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Ethical communication on society issues:
a story from Indonesia

Abstract

Purpose — This study aims to examine Indonesian Stock Exchange (IDX) listed
companies’ society disclosures.

Design/methodology/approach — Year-ending 2012 annual report disclosures of 75 IDX
listed companies are analyzed. The widely acknowledged Global Reporting Initiative
(GRI) guidelines are used as the disclosure index checklist.

Findings: The results show a relatively low level of voluntary society disclosure (40.27
percent). The highest level of communication is for issues related to Society programs.
Very few companies disclosed information about Public policy, Donations to political
parties and Actions taken in response to corruption incidents. Statistical analysis reveals
that company size is a positively significant predictor of ‘society’ communication. Ethical
stakeholder theory partially explains the variability of these disclosures.

Research limitations/implications: The main implication of the findings is that
Indonesian companies are not involved in the public policy making process. Companies
also probably attempt to hide certain information regarding corruption issues to protect
their image and reputation.

Originality/value: This paper provides insights into the disclosure practices of society
issues, a specific social disclosure theme which is rarely examined in prior literature,
within the framework of ethical stakeholder theory. The research also includes corruption
issues to be investigated in the disclosure analysis.

Keywords: Society disclosures, Indonesia, ethical stakeholder theory, Global Reporting
Initiative

Paper type: Research paper
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Introduction

It is widely known that, in the concept of sustainability, corporations’ operations will be
sustainable if they do not only focus on economic or financial aspects but also focus on
the environmental and social aspects (Epstein and Buhovac, 2014). The global business
community and scholars currently realize that businesses do have impacts on the social
system within which it operates, including the local community. When there is no
harmony between businesses and the local community, it is logical to assume that the
sustainability of those businesses is threatened. This potentially happens everywhere
around the globe, particularly in developing countries in which there are usually huge

gaps between the reach and the poor people.

Conflicts between companies and the local community present when there is no good
communication between the two, or when companies do not ‘pay attention’ to the
surrounding ‘neighbours’. On 26 March 2013, for instance, a big demonstration done by
the local community in Dumai' occurred, demanding PT Pelindo? to actively contribute
to the local community’s activities and development as well as to share parts of its
profits to help improve the economy of the local community (Dumaione, 2013).
Arguably, there is a greater probability for such conflicts to occur in countries like
Indonesia because there are many people living surrounding corporations. Moreover, in
countries in which the level of collectivism® is high (see The Hofstede Centre, 2014),
conflicts between companies and the local communities potentially occur when those
companies do not involve with the local communities’ social activities such as local
communities’ regular meetings and voluntary works. In such countries, people are not
individualistic and social relationships among people as well as social communication are

considered extremely important.

This paper aims to investigate Indonesia Stock Exchange (IDX) listed companies’ society
disclosure practices and the factors affecting those practices. In this paper, society

disclosure can be defined as any communicated information regarding companies’
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activities and commitment in managing the social impacts of their operations on the
society encompassing issues of Local Communities, Corruption, Public Policy, Anti-

Competitive Behaviour, and Compliance (see Global Reporting Initiative, 2011).

Indonesia is chosen to be examined because the economy of this developing county looks
significantly improving, placing this country into the 10™ largest economy in the world in
2014 according to a recent World Bank affiliated report (The Jakarta Post, 2014), but, in
fact, it still has complex social problems. In terms of corruption, for instance, this
country is categorized as a country having a great number of corruption cases
(Transparency International, 2014). In 2013, for instance, the Indonesian national police
deals with 1,343 corruption cases (Perdana, 2013). Commentators and scholars argue that

corruption even become a culture in Indonesia (see Lellolsima, 2014).

Corporations, which in fact contribute to the improvement of Indonesia’s economy, are
expected to help the government in solving the above complex social problems. In the
context of sustainability, corporations’ contribution in solving social problems can be
done through corporate social responsibility (CSR). In Indonesia, there are actually
regulations requiring companies to undertake CSR activities and report those activities in
annual reports. For example, Act No. 40/2007 and Government Regulation No. 47.2012
(Cahaya et al., 2012; Cahaya et al., 2013). However, in those regulations, there are no
explanations on what specific CSR items that must be done and reported by companies,
except for Employee Benefits disclosure which is regulated under the Indonesian
accounting standard (PSAK) No. 24 (IAIGlobal 2014). CSR activities and reporting

therefore remain voluntary in this developing country.

