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ABSTRAK

Penelitian ini bertujuan untuk menganalisa pentingnya audit
sosial di Indonesia melalui studi literatur. Hasil riset
mengindikasikan : 1) Indonesia sangat membutuhkan audit sosial
untuk menjelaskan dan proses kontrol isu laporan CSR di
perusahaan supaya kredibel dan konsisten. 2) Beberapa negara
telah menjalankan audit sosial dan Indonesia bisa mengadopsi
audit tersebut, namun disesuaikan dengan kondisi riil program
audit yang ada di Indonesia. Kontribusi dari riset ini munculnya
kesadaran para stakeholder lebih tinggi terhadap evaluasi dan
monitoring pelaksanaan CSR melalui audit sosial, karena audit
sosial sangat diperlukan bagi kita, pemerintah pada umumnya
dan perusahaan secara khusus. Kemudian kita harus concern
terhadap audit sosial ini.

Kata Kunci:  Pelaksanan dan Pelaporan CSR; Sosial Audit

ABSTRACT

This study aimed to analyze the needs of Indonesia to implement social
audit using literatures study methodology. The result shows that: 1)
Indonesia highly needs social audit to check and verify the credibility and
reliablity the CRS report issued by the company, 2) Some countries have
already implement social audit and Indonesia can adopt their
implementation, certainly with the local circumstances of Indonesia
which support this social audit concern.This study was expected to
increase awareness of all stakeholders to more concern toward the
evaluation and monitoring on CSR implementation through social audit,
because social audit is very useful for us, government, companies, and the
universe rather. Thus, we should pay attention to this social audit.
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INTRODUCTION

Corporate Social Responsibility (CSR) is a series of corporate responsibility that
should be conducted in addition to the main business operation of a company.
Lawrence and Weber (2017); Koldovskyi (2015) defined CSR as an activity of
corporates to conduct their responsible in three aspects called as triple bottom line,
namely economic, social, and environment concerns. Those companies have to
integrate their activities into their values, culture, decision making, strategy, and
operations in the context of transparency and accountability (International Professional
Practice Framework-IPPF, 2010). Thus, those companies can establish better corporate
practices in creating wealth and improve society by considering the economic, social,
and environment.

Ethical thinking directs the companies should give their contribution to their
surrounding in the form of CSR, nevertheless the practice has not really been
implemented. Hence, it appears the pressure from the other parties to implement CSR
namely from stakeholders. Freeman (2008) stated that

"... The key idea about capitalism is that an entrepreneur or manager creates value by
capturing the jointness of the interests (of the stakeholders).Yes, sometimes the interests are in
conflict, but the over time they must be shaped in the same direction. "

Stakeholders theory stated by Freeman (2008) explained that stakeholders give
pressure to the companies to adopt CSR namely governments, investors, political
groups, customers, communities, employees, trade associations, suppliers, and
government, so that the companies attempt to meet the needs of those stakeholders
(based on Freeman’s stakeholder models). CSR began to be implemented by the
companies and many people started to pay attention to CSR since 1960’s. Thus, it made
the CSR evolving until today (Maignan, 2002: Rahim and Vicario, 2015). The companies
also make a CSR report and used by the stakeholders. Hence, CSR has information
content and also used in the decision making of investors (Chen et al., 2015).

The problem appeared later related to the use of information content of CSR
reporting by investors while there has been no independent assessment yet related to
CSR reports provided by the companies. Credibility of transparency and accountability
became a problem, because of the skepticism about the content of the report.
Narcissism can indeed happen in CSR reporting of company, since there has been no
independent assessment of CSR report (Sakina, 2014). Narcissism in this case related to
efforts to exaggerate or even manipulate the CSR report of a company in an effort to
attract investors. That is because the presence of CSR is expected to increase the
company's reputation through the creation of good corporate image on society (Chen,
2015; Porter and Kramer, 2006).

This social audit has been growth in some countries. Developed country like U.S,,
United Kingdom, some commonwealth countries, India and Australia, also Nepal and
Bangladesh have implemented social audit (Casey and Grenier, 2014; ACORAB,2013;
Ahmed; 2012). Looking at the list of the countries implemented social audit, Indonesia
also has a possibility to take a part in this social audit concern. Indonesia has
implemented CSR, its companies also report their CSR activities. Based on the
explanation above, thus this study aimed to analyze the need and readiness of social
audit to be implemented in Indonesia.

