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Abstract

This study aims to examine the effect of environmental performance, independent board of commissioners, and firm size on environmental 
disclosure measured by the Indonesian environmental index. The population in this study is manufacturing and coal mining companies that 
follow “PROPER” and are listed on the Indonesia Stock Exchange (IDX) from 2017 to 2019. This research was conducted by reviewing 
annual reports to collect information on environmental disclosures. The sampling used in this study was purposive sampling technique 
and obtained a sample of 117. Also, the data analysis technique used was multiple linear regression analysis with statistical hypothesis 
testing. The results showed that environmental performance and firm size had a positive effect on financial performance. Meanwhile, 
the independent board of commissioners does not affect financial performance. Furthermore, environmental performance, firm size, and 
financial performance have a positive effect on environmental disclosure. While the independent board of commissioners does not affect 
environmental disclosure. The findings of this research suggest that environmental performance has a significant positive effect on financial 
performance. The hypothesis is accepted, meaning that companies that are sensitive to environmental problems and run eco-efficiency 
operations will strengthen the company’s profitability.
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sustainable ways of working. Looking at indicators from 
an environmental perspective, the increasing number of 
companies is also a contributor to environmental damage. 
The rise of environmental problems that occur such as 
global warming, natural resources sustainability, waste, 
and pollution makes society which one of the company’s 
stakeholders more sensitive to environmental issues caused 
by companies, especially related to pollution so that the 
public demand for companies to be environmentally 
responsible in which the company conducts its operation is 
increasing (Deswanto & Siregar, 2018). 

In Indonesia, various cases of environmental damage are 
caused by the operations of companies such as nickel mining 
companies in Southeast Sulawesi, which left 5000 hectares of 
deforested forest areas with an estimated loss of one trillion 
rupiahs by local governments. Also, in the province of East 
Kalimantan, PT. Indomaco Mandiri, a subsidiary of PT. Indo 
Tambangraya Megah Tbk, destroyed nature and the quality 
of groundwater, thus harming the surrounding community 
who cannot utilize water contaminated by waste. These 
problems will affect the company in its daily operations and 
at the same time, the community will also be more sensitive 
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1. Introduction

In the era of economic globalization, corporate 
objectives and responsibility have begun to shift from 
focusing on profit to companies that care about the 
environment and social issues. In recent years, there 
has been a global shift towards more environmentally 
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to the pollution caused by the company. Companies are 
increasingly working with stakeholders to understand 
their views and concerns on various environmental, 
social, corporate governance, and economic issues and to 
incorporate and address those views and concerns in the 
company’s strategic decision-making processes.

Due to pressure from its stakeholders, private industry 
needs to take responsibility for the impact of its business 
activities on society. Private industry also needs to be 
accountable to a broader group of stakeholders, not just 
creditors, and shareholders (Hackston & Milne, 1996). 
The Indonesian government requires companies to take 
environmental responsibility through “Law no. 32 of 2009 
concerning Protection and Management of the Environment, 
Law No.40 of 2007 concerning Limited Liability Companies 
(Article 66 (2c) and Article 74 (1)), Government Regulation 
No. 47 of 2012 concerning Social and Environmental 
Responsibility of Limited Liability Companies and 
Regulation of the Indonesian Capital Supervisory Agency 
and Financial Institution No. X.K.6 concerning Obligations 
to Submit Annual Reports for Issuers and Public Companies”.

According to legitimacy theory, companies disclose 
social responsibility information to present a socially 
responsible image so that they can legitimize their behaviors 
to their stakeholder groups. They disclose information about 
the impact of their activities on the environment and respond 
to mitigating environmental consequences. Companies use 
environmental disclosures to manage stakeholder impressions 
and convince them that the company is responsible for its 
operational activities. Through environmental disclosure, 
companies try to gain and maintain their legitimacy. One 
of these efforts can improve the company’s financial 
performance (Kurnia et al., 2020). As a result of increasing 
environmental problems, companies are not only evaluated 
using financial performance but by using other performance 
dimensions such as environmental aspects (Belhaj & Damak-
Ayadi, 2011). El Ghoul et al. (2011) stated that one of the 
benefits for companies that are socially and environmentally 
responsible is lower capital costs. This is because social and 
corporate responsibility increases the positive response of 
investors to companies that are sensitive to environmental 
issues and voluntarily disclose green investment initiatives 
(Moser & Martin, 2012).