There are many prior studies examining CSR disclosure practices around the globe,
including CSR disclosure practices in Indonesia (e.g. Rahman and Widyasari, 2008;

Othman et al, 2011; Trisnawati, 2012). CSR accounting scholars and researchers
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currently focus on more specific CSR issues such as biodiversity reporting (e.g. Van
Liempd and Busch, 2013), labour disclosures (e.g. Kent and Zunker, 2013), and health
and safety disclosures (e.g. Coatzee and Van Staden, 2011). There are studies on society-
related disclosures but they focus only on corporate philanthropy (e.g. Ahmad et al.,
2009). To contribute to the existing literature, this paper examines society disclosure
practices by focusing on local community, corruption, public policy, and anti-competitive

behaviour, and compliance issues.

This study contributes to the literature in a number of ways. Firstly, this study focuses on
society-CSR disclosure, a specific CSR reporting theme which is rarely examined in prior
studies. Most previous studies examine the whole set of CSR disclosures encompassing
issues of environment, labour, human rights, society, and product responsibility (e.g.
Kamla and Rammal, 2013) or specific environmental issues such as biodiversity (e.g.
Khan, 2014). Secondly, this study adopts ethical stakeholder theory, a theory which is
rarely used in prior CSR studies. Thirdly, includes corruption issues in the disclosure
analysis. Corruption issues are relevant to be examined in Indonesia given that there are
many corruption cases in this country, as previously discussed in this section. Corruption
issues themselves are rarely investigated in prior CSR accounting studies (see for

example Amran and Haniffa, 2011; Othman et al., 2011).

Theoretical framework and hypotheses development

This study adopts ethical stakeholder theory as the underlying theoretical framework.
Stakeholder theory is “an explicitly system-based view of the organization and its
environment which recognizes the dynamic and complex nature of the interplay between
them” (Gray et al., 1996, 45). Stakeholder theory explains disclosure practices in terms of
company and stakeholder relationships (Henderson et al., 2004). This theory has two
branches, namely a managerial (organization-centered) branch and an ethical
(accountability) branch (Frooman, 1999; Harrison and Freeman, 1999; Guthrie et al.,

2004). The managerial branch of stakeholder theory postulates that firms identify
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important groups of stakeholders and seek to manage each group to benefit the firm
through disclosure practices (Abeysekera, 2006). The ethical branch of stakeholder
theory postulates that all stakeholder groups have a right to be provided with information
about how a firm affects them, even if they choose not to use that information, and even

if they in turn cannot directly affect the firm (Deegan, 2009).

It is explained in the literature that, within the stakeholder view, there are implicit
contracts between society and corporations in relation to any social activities those
corporations have done (Brown and Deegan, 1998; Brammer and Pavelin, 2004).
Companies therefore have a responsibility to society to act in their bests interests and to
provide them with CSR disclosures so that they can evaluate the performance of those
companies with respect to the social contracts (Henderson ef al., 2004). When companies
interact with a greater number of stakeholders, they arguably need to provide information
about what they have done to those stakeholders even though some of the stakeholders do
not use their right to read that information. This paper argues that all stakeholders,
whether they are important or not, must be provided with information about companies’
performance, including society-related CSR information, as they have rights to read that
information. To best obtain insights about this possible phenomenon and argument,
ethical stakeholder theory is employed in this study. Accordingly, several independent
variables are hypothesized within the framework of this theory, as explained in the

following hypotheses development.