RESEARCH METHOD
This study is qualitative study using literature study approach to capture and
analyze of phenomenon of social audit implementation in some countries around the
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world and certainly Indonesia. The experience of those countries in social audit used to
explain the needs and to analyze the readiness of Indonesia to implement social audit.

RESULT AND DISCUSSION

The Needs of Social Audit Implementation in Indonesia

The First and Main Need of Social Audit Implementation in Indonesia: A History and
The Become Essential

CSR has existed and developed for more than 50 years ago since 1960’s
(Maignan, 2002; Rahim and Vicario, 2015). CSR has also been campaigned and
implemented in the universe, because of the crucial need of CSR to maintain the
human’s life. In principle, CSR refers to the concept of triple bottom line i.e people,
planet, and profit. Accordingly, the company has to contribute to the environment in
that three aspects.

Indonesia had required the implementation of CSR in mining companies based
on issued regulation number 40 article 74 year of 2007 for limited company. This
regulation applied since August, 16th 2017, consisting of 4 points which are: 1) Limited
companies operating their business in/or related to natural resources is mandatory
implementing social and enviroment responsibility, 2) Social and environment
responsibility in point (1) is an obligation of companies which is budgeted and
calculated as companies cost, the implementation has to notice the comliance and
fairness, 3)The limited companies who don’t implement this obligation in point (1) are
going to get punishment based on local government regulation, 4) The further
provision regarding this social and environment responsibilty is regulated by local
government regulation.

Based on that regulation, it mandates that companies operates business in natural
resources (mining companies) to implement CSR. Along with time, CSR
implementation followed by non-mining companies. Actually, the Indonesian
companies had been implementing CSR since a long time ago, eventhough they didn’t
name that activity as CSR (Suharto, 2008). And now, companies listed in Indonesia
Stock Exchange voluntarily issued CSR or sustainability reporting annually. It
indicates that the Indonesian companies especially limited companies responded the
market demand of transparancy and accountabilty not only in financial aspect, but also
non financial aspect, namely CSR.

The company highly needs to perform more accountable, more transparant, and
more responsibile entity indeed. Thus, the company needs to report its social
performance through CSR or sustainability report. The purpose of reporting is as a
form of accountability to the stakeholders because however stakeholders have interest
to CSR activities of companies, even some also make pressures on companies to adopt
CSR as a result of stakeholder theory and agency theory (Cooper and Owen, 2007;
Donaldson and Preston, 1995).

There are 2 base of this CSR report namely voluntary and mandatory base
(Maignan, 2002; Rahim and Vicario, 2015). Both base liberate the company to issue its
CSR report into the standalone report (sustainability report) or incorporated in annual
report. There has been no regulation requiring this term. The CSR reports in Indonesia
have been using Global Reporting Initiative Guideline (GRI Guideline) for their CSR or
sustainabilty reporting. GRI Guideline is an voluntary standard of sustainability
reporting using triple bottom line basis i.e people, planet, and profit (GRI, 2013). Thus,
the Indonesian CSR report orientated on those 3 aspects and also general information
regarding the company.
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The issued-CSR reports were actually responded by the market, it was caused by
the information content of the CSR report, and market responded (Anderson and
Frankle, 1980; Rown-Liburd and Zamora, 2014; Chen et al, 2015; Sayekti and
Wondabio, 2007). This can be figured in this Throughput Governance Corporate
Model:

Figure 1. Throughput Governance Corporate Model
Source: Rodgers et al, 2007

Where:

P = Perception of CSR (costumers, employees, communities, environments, etc.)
and the opinion of auditor (clean report vs warning signals).

I = Financial and non financial informations.

] = Judgement (financial viability).

D = Decision choice (valuation of common stock).

Through that model, it can be analyzed that the perception of CSR by stakeholder
affects the judgement on financial viability and also affects the decision choice.

The current CSR or sutainability report especially in Indonesia is a description of
company’s program and activity in CSR, mostly in words. The lack is in the possibility
to interpret the words. We will conclude different from two sentences that basically
have the same content. In Indonesia, CSR or sustainability report is only a story of
company in implementing CSR. If talking about the story, a reality will mean different
through various way to deliver the story.

