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ABSTRACT

The issue of corporate social disclosure (CSD) has been of growing concern
among businesses and communities globally, including those in Indonesia. As
one of the big developing countries which offers a large domestic market and

workforce, Indonesia is exposed to this issue.

This study examines the extent of CSD in Indonesian listed companies by
applying the content analysis method to company annual reports for the years
2003 to 2006. Prior studies have focused on exploring the theoretical framework,
seeking the motivation for disclosures and obtaining certain stakeholder’s
opinions regarding CSD. However, those studies were limited to developed
countries and to select stakeholder groups for their perceptions. For these
reasons, the current study proposes to enrich research into CSD, particularly by
providing evidence from a large developing country in Asia, with an expanded
research corpus. First, the practice of CSD in Indonesian listed companies was
examined, including the trend and discussion about the nature of disclosures
from the content analysis. Second, the importance of CSD information for
stakeholders was investigated through the examination of a broader range of
stakeholders (shareholders, employees, suppliers, customers, communities, and
investors). Third, top management representatives of the listed companies were
questioned to elicit company motivations and identify the most influential party
to practise CSD. Finally, some variables, including the company’s type and size,
financial performance, percentage of ownership, creditors’ and auditors’
influences, and corporate age were examined to establish their relationships to

the extent of CSD.

A pilot study was undertaken prior to the main study as this research area is
considered relatively new for Indonesia. The samples, including the issues of
data collection, questionnaires, and hypotheses were initially tested and the
results were then used to redesign the main study. The main study findings
indicate that the majority of hypotheses can be accepted and suggest that: (1)
Every stakeholder group has significantly different perceptions of the importance
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of CSD information, but ‘product’ was identified as the most important
information; (2) ‘community’ was considered as the most influential party and
‘creating a positive image’ was the greatest motivation for companies to practise
CSD; (3) There were significant positive trends in CSD quantity and quality from
2003 to 2006; (4) there were also significant differences between ‘state’ and
‘non-state’ companies in the extent of CSD; and (5) company size, financial
performance, age, and auditor’s influences were found to have a significant
positive effect on the extent of CSD quantity and quality. ‘Company type’,
however, did not influence CSD significantly, and ‘owners’ influence’ correlated
positively rather than negatively to CSD, contradiction prior expectation. Mixed
results were provided by the ‘solvency ratio’ as this variable had a significantly
positive influence on CSD quantity, but not quality. The overall correlations
between predictor and criterion variables are considered to be low to moderate,
varied from 0.463 to 0.607 for correlation coefficients (R) and 0.215 to 0.368 for

determination coefficients (R’) in the regression model.

One of the major implications of this study underlines the significant and
consistent influence on the extent of CSD by ‘state owned’ companies in
Indonesia when compared with that of ‘non-state owned’ companies. This
appears to be an important variable and should be studied further. In addition,
both stakeholder and legitimacy theories have been used to explain certain areas
of CSD practices in Indonesia. The role of these theories may be sharpened or
combined with other theories to build a clearer picture of the practices, especially
to explain the gap that exists between stakeholder's and company's perspectives'.
The findings on the items of CSD that were perceived as important by the
Indonesian stakeholders can also be helpful in developing a CSD list for
evaluating social reporting. The content analysis results provide valuable insights
into the extent and nature of CSD, and thus, this study motivates further research
to re-assess the factors that influence CSD, the theoretical foundation, and the

current issues affecting CSD practices in Indonesia.
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CHAPTER 1

INTRODUCTION

One of the most important business issues of the twentieth century has been the
empirical enquiry into how contemporary organisations conduct their business
ethics and responsibilities. To discuss the issue, this chapter introduces the
background to the study, including the rationale, research questions, contribution,
and the research framework. The assumptions made in the design of the project,

the organisation of the thesis, and finally a chapter summary are also outlined.

1.1. Research Background

In recent years, the issue of corporate social responsibility (CSR) has been of
growing concern among both business and academic communities (Balabanis,
Philips, & Lyall, 1998; Deegan, 2002a; Rashid & Ibrahim, 2002). Gustafson
(2005) echoes this view and notes in his article that since the beginning of the
21* century, there has been a growing societal demand for increased corporate
social responsibility and environmental accountability. In addition, the
expectations of stakeholders have gone beyond direct transactions between
shareholders and company, organisations now being expected to participate in
the solution of social problems, such as poverty and infrastructure, within a wider

community (Kok, et al., 2001).

