The Problem with Voluntary Regulation:
Corporate Social Responsibility and Good Corporate Governance Norms in Public
Utility Companies

l. Introduction

Social responsibility has economic, social and environmental dimensions. Some method such
as the focus on stakeholder engagement, sustainability reporting, and reforming the corporate
structure has been employed. The concept affects the whole corporate system from planning
to action, and the interaction between social issues with the corporation’s core business. These
measures are expected to come up with a more ethical-decision making process.

With regards to utility companies however, the situation differs significantly. Utilities, such as
water and electricity are vital as they provide the most basic materials to sustain human lives.
As utilities involve large networks with a high degree of sunk cost, it follows the pattern of
natural monopoly. Holding a dominant position in the market, it can limit its output, quality
and prices to the detriment of the society.

This paper argues that for the well being of the society, many aspects in public utilities cannot
be solely relied upon the voluntary nature of corporate social responsibility and good
corporate governance norms. Utilities provide merit goods, in which a lack thereof will result
in civil disturbances and consequently decreases society’s wealth as a whole. Due to the
natural monopoly character of utilities, the vitality of the goods it produces and its effect and
dependencies to the environment, mandatory — instead of voluntary regulation — would be
required.

International environmental protocols require the regulation of emission and international
labor regulations calls for guarantees on the right to strike and minimum wages. Likewise,
international human rights instrument requires states to protect certain basic needs such as
food and water from arbitrary interference from corporations. Leaving regulation to voluntary
initiatives of corporations may constitute a dereliction of the government’s duty to regulate
private parties.

Neoliberal approaches tend to favour minimal government intervention and rely on
corporation to regulate itself. We contend that this approach may endanger current progress in
environmental and social rights movement, such as the millennium development goal. Social
responsibility may be able to supplement government, but not a substitute for them. Some of
the concepts currently existing under voluntary corporate social responsibility and good
corporate governance norms will need to be formulated in the form of a binding regulation.

In spite of the recent reform in the company and foreign investment laws which obligated
corporations to report its CSR activities and to allocate some of its profit for social
responsibility, the overall state of legislations in Indonesia has not provide adequate
protection of public interest. Obligatory CSR on the company law may even be detrimental to
the society, as it raises the prices of utilities. This paper will evaluate this issue, and in
addition to that, recommends the government to develop more regulatory capacity to monitor
pubic utilities.



. Understanding the Nature of Corporations

Corporation (Corpus = body is an aggregation of capital. Although there are some forms
of non-profit corporation in some jurisdictions, the formation of a corporation has
generally always been motivated by profit. Why do capitals need to be given a body?

People who has money wants their money to grow. The money can be invested into fixed
assets (lands, buildings, etc), but the return can be slow and it would take plenty of time to
make it liquid. Some put their money into banks and get the benefit of interest. While
putting money into banks may help solving safety issues, the interest rate given by banks
IS not satisfactory enough to multiply wealth.

Another way of multiplying wealth is by aggregating capitals. When capitals stand on its
own (separated), they have minimum capabilities to multiply themselves. However, when
they are aggregated, this chunk of wealth could be used for more advanced, bigger and
larger projects, such as creating factories, harbors, financing wars, building public
facilities, etc. So people collect their assets (which could be in the form of money,
intellectual property rights, labor and other legal rights) and these assets are valued in the
form of shares. This share, is a proof of their ownership of the corporation.

In order for this aggregation of capitals to be able to operate and generate wealth, they
need to be given a body hence, a legal personality With a body, they can enter into
agreement with people, they can borrow money from people or from banks, they can own
land, building and hire workers. And like normal people, corporations can also own shares
of another corporation.

Thus, the legal system accorded corporations with rights and obligations and just like
normal people, corporation has become a legal subject. This means that they can be sued
before the Court, their properties can be taken, they can be put under custody (in case of
bankruptcy) and they can be dissolved. Of course, those who invested the money on these
projects do not wish their remaining wealth to be affected or disturbed. For example,
when they invested some money to build ammunition dump and it exploded and Kill
people and destroy property, they do not wish that they be held liable, since what they do
is simply investing the money. This is where “limited liability” comes into place.
Shareholders will be held accountable only to the extent of their shares. If the corporation
goes bankrupt and owed a great deal of money, the only thing they lose is the value of
their shares. Their private property remains unaffected. This, of course, is subject to some
limitations, there are situations in which their private property will be put at stake, for
example when they conspired with the directors in doing the injurious act.

