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Abstract

Background: The financial crisis at the AJB Bumiputra 1912 insurance company in Indonesia has attracted the attention of academics to
seek recovery solutions.

Objective: Examining the root causes of the financial crisis and solutions for the insurance company AJB Bumiputra 1912.

Methodology: Qualitative research design, data collection through in-depth interviews and documentation. Data analysis using design
thinking as an alternative problem-solving methodology.

The financial crisis, marked by the failure to pay customer claims amounting to $ 32 trillion, occurred due to mismanagement and violations
of the provisions outlined by the Committee of Sponsoring Organizations, particularly the Control Environment principle. This includes a
decline in management integrity, which has shifted from upholding the values of collective effort and cooperation to individualism, collu-
sion in the management structure, and dual roles where commissioners concurrently serve as interim directors. The Company's recovery
from the financial crisis was carried out by selling fixed assets into liquid assets, reducing the value of benefits for policyholders, rational-
izing HR, and restructuring the organization. Strengthening Management by implementing the COSO Framework properly, so that the
Company returns to the basic values of the Company's founding, as outlined by its founding father.

Contribution: The research findings can serve as a reference for AJB Bumiputra 1912 to help it recover from the financial crisis.

Keywords: Mutual Funds; Control Environment; Risk Assessment; Control Activities;, Monitoring Activities.

1. Introduction

Insurance companies in Indonesia, particularly AJB Bumiputra 1912, face significant challenges in maintaining their financial
sustainability. Since its founding in 1912, AJB Bumiputra has been one of the oldest and most prominent insurance companies in Indonesia,
with a unique mutual fund business model. However, in recent years, the Company has experienced a crisis caused by mismanagement
and poor investments, resulting in severe negative solvency.(Astrie & Toto Tohir Suriaatmaja, 2022; Gajewski & Tran Dieu, 2021)The
crisis that hit AJB Bumiputra 1912 was not just an internal issue, but also reflected broader challenges facing the Indonesian insurance
industry. Reports indicate that many other insurance companies, such as ASABRI and Jiwasraya, have also experienced similar problems,
often related to abuse of authority and poor risk management.(Aziz & Rahman, 2024; Huy & Diep, 2023; Markham, 2022)

In this context, it is crucial to implement an effective framework to manage risk and ensure corporate sustainability. One such framework
is the COSO Framework, which is designed to enhance internal control and risk management within organizations. The COSO Framework
consists of five main components: control environment, risk assessment, control activities, information and communication, and
monitoring.(Khersiat, 2020);(Bouheraoua & Djafri, 2022). The implementation of this framework is expected to assist AJB Bumiputra
1912 in identifying and addressing the risks it faces, as well as increasing transparency and accountability within the Company.

The primary issue facing AJB Bumiputra 1912 is a severe solvency crisis, which reflects weaknesses in internal controls and risk
management. Data shows that the Company's solvency at the end of 2020 reached -1170.70%, far below the minimum standard set.(Astrie
& Toto Tohir Suriaatmaja, 2022)This indicates that the Company is unable to fulfill its obligations to policyholders, which could have fatal
consequences for the Company's reputation and survival. The crisis was exacerbated by the fact that AJB Bumiputra 1912 operated as a
mutual fund, where policyholders were also owners of the Company. This model made restructuring and decision-making more complex,
especially in crises.(Ramos et al., 2022).

The lack of clear regulations regarding mutual insurance companies in Indonesia makes dispute resolution and restructuring even more
difficult.(Agustian & Nugroho, 2020). Thus, this study aims to explore how the implementation of the COSO Framework can help AJB
Bumiputra 1912 overcome its solvency crisis. This study will analyze each COSO component and how it can be implemented to improve
internal control and risk management within the Company.
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This research offers a significant contribution to the literature on internal control in the insurance industry, particularly in Indonesia. While
many previous studies have discussed the importance of internal control in the corporate context, this research will focus on the application
of the COSO Framework in the unique context of a mutual fund insurance company such as AJB Bumiputra 1912. This research will fill
the existing gap in the literature by providing new insights into how insurance companies can manage risks and improve their internal
control in the face of complex challenges. By using a qualitative approach involving in-depth interviews with key stakeholders, this research
is expected to provide practical recommendations that can be implemented by AJB Bumiputra 1912 and other insurance companies in
Indonesia.

2. Literature Review

2.1. Internal audit

Internal Audit Standard No. 315 states that the control environment consists of communication and enforcement of integrity, ethical values,
commitment to competence, management philosophy and operating style, organizational structure, assignment of authority and
responsibility, and human resource practice policies.(Joanna, 2021).. Internal audit is an activity that must be carried out to ensure
management objectives are achieved.(Aziz & Rahman, 2024). Internal audits must be independent, and internal auditors must be objective
in carrying out their work.(Bastian et al., 2023). This is particularly important, especially for the insurance industry, which has high-risk
characteristics.(Fatimah & Pramudyastuti, 2022).

Audit activities for insurance companies can be divided into several categories, including regular internal audits, accountability audits,
special financial audits, information technology audits, efficiency audits, tracking audits, and external audits. Research shows that internal
audit activities have a positive and significant impact on the quality of internal control procedures.(Fatimah & Pramudyastuti,
2022)Insurance companies, which manage public funds, need to have effective internal controls to prevent and detect fraud in various
organizational settings.

Internal audits also serve to ensure that a company's internal controls are functioning properly and meeting its stated objectives. In the
context of AJB Bumiputra, internal audits can help identify weaknesses in the control system and provide recommendations for
improvement. Thus, internal audits focus not only on regulatory compliance but also play a role in improving the efficiency and
effectiveness of the Company's operations.

