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Abstract

The condition of mining companies that exploit natural resources in their business processes underline this research to emphasize on social
and environmental issues. After twelve years of government regulation on CSR practices, this study investigates the factors that influence
mining companies in disclosing information about corporate social responsibility based on legitimacy, stakeholders, and agency theory.
Thus, independent variables are foreign ownership, company size, leverage, and the board of commissioners. The dependent variable is
the corporate social reporting disclosure that is measured using GRI indexing. For sampling, we have used thirty-four Indonesian mining
companies listed in IDX during the 2014-2018. out of which only fifty-two companies meet the sample criteria. All data should pass the
classical assumption test to get the best estimator. Multiple linear regression is used to test the hypothesis, and the results show that the
model is good, and can explain 60% of the dependent variable. Based on F-test, all four variables affect CSR practices simultaneously. The
findings of this study suggest that foreign ownership and firm size influences CSR disclosure in a positive direction. However, this study
did not support the hypothesis that leverage negatively affects CSR disclosure and board size measures positively affect CSR disclosure.
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1. Introduction

The contribution of Mining companies in Indonesia’s GDP
in the second quarter of 2018 and 2019, amounts to 7.77% and
7.38% respectively (Priyanka, 2019). Besides, labor absorbed
in 2017 amounted to 935,753 (Central Bureau of Statistics,
2017). On the other hand, people around the business still felt
the negative impact of excessive use of mining and natural
resources. According to the Ministry of Environment and
Forestry, during 2017-2018, eleven mining companies were
found guilty of polluting the environment and were subjected
to different sanctions (Amelia, 2019). It was made clear that a
company should not only serve the interests of internal parties
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such as the management and the shareholdcrs,glt also must pay
attention to the environment and interests of the people. When it
isdone, then the company can run its business activities properly
without causing conflict with the community or the surrounding
Bivironment. Companies need to provide information about
corporate social and environmental responsibility fHidayat,
2017). In line with the theory of legitimacy, the disclosure
of Corporate Social Responsibility (CSR) aims to convince
stakeholders that the company has been operating according to
the nornms and rules of the society.

Increased industrial activity in Indonesia has also
resulted in broader impacts. The negative impact arising
from industrial activities in Indonesia has compelled the
[ ernment, the community, and business people to make
regulations regarding tfffJimplementation and disclosure
of CSR. According to Kotler and Lee (2005), CSR is a
company’s commitment to improve society’s welfare through
the contribution of company resources and suitable business
activities. CSR includes activities in the economic, social,
and environmental fields. The form of responsibility can be
in the form of environmental improvement, improvement in
the quality of employees, and the community through the
awarding of scholarships and contributions to improving the
infrastructure of the surrounding area (Carroll, 1991).
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Disclosure of CSR has been regulated in Eiw of the
Republic of Indonesia number 40 of 2007, article 66, and
paragraph 2 C concerning Limited Liability Companies,
which explains the directors’ obligation to disclose CSR in
the annual report. Although the regulation has been in force
for 12 years, the majority of companies in Indonesia are still
not aware of the importance of doing CSR. Referring to the
news reported by Kompas (2016), Abdul Malik, one of the
Representatives of Commission VIII of the Indonesian House
of Representatives says that even though laws relating to the
implementation and disclosure of CSR already exist, in terms
of accountability and transparency, CSR activities are still
considered low. CSR disclosure in the annual report is still
lacking as there are no specific regulations that explain the
disclosure of CSR information in detail and as Zult the form
and content in CSR reports tendfpe varied. In line with the
research of Jain et al. (2015) that there is no explicit legislative
control regard CSR reporting in Asia Pacific countries.

Based on Law of the Republic of Indonesia No. 40 of
2007 concerning Limited Liability Companies article 74
paragraph 1, companies whose operational activities have
an impact on natural resources must carry CSR activities.
Mining companies are one of the sectors that deal directly
with natural §Epurces with specific laws related to CSR.
According to Law of the Republic of Indonesia No. 4 0o 2009
concerning Mineral and Coal Mining, holders of Mining
Business Licenses are required to arrange community
development and @npowerment. Although CSR is a little
difffent from the Limited Liability Company Law, the core
of Law of the Republic of Indonesia No. 4 of 2009 is aimed
at the interests of the surrounding community.

