1ple instruction about how to form a code. 

Country: Dl 02 03 04 05 06 (please see Note 1) 

Person m.:mber 01 02 03 and so on (please see Note 2) 

Region 0 02 03 (please see Note 3) 
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Position 01 02 03 04 (please see Note 4) 

Note 1: Country: China OJ ; India 02; Indonesia 03; Philippines 04; Thailand 05; Vietnam 
06. 

Note 2: Person number: Irrespective of their code under 'Region' and 'Position' the first 
person being interviewed in a country will be number one, the thirteenth will be number 13 
and so on. 

Note 3: Region: Large/Capital city OJ; Regional city 02,· Rural area 03. 

Note 4: Position: By 'position' we mean the type of organisation the interviewee is working in 
or earning the main source of living from. We are using four broad types: Government 01 ,· 
Indigenous third sector organisation 02; International agency/organisation 03; Business 04. 

Instructions to the Interviewee 
The interviewees' answers to these questions will form the basis of the present researchers' 
understanding of third sector governance in . .... .. . (type in the name of the countJ·y ) and one 
of the bases of our report. 
The researchers at the University of Technology, Sydney, Australia and the . .. .... ... . .. . . . 
(name the research partJ1er's institute), assure that the information \¥ill be used only for the 
purpose of this research and not be exchanged or used for tnonetary gains or to harm the 
interviewee. 
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GENERAL QUESTIONS Interviewee Code .......... . 

Involvement with third sector organisations 

1. There are many types of third sector organisations known variously as civil society 
organisations, NGOs, voluntary organisations, LSMs, social organisations, religious 
organisations, unions, cooperatives etc. What types of third sector organisations are 
you familiar with? 

2. Can you name two/three third sector organisations that, in your opinion, are doing a 
good job/performing well? 

At this stage, please tell the interviewee that now you would like to move on to the topic we 
are really interested in- third sector governance. 

3. There is a growing interest in the governance of third sector organisations. What does 
the term 'governance' mean to you? 

(Please tell the interviewee, even if he/she does not respond to the question, that the term 
'governance', is generally, used now to describe how decisions are made and acted upon.) 

4. Some third sector organisations are considered better governed than others. What 
would you consider to be indicators of good governance? 

If the respondent hesitates, you may ask 
What otganisational structure(s) will indicate that the o1ganisation is well governed? 

What organisational process(es) will indicate that the organisation is well governed? 

What about answerability of the organisation? 

5. What external factors, do you think, (positively and/or negatively) affect the 
governance process of third sector organisations? 
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SPECIFIC QUESTIONS Interviewee Code .......... . 

Governance responsibility 
6 Who do you think should have the main responsibility for ensuring that a third sector 

organisation is well governed? (Circle only one answer) 

The government 1 
Their leader/chief executive officer 2 
Their managing committee/board/trustees 3 
Their staff 4 
Other third sector organisations (e.g. an umbrella organisation) 5 
Their members (if applicable) 6 
The people who fund them 7 
Any other person, group of people, organization, specify ........... .. 8 
Nobody 9 

7. Who do you think, in practice7 has the main responsibility to ensure that the third 
sector organisations are well governed? (Circle only one answer) 

The government 1 
Their leader/chief executive officer 2 
Their managing committee/board/trustees 3 
Their staff 4 
Other third sector organisations (e.g., an umbrella organisation) 5 
Their members Uf applicable) 6 
The people who fund them 7 
Any other person, group of people, organization, specify 8 
Nobody 9 

Extent of government's supervision. 
8. To what extent does the gove.mment (all levels) monitor or supervise (all types of 

mechanisms) the activities of third sector organisations you are familiar with? Do they 
supervise? 

A great deal 1 
Moderately 2 
Hardly at all 3 
Not at all 4 
Depending on the type of organisation 5 

9. What do you think is the main reason for the government (all levels) to supervise third 
sector organisations? (Circle only one answe1) 

To ensure they do what they are set up to do 1 
To make sure they do not divert money to other purposes 2 
To make sure they are well run 3 
To make sure they are not politically subversive 4 
Any other reason, specify 5 

Third sector managing comn1itteelboardltrustees. 
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10. Do most third sector organisations, you are familiar with, have a managing 
committee/board/trustees? 

Yes 
No 
Don't know 

1 
2 
3 

11 . Does the law require these third sector organisations to have a managing 
committee/board/trustees? 

Yes 
No 
Don't know 

1 
2 
3 

12. Leaving aside the legal requirement (if any) what do you think, in general, is the biggest 
advantage third sector organisations can gatn by having a managtng 
committee/board/trustees? (Circle only one answer) 

To acquire intangible resources (power, prestige, connections) 1 
To set the overall direction and goals of the organisation 2 
To raise funds for the organisation 3 
To provide professional advice 4 
To ensure efficiency and effectiveness 5 
To represent the stakeholders (clients, donors, etc.) 6 
To ensure that funds are spent properly 7 
Any other reason, specify 8 

13. In general, how would you describe the relationship between the managing 

committee/board/trustees and the chief executive of third sector organisations, you are 

familiar with? Is it harmonious always, sometimes, rarely or never? 

Always 
Sometimes 
Rarely 
Never 

1 
2 
3 
4 
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Appendix C - Questionnaire of Governance Practices in Third Sector Organisations 
(TSOs) - Bahasa 

COVER SHEET 

Nama Organisasi : ........................ . 

Kota 

Nama Respond en : ........................ . 

1.1 Country 

China 
India 
Indonesia 
Philippine~ 

Thailand 
Vietnam 

1.2 Locatton of organisation 

Large city/capital city 
A regional city 
Rural 

1.3 Major field of activity 

Arts and c lture 
Business a'ld professional 
Education 
Environment 
Law & advocacy 
Religious organisation 
Social and economic development 
Social senices 

1 
2 
3 
4 
5 
6 

1 
2 
3 

1 
2 
3 
4 
5 
6 
7 
8 
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2: KARAKTERISTIK ORGANISASI 

2.1 Sudah berapa lamakah organisasi didirikan? 

2.2a Apakah organisasi anda terdaftar ? Ya 
Tidak 2 

(Jika ya) 2.2b Berdasarkan peraturan hukum yang mana? .................. ... . 

2.3a Apkah organisasi anda didaftarkan pada lembaga pemerintahan? Ya 1 

Tidak 2 

(Jika ya) 2.3b Lembaga pemerintahan yang mana? ......................... . ... .. 

2.4a Apakah organisasi anda mempunyai anggota ? Ya 1 

Tidak 2 

(Jika ya) 2.4b Berapakah jumlah anggota yang terdaftar/financial/voting? 

2.5 Apakah organisasi anda menawarkanlmemberi jasa ? Ya 1 

Tidak 2 

2.6 Siapakah yang mengambil keputusan akhir (final say) dalam organisasi (Pilih hanya 
SATU) 
Board/trustee (Dewan pengurus/pengawas/Pernbina) 1 
Manajer (CEO) 2 
Pendiri 3 
Para anggota 4 
Pendonor 5 
Pegawai Pemerintah 6 

Ya 1 

2. 7 Apakah dalarn organisasi anda ada seseorang yang mempunyai ' driving Tidak 2 
(pengaruh besar/disegani dalam organisasi) 

Jika Ya, lanj utkan ke pertanyaan 2.8 
Jika Tidak, lanj utkan ke pertanyaan 3 

2.8a Apakah orang tersebut adalah : 
2.8a Pendiri 

Ya 
Tidak 

1 

2 
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2.8b Manajer (CEO) 

2.8c Ketua (Chair) 

Ya 

Tidak 

Ya 

Tidak 

1 

2 

1 

2 

2.9 a Apa yang menyebabkan orang tersebut dapat menjadi orang yang paling 
berpengaruh/disegani (driving force) dalam organisasi anda: (Pilih hanya SATU) 

Keahlian/kompetensi 
Garis keturunan 
Kekayaan 
Koneksi politik 
Kharisma/kepribadian 
Integritas/kejujuran (moral uprightness) 
Performance/track record 
Posisi 
Fund Riser 

1 
2 
3 
4 
5 
6 
7 
8 
9 

2.9b Interviewer dapat merekam komentar-komentar dari responden untuk pertanyaan di atas. 

3: TENAGA KERJA DAN PENDANAAN 

3.1a Siapa yang paling banyak melakukan sebagian besar pekerjaan di organisasi? 
Staff yang digaji l 
Volunteer (tenaga kerja suka rela) 2 

3.2a Apakah organisasi anda menerima dana dari luar negeri? 
Ya 1 

Tidak 2 

(Jika ya) 3.2b Apakah jumlah dana yang diterima melebihi sepertiga total pendapatan? 
Ya 

Tidak 2 

3.3a Apakah organisasi and a menerima dana dari pemerintah? Ya l 

Tidak 2 

(Jika ya) 3.3b Apakah jumlah dana yang diterima melebihi sepertiga total pendapatan? 

Ya 

Tidak 2 

3.4a Apakah organisasi anda menerima donasi/sumbangan dari sumber dana dalam negeri? 
(Local donor Agency, missal : TIF A) Ya 

Tidak 2 
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(Jika ya) 3.4b Apakah jumlah dana yang diterima melebihi sepertiga total pendapatan? 

Ya 1 

Tidak 2 

3.5a Apakah organisasi anda menerima dana dari sumber lain selain yang di atas? 
(misalnya: iuran anggota dan/atau pendapatan dari penjualan buku/goods atau jasa?) 

