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Abstract

Sustainability issues have increased the need for stakeholders toward environmental information disclosure.
Environmental information is pivotal for stakeholders to assess a firm's environmental performance. A firm's
environmental performance significantly influences a firm's environmental properly. This study examines the
influence of a firm's environmental performance on Firm environmental disclosure, moderated by the firm's
characteristics. The study involved fifty listed firms on Indonesia Stock Exchange (IDX) and PROPER participants
(Company Performance Rating Program in Environmental Management) from 2017 to 2020. The firm's characteristics
in this study refer to size, profitability, and leverage. The estimated Generalized least square panel regression test
indicated that firm environmental performance significantly explains the variance of environmental disclosure. The
influence of firm environmental performance on firm environmental disclosure is significantly moderated by
profitability and firm size.
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1. Introduction

Environmental conservation and environmental values are receiving a lot of attention these days. Consumers in today's
modern world are more conscious and alert when it comes to the prosperity of their society and environment and how
firms operating in their surroundings handle it (Braam et al.). In recent years, the public's need for information
regarding investment decisions has grown in financial statements and sustainability reports. The community needs
information on how the corporation pays attention to social and environmental actions to ensure the people's rights to
live securely and peacefully, employee welfare, and food security are all met (Solikhah et al.).

World economic development has environmental impacts that result in global warming, natural disasters, and
pollution. Consequently, many firms take as much responsibility for environmental concerns as economic issues. One
argument for this is that firms increasingly reflect rising social expectations and stakeholder concerns. (Suttipun and
Stanton), (Hidayat et al.). As the public becomes more aware of "sustainable development," such concerns have arisen.
They want to ensure that corporations conduct their operations more environmentally friendly and responsible.
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(Yusoff et al.). While environmental reporting is becoming more common in industrialized nations, the situation is
not the same in developing countries like Indonesia, although the practice has improved (Kiswanto et al.).

Environmental disclosure is a method for businesses to reveal information about their operations and how they affect
the social community and the environment. Social and environmental disclosure procedures are managerial techniques
used by corporations to prevent social and environmental conflicts. They may also be considered company
accountability to the public in explaining the social and environmental consequences created by the firms, including
positive and negative ones, with both good and bad impacts (Kiswanto et al.). Environmental disclosure is a
manifestation of the intensity of the industry in tackling environmental problems. The theoretical disclosure of liability
is divided into two, namely mandatory disclosure and voluntary disclosure. Disclosure is based on the provision of
compulsory disclosure standards. Mandatory disclosure is a disclosure that can be slightly required by the authorized
institution(OJK). Environmental disclosure represents an industry's commitment to addressing environmental issues.
However, many companies in Indonesia have yet to make this disclosure. Numerous rules require firms to perform
social and environmental responsibility disclosure, such as the regulations requiring environmental information to be
included in the company's annual report and sustainability reports (Irfansyah et al.).

The issue of industrial firms causing environmental damage in Indonesia is currently the focus of attention. Waste
generated by industrial businesses' operational activities causes environmental damage and has created much
resentment among the nearby people. Environmental pollution caused by company activities puts pressure on
companies to provide transparent information about their environmental activities from various sources, including the
public (Kiswanto et al.). Through the Directorate General of Law Enforcement in 2017-2020, the Ministry of
Environment and Forestry has managed public complaints regarding cases of environmental damage through direct
and indirect complaints, with a total of 2,787 cases. Meanwhile, a survey conducted by the Indonesian Forum for the
Environment (WALHI) states that environmental cases are the cause of the lack of reporting on social and
environmental responsibility.

Firms have significant environmental obligations due to persistent demands from corporate social responsibility (CSR)
and corporate sustainable development strategies. As a result, companies must improve their ecological impacts and
demonstrate their commitments and accomplishments to stakeholders (Baalouch et al.). Corporate environmental
disclosure (CED) has become critical to facilitating such communication and has grown in popularity (Doan and
Sassen). Recent research analyzed the influence of Corporate Environmental Performance (CEP) on CED. However,
some research shows that companies with better environmental performance voluntarily report more data (Clarkson
et al.), (Latridis). Others show that firms with lower performance have more incentive to improve their reports (Braam
et al.); On the other hand, others describe a weak or insignificant relationship (Doan and Sassen). Aside from the
criteria mentioned earlier, several studies demonstrate that a company's internal factors such as profitability, size, and
leverage also play a role. However, the outcomes reveal inconsistency.