Research in 2016 by the National University of Singapore

S) Business School, showed that based on items issued
by the Global Reporting Initiative (GRI), the quality of
reporting and CSR practices in Indonesia ranked third with
a value of 48.4 after Thailand (56,8) and Singapore (48.8).
Thes@Bksults indicate that Indonesia’s concern regarding
CSR is still relatively low compared to other Asian countries
(Suastha, 2016).

Severanlctors influence the extent of CSR disclosure,
including foreign ownership, size, leverage, and size of
the board of commissioners. Research Hu et al. (2016) in
China found that foreign ownership plays an essential role
in making decisions regarding CSR disclosure. Likewise,
Sunreni (2016) found that foreign ownership in mining
companies affected CSR disclosure. At the same [,
Waluyo (2017) and Giannarakis (2014) found that size had a
significant effect on CSR disclosure. Besides, Oktavianawati
and Wahyunilm (2019) and Habbash (2016) found
that leverage has a significant effect on CSR disclosure.
Chelsya (2018) and Hermawan am?unardi (2019) study
found a significant influence on the size of the board of
commissioners’ variables on CSR disclosure.

Following 12 year implementation offfJSR disclosure, it
is crucial to examine further the effect of foreign ownerfg&p,
size, leverage, and size of the board of commissioners on CSR
disclosure in the mining sector listed on the Stock Exchange.
2. Literature Review

2.1. Legitimacy Theory

Legitimacy 1s the alignments of mdividuals or organizations
sensitive to the state of the swrounding environment by
focusing on relations with the community so that operational
activities are following the existing norms and rules system in
the community (Mousa & Hassan, 2015). By considering being
legitimate, the company’s business activities can be sustainable
without any restrictions from the surrounding community.

In line with the theory of legitimacy, companies need
to develop CSR programs and express them so that the
community believes and can accept the company’s presence
well. This is due to the fact that a company’s activity
can be influenced or be influenced by the community
(Novitasari & Bernawati, 2020). Likewise, according
to Kotler and Lee (2005), companies that comply with
surrounding requirements and regulations will be free from
the supervision of central and local government entities as
well as international community or organizations (Kang &
Hwang, 2018). To avoid monitoring from authorities as well
as from the international community, a company needs to
E3:1ose their CSR activities to the public. Disclosing their
activities will enhance the reputation and legitimacy of the
company and avoid rejection of the surrounding community.

2.2. Stakeholder Theory

Stakeholders are people or groups of people who have
rights and interests in the company’s operations and decisions.
Management needs to determine who their stakeholders
are, including employees, the public, investors, creditors,
consumers, and shareholders (Carroll, 1991). According to
Nguyen et al. (2020), companies in operation should not only
aim for profitability but also must consider the interests of
stakeholders. Use of media can be done for CSR implementation
and disclosure to communicate CSR activities to management
and other stakeholders. In this way, the stakeholders will
consider valuable CSR implementation to support the business
processes. According to Lee and Kwon (2017), the high CSR
performance level contributes to the company’s reputation that
can attract foreign investors. Thus foreign investors are one of
the stakeholders who have a significant nfluence in making
decisions regarding CSR disclosure. Yoon and Lee (2019)
prove that more the Korean companies disclosed the CSR
information, smaller was the information asymmetry. This
means the investor values the CSR information published.
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2.3. Agency Theory

According to Jensen and Meckling (1976), agency
theory is a contractual engagement between principals and
agents to carry out principal’s best interests. Agents include
suppliers, creditors, shareholders, and managers. m,rever,
each of these parties’ interests can be different, and the agent
will not always act in the best interests of the principal so
that it can lead to agency conflict (Waluyo, 2017). That is
why supervision is needed so that management does not act
adversely. Various proxies can reflect the supervisory role,
including lenders who will demand that management not
violate the boundaries of the debt agreement.