The results of empirical research on financial performance, 
environmental performance and environmental disclosure 
have varied results. Stanwick and Stanwick (2000);  
Al-Tuwaijri et al. (2004); Clarkson et al. (2008) found 
that there is a positive relationship between environmental 
performance and company performance. Good financial 
performance makes funds available for investment to improve 
the company’s environmental and social performance 
(Scholtens, 2008). Blacconiere and Patten (1994) found a 
negative relationship between environmental performance 

and financial performance. Financial performance and 
environmental disclosure are positively related according to 
the research conducted by Al-Tuwaijri et al. (2004); Clarkson 
(2011); Rezaee (2016). Meanwhile, Patten (2002); Cho  
et al. (2010) proved a negative relationship between financial 
performance and environmental disclosure. Auliyah and 
Basuki (2021) showed that CSR disclosure has no significant 
effect on financial performance.

Wong and Fryxell (2004) stated that as a result of 
increasing awareness and concern for environmental issues, 
large companies are interested in projecting corporate image 
in environmental protection and considering environmental 
disclosure to enhance the company’s image and reputation. 
Nehring et al. (2009); Chaddad and Mondelli (2013) stated 
that large companies with international economies of scale 
have high returns on assets, increased returns on equity or 
invested capital (Adenaeuer & Heckelei, 2011), high sales 
turnover (Garcia-Fuentes et al., 2013), as well as higher profit 
margins. This reinforces the statement that there is a positive 
relationship between firm size and the resulting financial 
performance. On the contrary, Hýblová (2014); Grant 
(1996); Denis et al. (2002) proved a negative relationship.

Large companies participate in a higher number 
of businesses and initiatives towards environmental 
management. Brammer and Pavelin (2006) and Patten (1992) 
documented a positive relationship between firm size and the 
level of environmental disclosure. Johan (2021) concluded 
that company size, profitability, and efficiency are variables 
that affect corporate social responsibility. Because large 
companies have more stakeholders, the company satisfies 
stakeholders with environmental disclosure information to 
maintain legitimacy. Monteiro and Aibar-Guzmán (2010); 
Moneva and Llena (2000) found that there is no significant 
evidence that during the period analyzed the environmental 
reporting behavior of the company management has tried to 
satisfy their stakeholders.

Iatridis (2013) stated that environmental disclosure 
contains information that is relevant to the creation of a 
company’s good reputation. A company with a good reputation 
is one reflection of achieving corporate governance. With 
the effect of good governance, it is hoped that the company 
will be more optimal in achieving organizational goals. In 
corporate governance, there is an independent board that 
can contribute views independently and participate actively 
in discussions, and are considered decision experts (Fama, 
2012). The independent board will represent shareholders 
on the company board. As an independent board, they must 
ensure that their presence and performance are free and are 
not intimidated by the influence of company management 
(Hermalin & Weisbach, 2012).

The company appoints an independent board of 
commissioners to monitor and play a role in mitigating 
conflicts of non-conformity with applicable regulations in 
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society. The independent board must have a diversity of 
perspectives that point not only to a short-term orientation 
concerning financial performance but also to the company’s 
social and environmental sustainability. Through an 
oversight approach that monitors compliance with 
established standards while also evaluating the potential 
impact of future expectations, boards have a significant 
role to play in establishing and reinforcing an overarching 
set of expectations with regard to the short- and long-term 
management of social and environmental risks (Sampaio 
et al., 2012). The board of directors is seen as a check 
and balance mechanism in improving the effectiveness 
and monitoring of company management. This will force 
company management to be more responsive to the external 
environment and its needs (Freeman, 1984).

Solakoglu and Demir (2016); Montreevat (2006) 
succeeded in confirming a positive relationship between 
the independent board of commissioners and financial 
performance. With strong independence and transparency, it 
can increase investment efficiency by gradually increasing 
the company’s financial performance. Meanwhile, Liu  
et al. (2017); Kathy Rao et al. (2012) stated that companies 
that have good corporate governance will tend to have 
high-quality corporate environmental disclosure. Fuzi  
et al. (2016); Ararat et al. (2015); Rahman and Mohamed Ali 
(2006) found empirical results that there is no relationship 
between board independence and financial performance. 
An independent board exists to comply with business and 
company regulations (Fuzi et al., 2016).

To address the research gaps that have been discussed, 
this study used legitimacy theory and shareholder theory 
in analyzing the relationship between variables. This is in 
line with the importance of companies paying attention to 
financial and non-financial aspects such as environmental 
performance and good environmental disclosure. The 
legitimacy theory approach is based on the need for corporate 
environmental disclosure to preserve the company’s image 
and avoid negative consequences due to the legitimacy crisis 
(Carnahan et al., 2010). Meanwhile, the stakeholder theory 
approach, apart from the use of accounting information for 
shareholders and creditors, also attracts positive responses 
to other investors, so that they voluntarily report more 
environmental information to meet their demands (Moneva 
& Llena, 2000).