Internal audit plays a crucial role in ensuring compliance and operational efficiency in insurance companies.(Eulerich & Lohmann,
2022)The size of the internal audit function is directly proportional to the level of transparency and the effectiveness of internal controls.
Effective internal audits can identify weaknesses in control systems and provide recommendations for improvements that can prevent
significant financial losses.

In the context of AJB Bumiputra, internal audit must be able to periodically evaluate existing policies and procedures. This aligns with
research findings indicating that companies with robust internal audits tend to exhibit better financial performance.(Abdo et al., 2022)By
implementing systematic internal audits, AJB Bumiputra can improve operational efficiency and reduce the risk of bankruptcy.

Statistics show that companies that implement regular internal audits experience a reduction in fraud and financial reporting errors of up
to 25%.(Rosnidah et al., 2022). This demonstrates the importance of internal audit in maintaining the integrity of financial reporting and
stakeholder trust. Therefore, AJB Bumiputra must strengthen its internal audit function to support the Company's sustainability and growth.

2.2. Audit based on the committee of sponsoring organizations

In 1985, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) was established to raise public awareness of
internal control and set instructions for creating effective internal control.(Khersiat, 2020)The COSO framework places the highest priority
on risk management, making it an integral part of the decision-making process across all institutional activities.(S. Bouheraoua & Djafri,
2022).. The implementation of COSO aims to strengthen internal control within the organization, which is very important for the survival
of the Company.

A COSO Framework-based audit encompasses five key interrelated components: the control environment, risk assessment, control
activities, information and communication, and monitoring activities. Each of these components plays a critical role in building an effective
control system.

One of the components of COSO is the control environment, which has a positive influence on the quality of internal control
procedures.(Aziz & Rahman, 2024)A good control environment creates an organizational culture that supports effective internal control.
Internal auditors who are proactive in carrying out their duties have a significant positive impact on risk control.(Aziz & Rahman, 2024)..
Research shows that implementing the COSO model can prevent fraud by up to 77.8%(Aziz & Rahman, 2024).

The importance of effective internal controls to prevent and detect fraud in an organization cannot be overstated. The COSO framework
consists of five main components: control environment, risk assessment, control activities, information and communication, and
monitoring.(Tarumasely & Astuti, 2023).. Each of these components is interrelated and contributes to the effectiveness of internal control.
a) Control Environment

The first component of COSO is the control environment. The control environment refers to the set of standards, processes, and structures
that provide the foundation for implementing internal control throughout the organization. The board of directors and senior Management
establish guidelines and lead by example, indicating the importance of internal control to the Company, including the code of ethics
adopted.(Brivot et al., 2023)..The control environment is the foundation of an effective internal control system.

According to(Huang et al., 2025)A strong control environment creates an organizational culture that supports compliance and integrity. At
AJB Bumiputra, it is important to build an environment that encourages openness, good communication, and a commitment to business
ethics. This can be achieved through training and development for employees to understand the Company's values and the importance of
internal control.

Management reinforces expectations at various levels of the organization. A company's ethical environment has a positive influence on the
quality of its internal control procedures. In the context of AJB Bumiputra, it is crucial to create a robust control environment that supports
transparency and accountability, thereby preventing fraud and abuse of authority.

b) Risk Assessment

Risk assessment is the process of identifying and analyzing risks that could impact a company's ability to achieve its objectives. In the
context of AJB Bumiputra, the risk assessment should include analysis of market risk, operational risk, and reputational risk. (Liu & Kong,
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2025)Companies that conduct proactive risk assessments can identify potential problems before they become larger crises. This allows
AJB Bumiputra to develop appropriate mitigation strategies for each identified risk.

Although the control environment at an insurance company is sound, this does not mean the Company is free from business risks. Risk
assessment forms the basis for determining how risks will be managed.(Xie, 2023). Risk is defined as the possibility that an event will
occur and affect the achievement of organizational goals.(Abdelatif et al., 2023). Risk assessment requires Management to consider the
impact of possible changes in the internal and external environment and potentially take actions to manage those impacts.

Essentially, every business carries risks; the greater the profit, the greater the risk. Therefore, risk needs to be managed properly.(Z. Wang,
2023). Risk management begins with mapping the risk itself.(Mashayekhi et al., 2023),, so that management can more easily anticipate
risks and minimize them as much as possible through mapping.(Kurniawan et al., 2023).

¢) Control Activities

Control activities encompass policies and procedures designed to ensure that management directives are effectively implemented. At AJB
Bumiputra, effective controls are essential for underwriting, claims, and investment management (Davila et al., 2024). Companies that
implement strict controls on their operational activities can significantly reduce the risk of bankruptcy. Therefore, AJB Bumiputra must
ensure that all of its operational activities are properly monitored.

Management functions need to ensure that every plan that has been made can be implemented properly. Control activities are control
policies and procedures that help ensure Management has identified the necessary actions to address risks and achieve organizational
objectives effectively. Control activities can be preventive or detective in nature and can be carried out at all levels of the
organization.(Osipov, 2021).

At the center of corporate activity control management, fund management requires scientific research and design of control activities to
ensure the realization of internal control objectives.(Syzdykova, 2023).. The capital activities of energy-producing companies, especially
the flow of funds, are relatively simple. In combination with the steps outlined in the basic norms of internal control, the standard approval
process for designing capital expenditures, as well as the process of managing the budget, use, and settlement of funds, establishes a routine
of control activities.(Shygun et al., 2023).

d) Information and Communication

Information and communication systems capture and distribute the information needed to carry out, manage, and control an organization's
operational activities. Information is obtained or generated by Management from both internal and external sources to support internal
control components.(Citra, 2023). Communications based on internal and external sources are used to disseminate important information
throughout and outside the organization, as needed to respond to and support the fulfillment of requirements and expectations.(Sheludko,
2023).

