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Abstract

This paper offers a comprehensive juridical and political-economic analysis of the structural vulnerabilities that
enable systemic corruption and rent-seeking within Indonesia’s State-Owned Enterprises (BUMNs). While
Indonesia has established a formal governance framework centered on Good Corporate Governance (GCG)
principles, these mechanisms often operate as a compliance fagade, failing to counteract entrenched informal
power dynamics and the ambiguous dual mandate that positions BUMNs as both commercial entities and
instruments of state policy. Through a forensic examination of three landmark cases namely: the ‘Papa Minta
Saham’ political capture scandal, the PT Asuransi Jiwasraya financial collapse (Rp16.8 trillion loss), and the PT
Timah natural resource cartel (Rp300 trillion loss) as the study identifies recurring patterns of governance
failure. These include compromised board oversight, symbiotic collusion between public officials and private
actors, and the strategic exploitation of legal ambiguities. The analysis reveals an evolution in corrupt practices
from direct political extortion toward sophisticated financial engineering and bureaucratic capture. In response,
the paper proposes a multi-layered reform agenda: (1) legislative clarification of the BUMN mandate under Law
No. 19 of 2003; (2) strengthening of evidentiary standards in anti-corruption prosecutions; (3) institutionalization
of independent GCG audits; (4) empowerment of genuinely independent Boards of Commissioners; and (5)
enhanced whistleblower protections. For foreign stakeholders, the findings underscore the critical need for
rigorous political risk and integrity due diligence when engaging with Indonesian BUMN:Ss.
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1. Introduction

The legal architecture governing Indonesia's State-Owned Enterprises (BUMNS) is foundational
to understanding their operational dynamics and inherent vulnerabilities. While designed to position
BUMNSs as key drivers of the national economy, the statutory framework contains fundamental
ambiguities that create structural weaknesses. These weaknesses, particularly the conflicting
objectives embedded in their core mandate, provide a fertile ground for exploitation, enabling actions
that blur the line between legitimate strategic decision-making and corrupt self-interest (Iksan, 2021).

The primary statute governing state-owned enterprises is Law No. 19 of 2003 concerning State-
Owned Enterprises, commonly referred to as UU BUMN. The law's preamble establishes BUMNS as a
critical component of the national economy, operating under the principles of economic democracy.
However, the specific purposes for their establishment, detailed in Article 2, create an intrinsic and
consequential tension.

Article 2(1) of UU BUMN outlines five principal objectives for a state-owned enterprise: a. To
contribute to the development of the national economy in general and state revenue in particular. b. To
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pursue profit (mengejar keuntungan). c. To provide public benefit by supplying high-quality goods
and/or services to meet the essential needs of the populace. d. To pioneer business activities that are
not yet viable for the private sector and cooperatives. e. To actively guide and assist economically
weak entrepreneurs, cooperatives, and the community.

This multifaceted mandate immediately establishes a fundamental conflict between the
commercial imperative to "pursue profit" (Article 2(1)(b)) and the socio-political obligations to serve
the public good and act as a developmental agent (Article 2(1)(c), (d), and (e)). This is not merely a
policy choice but a structural vulnerability embedded in the legal DNA of every BUMN. The
ambiguity allows for a wide latitude in corporate strategy and decision-making. A commercially
questionable investment, an uncompetitive procurement contract, or the appointment of a politically
connected but underqualified executive can be rationalized not on its profit-making potential, but
under the guise of fulfilling a "public benefit" or "pioneering" role.

This legal ambiguity serves as a primary vector for rent-seeking and state capture. Political actors

or their proxies can leverage the non-commercial clauses of Article 2 to justify interventions that serve
private or political interests. Such actions, which are central to the phenomenon of rent-seeking, can be
defended as being in alignment with the BUMN's statutory purpose, thereby providing a veneer of
legitimacy that complicates legal challenges and oversight. This grey area effectively blurs the
distinction between legitimate strategic direction, poor business judgment, and corrupt political
interference, creating the initial entry point for the systemic failures examined later in this paper.
To manage the operations and ensure the proper functioning of BUMNs, UU BUMN establishes a
two-tiered governance structure comprising the Board of Directors (Direksi) and a supervisory board
the Board of Commissioners (Komisaris) for a Persero (state-owned limited liability company) or the
Supervisory Board (Dewan Pengawas) for a Perum (public corporation). The law explicitly assigns
significant fiduciary duties and legal responsibilities to these organs.

Article 5 of UU BUMN governs the Direksi, defining it as the organ responsible for the day-to-
day management of the BUMN. Article 5(2) states that the Directors are "fully responsible for the
management of the BUMN for its interests and objectives" and are empowered to represent the
company both in and out of court. Crucially, Article 5(3) mandates that in executing their duties,
members of the Direksi must implement the principles of "professionalism, efficiency, transparency,
independence, accountability, responsibility, and fairness". These principles form the core of Good
Corporate Governance and establish a clear legal standard for directorial conduct.

