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ABSTRACT

Financial performance is an important issue for comp&uyrently, one of method that
can be used to improve financial performance is disctastainability report. Sustainability
report is a report containing non-financial informationt tikansistseamnomic, social and
environment performance. Sustainable companies is a cortipanyot only pay attention to the
benefits, but also aware about environment and social atbanccompany. To create effecév
and efficient sustainability report, require a good corpagateernance. This study analyzes the
effect of sustainability report on financial performance diyserve at each aspect of the
sustainability report and to analyze how good corporate govexrguadity can moderate that
effect.

This study use financial company who publish sustainability repor2013-2016 and
participated in Corporate Governance Perception INnG&P() as a sample. The method used to
analyse the effect between variables is Moderated Regnessalysis.

The results of this study indicate that social and enument performance disclosure has
positif significant effect on financial performance, donomic performance disclosure has
negative significant effect orinancial performance. Good corporate governance quality
weakens the effect of economic and environment performahselosure on financial
performance. But good corporate governance quality is nott@liederate the effect of social
performance disclosure on financial performance
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Good or bad financial performance can be seen fromribadial statements. But in fact,
just looking at the financial statements is not enoughutiye a company's performance.
Phenomenon of bankruptcy Lehman Brother in September 2008héemae of triggers global
economic crisis. Another phenomenon, where 8 Bankdg-anaohcial Institutions in Indonesia do
not consider the aspect of environment in giving crédits shows that the company's financial
performance is not only seen from the figures listed enfilancial statements. But there are
other factors can affect company performance, such cag the company acts on the
environment or social. Thus, another report is requiredrégent the overall condition of the
company. One of the disclosures that can be used by the mpiBERIStainability report.

Sustainability report is a report that contains financialgpmance information and non-
financial information that consists social and environinativities enabling companies to grow
sustainably (sustainable performance) (Elkington, 1997). Elkingit897) gives the view that if
a company wants to maintain its survival, company should pantiath to "3P". That is, besides
pursuing profit (profit), the company should also pay aittertb and engage in the fulfillment of
people's welfare (people) and contribute actively in presbevenvironment (planet).
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Based on the theory of legitimacy, encourage companiesdiree that activities and
performance are acceptable to society (Deegan, 2004). Comparsusisinability report to
illustrate the impression of responsibility for the eaogpsocial and environment, so that the
company can be accepted by the society. In addition tthéwey of legitimacy, this research is
also supported by the existence of stakeholder theoggntan (1984) states that a company is
not an entity that only operates for its own sakejust also provide benefits to its stakeholders.
So it will improve the company's image and also will improve ttompany's financial
performance.

Previous research show different effects of sustaimabdport on financial performance.
This difference, expected due to other factors that niBgctathe sustainability report on
financial performance. One other factor that can affegood corporate governance quality.
Sustainability reports makes the company bear additiorsés ¢bhat will decrease the company's
earnings (Preston and O'Bannon, 1997). As a way to improvermpeance, the company will
depends on executive autonomy and corporate governameenitor and control sustainability
report activities with efficient decision making. Good @rgie governance quality in this
research is the quality or level of good or bad of a compamyplementing the principles of
good corporate governance as measured by Corporate @ogerAerception Index (CGPI).

THEORITICAL REVIEW

Legitimacy Theory. Tilling (2004) argues that the theory of legitimacy offers a
mechanism for understanding social and environment disclosuaee by companies. Deegan
(2004) also states that the theory of legitimacy isearhthat assumes companies are trying to
ensure that the operations they run are already undsimgxsocial rules and norms. When the
public realizes that company operates for a value systemmeasurate with the value system of
the society itself so company will continue its exiseen€he company uses a sustainability
report to illustrate the impression of responsibility for theremmy, social and environment, so
that the company is accepted by the society. With thepéaoce of the society, company
expected to improve their performance and it will alsoeiase corporate profits.