2.4. Foreign Ownership and CSR Disclosure

Stakeholder’s theory contended that disclosure is to
satisfy the data needs of various stakeholder (Jahid et al.,
2020). In line with stakeholder theory, if a company has a
trade or ownership agreement with a foreign party, it will
disclose CSR-related information more broadly (Asrida,
2011). Do (2017), Hu et al. (2016), and Sunreni (2016)
also found that the concerns and responsibilities of foreign
shareholders regarding social and environmental issues are
profound. Examples of countries that are more concerned
with environmental conditions are America and Europe
(Sunreni, 2016). Foreign investors from countries with
high concern for CSR and the environment will attract the
attention of various international communities. Studies by
Prahalad and Hammond (2002) and Kang and Hwang (2018)
reveal that the international community often criticizes and
has issues with a company which has a sizable foreign
ownership and multinational market but shows the social
welfare program less evident than the profit-orientation.

2.5. Company Size and CSR Disclosure

In general, pressure and attention from the public will
be higher for large-scale companies. This situation is in line
with legitimacy theory, where large companies will incur
high costs to realize legitimacy because the pressure for
publication of information is higher than smaller companies
(Sembiring, 2005). The company needs this legitimacy as an
effort to maintain it going forward. Research by Nawaisch
et al. (2015), Waluyo [2], and Hu et al. (2016) shows the
same result which says that the size has a significant effect
on CSR disclosure.

2.6. Leverage and CSR Disclosure

Based on agency theory, there 1s a contractual
engagement between the principal and agent with different
views and interests that can lead to agency conflict (Waluyo,

2017). According to Hermawan and Gunardi (2019), the
company’s financial risk will increase and become a concern
for creditors if the debt level is high. Therefore, companies
with high financial risk will minimize costs that can reduce
revenue, including costs and activities related to CSR, which
will result in a decrease in the extent of CSR disclosulgifo
as not to highlight it to the creditors. This statement is in
line with agency theory, which states that the company will
try to optimize profits so as not to get more attention from
creditors (Oktavianawati & Wahyuningrum, 2019). Research
by Giannarakis (2014), Habbash (2016), and Nawaisel@l,
(2015) shows the same result that variable leverage has a
negative effect on the CSR disclosure.

2.7. Board of Cnﬂinissiuners and CSR Disclosure
4

According to the Law of the Republic of Indonesia, No.
40 of 2007 regarding Limitef Liability Company article
1 paragraph 6 states that the board of commissioners is a
corporate organ that has the authority and responsibility in a
company, one of which is tqgflersee management (directors)
in general or specifically in managing the company. The
board of commissioners consists of commiffoners and
independent commissioners (Effendi, 2018). In line with
stakeholder theory, if the board of commissioners’ size is
getting higher, then the role of monitoring can be carried out
effectively so that it is easier to control the directors. The
pressure faced by management (directors) is also getting
bigger. Therefore, with the supervision owned by the board
of commissioners’, management can present more extensive
information about CSR disclosures because the board of
commissioners also needs to consider issues related to
society, namely the implementation of CSR (Oktavianawati
& Wahyuningrum, 2019). Research by Chelsya (2018),
Oktavianawati and Wahyuningrum (2019), and Hermawan
and Gunardi (2019) shows th@me result that the number
of boards of commissioners determine the extent of CSR
information disclosure.

HI: Foreign ownership m a positive effect on CSR
disclosure

H2: Size has a positive effect on CSR disclosure

H3:BWerage has a negative effect on CSRgE¥closure

HA: The size of the board of commissioners has a positive
effect on CSR disclosure.