Similarly, Article 6 addresses the supervisory function, vesting it in the Komisaris or Dewan
Pengawas. Article 6(2) stipulates that these supervisory bodies are "fully responsible for the
supervision of the BUMN for the BUMN's interests and objectives." Like the Direksi, Article 6(3)
obligates them to adhere to the same principles of professionalism, efficiency, transparency, and
accountability. Their role is to provide oversight and advice to the Direksi, acting as the primary
internal check on executive power.

While these duties are clearly articulated in the statute, the case studies analyzed in this paper
demonstrate their systematic and flagrant violation. The legal requirements for professionalism and
accountability are frequently subordinated to external political pressures or become casualties of
internal fraudulent conspiracies. The concept of being "fully responsible" for the BUMN's interests is
rendered hollow when those interests are redefined to align with the personal enrichment of executives
or the strategic goals of their political patrons. The subsequent analysis of the Jiwasraya and PT Timah
cases, in particular, will reveal a catastrophic failure of both the management duties of the Direksi and
the supervisory mandate of the Komisaris.

Recognizing the need for a more detailed operational framework to enforce the principles
outlined in UU BUMN, the government, through the Ministry of BUMN, issued Regulation No. PER-
01/MBU/2011 concerning the Implementation of Good Corporate Governance (GCG) in State-Owned
Enterprises. This regulation serves as the primary implementing rule for GCG and is intended to be the
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state's formal bulwark against mismanagement, conflicts of interest, and corruption within the BUMN
sector.

The regulation codifies the five core principles of GCG: a) Transparency: Ensuring the disclosure
of material and relevant information about the company in an accessible and timely manner, b)
Accountability: Establishing clarity regarding the functions, implementation, and responsibilities of
the company's organs to ensure effective management, c) Responsibility: Requiring the company to
adhere to laws and regulations and to fulfill its responsibilities towards society and the environment, d)
Independence: Mandating that the company be managed professionally without conflicts of interest or
influence from any party that is inconsistent with regulations and corporate principles, and e)
Fairness: Guaranteeing just and equal treatment for all stakeholders in fulfilling their rights based on
agreements and regulations. This GCG framework represents a sophisticated, compliance-oriented
approach to corporate governance, aligning Indonesian BUMN:S, at least on paper, with international
best practices. However, the profound contradiction between the existence of this detailed regulation
and the catastrophic governance failures observed in high-profile cases like Jiwasraya and PT Timah
suggests a significant disconnect between formal rules and actual practice.

This disconnect indicates that GCG implementation is often treated as a perfunctory, box-ticking
exercise designed to satisfy regulatory audits rather than as an embedded corporate culture. The
principles of independence and accountability, central to the framework, are effectively neutralized
when the ultimate locus of power resides not with the legally mandated Board of Commissioners but
with external political patrons or colluding internal executives. The GCG framework's effectiveness is
predicated on a corporate environment where legal-rational authority prevails. This presumption is
frequently invalidated by the realities of Indonesia's political economy, where informal networks and
rent-seeking imperatives can override formal governance structures. Consequently, the GCG
framework, intended as a shield, often functions as a "compliance facade," masking deep-seated
institutional decay.

Problem Formulation: This paper investigates the persistent and systemic governance failures that
enable endemic corruption within Indonesia’s State-Owned Enterprises (BUMNS), despite the
existence of a comprehensive legal and regulatory framework centered on Good Corporate
Governance (GCG). While Law No. 19 of 2003 on State-Owned Enterprises and Ministerial
Regulation PER-01/MBU/2011 on GCG establish clear fiduciary duties and governance standards,
these formal mechanisms are routinely circumvented or rendered ineffective by deeply entrenched
rent-seeking practices and political-economic dynamics. Consequently, corruption in BUMNSs has
evolved from overt political extortion into sophisticated schemes of financial engineering, bureaucratic
capture, and resource extraction cartels posing severe risks to state finances, economic development,
and institutional credibility. To diagnose the root causes of this governance decay and analyze its
evolving manifestations, the study is guided by the following interrelated research questions: 1) How
does the legally embedded dual mandate of BUMNS create structural ambiguities that facilitate rent-
seeking and enable corrupt actors to legitimize self-serving decisions under the guise of public
interest?. 2) How have corrupt practices within BUMNSs evolved and to what extent do ambiguities in
key provisions of the Anti-Corruption Law create exploitable loopholes that undermine prosecutions
and enable impunity for powerful actors?

2. Method

This study employs a juridical-political economic methodology, integrating normative legal
analysis with forensic case study research to examine both the formal legal architecture and its
practical subversion within Indonesia’s political economy.