Industry type

As documented in the literature, industry type can classified into two categories, which
are high and low profiles (see Hackston and Milne, 1996; Nurhayati et al., 2006).
According to Robert (1992), a high profile industry can be described as an industry which
has a high level of sensitivity to the environment and the society, a highly political risk,
or a highly competition level. Within the context of ethical stakeholder theory, companies
operating in a high profile industry potentially disclose more information than companies
operating in a low profile industry do because they deal with more complex issues in their

daily operations. Arguably, all of these issues, including society-related CSR information,
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need to be communicated to all stakeholders as they have rights to be provided with that
information. Results of prior studies show that high profile companies disclose more
CSR-related information (see for example Roberts, 1992; Hackston and Milne, 1996). As
such, the following hypothesis is proposed:

HI: There is a positive association between high profile IDX listed companies
and the extent of society disclosures in the annual reports

Company size

Large companies arguably interact with a greater number of stakeholders in their daily
activities. In line with ethical stakeholder theory, it can be said that those stakeholders
have the rights to be provided with information regarding companies’ performance and
activities, including society-related CSR activities. Large companies thus potentially
attempt to disclose more information about what they have done as they think they need
to ethically satisfy their stakeholders’ information rights. A positive relationship between
company size and the level of CSR-related disclosures was found in most prior studies
(Purushothaman et al., 2000; Brammer and Pavelin, 2004; Gao et al., 2005; Amran and

Haniffa, 2011). The following directional hypothesis is thus predicted:

H2: There is a positive association between company size and the extent of
society disclosures in the annual reports of IDX listed companies.

International operations

Companies internationally usually have more complex social problems to deal with, as
these problems may differ across countries. This is because the economies, regulations,
culture, and political situations may not be the same across nations (Radebaugh et al.,
2006; Epstein and Buhovac, 2014). Companies operating internationally also interact
with a greater number of stakeholders that companies operating nationally do. Ethically,
companies with international operations potentially attempt to satisfy all those
stakeholders by providing more CSR information, including society information, as those
stakeholders have the rights to read that information. The information disclosed by

multinational companies may reflect a more variety of society information. Past studies
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document the significantly positive association between international operations and
CSR-related reporting practices (Zarzeski, 1996; Cahaya et al., 2012). Accordingly, a

directional hypothesis is predicted as follows:

H3: There is a positive association between the presence of international
operations and the extent of society disclosures in the annual reports of
IDX listed companies.

Economic performance

Companies with satisfactory financial performance arguably have more sufficient
financial resources to undertake CSR activities, including those which are related to the
society. Using parts of their profits, for instance, companies may establish community
development programs and anti-corruption training programs. Companies which are able
to establish and implement those society-related programs potentially communicate the
programs to all of their stakeholders, although not all of those stakeholders are interested
in the companies’ society-related programs. Such a possible phenomenon is in line with
the tenet of ethical stakeholder theory. The positively significant association between
economic performance and the level of disclosures are documented in several prior
studies (see for example Ullman, 1985; Roberts, 1992). The following directional
hypothesis is thus proposed:

H4: There is a positive association between the level of economic performance
and the extent of society disclosures in the annual reports of IDX listed
companies.

Age of business

Old companies arguably interact with a greater number of stakeholders than young
companies. Within the framework of ethical managerial stakeholder theory, old
companies potentially disclose more information, including society-related CSR issues,
since there are a greater number of stakeholders having the rights to be provided with
information. Roberts (1992) also argues that old companies, which can be considered
more mature, are more likely to provide more social information because their histories

of involvement in CSR activities are entrenched. Previous studies by Roberts (1992) and
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Hamid (2004) document the positively significant association between age of business
and the level of social disclosure practices. A directional hypothesis is again predicted as

follows:

H5: There is a positive association between age of business and the extent of
society disclosures in the annual reports of IDX listed companies.

Research approach

A sample of 75 Indonesia Stock Exchange (IDX) listed companies is randomly selected
from a population of 459 for the year ending 2012 (IDX 2014). Data for the dependent
and the independent variables are collected from the 75 companies’ annual reports. While
there is a growing number of companies ‘produce’ stand-alone sustainability reports in
Indonesia, disclosures in such stand-alone reports are not examined in this study. This is
because the number of companies publishing stand-alone reports in this nation is still
small. According to Kusumaputra (2012), there are only 40 Indonesian companies
‘producing’ stand-alone sustainability reports in 2012. The use of annual reports as the
source of the disclosure data in this study itself is considered appropriate given that such
a media is an official form of communication that must be provided by listed companies
in Indonesia (see Otoritas Jasa Keuangan, 2014). It has also been widely recognized in
the prior literature that annual reports provide highly credible information about

companies’ activities (Baker and Naser, 2000; Hamid, 2004).