2. Literature Review 

2.1. Legitimacy Theory

Legitimacy can be interpreted as recognition and 
acceptance of the company’s existence by the community. 
The main assumption of legitimacy theory is fulfilling the 
organization’s social contract, which enables the recognition 

of its objectives. Legitimacy is a generalized perception or 
assumption that the actions of an entity are desirable, proper, 
or appropriate within some socially constructed system of 
norms, values, beliefs, and definitions (Cho et al., 2012).

Legitimacy theory is the theory most commonly used 
to explain social activities and disclosure of the company’s 
environment to fulfill their social contract (Campbell  
et al., 2003). According to Cho and Patten (2007), legitimacy 
theory implies that environmental disclosure is a function 
of the intensity of social and political pressures faced by a 
company on environmental performance. This is because 
legitimacy can guarantee the sustainability of the company’s 
business. Legitimacy theory suggests companies with 
poorer environmental performance would be expected to 
provide more extensive off-setting or positive environmental 
disclosures in their financial reports (Van de Burgwal & 
Vieira, 2014). Besides, environmental disclosure information 
is a form of transparency in the business sector regarding the 
company’s environmental activities and shows the company’s 
concern and responsibility in front of stakeholders and the 
preservation of the surrounding environment which will 
build good legitimacy for the company.

2.2. Stakeholder Theory

Stakeholder theory is related to ethical organizational 
management, which not only describes the existing situation 
but also considers the needs of stakeholders when developing 
a company strategy, as stated by Robert Phillips et al. 
(2014); Huang and Kung (2010). Furthermore, Clarkson 
(1995) stated that the sustainability of a company depends 
on the ability of its managers to create wealth, value, and 
satisfaction with stakeholder groups (such as shareholders, 
creditors, consumers, suppliers, government, society, and 
other parties). Companies must be able to balance the various 
demands of their stakeholders to get sustainable support 
that will have a good impact on the company in the form of 
market growth (Huang & Kung, 2010). This shows that the 
existence of a company is strongly influenced by stakeholder 
support for the company.

Stakeholder theory is used to explain how companies 
manage stakeholders and their conflicts of interest through 
disclosing their social and environmental accountability 
(Roberto et al., 2009). Social and environmental disclosure 
is considered as a means of communication (between 
companies and their stakeholders) that companies use to 
respond to the different needs of stakeholders (Huang & 
Kung, 2010). Company environmental disclosures that 
contain non-financial information related to environmental 
impacts arising from company activities can be used as a 
company strategy to fulfill the interests of stakeholders 
(including employees, shareholders, investors, consumers, 
non-governmental organizations) (Reverte, 2009). Therefore,  
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stakeholder theory provides support to explain the 
dissemination of social aspects in company management, 
because the influence of shareholders, customers, 
government, society, and creditors is a possible determinant 
of social information disclosure.

3. Hypothesis Development

3.1.  Environmental Performance on  
Financial Performance

The ISO 14001 standard (2004) considers that 
environmental performance is a measurable result of an 
organization’s management in its environmental aspects. 
The company’s environmental performance includes the 
efforts the company makes in the rational use of resources, 
reducing the environmental impact of its activities on the 
environment, as well as improving the environmental 
management in which the company operates. Bragdon 
and Marlin (1972) stated that company responsiveness to 
the environment results in higher financial performance 
associated with a decrease in the level of pollution from 
the company. Whereas Cormier and Magnan (2003) have 
examined the level of chemical waste reported by the EPA 
resulted in a higher level of environmental performance 
associated with a lower level of chemical waste. Also, a well-
managed environmental performance can be a marketing 
tool that can be used in providing a competitive advantage to 
an organization. So that the resulting product will get added 
value in the eyes of consumers and a better selling value.

Companies that are sensitive to environmental issues 
will implement environmental policies to improve financial 
performance. Environmental policies such as improving 
environmental performance will help direct management 
strategies to improve the company’s financial performance 
(Stanwick & Stanwick, 2000). This is in line the research 
by Ifada et al. (2019) that corporate social responsibility 
can improve company performance. Companies with good 
financial performance tend to have high company value 
(Machmuddah et al., 2020; Sudiyatno et al., 2020). Therefore, 
companies that are committed to their environment will have 
a positive image in the eyes of stakeholders, which in turn 
increases the company’s profitability (Ioannou & Serafeim, 
2017). Furthermore, it was supported by Nor et al. (2016) 
that there is a positive influence on financial performance 
along with the increase in the company’s environmental 
performance. Based on the description above, the hypothesis 
can be formulated as:

H1: Environmental performance has a positive effect on 
financial performance.