Comparing with normal people, in terms of physical capabilities, normal people can live
up to 120 years at maximum, but Corporations can be older than that. The oldest
corporation still operating in the world, the Stora Kopparberg in Sweden, is 660 years
old.> With the perpetuity the corporations enjoyed, they achieve many things that normal
living people cannot. Their wealth expands, their ownership expands, they become
“smarter” (in terms of gathering more patents and copyrights) and they gain more power
and more political connections.

! Time Magazine, “The Oldest Corporation in the World”,
http://www.time.com/time/magazine/article/0,9171,870230,00.html
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Corporations can become so powerful in that in can dictate national policies. It was US
President Eisnhower in his famous “military-industrial complex” speech who warned
against the “grave implications” of corporate control towards democracy?

Today’s corporations span across nations and jurisdictions. The term “multinational
corporation” or “transnational corporation” is used for corporations having subsidiaries (a
subsidiary means that its majority of shares is owned by another corporation, its “parent
company”’) in many countries, where their parent companies are usually established in a
developed state and its subsidiaries in developing states. These companies often take
benefit from regulatory gaps. Rule of law in developing states are often weak, its
regulations are old fashioned and its enforcement is not reliable. Multi national
corporations often took this opportunity to strengthen their grip, collaborating with local
politicians and intervened in national policy making. There is at present, no international
regulation that can hold multinational corporations accountable. Thus, for example, when
a subsidiary company in a developing state destroys the environment — and doing is so is
made possible due to the lack of regulation, its parent company in the developed state
cannot be hold responsible. Here, the parent company acted only as a ‘shareholder’ to its
subsidiary. A shareholder, according to the notion of “limited liability” that we have
previously discussed, generally cannot be held liable for the actions of its corporation.
Other thing that makes it difficult is jurisdictional boundaries. Even assuming that the host
state (the developing state where the subsidiary company is incorporated) is successful in
bringing the subsidiary and its parent company to a local court, it would be impossible to
enforce the Court’s judgement to the parent company, because it is located in another
jurisdiction.

The most recent and common means for multinational corporations in its operation in a
third country is the use of Special Purpose Vehicle (SPV). SPV is a kind of corporation
used only as a tool of investment. An Indonesian expression for SPV is probably PT
Papan NamgCorporation only by the name), it only has a few shareholders, probably it
has no employee at all and it has no daily activities like normal corporations. It usually
shares its address with other SPVs. The purpose of SPV is to create an intermediary
between a parent company of a multinational and its subsidiaries, so if anything happens
to its subsidiary, its parent company will not be affected. Some SPV also has an ‘orphan
structure’, meaning that the company is not owned by any profit-making entity.
Oftentimes, the orphan structure of an SPV utilized foundations or other charity
institutions as its shareholders. SPVs are usually incorporated in corporate havenssuch
as in Cayman Island or Bermuda.

3. Utilities, from public to private

The term public utility is used to describe a wide variety of industries such as gas,
electricity, water, railroad, telecommunication, etc. These industries shared a common
characteristic, the product or service is distributed through a network, either pipe (gas and
water), transmission lines (electricity) or cables (telecommunication). In general, utility
industry has similar cycle: production, transmission and distribution. The transmission
involved a large network which requires a lot of investment. Hence, utilities are often

2 Eisnhower, Dwight. D. Military Industrial Complex Speech, 1961. Available at
http://www.yale.edu/lawweb/avalon/presiden/speeches/eisenhower001.htm
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termed “network industry”, because the network is expensive and non-recoverable (sunk
cost).

In historical societies, provision of utilities, such as the building of irrigation, aqueducts,
sewers and other services were conducted by the state, as they require a large amount of
fund and effort, which could not be provided by individuals. Access to these service were
regarded as a part of citizenship right. In ancient Roman Law, harbors, some rivers and
streets are termed Res Publicae(meaning public matte).® All citizens in Rome,
irrespective of whether they can pay or not has right to use these facilities. Under the old
Englifh Law, some rivers such as Thames and Medway, are regarded as a belonging to the
state.