The dependent variable in this study, which is society disclosures, is measured by an
unweighted disclosure index. In such a measurement, each disclosure item is deemed
equally important and thus each disclosed item is awarded the same score when it is
disclosed (Cooke 1991; Meek et al., 1995). A score of 1 (one) is therefore awarded to a
sample company when a society disclosure item listed in the disclosure index checklist is
disclosed. In contrast, a score of 0 (zero) is awarded when a society disclosure item listed
in the checklist is not disclosed. The final disclosure index for each sample company is
calculated as the ratio of total score awarded to the company divided by the maximum

number of items in the disclosure index checklist (see Cahaya et al., 2012).
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Global Reporting Initiative (GRI) society disclosure items are employed as the disclosure
index checklist. GRI guidelines are chosen in this study because these guidelines are
regarded as the most widely accepted sustainability guidelines (Albareda, 2013; Epstein
and Buhovac, 2014). GRI guidelines themselves are developed and continuously updated
through interviews and dialogues with global stakeholders (Global Reporting Initiative,
2014). The use of GRI is therefore reflects the application of companies’ ethical
stakeholder commitment (Wilburn and Wilburn, 2013) Prior CSR accounting studies in
Indonesia have also used these guidelines (e.g. Trisnawati, 2012; Cahaya et al., 2012),
highlighting that these guidelines are relevant to be used in an Indonesian setting. To be
in line with the financial year examined in this study, which is 2012 financial year, the
version of GRI guidelines adopted as the disclosure index checklist is the 2011 one,
which is labeled as G3.1*. As such, ten indicators within the category of Society in G3.1
are employed as the disclosure index checklist. The index of each sample company is
therefore calculated by dividing the total score of the company’s society disclosures with
ten. Details of the ten indicators used as the checklist in this study are provided in

Appendix.

The independent variables are measured using the measurement approaches mostly used
in prior studies (e.g. Hackston and Milne, 1996; Nurhayati et al., 2006; Cahaya et al.,

2012). These measurement approaches are presented in Table L.

[Take in Table I]

Statistical results

Results of the descriptive statistics for the independent variables are summarized in Table
II. It can be seen from the table that total assets ranges widely from 212,446 million
Rupiah to 551,336,790 million Rupiah with a mean of 34,840,982.83 million Rupiah5 .
Return on assets (ROA) also ranges widely from -29.52 percent to 43.08 percent with a
mean of 8.64 percent. Compared to the results of prior studies, there appears to be an

improvement in the economic performance of Indonesian companies during the last
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decade. In Nurhayati et al. (2006), it was found that the average ROA was 2 percent in
2003. In Cahaya et al. (2012), the average ROA in 2007 was almost 4 percent. In 2012,
as shown in Table II, the average ROA was 8.64 percent in 2012. These results may
explain the contribution of the private sector in the growth of the Indonesian economy
(see Cahaya et al., 2013). According to Allen (2013), the Indonesian economy is
booming with the growth of 6 percent per annum. The descriptive statistics further
reveals that the average age of IDX listed companies is 37 years old. The oldest
company’s age in the data set is 97 years old, showing that this company was established

before the proclamation of Indonesian independence in 1945.

[Take in Table II]

As depicted in Table II, 69 percent of sample companies are categorized as high profile
whereas 31 percent of sample companies are classified as low profile. It is also shown
that 63 percent of sample companies do have international operations while 37 percent of
sample companies only operate nationally. There seems to be an increase in the number
of companies operating internationally given that previous studies show that most IDX
companies do not have international operations. In Cahaya et al. (2008), for instance, it
was found that only 33 percent of Indonesian listed companies did have international
operations in the 2004 financial year. Such an increase might occur due to the impact of
globalization and the rapid development of information technology during the last decade

(see Radebaugh et al., 2006; Epstein and Buhovac, 2014).

With regards to the dependent variable, descriptive results (presented in Table III) show
that all of the 75 sample companies voluntarily provide society information in their
annual reports, with the disclosure level ranging from 20 percent (2 items out of ten
disclosure items) to 100 percent (all of the ten disclosure items). The average level of
society disclosures is 40.27 percent. Therefore, on average, IDX listed companies
disclose approximately four voluntary society disclosure items (out of 10 items) in their
annual reports. This result indicates that overall society disclosure practices of Indonesian

companies are relatively low.