The study conducts a systematic doctrinal analysis of primary legal and regulatory instruments to
map the intended governance framework for BUMNS and identify statutory vulnerabilities. This
analysis applies principles of statutory interpretation, systemic coherence, and comparative legal
reasoning to uncover contradictions and gaps that enable abuse. Key sources include:
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a. Law No. 19 of 2003 concerning State-Owned Enterprises, with a focus on the conflicting
objectives in Article 2 and the fiduciary duties assigned to the Board of Directors and Board of
Commissioners.

b. Ministry of BUMN Regulation PER-01/MBU/2011 on the Implementation of Good Corporate
Governance (GCQ), analyzed to assess the gap between prescribed governance standards and
actual practice.

c. Law No. 31 of 1999 as amended by Law No. 20 of 2001 (UU Tipikor), especially Articles 2,
3, and 15, to evaluate definitional ambiguities and evidentiary requirements that affect
prosecutorial efficacy.

d. Constitutional Court Decision No. 20/PUU-XIV/2016, interpreted for its implications on legal
certainty, privacy rights, and the admissibility of whistleblower evidence in corruption cases.

To ground the normative findings in real-world governance failures, the study undertakes a
comparative qualitative analysis of three landmark corruption cases, selected to represent distinct
typologies of BUMN-related malfeasance:

a. The “Papa Minta Saham” Affair: Illustrates political capture and the strategic use of

constitutional litigation to evade accountability.

b. PT Asuransi Jiwasraya Collapse (Rp16.8 trillion loss): Exemplifies internal hollowing-out
through long-term collusion, fraudulent investments, and supervisory collapse.

c. PT Timah Scandal (Rp300 trillion loss): Demonstrates a resource extraction cartel enabled by
fictitious contracts, abuse of authority, and environmental externalities.

For each case, the research analyzes court verdicts, investigative reports from the Attorney
General’s Office and the Audit Board of Indonesia (BPK), media archives, and scholarly commentary
to reconstruct the modus operandi, legal arguments, judicial reasoning, and enforcement outcomes.
This forensic approach reveals patterns of collusion, oversight failure, and legal manipulation.

By synthesizing these normative and empirical strands, the study provides a holistic diagnosis of
how formal governance rules are neutralized by informal power structures and offers targeted
recommendations for legal clarification, institutional strengthening, and enhanced due diligence.

3. Result and Discussion
The Anti-Corruption Framework and Enforcement Realities

Indonesia's primary legal instrument for combating corruption is Law No. 31 of 1999 concerning
the Eradication of Corruption Crimes, as amended by Law No. 20 of 2001 (collectively, UU Tipikor).
This legislation provides a broad and formidable arsenal for prosecutors, defining a wide spectrum of
corrupt acts and prescribing severe penalties. It is the central legal tool used to prosecute malfeasance
within BUMNSs. However, while the law possesses significant statutory power, its application in high-
stakes cases reveals both its strengths and its limitations, particularly when confronted by sophisticated
legal challenges and the practical difficulties of asset recovery.

Core Offenses under Law No. 31 of 1999 as amended by Law No. 20 of 2001 (UU Tipikor)

UU Tipikor defines several key offenses that are frequently applied in cases involving BUMN
officials. The most prominent among these are articles concerning state financial loss, abuse of
authority, and conspiracy.

Article 2(1): Unlawful Acts Causing State Financial Loss

Article 2(1) is the cornerstone of most large-scale corruption prosecutions in Indonesia. It
criminalizes the act of unlawfully enriching oneself, another person, or a corporation in a manner that
causes financial or economic loss to the state. The key legal elements are:

a. "Any person" (Setiap orang): This term is defined broadly in Article 1(3) to include both
natural persons and corporations, making it applicable to BUMN executives and the private
companies they may collude with.
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b. "Unlawfully" (Secara melawan hukum): This element refers to acts that contravene statutes,
regulations, or principles of public administration.

c. "Enriching oneself or another person or a corporation": The act must result in a material
benefit for the perpetrator or a third party.

d. "Which may cause financial or economic loss to the state": This is a critical element, often
requiring an official audit from a state body like the Financial and Development Supervisory
Agency (BPKP) or the Audit Board of Indonesia (BPK) to quantify the loss.

This article was the primary legal basis for the convictions in both the PT Jiwasraya and PT
Timah cases, where the actions of BUMN directors and their private sector accomplices led to
demonstrably massive state losses (Saputra, 2021; Raharjo, 2024).

Article 3: Abuse of Authority

Article 3 specifically targets corruption committed by individuals in positions of power, making it
highly relevant for public officials and BUMN executives. The key elements are:

a.  "With the aim of enriching oneself or another person or a corporation": Similar to Article 2, a
motive of enrichment is required.

b. "Abuses the authority, opportunity, or facilities available to him because of his position or
office": This is the central element, focusing on the misuse of official power. This could
include awarding contracts without proper tender, approving illegal licenses, or making
fraudulent investment decisions.