Several pressures are identified by Haigh and Jones (2006) as key drivers related
to the growing issue of CSR. Firstly, pressures from business competitors,
investors, and consumers that force business managers to undertake CSR
activities. Secondly, the regulatory pressures from governments and non-
governmental organisations (NGOs) drive the emergence of CSR. Finally,
Chapple and Moon (2005) indicate that globalisation also contributes to the large
adoption of CSR. The increased activities of international businesses have led to
a spread of CSR issues, these having influenced the number of exported products

which have to meet international criteria, including product safety and quality



standards. In addition, conducting business in international trade requires a good
company image which can can be obtained through the implementation of CSR

activities.

CSR can be defined as “the obligation of a firm to use its resources in ways to
benefit society, through committed participation as a member of society, taking
into account the society at large and improving welfare of society at large
independent of direct gains of the company” (Kok et al., 2001, p. 287). This
definition raises two important points: firstly, companies should conduct a
business which is socially responsible to society as an integral part of their
ongoing strategy; and secondly, it is implied that a business cannot be separated
from societal issues such as community and environment. Consequently, these
two points lead to the basic premise that companies are responsible, not only to
maximise profit, but also to protect the environment and to contribute to the well-

being of society.

Whilst there has been increased public attention to CSR worldwide, most of the
CSR studies conducted so far have been in the context of such developed
countries as Western Europe, the USA and Australia (Brown & Deegan, 1998;
Deegan & Rankin, 1996; Deegan, Rankin, & Tobin, 2002; Gray, Kouhy, &
Lavers, 1995; Raar, 2002; Snider, Hill, & Martin, 2003; Tilt, 1994). Conversely,
there have been relatively few empirical studies on CSR practices in developing
countries (see for example, Ahmad & Sulaiman, 2004; Belal, 2001; Ramasamy
& Hung, 2004; Rashid & Ibrahim, 2002; Thompson & Zakaria, 2004). Most of
the studies from developing countries have been carried out in the context of
newly industrialised countries such as Malaysia and Singapore. There is a lack of
detailed CSR studies in the context of South Asian countries that are considered

to be “less developing” and poorer, including Indonesia (Belal, 2001).

Given the considerable differences in the economic and cultural environment,
moral judgment and government roles that corporations play in a particular
country, the extent of CSR practices will differ across countries (Adams, Hill, &
Roberts, 1998). For example, a study conducted by Williams (1999) in the Asia
Pacific nations (Australia, Singapore, Hong Kong, the Philippines, Thailand,



Indonesia and Malaysia) found the two cultural dimensions of uncertainty
avoidance and masculinity, together with the political and civil systems, are
significant determinants of the quantity of voluntary environmental and social
accounting levels of disclosure. Therefore, it can be concluded that the country of
origin is important as a determining factor and may provide significant variations

of CSR practices (Gray, Owen, & Adams, 1996; Hackston & Milne, 1996).

Parallel with this view, Chapple and Moon (2005) report that CSR is not
homogeneous but varies among countries. Consequently, a more valuable insight
into CSR practices may be found by conducting a study in a developing country,
thereby adding to the existing body of CSR literature. For this reason, this study
selects Indonesian listed companies to be examined for their CSR practices by

investigating the extent of their corporate social disclosures (CSD).

1.2. Motivation

This study is motivated by a lack of similar studies conducted in Indonesia and
also by the nature of the Indonesian community which is likely to be sensitive to
some CSD issues. Some suggestions and gaps highlighted in previous studies are

also discussed in this study.

1.2.1. Why Indonesia?

As the biggest country in the South East Asia region, Indonesia has a complex
and varied social and geographical environment. Located centrally on the world’s
trade routes, Indonesia faces a number of factors exposing it to CSD practices.
These include the issues of poverty alleviation, human rights, health and safety
environmental concerns, pollution and waste, social and political insecuri.ty, and
the high needs for direct foreign investment (Goyal, 2006; Raynard & Forstater,
2002).

CSD relates closely to the environmental and social issues in a society (Panwar et
al., 2006). Worldwide environmental issues include air pollution, low water
quality, and deforestation; and social issues relate to industrial strikes and

poverty (Howe, 2003). The poverty rate in Indonesia is considered the worst in



Asia. It has been recorded that 17% of the total population in Indonesia,
representing about 39 million people, live under the poverty line (Arka, 2006).
The rate of poverty has been identified by Jenkins (2005) as an opportunity for

higher level of CSR disclosures in terms of likely impacts on poverty reduction.

In addition to poverty, Indonesia has also been rated as the world’s worst for
deforestation activities. Over 70% of Indonesia’s original frontier forests have
been lost (Hills, 2005). Panwar et al. (2006) explained that the forest products’
industry is very familiar with the increasing societal expectations regarding its
use of forests throughout the world. Thus, companies are expected to show their
responsibilities by maintaining the sustainable use of forests as a natural

resource.