Utilities remained under state control until neoliberals (Tatcher in UK and Reagan in the
US) started to transfer utilities to corporations. There are many reasons for privatisation;
private ownership encouraged punishment and rewards while public ownership dilutes
them. When a company is public, its owners cannot do anything if they are not satisfied
by the service. But when the company is privatized, the owners can sell their stocks to
outsiders, thus motivying managers to work harder to keep their job. Another reason is
that competition with other companies is good as it drives prices lower®

When privatized, the role of the state is reduced into regulators. Network industries needs
to be regulated in order to prevent market failures. The high sunk cost associated with the
network allowed natural monopoly. Companies having monopolistic advantages wouldn’t
bother selling its product to many people, it will sell only to a few people with high prices
because the consumer will still buy it anyway. Another bad aspect would be that the
company will not be motivated to cut costs, for it has no competitor to worry about, it can
sell at any price.® The mechanism for regulation may varied, from limiting the overall
profits of a firm, by regulating rate structure and entries, by regulating corporate
expenditures or controlling restrictive practices and through an incentive (price cap)
regulation.’

4. Why voluntary regulation is inadequate

Most utilities produced what economist often termed as “merit good”, that is to say, goods
which — if produced — will generate positive externalities (adds the societies welfare as a
whole). Education, clean water and basic energy for daily living are examples of merit
good. Under-production of merit good on the other hand, entails social costs. For example,
if people have no adequate access to clean water, they will be demotivated from working
or socializing and they will be secluded from the society. In turn, this seclusion and

® Rose, Carol M. ‘Romans, Roads, And Romantic Creators: Traditions of Public Property in The
Information Age’ 66 Law & Contemp. Probs. 89 (Winter/Spring 2003)

* Article 23, Magna Carta, 1215 AD

> Coskun Can Aktan, “The Rationale for Privatization”, available at
http://www.canaktan.org/ekonomi/ozellestirme/aktan-makaleler-ceviriler/aktan-rationale-of-
privatization.pdf
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and Economics , Cheltenham, Edward Elgar, 2000, 1094
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diseases may motivate them to commit crimes. Hence, the overall society’s wealth will
decrease if production of clean water is restricted. Neoliberals however, prefer not to
regulate these aspects and rely entirely on market mechanism. They believed that once
property rights are clearly established, “the market will regulate itself” and everything will
be okay.

Of course, this was not the case in practice. Things were not “just okay” even after
property rights were defined. Many utilities privatizations were doomed to failure. The
water privatization in Cochabamba ended up with riots and martial law with many people
injured or dead. The people were protesting the high prices of water and the poor service
the privatized company delivered.® The same problem arises in Tanzania®, Buenos Aires™,
and many other places. In Joseph Stiglitz’s analysis, these failures occured because
“....the IMF was advocating a set of policies which is generally referred to alternatively as
the Washington consensus, the neo-liberal doctrines, or market fundamentalism, based on
an incorrect understanding of economic theory ....”**. He argued that in developing
countries, neoliberals has disregarded the need of “sequencing and pacing” by forcing
liberalizations where safety nets were not in place, legal system is poor, and market is still
unstable. It has failed to frame its agenda into a broader social context.*

Neoliberals perceived regulation as negatively, as they are burdensome to the state and

only create distortions.® Thus, according to this line of thinking, regulation should be kept

as minimum as possible at exceptional circumstances, for example, when keeping the
dominant players from abusing its position. The government plays only indirect role, “but

not a direct responsibility for, ensuring national economiosperity; in which private
economic activity is promoted through good governance and the development of physical
and social infrastructur&'* Because regulations is costly and is “inherently evil”,
according to the neoliberals line of thinking its cost and benefit must be carefully
analysed. The state, in response of the fearce competition, responded with reducing

regulation, the phenomenon known as a race to the bottom’. ™

This is where voluntary regulation comes into place. Since state’s regulatory capacity is
put under constraint, corporations is then perceived as a partner in making regulations.*®
Some see the importance to “outsource” regulations to corporations, by creating a system