3.2.  Independent Board of Commissioners on 
Financial Performance

The independent board of commissioners is a corporate 
governance mechanism that is important in monitoring and 
supervising a company (Dahya et al., 2008). Generally, 
the board of commissioners not only monitors company 
managerial behavior but also ratifies company decisions and 
support company strategies which are expected to have a 
broader view of the business environment that will promote 
more effective decision making (Ararat et al., 2015; Solakoglu 
& Demir, 2016). Furthermore, Nicholson and Kiel (2007) 
explained that the board of commissioners is considered the 
most important link to outside resources such as creditors, 
customer suppliers, and institutional investors for the benefit 
of the company. As a result, a strong relationship will have a 
positive impact on financial performance.

Farhan et al. (2021) examined the relationship between 
female boards of directors and financial performance and 
found that companies that had female boards of directors 
had a higher financial performance. Solakoglu and Demir 
(2016) confirmed the significant positive effect of the board 
of commissioners on financial performance. Furthermore, 
Montreevat (2006) explained that independent directors have 
a strong monitoring effect and can transparently increase 
investment efficiency and a company’s strong financial 
performance. Thus, the hypothesis can be formulated as: 

H2: The independent board of commissioners has a 
positive effect on financial performance.

3.3. Firm Size on Financial Performance

Firm size is a description of the size of a company which 
can be measured by market capitalization, total capital 
used, total assets owned and total sales earned. Companies 
that have larger total assets certainly can generate higher 
profits. Large companies also have greater negotiating 
power with customers and suppliers and have easier access 
to international markets. Furthermore, a large company 
can lead to a higher rate of return on assets (Chaddad & 
Mondelli, 2013), or a higher rate of return on equity or 
invested capital, higher profit margins (Adenaeuer & 
Heckelei, 2011), or higher sales returns (Garcia-Fuentes 
et al., 2013). When the company gets a stronger position, 
it will also have an impact on increasing the company’s 
financial performance (Lopez-Valeiras et al., 2016). Thus, 
the hypothesis can be formulated as: 

H3: Firm size has a positive effect on financial 
performance.
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corporate environmental disclosure. Thus, the hypothesis 
can be formulated as: 

H5: The independent board of commissioners has a 
positive effect on environmental disclosure.

3.6. Firm Size on Environmental Disclosure

Larger companies are more likely to be subject to public 
scrutiny, and will therefore disclose more information 
to legitimize communities and gain public support for 
their continued existence (Cormier & Gordon, 2001). 
Furthermore, this is also in accordance with stakeholder 
theory, which states that stakeholders have the opportunity 
to control company resources. Larger firms disclose more 
environmental-related information than smaller firms. This 
finding suggests that firm size is an important determinant 
of environmental disclosure practice (Cowen et al., 1987). 
Environmental disclosure is used by companies to meet 
pressure from the public and other external parties so that 
the company continues to operate and gain legitimacy from 
the community (Yinglu & Indra, 2012).

The majority of empirical studies found significant 
evidence that there is a positive relationship between firm 
size and the level of social and environmental disclosure 
(Brammer & Pavelin, 2006; Van de Burgwal & Vieira, 2014). 
Aerts et al. (2006); Liu and Anbumozhi (2009) explained that 
firm size is a strong indicator to influence corporate social 
and environmental disclosure. Therefore, the hypothesis is 
formulated as;

H6: Firm size has a positive effect on environmental 
disclosure.

3.7.  Financial Performance on  
Environmental Disclosures

Financial performance is a factor that enables 
company management to flexibly report on its social and 
environmental responsibilities. Companies that have high 
profits can allocate their expenses to many aspects, including 
involvement in environmental issues (Deswanto & Siregar, 
2018). Very profitable companies are more trusted by the 
public to increase stakeholder accountability expectations.

When companies are more involved in social activities, 
they will have more information to disclose. Furthermore, 
Qiu et al. (2016) explained that the measurement of corporate 
environmental aspects, such as the greenhouse effect, tends 
to significantly increase company spending. Environmental 
disclosure also entails high costs, including the costs of 
identifying, measuring, and reporting this information. 
Therefore, only companies with high financial performance 
are willing to bear these costs. 

3.4.  Environmental Performance on 
Environmental Disclosure

A company can enhance organizational and stakeholder 
relations by disseminating credible information about non-
financial information such as environmental performance. 
Companies are increasingly required to provide non-financial 
information in response to the information needs of investors 
regarding their environmental responsibilities (Rezaee, 
2016). Companies with good environmental performance will 
more often convey environmental disclosures or company 
achievements as a strategy to gain sympathy and maintain a 
“social contract” with the community. Furthermore, Cai et al. 
(2016) explained environmental disclosure as the creation of 
a good corporate image. Thus, the community will be more 
accepting of the existence of the company or even increase 
customer and employee satisfaction (Edmans, 2011), and 
lead to better management relations with stakeholders 
(Chapple & Moon, 2005). Thus, the company will still get 
legitimacy from the community and longer sustainability.