Direct foreign investment has been signalled by Goyal (2006) as having a
positive impact on CSD practices for developing countries since CSR
expenditure can be a fraction of income. Investors are more concerned with their
investments and the decisions made by the boards of directors in maintaining the
sustainability of their business. However, unlike other developing countries,
Indonesia seems to be struggling to attract foreign investors since the economic
crisis in 1997. Greenlees (2005) reported that investors and lenders have been
slow to return to Indonesia because of the high rate of corruption. Donaldson
(2005) and Mares (2006) urge the implementation of good CSR practice to be
one way of reducing corruption, as it deals with corporate transparency. It will be
interesting, therefore, to see how CSR is practised through its disclosures in a

country where corruption is common.

It is also important to examine CSD in relation to culture. With a population of
about 225.3 million, an area of 1.9 million square kilometres, and over 300
regional languages, Indonesia has a highly diverse culture (UN, 2005). Williams
(1999) found that countries with lower scores on cultural determinants, such as
masculinity and uncertainty avoidance, demonstrate more disclosures on CSR
compared to those with higher scores. Based on the work of Hofstede (1996) in
scoring country culture, Indonesia has been found to score of 46% and 48%

which are less than moderate levels for both “masculinity” and “uncertainty



avoidance” respectively. These levels indicate that companies in Indonesia must

provide more comprehensive information related to CSR disclosures.

Another important aspect of Indonesian culture is religion, Indonesia having the
world’s largest Muslim population. According to Hofstede (1996) more than
85% of Indonesian population follow the Islamic faith. The role of Islam in CSR
as “giving to society is deep-rooted in Islamic tradition, being a cornerstone of
positive CSR” Al-Ali (2006, p. 1). This value suggests that the majority of
employees in Indonesia have a perception that CSR is about donation. As a
result, the information disclosed in CSD is more likely to focus on ‘donation’ or
‘community development’ information. The current study addresses this issue
and discusses the findings compared with previous studies, which have mainly
disclosed information on environment, energy, and customers and human
resources (Deegan, 2002a; Gray et al., 1995; Kuasirikun & Sherer, 2004;
Purushothaman et al., 2000).

Indonesia has a number of unique factors that may positively or negatively
influence the level of CSR disclosures. However, the practice of these disclosures
is still in question. Therefore, the reasons outlined above provide significant

motivation for Indonesia to be chosen for investigation by this study.

1.2.2. Gaps in the Existing Literature

A number of researchers have examined the area of CSD, focusing on the
development of theoretical foundations. The majority of these studies have
applied stakeholder or legitimacy theory (Delmas & Toffel, 2004; Donaldson &
Preston, 1995; Mitchell, Bradley, & Wood, 1997; Ahmad & Sulaiman, 2004;
Brown & Deegan, 1998; Deegan et al., 2002; Wilmshurst & Frost, 2000). Both

theories provide their own justifications in explaining CSD.

Stakeholder theory represents a concept whereby companies integrate social and
environmental concerns in their business operations and in their interactions with
stakeholders (Wilson, 2001). While legitimacy theory asserts that organisations
ensure their operations are within the bounds and norms of their respective

societies being perceived by outside parties as ‘legitimate’ (Deegan, 2002b).



However, the findings from previous studies are not conclusive as to what theory
is best applied to explain CSD. In this study, both theories are applied to indicate

which is the relevant theory for better explaining the Indonesian situation.

Conflicting results have also been found in prior studies on the factors which
influence CSD. For example, a positive correlation between CSD and
organisational characteristics, such as company’s size and type, have been
identified by Stanwick and Stanwick (1998), Balabanis (1998), Choi (1999),
Kokubu (2001), and Al-Tuwaijri (2004). However, Ingram and Frazier (1980),
and Freedman and Jaggi (1996) found that these variables are negatively
correlated with CSD. Through this study, some interesting findings are are

expected after examining the factors associated with the extent of CSD.

Other gaps from previous studies on CSD have also been identified, these
providing further motivation for the conduct of this study. Firstly, only a few
researchers have addressed the reasons why companies disclose CSR practices.
Two notable authors, Mathews (1997) and Deegan (2002a) have suggested that
future research is required to ascertain these reasons and provide further
directions on the most appropriate theoretical foundation, motivational factors, or
other factors influencing CSD. Although some studies have provided the reasons
for CSD, they were of limited value being obtained from selected managers only,

as outlined in the following paragraph.