¢.  "Which may cause financial or economic loss to the state": As with Article 2, a resulting state
loss is a necessary component.

This article is often used in conjunction with Article 2 in indictments against BUMN officials, as
their corrupt acts typically involve both an unlawful act and a simultaneous abuse of their designated
authority.

Article 15 & The Concept of ' Evil Conspiracy' (Permufakatan Jahat)

Article 15 of UU Tipikor criminalizes the preparatory stages of corruption, stating that any person
who "attempts, assists, or engages in an evil conspiracy (permufakatan jahat) to commit a corruption
crime" shall be punished with the same penalty as if the crime were completed. The law further states
that an evil conspiracy exists when two or more people agree to commit a corruption crime. This
provision is crucial for prosecuting individuals who plan corrupt acts, even if the final act is not
consummated or fails to cause a state loss. This was the central legal concept at issue in the 'Papa
Minta Saham' scandal, where the alleged solicitation of shares was framed by prosecutors as an act of
evil conspiracy to commit corruption (Sugiarto, 2017)

The intentionally broad language of these articles provides prosecutors with significant latitude to
address a diverse range of corrupt schemes. This flexibility is a key strength of UU Tipikor. However,
this breadth can also be a vulnerability. As the 'Papa Minta Saham' case demonstrated, concepts
like permufakatan jahat, which UU Tipikor linked to a definition in the general Criminal Code
(KUHP), can be successfully challenged in the Constitutional Court as being unconstitutionally vague
or "multitafsir" (open to multiple interpretations). This creates a paradox where the law's most
powerful feature can become its Achilles' heel when subjected to sophisticated legal attacks by
powerful defendants, who can argue that the lack of precise definition violates their right to legal
certainty.

Defining Bribery and Gratification

In addition to the offenses that cause direct state financial loss, UU Tipikor provides a robust
framework for prosecuting transactional corruption, which often serves as the underlying mechanism
for larger rent-seeking schemes. The law makes a critical distinction between bribery (suap) and
illegal gratification.
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= Bribery, covered under articles such as Article 5 and Article 12, typically involves a "meeting of
the minds" where something of value is given or promised to a public official with the explicit
intent to influence their official actions. For example, a private contractor might bribe a BUMN
procurement officer to win a tender.

= Gratification, as defined in Article 12B, is a broader concept (Republic of Indonesia, 2001). It
refers to any gift received by a public official or state organizer, where the gift is related to their
position and is contrary to their duties. The burden of proof is reversed for gratification: any gift
valued above a certain threshold is considered a bribe unless the recipient can prove otherwise.
Officials are required to paper any gratification they receive to the Corruption Eradication
Commission (KPK) within 30 days to avoid prosecution.

These provisions are essential for tackling the day-to-day corruption that can fester within
BUMN:Ss. While the grand corruption schemes in Jiwasraya and Timah focused on state loss, they were
likely facilitated by a series of smaller, unprosecuted acts of bribery and gratification that created a
culture of impunity.

The enforcement of these laws, however, reveals a critical disconnect between punitive and
restorative justice. The successful prosecution and imposition of severe sentences in the Jiwasraya
case (with multiple defendants receiving life imprisonment) demonstrates the law's capacity for
punishment. Yet, the state's ability to recover the stolen assets has been far less successful. Papers
indicate that only a small fraction of the Rp16.8 trillion in losses has been recouped through asset
seizures and auctions. This highlights a significant enforcement gap. The legal framework is more
effective at achieving punitive justice (incarcerating individuals) than it is at restorative justice
(making the state financially whole). This imbalance may create a perverse incentive structure, or
moral hazard, where the potential for immense financial gain from corruption is still perceived by
some as outweighing the personal risk of imprisonment.

Rent-Seeking as a Systemic Pathology

To fully comprehend the depth and persistence of corruption within Indonesian BUMNES, it is
necessary to move beyond a purely legalistic analysis of individual criminal acts. The concept of rent-
seeking provides a more powerful analytical lens. This political-economic framework reframes
corruption not as a series of isolated moral failures, but as the logical outcome of a systemic pathology
where state institutions are manipulated for private gain. BUMNS, situated at the critical intersection
of state capital, political power, and commercial activity, represent the quintessential arena for rent-
seeking behavior in the Indonesian context.

Academic Definition and Manifestations

In political science and economics, rent-seeking is defined as the effort to increase one's share of
existing wealth without creating any new wealth. More specifically, it refers to the practice of
individuals or organized groups using their power and privileged access to state institutions to
mobilize and capture state resources for their own private interests. This is distinct from profit-seeking
in a competitive market. Rent-seeking, by contrast, often destroys value or transfers it from the public
to private hands, imposing significant social costs (Krueger, 2008).