8 Bolivia regrets IMF experiment. http://www.iht.com/articles/2005/12/14/business/water.php

® The water margin. http://www.guardian.co.uk/g2/story/0,,2149462,00.html

19 Buenos Aires - Collapse of the Privatization Deal.
http://www.foodandwaterwatch.org/water/waterprivatization/latinamerica/argentina/buenos-aires-
collapse-of-the-privatization-deal
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of “internal corporate compliance”.!” CSR proponent sought that this type of regulation
will guarantee more compliance. It often argues that if corporation failed too meet its own
internal standards, its reputation would be put at stake and it will lose the market. With
that logic, corporations would be “compelled” to comply to its own CSR policies. This
line of argument might work for corporations with strong consumer brands, but does not
work for utility companies. People do not care about the brand of their electricity or water
services in their houses.

Voluntary regulation has other weaknesses when compared to state-regulation, it has
limited coverage: only corporations who are willing to comply will submit to CSR
measures, smaller companies who thinks it is unnecessary will not accede to it and
secondly, “reputational effect” (assuming that it existed) is less compelling compared to
state regulation.’® In terms of human rights, voluntary regulation paradigm may create
blunder that may weaken the promotion of human rights, by reducing its essence from

. . 1
“mandatory” into “facultative”. ’

If GCG and CSR norms in utility companies are to be applied voluntarily, corporations
who opted not to apply CSR and GCG would be free to modify its corporate structure and
policies. This means that they would be free to utilize SPV, finance its operations through
debts or raise prices irrespective of its consumer’s purchasing power. MNCs would then
be free to utilize a bogus company in Cayman Island to conduct its investment in a
developing country.?’ Anything can occur to an investment, nuclear reactors can leak,
water pipes can be contaminated, electricity transmission can cause overheat and create
blackout, etc. As SPV serves as an intermediary to the parent company, the parent
companies will escape responsibilities if these incidents occured.”*

Consider also the accountability of utilities if GCG is not mandatory, directors would be
accountable only to its shareholders, not the public in general. This means that the
corporation’s financials would not be subjected to public scrutiny. Thus, it will not be
possible to see if their operations had been effective and efficient. Remember that in
utilities, the market is not perfect, due to —among other — natural monopoly.

! Reducing the risk of policy failures, challenges for regulatory compliance. OECD, 2000. p. 76
Retreived from http://www.oecd.org/datacecd/48/54/1910833.pdf

18 Mclnerney, see Note 15 above

9 A CSR brochure from an international lawfirm suggested its clients to seek to avoidompulsory or
child labour, and take due accountf the need to protect the environment, public health and safety.
Retreived from http://www.freshfields.com/practice/disputeresolution/publications/pdfs/8221.pdf
The languages used (“seek to avoid” and “take due account’) undermines the fact that child labor is
strictly prohibited under international law. These rules are not optional, but mandatory.

% For a more detailed analysis on the assymetry between host state and MNC involved in foreign
investment, See Al Afghani, Mohamad Mova. ‘Safeguarding Water Contracts in Indonesia’. Paper
prepared for the workshop entitled ‘Legal Aspects of Water Sector Reforms’ International
Environmental Law Research Centre (IELRC) Geneva 20- 21 April 2007, available at
http://www.ielrc.org/activities/workshop 0704/content/d0701.pdf
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responsibility. Indian Court requested its CEO, Warren Anderson, to be extradited to India, but the US
refused. See ‘And Justice will be done?”” Greenpeace.
http://www.greenpeace.org/international/news/justice-for-warren-anderson .
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In line with the idea of mandatory GCG and CSR is Joseph Stiglitz. He advocated the
‘alignment between private incentives with social cost and benefits’. He argued that
corporations have become more adept at image manipulation, using CSR only as a
masquerade while continued evading it. Stiglitz stated that “...BSR movement is not
enough. It must be supplemented by stronger regulations”.*?

5. Some proposals for reforms
a. Recent developments in International Human Rights

In September 2000, UN Member states signed a declaration in order to achieve, by
2015, eradication of among other, extreme poverty and hunger, reduction in child
mortality, maternal health improvement and environmental sustainability. These
goals are known as the Milennium Development Goals.?* While as a declaration it
is not legally binding, it has been treated as guidance towards development. Its
application is aided by human rights such as the International Covenant on
Economic, Cultural and Social Rights (ICESCR), which requires the state to
“progressively realize” social and cultural rights.