Ahmad and Sulaiman (2004), for example, selected managers from accounting
departments only. Milne, Owen, and Tilt (2000) chose local authorities and
officers of Non-Government Organisations’ (NGOs’), and Wilmshurst and Frost
(2000) surveyed chief financial officers (CFOs) to get their opinions on their
motivations for practising CSD. To address these limitations, this study will seek
opinions from managers at higher managerial levels from various departments

concerning their reasons for CSD.

Another limitation of previous research has been examination of disclosure items
without considering the appropriateness of the items to the stakeholders’

expectations. Prior CSD research has investigated the quantity and quality of



disclosures based on sentences, paragraphs, and pages; and also whether the
items are monetary, non-monetary, or descriptive in nature (Gamble et al, 1995;
Raar, 2002; Tilt, 2001). Although this information has provided valuable
information into the types (quality) and extent (quantity) of disclosures, it has not
ascertained whether the information fulfils the needs of the stakeholders (Deegan
& Rankin, 1997). This limitation has also been accommodated in the current
study by taking into consideration a variety of stakeholders’ opinions
(shareholders, employees, suppliers, customers, communities, and investors), on
the importance of each CSD item. The opinion of stakeholders regarding the
importance of different items in CSD provides useful information to shape a
disclosure list that meets stakeholders’ needs. Further, such a list might facilitate
the Indonesian government in establishing guidelines for reporting on CSR

practices.

Consequently, to fulfil the purposes of this study, a pilot study was implemented
initially. This is important as prior studies on CSD have been conducted in other
countries, which are characteristically different from Indonesia. Apart from
clarifying the issues of collecting CSD reports, some new aspects of CSD
practices have also been explored in this pilot study, including testing the
questionnaires and disclosure items. The intention was to prepare a feasible main
research plan. As a result, the outcomes of the pilot study have been used to

modify the main study.

1.3. Statement of the Research Questions
Based on the research background, this study examines CSD levels in Indonesian
listed companies; the stakeholders® opinions of the importance of the disclosure
list; identification of the motivations for practising disclosures, and the factors
related to the extent of disclosures. The main research question of this study then
becomes: “To what extent do Indonesian listed companies practise CSD?”".
In an endeavour to answer this research question, this study will address the
following questions:

1. To what extent do Indonesian listed companies practise CSD in their

annual reports?



2. What kinds of CSD information are important to Indonesian
stakeholders?
3. What are the motivations for Indonesian listed companies for practising
their CSD?
4. What factors influence the extent of CSD practices in Indonesia?
By answering these questions, it is expected that this study will add to existing

evidence about the practice of CSD in Indonesia.

1.4. Contribution of the Study

This study focuses mainly on the most important aspects of CSD in order to
better understand the implications of CSR practices. It makes several
contributions. Firstly, in general, the study contributes to a better understanding
and awareness of corporate social responsibility (CSR) issues, specifically the
impoftance of disclosing them through the companies’ annual reports. This is
encouraged by understanding the CSD level in the annual reports, both in the
quantity and quality of information. Secondly, the study examines corporate
social disclosure practices, including the items of disclosure perceived important
by stakeholders. These findings are expected to assist businesses in Indonesia to

be more focused on their disclosed items according to the stakeholders’ demands.

In addition, understanding the motivation of Indonesian companies in disclosing
their CSR activities may be particularly useful for the Indonesian government to
encourage companies to conduct business ethically, while it may also establish
CSD guidelines. Finally, this research can be considered as the first CSD study in
an Indonesian context that provides evidence on factors relating to CSD level
based on the importance of disclosure items as perceived by the stakeholders.
Consequently, the major contribution of this study will be to enrich the existing

CSD literature in the context of a developing country.

1.5. Research Framework
In order to rationalise and provide a better picture of this study, a research

framework is provided in Figure 1.1. Two groups are involved: companies and

stakeholders.



From the viewpoint of the companies, the focus is to provide evidence on how
Indonesian listed companies practise their social responsibilities through
disclosure activities (CSD). These practices will be investigated by identifying
the extent of disclosures in the annual reports which covered both quantity (the
amount) and quality (the nature or the description) of disclosures. This is
measured by disclosure scores obtained from a content analysis process. The
process includes a transformation of sentences in the companys’ annual reports
into disclosure scores. Greater scores will be awarded to more comprehensive
information. The extent of disclosure will be treated as the dependent variable,
which is then related to the independent variables in order to find significant

relationships among them.