10
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[Take in Table II1]

Figure I presents the variation of disclosure levels across the 10 voluntary society
disclosure items by the 75 sample companies. It can be seen from this figure that SOI,
Society programs, is the most disclosed item (74 companies, 97.37 percent). This finding
suggests that companies in Indonesia have a strong commitment in helping the local
communities improve their economy (Tania, 2012). The society programs undertaken by
companies may include community development programs, the establishment of
entrepreneurship training for the local communities, (see Tania, 2012), training programs
for teachers so that their teaching quality can be improved in line with the international
teaching standard (Syafrizal, 2012), etc. The implementation of CSR activities such as
local community engagement and community development programs signals the presence
of synergy among the government, the public and corporations in improving the society’s
quality of life (see Dharma, 2012). Such synergy is actually the main pillar of CSR
implementation and the presence of it is definitely needed in the development process of

a country (Perbawani, 2012).

[Take in Figure I]

The second most disclosed item is SO9 at 92 percent, which is Negative impacts of
operations on local communities. This suggests that most IDX listed companies realize
that any negative impacts of operations on the society need to be addressed, managed,
and communicated. Such practices need to be undertaken so that the dynamic relationship
between companies and stakeholders can be well managed. From the lens of stakeholder
theory, the harmony between companies and their stakeholders ‘guarantees’ the
sustainability and the future of companies’ operations (see Roberts, 1992; Deegan, 2009).
It can therefore be said that IDX listed companies have understood this stakeholder
concept and apply the concept in managing any potential negative impacts of their
operations on the local communities. In particular, within the context of ethical

stakeholder theory, IDX listed companies then communicate about what they have done

11
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in addressing those negative impacts to any stakeholders given that each stakeholder has

the rights to be provided with information.

The third most disclosed item is SO10 at 42.67 percent, which is Prevention and
mitigation measures implemented in operations. While IDX listed companies attempt to
identify and address potential or actual negative impacts on local communities as
disclosed through SO9 disclosures, they perhaps cannot optimally prevent and mitigate
all of those negative impacts. This is because they have insufficient financial and human
resources to do so, or perhaps they have minimum knowledge on how to best prevent
those negative impacts (see Lako, 2011). This might explain the finding in relation to the
disclosures of SO10 where only 42.67 percent of sample companies provide such

disclosures in their annual reports.

Interestingly, Figure I shows that Public policy (SOS5) is the least disclosed item at 4
percent. This is followed by Donations to political parties and related institutions (SO6)
at 14.67 percent and Actions taken in response to corruption incidents (SO4) at 16
percent. One possible explanation for the small percentage of companies disclosing SO5
is that those companies are not involved in the public policy development. This might be
because the government does not ask or invite companies to participate in the public
policy development. Alternatively, corporations themselves does not actively criticize the
government’s public policy or even do not respond the government’s ‘invitation’ to

participate in the public policy development.

A possible explanation for the small percentage of IDX listed companies disclosing
Donations to political parties and related institutions (SO6) is that the 2012 financial
year is not a period of the general election in Indonesia. The general election itself would
be undertaken in 2014°. It is therefore logical that there are only few companies giving
donations to political parties or politicians. The number of companies giving donations to
political parties or politicians usually increases significantly within the political campaign

period before the general election (see Manurung, 2013)..

12
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The low disclosures of Actions taken in response to corruption incidents (SO4) can be
explained by the argument that directors of Indonesian companies attempt to hide
corruption cases occurring in their companies from the eyes of the public. This is because
they assume such cases will threaten the companies’ image and reputation. The

corruption cases may be solved internally but are not disclosed in the annual reports.

Hypotheses 1 to 5 were tested by using multiple regression technique. Classical
assumptions of multiple regression7, consisting of multicollinearity, normality, outliers,
and homoscedasticity (see Hair et al., 1998), have been checked and it was found that all
of the assumptions were met. The results of multiple regression analysis can therefore be
deemed truly representative of the sample (see Hair ef al., 1998) and are summarized in
Table IV.