Giannarakis et al. (2017); Ahmadi and Bouri (2017) have 
the same research results that environmental performance 
has a positive effect on the extent of corporate environmental 
disclosure. Thus, the hypothesis can be formulated as: 

H4: Environmental performance has a positive effect on 
environmental disclosure.

3.5.  Independent Board of Commissioners on 
Environmental Disclosure

As the supervisory board, the board of commissioners 
has the responsibility to monitor the performance of 
the board of directors in implementing good corporate 
governance in environmental matters. Ideally, along with 
the efficient supervisory function, and the independence of 
the commissioners, it can pressure company management to 
carry out non-financial disclosure activities (such as social 
and environmental) in the interests of internal and external 
stakeholder information (Siew et al., 2016). Liu et al. (2017) 
showed that companies with good corporate governance are 
more likely to have high-quality environmental disclosures. 
Besides, Haniffa and Cooke (2005) stated that non-executive 
directors (more independent boards) are an effective 
mechanism to align stakeholder interests with company 
management from environmental disclosure information in 
company annual reports.

Nekhili et al. (2017) found that the independence 
board has a positive effect on environmental disclosure. 
Lim et al. (2007); Kathy Rao et al. (2012) confirmed that 
board independence is positively associated with voluntary 
disclosure, and board independence has a positive effect on 
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Johan (2021) showed that financial performance, 
which is often represented by profitability, affects 
corporate social responsibility. If the company makes 
a profit, the company will allocate its funds for CSR 
activities. The allocation of funds for CSR activities will 
certainly make the company have a CSR program and will 
make disclosures. Environmental programs are part of the 
CSR program. Lu and Abeysekera (2014) confirmed that 
profitability is one of the characteristics of a company that 
significantly causes companies to disclose their social 
and environmental responsibility initiatives. Thus, the 
hypothesis is formulated as:

H7: Financial performance has a positive effect on 
environmental disclosure.

4. Research Method

The population of this study consists of companies 
listed on the Indonesia Stock Exchange (IDX) from 2017 to 
2019. This research was conducted by using a quantitative 
approach by reviewing annual reports to collect information 
on environmental disclosures. Annual reports are used 
because they are acceptable and commonly used source 
for social disclosure and to communicate information to 
stakeholders (Tilt, 1994; Lodhia, 2004). Furthermore, Aerts 
et al. (2006); Buniamin (2010) stated that large companies 
are believed to have more information that allows them to 
be more involved with corporate governance, social and 
environmental responsibility, and high quality of disclosure.

4.1. Measurement of Variable 

4.1.1. Environmental Performance

The environmental performance of the company is 
assessed by the Ministry of Environment (KLH) and 
reported through PROPER. PROPER is an assessment 
of a company’s environmental management performance 
that requires measurable indicators. This is carried out by 
the Ministry of Environment of the Republic of Indonesia 
to increase the role of companies in managing the 
environment and provide stimulant effects in accordance 
with environmental regulations and value-added on natural 
resource maintenance, energy conservation, and community 
development. This research shows that the sample companies 
have maintained and preserved the environment around the 
company in accordance with the criteria in PROPER. The 
environmental performance assessment is based on the 
PROPER performance rating system which has five color 
ratings, namely, gold, green, blue, red, and black (Choi  
et al., 2013).

4.1.2. Independent Board of Commissioners

The independent board of commissioners is calculated 
as the ratio of the number of independent board members to 
the total number of board members. As the main mechanism 
for corporate governance, the independent board of 
commissioners effectively represents the interests of various 
company stakeholders Jo and Harjoto, (2011); Nekhili et al., 
(2017). It is formulated as follows:

DK = ×
Σ

Σ
Komisaris Indepeden

Anngota komaisaris Indepeden
100%

4.1.3. Firm Size

Firm size is an indicator used to determine the size of 
an entity (small or large). In this study, firm size can be 
seen from the total assets owned by the company, by adding 
all current and non-current assets owned by the entity. 
According to Van de Burgwal and Vieira (2014), firm size 
can be measured by the following formula:

SIZE = Ln (Total Assets)

4.1.4. Environmental Disclosure

Environmental disclosure is the voluntary disclosure of 
a company’s environmental information in Indonesia. The 
measurement is an environmental disclosure in this research 
is conducted using the Indonesian Environmental Reporting 
(IER) index developed by Suhardjanto et al. (2008).

