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Abstract
This study aims to examine the impacts of carbon emission disclosure, environmental
performance, and social performance on financial performance of PROPER participating
companies listed in Indonesia Stocks Exchange during the years 2013–2016. Methods
to measure the carbon emission disclosure are obtained from checklists based on
the requisition sheet of the Carbon Disclosure Project (CDP). The environmental
performance is measured using PROPER assessment results retrieved from the annual
reports, as well as the sustainability reports. The social performance is assessed
using social reporting performance scores through the analysis that is given by the
Global Reporting Initiative (GRI) G4 Guidelines. Meanwhile, financial performance
is measured using Return on Asset (ROA). The samples in this study are applied
using purposive sampling, and 87 PROPER participating companies listed in Indonesia
Stocks Exchange during the years 2013–2016 have been obtained. The results of this
study show that the carbon emission disclosure, and environmental performance
have significant positive impacts on the financial performance, meanwhile the social
performance does not significantly influence the financial performance.

Keywords: carbon emission disclosure, environmental performance, social
performance, financial performance

1. Introduction

Global warming has become an increasingly important political and business issue for
most countries [6]. Global warming is defined as a remarkable rise of earth surface
temperature which is primarily caused by the greenhouse gases released by humans
after burning fossil fuels [28]. The greatest human activity contributing to greenhouse
gas emissions would be industrial activity. Wasteful utilisation of energy and carbon
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gas disposal from production processes can be identified as negative consequences
of factories’ daily operations [34]. According to Anggraeni (2015), some companies
had claimed that their end products were categorised as environmentally friendly;
however, those industrial entities had not provided sufficient explanations regarding
their efforts to reduce the environmental degradation. There are strong warnings by
environmental, business and political leaders in responding to the challenges which
threaten through the global warming. One of the challenges in the threat of global
warming is that entities are urged to understand and communicate their contributions
to global warming due to carbon emissions [6]. Efforts of the international commu-
nity to face the climate change phenomenon began with the signing of the United
Nation Framework Convention on Climate Change (UNFCCC) [21]. Several countries
have ratified the Kyoto Protocol, including Indonesia through the Laws of the Republic
of Indonesia Number 17 Year 2004, in order to implement continuous development and
take part in the efforts to reduce greenhouse gas emissions ( Jannah &Muid, 2014). The
implications of the Kyoto Protocol create carbon accounting, which is an obligation for
companies to admit, measure, record, present and disclose their carbon emissions [19].

Environmental issues have been growing very rapidly [24]. The initial concern is
the occurrence of environmental damage resulting in pollution, water contamination
and climate change. In order to preserve the environment, companies are expected
to decrease their consumption of natural resources by changing the technologies into
environmentally friendly ones. The environmental performance is the performance of
companies that care about the surrounding environment by producing environmentally
friendly products [9]. Environmental performance is a demand that companies must
respond to as a result of the pressure by employees, people, communities who con-
cern about environment and government as the regulator [16]. According to Elkington
(1997: 72), the basic goal of every company is to gain profit and advantage. In order
to guarantee its business sustainability, a company must not only focus on getting
profit, but also care about the condition of society and environment. By preserving the
environment, the company is able to gain benefit indirectly, both in terms of health
and convenience, as well as resources availability.

The current business situation makes stakeholders observe the company’s perfor-
mance not only from financial performance points of view, but also from non-financial
performance [10]. According to Deegan and Bloomquist (2006), stakeholders can basi-
cally control or possess the ability to influence the company’s consumption of eco-
nomic resources. Therefore, the powers of stakeholders are determined by the size
of powers they have over those resources. Such powers can be the ability to restrict
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the numbers of users of limited economic resources (capital and labour), the access
to influential media, the ability to govern the company, or the ability to affect the
consumption of goods or services produced by the company [7]. According Suparjan
and Mulya (2012), a company where stakeholders think it has a good reputation will
make it easier for the company to pass themarketmechanism to reach a good financial
position as well. If the company is able to balance the interests of shareholders, the
company will have constant support; therefore, increasing its market shares growth,
sales and profits ([22]: 5).

This studywas conducted to determinewhether there are impacts among disclosure
of carbon emissions, environmental performance and social performance on finan-
cial performance, given the disclosure of greenhouse gas emissions in Indonesia is
still considered as voluntary, and the practice is still rarely done by business entities.
In addition, this study was also conducted to understand whether the results to be
obtained later are closely similar or different to the previous studies.