Ya 1 

Tidak 2 

(Jika ya) 3.5b Apakah jumlah dana yang diterima melebihi sepertiga total pendapatan? 
Ya 

Tidak 2 
3.6 Apakah jumlah kegiatan dalam organisasi anda selama tiga tahun terakhir mengalami: 

Kenaikan 1 
Tetap 2 
Penurunan 3 

3. 7 Apakah j u mlah dana organisasi and a selama tiga tahun terakhir mengalami: 
Kenaikan 1 
Tetap 2 
Penurunan 3 

3.8 Apakah jumlah staff dalam organisasi anda selama tiga tahun terakhir mengalami : 
Kenaikan 1 
Tetap 2 
Penurunan 3 

41: Pengambilan Keputusan 

4.1 Apakah organisasi anda mempunyai komite/dewan/board/board? Ya 1 

Tidak 2 

Jika Ya, Lanj utkan 
Jika Tidak, Loncat ke pertanyaan 4.19 

4.2 Berapa jumlah anggota dalam komite/dewan/board/board? 

4.3 Berapa banyak anggota komite/dewan/board/board yang merupakan staff yang digaji? 

4. 4. Berapa banyak anggota dalam komite/dewan/board yang: 

a. Merupakan tenaga staff/adm yang digaji? (ex-officio) 
b. Pegawai pemerintah (ex-officio atau ditempatkan oleh pemerintah) 
c. Dipilih oleh anggota/konstituen 
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d . Ditunjuk oleh anggota lain dalam komite/dewan/board 
e. Ditunjuk oleh CEO/pendiri/ketua 
f. Ditunjuk oleh pihak-pihak yang berkepentingan (stakeholders) (mis: organisasi 

sektor ketiga lain) 
g. Lain-lain 
(Cat: Total dari (a) s.d (g) harus sama denganjumlah anggota dalam (4.2)) 

4.5 Berapakah jumlah anggota komite/dewan/board yang tidak digaji adalah: 

a. Secara profesional berkualitas atau memiliki bisnis atau menduduki posisi senior 
dalam perusahaan swasta yang besar ? 

b. Pelanggan/klien/konstituen dari organisasi? 
c. Wanita? 
d. Merupakan kaum minoritas tertentu ? 

4.6 Apakah anggota komite/dewan/board secara regular memberikan sumbangan dana 
kepada organisasi? Ya 

4. 7 Apakah anggota komite/dewan/board 
memberi kontribusi berupa. saran-saran profesional kepada organisasi? 

4.8 Apakah ketua komite/dewan/board : 
4.8.a Juga sebagai manajer (CEO)? 

Tidak 2 

Ya 1 

Tidak 2 

Ya 1 

Tidak 2 

4.8 .b Ditunjuk oleh Stakeholder (pihak-pihak yang berkepentingan)? Ya 

Tidak 2 

4.8 .c Dipilih oleh anggota komite/dewan/board/board? Ya 1 

Tidak 2 

4.8 .d Dipilih oleh anggota/konstituen organisasi? Ya 1 

Tidak 2 

4.9a Apakah para anggota komite/dewanlboard mengadakan pertemuan/rapat teratur? 
Ya 1 

Tidak 2 
(jika Ya) 4.9b.Berapa kali dalam satu tahun pertemuan/rapat komite/dewan/board tersebut? 
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4.10 Apakah agenda rapat dibagikan sebelum pertemuan/rapat? Ya 1 

Tidak 2 

4.11 Apakah agenda rapat dipersiapkan oleh ketua bersama-sama dengan CEO? 

4.12 Apakah keputusan pertemuan/rapat-rapat semacam ini diambil 
berdasarkan : 
Konsensus 1 
Voting 2 

4.13 Apakah terdapat notulen rapat/pertemuan komite/dewan/board? 

4.14 Apakah organisasi anda mengadakan rapat umum/rapat pleno? 

JIKA TIDAK, Lanjut ke pertanyaan 5 

4.15 Berapa kali dalam satu tahun rapat umum/pleno tersebut? 

4.16 Apakah rapat pleno terbuka untuk masyarakat umum 
dan para anggota/konstituen? 

4.17 Apakah keputusan dalam rapat semacam ini diambil 
berdasarkan : 
Konsensus I 
Voting 2 

Ya 1 
Tidak 2 

Ya 1 

Tidak 2 

Ya 1 

Tidak 2 

Ya 
Tidak 

1 

2 

4.18 Apakah terdapat notulen rapat atau catatan tertu]is dari hasil rapat umum ini? 
Ya I 

Tidak 2 

BAGI ORGANISASI YANG TIDAK MEMPUNYAI 
K OMITE/DEWAN/BOARD/BOARD (BAGI YANG MENJAWAB TIDAK PADA 
PERTANYAAN 4.1) 

4.19. Bagaimana proses dan cara pengambilan keputusan dalam organisasi anda 
(MOHON DIREKAM) 

4.20 Apakah organisasi anda mengadakan rapat umum/pleno? Ya 1 

Tidak 2 

4.21 Berapa kaJj dalam satu tahun rapat umum/pJeno terse but? 
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4. '22 Apakah rapat pleno terbuka untuk masyarakat umum 
dan para anggota/konstituen? 

4.23 Apakah keputusan dalam rapat semacam ini diambil 
berdasarkan : 
Konsensus 1 
Voting 2 

Ya 1 

Tidak 2 

4.24 Apakah terdapat notulen rapat atau catatan tertulis dari basil rapat umum ini? 
Ya 1 

Tidak 2 
5. PERENCANAAN 

5.1 Apakah organisasi anda mempunyat perencanaan formal atas kegiatan yang akan 
dilakukan organisasi? 

Jika Y a, Lanj utkan 
Jika Tidak, Lanj utkan ke pertanyaan 5.13 

Ya 

Tidak 

1 

2 

5.2 Apakah organisasi anda mempunyai pemyataan tertulis mengenai misi organisasi? 
Ya 1 

Tidak 2 
5.3 Apakah organisasi mempunyai pernyataan tertulis tentang tujuan organisasi ? 

Ya 1 

Tidak 2 
5.4 Apakah organ1sas1 selalu membuat perencanaan sebelum memulai suatu proyek 
besar/utama? Ya 1 

Tidak 2 

5.5 Apakah proposal untuk proyek -proyek besar diedarkan kepada para anggota sebelum 
mengadakan rap at komite/ dewan/board? Y a 1 

Tidak 2 
5.6 i\pakah Dewan terlibat dalam perencanaan penggantian CEO dan/atau 
anggota Dewan? y a 1 

5. 7 Apakah organisasi and a mempunyai rencana strategis? 

Jika Ya, Lanj utkan 

Tidak 2 

Ya 

Tidak 2 
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Jika Tidak, lanjutkan ke pertanyaan 6 

5.8 Apakah rencana strategis ini ditinjau secara teratur? Ya 

Tidak 2 
5.9 Apakah anggota komite/dewan/board terlibat dalam mengembangkan rencana 

strategis/bisnis ? 
Ya 1 

Tidak 2 

5.10 Apakah komite/dewan/board yang mengesahkan/menyetujui strategic plan? 
Ya 1 

Tidak 2 

5.11 Apakah komite/dewanlboard mereview/mengkaji ulang secara regular perencanaan 
bisnis/strategis tersebut ? Ya 1 

Tidak 2 

5.12 Apakah rencana bisnis/strategis tersebut juga tersedia untuk para anggota? 
Ya 

Tidak 2 

UNTUKMEREKA YANGMENJAWAB TIDAKPADA PERTANYAAN 5.1 

5.13 Bagaimana cara organisasi memutuskan kegiatan apa yang akan dilaksanakan dalam 
satu tahun? (MOHON DIREKAM) 

6: MANAJEMEN KEUANGAN 

6.1 Apakah organisasi anda mengik:uti prosedur formal pelaporan keuangan? 

JIKA Y A, lanjutkan 
Jika Tidak, Lanjutkan ke pertanyaan 6.14 

''{a 

Tidak 

1 

2 

6.2 Apakah organisasi anda mempersiapakan anggaran tahunan? 
Ya 1 

Tidak 2 

6.3 Apakah organisasi anda mempersiapkan anggaran kas per bulan? Ya 1 

Tidak 2 

6.4 Apakah organisasi anda tnembuat/menghasilkan laporan keuangan tahunan? 
Ya 

Tidak 2 

6.5 Apakah organisasi anda mempunyai pencatatan atas kekayaan organisasi? 
Ya 1 

Tidak 2 
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6.6 Apakah laporan keuangan diaudit oleh auditor profesional? 

6. 7 Apakah laporan keuangan tersedia bagi anggota (organisasi)? 

6.8 Apakah laporan keuangan tersedia bagi masyarakat umum? 

6.9 Apakah anggota komite/dewan/board terlibat dalam proses 
penyiapan anggaran tahunan? 

Ya 1 

Tidak 2 

Ya 1 

Tidak 2 

Ya 1 

Tidak 2 

Ya 1 

Tidak 2 

6.10 Apakah komite/dewan/board meninjau dan mengesahkan laporan keuangan tahunan? 
Ya 1 

Tidak 2 
6.11 Apakah komite/dewan/board melakukan tinjauan atas kinerja keuangan 

secara teratur ? ( dalam interval waktu yg tetap) Y a 1 
Tidak 2 

6.11 Apakah komite/dewan/board menyetujui secara khusus pengeluaran-
pengeluaran yang iumlahnya besar, seperti pembelian asset? 

6.13 Apakah komite/dewan/board mempunyai sub-komite keuangan/audit 
untuk n1enjalankan tinjauan mendetail/terinci atas persoalan keuangan? 

Ya 

Tidak 

Ya 

Tidak 

UNTUK MEREKA YANG MENJAWAB 'TIDAK PADA PERTANYAAN 6.1. 
MOHONDIREKAM 

6.14 Bagaimana cara organisasi anda mengalokasikan dan mengelola dana yang ada? 

6.15 Bagaimana cara organisasi anda mencatat dan mengetahui perkembangan pendapatan 
yang diterima dan dimiliki organisasi ? 

6.16 Bagaimana cara organisasi anda mencatat dan mengetahui perkembangan pengeluaran 
yang dikeluarkan organisasi ? 

6.17 Bagaimana cara organisasi jika pada suatu waktu tertentu ingin mengetahui jumlah dana 
yang dimiliki? 

6.18 Bagaimana cara organisasi menyediakan informasi tentang kondisi keuangan kepada 
para anggota? 
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6.19 Bagaimana cara organisasi melakukan transaksi keuangan/moneter dengan para 
anggotanya ? 

6.20 Apakah organisasi melakukan transaksi keuangan/moneter dengan para 
anggotanya pada rapat umum/pleno? (misalnya membership fee) 

6.21 Apakah organisasi menawarkan keterbukaan secara verbal (yakni: mengadakan rapat-
rapat dimana keputusan pembagian manfaat dan transaksi-transaksi dilaporkan secara 
umum)? 

7: KlNERJA 

7.1. Apakah organisasi mempunyat system pengukuran kinerja? (bisa loncat sebentar ke 
pertanyaan 7.5) Ya 1 

Tidak 2 
Jika Ya, lanjutkan 
Jika Tidak, lanjutkan ke pertanyaan 7.13 

7.2 Apakah organisasi anda mempunyai standard prosedur operasional (SOP)? 
Ya 1 

Tidak 2 

7. 3 Apakah para staf mempunyai deskripsi keria yang tertulis? 
Ya 1 

Tidak 2 

7.4 Apakah staf senior memperoleh penghargaan atas kinerjanya secara teratur? 

Ya 1 

Tidak 2 

7. 5 Apakah organisasi and a mempunyai pedoman mengenai indikator kineri a organisasi ? 