Internal communication of information throughout the organization also allows senior Management to demonstrate to employees that
control activities are taken seriously. To ensure that all employees receive accurate and timely information, managers must communicate
effectively, ensuring that the information is appropriately targeted at each employee's level of understanding.(Thottoli, 2020)Ineffective
information and communication can create an unconducive work environment and can lead to disputes among employees, thus impacting
employee performance.(Annelin & Che, 2023).

Effective information and communication are key to ensuring that all parties in the organization understand their roles and responsibilities.
According to(Nhan et al., 2025)Good communication can improve collaboration between departments and ensure that important
information is delivered promptly. AJB Bumiputra needs to develop an information system that allows for the rapid and accurate flow of
information throughout the organization.

e) Monitoring Activities

Monitoring activity is an ongoing process to ensure that the control system is functioning properly. According to(Matta & Chamoun,
2025)Companies that conduct regular monitoring can identify and correct weaknesses in their control systems. AJB Bumiputra must
implement an effective monitoring mechanism to evaluate the performance of its internal control system and make necessary
improvements.

Monitoring activities are periodic or ongoing evaluations to verify that each of the five components of internal control, including controls
that affect the principles within each component, is present and functioning. A well-formulated work plan may not necessarily be achieved;
therefore, to ensure the success of the work program, monitoring and evaluation are necessary.(Zafira & Hermawan, 2023).. For a manager,
the evaluation results can be used as a reference for the following year's work plan, the strategies to be created, as well as the strengths and
weaknesses of past work plans, which can be used as experience and material for designing a sustainable work plan.(Aschauer & Quick,
2024)..

Monitoring activities can be carried out actively or passively. Passive monitoring means that employees are unaware that their work is
being monitored by their superiors, such as monitoring through email, the internet, or computer activity.(Campbell et al., 2023).. Passive
monitoring activities are activities that are known to the employees concerned, so that employees work well or pretend to work well because
they are aware that monitoring activities are being carried out.(Sal-Sabilla Narita Kusnadi & Nanda Wahyu Indah Kirana, 2023).
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Fig. 1: COSO Framework.

Data Source: Internal Control Integrated Framework.
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2.3. Moral hazard

Moral hazard is the potential for dishonesty and carelessness on the part of the insured or beneficiary, which can increase losses. According
to Keraf, morality is a system of values about how we should live well as human beings. These ethical values, understood and believed in,
will be realized in real life, while hazard refers to something harmful.(Srimindarti et al., 2022).. In the insurance industry, moral hazard
behavior is very dangerous because it can damage the moral order and is contrary to the principles of the insurance industry.

Research indicates that both internal and external factors can contribute to moral hazard in Islamic banking. One factor contributing to
moral hazard is the imbalance of information.(Castillo & Mora-Valencia, 2023)Moral hazard is a type of asymmetric information, where
one party can observe business management, while another party, who also has an interest, cannot observe it.(Salman, 2023)In the context
of insurance companies, moral hazard can occur due to negligence or deliberate mismanagement of customer funds, which can result in
losses for the Company and impact the insurance company's ability to pay customer claims that are due.

External moral hazard for insurance companies can occur when customers take negligent or deliberate actions that result in losses, leading
to claims that the insurance company should not cover. Moral hazard can lead to serious financial imbalances, impacting claims reserves
and asset liquidity. If insurance companies fail to manage risk effectively, it can lead to losses that may result in financial crises.

Moral hazard is a situation where one party is exposed to a risk that is unobservable by the other party, which can lead to irresponsible
behavior. In the context of insurance companies, moral hazard can occur when policyholders feel protected from risk and engage in risky
behavior. According to(Basu & Grace, 2022)Insurance companies need to develop strategies to reduce moral hazard, such as applying
deductibles to claims or conducting stricter audits of submitted claims.

AJB Bumiputra must address moral hazard in its underwriting and claims policies. By implementing stricter controls and conducting more
in-depth claims verification, the Company can mitigate potential losses due to moral hazard. Furthermore, educating policyholders about
the risks and their responsibilities is crucial to minimizing risky behavior.

3. Methodology

This research design uses design thinking, which was first put forward by John E. Arnold in his book "Creative Engineering" in
1959.(Mukhtaromin, 2022). Design thinking is a design methodology that employs a solution-oriented approach to problem-
solving.(Yulius et al., 2022). Design thinking is very appropriate to be used in the case of the crisis that hit AJB Bumiputra 1912, because
the crisis that hit this Company was very complex and complicated.

Design Thinking is a methodological approach that focuses on problem-solving by prioritizing user needs and experiences. This approach
combines creativity and analysis, making it highly relevant in research aimed at understanding human behavior. The following are the
methodological steps in research using the Design Thinking approach: first, Empathize, which aims to understand the needs, problems, and
experiences of users (stakeholders). Second, Problem Definition, which aims to process and analyze the collected data to define the problem
that needs to be solved. Third, Ideate, which aims to generate creative ideas as solutions to the problem defined through brainstorming and
Mind Mapping.

The Design Thinking approach in research methodology provides a flexible and creative framework for understanding and solving
problems. By focusing on developing user-centered solutions, this research can generate insights and innovations that are more relevant to
the real needs of society. Design thinking utilizes the COSO framework as an indicator to explore the financial crisis, as evidenced by
customer claim defaults that occurred at AJB Bumiputra 1912. Using five COSO indicators can explain the problems that occurred in the
Management at AJB Bumiputra 1912.