2. Theory and Hypothesis

2.1. The impact of carbon emission disclosure and
financial performance

The theory used as a fundamental of carbon emission disclosure is the theory of
legitimacy [19]. According to Berthelot and Robert (2011), environmental disclosure
is one among many ways of organisations to gain legitimacy. The theory of legitimacy
focuses on the relationship between a company and society through the regulations
made by the government [19]. When there is a difference between the company
and society, which is related to the value held by the ‘legitimation gap’, then at that
time, the company’s legitimacy is in a threatened position and may affect its ability
to continue its business activities. The biggest threat is that people will revoke their
social contracts when they feel dissatisfied with the company’s activities.

Companies included in carbon-intensive industries will be more likely to disclose
their carbon information to demonstrate that they are responsible for it and to reduce
the threat to their legitimacy [3]. The number of companies’ Return on Assets (ROA)
can also encourage them to reveal their environmental disclosure, one of which is the
disclosure of greenhouse gas emissions. The practice of carbon emissions disclosure
in Indonesia is still considered as voluntary [19]. Healy and Palepu (2001) claimed that
voluntary disclosure by companies is able to improve the quality of their financial
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statements so that potential investors arewilling to invest. Research by Liu et al. (2016)
mentioned that carbon emissions have small negative impacts, but are statistically
significant on the company’s financial performance. This is caused by the lower carbon
emissions that are able to increase shareholder wealth as well as to gain higher profit
compared to the return of their tangible assets. Reduction in carbon emissions allows
companies to lower their operating costs, improve their reputation, increase stake-
holders’ loyalty and improve their financial performance. Based on the aforementioned
conclusions and statements regarding the impacts of carbon emissions disclosure on
financial performance, the formulation of the hypothesis is as follows:

H1: Carbon Emission Disclosure positively affects the Financial Performance

2.2. The impact of environmental performance and
financial performance

Environmental performance is a demand that companies must fulfil as a result of the
pressures of employees, people, communities who concern about environment and
also government as regulators [16]. Porter and Linde (1995) suggested that environ-
mental performance improvement is an important source of information for compa-
nies to achieve efficient production levels, productivity improvements complying with
safety standards, cost reduction caused by environmental degradation and opportu-
nities to find new markets. The statement is supported by triple bottom line theory
which states that the basic goal of every company is to gain profit and advantage
([11]:72). In order to guarantee its business sustainability, a company must not only
focus on getting profit, but also care about the condition of society and the situation
of surrounding environment. By preserving the environment, the company is able to
gain benefit indirectly, both in terms of health and convenience, as well as resources
availability.

Research by Shi and Ban (2016), Salama (2004), Hilmi (2016) and Rosyid (2015)
demonstrated a positive relationship between environmental performance and finan-
cial performance. The reason being that higher environmental responsibility will show
better environmental performance and will result to a better financial performance
as well [18]. Among six studies, four of them support the aforementioned theory,
therefore the formulation of the hypothesis is as follows:

H2: Environmental Performance positively affects the Financial Performance
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2.3. The impact of social performance and financial performance

A company’s social performance is defined as a configuration of business organisation
principles of social responsibility and social response processes, also the programmes
and results can be seen as a relationship between the company and society [25].
This is in line with the triple bottom line theory which says that a company must
have concern as to people’s welfare. A company has responsibility to provide various
activities which cause positive impacts on people, considering its operational impacts
that could harm them. Through a company’s responsibility to the public, its reputa-
tion will be considered to be increasing, thereby improving its financial performance.
Epstein (2010) explained that balancing the social aspect and financial performance is
a challenge for both profit and non-profit companies at all managerial levels. Orlitzky
et al. (2003) stated that, in referring to stakeholder theory, the relationship between
social performance and financial performance is positive. This is due to the satisfaction
of various parties who are the company’s stakeholders giving positive impacts on the
organisation’s financial performance. Referring to stakeholder theory, companies with
good social performance are expected to prioritise their shareholders’ interests, reduce
their business risk and improve their financial performance and market performance
[26].