Stakeholder Theory. Freeman (1984) states that the theory of stakeholdershisory
that describes to whichever company is responsible. Stakelldbey assumes that a company
is not an entities that operate only for the benefgt@reholders but must also provide benefits
to stakeholders. By disclosing the sustainability report, ¢chenpany discloses financial
information and non-financial information, enabling companito more transparently
communicate with the public about their business activitiese to non-financial management
and performance aspects.

Financial Performance. Financial performance is a description of the company's
financial condition during the period concerning fund raising &und distribution aspects, as
measured by capital coverage, liquidity, and profitabilitydatbrs (Jumingan, 2006). Financial
performance can be reflected through the analysis of fimlaratios of a company, one of the
measurement of financial performance is profitability.figxbility is the most important thing in
a company.

Sustainability Report. is a report that contains financial information and-financial
information that consist social and environment actwiB@abling the company to grow on an
ongoing basis (Elkington, 1997). Sustainability report consgdts3 aspects: economic
performance disclosure, social performance disclosuteeavironment performance disclosure.



Good Corporate Governance Quality. Good Corporate Governance Quality in this
study is the quality or level of good or bad a company in imefging or implement the
principles of good corporate governance. In many cosnthere are a variety of measurement
models for measuring good corporate governance quality, sucleeggan indexes used in
Eastern European countries (Djokic and Duh, 2016), and therglso WHK Howart measures
that rank to measure the quality of corporate governanéastralia (Chan et al., 2014). While
in Indonesia, good corporate governance quality measuressntse obtained from the survey
results of The Indonesian Institute of Corporate Gavera (IICG) ie Corporate Governance
Perception Index (CGPI) (Siagian et al, 2013; Khumairoly 044; Yantiningsih and Musnadi,
2016; Pratiwi, 2016).
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Figure 1- Theoretical Framework

Research Hypothesis. Based on the framework, the hypothregissed in this study as

follows:

H1: Economic Performance Disclosure has an effect opaay's financial performance

H2: Social Performance Disclosure has an effect on cortgpfimgncial performance

H3: Environment Performance Disclosure has an effecoopany's financial performance

H4: Good Corporate Governance Quality moderates the effecoobmic performance
disclosure on financial performance.

H5: Good Corporate Governance Quality moderates the effsoc@t performance disclosure
on financial performance.

H6: Good Corporate Governance Quality moderates the effectvabnment performance
disclosure on financial performance.

RESEARCH METHODS

The population in this study are all financial sector conggim Indonesia during 2013-
2016. Sample selection method used is purposive sampling dnetiib the following sample
criteria: (1) Corporate that participated in Corporateré€Boance Perception Index (CGPI); (2)
Company had published its financial statements from 2013-2@B)6Tlfe Company had
established and published Sustainability Report from 2013-2016; (4)ckihaeport data,
Corporate Governance Perception Index (CGPI) and sabtktin report are fully available from
2013 to 2016. The method used to analyse the effect between waisaMederated Regression
Analysis.



RESULT

In this study, hypothesis testing using 3 times testing. Tesstdnducted to examine the
eonomic, social and environment performance disclosurectsffon financial performance,
presented in the following equation:

Y= 00+ B X1 4 B2 X2 B3 X3 F €L teeeeeiiiiiiiiii et ee s (1)

Tests 2 and 3 were conducted to examine the effect of mmeherat good corporate
governance quality on economic, social and environment pafure disclosure on financial
performance and to see qualification of moderation varialpessented in the following
eqguation:

Y=0+B1 X1+ BaX2F B3X3 8 BaZ 4 €2 wurrrururnnniiiiiiieieeeeeeee et ieeeieeeeeetemnnat e e e e e e e aeae e (2)
Y=o+ B X1+ P2Xo +PBa3X3+ PaZ + Bs X1*Z + Pe X2*Z + B7X3*¥Z + €2 wvvvveviiiieeeeeeeeeeeeeeieen (3)
Y = Financial Performance