Ya 1 

Tidak 2 

7.6 Apakah organisasi anda mempunyai prosedur jaminan mutu pelayanan, 
seperti wawancara kepada konstituen/klien/pelanggan? Ya 1 

7. 7 Apakah organisasi and a melakukan evaluasi atas efisiensi dan 
efektifitas dari kegiatannya? 

Tidak 2 

Ya 

Tidak 

1 

2 

7.8 Apakah komite/dewan/board yang harus menyetujui pengangkatan/penunjukan CEO? 

Ya 

Tidak 2 
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i.9 Apakah komite/dewan/board yang melakukan peninjauan atas kinerja 
CEO secara teratur? Y a 

Tidak 

i.lO Apakah komite/dewan/board yang melakukan peninjauan atas kinerja organisasi 
berdasarkan pedoman indikator kinetja organisasi? 

7.11 Apakah komite/dewan/board terlibat dalam meninjau 
prosedur jaminan mutu pelayanan organisasi? 

Ya 

Tidak 

Ya 

1 

2 

1 

2 

1 

Tidak 2 

7.12 Apakah komite/dewan/board terlibat dalam mengevaluasi 
efisiensi dan efektifitas organisasi? Ya 1 

Tidak 2 

UNTUK MEREKA YANG MENJAWAB 'TIDAK' PADA PERTANYAAN 7.1 
MOHONDIREKAM 

7.13 Bagaimana organisasi anda membagi-bagi tanggung-jawab? 

7.14 Bagaimana organisasi anda mengetahui/memastikan bahwa tanggung-jawab tersebut 
dijalankan sesuai dengan yang diinginkan organisasi? (bagi interviewer : tanyakan 
bagaimana cara(pro es) menyelesaikanpersoalan dalam organisasi?) 

7.15 Bagaimana cara organisasi mengetahui bahwa tujuannya telah tercapai? (bagi 
interviewer: tanyakan bagaimana mekanisme umpan batik (feedback) dan prosedur evaluasi 
yang lain) 

8: I-IUBUNGAN DENGAN PIHAK LUAR 

8.1. Apakah organisasi melaporkan kegiatannya kepada pihak-pihak di luar organisasi ? 
(mitra/partner)Ya 

Jika Y a, lanj utkan 
Jika Tidak, lanj utkan ke pertanyaan 8.3 

Ya 

Tidak 

1 

2 

8.2 Apakah organisasi mempunyai mekanisme formal untuk melaporkan kegiatan ke luar 
organisasi? Ya 

Jika Ya, lanjutkan Tidak 2 
Jika Tidak, lanj utkan ke pertanyaan 8.14 

8.3 Apakah organisasi anda mengeluarkan laporan tahunan (annual report)? 

Ya 1 

Tidak 2 
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8.4 Apakah organisasi anda membuat Buletin (newsletter)? Ya 1 

Tidak 2 

8.5 Apakah organisasi anda mempunyai website?(tanyakan alamat websitenya) 
Ya 1 

Tidak 2 
8.6 Apakah organisasi anda membuat Japoran keuangan kepada 

pemerintah dan/atau lembaga donor? 
Ya 1 

Tidak 2 

8. 7 Apakah organisasi and a mengkoordinasikan/bekerjasama dalam beberapa kegiatannya 
dengan organisasi sektor ketiga lain yang memberikan jasa sejenis? Ya 1 

Tidak 2 

8.8 Apakah organisasi melakukan protes kepada pemerintah 
tentang hal-hal lain diluar persoalan keuangan bagi organisasi anda? 

Ya 1 

Tidak 2 

8.9 Apakah anggota komite/dewan/board terlibat dalam perstapan laporan keuangan ke 
lembaga donor? y a 1 

Tidak 2 

8. 10 Apakah anggota komite/dewan/board yang mengesahkan/menyetujui 
laporan keuangan ke lembaga donor? Ya 

Tidak 

8.11 Apakah anggota kotnite/dewan/board terlibat dalam hal pengajuan keberatan 
kepada lembaga donor? 

8.12 Apakah anggota komite/dewanlboard mencari sumbangan dana dari 
rekan sejawat atau pihak lain yang termasuk dalatn jaringan organisasi? 

Ya 

Tidak 

Ya 

Tidak 
8.13 Apakah anggota komite/dewan/board melakukan negosiasi atau membantu 

1 

2 

1 

2 

1 

2 

melakukan negosiasi seputar sistem politik dengan mengatasnamakan 
organisasi? Y a 1 

--------------------------------------------------------~T~id=a=k~ __ ---2 
UNTUK MEREKA YANG MENJAWAB 'TIDAK' PADA PERTANYAAN 8.2. 
MOHONDIREKAM 
8.14 Bagaimanakah organisasi anda membuat laporan keuangan kepada pemerintah dan!atau 

lembaga donor? 
8.1 5 Bagaimana caranya organisasi anda membuat kegiatan-kegiatannya diketahui/dikenal 

masyarakat? 
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Appendix D - Questionnaire of Governance Practices in Third Sector Organisations 
(TSOs)- English 

COVER SHEET 

1.1 Country 

China 
India 
Indonesia 
Philippines 
Thailand 
Vietnam 

1.2 Location of organisation 

Large city/capital city 
A regional city 
Rural 

1.3 Major field of activity 

Arts and culture 
Business and professional 
Education 
Environment 
Law & advocacy 
Religious organisation 
Social and economic development 
Social services 

1 
2 
3 
4 
5 
6 

1 
2 
3 

1 
2 
3 
4 
5 
6 

7 

8 
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2: CHARACTERISTICS OF THE ORGANISATION 

2.1 For how many years has the organisation been established? 

2.2a Is the organisation incorporated? 

(If yes) 2.2b Under which legislation is the organisation 
incorporated? ... .. .. . .............. .. . .. .. . 

2.3a Is the organisation registered with a government department? 

(If yes) 2.3b With which department is the organisation registered? 

2.4a Does your organisation have members? 

(If yes) 2.4b How many are listed/financial/voting members 

6.5 Does your organisation provide services? 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

2.6 Who has the final say in your organization? (circle ONLY one response) 
the board/trustees 
the CEO 
the founder 
the membership 
donors/funders 
government officials 

2. 7 Does this organization have a person who is the driving force? 

2.8 (If yes, to question 2. 7) 
What position does this person (driving force) hold in the organization? 

Is this person the 

2.8a Founder 

Yes 

No 

Yes 

No 

1 
2 
3 
4 
5 
6 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 
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2.8b CEO 

2.8c Chair 

Yes 

No 
Yes 

No 

2.9 a Which of the following is the main characteristic that makes this person the driving 
force? 

(circle ONLY one) 

expertise/ competence 
heredity/lineage 
wealth 
political connection 
charisma/personality 
integrity/moral uprightness 
performance/track record 
position 
fund raiser 

2.9b Interviewer may wish to record comments for this question (not for coding) 

3: STAFFING AND FUNDING 

3.1 Who does most of the work in the organisation? 
Paid Staff 1 
Volunteers 2 

J.2a Does your organisation receive funding from foreign sources? 

(If yes) 3.2b Is this funding more than one-third of the total revenue? 

3.3a Does your organisation receive funding from the government? 

(If yes) 3.3b Is this funding more than one-third of the total revenue? 

3.4a Does your organisation receive donations from domestic sources? 

Yes 

No 

Yes 

:No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

1 
2 
3 
4 
5 
6 
7 
8 
9 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

2 

1 

2 

1 

2 
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(If yes) 3.4b Is this funding more than one-third of the total revenue? Yes 

No 

3.5a Does your organisation receive funding from sources other than the above 
( eg membership fees, revenue from sale of goods or services)? Yes 

No 

(If yes) 3.5b Is this funding more than one-third of the total revenue? Yes 

No 

1 

2 

1 

2 

1 

2 

3.6 Have the activities of your organisation over the past three years (or since its formation, 
if less)? 

Grown 
Remained the same 
Decreased 

1 
2 
3 

3. 7 Has the funding of your organisation over the past three years (or since its formation, if 
less)? 

Grown 
Remained the same 
Decreased 

1 
2 
3 

3,. 8 Has the number of staff of your organisation over the past three years (or since its 
formation, if less)? 

Grown 1 
Remained the same 2 
Decreased 3 

4: DECISION MAKING 

4.1 Does your organisation have a committee/board/council? 

(If yes) 
(If no) 

continue 
go to question 4.19 

4.2 How many members are there on the committee/board? 

Yes 

No 

4.3 How many members of the committee/board are paid staff of the organisation? ..... . 

4.4 }low many committee/board members are: 

a. Ex officio officers of the organisation 
b. Government officials (ex-officio or appointed by Government) 
c. Elected by members/constituents 

1 

2 
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d . Appointed by the committee/board 
e. Appointed by the CEO/founder/chair 
f. Appointed by stakeholders ( eg another third sector organisation) 
g. Other 
(Note: The total of a tog should equal the number of members in 4.2) 

4.5 How many committee/board members who are not paid staff are: 

a. Professionally qualified or own businesses or 
hold senior positions in large for-profit firm 

b. clients of the organisation? 
c. women? 
d. come from disadvantaged groups within the wider society? 

4.6 Do committee/board members regularly donate funds 
to the organisation? 

4. 7 Do committee/board members 
contribute professional advice to the organisation? 

4.8 Is the Chair of the committee/board 

4.8a the CEO? 

4.8b appointed by a stakeholder? 

4.8c elected by the members of the com1nittee/board? 

Yes 

No 

Yes 

No 

Yes 

No 

4.8d elected by the members/ constituents of the organisation? yes 

4.9a Does the committee/board meet on a regular basis? 

4.9b (if yes) How many times a year does your committee/board meet? 

4.10 Is an agenda made available before the committee/board meetings? 

4.11 Is this agenda prepared by the Chair and the CEO working together? 

No 

Yes 

No 

Yes 

No 

Yes 

No 

1 

2 

1 

2 

2 

2 

1 

2 

2 

1 

2 
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4.12 Are decisions generally made at these meetings 
Consensus 1 
Voting 2 

4.13 Are there minutes of these committee/board meetings? Yes 

No 
4.14 Does your organisation hold general meetings? Yes 

(ifNO) Go to Section 5 No 

4.15 How many times a year does your organisation hold general meetings? 

4.16 Are these meetings open to the general public as well as 

4.17 Are decisions generally made at these 
Consensus 1 
Voting 2 

4.18 Are there minutes or a written record of these general meetings? 
For those who answered No to question number 4.1 

4.19 How are decisions made in your organisation? 

4.20 Does your organisation hold general meetings? 

4.21How many times a year does your organisation hold general _meetings? 