The practical manifestations of rent-seeking are diverse and corrosive. Scholarly analysis of the
Indonesian context reveals that it materializes through a range of interconnected activities, including
bribery, corruption, collusion, lobbying, negotiation, and transactional politics. These practices are
part of a structured, albeit often informal, process involving a network of actors: regional leaders,
bureaucrats, parliamentary politicians, private business interests, and political brokers.

A more advanced and predatory form of this behavior is termed "rent-seizing" (Zafarullah &
Huque, 2021). This concept describes a proactive process where bureaucrats and politicians do not
merely respond to lobbying but actively seek to obtain and control the right to allocate "rent" (e.g.,
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economic benefits derived from state power, such as licenses or monopoly rights) for their own
personal enrichment. This represents a shift from passive acceptance of bribes to the active creation
and management of opportunities for corruption, a hallmark of deepening state capture. The ultimate
result is the formulation of fiscal and corporate policies that do not serve productive public sectors but
are instead tailored to advance the specific interests of the rent-seeking coalition.

Rent-Seeking as the Root of BUMN Vulnerability

Indonesian BUMNSs are uniquely susceptible to becoming epicenters of rent-seeking activity.
Their control over vast state assets, significant procurement budgets, regulatory authority, and access
to government subsidies makes them repositories of immense economic "rent" (Sukmajati et al.,
2021). The symbiotic relationship between business and politics in Indonesia, often characterized by
cooperation between entrepreneurs who provide capital and officials who provide facilities and
protection, finds its most potent expression within the BUMN sector.

Academic research focused on Indonesian BUMNSs confirms this vulnerability. Studies
demonstrate that rent-seeking behaviors can lead to operational inefficiencies and a failure to add
value to the company, directly contradicting the BUMN's legal mandate to pursue profit and operate
efficiently. On a macroeconomic scale, multiple studies confirm that rent-seeking behavior is a
significant drag on economic growth, as it leads to the misallocation of public resources and deters
productive investment.

Adopting a rent-seeking framework necessitates a crucial paradigm shift in analysis. The
catastrophic failures at Jiwasraya and PT Timah should not be viewed simply as isolated incidents of
corporate greed. Instead, they must be understood as the predictable outputs of a deeply entrenched
rent-seeking system. This system is characterized by informal networks that operate in parallel to, and
often supersede, the formal legal and governance structures mandated by UU BUMN and GCG
regulations (Mehmet, 1994). The fraudulent investments and illegal mining licenses are merely
the transactions facilitated by this underlying system. This reframes the core problem from one of
individual morality to one of political-economic structure.

The concept of "rent-seizing" adds a further layer of analytical depth. It suggests that the
corruption observed is not merely a passive response to temptation but a proactive strategy of
institutional manipulation. In the context of the PT Timah case, for instance, the involved officials did
not simply accept bribes. Instead, they allegedly engineered the entire bureaucratic and logistical
scheme—manipulating land lease agreements and production plans—that created the very opportunity
for rent to be extracted from illegal mining operations. This proactive behavior signifies a more
advanced stage of institutional decay, moving beyond transactional corruption towards a state of
comprehensive state capture.

Case Studies in Systemic Failure

Applying the legal and political-economic frameworks to specific high-profile cases reveals in
stark detail how the systemic vulnerabilities within Indonesian BUMNSs are exploited. The following
forensic examination of the 'Papa Minta Saham' affair, the PT Asuransi Jiwasraya collapse, and the PT
Timah scandal demonstrates the practical manifestations of rent-seeking, governance failure, and the
complex challenges facing the Indonesian justice system.

The "Papa Minta Saham' Affair

The scandal known colloquially as 'Papa Minta Saham' ('Daddy Asks for Shares') did not involve
a BUMN directly but rather the intersection of high-level politics and a major foreign-owned
enterprise operating under a state-issued contract, PT Freeport Indonesia. The case is critically
important as it showcases how the legal system itself can be manipulated by powerful political actors
to evade accountability.
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In late 2015, a recording of a meeting was made public. The conversation involved Setya
Novanto, then the Speaker of the House of Representatives (DPR); Muhammad Riza Chalid, a
businessman; and Maroef Sjamsoeddin, the President Director of PT Freeport Indonesia. In the
recording, made by Sjamsoeddin, Novanto and Chalid allegedly attempted to solicit a 20% stake in PT
Freeport's shares. This solicitation was purportedly in exchange for their assistance in securing a
favorable extension of the company's contract to operate its Grasberg mine, a process requiring
government approval. The perpetrators allegedly invoked the names of the President and Vice
President to lend weight to their demands.

The Attorney General's Office launched an investigation, framing it as a potential case of "evil
conspiracy" (permufakatan jahat) to commit corruption under Article 15 of UU Tipikor. The core of
the state's case rested on the recording.