X1 = Economic Performance Disclosure

X2 = Social Performance Disclosure

X3 = EnvironmentPeaformance Disclosure

Z = Good Corporate Governance Quality

o = Constanta

B = Regression Coefficient

€ = Error

Hypothesis testing variables are presented in tablesahd23:

The Effect of Economic Performance Disclosure on Financial Performance

Based on table 1, the regression coefficient of econparibrmance disclosure is -0.185
with significance value 0.007 (<0.05) which means HO is rejectédHanaccepted. This means
economic performance disclosure negatively affect im@n€ial performance, The lower the
company's financial performance, the higher the compagiodes its economic performance in
sustainability report.

Economic performance disclosure is a disclosure of nmébion related to the impact of
company on the economic situation of its stakeholdersoarttie domestic, national and global
economic system (Global Reporting Initiative, 2013). TRestence of a negative influence
between economic performance disclosure and financidrpsnce is consistent with the
hypothesis of management opportunism. Preston and O'Bannon @&%%® managers to
reduce spending on social performance to improve shaont-peofitability and management
compensation. But when financial performance is poor, gemant diverts attention to
sustainability report. So, companies that have poor finampaalormance in this case low
profitability tend to reveal more information about ecorop@rformance to distract shareholder
and stakeholders from poor financial performance. Thislige with financial performance data
and economic disclosures in this study sample where auegpavith relatively low financial
performance compared with other financial firms, but abwsore economic performance.



The Effect of Social Performance Disclosure on Financial Performance

Based on table 1, the regression coefficient of socidbpeance disclosure variable is
0.772 with a significance value 0.000 (<0.05) which means HO is réjecteé H2 accepted,
which means that social performance disclosure has iivposignificant effect on financial
performance. It shows that the higher the company's finapeidormance, the higher the
company discloses its social performance in sustainateitort.

Social performance disclosure is a disclosure ofrinédion relating to the impact the
company has on the social system around companies (GRegadrting Initiative, 2013).
Economic performance explains the risk of interactath other social institutions that they
manage. The company's concern in anticipating societtedeissues such as corruption, public
policy, anti-competitive such as anti trust and monopbhe disclosure of sustainability report
on social performance aspects will impact stakeholder pegoos about the company's treatment
of the surrounding human resources. (Simbolon & Sueb, 28§6mplementing and reporting
social responsibility to the stakeholders, not only icarease the company's average stock price
but improve employee welfare and loyalty, lower empéoyernover so that it can lead to
increased productivity of the company which can also inergagfitability (Emst & Young,
2013).

The results connsistent with legitimacy theory, compaall continue to exists if the
society realizes that company operates for a valuersysommensurate with the value system
of the society itself. companies use sustainability tsptw illustrate the impression that
companies are aware of the society. In addition, tkaltse of this study are also consistent
stakeholder theory, which assumes that a company is nemtdies that operate only for the
benefit of shareholders but must also provide benefitstaeholders. These results are
consistent with the social impact hypothesis which suggleatscomply the stakeholders needs
will have a positive impact on financial performance.

The Effect of Environment Performance Disclosure on Financial Performance

Based on table 1, the regression coefficient of envirotnperformance disclosure
variable is 0,351 with significance value 0,011 (<0,05) which meansH@jected and H3
accepted, which means that environment performance diselbave positive effect on financial
performance. This indicates that the higher the compamgadial performance, the higher the
company discloses its environment performance in sustainatafiigrt.