[Take in Table IV]

It can be seen from Table IV that the regression model is highly significant (p-value
0.002). The value of adjusted R-square is 0.178. The variation of voluntary society
disclosure practices is explained by the variation of one highly significant predictor (p-
value is smaller than 1 percent significance level), being company size. The coefficient of
this independent variable is positive, supporting the argument presented in Section 2
which posits that there is a positive association between company size and voluntary
society disclosure practices (Hypothesis 2). The other hypothesized variables (industry
type, international operations, economic performance, and age of business) are not
significant and thus they are regarded unable to explain the variation of voluntary society

disclosure practices in Indonesia.

5. Discussion and Conclusion

In summary, while all of the sample companies communicate at least two items, there is a
relatively low level of society disclosure practices (40.27 percent) by IDX listed
companies. Most companies might not be involved in the public policy making process

and therefore only 4 percent of sample companies disclose public policy issues. Most

13
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companies might not provide donations for political parties as the 2012 financial year is
not a campaign period, and thus only 4 percent of sample companies disclose issues
related to donations for political parties. It is important to note, however, that there is a
small number of companies disclose corruption issues, which are arguably sensitive.
Companies probably attempt to hide certain information regarding corruption issues as
they have a high level of corruption risks, do not have sufficient anti-corruption training,
and do not seriously respond to corruption incidents. They perhaps do seriously respond

to corruption incidents but attempt to hide the incidents from the eyes of the public.

The explanation regarding the small number of companies disclosing corruption-related
issues above is arguable given that there are a lot of corruption cases in Indonesia. Based
on the survey undertaken by Transparency International®, Indonesia was ranked 114
among 177 corrupt countries worldwide in 2013 (see Transparency International, 2014),
highlighting that this country has serious problems with corruptions. Corruption cases
themselves occur in not only the public sector but also the private sector. One of the
examples is the corruption done by the Commercial Banking Centre Manager of PT Bank
Mandiri Tbk’, Rudi Wibisono. Rudi was found guilty by the Indonesian Supreme Court
because of the corruption he did through a fictitious credit amounting to almost about 43
billion rupiah. He was finally arrested on 3 December 2013 by the Indonesian Attorney
General Office (Heru, 2013; Nurokhman, 2013).

Industry type was found to be insignificant. This finding is consistent with Brown et al.
(2005) and Cahaya et al. (2012). This insignificant statistical result is possibly explained
by the argument that low profile companies have the same commitment as high profile
companies do in undertaking society-related CSR, although low profile companies might
deal with less complex social issues in their daily operations. While high profile
companies attempt to manage the negative impacts of their operations on local
communities, for example, low profile companies such as banks might do the same thing
as they think their daily operations also potentially have negative impacts on local

communities such as causing traffic jams on the streets around those banks’ buildings.

14
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Accordingly, a variation of society disclosure levels between high and low profile

companies was not found in this study.

An important finding of this study was that company size was a positively significant
predictor of voluntary society disclosure practices. This is consistent with Gao et al.
(2005) and Amran and Haniffa (2011) and supports Hypothesis 2 that bigger companies
disclose more information about society issues in their annual reports. One explanation
for this positively significant relationship is that larger Indonesian companies interact
with a greater number of stakeholders. In line with ethical stakeholder theory, large
companies assume that there are a lot of stakeholders who have the rights to be provided
with society-related information, even though not all of those stakeholders need or will
use that information. Larger companies in Indonesia therefore attempt not to violate these

stakeholders’ rights by providing more society information.

This study found that international operations does not significantly affect the level of
society disclosures. This is interesting given that global stakeholders currently consider
CSR, including society-related CSR, as one of the main bases in making economic
decisions. Epstein and Buhovac (2014), for instance, note that, global investors currently
look for companies undertaking good CSR practices. Creditors worldwide currently tend
to lend their money to companies having strong sustainability commitments (Epstein and
Buhovac, 2014). These stakeholders groups are therefore currently labeled as ‘social
investors and social creditors’ (see Epstein and Buhovac, 2014). The insignificant
relationship between international operations and society disclosure practices is possibly
explained by the argument that companies operating internationally may have difficulties
in interacting with the local communities overseas as well as in participating in public
policy making. This is because there are differences in culture, social problems,
regulations, economy, and political systems across nations (see Epstein and Buhovac,
2014). Accordingly, there are not many society-related CSR activities that can be
performed by Indonesian companies operating internationally and, as a result, there is