Data collection was conducted through in-depth interviews with several knowledgeable individuals who have a deep understanding of the
insurance industry. The quality of the research is determined by the informants selected as data sources. Therefore, the researchers chose
informants who are well-versed in the crisis that hit AJB Bumiputra 1912, such as former directors, former commissioners, the Financial
Services Authority (OJK) in the field of insurance industry supervision in Indonesia, insurance observers/insurance experts, and academics.
The researchers used triangulation to maintain data validity by comparing interview data with observations, documentation, and electronic
data. Furthermore, data was also compared with electronic documents such as webinars and seminars held online.

4. Research Result

4.1. Factors causing the financial crisis at AJB Bumi Putra

Interviews with former directors and insurance experts indicate that the financial crisis experienced by AJB Bumiputra 1912, one of the
largest and oldest insurance companies in Indonesia, was caused by several factors. The following are some of the main causes that can be
identified:

1) Moral Hazard. At the beginning of its establishment in 1912, AJB Bumiputra 1912 was founded on the principles of family,
cooperation, and national spirit, to improve the welfare of the community. AJB Bumiputra 1912 is the oldest and second largest
insurance company in Indonesia, with 20 regional offices and 341 branch offices. As time went by, the leadership relay from the
founding father to the next generation began to experience moral distortion, so that the leadership had forgotten the initial philosophy
of the Company's founding. Collusion and corruption occurred at the top level between the directors and the member Representative
Body; this was the beginning of the crisis.

2) Ineffective Financial Management: An imbalance in asset and liability management can lead to a liquidity crisis. Inappropriate or
overly risky investment decisions often have negative impacts. Poor fund management, suboptimal fund utilization, and the inability
to meet claim obligations promptly are signs of problems in financial Management.

3) Shrinking Reserves: Claim Reserves, namely the inadequate availability of reserves to pay claims, as well as the inability to calculate
appropriate actuarial reserves, are one of the main causes of financial instability. Declining Premium Income, namely a decrease in
income from insurance premiums accompanied by increased risks and claims, can reduce reserves that should be used to pay claims.

4) Internal Problems. Poor human resource quality, lack of training, and development within a company can impact operational efficiency
and effectiveness. Corporate Culture and Risk Management: A culture that lacks transparency and an inability to systematically identify
and manage risks can worsen a company's financial situation.
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5) Third, Crisis of Trust from Customers.Assurance and Quality of Service: When a company experiences difficulty fulfilling claims or
delays in payments, customer confidence decreases and can lead to customers canceling their policies. Negative Corporate Image:
Negative news about the Company's financial performance and customer dissatisfaction leads to the loss of clients.

6) Macroeconomic Conditions.Recession and Declining Economic Growth: Unstable economic conditions can impact the insurance
industry. Decreased purchasing power hinders premium growth and can increase claims. Unfavorable Interest Rates: Interest rate
volatility can impact insurance companies' investment income.

7) Regulatory and Compliance Policy.Regulatory Changes: Changing government policies can create new challenges for insurance
companies in terms of compliance and business model adjustments. Inadequate Reforms: Changes in organizational structure or
ineffective operational methods to adapt to new regulations can trigger crises.

8) Increasing Competition.Market Shifts: The emergence of new insurance companies and disruptive technologies, such as InsurTech, in
the insurance industry creates significant competitive pressure. Slow Product Innovation: The inability to deliver attractive insurance
products that meet market needs can lead to a loss of market share.

The financial crisis experienced by AJB Bumiputra 1912 was the result of a combination of interrelated internal and external factors. To

prevent a recurrence of a similar situation in the future, the Company must conduct a comprehensive evaluation of its financial management

policies, operational transparency, and ability to adapt to market and regulatory changes.

4.2. Causes of the financial crisis: perception of the COSO framework

1) Perception of Control Environment

The Control Environment is the primary foundation for running other Committee of Sponsoring Organizations components, such as Risk
Assessment, Control Activities, Information and Communication, and Monitoring Activities. This means that if the Control Environment
operates effectively and efficiently, then the other components will also function effectively and efficiently, and vice versa. The Control
Environment consists of six principles, namely (a) Commitment to integrity and ethical values. (b) Carrying out supervisory
responsibilities. (c) Establishing the structure of authority and responsibility (d) Commitment to competency values (e) Encouraging
Accountability.

Interview results indicate that the control environment is a crucial component of Bumiputra Insurance's internal control framework. This
environment encompasses various aspects that influence organizational culture, management philosophy, and operational structure. All of
these elements interact to support the achievement of the Company's business objectives. In this context, it is important to understand that
if the control environment is not functioning properly, various problems can arise, which in turn can disrupt the continuity and success of
the Company's operations.

One of the problems that can arise from a weak control environment is the lack of a culture of integrity and ethics. A company culture
lacking integrity can create an atmosphere where abuse of power and fraud are more likely to occur. For example, suppose employees do
not feel committed to the Company's ethical values. In that case, they may be more likely to engage in actions detrimental to the Company,
such as manipulating financial data or embezzling funds. In the long term, this will not only impact the Company's reputation but can also
result in significant financial losses. Therefore, Bumiputra Insurance must instill the values of integrity and ethics in every aspect of its
operations.

Connecting all the points above, we can see that a strong control environment is crucial to the sustainability and success of Bumiputra
Insurance. A strong culture of integrity and ethics will create a positive work environment, where employees feel valued and motivated to
contribute optimally. Furthermore, a clear and effective control structure will support better decision-making, enabling managers to make
strategic and profitable choices for the Company. Finally, by complying with applicable regulations, Bumiputra Insurance can avoid legal
risks and maintain its public reputation.