4.22 Are these meetings open to the general public as well as 
members/constituents? 

4.23 Are decisions generally made at 
Consensus 1 
Voting 2 

these 

4.24 Are there minutes or a written record of these general meetings? 

5: PLANNING 

5.1 Does the organisation undertake formal planning activities? 

(If yes) 
(If no) 

continue 
go to question 5 _ 13 

Yes 

No 
meetings 

Yes 

No 

Yes 

No 

meetings 

Yes 

No 

Yes 

No 

by: 

1 

2 

1 

2 

1 

2 
by : 

1 

2 

1 

2 

by : 

1 

2 

1 

2 
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5.2 Does your organisation have a mission statement? 

5.3 Does your organisation have written objectives? 

5.4 Does your organisation prepare plans before initiating major projects? 

5.5 Are written proposals on major projects circulated to members 
before the committee/board meeting? 

5.6 Is the Board involved in succession plans for the CEO and/or 
Board members? 

5.7 Does your organisation have a strategic/business plan? 

If Yes, continue 
(If no, go to section 6) 

5.8 Is this strategic/business plan reviewed on a regular basis? 

5.9 Is your committee/board involved in the development of the 
strategic/business plan? 

5.10 Does your committee/board approve the strategic/business plan? 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

No 2 

5.11 Is your committee/board involved in the review of the strategic/business plan 
on a regular basis? yes 1 

5.12 Is the strategic/business plan available to members/constituents? 

(For tltose who answered "No" to question 5.1) 

No 2 

Yes 

No 

1 

2 

5.13 How does the organisation decide what activities to undertake 1n a given year? 
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6: FINANCIAL MANAGEMENT 

6.1 Does your organisation follow a formal financial procedure? 

(If yes) 
(If no) 

continue 
go to question 6.14 

6.2 Does your organisation prepare an annual budget? 

6.3 Does your organisation prepare monthly cash flow budgets? 

6.4 Does your organisation produce annual financial statements? 

6.5 Does your organisation have an asset register? 

6.6 Are the financial statements audited by a qualified auditor? 

6. 7 Are the details of financial statements available to members? 

6.8 Are the financial statements available to the general public? 

6.9 Does the committee/board get involved in the preparation of 
the annual budget? 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 
6.10 Does the committee/board review and approve annual financial statements? 

6.11 Does the committee/board review the organisation' s performance 
against budget at regular intervals? 

6.12 Does the board/committee specifically approve major financial 
expenditures such as purchase of major equipment? 

6.13 Does the board/committee have a finance/audit sub-committee 
to conduct detailed reviews of financial matters? 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 
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2 

1 

2 

1 

2 

1 

2 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 
') 

"' 
1 

2 

1 
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(Only for those who answered "No" to question 6.1) 

6.14 How does your organisation allocate resources and manage funds? 

6.15 How does your organisation keep track of income? 

6.16 How does your organisation keep track of expenses? 

6.17 How does your organisation know how much funds it has at any given time? 

6.18 How does your organisation make financial details available to members? 

6.19 How does the organisation conduct monetary transactions with its members? 

6.20 Does the organisation conduct monetary transactions with its members at a public 
meeting? 

6.21 Does the organisation offer open oral disclosure (ie holding meetings at which decisions 
about the distribution of benefits and transactions are publicly reported)? 
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7: PERFORMANCE 

7.1 Does your organisation have a system for measuring performance? 
(If yes) continue 
(If no) go to question 7.13 

7.2 Does your organisation have a procedures manual? 

7.3 Do your staff have written job descriptions? 

Yes 

No 

Yes 

No 

Yes 

No 

1 

2 

2 

1 

2 

7.4 Do your sent or staff have appraisals of their performance 
on a regular basis? 

7.5 Does your organisation have key performance indicators? 

7.6 Does your organisation have quality assurance procedures 
such as client interviews? 

7. 7 Does your organisation carry out evaluations of the efficiency 
and effectiveness of its activities? 

1.8 Does your committee/board approve the appointment of the CEO? 

7.9 Does your committee/board review the performance of the CEO 
at regular intervals? 

7. 9 Does your committee/board review performance of 
the organisation in terms of key performance indicators? 

7.11 Does your committee/board get involved in reviewing 
the quality assurance procedures of the organisation? 

7.12 Does your committee/board get involved in evaluating 
the efficiency and effectiveness of the organisation? 

Yes 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

2 

1 

2 

1 

2 

2 

1 

2 

1 

2 

2 

1 

2 

1 

2 
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For those who answerell "No" to question 7.1) 

7.13 How does your organization allocate responsibilities? 

7.14 How does your organization make sure those responsibilities are met? 
(Interviewer: Look for procedures for remedying problems) 

7.15 How does your organization know that it has achieved its goals? 
(Inten1iewer: Look for feedback mechanisms and other evaluation procedures) 

8: EXTERNAL RELATIONS 

8.1 Does your organisation report its activities outside the organization? 
If yes, continue. 
If no, end the intervie\v 

8.2 Do you have a formal mechanism of reporting activities outside the 
organisation? 
If yes, continue. 
If no, go to question no 8.14 

8t 3 Does your organisation produce an annual report? 

S.4 Does your organisation produce a regular newsletter? 

8.5 Does your organisation have a website? 

8.6 Does your organisation prepare funding submissions to government 
and/or other funding bodies? 

8. 7 Does your organisation coordinate some of its work with other third 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

Yes 

No 

sector organisations providing similar services? Yes 
No 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

1 

2 

2 
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8.8 Does your organisation make representations to government Yes 
on matters other than funding for your organisation? 

No 

8.9 Do committee/board members get involved in the preparation of Yes 
submissions to funding bodies? 

No 

8.10 Do the committee/board members approve submissions to funding bodies? 

Yes 

No 

8.11 Do committee/board members get involved in making representations 
to funding bodies? Yes 

8.12 Do committee/board members seek donations from friends and 
acquaintances for the organisation? 

8.13 Do committee/board members negotiate or help negotiate 
around the political system on behalf of the organisation? 

(!For those who answered "No" to question 8.2) 

No 

Yes 

No 

Yes 

No 

&.14 How does the organisation report to the government and/or funding agencies? 

8.15 I-Iow does your organisation make your activities known to the public? 

2 

1 

2 

1 

2 

2 

2 

1 

2 
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Appendix E- FGD TOR 

FGD- Terms of Reference 
Title of the Research, the Purpose ofFGD and Expected Outcome 
Research title 
"Governance and Performance of Third Sector Organizations: Credit Unions 1n 
Indonesia" 
Purpose ofFGD: 
1. Explore the Governance according to CU/TR CU, which includes: definition, 

values, principles, and indicators of good governance. 
2. Discover who is the most responsible in achieving good governance 
3. Investigate the process to attain good governance in CU/TR version. 
4. Come across the types of Boards in CU/TR CU 

Outcome of FGD: 
l . The answers to all abovementioned questions 
2. Modified questionnaires based on CU/TR consideration, which are comprised of 
3. Board Performance Assessment Tool (BPAT), which is a modification of BSAQ 

(Board Self Assessment Questionnaire) by Chait, Holland and Taylor (1991) 
4. Qualitative Performance Assessment Tool (QPAT), which is a modification of 

Qualitative Organisation Performance by William Brown (2005) 
5. Ratio Analysis formulas to measure organisation performance quantitatively, which 

is an adjustment of PEARLS ratio analysis. This new ratios will be named Indo 
"PEARLS" . 

Questions in FGD 
Day-1 
GOVERNANCE 
1 What do you understand about transparency? 

a. Description 
b. Requirements to attain transparency in your organisation 
c. Indicators of transparency 

2 . How do you explain accountability? 
a. Understanding 
b. What are the requirements in order to make your organisation accountable to 

internal as well as external stakeholders? 
c. What are the indicators of accountability? 

3. How do you describe governance based on the characteristics of your organisation? 
4. How are the process and/or requirements to attain good governance? 
5. What are the most influential factors to good governance in your organisation? 
6. Who are the most responsible to achjeve good governance in your organisation? 

Why? 

B. BOARD 
7. Board - Roles and Responsibilities 

a. Is there any board in your organisation? (Is there more than one board in your 
organisation? Please mention them). 

b. What are the roles and responsibilities of Board members? 

8 .Board - Composition 
How is Board composition in your organisation? 
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9. Board - Process 
a. How is board meeting process? How frequent board meets in one year? Is there 

any minutes meeting? Who made the meeting agenda? Is the meeting agenda 
distributed before the meeting? 

b. How is the decision making process in board meeting 

10. Board - The relationship between Board and Executives 
a. Is there any formal/written guideline that regulates board-executive relationship? 

Does board monitor or function as partner with the executive? 
a. When does board act as partner or supervisor to the executive? (In what 

context?) 
b. How is nature of the relationship during early years of organisation's 

establishment? How is it when the organisation becomes bigger or older? Is 
there any difference? Is it always harmonious? At what time the relationship is 
harmonious or in conflict? 

c. How do they keep the relationship in harmony? 
d. How do they solve disagreement between them? 

11 . Board - Performance Measurement: 
a. What are the requirements of good board performance? 
b. How can you measure honesty, commitment and performance of board? 