This study develops a model which combines the independent variables of previous research (environmental
performance, profitability, company size, and leverage) in a new model to obtain empirical evidence as factors
influencing a company's environmental disclosure. Some of the studies mentioned above reveal that study results still
have gaps (inconsistencies). This research instead uses company characteristics as moderation variables to see whether
its influence strengthens or weakens the impact of CEP on CED. Thus, the impact of CEP on CED is seen based on
variations in the company's characteristics. The Research objectives are to analyze the impact of CEP on CED; to
analyze the moderation effect of companies' characteristics (company size, profitability, and leverage) on the effect
of CEP on CED.

2. Literature Review

2.1 Legitimacy Theory

Legitimacy theory is a concept that deals with environmental disclosure. According to this view, a company's
commercial operations are constrained by social contracts imposed by interactions between the government,
businesses, and the community. This study employs the legitimacy theory because it serves as a foundation for
corporations to pay attention to what the community expects and fit with the prevalent social norms in the areas where
they conduct business (Boshnak). The legitimacy hypothesis drives businesses to ensure that their actions and results
are acceptable to the public. It is believed that the company's value would rise because of the community's approval,
allowing it to raise earnings. The more firms engage in their environmental operations, the more information they
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must include in their annual reports regarding their environmental performance. Companies utilize their annual reports
to demonstrate environmental responsibility to gain community acceptance. According to legitimacy theory,
companies operate in a continually changing external context, and they strive to guarantee that their actions are
consistent with society's limits and standards (Nguyen et al.).

The corporation must be concerned about the social environment of the surrounding area since this attention will earn
the community's confidence. In addition, the corporation must align its values with those of society. When a company's
values disagree with society's values, the company's credibility is endangered. These discrepancies are known as the
legitimacy gap, and they can impact a company's ability to continue operating (Hummel and Schlick).

2.2 Agency Theory

The relationship between the principal and the agent is explained by agency theory. The owner (principal) is a
shareholder or investor, whereas the agent is the company's management. According to agency theory, agency
connections are formed when one or more persons (principals) hire another person (agent) to deliver a service and
then transfer decision-making authority to the agent. Because the agent has more information about the firm than the
principle, the relationship between the principal and the agent may lead to an asymmetrical information situation
(Kipngetich et al.). Several aspects might influence corporate social responsibility disclosure in an agency partnership.
They are the expenses of monitoring and the costs of contracts. According to agency theory, organizations with high
contract and low supervision costs report lower earnings. To put it another way, they will spend certain expenses for
the sake of management (Welbeck et al.), (Michael C. Jensen and Meckling), (Boshnak).

2.3 Stakeholder Theory

The stakeholder theory describes how social and environmental responsibility disclosure is a reporting effort to offer
comprehensive information to all parties involved (stakeholders). Employees, consumers, suppliers, the community,
the government as a regulator, shareholders, creditors, rivals, and others are among the company's stakeholders(Naseer
and Rashid). Stakeholder support is essential to the company's existence, and the company's job is to seek that support.
The conversation between the firm and its stakeholders includes social and environmental disclosure (Welbeck et al.).
The business is a component of a social value system that operates on a local, national, and worldwide scale. The
corporation is a member of the larger community. Stakeholder management aims to provide techniques for managing
numerous groups and interactions that emerge from corporate strategy.

2.4. Environmental Disclosure

Environmental disclosure include environmental information in a company's annual report (Andrikopoulos and
Kriklani). Environmental disclosure or disclosure of environmental information intends to serve as a conduit between
businesses, communities, and investors for economic, social, and political decision-making. (Cho et al.) indicate that
disclosure is divided into voluntary and mandatory categories. Environmental information disclosure is voluntary
without standardized environmental reporting guidelines (Kiswanto et al.). Companies must declare their social and
environmental responsibilities under the obligatory disclosure law. The government has regulated corporate social and
environmental responsibility implementation by Law No. 40 of 2007 on social and environmental responsibility.
However, the regulations do not mention the requirements for the form, manner, or substance of the social and
environmental responsibility report.