The control environment serves as the foundation for effective internal control at Bumiputra Insurance. By strengthening a culture of
integrity and ethics, improving decision-making processes, and ensuring regulatory compliance, the Company will be able to face existing
challenges and achieve sustainable success. Therefore, it is crucial for Management to actively manage and monitor this control
environment to create a healthy and highly competitive organization.

a) Commitment to integrity and ethical values.

An interview with a former Independent Commissioner demonstrated a commitment to integrity and ethical values. The interview revealed
that AJB Bumiputra 1912 Insurance has experienced a significant decline in integrity since the 1980s. According to the former
commissioner, this decline was caused by the ineffectiveness of the leadership relayed to the next generation. AJB Bumiputra 1912
Insurance itself was founded in 1912, during a time when the Company's founders highly valued the values of integrity, a spirit of
togetherness, and cooperation. These values served as the foundation for the Company's sustainability and development, which has survived
through various eras, from the Dutch colonial period to the Japanese occupation, and finally into the era of Indonesian independence.
Throughout its history, Asuransi AJB Bumiputra 1912 has weathered numerous challenges and changes. During the colonial era, the
Company struggled to survive despite adverse conditions. The Company's founders, with a clear vision, successfully built trust within the
community. They instilled noble values that underpinned the Company's operations, such as honesty, transparency, and commitment to
customers. However, over time, particularly since the 1980s, these values have begun to fade.

The moral degradation occurring within the Management of AJB Bumiputra 1912 is currently very worrying, particularly among top
Management, where decisions are oriented more toward personal interests than those of the Company and its customers. The leadership's
audacity to violate AJB Bumiputra 1912's articles of association indicates a serious integrity crisis. One striking change is the process of
electing the Member Representative Body (BPA), which is no longer conducted democratically. Previously, BPA members were elected
by policyholders, but now they are chosen by branch managers. This has resulted in a reduction in policyholder representation and created
dissatisfaction among customers.

The change in the number of BPA members has also come under scrutiny. From the eleven members stipulated in the articles of association,
only five remain. This reduction not only reduces representation but also diminishes the effectiveness of oversight of the board of directors'
policies. With fewer members, the possibility of strict oversight of the board's actions is reduced. This creates room for abuse of authority
and non-transparent decision-making.

The journey of AJB Bumiputra 1912 Insurance, spanning over one hundred years, demonstrates the importance of integrity in the business
world. The decline in integrity that has occurred since the 1980s is a call for a thorough evaluation of the management structure and
organizational culture. By restoring the noble values that are the foundation of the Company, AJB Bumiputra 1912 can not only maintain
its existence but also thrive in the future. Integrity must be a core commitment held firmly by every individual in the Company, so that
customer trust can be rebuilt and the Company's reputation can be restored.
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b) Carry out supervisory responsibilities.

More broadly, this situation illustrates the crisis of trust that can occur in the insurance and investment industries. When financial
institutions fail to account for their investment decisions, this can have broader negative impacts, including a loss of trust from customers
and investors. Trust is the foundation of every business relationship, and once lost, it is very difficult to restore. Therefore, Management
must focus not only on short-term profits but also consider the long-term impact of every decision.

Allegations of moral hazard in the implementation of oversight responsibilities at AJB Bumi Putra reflect a broader problem in corporate
governance. Violations of ethics, regulations, and contracts not only harm the Company financially but also erode public trust in the
insurance industry as a whole. To prevent a recurrence of similar incidents, stricter oversight, clear criteria for appointing investment
managers, and a strong commitment from Management to act transparently and responsibly are needed. Only in this way can financial
institutions rebuild trust and ensure the sustainability of their operations in the future.

c) Establishing the structure of authority and responsibility

Referring to the Articles of Association of AJB Bumiputra 1912, the structure of authority and responsibility is well-defined. The
organizational structure consists of a Member Representative Body elected directly by policyholders, consisting of 11 people representing
policyholders throughout Indonesia. The ownership structure of AJB Bumiputra 1912 can be seen in Figure 2. The duties of the Member
Representative Body include appointing and dismissing commissioners and directors. The Commissioners function to supervise the
directors. Supervision by the Board of Commissioners is very necessary to ensure the effectiveness of the implementation of intra-group
transaction risk management and compliance with applicable provisions. The authority and responsibility of the Board of Commissioners
in implementing intra-group transaction risk management are as follows: (a) Approve the intra-group transaction risk management policy.
(b) Evaluate the accountability of the Board of Directors and provide direction for improvements in the implementation of intra-group
transaction risk management policy.

The authority and responsibility of the Board of Directors in intra-group transaction risk management are as follows: (a) Understand the
intra-group transaction risks inherent in the financial conglomerate. (b) Prepare and determine intra-group transaction risk management
policies. (c) Be responsible for implementing intra-group transaction risk management. (d) Ensure that each entity in the financial
conglomerate implements intra-group transaction risk management. (¢) Monitor intra-group transaction risks periodically. (f) Develop a
risk culture as part of implementing intra-group transaction risk management. (f) Ensure that the implementation of intra-group transaction
risk management is free from conflicts of interest between the financial conglomerate and individual LJK.

Regional | Representative Sumatra Section

Regional Il Representative Sumatra Section

Regional IIl Representative Southern Sumatra
Regional IV Representative DKI Jakarta
; Member Commissioners

Regional V Representative West Java Representative 4

/ Body Directors
Regional VI Representative Central Java
Regional VIl Representative East Java
Regional VIII Representative Baliand NTT
Regional IX Representative Kalimantan

Regional X Representative Sulawesi
Fig. 2: Ownership Structure of AJB Bumi Putra.