Day-2 
!.Discussion to modify BSAQ (Board Self Assessment Questionnaire) into 

BPAT(Board Performance Assessment Tool) 
2.Discussion to modify QOP (Qualitative Organisation Performance) into QPAT 

(Qualitative Performance Assessment Tool) 
3 .Discussion to modify PEARLS ratio analysis into Indo' PEARLS 
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Appendix F - SEM Diagram and Statistical Test Result from AMOS for BPAT and 
QPAT 

0, 
0, 

1 
0, 

8--@ 
0, 

~ 
0, 

Model Fit Summary 

CMIN 

Model NPAR CMIN DF p CIMINIDF --
Default model 35 125.855 42 .000 2.997 
Saturated model 77 .000 0 
Independence model 1 1 1600.435 66 .000 24.249 

Baseline Comparisons 

Model NFI RFI IFI TLI CFI Del tal rho1 Delta2 rho2 
Default model .921 .876 .946 .914 .945 
Saturated model 1.000 1.000 1.000 
Independence model .000 .000 .000 .000 .000 
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Parsimony-Adjusted Measures 

Model PRATIO PNFI PCFI 
Default model .636 .586 .602 
Saturated model .000 .000 .000 
Independence model 1.000 .000 .000 

NCP 

Model NCP L090 ill90 
Default model 83 .855 53 .913 121.429 
Saturated model .000 .000 .000 
Independence model 1534.435 1407.843 1668.412 

FMIN 

Model FMIN FO L090 HI90 
Default model .533 .355 .228 .515 
Saturated model .000 .000 .000 .000 
Independence model 6.782 6.502 5.965 7.070 

RMSEA 

Model RMSEA L090 HI90 PCLOSE 
Default model .092 .074 .111 .000 
Independence model .314 .301 .327 .000 

AIC 

Model AIC BCC BIC CAIC 
Default model 195.855 199.605 
Saturated model 154.000 162.250 
Independence model 1622.435 1623.614 

ECVI 

Model ECVI L090 H190 MECVI 
Default model .830 .703 .989 .846 
Saturated model .653 .653 .653 .688 
Independence model 6.875 6.338 7.442 6.880 
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BOELTER 

Model HOELTER 
.05 

Default model 109 
Independence model 13 

Execution time summary 

Minimization: . 020 
Miscellaneous: . 041 
Bootstrap: . 000 
Total: .061 

HOELTER 
.01 
125 
15 

Estimates (Group number 1 - Default model) 

Scalar Estimates (Group number 1 -Default model) 
Maximum Likelihood Estimates 
R W . h (G b 1 D t 1 del) egression e1g. ts: roup num er - e aut mo 

Estimate S.E. C.R. p Label 
Xb <---X .957 .086 11.140 *** par_2 
Xc <---X 1.000 
y <---X .866 .161 5.392 *** par_3 
X a <---X 1.052 .077 13 .662 *** par_ l 
Yb1 <--- Y 1.000 
Ylb2 <--- y 1.329 .116 11.463 *** par_4 
Y1b3 <--- y 1.352 .109 12.378 *** par_5 
Yl~4 <--- y 1.076 .097 11.109 *** par_6 
Ylb5 <--- y 1.140 .1 01 11 .288 *** par_7 
Xlb1 <---Xb 1.000 
Xb2 <---Xb 1.104 .120 9.218 *** par_8 
Xc l <---Xc 1.129 .061 18.488 *** par_9 
Xc2 <---Xc 1.000 
Xc3 <---Xc 1.000 

Standardized Regression Weights: (Group number 1- Default model) 

Estimate 
Xb <--- X 1.232 
Xc <--- X .939 
y <--- X .399 
X a <--- X .771 
Ybl <--- y 812 Yb2 <--- y 797 
Yb3 <--- y 869 
Yb4 <--- y 771 
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Estimate 
Yb5 <--- y .784 
Xbl <--- Xb .567 
Xb2 <--- Xb .643 
Xcl <--- Xc .856 
Xc2 <--- Xc .868 
Xc3 <--- Xc .790 

Intercepts: (Group number 1 - Default model) 

Estimate S.E. C.R. p Label 
X a 3.173 .023 135.441 *** par_lO 
Xbl 3.336 .024 141.822 *** par_ll 
Xb2 3.175 .023 138.687 *** par_12 
Xcl 3.285 .024 136.107 *** par_l3 
Xc2 3.145 .021 149.106 *** par_14 
Xc3 3.209 .023 138.430 *** par_l5 
Ybl 4 .445 .052 84.852 *** par_l6 
Yb2 3.911 .062 62 .820 *** par_l7 
Yb3 4.258 .058 73 .325 *** par_ l8 
Yb4 4.119 .052 79.046 *** par_19 
Yb5 3.958 .054 72.900 *** par 20 

Variances: (Group number 1 - Default model) 

Estimate S.E . C .R . p Label 
X .070 .009 7.781 *** par_21 
e14 -.022 .005 -4.263 *** par_22 
el3 .009 .003 2.751 .006 par_23 
el2 .275 .046 5.968 *** par_24 
el .053 .006 9.099 *** par_25 
e2 .089 .009 9.708 *** par_26 
e_, .073 .008 8.702 *** par_27 
e4 .037 .005 7.903 *** par_28 
eS .026 .003 7.703 *** par_29 
e6 .048 .005 9.232 *** par_30 
e7 .318 .033 9.582 *** par_31 
e8 .333 .038 8.685 *** par_32 
e9 .195 .028 7.032 *** par_33 
elO .259 .029 9.034 *** par_34 
ell .267 .030 8.870 *** par 35 
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Matrices (Group number 1 - Default model) 

Total Effects (Group number 1 -Default model) 
X y Xc Xb 

y .866 .000 .000 .000 
Xc 1.000 .000 .000 .000 
Xb .957 .000 .000 .000 
Xc3 1.000 .000 1.000 .000 
Xc2 1.000 .000 1.000 .000 
Xc1 1.129 .000 1.129 .000 
Xb2 L056 .000 .000 1.104 
Xb1 .957 .000 .000 1.000 
Yb5 .987 1.140 .000 .000 
Yb4 .932 1.076 .000 .000 
Yb3 1.171 1.352 .000 .000 
Yb2 1.151 1.329 .000 .000 
Yb1 .866 1.000 .000 .000 
X a 1.052 .000 .000 .000 

Standardized Total Effects (Group number 1 - Default model) 

X y Xc Xb 
y .399 .000 .000 .000 
Xc .939 .000 .000 .000 
Xb 1.232 .000 .000 .000 
Xc3 .741 .000 .790 .000 
) \c2 .814 .000 .868 .000 
X cl .803 .000 .856 .000 
Xb2 .792 .000 .000 .643 
Xbl .699 .000 .000 .567 
YbS .313 .784 .000 .000 
Yb4 .308 .771 .000 .000 
Yb3 .347 .869 .000 .000 
Yb2 .318 .797 .000 .000 
Yb1 .284 .712 .000 .000 
X a .771 .000 .000 .000 
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Direct Effects (Group number 1 - Default model) 

X y Xc Xb 
y .866 .000 .000 .000 
Xc 1.000 .000 .000 .000 
Xb .957 .000 .000 .000 
Xc3 .000 .000 1.000 .000 
Xc2 .000 .000 1.000 .000 
Xc1 .000 .000 1.129 .000 
Xb2 .000 .000 .000 1.104 
Xbl .000 .000 .000 1.000 
Yb5 .000 1.140 .000 .000 
Yb4 .000 1.076 .000 .000 
Yb3 .000 1.352 .000 .000 
Yb2 .000 1.329 .000 .000 
Ybl .000 1.000 .000 .000 
X a 1.052 .000 .000 .000 

Standardized Direct Effects (Group number 1 -Default model) 

X y Xc Xb 
y .399 .000 .000 .000 
X c .939 .000 .000 .000 
Xb 1.232 .000 .000 .000 
Xc3 .000 .000 .790 .000 
X c2 .000 .000 .868 .000 
Xc1 .000 .000 .856 .000 
Xb2 .000 .000 .000 .643 
Xb l .000 .000 .000 .567 
Yb5 .000 .784 .000 .000 
Yb4 .000 .771 .000 .000 
Yb3 .000 .869 .000 .000 
Yb2 .000 .797 .000 .000 
Ybl .000 .712 .000 .000 
X a .771 .000 .000 .000 

347 



Indirect Effects (Group number 1 -Default model) 

X y Xc Xb 
y .000 .000 .000 .000 
Xc .000 .000 .000 .000 
Xb .000 .000 .000 .000 
Xc3 1.000 .000 .000 .000 
Xc2 1.000 .000 .000 .000 
Xcl 1.129 .000 .000 .000 
Xb2 1.056 .000 .000 .000 
Xb1 .957 .000 .000 .000 
Yb5 .987 .000 .000 .000 
Yb4 .932 .000 .000 .000 
Yb3 1.171 .000 .000 .000 
Yb2 1.151 .000 .000 .000 
Yb1 .866 .000 .000 .000 
X a .000 .000 .000 .000 

Standardized Indirect Effects (Group number 1 - Default model) 

X y Xc Xb 
y .000 .000 .000 .000 
Xc .000 .000 .000 .000 
Xb .000 .000 .000 .000 
Xc3 .741 .000 .000 .000 
Xc2 .814 .000 .000 .000 
).(c l .803 .000 .000 .000 
X b2 .792 .000 .000 .000 
Xbl .699 .000 .000 .000 
Yb5 .313 .000 .000 .000 
Yb4 .308 .000 .000 .000 
Yb3 .347 .000 .000 .000 
Yb2 .318 .000 .000 .000 
Yb1 .284 .000 .000 .000 
X a .000 .000 .000 .000 

Notes for Model (Group number 1 - Default model) 

The following variances are negative. (Group number 1 - Default model) 
Pairwise Parameter Comparisons (Default model) 
Critical Ratios for Differences between Parameters (Default model) 
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Appendix G - Diagram of SEM for Relationship between Board Performance and 
Quantitative Organisational Performance (between BPAT and Indo PEARLS) 

0, 

~ I 1 a. 
~ - 1 0 , 
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CMIN 

Model NPAR CMIN DF p CMIN/DF 
Default model 74 1331.436 225 .000 5.917 
Saturated model 299 .000 0 
Independence model 46 3628.041 253 .000 14.340 

Baseline Comparisons 

Model NFI RFI IFI TLI CFI Delta1 rho1 Delta2 rho2 
Default model .633 .587 .675 .631 .672 
Saturated model 1.000 1.000 1.000 
Independence model .000 .000 .000 .000 .000 

Parsimony-Adjusted Measures 

Model PRATIO PNFI PCFI 
Default model .889 .563 .598 
Saturated model .000 .000 .000 
Independence model 1.000 .000 .000 

NCP 

rv1odel NCP L090 HI90 
Default model 1106.436 995 .280 1225 .068 
Saturated model .000 .000 .000 
Independence model 3375 .041 3183 .961 3573.436 

'--· 

FMIN 

Model FMIN FO L090 HI 90 
Default model 5.642 4.688 4.217 5.191 
Saturated model .000 .000 .000 .000 
Independence model 15 .373 14.301 13.491 15 .142 

RMSEA 

Model RMSEA L090 HI90 PCLOSE 
Default model .144 .137 .152 .000 
Independence model .238 .231 .245 .000 
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AIC 