A sentence of “contributing to the society by fostering the weaving craftsmen”
will have various interpretation with a sentence of “contributing to the society by
conducting the training and accompaniment to the weaving craftsmen”. It depends on
the hermeneutics. The second sentence has an opportunity to get more positive
interpretation rather than the first sentence, because the second sentence has the word
of “accompniment” as complement which means more caring of the weaving
craftsmen. On the other side, philosophically both sentences are probably different.
Presumably, the first sentence shows a real activity of company committing CSR
through its intensive fostering to the weaving craftsmen, otherwise the second sentence
is just an accompaniment in short period, not an intensive accompaniment. There are
various interpretation of the sentence affecting the received-information content. This
various information content is feared will mislead the investors and other user of CSR
or sustainabulity report. Do not let the CSR or sustainability report ending to become
just a misleading rhetoric. Let’s see! Related to fulfilling the user’s interest, we sought
to be care of or not? Through the same words but different meaning. We can’t trust
those words and compare without a tool to assure the credibilty and reliability the CSR
or sustainability report.

CSR report is used by the users but has no adequate credibility. Similarly,
financial reports, CSR reports also need to be audited to create credibility. For example,
investors also use CSR report of a company as a reference in making investment
decisions (Chen et.al, 2015). There was a positive relationship between CSR
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performance on stock performance. Brown-Liburd and Zamora (2014) explained the
need of examining CSR report by using the assurance, their study resulted that
investor would give higher response of CSR report that had assurance. Thus. it can be
analyzed that the existence of CSR reports either in separate or incorporated in the
annual report is considerably important to be reported correctly based on the reality.

The discrepancy between the CSR report with the fact of CSR implementation is
likely to happen. The assumption is implementation of CSR incorporated the elements
of the company's strategy through the translation of the vision and mission of the
company in the CSR implementation (Sayekti, 2015; Porter and Kramer, 2006). Then
the company tried to increase the image of the company through its CSR
implementation. A company might deliberately exaggerate its CSR report with the aim
to attract more investors (Sakina, 2014). Legitimacy theory explained this thought
where company tries to increase the legitimation of company in society by publishing
‘exaggerated’-CSR report, ‘exaggerated” in description of CSR activities for the certain
motive (Godfrey et al, 2010; Sakina, 2014; Watts and Zimmerman, 1986).

The sama argument came from Kay (2017) in SAN (Social Audit Network)
Conference 2017 stated that what is happening now? The need to check, verify,
challenge, and endorse what people write about their own organization, for their
learning (improve), and for the others (prove), how do we know what is fake news?
This ide can be figure in Figure 2 about the skepticism of CSR report.

Demand of more

accountable and Tofill the gap and
transparant business discrepancybetween the
opertaion through social reportand reality
audit

Figure 2. Skepticism of CSR Report

Generally, there are 2 character of company implementing CSR, namely non-
strategic CSR and strategic CSR. Non-strategic CSR explains the company purely
implementing CSR without any certain motive, only to fulfill the government
regulation or purely as philanthropy program., whereas strategic CSR refers to how
company not only implementing CSR but also embedding the company’s strategy to
maximize profit through CSR program (Porter and Kramer, 2006; Sayekti, 2015).
Skepticism appears when company only tries to achieve the goal, to maximize profit by
publishing a fake CSR report, or company tries to protect some bad issues through
publishing CSR report (King and McDonnel, 2012; Raim and Vicario, 2015).

Eventually, we can conclude that the main reason of social implementation is to
create more accountable and transparant business activity, thus able to also create
assured and verified infrmation content of CSR (Bello and Mekka, 2015); Brown-Liburd
and Zamora, 2014; Du and Wu, 2016).

The Indonesian government should carry out a social audit to ensure that the
implementation of CSR obligations have been implemented properly and accordingly.
Despite, actually a CSR report is already able to meet the responsible of company
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against its CSR activities. Nevertheless, the government should be skeptical of the
report. Social audit can fulfill the lack of credibility of the CSR report, thus it can assure
the credibility, the reliability, and the transparency of CSR report (Rahim and Vicario,
2015).