Source: AJB Bumiputra's 1912 articles of association

However, in practice, violations occur starting from the election of the Member Representative Body as explained above, and collusion
occurs at the top management level involving the Member Representative Body, Directors, commissioners, and branch managers, so that
violations such as violations of the articles of association, financial embezzlement are easily committed. The peak of moral hazard occurs,
so that it is out of control, if Management loses control and the organization becomes out of control, undesirable things can happen. Very
severe damage peaks impact the Company's ability to pay customer claims that accumulate from year to year, reaching substantial values.
d) Commitment to competency values

Since the 1980s, the insurance company AJB Bumiputra 1912 has begun to abandon its original spirit of togetherness and cooperation. As
a result, it no longer commits competence. AJB Bumiputra 1912's executives prioritize power and certain groups, prioritizing only the
interests of their own group.

The executives of the AJB Bumiputra 1912 insurance company took steps to dismiss people who were considered to be at odds with their
thinking, people who worked professionally and had competence in the field, such as dismissing commissioners and directors.

Collusion among some AJB Bumiputra 1912 executives led to the Company's closure, the absence of required annual financial reports,
and the failure of internal controls, including independent audits of financial reports. On June 22, 2020, it was discovered that two
commissioners were concurrently serving as both commissioner and president director. Commissioner ES was also acting as the acting
director of finance and the acting director of engineering.

An interview with the Former Director of AJB Bumiputra 1912 stated that there had been collusion between the Member Representative
Body, commissioners, and the board of directors. These three institutions play a very strategic role in creating Good Corporate Governance,
but in fact, collusion had occurred in order to secure their respective interests. The Member Representative Body in these two periods was
no longer elected by the policyholders (shareholders but was appointed by the board of directors), the duties and authorities of the
Commissioners were no longer functioning and the board of directors carried out their duties no longer referring to the articles of
association, such as the non-functioning internal audit, there were no periodic financial reports.

e) Promoting Accountability.

AJB Bumiputra 1912 Insurance Company faced a concerning situation between 2018 and 2020, during which it ceased to prepare financial
reports that were accountable to policyholders and shareholders. This situation created deep concern among policyholders, who should
have relied on transparency and accountability from the insurance company they trusted. The annual Members' Meeting, typically a crucial
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forum for conveying information and soliciting input from shareholders, was also not held. This indicates a lapse in the Management and
governance of the Company, which should adhere to the basic principles of transparency and accountability.

From data obtained through various sources, including interviews with insurance experts, former directors, and former commissioners, as
well as information conveyed by the mass media, it can be confirmed that AJB Bumiputra 1912 did not implement the Control Environment
framework. The control environment is the foundation of the internal control system, encompassing values, ethics, and organizational
structure that support the achievement of company goals. When an organization ignores this aspect, certainly, other principles of COSO
(Committee of Sponsoring Organizations of the Treadway Commission) will also not be able to run properly.

In conclusion, the situation faced by AJB Bumiputra 1912 between 2018 and 2020 provides valuable lessons on the importance of a control
environment in insurance company governance. Without a robust internal control framework, not only is the Company's performance at
risk, but public trust in the insurance industry as a whole is also at risk. Therefore, it is crucial for all stakeholders, including regulators, to
ensure that insurance companies adhere to the principles of good governance in order to create a more transparent and accountable industry.
2) Perception Risk Assessment

The Control Environment is a crucial foundation within the COSO (Committee of Sponsoring Organizations of the Treadway Commission)
framework. As the umbrella term for all other COSO components, the Control Environment creates a conducive environment for risk
management and internal control within an organization. Without a robust Control Environment, the implementation of other components,
such as Risk Assessment, will not be effective. This demonstrates that the Control Environment is not merely a supporting element but the
core of the entire control system.

Referring to AJB Bumiputra's 1912 articles of association, the primary objective of intra-group transaction risk management is to regulate
and supervise financial conglomerate transactions by prioritizing the principle of prudence. This principle is crucial in the context of risk
management, as intra-group transactions often involve significant amounts of funds and can impact the financial stability of the entire
conglomerate. For example, in practice, if one Financial Services Institution (FSI) experiences losses due to poorly managed transactions,
the impact can spread to other FSIs within the same conglomerate. Therefore, strict supervision and clear regulations regarding intra-group
transactions are essential to minimize this risk.

Effective risk management also serves to ensure that potential negative impacts arising from interdependence between financial services
institutions (FSI) are minimized. This interdependence can be direct, such as when one FSI lends to another, or indirect, as when market
fluctuations impact the value of investments held by several FSIs within the same conglomerate. For example, if one FSI experiences
liquidity difficulties, this can lead to a decline in market confidence, which in turn impacts the share value of other FSIs. Therefore, it is
crucial for risk management to conduct an in-depth analysis of potential risks and formulate appropriate mitigation strategies.

The Control Environment serves as a crucial foundation for the broader control system, and without it, the entire risk management process,
including Risk Assessment, will not be effective. Referring to the risk management objectives of AJB Bumiputra 1912's intra-group
transactions, we can see the importance of strict oversight and regulation in preventing potential losses caused by interdependence between
financial services institutions (FSI). The alleged investment fraud case in the capital market highlights the need for more in-depth audits
and analysis to ensure the integrity of the existing investment system. Therefore, building an organizational culture that supports ethics and
transparency is a crucial step in creating a healthy and sustainable environment for risk management.