Environmental disclosure exhibits social responsibility. The public can evaluate the company's operations through
environmental disclosure in the annual report. Corporations extensively utilize the Global Reporting Initiative (GRI)
standard in making environmental disclosures (Baalouch et al.). GRI is an international non-profit organization whose
purpose is to standardize the issuance of sustainability reports. The GRI advises that numerous environmental elements
be included in the annual report and recommends thirty items with has nine parts. Material, energy, water, biodiversity,
emissions and waste, goods and services, compliance and regulations, transportation, and total expenditures associated
with environmental protection are the nine components (Manokaran et al.).

2.5. Environmental Performance

Environmental performance is a mechanism for companies to voluntarily integrates concern for the environment into
their operations and interactions with stakeholders beyond the organization's legal responsibilities. The causes of
environmental pollution problems in Indonesia need to be studied in depth so that preventive and corrective actions
can be taken properly. One of the steps taken by the government to unite and protect the environment is through the
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PROPER (the Company Performance Rating Program in Environmental Management) (Irfansyah et al.). PROPER is
one of the government's efforts to unify and safeguard the environment. PROPER is also an environmental program
that promotes and enforces environmental regulation, in compliance with pollution control standards, and pollution
reduction. It provides a platform for enterprises to establish environmental excellence based on their specifications
(Angela and Handoyo). This program is done to assess the environmental performance of the companies and
encourage companies to be better in their efforts to care.

Meeting environmental performance is one aspect of corporate social and environmental responsibility.
Environmental performance refers to a company's efforts to protect the environment and minimize the negative impact
of its operations on the environment (Baalouch et al.). Environmental disclosure is frequently the result of good
environmental performance. This condition guarantees that the company's stakeholders are aware of the company's
environmental responsibilities. Communities, investors, governments, and others are examples of stakeholders. Once
these parties are satisfied that the firm has met its environmental commitments, it will be regarded as legitimate and
accountable (Busch and Friede).

Environmental performance has a significant positive impact on environmental disclosure (Irfansyah et al.). The firm
considers environmental success to be a government achievement or reward. As a result, the public must have access
to this information. Furthermore, solid environmental performance implies that environmental data is readily available
and cannot be concealed. Environmental performance is an essential step for the company to achieve success.
Environmental performance can be measured through an environmental management system. (Cho et al.). More
companies play a role in the environment, and more companies will have to disclose their environmental performance
in their annual report. This matter will reflect that the company is interest in and is responsible for what it has done.
The public will also know how significant the company's contribution to the environment is.

So, the more companies play a role in environmental activities, the more the company has to disclose about
environmental performance in its annual report. This condition will reflect the company that the company’s
transparency and that the company is also interested in and responsible for what it has done. The community will also
know how significant the company's contribution is to the environment. Several empirical studies show that CEP has
a significant positive effect on CED (Doan and Sassen), (Rahmatika). In contrast, several other studies prove that
there is no effect of CEP on CED (Kipngetich et al.), (Angela and Handoyo) (Suttipun and Stanton).

2.6 Firm Characteristics influencing environmental disclosures

1. Firm Size

According to legitimacy theory, larger corporations must respond with more disclosures to substantially influence
societal expectations since they have more stakeholders than small ones (Volberda et al.). Many previous studies such
as in ((Nguyen et al.), (Kiswanto et al.), (Boshnak), (Suttipun and Stanton), (Welbeck et al.), (Solikhah et al.) shows
that size significantly influenced environmental disclosure in corporate annual reports; However (Yusoff et al.) and
(Angela and Handoyo) find that the size of a corporation has no impact on corporate environmental disclosure.

2. Profitability

According to legitimacy theory, profitability demonstrates that a corporation with a significant source of funds would
respond to public pressures and requests to be more concerned about environmental issues by making environmental
disclosures. The more the company's profits, the easier it is to gain legitimacy in society. Profitability has a significant
impact on environmental disclosure (Nguyen et al.), (Yusoff et al.). Meanwhile, research undertaken by (Boshnak)
and (Verawaty et al.)shows that corporate environmental disclosure is unaffected by profitability.