Setya Novanto launched a pre-emptive legal strike by filing a petition for judicial review at the
Constitutional Court (Mahkamah Konstitusi or MK). He challenged the constitutionality of articles in
the Law on Information and Electronic Transactions (UU ITE) and UU Tipikor. In its landmark
decision, No. 20/PUU-XIV/2016, the Constitutional Court ruled in Novanto's favor on two critical
points:

1. The Court ruled that electronic documents, including recordings, could only be considered
legitimate legal evidence if obtained upon the request of law enforcement officials as part of a
formal pro-justitia investigation. Since the recording was made by a private individual on his
own initiative, the Court deemed it inadmissible as primary evidence, citing the protection of
the right to privacy under Article 28G of the Constitution.

2. The Court found the definition of "evil conspiracy" in Article 15 of UU Tipikor to be
unconstitutionally vague. The article itself did not define the term but referred to the definition
in the general Criminal Code (KUHP). The Court argued that a special criminal law like UU
Tipikor must contain its own clear definitions to ensure legal certainty. The impact of the
MK's ruling was decisive. It eviscerated the prosecution's case. With the primary evidence
rendered inadmissible and the central charge nullified, the Attorney General's Office
terminated the investigation. The matter was relegated to a House Ethics Council (MKD)
hearing, which ultimately closed the case.

This case demonstrates a sophisticated defense strategy of "legal system capture." The defendant
attacked the foundational legal framework upon which the prosecution was built. By successfully
weaponizing constitutional arguments about privacy and legal certainty, he instrumentalized the
nation's highest court to create an impenetrable legal shield. This set a dangerous precedent,
illustrating that the primary battlefield for powerful actors may be the constitutional court, where the
rules of the game can be rewritten.

The PT Asuransi Jiwasraya Collapse

The case of the state-owned insurance giant, PT Asuransi Jiwasraya, represents a fundamentally
different typology of corruption: the systematic "hollowing-out" of a BUMN from within through
sophisticated financial fraud and deep-seated collusion.

The core of the Jiwasraya fraud, which took place primarily between 2008 and 2018, involved the
deliberate mismanagement of the company's investment portfolio. Instead of adhering to prudent
investment principles, the senior management of Jiwasraya, led by former President Director
Hendrisman Rahim and former Finance Director Hary Prasetyo, colluded with external private sector
actors, most notably businessmen Benny Tjokrosaputro and Heru Hidayat.

The scheme operated through several mechanisms:
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e Jiwasraya's funds were systematically channeled into high-risk, speculative stocks and mutual
fund products. Investigations revealed that approximately 95% of Jiwasraya's investment
funds were placed in such assets.

e The company conspired with multiple investment management firms to purchase specific
stocks at inflated prices, effectively "pumping" up the value of companies controlled by
Benny Tjokrosaputro and Heru Hidayat.

e To disguise their control over these transactions, the perpetrators extensively used nominee
accounts.

When the scheme could no longer sustain itself, the value of these investments collapsed, leaving
Jiwasraya with a massive solvency gap.

An investigative audit by the Audit Board of Indonesia (BPK) concluded that the scheme caused
a direct state financial loss of Rp16.8 trillion. The Attorney General's Office charged the primary
defendants, including former directors and their private sector partners, under Article 2(1) of UU
Tipikor for unlawfully causing state financial loss.

In October 2020, the Central Jakarta Corruption Court found all six primary defendants guilty and
handed down exceptionally severe sentences: life imprisonment for each of them. These verdicts were
subsequently upheld through the appellate process, with the Supreme Court rejecting the defendants'
final appeals. Despite the successful prosecutions, asset recovery has been challenging. As of early
2023, authorities had only managed to recover approximately Rp3.1 trillion, less than 20% of the total
losses.

The Jiwasraya case is a stark indictment of the failure of the supervisory mandate prescribed in
UU BUMN. The fact that a fraudulent scheme of this magnitude could operate for a decade points to a
catastrophic failure by the Board of Commissioners, implying either gross negligence, complicity, or
powerlessness.

The PT Timah Scandal

The corruption scandal at PT Timah Tbk, a state-owned tin mining company, represents a third
typology: a resource extraction cartel. This case demonstrates how BUMN insiders can collude with
private entities to create a shadow system for the illegal exploitation of state-controlled natural
resources.