The article of GRI in 2013 discussed about the need of external assurance of
sustainabilty reporting. External assuarance which conducted by third parties indicates
the independent evaluation of annual sustainbality reporting. It aims to build the trust
and confidence in the scope of governance, management, and stakeholders
relationship.

Based on the exposure, social audit is considerably needed. This is the best thing
that can possibly do under these circumstances. Social audit needs to be conducted in
order to assess the implementation of CSR undertaken by the company. Although the
average implementation and reporting of CSR is on a voluntary basis, but on a
mandatory basis is necessary to apply a social audit. If local government establishes the
mandatory regulation to conduct social audit, it can be a means to monitor the
implementation of CSR.

Eventually, it is understood that the social audit is a concept and method of
assessment and monitoring CSR activities undertaken by the company in CSR or
sustainability report. Referring to this understanding, can be derived that social audit
can also provide benefits for the company in the process of planning, managing, and
measuring non-financial activities (CSR) and its impact on external parties (Sofia,
2010).

The Need to Guarding the CSR Implementation Through Social Audit

The implementation of CSR either strategic or non-strategic has the goal and the
purpose that determined by the management earlier. Generally, the goal and the
purpose of CSR is how to contribute to the environment through CSR, how the
company is able to increase the quality of life through given-CSR. While the spesific
goal and purpose depend on the management of the company.

Diatermine the
stakeholders

St Goal dan
Purpose for
the Quality of
Lifa

Evaluationand
Monitoring the
CSR’sgoaland
purpose

Social Audit

Strategicor
MNon
Strategic?

. Implementati
Reporting

Figure 3. The Need of Evaluation and Monitoring CSR
The company which choose to implement strategic CSR tends to have spesific
goal and purpose, because strategic CSR is related to the strategy of company in
maximizing profit and to fulfill stakeholder’s interest (Sayekti, 2015). The purpose of
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this strategic CSR can be explained by 2 intedependent analysis model by Porter and
Kramer (2006) namely inside-out linkages and outside-in linkages. Inside-out linkages
refers to the relationship of the impact of company on stakeholders, whereas outside-
in linkages refers to the relationship of the impact of environment and stakeholders on
company (Porter and Kramer, 2006).

The company should determine the purpose of CSR implementation through 3
ways stated by Porter and Kramer (2006) namely 1) identifying the intersection of the
interest of society and company, 2) choosing aimed-social issue, 3) increasing less
initiative and generating huge benefit especially for that society and company.
Certainly, the porpose should bring the triple bottom line concept.

Social audit can be employed to measure the successfulness of company in
achieving the CSR purpose. Other than as a tool of checking and verifying the
credibility and reliability of CSR report, social audit also can be employed as a tool for
monitoring and evaluation of CSR implementation. Kay (2017) explained that social
audit need to clarify the CSR purpose by 1) writing the vision, mission, and objective
value of CSR implementation, 2) for impact object, mapping what should be done, the
resulted output, and seeing at the outcome and the impact in longer period, 3) for
organization object, mapping the value added from social, environment, and
economics aspect, also thinking of the key aspect of organization with social and
ethical purpose.

Referring to the stakeholder theory that CSR implementation existed as the
aftermath of stakeholder interest. Thus, the social audit can be a tool for stakeholders
in monitoring and evaluation the CSR implementation. Stakeholders can give their
influence to the company with respect to beneficial-social impact that received by the
society, accordingly it can be continous improvement on CSR implementation, as
stated in outside-in linkages concept by Porter and Kramer (2006). Afterwards, in
inside-out linkages (Porter and Kramer, 2006), social auditor can present the social
audit report to the management because the social audit report can give the result of
monitoring and evaluation of CSR implementation related to the internal aspect of
company involving in CSR. For example, any recommedation of efficiency and
effectiveness in cost of CSR. It is important to consider the cost being compared with
the purpose of CSR. It is to avoid the loss for company caused by CSR implementation.

This social audit is not about the company and society. Furthermore, social audit
also contribute to the local government. The Indonesian government had issued the
regulation of CSR implementation. The Indonesian government should not stop at this
point, the regulation should followed by a scrutiny or monitoring. Social audit can be
employed to fulfill this need. The government can use the social audit report to control
the CSR implementation by the company.