Several human rights instruments specifically mandated its state parties to regulate
private parties (including corporations). The ICESCR imposes the duty to respect,
protect and fulfill, it further require states to prevent private parties from
“compromising equal, affordable, and physical access to sufficient, safe and
acceptable water” and in doing so, they must adopt “an effective regulatory
system” which includes “independent monitoring, genuine public participation and
imposition of penalties for non-compliance.”** Failure to sufficiently regulate
private parties would be a violation of international law.*®

Thus, it is clear from the above that regulating utilities tasked with basic
necessities is an international obligation. Affordability of utilities’ prices and
public involvement in its governance is not a matter for corporations to freely
choose. The state is obligated by ICESCR to ensure that the public has an
affordable access and is involved in the decision making process.

b. CSR and GCG as an inspiration for regulation

At the early stages of its developments, CSR and GCG norms were voluntary.
However, as the science of economics develops and people found out that market
may not be perfect and that this imperfection has been proven through several
corporate scandals, those norms were made mandatory. An example of this move
is the Sarbanes-Oxley (SOX) Act which were enacted as a response to Enron
scandals. In Indonesia, the move towards mandatory CSR and GCG has been

22 stiglitz, Joseph E. Making Globalization Work. New York: W.W. Norton & Co, 2006. p. 196-197

2 See http://www.un.org/millenniumgoals/

2 UN CESCR, General Comment No. 15, E/C.12/2002/11, 20 January 2003, para 24

% UN CESCR,General Comment 15, para 44
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performed notably through stock exchange regulations and as a policy of the State
Owned Enterprise Ministry. The recently enacted investment and company law
also contained CSR provisions. The company law provision even contained a
clause obligating corporation to engage in CSR activities. We will further argue
below that this may create a problem for utilities.

So we can say that, CSR and GCG concept are indeed the main spring of the
company strategies and regulation. The next step is defining the issues which are
interdependent in company’s ideology. How will the corporation grow and what
kind of products, processes, transparency and services do the company need to
develop to fulfil it?

The same thing to apply in GCG concept, give a lead to company regulations and
strategies, for example in setting up the goal to assist for ownership rights that can
achieve long-term value. For example by managing its operations and management
of the companies operations, financial performance and compliance with
regulations and prevailing laws using the media and through public exposes. The
America’s Union Movement developed a voting strategy for these initiatives of
this idea include board of directors’ proposals, corporate governance, and
proposals concerning employee relations, executive compensation and corporate
responsibility issues.?

c. “Mandatory” CSR and GCG for utility companies
i. CSR

As utilities provide basic services, it has been an accepted standard for
governments to intervene in order to ensure that the disadvantaged members of the
society also receive uninterrupted service, at any case. Cross subsidy tariffs can be
implemented. Disconnection from service can be prohibited. Recent state practices
applied such policy, for example, water disconnection is prohibited in UK*" and is
discouraged in France.?®

In this light, the current mandatory CSR provision in Indonesian Company Law
may even jeopardize the setting of social tariffs. The CSR provision obligated all
companies or companies which its core business is Natural Resources or in one
way or another related to the environment (which means hospital can also be
included as it discharges waste, water companies on the other hand is
automatically included) to engage in CSR activities, else, they must face legal
penalty. Article 74(2) of the law stated that the CSR activity must be accounted as
a ‘cost’ to the company.?® This is problematic for utilities, as they might need to
raise their cost component, and in turn makes prices higher. A way out of this is by

% AFL-CIO , Proxy Voting Guidelines
http://www.aflcio.org/corporatewatch/capital/corporategovernance.cfm

T Water Industry Act 1999 Chapter 9 prohibits disconnection of water from “dwelling” and the use of
limiting devices

28 SMETS, H. (2005b), Implementing the Right to Water in Franéerum alternatif
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enacting a clause excluding utilities from CSR obligation on the implementing
regulation of CSR provision.