little society information that can be disclosed by those companies.
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Similar to international operations, economic performance was found to be insignificant.
This finding is consistent with Purushothaman et al. (2000). One possible reason is that
companies with satisfactory financial performance use their excess money to expand their
business by, for instance, opening new branches, improving their information technology
(IT) infrastructure, recruiting new experienced managers, etc. A report from Indonesia-
Investments (2014) indicates that Indonesian private sector seriously attempt to expand
their business so that they are ready to compete with competitors nationally and
internationally and can further contribute to the improvement of the Indonesian economy.
Thus, at present, society-related CSR practices may not be put as the main priority by

Indonesian companies having satisfactory financial performance.

Age of business was also found to be insignificant. One possible explanation for this
insignificance is that younger companies do have sufficient and good knowledge in
relation to society-related CSR and therefore they undertake similar society-related CSR
activities and disclose these activities in their annual reports. Old companies might have
more experience in dealing with the society but young companies may also quickly learn
from what old companies do. The governance compositions of young companies
themselves may also be dominated by relatively young managers who potentially have
more contemporary business knowledge. Such managers potentially have good
knowledge regarding CSR, which is a relatively new '’ business concept in Indonesia, and
therefore they attempt to implement CSR practices, including society-related CSR
practices, in the companies’ daily operations as well as communicate those practices in

the annual reports.

Overall, Indonesian listed companies voluntarily provide a relatively low level of society
disclosures. It is found that the variability of society disclosures is partially explained by
ethical stakeholder theory. The lack of disclosure may be explained by the argument that
companies are not involved in the public making process and the possibility that
companies attempt to hide information regarding corruption from the eyes of
stakeholders. The Indonesian general election is not undertaken in 2012 therefore there is

a small number of companies disclose information about donations for political parties.

16
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This study provides important contributions to the literature by offering additional
knowledge regarding the positively significant effect of company size on the level of

society disclosure practices in Indonesia.

©CoO~NOUTA,WNPE

As with most research, this study has limitations. Firstly, this study focuses only on
11 disclosures in annual reports, not in other media such as stand-alone sustainability
reports. This is because an annual report is the official communication media that must be
14 provided by a listed company annually. Secondly, this study focuses only on the quantity
16 of society information, not on the quality. Future society-related CSR disclosure studies
18 should therefore analyze disclosures in stand-alone sustainability reports (if there are a
sufficient number of companies ‘producing’ such reports to be statistically analyzed) and

21 examines the quality of society disclosure practices in Indonesia.
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Table I Measurement Technique of the Independent Variables

Independent

. Measurement
Variables

Page 22 of 26

Type of

Data

1 = high profile
Industry 0 = low profile industry Categorical

Company size Log of total assets Continuous

1 =Yes-Have foreign sales or a foreign
International subsidiary or a foreign branch office
operations 0 = No foreign sales, foreign subsidiaries
or foreign branch offices

Categorical

Economic

performance Return on Assets (ROA) : 2 year average Continuous

Age of business | Number of years from inception Continuous

Source: Original table

Table II Descriptive Statistics of the Independent Variables

Panel A: Continuous Variables

Variable Minimum Maximum Mean Standard
Deviation
Company size (million Rupiah) 212,446 551,336,790 34,840,982.83  91,300,659.98
Economic performance ( %) -29.52 43.08 8.64 10.68
Age of business (years) 7 97 37 19
Panel B: Categorical Variables
Variable Percentage
Industry type
High profile industry 69
Low profile industry 31
International operations
Yes-Have foreign sales or a foreign subsidiary or a foreign branch office 63
No foreign sales, foreign subsidiaries or foreign branch offices 37

Source: Original table
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Table I1I Descriptive Statistics of Society Disclosure Practices

Dependent Variable Minimum Maximum Standard
(%) (%) Deviation
10 (%)