Companies will use environmental information disclosure to demonstrate their stance to investors, financial
institutions, and other stakeholders (Nguyen et al.). Environmental information disclosure will assist businesses in
gaining market advantages as well as generating profits from environmental improvement operations. As a result,
firms prefer to include more environmental data in their annual reports. Some researchers presented evidence of
information disclosure related to expected future earnings (Nguyen et al.), (Yusoff et al.) and found a positive
association between environmental information disclosures and company profitability.
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3. Leverage

Leverage is a crucial characteristic of a corporation that is frequently used for corporate environmental disclosure.
The capital structure has a two-fold impact on environmental reporting. First environmental disclosure informs
creditors on how the firm uses non-contractual resources, such as the environment, throughout the manufacturing
phase of the business, which is financed with a mix of loan and equity capital (Kipngetich et al.). Companies with a
high level of debt are more cautious in disclosing their financial performance because it may be subject to creditors'
scrutiny. On the other hand, excessively leveraged companies may lack the resources required for mostly discretionary
communication with stakeholders, such as environmental reporting. Furthermore, empirical evidence in the literature
has shown that financial leverage negatively influences the degree of CSR and environmental reporting.

Conversely, leverage is thought to impact environmental disclosure. Some researchers fourd that leverage has a
considerable influence on environmental disclosure (Kipngetich et al.), (Nguyen et al.), (Angela and Handoyo). While
others concluded that it does not influence environmental disclosure (Boshnak).

Furthermore, empirical evidence in the literature has shown that financial leverage has a negative influence on CSR
and environmental reporting (Kipngetich et al.), (Nguyen et al.), (Angela and Handoyo). According to the findings,
corporate environmental disclosure practices enable corporations to lower their equity costs. Firms with more robust
environmental disclosure performance have lower equity funding costs. Similarly, disclosing environmental
information might increase ownership costs for highly leveraged enterprises, making loan negotiations more difficult
and expensive (Naseer and Rashid). Furthermore, because highly leveraged enterprises are more likely to comply with
environmental standards, they have fewer environmental issues to disclose. As a negative relationship between
financial leverage and environmental disclosure volume is expected. Figure 1 shows the research framework of this
study.

H1: CEP significantly influences CED

H2: Size significantly moderates the influence of CEP on CED

H3: Profitability significantly moderates the influence of CEP on CED
H4: Leverage significantly moderates the influence of CEP on CED

H1

CordorateEnvironment Corporate Environment

Performance y A 4 Disclosure

H2 H3 H4

Sire ROE DTA

Figure 1. Research Framework

3. Methods

The selection of quantitative analysis techniques measures the strength of the relationship between this study's
dependent and independent variables. Quantitative technical analysis is research based on collecting the research
systematically about the facts and properties of the object under study. This technique combines the relationships
between the variables involved therein. Then, interpreted based on theories and literature related to environmental
disclosure. The panel generalized regression model was used in this study. When there is a certain degree of correlation
between the residuals in a regression model, generalized least squares (GLS) are used to estimate the unknown
parameters in a linear regression model. Ordinary least squares and weighted least squares can be statistically
inefficient or even lead to false conclusions in these situations(Aitken). Classical assumption tests performed on the
GLS model are normality, multicollinearity, autocorrelation and heteroscedasticity (Squares and Errors). The
following is the research model:
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CED,I = a+ ﬁICEP,:t + ﬁZSizeit * CEP,:t + ,83R0E * CEP,:t + ‘84_DTA,:t * CEPit + €it

Measurement variables:

Dependent Variable

CED = Corporate Environmental Disclosure

Disclosure criteria are used to evaluate environmental disclosures. Environmental information disclosure guidelines
are based on GRI (Global Reporting Initiative) recommendations in creating the CSR index.

GRI discloses 79 CSR components, including the economics (9 points) and environment (30 points), labor practices
(14 points), human rights (9 points), society (8 points), and product management (9 points). Only environmental
indicators were employed in this research (30 items). Environmental indicators include indicators for biodiversity,
compliance with environmental rules, and other relevant data (such as environmental waste and the impact of products
and services)

Independent Variables

1. CEP = Corporate Environmental Performance

The criteria for determining a company's environmental performance are based on the PROPER use of the color gold,
green, blue, red, and black. Compliance criteria are to determine whether the company complies with environmental
regulations. The following rules are used for evaluation: application of environmental documents, control of air
pollution, disposal of B3 waste, and control of environmental damage. (Table 1)

Table 1. PROPER Criteria

Color Explanation Score

Gold Environmental excellence in manufacturing and service operations and ethical and socially 5
responsible company practices have been consistently proved.