3) Perception of Control Activities

Referring to the articles of association of AJB Bumiputra 1912, the implementation of Control Activities encompasses four components
that are crucial for maintaining the integrity and efficiency of the Company's operations. First, oversight by the Board of Commissioners
and the Board of Directors is crucial. The Board of Commissioners is responsible for overseeing the policies and strategic decisions taken
by the Board of Directors. In practice, this oversight is not merely a formality but must involve an in-depth analysis of the Company's
performance. For example, in monthly meetings, the Board of Commissioners should carefully evaluate financial reports and operational
performance and provide constructive feedback. However, if this oversight is not carried out effectively, deviations can occur that are
detrimental to the Company.

Second, the adequacy of policies, procedures, and the establishment of risk limits for intra-group transactions is also crucial. Clear policies
and standardized procedures will help minimize the risks that may arise from uncontrolled inter-group transactions. For example, a policy
setting a maximum transaction limit between subsidiaries can prevent high-risk transactions that could harm the Company as a whole.
However, this policy must be implemented consistently and closely monitored to prevent abuse.

Third, the adequacy of the process for identifying, measuring, monitoring, and controlling intra-group transaction risks is equally important.
This process must be carried out systematically and continuously to ensure that any potential risks are detected early. For example, the use
of sophisticated risk management software can help companies identify and measure risks that may arise from intra-group transactions.
With effective monitoring, companies can take necessary mitigation measures before these risks become larger problems. However, a
common challenge is the lack of accurate and relevant data to support this process.

Fourth, a comprehensive internal control system for implementing intra-group transaction risk management is vital. This system must cover
all aspects of the Company's operations and must be well integrated to function effectively. For example, regular internal audits can help
assess the effectiveness of this control system. With proper audits, any weaknesses in the system can be identified and corrected. However,
if the audits are not conducted independently or if the audit results are not acted upon, the internal control system will not function properly.
In conclusion, the implementation of Control Activities at AJB Bumiputra 1912 requires serious attention from all parties, especially the
Board of Commissioners and Directors. The four components discussed—supervision, policies and procedures, risk identification and
control processes, and internal control systems—must be integrated and implemented consistently. Without commitment and integrity from
all parties, including the prevention of collusion, the goal of maintaining the Company's health and sustainability will be difficult to achieve.
Therefore, it is crucial for the Company to continuously evaluate and improve every aspect of its Control Activities to achieve optimal
performance and maintain stakeholder trust.

4) Perception of Information and Communication

Interviews with former directors revealed that the implementation of the Information and Communication system at AJB Bumiputra 1912
was no longer effective. This demonstrates the Management's inability to manage the Company's internal and external communications.
Management tends to be secretive, especially regarding financial information, which should be transparent to maintain the trust of
customers and other stakeholders. When information is not communicated clearly, this creates loopholes that can be exploited by certain
parties to spread misleading information, which in turn can harm the Company itself.

Interviews with informants revealed a public lie perpetrated by Bumi Putra's Management. Management, even down to the branch office
level, claimed the Company's legal status was a State-Owned Enterprise (BUMN). This statement was clearly highly misleading, as many
customers assumed they were investing in a company that was secure and guaranteed by the state. Consequently, many customers felt
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deceived when they learned the truth: AJB Bumiputra 1912 did not have BUMN status. This created deep dissatisfaction and
disappointment among customers, who felt their right to accurate information had been violated.

The situation facing AJB Bumiputra 1912 highlights the importance of transparency and effective communication in corporate
Management. Public misconduct by Management not only harms customers but can also damage the Company's reputation in the long
term. Customers have the right to clear and accurate information regarding the Company's status and the risks they face. Therefore,
Management must take immediate corrective measures, including improving communication systems and educating customers about the
products they offer. This way, the Company can rebuild customer trust and create stronger relationships in the future.

5) Perception of Monitoring Activities

Referring to AJB Bumiputra's 1912 articles of association, monitoring of intra-group transactions is carried out by considering several
important aspects that play a role in maintaining the Company's financial integrity and transparency. First, the composition of the inherent
risk parameters for intra-group transactions, as listed in the integrated risk profile report, is crucial. These parameters encompass various
indicators that provide an overview of the potential risks arising from transactions conducted between entities within the group. For
example, if an entity within the group has a high level of debt, this can affect the ability of other entities in the group to meet their financial
obligations. Therefore, careful monitoring of these parameters is crucial to prevent future risks from occurring.

Interviews with former Commissioners of AJB Bumiputra 1912 revealed that weak monitoring of intra-group and extra-group transactions
was one of the causes of Bumi Putra's financial crisis. In such a situation, a deeper analysis of the factors contributing to this weak oversight
is crucial. One possibility is the lack of competent human resources for effective monitoring. If the responsible team lacks adequate
expertise, the risk of errors in transaction oversight increases.

4.3. Solutions to overcome the financial crisis at AJB Bumiputra 1912

AJB Bumiputra 1912 was declared to be experiencing a financial crisis in 2016. That year, the Financial Services Authority (OJK) identified
several issues in the Company's financial and operational Management, which resulted in the Company being unable to meet its claims
obligations to its customers and policyholders. According to the 2021 audited financial report, Bumiputra's assets were recorded at IDR
9.5 trillion, and its liabilities at IDR 32.8 trillion, resulting in a difference of IDR 23.3 trillion between assets and liabilities, which exceeds
its liabilities.

Starting in 2023, the Management was asked by the OJK to create a Company Financial Recovery Plan (P-RPK), where the OJK supervises
the implementation. The Company Financial Recovery Plan consists of (1) selling fixed assets to become liquid assets, (2) Reducing
Benefit Value, (3) Rationalizing HR, and (4) Organizational Restructuring. This is in accordance with OJK Letter No.S-20/D.05/2024
dated July 1, 2024, regarding the Statement of No Objection to the Revised Financial Recovery Plan of AJB Bumiputera 1912.