Model AIC BCC BIC 
Default model 1479.436 1496.191 
Saturated model 598.000 665 .698 
Independence model 3720.041 3730.456 

ECVI 

Model ECVI L090 HI90 
Default model 6.269 5.798 6.771 
Saturated model 2.534 2.534 2.534 
Independence model 15.763 14.953 16.604 

BOELTER 

Model HOELTER HOELTER 
.05 

Default model 47 
Independence modei 19 

E.xecution time summary 

l\1inimization: . 036 
J\/liscellaneous: .114 
B ootstrap: .000 
T otal: .150 

.01 
50 
21 

CAlC 

MECVI 
6.340 
2.821 
15 .807 
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Estimates (Group number 1 - Default model) 
Scalar Estimates (Group number 1 - Default model) 
Maximum Likelihood Estimates 
Regression Weights: (Group number 1- Default model) 

Estimate S.E. C.R. p Label 
y <---X -.383 .192 -1.990 .047 par_4 
xb <---X 1.000 
XC <---X 1.000 
E <--- y 1.122 .117 9.614 *** par_ 17 
R <--- y -.669 .054 -12.449 *** par_ 19 
L <--- y -1.071 .141 -7.588 *** par_20 
s <--- y 1.000 
Xb2 <---xb 1.031 .072 14.323 *** par_ 1 
Xbl <---xb .914 .080 ] 1.465 *** par_2 
Xc3 <---XC 1.000 
Xc2 <---XC 1.002 .050 20.083 *** par_3 
Xc1 <---XC 1.000 
xa <---X 1.000 
Ya2.3 <---E 1.000 
Ya2.4<---E .906 .147 6.169 *** par_5 
Ya2 .5 <---E .238 .037 6.399 *** par_6 
Ya4.1 <--·-R 1.000 
Ya4 .2<---R 3.867 .320 12.093 *** par_7 
Ya4.4 <---R -.094 .068 -1.371 .170 par_8 
Y at4. 6 <--- R -1.053 .388 -2.713 .007 par_9 
Y at5. 2 <--- L 1.000 
Ya5 . 3 <---L -1. 890 .220 -8.587 *** par_lO 
Ya6. 1 <--- S 1.000 
Ya6.2 <---S -.540 .071 -7.573 *** par_1 1 
Ya6.3 <---S -.158 .195 -.809 .419 par_ 12 
Ya6. 5<--- S .330 .042 7.775 *** par_13 
Ya6.6 <--- S .380 .032 11.766 *** par_ 14 
Ya6. 7 <--- S .601 .039 15.495 *** par_ 15 
Yal.2<--- Y 1.074 .275 3.908 *** par __ 16 
Ya3 .1 <--- Y .692 .060 11.566 *** par_18 
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Standardized Regression Weights: (Group number 1 - Default model) 

Estimate 
y <--- X -.141 
xb <--- X 1.235 
XC <--- X .935 
E <--- y 11.220 
R <--- y - 1.004 
L <--- y -.956 
s <--- y .820 
Xb2 <--- xb .651 
Xb1 <--- xb .561 
Xc3 <--- XC .801 
Xc2 <--- XC .881 
Xc1 <--- XC .825 
xa <--- X .770 
Ya2.3 <--- E .054 
Ya2 .4 <--- E .040 
Ya2 .5 <--- E .046 
Ya4.1 <--- R .814 
Ya4 .2 <--- R .709 
Ya4.4 <--- R -.092 
Ya4.6 <--- R -.181 
Ya5 .2 <--- L .533 
Ya5 .3 <--- L -.929 
Ya6 .1 <--- s .874 
Ya6 .2 <--- s -.483 
Ya6 .3 <--- s -.056 
Ya6.5 <--- s .494 
Ya6 .6 <--- s .687 
Ya6 .7 <--- s .833 
Ya1 .2 <--- y .262 
Ya3 .1 <--- y .760 
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Intercepts: (Group number 1 - Default model) 

Estimate S.E. C.R. p Label 
xa 3.173 .023 136.932 *** par_21 
Xb2 3.175 .023 138.687 *** par_22 
Xb1 3.336 .024 141.822 *** par_23 
Xc3 3.209 .024 134.702 *** par_24 
Xc2 3.145 .022 144.949 *** par_25 
Xc1 3.285 .023 142.030 *** par_26 
Ya3.1 .788 .044 17.842 *** par_27 
Ya1.2 5.451 .199 27.410 *** par_28 
Ya2.3 3.783 .089 42.475 *** par_29 
Ya2.4 4 .812 .111 43 .380 *** par_30 
Ya2.5 2.229 .025 88.470 *** par_31 
Ya4.1 2.836 .040 71.413 *** par_32 
Ya4.2 6.651 .176 37.692 *** par_33 
Ya4.4 2.689 .033 81.414 *** par_34 
Ya4.6 4.227 .189 22.416 *** par_35 
Ya5 .2 3.113 .102 30.531 *** par_36 
Ya5 .3 2.191 .111 19.817 *** par_37 
Ya6.1 3.144 .068 46.436 *** par_38 
Ya6.2 3.006 .066 45.439 *** par_39 
Ya6.3 4.826 .168 28 .735 *** par_ 40 
Ya6.5 2.837 .039 71. 855 *** par_ 41 
Ya6.6 2.698 .033 82.361 *** par_ 42 
Ya6.7 3.076 .043 72.084 *** par 43 

354 



Variances: (Group number 1 -Default model) 

Estimate S.E. C.R. p Label 
X .075 .009 8.470 *** par_ 44 
E24 .544 .086 6.322 *** par_45 
E26 -.026 .005 -5.137 *** par_ 46 
E25 .011 .004 2.877 .004 par_ 47 
E27 -.694 .132 -5.266 *** par_ 48 
E28 -.002 .013 -.156 .876 par_ 49 
E29 .060 .043 1.384 .166 par_50 
EJO .270 .044 6.095 *** par_51 
E3 .071 .008 8.587 *** par_52 
E2 .089 .009 9.775 *** par_53 
E6 .048 .005 9.049 *** par_54 
E5 .025 .004 7.065 *** par_55 
E4 .040 .005 8.670 *** par_56 
E1 .052 .006 9.188 *** par_57 
E8 1.867 .196 9.504 *** par_58 
E9 2.900 .278 10.432 *** par_59 
El O .149 .015 10.115 *** par_60 
E l 2 .125 .017 7.422 *** par_61 
E l 3 3.659 .385 9.514 *** par_62 
E l 4 .255 .024 10.857 *** par_63 
E l 5 8.118 .749 10.839 *** par_64 
E l 6 1.757 .168 10.490 *** par_65 
E 7 .397 .160 2.486 .013 par_66 
E ll 8 .256 .039 6.611 *** par_67 
E 1t 9 .792 .076 10.480 *** par_68 
E20 6.637 .611 10.859 *** par_69 
E21 .278 .027 10.456 *** par_70 
E22 .134 .014 9.720 *** par_71 
E23 .131 .017 7.835 *** par_72 
E7 8.691 .804 10.809 *** par_73 
Ell .194 .020 9.842 *** par 74 
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Appendix H - Respondent Letter 

"Governance and Performance of Third Sector Organisations: 
Cooperatives in Indonesia'' 

Responden yang terhormat, 

Saya adalah mahasiswa program Doktor di University of Technology Sydney dalam program 
Manajemen. Saya mengharapkan Bapak/Ibu berpartisipasi dalam penelitian saya dengan 
mengisi kuesioner terlampir. 

Tujuan dari kuesioner ini adalah: 
menilai kinerja pengurus koperasi (BPAT) 
menilai kinerja koperasi secara kualitatif. (QPAT, di halaman 8) 

Saya mohon hal-hal di bawah ini untuk diperhatikan oleh para responden yang terhomat: 
Tidak ada jawaban "benar" atau "salah" 
Menjawab setiap pertanyaan dengan sejujurnya 
Menjawab seluruh pertanyaan 

Jawaban Bapakllbu akan kami rahasiakan dan hanya basil jawaban seluruh kuesioner 
yang akan dilaporkan dalam penelitian. 

Saya sangat berterima-kasih atas perkenan Bapak/Ibu dalam mengisi kuesioner ini yang akan 
membutuhkan waktu sekitar 25 menit untuk menjawab. 

J ika Bapak/Ibu mempunyai pertanyaan mengenai kuesioner tnt, silakan menghubungi 
pembimbing say a: Professor Dr. Tho by Mutis di : 021-5605832 atau fax : 021 56960282 dan 
P ofessor Jenny Onyx, PhD (jenny.onyx@uts.edu.au) . 

Terima kasih banyak atas perhatian dan bantuannya. 

Hormat saya, 

Maria R. Nindita Radyati 
- ---------------------------- - - --- ----- - ·- --------------- - -

PhD Program School of Management 
Faculty ofBusiness 
University ofTechnology, Sydney 
Ph: 021 57930117/0816933170 
1 0363063@uts.edu.au 
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Appendix I- Questionnaire: BPAT Bahasa 

Board Performance Assessment Tool (BPA T) 
Kuesioner penilaian kinerja Pengurus 

Kedudukan dalam Koperasi: ------------------------Nama Koperasi 
Kota kedudukan koperasi : ______________________ _ 
MOHON BERIKAN TANDA X (SILANG) PADA KOLOM YG ANDA ANGGAP 
SESUAI DENGAN PENILAIAN ANDA. 

SS : Sangat Setuju 
S: Setuju 
TS: Tidak Setuju 
STS: Sangat Tidak Setuju 

No. Pertanyaan 
1. Pengurus secara rutin berusaha mendapatkan 

informasi tentang issue-issue/permasalahan terkini 
pada masyarakat yang lebih luas yang dapat 
mempengaruhi kondisi Koperasi. 

2. Rapat Pengurus selalu mendiskusikan berbagai hal 
yang harus dilakukan untuk memperbaiki kesalahan 
yang perna.h dibuat oleh Pengurus. 

3 . Rapat Pengurus pernah membicarakan cara mengatasi 
persoalan-persoalan yang tidak pemah 
diantisipasi/duga sebelumnya. 

4. Para pengurus selalu menganalisa kemungkinan 
terburuk/kegagalan dari setiap keputusan penting 
yang akan diputuskan!dirumuskan. 