Readiness Analysis of Social Audit Implementation in Indonesia

Is Indonesia ready to implement social audit? This is a hard question, but should
be answered optimistically. Even though, Indonesia has no social audit institution yet,
but in order to realize more accountable and trasnparant business operation, Indonesia
should take part in this issue. The question of readiness of Indonesia can be answered
by outside-in and inside-out linkage following the concept of Porter and Kramer
(2006).
The Needs Based On the Implementation of Social Audit in Some Countries: Being
Sophisticated Like The Other Countries

To know the readiness of Indonesia to implement social audit is by finding out
the social audit implementation in the world. This reflect the concept of outside-in
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linkages by Porter and Kramer (2006). The implementation of social audit in the world
can be an example for Indonesia.

Preston (1997) stated the concept of auditing and CSR report also needed to be
audited. Initiated with the emergence of financial statement auditing, then followed by
management auditing and program auditing. Last on top, social audit arised as the
development of stakeholder demand. This social audit defined as reaction against
principle and practice of conventional accounting. The scope of financial and economic
perspective are wider, encompassing not only economc and moneter variable, but also
sosial aspect that can be quantified

The idea of social audit emerged in 1960s (Lawrence and Weber, 2017). Based on
the SAN (Social Audit Network) in UK, the implementation pioneered by Social Audit
Limited in 1970’s. Social Audit Limited issued social audit report for companies in
1970’s. At that time, the demand of social audit was only for plantation and local
community. Afterwards in 1980’s, the scope of social audit developed on the impact of
company to the environment. The concept still developed until the effort to find and
learn about what companies need to do and how companies use their fund to invest,
and emerged the role of “watchdog”. The consumers also questioned how the
consumer’s behaviours influence the action of company and government. Eventually,
the development of this social audit concept existed to fulfill the stakeholder’s interest
extensively, where this social audit is able to invovle the role of society to control and
influence the company (www.socialauditnetwork.org.uk accessed on May, 2nd 2018).

Social audit grew up until today. U.S., United Kingdom, India, Nepal,
Bangladesh, and Australia have implemented social audit (Casey and Grenier, 2014;
ACORAB, 2013; Ahmed, 2012). Since the first appearance of social audit in 1970-an,
U.K. and Europe described that the social audit concept was to evaluate the CSR
activities and the impact on job, community, and environment. Subsequently in 1997,
Social Enterprise Partnership developed the program of european social audit. It
involved some european countries such as Irland, Spain, Finland, Sweden, Denmark,
and England. NICDA (CGG, 2005).

Table 1. Website of Social Audit Network in Some Countries

No. Countries Website

1. United Kingdom www.socialauditnetwork.org.uk
. www.san.india.org.

2. India

www.socialaudit.gov.in
3. Australia www.mercury.org.au

The purpose of social audit is to create a good accountability of every single
social activities in social report. United Kingdom and some commonwealth countries
paid more attention to this issue. They made Social Audit Network (SAN). It is a good
action to build and support the growth of social audit. Table 1 shows the website of
their social audit network respectively. U.K,, India, and Australia has lead the growth
of social audit. The implementation of CSR in Indonesia will be perfect if Indonesia
follows those countries to implement social audit and join in SAN.

Those countries also employ the standards of this issue i.e. AA1000 Assurance
Standard, SA8000, and SAE 3000. Those 3 standards are not the standard for social
audit but can be a guideline to implement social assurance. Even though, those are an
assurance standard, it is still possible to implement as long as the goal is similar which
is to verify, evaluate and monitor the CSR activities through assurance service of CSR
report.
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The Needs by the Local Circumstance: Is it suitable for Indonesia?

It is also a hard question for Indonesia. This question can be answered by inside-
out linkage using concept of Porter and Kramer (2006). Inside-out linkages aims to
analyze and consider the capital of Indonesia to implement social audit. Capturing the
implementation of CSR in Indonesia, government had established the mandatory
regulation to implement CSR for mining companies. Moreover, not only mining
companies, but also non-mining companies obeyed the regulation. Sustainability
report published by ‘go public-companies’ indicated the growth of CSR
implementation in Indonesia. Many literatures discussed about the CSR issue related
to the market, governance, government, and some others. Indonesia also built up CSR
into Sharia Social Responsibility (sofia, 2010). The level of CSR growth in Indonesia
until combining the concept of CSR with Islamic concept is a good achivement for
Indonesia. It means that Indonesia is really care of sustainable development through
CSR. This can be considered by Indonesia to implement social audit.