The complex scheme, which ran from 2015 to 2022, was allegedly orchestrated by senior officials
within PT Timah, including former President Director Mochtar Riza Pahlevi Tabrani. They conspired
with several private businessmen who controlled smelting companies, most notably Harvey Moeis, a
representative of PT Refined Bangka Tin (RBT), and Helena Lim. The modus operandi involved
several steps:

e The PT Timah officials agreed to accommodate and purchase tin ore from illegal mining

operations conducted by private companies within the BUMN's concession territory.

o To mask these illegal purchases, the conspirators created fraudulent equipment and processing
lease agreements, making it appear as if the private smelters were merely providing processing
services to PT Timah.

e To further facilitate the scheme, Harvey Moeis allegedly directed the private smelters to set
aside a portion of their illicit profits, which were then channeled through a Corporate Social
Responsibility (CSR) program, effectively laundering the proceeds.

The Attorney General's Office, in a groundbreaking calculation, estimated the total state loss from
the scandal at Rp300 trillion. This figure was unique because it included not only the direct financial
losses but also the immense costs of the environmental and ecological damage caused by the
unregulated mining activities.

The legal process was marked by a dramatic escalation in sentencing. In the initial trial, the
sentences were perceived as relatively lenient. For example, former directors Mochtar Riza Pahlevi
and Emil Ermindra received 8-year sentences.
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Dissatisfied, prosecutors appealed to the Jakarta High Court. The appellate court responded with a
drastic increase in the penalties, sentencing both Mochtar Riza Pahlevi and Emil Ermindra to 20 years
in prison. Harvey Moeis also received a similarly escalated sentence of 20 years. In July 2024, the
Supreme Court rejected the defendants' final cassation appeals, cementing these severe punishments.

The PT Timah case offers a critical lesson. The stark contrast between the initial and appellate
sentences suggests that while first-instance courts may issue rulings misaligned with the gravity of the
crime, the higher courts can function as a powerful corrective mechanism. This "judicial escalation"
may be driven by greater insulation from local influence or a response to intense public scrutiny.

Identifying the Root Causes of Governance Decay

A comparative analysis of the 'Papa Minta Saham', PT Jiwasraya, and PT Timah cases reveals
common patterns of governance failure and allows for the development of a typology of corruption
that plagues the Indonesian BUMN sector. While the specific methods of malfeasance differed, they
share underlying pathologies: compromised oversight, a corrosive public-private collusion nexus, and
the adept exploitation of legal ambiguities.

Table 1. Comparative Analysis of BUMN Corruption Case Studies

PT Asuransi Jiwasraya

Feature 'Papa Minta Saham' Affair Collapse PT Timah Scandal
Key Setya Novanto (DPR Hendrisman Rahim (CEO), Mochtar Riza Pahlevi
Actors Speaker), Riza Chalid Hary Prasetyo (CFO), Benny (CEO), Emil Ermindra

(Businessman) Tjokrosaputro (Businessman), (CFO), Harvey Moeis
Heru Hidayat (Businessman) (Businessman),  Helena
Lim (Businesswoman)
Estimated N/A  (Attempted rent Rpl6.8 Trillion Rp300  Trillion (incl
State Loss  extraction) environmental)
Primary Attempted solicitation of Systematic, long-term Creation of a resource
Modus corporate ~ shares by financial fraud through extraction  cartel to
Operandi  leveraging high-level collusive and  fraudulent facilitate and legitimize
political  influence to investments in  high-risk, large-scale illegal mining
secure a contract affiliated assets. via fictitious contracts.
extension
Key Legal UU Tipikor Art. 15 (Evil UU  Tipikor  Art.  2(1) UU Tipikor Art. 2(1)
Articles Conspiracy). (Unlawful Act Causing State (State Loss) & Art. 3
Loss). (Abuse of Authority).
Final Investigation terminated Life imprisonment for key Severe prison sentences
Judicial on directors and private sector (up to 20 years) for key
Outcome  procedural/constitutional ~ accomplices,  upheld by directors and private
grounds. Supreme Court. sector accomplices,
upheld by Supreme Court.

Despite their different manifestations, the cases exhibit three recurring patterns of systemic failure:

1. In both the Jiwasraya and Timah cases, fraudulent activities of an immense scale persisted for
many years even a full decade in the case of Jiwasraya. This longevity is a damning
indictment of the Boards of Commissioners, the primary supervisory organ mandated by UU
BUMN. Their failure points to a complete breakdown of fiduciary duties, attributable to either
gross negligence, active complicity, or powerlessness.

2. Corruption was not perpetrated by BUMN officials in isolation but was facilitated by a
symbiotic relationship with private sector actors. In Jiwasraya, Benny Tjokrosaputro and Heru
Hidayat's companies received the fraudulent investments. In the Timah case, Harvey Moeis
and other businessmen profited from the illegal mining. This pattern confirms that BUMN
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corruption is rarely an internal affair; it is a collaborative enterprise between compromised
state actors and predatory private interests.

3. The 'Papa Minta Saham' defense was a masterclass in exploiting the perceived vagueness in
UU Tipikor's definition of conspiracy and the rules of evidence. The architects of the
Jiwasraya and Timah schemes exploited the ambiguity of the BUMNSs' dual mandate, likely
justifying high-risk activities under the guise of strategic initiatives.