 

IER s
item Disclosure IER's

Total items
′

×
=

( )Σ

4.1.5. Financial Performance

Financial performance can be measured by various 
indicators. According to Hackston and Milne (1996), 
a more reliable measure of financial performance is 
to measure financial performance over a long period. 
Therefore, in this study, the five-year average return 
on assets (EAT / Total assets) is used as a measure of 
financial performance. Financial performance in this 
study is measured by using the Return on Assets (ROA) 
ratio Florio and Leoni (2017); Huang and Hilary, (2018) 
which is calculated from profit after tax divided by total 
assets. The formula is as follows:

ROA EAT
Total Asset

= ×100%
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5. Results and Discussion

The Kolmogorov-Smirnov test results show Asymp. Sig. 
value more than 0.05, means model 1 and model 2 of this 
study have a regression model with a normal distribution. 
The classical assumption test consists of a multicollinearity 
test and a heteroscedasticity test. The results showed that 
all variables had a tolerance above 0.10 and a VIF value 
below 10. This indicated that model 1 and model 2 of this 
study did not have multicollinearity symptoms. While the 
heteroscedasticity test shows a number above 0.05 so that 
neither model 1 nor model 2 has heteroscedasticity.

Meanwhile, the R-Square value in model 1 = 22.6%, and 
model 2 = 23.9%. That is, in model 1, namely environmental 
performance, independent commissioners and firm size affect 
financial performance only by 22.6% and the remaining 
77.4% is influenced by other variables. Whereas in model 2,  
namely environmental performance, independent board of 
commissioners, firm size, and financial performance affect 
environmental disclosure by 23.9% and the remaining 76.1% 
is influenced by other variables.

5.1.  Environmental Performance and  
Financial Performance (H1)

Hypothesis 1 stated that environmental performance 
has a significant positive effect on financial performance 
with a significance value of 0.001, α = 0.05. While the 

value of the β coefficient is positive = 0.030. Thus, it can 
be concluded that H1 is accepted.

This is in line with Nor et al. (2016) that environmental 
performance has a significant positive effect on environmental 
disclosure. Companies that are sensitive to the environment 
will be careful in making management decisions related to 
their environmental policies. Branch and Cai (2012) explained 
that companies that are responsible for the environment show 
a significant positive return on investment. This is because 
companies that run eco-efficiency will strengthen company 
profitability (King & Lenox, 2001), or investment ethics make 
non-polluting companies preferred by many investors. Thus, 
it will result in a higher share price and a lower cost of capital 
(Heinkel et al., 2001). Edmans (2011); Setiawanta et al. (2021) 
stated that this reflects the measurable results of organizational 
management on overall financial performance. Therefore, 
companies that are committed to their environment will have a 
positive reputation in the eyes of stakeholders (Soedjatmiko et 
al., 2021), which in turn increases the company’s profitability 
(Ioannou & Serafeim, 2017).

5.2.  Independent Commissioner and Financial 
Performance (H2)

Hypothesis 2 stated that the independent board of 
commissioners on financial performance has a coefficient of 
β 0.047 and a significance value of 0.326 > α = 0.05. Thus, it 
can be concluded that hypothesis (H2) is rejected.

Table 1: Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
EP 117 2.000 5.000 3.119 0.527
DK 117 0.200 1.000 0.426 0.127
UP 117 24.658 32.108 29.122 1.424
KK 117 0.001 0.617 0.106 0.117
ED 117 0.065 6.467 1.821 1.459
Valid N 117

Table 2: Results of Hypothesis Testing Model 1

Model
Multicollinearity

Heteroscedasticity
Unstandardized

Sig.
Tolerance VIF Beta

(Constant) –0.299 0.002
EP 0.907 1.103 0.952 0.030 0.001
DK 0.931 1.075 0.700 0.047 0.326
UP 0.866 1.154 0.854 0.009 0.009

Dependent Variable: KK.
Normality Test Statistic 0,051. Asymp. Sig. (2-tailed) 0,051. Runs Test 0,913. P-Value 0,000. R Adjusted R Square 0,226.
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& Heckelei, 2011), and higher sales returns as well (Garcia-
Fuentes et al., 2013). Thus, a high-profile company that has 
a stronger position will have an impact on improving the 
company’s finance. Lopez-Valeiras et al. (2016) justified the 
argument of a direct and positive relationship between firm 
size and profitability and that high-profile companies focus 
on greater resources and market opportunities to increase 
economies of scale.