Environment performance disclosure is a disclosure ofrnmdtion relating to
organizational impact on living and non-living natural systeimsluding land, air, water and
ecosystems (Global Reporting Initiative, 2013). Disclosureemfironment performance is
important to show the existence and participation of compamibandling environment issues.
Companies need to demonstrate the existence and participatisendling of environment
issues as a form of corporate responsibility morallgngironment around company which is
consistent with legitimacy theory. The company's abilitydmmunicate environment activities
to corporate stakeholders is important to enhance the tigputand trust of stakeholders,
including consumers that can lead to increased corpoeatengs (Ernst & Young, 2013).
Companies that disclose environment performance in susiiéneeports, show that companies
are aware of the environment and are aware of the compamtenment responsibilities such
as saving energy, water and materials consumption.

The result of this research are consistent with staleh theory, which assumes that a
company is not an entities that operate only for thefiteof shareholders but must also provide



benefits to stakeholders. These results also consisfdnthe social impact hypothesis which
suggests that comply the stakeholders needs will have divposmpact on financial
performance. This indicates that the financial firmthia study do not consider the disclosure of
environment performance as a burden, but rather as an oppomupribving the performance of
the company.

The Effect of Good Corporate Governance Quality on The Effect of Economic
Performance Disclosure on Financial Performance

Based on table 3, the moderation coefficient of goodacatp governance quality on the
effect of economic performance disclosure on finarmésformance is 0.260 with a significance
value 0.017 (<0.05) which means HO rejected and H4 accepted, whick thaigood corporate
governance quality weakens the effect of economic perfarenatisclosure on financial
performance.

The negative influence of economic performance disc®sn financial performance is
due to the opportunistic manager. Preston and O'Bannon (1997) auwegers to reduce
spending on social performance to improve short-term tphility and management
compensation. But when financial performance is poor, gemant diverts attention to
sustainability report. So companies that have poor financialopeance in this case low
profitability tend to reveal more informantion about emmic performance to distract
shareholder and stakeholders from poor financial perfocena

Corporate governance is a mechanism for disciplining gemant in taking the most
appropriate decisions (Cuervo, 2005). Companies with good edepgovernance quality should
have an effective and efficient supervisory mechanisre. résults of this study show that the
better the quality of corporate governance will deaegmportunistic managers.

The results of this study support instrumental stakeholdeoryhthat the board of
corporations should be responsible for organizing the argémin's mission and strategy to
achieve it. This suggests that the board of corporationsicshie the primary responsible for
designing, implementing and enhancing the company's contrbiaisustainable development
and human well-being (Harjoto and Jo, 2011).

These results are consistent with Harjoto and Jo (2011) sugpéktit CSR strategy
choices are positively related to the characteristicsopporate governance. Kabir and Thai
(2017) found that the positive impact of CSR on financial pevdmce could be facilitated by
setting up the right corporate governance mechanism. Y2@16) also found that corporate
governance moderates CSR and corporate performanceddition, environment activities
carried out by companies can create additional costs amadiisevhich can ultimately affect the
company's financial performance. The benefits gained bantpetitive advantage and enhance
the company's image (Russo and Fouts, 1997).

The Effect of Good Corporate Governance Quality on The Effect of Social Performance
Disclosure on Financial Performance

Based on table 3, the moderation coefficient of goodaratp governance quality on the
effect of social performance disclosure on financiafgrerance is 0.217 with a significance
value 0.326 (> 0.05) which means HO accepted and H5 rejected. Thiat@wdithat good
corporate governance quality does not moderate influendal smrformance disclosure on
financial performance. This means that social performansgeistainability report disclosed by
companies with good corporate governance quality canfieat &nancial performance.



Based on existing data, shows that financial companies that trasted corporate
governance aware with the company's social performan@eldition, the financial firms in this
study do not consider disclosure of social performancelagden, but rather as an opportunity
to improve company performance. It is seen from the sgmalormance disclosure that
positively affect the financial performance. It is alseen that the variable good corporate
governance quality in this case acts as a predictor vafiadiependent).