1) Selling tangible assets into liquid assets

The Company's first strategic move was to convert fixed assets into liquid assets. Fifty percent of the proceeds from the sale were allocated
to pay out outstanding claims, with the remainder being invested. This effort aimed to reduce outstanding claims and improve the
Company's liquidity ratio, while the investment was expected to boost profits.

2) Benefit Value Deduction

The second strategy is Benefit Reduction. AJB Bumiputra 1912 is a purely private company in the form of a mutual fund. The uniqueness
of AJB Bumiputra 1912's business entity structure presents different challenges than those of other insurance companies, thus requiring
distinct solutions. Bumiputra's mutual fund business entity structure has consequences for policyholders. If the Company experiences
losses, all policyholders must bear the losses proportionally based on their insurance premiums.

The Benefit Reduction (PNM) policy outlined in the Financial Recovery Plan is the best course of action to save policyholders by
continuing the business of AJB Bumiputera 1912. This step was taken with a heavy heart, as we fully understand the difficulties faced by
policyholders. The benefit reduction represents a compromise the Company must take to ensure the joint venture continues and
policyholders receive delayed claim payments at a 50% reduction.

3) Organizational restructuring

The third strategy for corporate recovery is a service office reorganization program by resizing or restructuring AJB Bumiputera 1912's
operational offices across Indonesia. As of June 30, 2022, AJB Bumiputera 1912 had 2,017,940 policyholders. These included 1,572,832
individual policyholders and 445,108 group insurance policyholders. Based on AAJI data from the fourth quarter of 2022, Bumiputera
ranked second out of 60 life insurance companies operating in Indonesia in terms of policyholders.

To increase the efficiency of the Company's operational costs, the Operational Offices, consisting of 20 (twenty) Regional Offices, were
merged into 11 (eleven) Regional Offices. 341 (three hundred and forty-one) Branch Offices were merged into 100 (one hundred) Branch
Offices.

4) Human Resource Rationalization

The fourth strategy for corporate health is a human resource rationalization program by reducing the number of employees, in order to
achieve ideal organizational conditions for the sake of achieving the efficiency of the Company's operational performance. Human
Resource Rationalization is a follow-up to the merger of services and administration in operational offices. Human Resource
Rationalization is carried out in stages over 8 (eight) months by considering the process of merging services and administration in
operational offices, as well as the availability of funds from property asset conversion or other sources. The number of employees who
underwent rationalization is 734 employees from 1,100 employees, so that currently the number of employees is 366.

5) COSO Framework Perception Solution

AJB Bumiputra 1912's recovery strategy requires all policyholders to return to the Company's original spirit, namely ethical values and
management philosophy in accordance with the COSO framework. All stakeholders must return to the spirit of cooperation that prioritizes
shared interests and benefits. Second, the establishment of a Member Representative Body to represent policyholders. Third, the Member
Representative Body elects directors and commissioners who are professional and have high integrity. Fourth, all policyholders are willing
to bear the Company's losses proportionally.

Encouraging stakeholders to return to their original nature, referring to the COSO framework, means returning company management to
the basic principles of ethics, transparency, and integrity that should be the foundation of Bumiputra Insurance's operations. This could
include various efforts to strengthen Management, improve performance, and rebuild stakeholder trust. Strategic steps that can be taken
include Corporate Culture Improvement, which involves building or strengthening a corporate culture focused on ethics, integrity, and
regulatory compliance. This includes fostering core values among all employees and Management.
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5. Conclusion

The financial crisis experienced by AJB Bumiputra 1912 was the result of a combination of interrelated factors, including ineffective
Management, violations of internal control principles, and a loss of integrity within the organizational structure. This study shows that the
implementation of the COSO Framework, particularly in the aspects of Control Environment, Risk Assessment, Control Activities,
Information and Communication, and Monitoring Activities, is crucial to improving the Company's condition and avoiding similar crises
in the future.

Data shows that the severe solvency crisis, with unpaid claims reaching 32 trillion rupiah, reflects weaknesses in risk management and
internal controls. Therefore, strengthening management integrity and implementing COSO principles are crucial steps to restore customer
and stakeholder trust. Awareness of the importance of transparency, accountability, and ethics in corporate governance must be a top
priority to create a healthy organizational culture.

As a recovery measure, AJB Bumiputra needs to implement a Financial Recovery Plan that includes the sale of fixed assets for liquidity,
areduction in policyholder benefits, and organizational restructuring and human resource rationalization. Implementation of these measures
is expected to increase the Company's liquidity and improve its overall financial performance.

6. Suggestion

From the results of this study, several suggestions can be given to AJB Bumiputra and other insurance companies in Indonesia:

1) Implementing the COSO Framework: All insurance companies must comprehensively implement the COSO Framework to strengthen
internal control and risk management. Training and outreach on COSO principles should be conducted for all levels of Management
and employees.

2) Building an Ethical Culture: It's crucial to build an organizational culture that prioritizes ethics and integrity. Companies must educate
employees about ethical values and the importance of regulatory compliance.

3) Strengthening Internal Audit: The internal audit function must be strengthened to ensure that all policies and procedures are properly
followed. Independent and transparent audits can help detect and prevent potential abuse.

4) Information Transparency: Companies must commit to providing accurate and transparent information to policyholders and other
stakeholders. This will rebuild public trust in insurance companies.

5) Collaboration with Regulators, Insurance companies need to establish good relations with the Financial Services Authority (OJK) to
ensure compliance with regulations and obtain guidance in risk management.
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