Secondly, it has been a public issue that the long term viability of utilities depends
on sustainable operations. Sustainable operations are those that drive efficient
resource use and provide a healthy environment, which in turn facilitates social
progress and economic growth. Therefore, utilities should strive to act as
responsible stewards of the environment and commit to continual improvement.

In regard to their stakeholders concerned about their management of social and
governance regulation issues, the report will indirectly shows the quality of
management which reflected the way the company manage their interaction with
the workers, the communities. It can be used as an indicator of the management
quality of the company itself. There is a growing trend reported by KPMG (2005)
in International Survey of Corporate Responsibility Reporting”, that in 2002, 70
percent of reports were focused on environmental, health and safety (EHS) reports,
while in 2005 almost 70 percent reports that stressed out social, environmental and
economic impacts. ¥.

Other sustainability concept which should become part of utility company’s
responses is managing the land in a responsible manner and provides sustainable
access. In World Water Week, 2007 WBCSD announced Global Water Tool to
map water use and assess risks relative to global operations and supply chain. This
tool help companies better manage their water use **. In Indonesia, the utility
companies face the lack of environmental technology, so it not easy for them to
catch up. But it is a must to encourage and facilitate the interchange of
environmental technology throughout the group and promote good practice.

ii. GCG

ii. 1. Independent Commissioner Represents Public Participation and
Controlling Function

The need of Independent Commissioner in utility companies is to work both with
government and the companies to configure an open, transparent, equitable and
mindful strategy from the companies’ management including a controlling
function. In addition to that the commissioner has to represent stakeholder, has a
high responses in to community development and covers environment protection
under the issue of resources management plan. In order to ensure the sustainability
of utilities in the long term, the commissioner should strengthen their focus on
implementation of fair regulation, observing the interests of both consumers and
service providers. For this purpose, regular cooperation with all the stakeholders is
necessary, observing the principle of arms-length distance in order to build and
strengthen the credibility of all parties.

% Steir, Kien (2006), The Evolution of the Sustainability Report
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There are several concepts which become a basic guidance for the commissioner
in practice. Commissioner should have an ability to engage the diversity of
perspectives, which represent the diversity of community affected by the utility
company’s management and regulation. Also empowering public society, in such a
way such as extending public involvement, this in turn, will result in the society’s
support towards the company’s decisions.

As one of provident form of public participation®, the commission has to ensure
dialogue between the company, stakeholder, economic and environmental expert,
public society which usually represented by NGO, and other related society
members. This public forum dialogue hopes to encourage building relationship
between parties. Another kind of public forum such as public hearing and
conferences is also possible to be held by the commission as part of democratic
process in GCG concept. It usually use for informing rate increase cases.

Public forum also help the society feel fully heard, and may attract them to join in
collaborative deliberation and co-creative problem solving. This meeting can be
use to involve the public when for examples; new pipelines, electric generating
plants or transmission lines are proposed and when area code changes are
necessary.*®

Independent Commissioner shall have certain characteristics such ensuring the
equality and availability of the companies services and fronted for consumers’
interests. For example is addressing their attention in to consumer-oriented price
and tariff which supports a competitive market. They have to ensure a reasonably
price to be implied and safe utility services to the entire citizen without putting
aside reasonable profit for the company, an economic growth and opportunity to
support it.

Utility services are often available from only one or a few providers in any
particular location. Because of this lack of effective competition, customers cannot
be assured of safe and reliable service at reasonable prices without regulatory
intervention. The most visible of the commissioner’s activities are the internal
approval of rates and review of service quality. The real act for consumer
protection is that the commissioners shall avert the possibility for the service
providers to decrease system safety and service quality in order to achieve higher
profits. Consumer compensation procedures shall be determined in case they do
not receive the services or receive substandard services.

In the case of environmental problem, the commissioner’s activities include the
approval and monitoring of utility energy efficiency plans and other limited
resources.

Disclosure information to consumers is an effort which has to be one of the
commissioner concerns. The commissioner can directly assist customers by
providing information and investigating complaints with non- discriminatory

% The Co-Intelligence Institute, Principles of Public Participation
http://www.co-intelligence.org/CIPol_publicparticipation.html

% Department of Commerce (2003), lowa Utility Board: Strategic Plan
http://www.dom.state.ia.us/planning_performance/plans/strateqic/Commerce 1UB.doc
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procedures in reviewing the costumer complaints. Also assist the general public
with information such as provision of consumer rights and choices.