Green Conduct environmental management more than required by regulations (beyond 4

compliance) by implementing an environmental management system, utilizing resources
efficiently, and fulfilling social responsibilities properly.

Blue Conduct the required environmental management efforts under applicable laws and 3
regulations.

Red Attempting to manage the environment but not in compliance with the legislation's 2
standards

Black Deliberately performing acts or omissions that cause pollution or harm to the environment, 1

as well as breaking applicable rules and regulations and/or failing to comply with
administrative consequences
Source: PROPER Assessment by Ministry of Environment RI

2. Firm Size

The total assets possessed by the sample are used to calculate firm size. The total assets obtained are reported in the
annual report of the firm. Because the company's total assets are considerably greater than the other variables in this
research, the total assets are transformed into a logarithmic natural form to equalize it with other variables.

Firm Size = Ln (Total Assets)

3. Profitability

The return on equity (ROE) measures how efficiently a company generates profit; the ratio shows the rate of return
received by the owners on their investment.

ROE = Net Income/Total Equity

4. Leverage

The debt-to-assets ratio (DTA) is used to measure leverage in this study.
DTA = Total Debt/Total Assets
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4. Data Collection

The population in this study were all companies listed on the Indonesia Stock Exchange from 2017 to 2020. The
determination of the sample used the purposive sampling method, namely the determination of the sample from the
population-based on criteria. The criteria are as follows:

1. A public company listed on the IDX from 2017 to 2020.
Companies operating in the mining, energy, chemical, pharmaceutical, cosmetic and food and beverage (F&B)
3. The company prepares and publishes social responsibility reports both in annual reports and sustainability
reports for 2017-2020.
4. The company has participated in the Company Performance Rating Program (PROPER) from 2017 to 2020.

5. The company has complete data related to the variables used.

The criteria that have been determined in this study are as stated in Table 2.

Table 2. Description of Research Sample withdrawal

No. Criteria Total
1 Company listed on IDX in period of 2020 709
Company in the industry of mining, energy, chemical, pharmacy, 150
cosmetics, F&B in 2020
3 PROPER participating company in 2017-2020 48
4 The company does not have complete data for 2017-2020 8
Number of observations 40x4=160

Source: Secondary data processed

5. Results and Discussion

5.1 Descriptive Statistics

This study used descriptive statistical analysis to describe the research data using minimum, maximum, average
(mean), and standard deviation. The findings of the descriptive statistical analysis test of environmental disclosure,
firm size, profitability, and leverage are presented in Table 3. Table 4 shows the number of samples of companies
based on environmental performance in the study period. Environmental performance is determined based on
PROPER, a company performance appraisal program issued by the Ministry of the Environment. Most companies in
the research sample have environmental performance with blue criteria. However, the number of companies with
lower environmental performance, namely blue and red, shows a declining trend. On the other hand, the number of
companies with higher performance, namely gold and green, shows an increasing trend. So, it looks like the company
is trying to improve its environmental performance.

Table 3. Descriptive statistics

Variables N Minimum Maximum Mean Std Deviation
CED 160 0.0854 0.8698 0.4256 0.1678
CEP 160 2.0000 5.0000 3.1866 0.6345
Firm Size 160 11.9802 14.9078 12.8902 0.5679
Profitability 160 0.9289 2.0932 0.1328 0.2917
Leverage 160 0.1400 1.2300 0.4314 0.2040

Source: Secondary Data Processed
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Table 4. Corporate Environmental Performance 2017 — 2020

Corporate Environmental Performance 2017 2018 2019 2020
Gold 6 6 7 8
Green 5 7 8 10
Blue 24 25 17 17
Red 6 2 8 5
Black 0 0 0
Number of samples 40 40 40 40

Source: PROPER

5.2 Classic Assumptions

Before the data is analyzed, the data must be distributed normally. Therefore, a normality test should be carried out.
The Kolmogorov Smirnov normality test shows that data is normally distributed if (Sig) > 0.05. Table 5 shows that
the Asymp. Value Sig. of 0321 with a significance level of = 0.05. Asymp Value. Sig. greater than the level of sig.
(0.321 > 0.05). So, it is concluded that the data used meets the normal distribution.

