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ABSTRACT
This research aims to identify environmental performance, role of external assurance in sustainability reports,

financial access, the quality of sustainability report disclosure and external assurance of a company. The
samples are Indonesia non-financial public companies which are listed in the Performance Rating Assessment
Program on Environment Management (Program Penilaian Peringkat Kinerja Perusahaan/PROPER) from 2014
to 2019. Using descriptive analysis, this research finds a fairly good environmental performance and an
adequate performance of environmental management efforts as required from the observed sample. It also
indicates that more than 78% of companies during the year of observation tend to not disclose separate
sustainability reports. In addition, the lack of urgency in disclosing separate sustainability reports also reflected
on the companies tendency of not using external assurance during the reporting process. This research also
showed that financial access of the observed companies has various values with a fairly high value of standard
deviation. Furthermore, this research suggests an analysis of the influence and correlation between variables
used in this research as potential future studies.

Keywords: environmental performance, quality of sustainability report, external assurance, quality of external
assurance, descriptive analysis.

1. INTRODUCTION Gross Domestic Product (GDP) in 2018 [2]. As
the industry experienced a rapid growth, it might
Environmental aspect has the most significant also affect the increase of environmental problems
function in life sustainability. Currently, global [3].
environmental conditions are showing a drastic
decline, which is characterized by the emergence As part of the commitment in reducing
of environmental problems, such as high levels of the country's emissions, Indonesian Ministry of
pollution, greenhouse gas (GHG) effect, global Environment and Forestry developed a program
warming, and the threat of ecosystem extinction. named Performance Rating Assessment Program
These various problems are caused by activities on Environment Management or Program
from various sectors, especially by the non- Penilaian Peringkat Kinerja Perusahaan dalam
financial sector. Pengelolaan  Lingkungan (PROPER). This
program was created to evaluate companies
As one of G20 members, Indonesia compliance and environmental management
contributed in signing the first Nationally performance through incentives and disincentives.
Determined Contribution (NDC) document in Previous research highlighted that companies with
October 2016. Thus, it shows Indonesia's good environmental management rarely have
commitment to reduce the country's emissions to problems in their financial access [4]. It is also
29% with their own efforts and to 41% with said that they could get financial sources from
support of international cooperation [1] . Based on third parties, both from financial institutions or
the Climate Transparency Report, in 2020, investors, easier in general. Companies with good
greenhouse gas (GHG) emissions in Indonesia environmental management are in line with
have increased significantly since 1990, in which Central Bank of Indonesia  Regulation
it reached the level of 581 MtCO2 in 2019. The 14/15/PBI/2012 and 15/28/DPNP 2013, which

industrial sector is still the largest contributor to
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indicates the importance of environmental
management level carried out by a company to
successfully obtain credit facility approval.

Sustainability report is a public report
issued by a company to provide information about
the company’s position in three dimensions, such
as economic, social, and environmental dimension
[5]. Based on Indonesia Law no. 40 year 2007 on
the limited liability company, companies listed in
IDS have the responsibility to report their
sustainability information. However, the current
law only requires companies to provide the
sustainability information within the annual report.
Thus, disclosing separate reports is still counted as
voluntary in Indonesia. The Financial Services
Authority (OJK) recorded that by the end of 2016,
only 49 IDX listing companies published
sustainability reports, in which 71% were listed as
non-financial sector companies [6].

Sustainability reports are considered as
reliable, when they provide high quality
information. According to Garcia-Sanchez et al.
[7], a high quality sustainability report is when it
meets specific guidelines during its reporting to
publication process, and includes a qualified
external assurance during the reporting process.
Other researchers also conclude sustainability
reports as reliable when it has a report assurance
[8] [9], also whether the report had fulfilled the
scoring of the environmental and social
measurement index model [10]. In line with
research conducted by Garcia-Sanchez et al
(2019), this research examines sustainability
reports based on the quality of certain information
in the report, the presence of an external assurance
on the report, and the quality of the external
guarantor.

This research provides an overview and
knowledge of environmental performance,
disclosure of sustainability reports, and financial
access by non-financial public companies in
Indonesia from 2014 to 2019. This research can be
considered to various parties and for the need for
further research.

2. LITERATURE REVIEW

2.1 Environmental Performance

Environmental performance is a mechanism
for a company in order to voluntarily integrate its
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awareness of the environment in operating
business activities and while interacting with their
stakeholders [11]. Environmental performance
measures a company's activities that impact the
natural environment and also the company’s
surroundings. The result of this mechanism
indicates the rate of concern a company has in
terms of environmental management in their
business  activities. High  environmental
performance led to increased legitimacy, reduced
information asymmetry and possible agency costs,
which will give an impact to an increase in the
supply of capital and relieve the company's
financing constraints [12].