©CoO~NOUTA,WNPE

12 Society disclosure index 20 100 21.50
13 (%) of 75 sample
14 companies

16 Source: Original table

21 Table IV Results of Multiple Regression

23 Variable Predicted Coefficient P-value
24 Sign

26 (Constant) 0.246 0.000

27 Industry type 0.051 0.336

29 Company size 0.000000000877 0.002%**

30 International operations 0.073 0.142

32 Economic performance -0.001 0.742

+ +] +| | +

Age of business 0.001 0.295

35 Model Summary

Adjusted R-Square 0.178

38 Standard Error of the Estimate 0.19495

Regression Model (Sig.) 0.002%*#*

41 ***significant at 1 percent level
42 Source: Original table
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Figure I The 10 Items of Voluntary Society Disclosures
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1
2
3 APPENDIX
4 THE 2011 GLOBAL REPORTING INITIATIVE (GRI)
S SOCIETY INDICATORS
6 Aspect GRI Indicator®
7 code
8 A.l. | Local SOl Percentage of operations with implemented local community engagement,
9 Communities impact assessments, and development programs.
10 SO9 Operations with significant potential or actual negative impacts on local
11 communities.
12
13 SO10 Prevention and mitigation measures implemented in operations with
14 significant potential or actual negative impacts on local communities.
15 A.2. | Corruption SO2 Percentage and total number of business units analyzed for risks related to
16 corruption.
17
18 SO3 Percentage of employees trained in organization’s anti-corruption policies
d procedures.
19 an
32 S04 Actions taken in response to incidents of corruption.
22 A.3. | Public Policy SO5 Public policy positions and participation in public policy development
and lobbying.
23
24 SO6 Total value of financial and in-kind contributions to political parties,
25 politicians, and related institutions by country.
26
27 A.4. | Anti-Competitive SO7 Total number of legal actions for anticompetitive behavior, anti-trust, and
28 Behavior monopoly practices and their outcomes.
29 A.S5. | Compliance SO8 Monetary value of significant fines and total number of non-monetary
30 sanctions for noncompliance with laws and regulations.
31
32 Source: Global Reporting Initiative (2011).
33 Note: To be consistent with the GRI G3.1 document, SO9 and SO10 (the indicators in the shaded areas) are put
34 within the first aspect of GRI society category in the above table. In the disclosure index calculation and the
35 statistical analysis, these indicators are put in order, to be the ninth and the tenth disclosure items, as can be seen in
Figure L.

36
37
38
39
40
41
42
43 1 o . : o A
44 Dumai is a city in the Province of Riau, Indonesia. It is located in Sumatera Island.
45 2 PT Pelindo is a government owned corporation which is responsible for the governance, regulation,
46 maintenance and operation of harbours and ports in Indonesia (Pelindo, 2014).
47 3 Collectivism is a high level of interdependence a society maintains among its members (The Hofstede Centre,

2014). In collectivist countries like Indonesia, people are not individualistic and therefore social relationships
48 among people are considered extremely important.
49 4 There is actually a newer version which is labelled as G4 (see Global Reporting Initiative, 2014). This version,
50 however, was released in 2013. As this study examines society disclosures in 2012 annual reports, G4 is
51 considered irrelevant to be used as the disclosure index checklist.
52 > For illustrative purposes, 34,840,982.83 million Rupiah equals to about 2,925 million US Dollars. This

purp p q

53 currency conversion is calculated based on the value of Rupiah against the US Dollar at the time of the data
54 analysis process of this study (June 20, 2014) (see Bank Mandiri, 2014).
55 ® The general election in Indonesia is conducted every five year.
56 7 The results of assumption test are not shown in this paper for brevity.
57
58
59
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¥ Transparency International is an international non-governmental organization that monitors and announces
corporate and political corruptions as well as publishes a comparative listing of corruption around the globe
(Transparency International, 2014).

° PT, Tbk is the abbreviation of Perseroan Terbatas, Terbuka. This abbreviation is usually used for Indonesian
listed companies (Types of corporations, 2006). This term refers to an Indonesian stock limited liability
company whose shares are owned by at least 300 stockholders and having a paid up capital of at least 300
million Rupiah or a number of shareholders and paid capital stipulated by the Indonesian governmental
regulations (Pemerintah Republik Indonesia, 1995).

' According to Tania (2012), the concept of CSR became popular in Indonesia in the 2000s.
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