The Effect of Good Corporate Governance Quality on The Effect of Environment
Performance Disclosure on Financial Performance

Based on table 3, the moderation coefficient of goodacatp governance quality on the
effect of environment performance disclosure on finanpatformance is 0.260 with a
significance value 0.017 (<0.05) which means HO rejected and H§tadc It means that good
corporate governance quality weaken the effect of enviembhnperformance disclosure on
financial performance. This shows that environment performancesustainability report
disclosed by companies with good corporate governance qualitydecrease financial
performance.

Sustainability report disclosures make the company bear additiosts that will reduce
the company's earnings (Preston and O'Bannon,)1987a way to improve performance, the
company will rely on executive autonomy and corporate mg@aree to monitor and control
environment aspects of activities in sustainability repeits effective and efficient decision-
making.

But the results of this research do not support the thebwy rdsults of research actually
shows that sustainability report produced by companies with gopdrate governance quality
will degrade financial performance. This is because the basget held by shareholders when
investing capital is to maximize profits. Shareholdersagdy have limitations in managing the
company, the management (managers) must apply the prioc¢ipi@nsparency in reporting all
the activities of the company. So that will reduce the agenaflict between shareholders and
managers of the company, because of monitoring that @getse manager of the company to
limit personal interests (Dewayanto, 2010).

CONCLUSION AND RECOMMENDATION

Based on the results of the analysis to financial comepgahat follow CGPI and publish
Sustainability Repdythe conclusion are: (1) economic performance disclosegatively affect
the financial performance; (2) social performance dsele has a positive effect on financial
performance; (3) environment performance disclosure dapositive effect on financial
performance; (4) good corporate governance quality weakees effect of economic
performance disclosure on financial performance; (5) googbcate governance quality has no
moderate effect of social performance disclosure omdiah performance; (6) good corporate
governance quality weakens the effect of environment peaiacen disclosure on financial
performance.

Based on the results of the discussion and the csionk;, some suggestions may be
given: (1) Disclosure of sustainability reports is importemtdo because by disclosing non-
financial information such as economic, social and enui@nt performance can provide more
benefits not only to the company, but also more ber@fistakeholders. For the Government, it
is recommended that there be regulations and standardsiggvine sustainability report, given



the reporting of sustainability report which is still volant (2) In addition to preparing annual
reports, it is important for the company to create a 8widity Report (SR) because the
sustainability report is a report that responds to the publistakteholders' desire to concern
corporation about environment. And now the sustainability rtelpes been used as one of the
strategies to increase the image of the company whidh algio improve the financial
performance of the company in the future. (3) One ofithgations in this study is the lack of
research samples, given that few companies follow trpdCate Governance Perception Index
(CGPI). It is recommended for further research using @iffercorporate governance
measurement methods such as Corporate GovernanceddigcIndex (IPCG).
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Table 1- Regression Analysis Results Equation 1

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta T Sig.

1 (Constant) -,004 ,038 -,103 ,919
EconomicsK1) -,185 ,064 -,185[ -2,907| ,007
Social X2) 72 ,153 71 5,053 ,000
Environment X3) ,351 , 129 ,350 2,709 ,011

Table 2— Regression Analysis Results Equation 2
Unstandardized | Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) -,003 ,033 -,099 ,922
Economics(X1) -,212 ,056 -,212| -3,762 ,001
Social (X2) ,843 ,136 ,841| 6,210 ,000
Environment (X3) ,278 ,116 278 2,409 ,022
GCG Quality (2) ,110 ,034 , 110 3,220 ,003

Table 3— Regression Analysis Results Equation 1
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta T Sig.

1 (Constant) ,047 ,042 1,122 272
Economics(X1) -,166 ,051 -,166 -3,254 ,003
Social(X2) , 730 ,122 , 728 5,958 ,000
Environment(X3) ,346 ,104 ,346 3,343 ,002
GCG Quality(2) ,169 ,035 ,169 4,784 ,000
M1 ,260 ,102 ,148 2,549 ,017
M2 217 ,216 ,081 1,001 ,326
M3 -,644 ,266 -,161 -2,419 ,023