5.4.  Environmental Performance and 
Environmental Disclosure (H4)

Hypothesis 4 stated that the effect of environmental 
performance on environmental disclosure. H4 is accepted. 
The increase in environmental performance has a positive 
effect on environmental disclosure according to the 
coefficient β 0.586 and the significance value of 0.013. This 
means that the positive effect of environmental performance 
on environmental disclosure is significant. Companies that 
invest in environmental performance management will 
respond to the information needs of stakeholders that are 
more transparent and credible in environmental disclosure.

In line with the statement of Cai et al. (2016); Edmans 
(2011); Chapple and Moon (2005), environmental disclosure 
as a “social contract” strategy to gain legitimacy with the 
community and create a good corporate image so that 
sustainability will last a long time. On the other hand, 
information leads to more efficient operations and better 
environmental performance (Schlenker & Scorse, 2012; 
Setiawanta et al. 2021). These demands can force companies 
to implement initiatives in reducing carbon emissions, 
increasing employee engagement and reducing turnover, 
changing suppliers, investing in environmental quality 
products and safety procedures as a response to the company’s 
strong commitment to environmental issues (Ioannou & 
Serafeim, 2017). Therefore, the demands for environmental 
disclosure can provide incentives for companies to change 

In this study, the independent board of commissioners 
was selected and appointed not based on the background 
of their abilities, but for the company such as expediting 
business to comply with regulations (Fuzi et al., 2016). 
The results of the study by Ararat et al. (2015) explained 
that the independence board is not truly independent in 
carrying out its duties as a managerial. This is because 
independent directors have personal, financial, and social 
relationships with dominant shareholders so that it will 
affect their independent assessment as an independent board 
(Fuzi et al., 2016). This relates to the ineffectiveness of 
directors in the monitoring role due to the dominant role of 
managers and executive directors (Fuzi et al., 2016). This 
shows that having board independence does not guarantee 
to improve firm financial performance because of the poor 
monitoring role of the independent board (Garg, 2007). The 
results of this study contradict the research by Solakoglu 
and Demir (2016); Montreevat (2006); Farhan et al. (2021); 
Dahya et al. (2008) which state that the independent board 
of commissioners has a positive effect on improving the 
company’s financial performance.

5.3. Firm Size and Financial Performance (H3)

Hypothesis 3 stated that there is a positive influence of 
firm size on financial performance. Hypothesis 3 is thus 
accepted. In Table 3, it is shown that the β coefficient value 
is 0.009 and the significance level is 0.009 < α = 0.05. 
This means that the positive effect of firm size on financial 
performance is significant. This significant influence can 
be interpreted that large companies are more careful in 
managing finances efficiently so that sales turnover and 
financial performance will increase.

The results of this study are in line with Chaddad and 
Mondelli (2013) who confirmed that large companies have 
a higher rate of return on assets, a higher rate of return on 
equity or invested capital, higher profit margins (Adenaeuer 

Table 3: Results of Hypothesis Testing Model 2

Model
Multicollinearity

Heteroscedasticity
Unstandardized

Sig.
Tolerance VIF Beta

(Constant) –8.056 0.001
EP 0.922 1.085 0.922 0.586 0.013
DK 0.948 1.055 0.948 1.575 0.100
UP 0.907 1.102 0.907 0.242 0.006
KK 0.904 1.063 0.940 3.167 0.003

Dependent Variable: ED.
Normality Test Statistic 0,200. Asymp. Sig. (2-tailed) 0,20. Runs Test 0,403. P-Value 0,000. Adjusted R Square 0,239.
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managerial practices so that they are more productive and 
efficient and also credible in improving organizational and 
stakeholder relations (Rezaee, 2016).

5.5.  Independent Board of Commissioners and 
Environmental Disclosure (H5)

Hypothesis 5 stated that the independent board of 
commissioners on environmental disclosure has a coefficient 
of β 1.575 and a significance value of 0.100 > α = 0.05. Thus, 
it can be concluded that H5, which is, the independent board 
of commissioners has no effect on environmental disclosure, 
is rejected.

This suggests that having board independence does not 
guarantee to increase wider environmental disclosure due 
to the inefficient monitoring role of the independent board. 
The result is in line with the research results of Haniffa and 
Cooke (2002), who proved the inefficiency of independent 
boards in monitoring due to the dominant role of managers 
and executive directors on the board. An independent board 
of commissioners that is too large will make the agreement 
and negotiation decisions lengthy (Yermack, 1996). 
Donaldson and Davis (1991) also stated that in Malaysia, 
the independent board of commissioners did not affect the 
extent of environmental disclosure of the company, due to 
the dual roles of the managing director and the chairman of 
the board. Diamastuti et al. (2021) confirmed that corporate 
governance has no significant effect on corporate social and 
environmental responsibility disclosures. Therefore, the size 
of the independent board has not been said to be effective 
as a supervisory board and a recommendation provider so 
that management carries out activities in accordance with 
what stakeholders’ desire, related to social aspects and 
environmental disclosures.