Table 5. Normality Test

Unstandardized Residual
N 160
Kolmogorov-Smirnov Z 0,818
Asymp. Sig. (2-tailed) 0,321

Source: Secondary Data Processed

Based on Table 6, the values of VIF (variance inflation factor) obtained on variable CEP, Company Size, Profitability,
and leverage consecutively are 1.324, 1.233, 1.089, and 1. 234. The results of this test show that all independent
variables have a tolerance value higher than 0.10 and a VIF value smaller than 10. So, it is concluded that there is no
multicollinearity between independent variables in the regression model.

The autocorrelation test showed that the Durbin-Watson value of 1.995. Score it is between du=1,735< DW=1,995 <
4-du= 2,270 so that concluded that there is no autocorrelation on the regression model.

Table 6. Multicollinearity Test

Variable Tolerance VIF

CEPN 0.756 1.324
Ln (TA)*CEP 0.766 1.233
ROE*CEP 0.950 1.089
DTA*CEP 0.989 1.234

Source: Secondary Data Processed

The Glejser test is used to test the existence of heteroscedasticity in this study. If the significance value of the
independent variable is greater than 0.05, it can be concluded that there is no heteroscedasticity in the model study.
Based on Table 7 obtained, the value of all independent variables has a significance value greater than 0.05. So that,
it can be concluded heteroscedasticity did not happen in the independent variables of the research model.
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Table 7. Heteroscedasticity Test

Variable Sig.

CEPN 0.165
Ln (TA)*CEP 0.657
ROE*CEP 0.466
DTA*CEP 0.845

Source: Secondary Data Processed

5.3 The impact of CEP on CED

Corporate environmental performance has a positive impact on corporate environmental disclosure. The influence of
CEP on CED yielded a coefficient value of 0.5419 with a significance level of 0.0442, as shown in table 8. The
environmental performance of a good corporation tends to reveal more environmental data. This is an attempt to
distinguish themselves from firms with poor environmental performance. Companies that care about the environment
feel that reporting their environmental performance will benefit them. The level of corporate environmental disclosure
is influenced by the PROPER rating obtained by the company. This also implies that the company's PROPER grade
impacts the extent of environmental disclosure. The PROPER rating has demonstrated its impact on environmental
information disclosure based on the Global Reporting Initiative (GRI) score. This study's results supported some
research (Kiswanto et al.), (Welbeck et al.), (Latridis).

In line with legitimacy theory, a corporation with a high degree of environmental management conducts important
environmental disclosure because the company's principles are aligned with societal ideals. The firm has adequate
environmental management to gain community goodwill and legitimacy. Companies that do well in environmental
performance are more likely to take proactive measures to address environmental issues. As a result, firms are more
likely to submit voluntary environmental disclosures. Good environmental performance tends to expose more
environmental data.

5.4 The impact of Size as a moderating variable on the influence of CEP on CED

The second hypothesis states that company size has a significant moderation positive impact on the influence of CEP
on CED. The analysis results show that the coefficient value of the company size as a moderation variable is 0.2917
in a positive direction, with probability 0.0000. This research in line with (Suttipun and Stanton) and (Nguyen et al.)
that show company size positively affects environmental disclosure. Large companies have more stakeholders than
small companies; then, large companies will provide the information regarding environmental disclosure with the best
possible transparency to be more responsible and satisfy their stakeholders. The larger the company, the more financial
and technical resources they have to conduct environmental information disclosure; as a result, it is simpler for
corporations to adopt changes in environmental accounting operations and disclose environmental information to build
the enterprise's image and reputation.

Large, publicly traded corporations will be more exposed to public scrutiny. Large businesses gain more public
exposure when opposed to small businesses since their influence on stakeholders is more pronounced. As a result,
larger companies will be more concerned with societal existence and environmental responsibility than smaller
companies. Because large corporations focus on stakeholders' attention, they are more likely to be cautious regarding
sensitive matters like the environment. The influence of company operations on environmental quality is one of the
most sensitive concerns in industrialization. Large-scale businesses are criticized for degrading environmental quality
far more than small businesses. Large-sized companies are anticipated to have higher quality environmental
information disclosure than small businesses. CEP's influence on the CED is more substantial for larger firms than for
smaller firms.