3. Research Method

This type of research is called quantitative with
explanatory research. Type of data used is secondary. All
data has been retrieved from www.idx.com in the financial
reporting and annual report of mining companies. The
sampling criteria are as follows:
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1. To include a mining company that discloses CSR in
the 2015-2018 annual report

2. A company which publishes the names of the foreign
individuals or institutions shareholders

3.1. Independent Variables

Foreign Ownership

Foreign ownership can be defined as a foreign individual
or institution that invests in assets or shares in a company
in another country. Foreign parties, especially those from
European, Singapore, and America, are considered to
have a high sense of concern for the environment and
corporate social responsibility (Sunreni, 2016). The foreign
ownership variable has been measured by Sunreni (2016)
as follows:

Foreign ownership
Number of shares issued

Foreign Ownership =

Company Size

Size is the level of determination of the size of a company
and is based on specific indicators. There are values of stocks,
sales, log total asset and total employment. The activities
carried out by large companies are more complicated so
that the effects arising on stakeholders and the environment
are also [Efbstantial (Cahyani & Suryaningsih, 2016). The
variable size is measured by the natfE}l log of total assets to
get smooth data. It minimizes the significant difference in
the size of the company with other variables.

Size = Natural log of total assets

Leverage

Leverageis the ratio of debt owed by acompany to finance
its operations to remain sustainable. The company’s financial
risk will increase and become a concern for the debtholders
if the level of debt held is high. Therefore, companies
with high financial risk tend to present higher profits to
prevent violations of debt agreement (Oktavianawati &
Wahyuningrum, 2019). The leverage variable is measured
by measurements made by Chauhan and Amit (2014) is as
follows:

Total Debt

Leverage = ————
Total Equity

25

gard of Commissioners

The board of commissioners has the main task of
overfileing the company’s performance and, if necessary,
will provide advice and input to the directors. A company has

at least two people who serve on the board of commissioners
(Chelsya, 201R). Calculations on the size of the board of
commissioners refer to calculations made by Hermawan and
Gunardi (2019) as follows:

BOC = ¥ Board of commissioners of the company
3.2. Dependent Variable

CSR Disclosure is a process of communicating the
impact of organizations, both positive and negative on the
economy, society and the environment. The variables were
measured under the Glob@eporting Initiative (GRI) G3.1.
If an indicator presented in the company annual report, the
score was “17, and if not “0”. There are 84 indicators, so that
the maximum number was 84 points. The variable represents
in proportion under the formula used by Chelsya (2018) as
follows:

_ number of CSR items disclosed by the company
Total of all items

CSR

Data were analyzed through the Classical Assumption
Test to see the data tested were normal and avoid the
problem after the classical as@@@ption requirements were
fulfilled. It can be tested for Multiple Linear Regression
Analysis to see the relationship between the independent
variables and the dependent variable. AftdBhat, proceed
to test the research hypothesis with the F-Test and the
T-Test.

4. Research Results

Research samples that have met the criteria are 13
companies with four observation periods, so that the total
research sample is 52 (see Table 1).

Table 1: Research Sample

cription Total
Companigs listed on the IDX during the 2015- 34
2018 period
Companies that do not meet the sample criteria
- Companies that do not have foreign ownership (18)
- Companies that do not disclose the information @)
related CSR
Total companies each year 13
Total companies during 2014-2018 52
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4.1. Prerequisites of Classical Assumptions

Table 2 shows that the significance value is 0.200 which
means that the tested datdE normally distributed because
they exceed the specified signiffflnce level of 0.05. Table 2
shows that each variable shows a Tolerance value > 0.10 and
a VIF value <10 which nfhns there is no multicollinearity
in this test. Table 2 shows that the value of Dufffh Watson is
2.191. The appropriate DU value is 1.7228 so that th@fata is
free from the autocorrelation problem. Table 2 shows that the
significance valudg@f each variable exceeds the significance
level set at 0.05 so that the data is free from heteroscedasticity
problems (see Table 2).