Research by Fischer and Sawczyn (2013), Waddock and Graves (1997), Rokhmawati
et al. (2015) and Hilmi (2016) show positive relationship between a company’s social
performance and its financial performance, where better social performance can lead
to better financial performance. According to Hilmi (2016), the condition proves that
the higher a company’s social responsibility in showing better social performance this
will affect its financial performance to be better as well. Based on previous research,
the formulation of the hypothesis is as follows:

H3: Social Performance positively affects the Financial Performance

3. Data

The population in this study is the number of companies participating in PROPER which
have been listed on the Indonesia Stock Exchange (IDX) in the year of 2013–2016.
This research data collection is done by selecting companies that achieve five colour
indicators in PROPER assessments, which are gold, green, blue, red and black. Sam-
ples of this study are obtained using purposive sampling and 87 PROPER participat-
ing companies listed on the Indonesia Stock Exchange during 2013–2016 have been
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obtained. The method utilised to measure carbon emission disclosure is retrieved from
a checklist based on the demand sheet obtained from the Carbon Disclosure Project
(CDP). Environmental performance is measured using PROPER assessments from the
annual reports and sustainability reports. Social performance is measured using social
reporting performance scores through the analysis provided by the Global Reporting
Initiative (GRI) G4 Guidelines. Meanwhile, the financial performance is measured using
Return on Asset (ROA).

4. Methodology

4.1. Dependent variables

Dependent variable in this research is the company’s financial performance. It is one
of the overall performance measurements of strategic objectives the company has
achieved [15]. One of measurements to evaluate company’s financial performance is
ROA (Return on Asset). ROA is one of the accounting-based measurements employed
to assess company’s operational and financial performances (Klapper & Love, 2002).
ROA provides information about how efficient the management utilises the assets to
obtain profit [40]. ROA is calculated as company’s operational income before depreci-
ation, divided by the assets [20]. ROA can also be calculated as the ratio of company’s
net income of the current period to the total assets of the current period [32]. The
following is the ROA calculation formula:

ROA = Net Proft After Tax
Total Assets

(1)

4.2. Independent variables

The independent variables in this research are disclosures of carbon emissions, envi-
ronmental performance and social performance. Carbon emission disclosure is a dis-
closure to assess an organisation’s carbon emissions and set the target to reduce them
[4]. Disclosure of carbon emissions can be found in the annual report and sustainability
report [6]. Carbon emissions disclosure in this study is evaluated using the Carbon
Disclosure Project (CDP). The CDP is a non-profit organisation created in 2000 at the ini-
tiative of institutional investors groups who are interested in incorporating information
about business carbon emissions into their analysis and assessment [8]. According to
Choi et al. (2013), carbon emissions disclosure uses five indicators of Carbon Disclosure
Project (CDP) as follows: Climate Change (CC) risks and opportunities, Greenhouse Gas
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(GHG) emissions, Energy Consumption (EC), Reduction of Greenhouse Gas and its cost
(RC/GHG) and carbon emissions accountability (AEC). The Carbon Emission Disclosure
(CDP) calculation formula is as follows:

CDP index𝑖,𝑡 =
Total CDP disclosed by company X 100%

Total Disclosures
(2)

Environmental performance is a performance of a company that cares about the
environment by producing environmentally friendly products [9]. Environmental per-
formance is a demand that a company needs to fulfil as a result of pressures from
employees, people, communities who concern about the environment and govern-
ment as regulators [16]. Environmental performance in Indonesia can be measured
using Corporate Performance Rating Program (PROPER/Program Penilaian Peringkat
Kinerja Perusahaan) by the Ministry of Environment. The PROPER rating consists of
five colours, which are: gold, green, blue, red and black, where the gold colour is the
highest rank that indicates very good performance, meanwhile black is for the lowest
rating, which indicates the poorest performance. Data taken from companies achieving
the five colour indicators in PROPER during 2013–2016 are based on their annual reports
and sustainability reports.

A company’s social performance emerges with a concept whereby a company vol-
untarily integrates the social and environmental concerns into its business operations
as well as its interactions with the stakeholders [36]. The company’s social perfor-
mance illustrates how a company’s performance reflects its social responsibility and
how a company can optimise every opportunity related to its business and social
relationships [5]. The social performance in this study incorporates the measurement
of social reporting performance scores through the analysis provided by the Global
Reporting Initiative (GRI) G4 Guidelines written in the company’s sustainability report.
The GRI is the most widely used sustainability reporting guidelines in the world that
provides recommendations on how to disclose sustainability data [39]. This study
employs 48 items of social indicators based on GRI. The social performance calculation
formula is as follows:

GRI index𝑖,𝑡 =
Total GRI disclosed by company X 100%

Total Disclosures
(3)

To examine the relationship between independent and dependent variables, this
study develops a multiple regression model, where t-test is used to check the pro-
posed hypothesis. The regression model used in this research is as follows: (α is noted
for constant variable; β1, β2, β3 are noted for regression coefficients; X𝐼, X2, X3 are
accounted for independent variables; e is noted for error).