5.5 The impact of Profitability as a moderating variable on the influence of CEP on CED

According to the test findings, the data supports the third hypothesis. With a probability value of 0.0001 and a
coefficient value of 0.8648, the test findings demonstrate that profitability has moderated the impact of CEP on CED.
Even though environmental disclosure is voluntary, high-profit corporations may have high environmental
disclosures. Compulsory disclosure is mandated under relevant legislation, and the corporation emphasizes mandatory
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disclosure over voluntary disclosure. If the advantages outweigh the expenses, the corporation will voluntarily share
the information.

As measured by profitability, a higher degree of financial performance is frequently linked to a higher level of
authority, resulting in more stakeholder pressure. Being in solid financial health increases the ability and flexibility to
absorb expenditures associated with sustainability activities, such as sustainability reporting, and costs associated with
disclosing potentially harmful information. As a result, companies with better financial performance will be more
willing to publish environmental information to differentiate themselves and reduce the risk of adverse selection. Low-
profit businesses are hesitant to invest in environmental management systems since they reduce their net profit. When
it comes to investments in sustainability practices, small and medium-sized profit firms frequently report a decrease
in profits or, at most, a break-even scenario (Geerts et al.).

Profitability is a performance metric used by management to manage the company's wealth, as measured by the profits
earned. The legitimacy theory of the community continually applies pressure on businesses to care about
environmental issues. Companies with high profitability will find it simpler to respond to these demands since they
have more resources to deploy to avert these pressures. (Nguyen et al.), (Yusoff et al.). The impact of CEP on CED is
stronger in more profitable firms than in lower ones.

5.6 The impact of Leverage as a moderating variable on the influence of CEP on CED

Unsurprisingly, environmental activities are viewed as secondary activities by most businesses. Because financial
resources are limited for companies with significant financial leverage, environmental program activities are reduced,
influencing environmental information disclosure in annual reports and sustainability reports. Low financial leverage
suggests that the company is financially healthy. Financially healthy firms can satisfy their duties to owner-
stakeholders more effectively and allocate the financial resources available for environmental protection actions more
efficiently. Meanwhile, because the agency costs of corporations with such a capital structure are higher, Agency
theory predicts that organizations with larger leverage ratios will reveal more information (Michael C Jensen and
Meckling). Companies with high leverage ratios are required to disclose more information than those with lower
leverage ratios. However, the result shows that leverage does not moderate the impact of CEP on CED. The probability
value shown in table 7, is 0.3564 higher than 0.05. (Table 8)

Table 8. Hypothesis Testing Results of Data Panel Regression

Variable Coefficient t-stat Prob
C 1.2005 -0.7662 0.4525
CEP 0.5419 2.0495 0.0442**
Ln (TA)*CEP 0.2917 5.2505 0.0000***
ROE*CEP 0.8648 4.0194 0.0001***
DTA*CEP -0.5256 -1.5932 0.1157
Ln (TA) 0.0211 2.9693 0.0076***
ROE 0.019 2.030 0.044
DTA 0.017 0.346 0.755

Source: Secondary Data Processed
wEk kxE* significant at level alpha 1%, 5%, 10%

Leverage does not moderate the effect of CEP on CED; this is because leverage does not affect Corporate Environment
Disclosure (Kiswanto et al.), (Kapitan and Ikram). The information in the annual report does not contribute much to
the company's environmental program. Investors are only interested in the company's financial performance and are
not interested in the company's environmental activities. As long as the company has good economic performance and
a good relationship with debt, it can cause investors not to pay too much attention to the company's leverage ratio
(Kalantonis et al.). The influence of leverage on CED is highly dependent on the awareness of the company's
management. The company has the primary goal of maximizing the stakeholders' benefits, which is realized by
reducing costs, including operating environmental costs, to increase company efficiency and profits (Martin et al.).
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6. Conclusion

This research aims to determine the impact of environmental performance on environmental disclosure, moderated by
firm characteristics. The research samples are companies listed in mining, energy, chemical, pharmacy, cosmetics,
and F&B industries from 2017 to 2020. Based on the results obtained, the conclusions that can be drawn from this
study are as follows: Environmental performance has a significant effect on environmental disclosure, which means
that companies with good environmental performance can disclose environmental information adequately; The firm
size and profitability significantly strengthen the influence of firm environmental performance on firm environmental
disclosure; Leverage does not moderate the influence of firm environmental performance on firm environmental
disclosure.