Table 2: Prerequisites of classical assumptions

4.2. Hypothesis Testing

Table 3 shows the multiple linear regression results. As
seen from Table@2he model explains 60% of the variation in
CSR disclosure. Table 3 also shows that the significance level
of 0.000 is <0.05, means foreign ownership, size, leverage,
and board size are interpreted simultaneously to influence
CSR disclosure. Table 3 shows that foreign ownership and
size significantly influence CSR disclosure because the
significanceffg@he two variables was less than 0.05. Whereas
the variable leverage and size of the board of commissioners
showed, the results did not affect CSR disclosure because the
significance level was higher than 0.05 (see Table 3).

Description FO SIZE LEV BOC
Normality 0.200=0.05
Multicollinearity
Tolerance 0.870 = 0.10 0.716 = 0.10 0.858 = 0.10 0.669 = 0.10
VIF 1.150 <10 1.397 <10 1.165< 10 1.495 <10
Autocorrelation
Durbin Watson 1.7228 (DU) < Sig. 2.191
Heterocedasticity
Glejser test 0.449 > 0.05 0.338 = 0.05 0.605 = 0.05 0.969 = 0.05
Scatter Plot Irregular spreading point pattern
Table 3: Multiple linear regression result

Unstandardized Coefficients t Sig.

Model
B Std. Error

(Constant) -1.108 213 -5.211 .000
FO .090 .042 2.158 036
SIZE .074 on 6.607 .000
LEV -.016 .016 -1.018 314
BOC .005 .009 619 539
R-Squared 632
Adjusted R Square 600
S.E.of the Estimate 09388
F-Statistic 20.156
Prob (F-Statistic) .000
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5. Discussion
5.1. Foreign Ownership and CSR Disclosure

Companies will disclose their CSR activities more
widely if the level of company shares owned by foreign
parties is high. The company will try to adjust itself to
each stakeholder’s wishes, one of which is to fulfill the
stakeholder’s right to obtain information, both financial
and non-financial. CSR is non-financial information ainff#)
at interested parties, including foreign ownership of the
company’s concern for human rights, the environment, and
the economy (Asrida, 2011).

These results are consistent with stakeholder theory;
namely, foreign ownership, in this case, is a shareholder
who can influence and be influenced by company decisions.
In the research of Nguyen and Nguyen (2020) in Vietnam
found that the participation of foreign ownership has
contributed to increased CSR disclosure. The stronger the
position of stakeholders, the higher its influence on the
company so that it will preferably consider the interests
of its stakeholders in making decisions. Companies whose
majority shares are owned by foreign parties will disclose
CSR information more widely because foreign countries
are more concerned with CSR activities and disclosures
(Asrida, 2011). Study by Sunreni (2016) also states that
foreign companies such as from Europe, Singapore, and
America have more knowledge of CSR concepts and
practices so these companies are known to care more about
social and environmental issues. The same results were
revealed in Do (2017), A. H. Nguyen and Nguyen (2020),
and Hu et al. (2016).

5.2. Company Size and CSR Disclosure

Large companies have a greater responsibility in
providing information because all activities carried out
are more complex and have a more significant effect on
stakeholders. If the company wants its activities and survival
to continue, stakeholder support is needed. To get support
from stakeholders, the company will disclose information
more broadly. Following the theory of legitimacy, a
company with a bigger size will incur high costs to realize
legitimacy because large companies have higher pressure
to publish information than companies with a smaller size
(Sembiring, 2005). The company needs this legitimacy as
an effort to maintain t{fEfompany going forward. With a
large company size, the disclosure of company information
related to social activities and the environment will also
expand. The same results were revealed in the research
of Chelsya (2018), Waluyo (2017) and Cahyani and
Suryaningsih (2016).

5.3. Leverage and CSR Disclosure

Companies in financing their operations not only depend
on the value of assets and equity owned but also require debt
so that the company can develop its business more broadly.
Based on agency theory, managers as agents are responsible
for optimizing revenue if the company’s finances are at high
risk by reducing costs, including costs for CSR. A decrease
in CSR costs results in a decrease in CSR information
disclosure. While on the other hand, the interests of
stakeholders to know the manager must also fulfill the form
of corporate responsibility. The difference in interests can
lead to agency crmct (Hidayat, 2017).