𝑌 = 𝛼 + 𝛽1𝑋𝐼 + 𝛽2𝑋2 + 𝛽3𝑋3 + 𝑒
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5. Results and Analysis

T 1: Descriptive statistics.

N Minimum Maximum Mean Std. Deviation

ROA 87 –0.1872 0.5583 0.083760 0.1205239

CDP 87 0.2222 1.0000 0.841635 0.1637402

GRI 87 0.0625 0.9375 0.364943 0.2120992

The description of these variables is presented in Table 1. Based on the table, the
average value of financial performance (ROA) during the observation year is 0.083760
with standard deviation value of 0.1205239. In this study, the highest value of financial
performance reaches 0.5583, while the lowest value is -0.1872. The carbon emissions
disclosure (CDP), which has been implemented by the company in its annual report and
sustainability report, is at least 0.2222, meanwhile the highest value of carbon emis-
sions disclosure is 1. It shows that a company that achieves a perfect score, which is
1, has revealed 18 items of its carbon emissions disclosure based on Carbon Disclosure
Project (CDP). The average value of social performance (GRI) during the observation
year is 0.364943 with standard deviation value of 0.2120992. In this study, the highest
social performance value reaches 0.9375, while the lowest social performance value
is 0.0625.

T 2: PROPER.

Category Frequency Percentage

Biru 50 57.5

Hijau 24 27.6

Emas 13 14.9

Total 87 100.0

According to Table 2, the total frequency is 87 with details as follow; blue PROPER
rank frequency of 50 indicates the percentage of 57.5%, green PROPER rank frequency
of 24 indicates the percentage of 27.6%, while gold PROPER rank of 13 shows the
percentage of 14.9%.

Based on Table 3, the multiple linear regression equation can be obtained as follows:

ROA = –0.167 + 0.160 CDP + 0.031 PROPER – 0.019 GRI.

From the aforementioned calculation, it can be concluded that the carbon emissions
disclosure (CDP) and environmental performance (PROPER) show a positive sign which
also means that there is a direct relationship between CDP and PROPER with ROA.
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T 3: The result of Multiple Linier Coefficient Analysis.

Variable Unstandardized Coefficients Standardised
Coefficients

B Std. Error Beta

(Constant) –0.167 0.068

CDP 0.160 0.069 0.255

PROPER 0.031 0.015 0.227

GRI –0.019 0.049 –0.039

While the social performance (GRI) shows a negative sign, which means that there is
an opposite relationship between GRI and ROA.

T 4: The result of hypothesis testing.

Variable T Sig.

(Constant) –2.457 0.016

CDP 2.336 0.022

PROPER 2.079 0.041

GRI –0.384 0.702

Table 4 illustrates that the significance value of carbon emissions disclosure (CDP)
and environmental performance (PROPER) is smaller than 0.05, so it can be concluded
that carbon emissions disclosure and environmental performance have significant pos-
itive impacts on financial performance. Therefore, H1 and H2 in this study are proven.
However, the significance value of social performance (GRI) is greater than 0.05, so
it can be concluded that social performance does not have significant impacts on
financial performance. Therefore, H3 in this study is not proven.

5.1. Effects of carbon emission disclosure and
financial performance

Carbon emissions disclosure has significant positive impacts on financial performance.
It shows that the more companies disclose their carbon emissions, the better their
financial performance will be. The result of this study is in line with Healy and Palepu
(2001) and Ennis et al. (2012) which stated that the more companies in Indonesia dis-
close their carbon emissions, the better their financial performance will be or increase.
According to Ennis et al. (2012), companies that disclose their carbon emissions should
enable the stakeholders to make decisions regarding the companies’ condition of car-
bon emissions performance, encourage companies to reduce their carbon emissions,
give contribution to public debates of policies, as well as regulations on climate change.
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Healy and Palepu (2001) claimed that voluntary disclosure by companies can improve
their financial statements quality; therefore, potential investors are willing to invest.
When a company discloses its carbon emissions, then it can be considered responsible
for its environment. As such, the company is able to increase its stakeholders’ confi-
dence, which will also increase its business profit. This study explains that the more
companies in Indonesia disclose their carbon emissions, the more they will be con-
sidered capable to utilise their energy resources efficiently, by reducing greenhouse
gas emissions and protecting ecological balance. In addition, they are also considered
responsible for their environment; therefore, communities and stakeholders are inter-
ested in buying their products. When the company gains bigger sales, then its financial
performance will increase as well. However, this study is not in line with the research
by Liu et al. (2016), stating that reducing carbon emissions allows companies to lower
their operational costs, increase their reputation, improve their stakeholders’ loyalty
and increase their financial performance.