Based on the distinct modus operandi, it is possible to construct a typology of BUMN-related
corruption:

a. Type I: Political Capture. Characterized by the use of high-level political office to extract rents
from BUMNSs or their partners. The tool is political influence, and the defense involves
manipulating the legal system itself.

b. Type II: Internal Hollowing-Out. Involves deep-seated collusion between senior BUMN
management and external financial actors to systematically drain assets from the inside,
masked by the veneer of legitimate business operations.

c. Type II: Resource Extraction Cartel. Applies to BUMNSs controlling natural resources. It
involves a partnership between BUMN insiders and private entities to create a system for the
illegal exploitation and sale of state-owned commodities, repurposing the BUMN's own
apparatus to facilitate the crime.

The progression from 'Papa Minta Saham' to the more complex schemes in Jiwasraya and Timah
suggests an evolution in the sophistication of corruption. As formal governance mechanisms and anti-
corruption laws become more established, corrupt actors adapt, moving from overt extortion to
complex financial and logistical fraud.

3. Conclusion

This analysis has demonstrated that corruption within Indonesian State-Owned Enterprises
(BUMNSs) is not a series of isolated incidents but a systemic pathology rooted in structural
ambiguities, institutional weaknesses, and entrenched rent-seeking networks. The dual mandate
enshrined in Law No. 19 of 2003, requiring BUMNSs to simultaneously pursue profit and fulfill socio-
political obligations, creates a legal grey zone that enables corrupt actors to legitimize self-serving
decisions under the guise of public interest. Compounding this vulnerability, the formal Good
Corporate Governance (GCG) framework often functions as a compliance facade, failing to
counterbalance the informal power dynamics that dominate decision-making. Case studies of the
‘Papa Minta Saham’ affair, the PT Asuransi Jiwasraya collapse, and the PT Timah scandal reveal a
troubling evolution in corrupt practices highlighting the adaptability of rent-seeking elites in
circumventing legal and governance safeguards. The recurring patterns across these cases underscore a
fundamental disconnect between Indonesia’s robust anti-corruption statutes and their practical
enforcement. While the Anti-Corruption Law (UU Tipikor) provides strong punitive tools, its
effectiveness is undermined by evidentiary loopholes and inconsistent judicial interpretation, as seen
in the Constitutional Court’s nullification of key charges in the ‘Papa Minta Saham’ case.
Consequently, the integrity of BUMNSs remains jeopardized, with profound implications for fiscal
sustainability, economic efficiency, and investor confidence. To address these systemic vulnerabilities
and fortify BUMNSs against future governance failures, a multi-layered reform agenda is urgently
required. The following recommendations target legislative, institutional, and operational dimensions.
Legislators: a) Amend Article 2 of Law No. 19 of 2003 to establish a clear hierarchy of objectives and
legally distinguish between commercial BUMNSs (profit-driven) and public service BUMNS (mission-
driven). This distinction would eliminate the strategic ambiguity that facilitates rent-seeking under the
pretext of “public benefit.” b) Revise the Anti-Corruption Law (UU Tipikor) and the Electronic
Information and Transactions Law (UU ITE) to provide constitutionally sound, specific criteria for the
admissibility of whistleblower-provided evidence (such as private recordings) while safeguarding
privacy rights. This would close the loophole exposed in the ‘Papa Minta Saham’ case and empower
anti-corruption agencies with reliable investigative tools. ¢) Require the Ministry of BUMN to
institutionalize periodic, third-party audits of GCG implementation across all BUMNs. Summary audit
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reports should be made public, and consistently poor governance ratings must trigger mandatory board
reviews or reconstitutions. BUMN Institutions: a) Reform the appointment process of commissioners
to prioritize technical competence, professional integrity, and sectoral expertise over political loyalty.
Introduce stricter liability for supervisory failures and tie commissioner compensation to governance
and risk-management performance indicators, not just financial outcomes. b) Establish fully
independent internal audit and compliance units that report directly to the Board’s Audit Committee.
Implement robust, secure whistleblower mechanisms with guaranteed anonymity, legal protection
from retaliation, and access to independent investigative bodies. External Stakeholders: a)
International investors and business partners must move beyond conventional financial due diligence.
They should conduct comprehensive assessments that include mapping the political affiliations of
BUMN leadership, reviewing procurement histories for red flags (e.g., non-competitive tenders), and
scrutinizing investment structures for opacity akin to the Jiwasraya case. b) Prioritize in-depth
integrity screenings of key BUMN executives and board members to uncover informal power
networks and affiliations that may signal susceptibility to rent-seeking. Understanding these hidden
dynamics is essential for mitigating legal, reputational, and financial exposure.
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