This study’s results indicate that there is no influence
between leverage and CSR disclosure, so H3 is rejected and
fails to support agency theory. The company can use the
amount ofdebt received for internal purposes such asrepairing
machinery, transportation, or developing and fulfilling
business strategies, including socif@) and environmental
missions. Unfortunately, the mining company’s operational
activities are directly related to natural resofffffes. They
cannot hinder from damaging nature; thus, Law of the
Republic of Indonesia No. 4 of 2009 concerning Mineral
and Coal Mining formed, companies required to allocate
the CSR program. What is more, the sample in the study is
a large mining company and goes public, so the amount of
leverage has nothing to do with CSR disclosure. The same
results were revealed in the research of Chek et al. (2013),
Chauhin and Amit (2014) and Hidayat (2017)

5
5.4. Board of Commissioners and CSR Disclosure

The board of commissioners is the representative of
shareholders who have the authority to oversee directors’
performance. Based on stakeholder theory, the board of
commifPners is a party that can influence the directors
in the management of the company’s business to suit the
intcrcstsmcach stakeholder.

The results of the data analysis and hypothesis testing
showed no influence between the size of the board of
commissioners and CSR disclosure, so the H4 research was
rejected and failed to support stakeholder theory. According
to Effendi et al. (2012), the board of commissioners’
intervention on management related to CSR disclosure is
not very visible because the board of commissioners tend
&) versee management in managing finances rather than
non-financial activities such as social activities. According
to Singgih et al. (2017), supervision by the board of
commissioners regarding CSR disclosures is not adequate.
It is more focused on providing direction and advice related
to corporate financial management. Suryahadi (2017)
reports mining companies’ financial condition in Indonesia




Dian Anita NUSWANTARA, Dhea Avu PRAMESTI / Joural of Asian Finance, Economics and Business Vol 7 No 10 (2020) 16/-169 167

during 2017. Statistical bureau reports also show that
almost all business sectors experience positive growth, yet
it doesn’t happen in the mining sector. This trend continues
in 2019 that Suryahadi (2020) blames the mining sector
index as one of the reasons for the IDX composite dER).
The index experiences negative growth until 12,83%. The
contribution of the mining sector to GDP decreased from
7.77% to 7,38%. In this situation, it makes sense that
companies might ignore any other aspect and focus on
profit. This report shows that the mining sector needs to
bring back the growth.

Besides, not all independent commissioners can show
their independence in carrying out their supervisory
functions. This led to a reduction in the encouragement of
the board of commissioners towards management to disclose
social activities (Eriandani & Kusw, 2016). Thus,
the number of commissioners serving does not affect the
company’s decision to disclose CSR information.

The company is aware of its environmental and
social responsibilities and can decide how to fulfill these
responsibilities without seeing how many boards of
commissioners work for the company. The same results were
revealed in the research of Vu and Buranatrakul (2018) and
Novitasari and Bernawati (2020).

6. Conclusion and Recommendation

While other sectors succeeded in proving the four
hypotheses, however, not in the mining sector, the analysis
supports the argument that foreign investors consider the
social issues, as reflected in the CSR report. This study also
gives additional proof of the company size effect toward
CSR disclosuff@However, the third and fourth hypotheses
were rejected. There is no effect of leverage toward corporate
sociaf¥sponsibility disclosure. Board of commissioners
also does not affect the disclosure of corporate social
responsibility.

For the next research, we suggest adding other
independent variables related to CSR disclosure such as
environmental performance and since it is relevant to
mining sector issues as well as use other more objective
CSR measurements. Some researchers also use zero foreign
ownership as their sample. By including this data as a sample,
the amount of sample will be more substantial. The number
of research samples may affect the results of the study. It is
more logical to add the number of the samples by adding the
study period. While the public expects companies to be more
concerned and transparent about disclosing CSR programs,
the company that exploits natural resources should make a
significant difference to the society and the environment.
The company should hire a board commissioner who has a
sense for social issues.
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