5. Sejarah dan tradisi/kultur koperasi selalu dijelaskan 
dalam kegiatan orientasi pengurus baru. 

6. Para pengurus saat ini menetapkan sasaran koperasi 
secara jelas untuk tahun yang akan datang. 

7. Laporan tahunan tentang kegiatan Pengurus selalu 
dipersiapkan setiap tahun dan disampaikan kepada 
semua pihak yang berkepentingan. 

8. Para Pengurus selalu mengkomunikasikan keputusan-
keputusan yang diambil kepada pihak-pihak yang 
terkena dam_Q_ak oleh keputusan tersebut. 

ss s TS STS 

ss s TS STS 

ss s TS STS 

ss s TS STS 
-· 

ss s TS STS 

ss s TS STS 

ss s TS STS 

ss s TS STS 

ss s TS STS 
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9. Sedikitnya satu kali dalam satu tahun, para Pengurus 
diberi kesempatan untuk melakukan evaluasi diri 
dalam suatu program yang dirancang khusus untuk 
menilai kinerja/prestasi kerjanya. 

ss s TS STS 
10. Jika para Pengurus mengetahui bahwa ada kebijakan 

yang tidak disetujui/disukai oleh anggota Koperasi, 
maka pengurus berusaha mengetahui penyebabnya 
sebelum benar-benar membatalkan kebijakan 
tersebut . 

ss s TS STS 
11. Perbedaan pendapat dalam pengambilan keputusan 

dalam rapat Pengurus lebih banyak diselesaikan 
dengan musyawarah untuk mufakat daripada voting. 

ss s TS STS 
12. Ada beberapa orang Pengurus yang mempunyai 

tanggung-jawab memelihara hubungan baik dan 
komunikasi dengan tokoh-tokoh penting yang 
berhubungan maupun tidak dengan Koperasi. 

ss s TS STS 
13 . Pengurus secara rutin menyediakan waktu khusus 

untuk mempelajari/mengkaji lebih mendalam 
mengenai persoalan-persoalan penting yang dihadapi 
Koperasi. 

ss s TS STS 
] 4. Pengurus menyadari pernah bertanggung-jawab atas 

'-"--
suatu keputusan yang kurang bijaksana. 

ss s TS STS 
1 5. Para Pengurus memberikan perhatian yang sama 

besar kepada ' proses pencapaian suatu keputusan' 
dan ke_putusan a~a ~ang _Qada akhim~a diambil' 

ss s TS STS 
16. Sebagian besar anggota pengurus mengandalkan 

observasi dan diskusi-diskusi informal untuk 
mempelajari peran dan tanggung-jawabnya. 

ss s TS STS 
17. Saya dapat dengan mudah mengetahui persoalan-

persoalan utama yang sedang dihadapi para Pengurus 
saat ini . 

ss s TS STS 
18. Pada saat menghadapi persoalan penting, para 

Pengurus biasanya melakukan 'brainstorming ' /curah 
pendapat dan berusaha membuat suatu daftar 
alternatif-alternatif solusi untuk mengatasi persoalan 
tersebut. 

ss s TS STS 
19. Jika ada anggota Pengurus baru, maka akan ada 

seorang 'mentor' /pendamping yang membimbingnya 
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mempelajari prosedur dan lingkup aktivitas koperasi. 
ss s TS STS 

20. Saya pernah mengikuti rapat Pengurus yang 
membicarakan tentang perhatian khusus kepada 
komunitas/masyarakat sekitar/tertentu. 

ss s TS STS 
2L Rapat Pengurus juga membicarakan efektifitas kinerja 

koperasi 
ss s TS STS 

22. Para pengurus lebih banyak berkomunikasi dengan 
sesama pengurus dibandingkan dengan staff/petugas 
adminsitrasi 

ss s TS STS 
23. Saya pernah terlibat dalam diskusi dengan seorang 

anggota Pengurus baru tentang peran dan tanggung-
jawab seorang Pengurus Koperasi. 

ss s TS STS 
24. Pengurus melakukan segala upaya untuk memastikan 

bahwa semua anggota Pengurus memiliki informasi 
yang sama tentang persoalan-persoalan penting yang 
sedang dihadapi. 

ss s TS STS 
25 . Pengun1s mempunyai tujuan yang jelas tentang apa 

yang akan dicapai, disamping tujuan Koperasi secara 
keseluruhan. 

ss s TS STS 
f---

26. Say a pernah berpartisi pasi dalam rap at Pengurus yang 
membicarakan apa yang dapat dipelajari dari 
kesalahan-kesalahan yang pemah dibuat. 

ss s TS STS 
27. Paling tidak satu kali dalam setahun Pengurus 

meminta manajemen untuk menjelaskan visi mereka 
atas masa depan koperasi beserta strategi-strategi 
yang dibutuhkan untuk mencapai visi tersebut. 

ss s TS STS 
28 . Saya pernah ikut serta dalam rapat pengurus dimana 

faktor kunci dalam memecahkan masalah adalah 
menga.cu pa.da. misi da.n prinsip-prinsip kopera.si. 

ss s TS STS 
29. Sebelum mengambil suatu keputusan penting, 

Pengurus biasanya meminta pendapat dari pihak-
pihak yang akan terkena dampak dari keputusan 
tersebut. 

ss s TS STS 
30. Pengurus sering mendiskusikan kemana seharusnya 

a.rah koperasi lima tahun (atau lebih)kedepan. 
ss s TS STS 
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31. Anggota Pengurus yang baru akan diberi penjelasan 
terinci mengenai misi dan visi koperasi_ 

ss s TS STS 
32. Tahun Ialu Pengurus telah mengevaluasi perumusan 

strategi koperasi untuk mencapai tujuan jangka 
panJang. 

ss s TS STS 
33 . Pengurus mengevaluasi misi koperasi minimal satu 

kali dalam lima tahun. 
ss s TS STS 

34. Pengurus secara terbuka mengevaluasi peran dan 
tanggung-jawabnya dalam koperasi. 

ss s TS STS 
35. Saya dapat mengkomunikasikan pendapat saya atas 

suatu persoalan penting tanpa khawatir dikucilkan 
oleh anggota Pengurus lain. 

ss s TS STS 
36. Saya pernah ikut dalam rapat Pengurus dengan fokus 

utama mengidentifikasi atau mengatasi kelemahan-
kelemahan koperasi. 

ss s TS STS 
37. Salah satu alasan saya menjadi anggota Pengurus 

adalah karena saya sangat percaya pada nilai-nilai 
koperasi. 

ss s TS STS 
38. Para anggota Pengurus turut berpartisipasi aktif dalarn 

diskusi tentang kejadian-kejadian khusus dan tren 
masa kini di lingkungan yang lebih luas sehingga 
mernbuka kesempatan bagi koperasi untuk lebih 
berkembang dan dikenal. 

ss s TS STS 
39. Pengurus menjunjung tinggi azas kekeluargaan dalam 

menjalankan fungsi dan tugasnya 
ss s TS STS 

40. Pengurus menerapkan prinsip gotong-royong dalan1 
menj alankan fungsi dan tugasnya 

ss s TS STS 
41. Pengurus menunda mengambil tindakan, menunggu 

sampai keadaan/persoalan menjadi kritis. 
ss s TS STS 

42 . Saya jarang secara terang-terangan menunjukkan 
ketidak-setujuan (perbedaan pendapat) saya dengan 
anggota lain di dalam RaQat Pen~rus . 

ss s TS STS 
43. Pengurus jarang dapat menyampaikan hubungan 

antara satu persoalan dengan perencanaan strategis. 
ss s TS STS 
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44. Para Pengurus pernah membuat suatu keputusan yang 
tidak sesuai dengan misi koperasi. 

ss s TS STS 
45. Pengurus sering menunda pengambilan keputusan 

sampai menda_I>_at informasi lebih len_gkap. 
ss s TS STS 

46. Rapat Pengurus mempunyai fokus Jebjh besar pada 
persoalan-persoalan saat ini saja, jadi kurang 
mempersiapkan masa depan koperasi. 

ss s TS STS 
47. Saya tidak pernah menerima informasi/umpan balik 

mengenai kinerja saya sebagai anggota pengurus. 
ss s TS STS 

48. Saya dapat mengetahui secara jelas berdasarkan 
komentar-komentar dari para anggota Pengurus 
bahwa mereka tidaklkurang memahami misi kogerasi. 

ss s TS STS 
49. A.da suatu kejadian dimana Pengurus menghindar dari 

tanggung-jawabnya atas masalah penting yang 
dihadapi koperasi. 

ss s TS STS 
50. Pernah terjadi anggota Pengurus bertindak tidak 

sesuai dengan prinsip dan nilai koperasi. 
ss s TS STS 

51. Pengurus saat ini tidak mempersiapkan kader-kader 
pemimpin di masa depan, tetapi hanya mengandalkan 
pemimpin yang tumbuh secara alami. 

ss s TS STS 
,___ 

52. Pengurus saat ini tidak menyisihkan dana untuk 
pendidikan dan pengembangan anggota Pengurus. 

ss s TS STS 
53 . Anggota Pengurus lain mempunyai informasi penting 

yang luput dari pengetahuan saya, yang berhubungan 
dengan suatu persoalan utama. 

ss s TS STS 
54. Saat ini Pengurus tidak menyadari dampak dari 

keputusan yang diambil terhadap anggota Koperasi 
atau masyarakat yang dilayani. 

ss s TS STS 
55. Anggota Pengurus berusaha menghindar dari 

persoalan-persoalan yang sensitive dan rumit. 
ss s TS STS 

56. Pengurus saat ini tidak men1punyai perhatian terhadap 
peristiwa-peristiwa khusus dalam kehidupan para 
anggota Pengurus. 

ss s TS STS 
57. Para anggota Pengurus menghadapi banyak 
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I pertanyaan atas kebijakannya yang tidak jelas. 

58. Beri contoh penerapan azas kekeluargaan dalam koperasi anda: 

59. Beri contoh penerapan azas gotong-royong dalam koperasi anda: 

60._Prinsip-prinsip koperasi manakah yang anda anggap sangat diperlukan bagi peningkatan 
kinerj a koperasi? 
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Appendix J- Questionnaire: BPA T English 

Board Performance Assessment Tool (BPA T) 

SA : Strongly Agree 
A : Agree 
D : Disagree 
SD : Strongly Disagree 

# Statements 
1. The board routine} y takes steps to keep informed about 

important trends in the larger environment that might 
affect the cooperative. 

2. I have participated in board discussion about what we 
should do differently as a result of a mistake the board 
made. 