Another consideration coming from NCSR. Indonesia also has an institution
dealing with CSR. It is National Center of Sustainability Reporting (NCSR) Indonesia.
This institution provides service to train how to make CSR report and how to assure
CSR report through GRI Certified Standard Training and Certified Sustainability
Reporting Assuror. NCSR employs GRI because mostly companies in Indonesia uses
this guideline to make CSR report (sustainability report). In order to encourage the
other companies to make CSR report through Indonesia Sustainability Reporting
Award (ISRA). Thus, this assurance service given by NCSR Indonesia indicates a good
step to initial a social audit in Indonesia (www.ncsr-id.org).

The existence of external assurance implementation of CSR or sustainability
report was suggested by Global Reporting Initiative as mentioned in article of GRI
(2013). The idea of external assurance in this case is to discuss the same need of
independent evaluation of sustainability report. The company tries to builg the trust
and confidence of its sustainability report. This idea of external assurance is still
voluntary, not required, and GRI doesn’t provide this service and the standard of
external assurance (GRI, 2013). External assurance also provided by NCSR through the
training service namely Certified Sustainability Reporting Assuror (CSRA). NCSR
employs AA1000 Assurance Standard as guideline to train the participant of CSRA.
The purpose of CSRA is to create graduations that can assure the sustainability report
which is made by company (www.ncsr-id.org).

Ultimately, those facts can be analyzed that Indonesia highly need CSR report.
The study of Sayekti (2015) also showed that investors of Indonesian company
responded CSR report through stock market analysis, because they concluded that CSR
performance affected stock price. This empowers the need of social audit in Indonesia
in order to show a good CSR report by showing stronger credibility, reliability, and
transparency through social audit report. Hence, there would be no investors being
misled by CSR report.

This idea of social audit implementation can be realized through the support of
government. In order to make a good governance, Indonesian government should
arrange a regulation for social audit issue just like CSR implementation. Eventually,
Indonesia could pay more attentions to sustainable development.

CONCLUSION

CSR had experienced significant growth until this decade, not only in worldwide
but also in Indonesia. The growth level came to social audit level. This study conclude
that: 1) Indonesia highly needs social audit as a means to check and verify the
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credibility and reliabilty of CSR report and to evaluate and monitor the CSR activities
through its CSR report. The first possible step is by proposing a basic concept and a
conceptual framework to implement social audit from the experience of countries
implemented social audit. Even though the concept of social audit has not been widely
implemented in many countries, but more important that social auditors will go well if
they are supported by the local government through government legal provisions
(regulation) to conduct social audit. 2) Indonesia is ready to implement socil audit. This
is caused by outside-in linkage analysis which shows that some countries such U.S.,
U.K,, India, and Australia have implemented CSR and social audit. Indonesia has also
implemented CSR, and now it it's for Indonesia to adopt their experience of social
audit by joining their network which is SAN (Social Audit Network). Afterwards by
inside-out linkage analysis shows that how well the growth of CSR in Indonesia. There
is an Indonesian private institution which is NCSR (National Center of Sustainability
Reporting). It gives more attention to this issue and it provides CSR report preparer
and CSR report assuror training.

This study has limitation regarding the elaboration about social audit methods to
conduct social audit. We also need to find out more social audit implementation
studies from the other countries. Then those can be compared with the circumstances
in Indonesia. Finally, future research can propose a basic concept and conceptual
framework of social audit implementation in Indonesia.Future social audit should
understand the matching concept of social audit to be implemented in Indonesia.
Indonesia still needs to build a concept. Even though the concept of social audit has not
been widely implemented in many countries, but more important that social auditors
will go well if supported by the government through government legal provisions
(regulation) to conduct social audits.

Thrugh this article, the result is expected to increase awareness of all
stakeholders such as governments, companies, communities and other stakeholders in
particular concerning in the verification, evaluation and monitoring the
implementation of CSR through social audits, especially for Indonesia. Indonesia has
been giving much attention to CSR implementation. Indonesia needs more
development of CSR. Social audit can be another way, because this is very useful for
us, the government, companies, and the universe rather. Thus, we should pay attention
to this social audit concern.
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