In  Indonesia, the  Ministry  of
Environment and Forestry established the
Performance Rating Assessment Program on
Environment Management (PROPER) in order to
encourage companies participation in
environmental management. PROPER is an
evaluation to the compliance and performance of a
person in charge within a business and/or an
activity, specifically in terms of controlling
pollution and/or environmental damage, as well as
managing hazardous and toxic waste [13]. This
assessment will rank companies in 5 (five) colors,
namely gold, green, blue, red, and black based on
the result. The use of colors in PROPER results is
intended to ease the public in absorbing the
published information [14]. Gold rating companies
indicate the performance of environmental
management within the companies exceeds the
requirements, have consistently demonstrated
environmental excellence in the production or
service process, have conduct a great business
ethic and are responsible for the community.
Companies with a green rating indicate that their
environmental management has exceeded the
required regulations through the implementation
of the environmental management system,
performs an efficient use of resources, and has a
good implementation of social responsibility
efforts. Blue rating companies showed that the
company has performed adequate environmental
management efforts according to the requirements.
Meanwhile, companies with red and black ratings
indicate that they have not -carried out
environmental management according to the
requirements, or even carried out activities that
damage the environment. The results of the
company's performance appraisal ratings are
announced and published regularly to the public.
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Thus, the ranking results could give an impact to
enhance or damage the company's reputation [15].

2.2 Sustainability Report

A sustainability report is a public report that
depicts a company's position and activities in
terms of economic, social, and environmental
dimensions [5]. This report provides a statement
of policies, objectives, and development on
environmental achievements within the company
[16]. In addition, it also presents organizational
and governance values, as well as the company's
commitments to sustainable development [17]. As
the companies have responsibility to their internal
and external stakeholders, this report plays an
important role in disclosing information regarding
company’s contributed performance in
maintaining sustainability.

Sustainability reports are able to show the
actual  sustainability  performance  within
companies [18]. In practice however the
disclosure of sustainability reports in Indonesia is
still conducted voluntarily, which means there’s
only a few that willingly disclose the reports. Even
though the disclosure of this report could help
companies to set goals, measure their
performance, and manage change in operational
activities to become more sustainable [17]. In
addition, the disclosure of sustainability reports
has the potential to reduce the company's financial
constraints [19].

The guideline used as a standard for preparing
sustainability reports by the majority of companies
or organizations is the Global Reporting Initiatives
(GRI) sustainability report guidelines. This
guideline includes reporting principles, disclosure
of reporting standards, and guidelines in preparing
sustainability reports for companies so that they
can produce reliable, relevant, and more
standardized information. There are two standards
of sustainability report disclosure based on the
Global Reporting Initiatives (GRI) such as general
and specific standards.

The disclosure quality is important as the
company’s stakeholders use this report to plan
appropriate decisions and actions for the company.
Disclosure with low quality could impact the
investors and other external parties to not being
able to capture reporting information. The higher
the quality in disclosing reports means the
possibility of difference in the information is
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lowered. According to G4 guidelines, a
sustainability report has a high quality if it meets
the following six principles, which are, the
principles of balance, comparability, accuracy,
timeliness, clarity, and reliability. [7] states that a
sustainability report is considered as a high quality
one, if it meets the guidelines for preparation or
the GRI guidelines, and presents specific
information. Research by [10] highlighted the
criteria of qualified sustainability reports, which
include the need to meet the scoring model of the
environmental and social measurement index.
Meanwhile, research by [8] and [9] measure the
quality of sustainability reports based on the
availability of external assurance for sustainability
reports.

In order to increase the reliability and
credibility of the sustainability report information,
an external assurance role is essential. External
assurance has the ability to provide new
perspectives and opinions that are more objective
and impartial, which then enables the company to
increase trust from report users and also help the
company in making decisions. However, including
an external assurance during the disclosure of
sustainability report is not required or voluntarily
based on a company’s need. The decision to
include an external assurance in the reporting of a
company is influenced by the report disclosure
and the type of business industries [20]. The
quality of an external assurance can be measured
through the quality of the assurance statement.
There are few standards that can be used by
external guarantors in providing assurance
statements, including the AA1000AS and
ISAE3000 standards.

2.3 Financial Access

Financial access shows the company's
ability to obtain financial resources [7].
Companies with access to finance indicate the
possibility that these companies have access to
financial services, including credit, deposits,
payments, and other services. According to [4],
easy access to finance is characterized by low
financial constraints. In line with the research of
[4], research by [21] also highlighted that better
financial access can reduce the company's
financial constraints which refers to market
frictions that can prevent company funding.

In operating business activities, financial
access is an important factor for companies, as
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proven by several previous studies. Financial
access affects the company's growth rate, in which
companies with lower financial constraints would
experience faster growth than the one with higher
financial constraints. In addition, financial access
also influences various company decisions, such
as company investment or divestment decisions,
the decision of company capital structure, cash
management policies, company export behavior,
and the intensity of research and development
activity within a company [22]. Several general
indices can be used to measure a company's
financial access, such as the KZ index by [23], the
WW index by [24], and also the SA index by
[25]. This research applied the KZ index to
measure the company’s financial access.