5.2. Effects of environmental performance and
financial performance

Environmental performance has significant positive impacts on financial performance.
This indicates that the better a company’s environmental performance, the better
its financial performance will be. The results of this study are in line with research
by Shi and Ban (2016), Salama (2004), Hilmi (2016) and Rosyid (2015). The positive
relationship between environmental performance and financial performance in this
study is because of companies in Indonesia which have reported their environmental
performance through PROPER ratings having had their financial performance improved
as well. When a company is considered to possess high environmental responsibility,
then the opportunity to obtain higher sales will be wide open, so that its financial per-
formance will increase. Therefore, companies which spend heavily for environmental
improvement and sustainability for the community can have positive impacts on their
financial performance. The statement is in line with the triple bottom line theory, which
states that the basic goal of every company is to gain profit and advantage ([11]:72).
In order to guarantee a company’s business sustainability, a company must not focus
on getting profit only, but also care about the condition of society and environment;
by preserving the environment, the company is able to gain indirect benefits, both in
terms of health and convenience, as well as resources availability. Given the environ-
mental performance assessment results by the Ministry of Environment, stakeholders
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can assess whether the PROPER participating companies listed in the Indonesia Stocks
Exchange have carried out their activities based on the concepts of environmental
friendliness and sustainable growth. In addition, the corporate compliance with the
environmental regulations can prevent sanctions and give positive value to the com-
pany itself from the investors’ points of view. However, this study is not in line with
Rokhmawati et al. (2015) and Sarumpaet (2005), who suggested that a company that
prepares reports related to the environmental performance would be detrimental to
the company itself, both in terms of cost and time.

5.3. Impacts of social performance and financial performance

Social performance cannot affect the increase and decrease of company’s financial
performance. The result of this study is not in line with Fischer and Sawczyn (2013),
Waddock and Graves (1997), Rokhmawati et al. (2015) and Hilmi (2016), who concluded
that improved social performance might lead to improve a company’s financial perfor-
mance. According to Rosyid (2015), companies that spend heavily on social activities
for the community do not need to worry, because that huge cost will not affect their
financial performance. Conditions of these research samples indicate that companies
in Indonesia that disclose their high social performance does not mean that those
companies have a high financial performance as well, and vice versa. This is due to
the fact that companies that have high returns automatically reserve some of their
costs for social performance. Additionally, corporate donations are not properly tar-
geted, as the community itself does not need those donations. Although the com-
pany is socially responsible and trying to improve its corporate image, the community
is considered unaware and not loyal to the company. Thus, money spent on social
performance will not affect the increase or decrease in financial performance. In this
study, public demand is not as strong as environmental pressures. This indicates that
financial performance is not only influenced by social performance, but also by other
aspects. Therefore, social performance does not have significant impacts on financial
performance and is perceived as merely an image, not because the company cares
about its social responsibility.

6. Conclusion

This study aims to examine the impacts of carbon emission disclosure, environmental
performance and social performance, on the financial performance using Return on
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Assets (ROA) as a proxy. Carbon emissions disclosure using Carbon Disclosure Project
(CDP) shows significant positive impacts on financial performance. Environmental per-
formance using PROPER ratings as the assessment criteria shows significant positive
impacts on financial performance. Meanwhile, social performance using Global Report-
ing Initiative (GRI) shows insignificant impacts on financial performance.

This study has limitations that can be used as considerations for further research
materials. First, the companies taken as samples in this research number only 87 with
an observation period during the years of 2013–2016. Second, in assessing the area
of carbon emissions disclosure, the researcher is using an index developed by Choi et
al. (2013) without adjusting to the existing conditions in Indonesia. Third, the financial
performance in this study only utilises ROA measurement.

Given these limitations, it is expected that future research can improve the limita-
tions in this research. First, further research is expected to develop the measurements
for carbon emissions disclosure which are suitable with existing conditions in Indone-
sia. Second, further research areas are expected to use a longer research duration,
for example, five years, in order to achieve better results. Third, further research is
expected to use other available proxies besides ROA for financial performance mea-
surement.
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