The commissioner has to ensure the implementation of ethical principles by the
companies’ operation (consistency, predictability, fairness, responsibility,
transparency). The commissioner in its relations with consumers shall provide
openness and transparency, predictability and consistency of decisions, publicizing
all the adopted decisions.

ii. 2. Managing Stakeholder

The utility companies should have a highly consideration in making energy
efficiency a high priority in resource management, promoting long-term and stable
program to deliver cost-effective efficiency to consumers; broadly communicating
the benefits of efficiency®. The general term of ‘sustainability’ is the collective
responsibility of governments, businesses, individuals and communities and so
work in partnership with the company’s stakeholders to pursue this goal. There is
one good example from electricity company, TXU Energy, which consulted with
two non-governmental organizations to examine TXU's energy policies and make
a set of environmental commitments part of the takeover proposal. **

Taking from SMUD (The Sacramento Municipal Utility Distric) *® in their final
report, the efficiency programs which can be developed together with their
stakeholder can have several principals such as :

* Implement a fully integrated resource planning and budgeting process that
includes cost-effective energy efficiency and demand reduction resources as the
resources of first choice

* Expand energy efficiency program which is including whole solutions and
introduction of emerging technologies

These recommendations for efficiency program build upon best practices by
engaging their stakeholders (regional and local governments, developers,
community organizations, trade organizations, contractors and customers) in
efficiency programs. This program not just promotes energy and resource
efficiency in general plans, but trained to build right decisions, and create
community activities. And also together with their stakeholder, each utility
company have to provide a sustainability report continuously which is affecting
their environmental performance including how they achieve and maintain
compliance with the legislation in Indonesia.

34 Department of Commerce (2003), lowa Utilities Board : Strategic Plan
http://www.dom.state.ia.us/planning_performance/plans/strategic/Commerce 1UB.pdf

® http://www.txucorp.com/about/default.aspx

% sMuD (2006), Press Release Template for the Leadership Group of the National Action Plan for
Energy Efficiency : Utility Sector Leaders Make a Sustained, Aggressive National Commitment to
Energy Efficiency

http://www.epa.gov/solar/pdf/presssSMUD _final_press_release.pdf



http://www.dom.state.ia.us/planning_performance/plans/strategic/Commerce_IUB.pdf
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Supplier is one of consequential stakeholder for utility companies for their success
in practising CSR. The utility company shall develop partnering agreements with
the majority of suppliers; the aim is aside from foster fair and business
relationships, it also for arranging high efficiency equipment including products
delivery and distribution.

The utility company should also set up the target to evaluate customer satisfaction
so then it can be ensure whether the service meets the customer’s need or not. And
for the term of sustainability, it is possible to give maximum exploration for
potential cost effectiveness which optimizing the most efficient use of water,
electricity, telecommunication and other utilities facilities.

6. Conclusion

This paper had argued that Utilities delivers basic services to society, a function that was
previously undertaken by the state. Given the problematic nature of corporations, the
prevalence of natural monopoly in utilities, the asymmetric information present in utility
markets and the social costs that may occur due to utilities privatization, stronger
government intervention in utilities might be desirable. It must however, conducted in a
manner which aligned the corporation’s self-interest of profit seeking with the social cost.
The inspiration for such regulation can come from the recently growing CSR and GCG
norms.

It can be concluded that three critical goals to achieve CSR concept in utility companies
are sustainable growth, profit target and investing in the future. Underpinning the values,
the company should take in to account the economic, environmental and social
consideration. As it worked through in this paper, the most efficient scenarios in GCG
concept is establishing the Independent Commissioner and engaging stakeholder.
Independent commissioner as represent the public community with his controlling
function to protect the consumers, environmental and socials need and minimizing the
affect without disregard the balancing profit that the company has to earn. Stakeholder
engagement on the other hand, is forcing the company to be responsible with their
managerial decision.

In order to monitor the implementation of these measures, an independent regulator will
need to be developed.