3. Board meeting has had discussion about how to handle 
problems that had never been anticipated before. 

4. Our board explicitly examines the "downside" or possible 
pitfalls of any important decision it is about to make. 

5. Cooperative ' s history and traditions are always explained 
in the orientation Q_ro~ams for new board mernbers. 

6. The board sets clear organisational priorities for the 
future. 

SA A D SD 

r---+---------------------------------------------+---~--~~--+-----

7. An annual report on this board 's activities is prepared and 
distributed to all relevant stakeholders. 

~-----~--------------------------------------------+---~---1----~~ 

8. 

9. 

10. 

11. 

12. 

The board communicates its decision to all those who are 
affected by them. 
At least once every two years, our board has a retreat or 
special session to examine our performance, how well we 
are doing as a board. 
If our board thinks that an important group or 
constituency is likely to disagree with an action we are 
considering, we will make sure we learn how they feel 
before we make the decision. 
Differences of opinion in board decisions are more often 
settled by "musyawarah untuk mufakat" than voting. 
There are several board members who are responsible for 
maintaining good relationships and channels of 
communication with specific key important leaders who 
are directly or not-directly related to the cooperative. 
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13. The board periodically sets aside time to learn more about 
important issues facing organisations like the one we 
govern. 

14. I can recall an occasion when the board acknowledged its 
responsibility for an ill-advised decision. 

15. The board is as attentive to how it reaches conclusions, as 
it is to what is decided. 

16. Most of board members tend to rely on observation and 
informal discussion to learn about their roles and 
responsibilities. 

17. I find it easy to identify the key issues that the board 
faces. 

18. When faced with an important issue, the board often 
"brainstorms" and tries to generate a whole list of creative 
approaches or solutions to the problem. 

19. When a new member joins the board, we make sure that 
someone serves as a mentor to help this person learn the 
ropes. 

20. I have been in board meetings where explicit attention 
was given to the concerns of the community. 
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21. I have participated in board discussions about the 
effectiveness of board performance. 

22 . At our board meetings, there is at least as much dialogue 
among board members as there is between them and the 
administrators. 

23. I have participated in discussions with new members 
about the roles and responsibilities of a board member. 

24. The leadership of the board typically goes out of its way 
to make sure that all members have the same information 
on important issues. 

25. The board has adopted some explicit goals for itself, 
distinct from goals it has for the total organisation. 

26. I have participated in board discussions about what we 
can learn from a mistake we have made. 

27. At least once a year, the board asks the manager to 
articulate his/her vision for the future of the cooperative, 
and strategies to realise that vision. 

28. I have been present in board meetings where discussions 
of missions and cooperative principles were key factors in 
reaching a solution on a problem. 

29. Before reaching a decision on important issues, the board 
usually requests input from a person likely to be affected 
by the decision. 

30. The board often discusses where the cooperative should 
be headed five or more years into the future. 

31. New members are provided with a detailed explanation of 
this organisation's mission when they join the board. 

32. Within the past year, the board has reviewed the 
cooperative's strategies for attaining its long-term goals. 

33. The board reviews the cooperative's n1ission at least once 
every five years. 

34. The board has conducted an explicit examination of its 
roles and responsibilities. 

35. I am able to speak my mind on key issues without fear 
that I will be ostracised by some members of the board. 

36. I have been in board meetings where the discussion 
focused on identifying or overcoming the organisation's 
weaknesses. 

3 7. , One of the reason I joined the board was that I believe 
strongly in the values of cooperative. 

38. The board discusses events and trends in the Jarger 
environment that may present specific opportunities and 
make the cooperative more acknowledged. 

39. The Board values high "azas kekeluargaan" in carrying 
out their functions and duties. 

40. The board applies "gotong-royong" principles in carrying 
out their functions and duties. 
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41. The board delays action until an issue becomes urgent and 
I I critical. 

42. I rarely disagree openly with other members in board 
meetings. 

43. Board members are seldom able to communicate the 
connection between operational problems and the 
strategic plan. 

44 . The board has made a key decision that I believe to be 
inconsistent with the mission of this cooperative 

45 . The board often requests that a decision be postponed 
until further information can be obtained. 

46 . Our board meetings tend to focus more on current 
concerns than on preparing for the future . 

47. I have never received feedback on my performance as a 
member of the board. 

48 . It is apparent from the comments of some of our board 
members that they do not understand the mission of the 
cooperative very well. 

49. The board has on occasion evaded responsibility for some 
important issue facing the cooperative. 

50. There have been occasions where the board itself has 
acted in ways inconsistent with the cooperative's deepest 
values and principles. 

51. The board relies on the natural emergence of leaders, 
rather than trying explicitly to cultivate future leaders for 
the board. 

)2. 1. he board does not allocate organisational funds for the 
puq~ose of board education and develo_Qments. 

53. Other board members have important information that I 
lack on key issues. 

54. At times this board has appeared unaware of the impact 
its decisions will have to cooperative's members or our 
service community. 

55 . This board tries to avoid issues that are ambiguous and 
complicated. 

57 . The board faces many policy questions that do not have 
clear answers. 

58. Give examples of how azas kekeluargaan is applied in your cooperative. 
59. Give examples of how azas gotong-royong is applied in your cooperative. 
60. Which cooperative principles do you consider are mostly required in enhancing 

the cooperative's performance? 
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Appendix K- Questionnaire: QPAT- Bahasa 

QPAT (Qualitative Performance Assessment Tool) Kuesioner Pengukuran Kinerja 
Koperasi secara Kualitatif 

No Berapa tingkat kesuksesan Koperasi anda pada Tingkat kesuksesan 
tahun lalu dalam memenuhi tujuan-tujuan di Tinggi .... .. .... .... ........ 
bawah ini: Rendah 

5 4 3 2 1 
1. Sebagian besar anggota yang dilayani merasakan 

manfaat yang meningkat sebagai dampak dari 
pelayanan yang diberikan oleh Koperasi 

2. Jumlah program yang ditawarkan mengalami 
peningkatan sepanjang tahun 

3. Mutu pelayanan mengalami peningkatan 
4. Secara umum para anggota dan konsumen yang 

dilayani merasa puas dengan mutu pelayanan 
yang diberikan 

5. Secara keseluruha14 sejauh manakah tingkat 
keberhasilan koperasi dalam mencapai tujuan-
tujuannya? 
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Appendix L- Questionnaire : QPA T- English 

QPAT (Qualitative Performance Assessment Tool) -English 

No How successful, during the last year, was your Level of Success 
cooperative to meet these goals? High .......................... Low 

5 4 3 2 1 
1. The majority of members served experienced 

marked improvements as a result of services 
provided 

2. The number of programs and services offered 
had increased during the last year. 

") The quality of services offered has improved. -' · 
4. Generally members and customers are satisfied 

with the services provided. 

5. Overall how successful has the cooperative been 
in meeting its goals or objectives? 
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Appendix M- PEARLS 
WOCCU INTERNATIONAL CREDIT UNION PRUDENTIAL STANDARDS OF EXCELLENCE 
P-E-A-R-L-S RATIOS GOALS 
P PROTECTION 
1. Allowances for Loan Losses I Delinq. > 12 Mo. 
2. Net Allowance for Loan Losses I Delinq. 1-12 Mo. 
3. Total Write-off of Delinquency> 12 Mo. 
4. Annual Loan Write-offs I Average Loan Portfolio 
5. Accum. Loan Recoveries/ Accum Loan Write-o:ffs 
6. Solvency (Net Value of Assets/Total Shares & Deposits) 
E EFFECTIVE FINANCIAL STRUCTURE 
1. Net Loans I Total Assets 
2. Liquid Investments I Total Assets 
3. Financial Investments I Total Assets 
4. Non-financial Investments I Total Assets 
5. Savings Deposits I Total Assets 
6. External Credit I Total Assets 
7. Member Share Capital/ Total Assets 
8. Institutional Capital/ Total Assets 
9. Net Institutional Capital/ Total Assets 
A ASSET QUALITY 
1. Total Loan Delinquency I Gross Loan Portfolio 
2. Non-earning Assets I Total Assets 
3 . Net Zero Cost Funds I Non-earning Assets 
R RATES OF RETURN AND COSTS 
1. Net Loan Income I Average Net Loan Portfolio 
2. Total Liquid Inv. Income IAvg. Liquid Investments 
3. Fin. In estment Income I Avg. Fin. Investments 
4. Non-fin. Inv. Income I Avg. Non-fin. Investments 
5. Total Int. Cost on Savings Deposits I Avg. Savings Dep. 
6,_ Total Int. Cost on External Credit I Avg. External Credit 
7'. Total Int. (Dividend) Cost on Shares/Avg. Member Shares 
&. Total Gross Income Margin I Average Total Assets 
9 . Total Operating Expenses I Average Total Assets 
10. Total Loan Loss Provision Exp. Assets I Avg. Total Assets 
11. Non-recurring Income or Expense I Avg. Total Assets 
12. Net Income I Average Total Assets 
LLJQUIDJTY 
1. ST Inv. + Liq.Assets- ST Payables I Savings Deposits 
2. Liquidity Reserves I Savings Deposits 
3. Non-earning Liquid Assets I Total Assets 
S SIGNS OF GROWTH (Year-to-Date Growth) 
1. Growth in Net Loans 
2. Growth in Liquid Investments 
3. Growtl1 in Financial Investments 
4. Growth in Non-financial Investments 
5. Growth in Savings Deposits 
6. Growth in External Credit 
7. Growth in Member Shares 
8. Growth in Institutional Capital 
9. Growth in Net Institutional Capital 
10. Growth in Membership 
11. Growth in Total Assets 

100% 
35% 
100% 

Minimal 
100% 
>=110% 

Between 70-80% 
.Max20% 
Max 10% 
0% 
Between 70-80% 
Max5% 
10-20% 
Min 10% 

Min 10%- Same as E8 

<=5% 
<= 5°/o 
>200% 

Entrepreneurial Rate 
Market Rates 

Market Rates 
>Rl 
Market Rates > Inflation 
Market Rates 

Market Rates >= R5 
Variable- Linked to R9, R11, R12 

5% 
Dependent on Delinquent Loans 

Minimal 
Linked to E9 

Minimum 15% 
10% 
<1% 

Dependent on E1 
Dependent on E2 

Dependent on E3 
Dependent on E4 
Dependent on E5 
Dependent on E6 
Dependent on E7 
Dependent on E8 
Dependent on E9 
>12% 
>Inflation 

©2002 World Council of Credit Unions, Inc. (WOCCU) www.woccu.org 
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