5.6. Firm Size and Environmental Disclosure (H6)

Hypothesis 6 stated that firm size has a significant positive 
effect on environmental disclosure with a significance value 
of 0.006, α = 0.05. While the value of the β coefficient is 
positive 0.242. Thus, it can be concluded that H6, firm size 
has a significant positive effect on environmental disclosure, 
is accepted.

This assumption is based on the fact that, in general, 
larger firms participate in a higher number of businesses 
and operate on an international scale. These activities have 
a greater impact on the environment, and consequently, 
on society (Brammer & Pavelin, 2006). This is consistent 
with the stakeholder theory. High-profile companies must 
satisfy a higher number of stakeholders to draw attention to 
environmental management and corporate initiatives (Deegan 
& Gordon, 1996; Van de Burgwal & Vieira, 2014). Besides, 

larger firms make much more detailed quality disclosures 
than smaller firms (Brammer & Pavelin, 2006). Wong and 
Fryxell (2004) realized that this positive relationship affects 
high-profile companies to become aware of the importance of 
building and maintaining a good corporate reputation so that 
companies try to disclose their environmental information to 
protect or expand their reputation and to keep the company 
operating.

5.7.  Financial Performance and Environmental 
Disclosure (H7)

Hypothesis 7 that financial performance affects 
environmental performance, is accepted. Increased financial 
performance has a positive effect on environmental 
disclosure. This is in accordance with the results of the 
coefficient β 3.167 and a significance value of 0.003. This 
means that the positive effect of financial performance 
on environmental disclosure is significant. In accordance 
with Lu and Abeysekera (2014), profitability is one of 
the characteristics of a company that significantly makes 
environmental disclosures.

In a management survey of 766 managers conducted by 
Accenture and the United Nations Global Compact (UNGC), 
93% of surveyed management believed that environmental 
disclosure information with good performance would be 
critical to future business success and 91% reported that 
companies would use new technologies for environmental 
problems in the next five years (Lacy et al., 2010). Meanwhile, 
Low (2016) stated that 12 percent of the reputation of financial 
information and the company’s environment significantly 
affects customer decisions in purchasing / repurchasing 
products, increasing demand for products and services and 
or reducing consumer price sensitivity (Sen & Bhattacharya, 
2001), contributing to legitimacy (Hillman & Keim, 2001), 
even increasing customer and employee satisfaction with the 
existence of companies that are sensitive to the environment 
(Edmans, 2011). Therefore, environmental disclosure 
produces an effect on increasing stakeholder interesting 
(Kurnia et al., 2020) and long-term value creation.

6. Conclusion

This study proves the effect of environmental 
performance, independent board of commissioners, and 
firm size on environmental disclosure through financial 
performance. The main findings are:

1. Environmental performance has a significant positive 
effect on financial performance. The hypothesis is 
accepted, meaning that companies that are sensitive 
to environmental problems and run eco-efficiency 
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operations will strengthen the company’s profitability 
(King & Lenox, 2001). By implementing good 
environmental performance, it will provide a faster 
return on capital.

2. The independent board of commissioners has no 
effect on financial performance. The hypothesis 
is rejected, meaning that the independent board of 
commissioners in the company is only to expedite 
business and comply with regulations. So that 
the existence of an independent board does not 
guarantee that it can improve the company’s financial 
performance (Fuzi et al., 2016).

3. Firm size has a positive effect on financial 
performance. The hypothesis is accepted, a company 
with a high profile will have a faster sales turnover 
rate so that the return on capital is higher. This 
reflects that the larger company has a good financial 
performance.

4. Environmental performance has a positive effect 
on environmental disclosure. The hypothesis is 
accepted. Environmental disclosure is a means of 
creating a corporate image and social contracts with 
the dissemination of credible information about 
environmental performance so that it can reduce or 
enhance the company’s image.

5. The independent board of commissioners has no 
effect on environmental disclosure. The hypothesis 
is rejected, meaning that the independent board of 
commissioners has dual roles. When the managing 
director is also chairman of the board, the extent 
of the company’s environmental disclosure is not 
effective and maximized.

6. Firm size has a positive effect on environmental 
disclosure. The hypothesis is accepted, meaning that 
high-profile companies are aware of the importance of 
building and maintaining a good corporate reputation 
so that companies use environmental disclosures as a 
tool to communicate their operational results.

7. Financial performance has a positive effect on 
environmental disclosure. The hypothesis is accepted, 
meaning that good performance information in 
environmental disclosure can significantly influence 
customer decisions in repurchasing their products.
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