3.METHOD

For the analysis support, this research
uses secondary data from PROPER, company’s
sustainability report and annual report. Descriptive
analysis is wused to identify a company’s
performance in environmental management,
disclosure of separate sustainability reports and its
quality, the presence or absence of external
assurance in the sustainability report, the quality
of the external assurance, and company’s financial
access. Table 1 presents the operational definition
of each variable. The samples used in this research
are Indonesia non-financial companies which are
listed in PROPER from 2014 to 2019. During the
six years of this research observation period, there
are 501 observations used. This research used
STATA to conduct the descriptive analysis.

Table 1. Operational Definition of Variables
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Variable Operational Measurement References
Definition Indicator
Environmental
Environmental | management
Performance performed by PT.OPER [13]
(EP) the company ratings

Sustainability The level of

Report application on

Disclosure Sustainability Scoring Level [7]
Quality Report based on

(SRDQ) GRI guidelines

Auvailability of
External external s
Assurance of | assurance in .\;alue.(li ?)SI 17, d ;
Sustainability | sustainability ‘I‘O?’V:tlhae n;isin [
Report (EA) report

The level of

external Based on

. assurance used i’

Quality of based on the scoring context
External results of the index of [26] [27]
Assurance assurance SAE3000
(AQ) AA1000AS and

statement

. standards

generated in the

report

The size of the
Fi ial company's
A'”a”C'aKZ financial KZ index [23]

ceess (KZ) constraints
4, RESULT AND DISCUSSION
The descriptive analysis  presented

includes the total number of observations, mean,
standard deviation, minimum value, and maximum
value of each variable. The results of descriptive
analysis of the research data are contained in Table
2 below.

According to Table 2, the company's
environmental performance (EP) has an average
of 3.106 and deviation value of 0.547. The
standard deviation value is smaller than the
average value, which indicates that the data has
fairly good distribution. The average value of
3.106 means that the sample companies have
made  environmental management  efforts
according to the provisions and applicable laws
or regulations. In addition, more than 77% of the
observed samples in 6 years received a blue
ranking at the wvery least. Environmental
performance has the lowest value of 2 and highest
value of 5. The lowest value indicates red rank
which means that environmental management
had not been carried out by the company.

Sustainable report quality (SRDQ) has an
average of 12.026 and deviation value of 23.534.
The standard deviation value is higher than the
average value, which indicates that the data has
bad distribution. The quality of sustainability
report disclosure has the highest value of 75 and
the lowest value of zero. In this research, a value
of zero means the company has not disclosed a
sustainability report. More than 78% of
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companies within the observed period have not
disclosed a separate sustainability report. AQ 501 0.049 0.204 0 1
Otherwise, the highest value means the company
has provided a report following the B level of

GRI guidelines. KZ 501 0432 | 2918 | -22504 | 6.042
External assurance of sustainability report

(EA), as a dummy variable, has an average of

0.058 and deviation value of 0.234. The standard 5. CONCLUSION

deviation value is higher than the average value,

which indicates that the data has bad distribution. From the sample of Indonesia non-

The external assurance has the highest value of 1 financial public companies listed in PROPER

and lowest value of 0. The zero value indicates from 2014 to 2019, there are 4 major findings in

that the company does not use any external this research. First, PROPER measurement of

assurance for sustainability reporting, while value companies environmental performance showed an

of 1 indicates the company uses external average result, which means that these companies

assurance for sustainability reporting. More than have done their responsibility in managing the

70% of sample companies that report separate environment based on the current requirements.

sustainability reports do not use any external The result also showed consistency and a

assurance in their sustainability reports. disciplined  attitude of some companies in

Quality of external assurance (AQ) has an managing the environment annually.
average of 0.049 and deviation value of 0.204. The
standard deviation value is higher than the average The second finding is that there is still no
value, which indicates that the data has bad urgency in disclosing separate sustainability
distribution. The quality of external assurance has reports for most of the companies. More than 78%
the highest value of 1 and lowest value of 0. The of the observed companies have not disclosed
zero value indicates that the company does not use seperate  sustainability reports due to the
any external assurance for sustainability reporting, inexistence of specific law and government
while value of 1 indicates that the company uses a regulations regarding this issue. This finding
good quality external assurance based on the might also suggest the impact of law and
reporting standards used. regulation in affecting companies managerial
Company’s financial access (KZ) has an practice and policies.

average of 0.432 and deviation value of 2.918.

Company’s financial access has the highest value Third, this research also found that

of 6.042 and the lowest value of -22.504. In this sustainability reports quality have not been
research, the value of a company's financial considered as a priority yet. Most observed
access varies. The lower the value implied to a companies showed that their sustainability reports
better company's financial access. are disclosed without any presence of external

assurance. Even when these companies realized

Table 2. Descriptive Analysis of Variables . .
the importance of external assurance role in

increasing credibility and information
Dev
The last finding is financial access of the
companies which is measured through KZ index
Ep 501 3106 0.547 ) 5 showed a high range in variative value. Moreover,

although this research covers brief analysis of
variables, such as environmental performance,
SRDQ 501 12.026 | 23.534 0 75 disclosure of sustainability reports, and financial
access, there could be other potential outcomes for
future studies regarding this topic. Future studies
can further examine the correlation between the
observed variables as it is not yet identified in this
research.

EA 501 0.058 0.234 0 1
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