7. Research Implications

Environmental performance has a significant positive effect on the disclosure of environmental information. Thus, the
better a company's environmental performance, the more it will disclose environmental information. The company's
environmental performance describes how much effort is being made to carry out its environmental responsibilities
and the company's sensitivity to the environment. Companies with high environmental performance are sensitive to
the environment. Companies that are sensitive to the environment will be motivated to report their environmental
aspects and achievements.

Various achievements and awards companies receive for managing the environment serve as good incentives for
companies to increase their environmental disclosures. The Ministry of Environment encourages companies to
participate in the Company Performance Assessment Program (PROPER). PROPER oversees the company's
environmental management based on the criteria set out in government regulations related to water pollution control,
air pollution, waste management, environmental impact assessment, and marine pollution control. Effective
communication on environmental performance strengthens and differentiates the company's position through the
positive effect of a good reputation (Ajayi and Mmutle), (Hart).

Good environmental performance will encourage companies to disclose environmental information because good
environmental performance is 'good news, where the company wants the 'good news to be known by the public and
its stakeholders. Disclosure of the environment is one of the company's communications to legitimize the company's
operations and existence and gain the public's trust. The public trust that the company gets is a success in meeting the
community's expectations and convincing the public that the values adopted by the company are in line with the values
that exist in society (Dewi and Situmorang), (Maharantika and Fuad). Companies with optimal environmental
performance will tend to disclose information related to environmental activities to gain the public's trust and
sympathy.

The findings of this study strengthen the stakeholder theory that companies are responsible to stakeholders.
Stakeholder engagement influences the adoption of social and environmental practices and how much resources are
allocated to efforts that satisfy stakeholders (Parmar et al.), (Freeman and Dmytriyev). Environmental disclosure is
the answer to stakeholder demands. The good environmental performance will influence stakeholder perceptions and
reduce uncertainty by reporting detailed environmental information. Thus, good environmental performance will
encourage environmental disclosure. This research also strengthens the theory of legitimacy, which is the point of
how company management will react to people's expectations.

Companies need to use environmental performance to gain legitimacy in society. Companies must carry out social
activities to emphasize and prove their existence in the community. Public recognition through the company's
environmental activities positively impacts the company's image in society. Thus, implementing environmental
performance by utilizing environmental disclosure media will increase investor confidence and company value.

8. Limitations and Recommendations for Further Research

The community's response is reflected in the company's actions to pay attention to its stakeholders. Legitimacy theory
becomes the point of how company management will react to society's expectations. Environmental performance can
be used as a legitimate tool to change public perceptions of the impact of a company's destructive operations by
highlighting achievements in addressing environmental issues. Investors are attracted to stocks that prefer
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environmental attributes (Yusoff et al.). If the company aims to increase the share price (company value), it can use
environmental and social responsibility by paying attention to environmental performance (Solikhah et al.).

This study has not linked environmental disclosure with firm value. Further research can consider environmental
disclosure as a mediating variable. Several studies have found that environmental performance does not provide many
benefits for the compensation received, so there is no need to provide too much environmental disclosure (Deswanto
and Siregar), (Muslichah). The company's participation in the Environmental Performance Rating Program (PROPER)
is sufficient to gain community legitimacy so that companies do not need to disclose detailed environmental activities.
Or conversely, the better the environmental performance, the company will be encouraged to make disclosures to
stakeholders regarding the company's responsibilities to the environment. Therefore, by making the environmental
disclosure a mediating variable, it is analyzed whether environmental performance can directly affect the company's
value or must through environmental disclosure.

Further research also needs to consider environmental performance measurement, in addition to PROPER scores such
as ISO 14031 and ISO 14001. Future research also needs to consider environmental disclosure measurements, in
addition to the GRI index. The GRI index is less reliable because few companies in Indonesia still publish
sustainability reports.
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