Three factors have been identified in relation to the extent of CSD: influences,
nature of companies, and motives. The influential factors from the stakeholders’
group, such as creditors, auditors, and owners will be examined from the
secondary data. These data will become parts of the independent variables. Other
stakeholder influences, such as government, suppliers, communities, and
customers, are then summarised from the companys’ responses to the
questionnaires. These results are then discussed in detail in chapter six. The
nature of companies, such as category, size, age, and financial performance was
obtained from the secondary data and positioned as independent variables.
Further, these variables were examined, using statistical tools, for their
correlations and influences on the CSD practices. The final factor, the motives of
the companies, examples being to meet stakeholders’ demands, to act
accountably, to create a positive image, or to attract investors, were collected
from the companies’ responses to the questionnaires. These responses were
treated as descriptive variables. All variables are accommodated in the

hypotheses explained in chapter three.

In order to build a relevant measurement for the CSD items list, six stakeholder
groups have been chosen: shareholders, employees, suppliers, customers,
communities, and investors, and are considered to represent the main

stakeholders for each company. Respondents from the six groups were asked to



rank the importance of every item of disclosure. From these stakeholders’
perspectives, the level of importance of CSD items was developed - an important
contribution of this study. Further discussions about these stakeholders are

provided in chapter two.

The research framework further pictures the gap between the CSD practices of
the companies and the important CSD items from the stakeholders’ perspectives.
The study will use empirical evidence to discuss this gap. The discussion will
include an analysis of the primary and secondary data, which will be combined
with both the qualitative and quantitative mixed method research approaches
implemented. To provide better insights into the problem, the discussions will
also portray the phenomenon of CSD practices which have resulted from the
investigation in this field study; this includes the result of interviews that help to

explain why these gaps exist.
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Figure 1.1. Research Framework
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1.6. Assumptions
The following assumptions have been made in the development of this study:
a. The sample used in this study is considered to represent the CSD

practices by listed companies in Indonesia.

b. Respondents from companies at the level of at least managers are
assumed to have enough understanding of CSD. This also applies to
respondents from the stakeholders’ groups. From their initial responses
to the questionnaires, both groups of respondents are expected to

demonstrate confidence in expressing their opinions.

c. Since the respondents were not English speaking, a translation-back-
translation process on the questionnaires was conducted by an

independent translator to reduce biases.

d. The process of content analysis has been conducted carefully to
minimise any subjectivy that may arise. Consequently, the scores of
CSD are considered to represent the practices of CSD by Indonesian

listed companies.

e. By reducing some CSD items after the pilot study, the existing items
used in the main study are considered as picturing the Indonesian

stakeholders’ expectations and to be applicable to the situation.

1.7. Thesis Organisation

The remainder of this thesis is organised as follows. Chapter two outlines the
relevant literature linking corporate social responsibility and corporate social
disclosures. The theoretical framework of previous studies is also explained.
The hypotheses and development of relevant questionnaires are explicated in
chapter three. Noteworthy is that some related theoretical foundations were
applied to provide a strong basis in the foregoing development. These initial
hypotheses were intended to be developed into final hypotheses after the pilot
study results. Chapter four presents the pilot study report, which includes the

12



results of preliminary findings for the investigation of the Indonesian
stakeholders and companies through the questionnaires, the initial hypotheses
testing, and the relevant information for the main study. Specifically, the
implications for the main study were outlined. The data collection procedures
and the research design are described in chapter five. In addition, this chapter
also discusses methodological issues, as well as the selection of the samples and
the statistical applications used for data analysis. The details of the process for
conducting content analysis are also given so a better understanding of how this
process has been applied is obtained. Chapter six discusses the findings from
questionnaires and disclosures which are obtained from both the companys’ and
stakeholders’ responses, the extent of CSD, and the nature of the information
given. The relevant data obtained during the questionnaire process are
presented, coverihg interviews and field visits. Further, the outcomes of the
study, including the results of the statistical examinations, hypotheses tests, and
discussion of findings are outlined in chapter six. Finally, conclusions,
limitations, and future research directions are presented in chapter seven to

conclude the thesis.

1.8. Summary

The growing demand for CSR practices in the world has led to many studies
which have examined CSD. The majority of studies, however, provide evidence
from developed countries rather than developing countries, thereby creating
inadequate views of CSD practices. In response to the importance of conducting
CSD studies from developing countries, Indonesian listed companies have been
selected to be examined for this research. Other issues related to CSD have also
been investigated, such as the motivations, influences, and nature of companies
associated with CSD. The following chapter, the literature review, provides a

comprehensive overview of previous studies relating to the topic.
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CHAPTER 2

LITERATURE REVIEW

This chapter reviews the literature related to the issues of corporate social
responsibility (CSR) and corporate social disclosures (CSD). It also shows how
these issues provide the understanding for undertaking this study, particularly
the discussion about concepts, motivations, aspects, themes, and reports of

CSD.

2.1. Corporate Social Responsibility

The development of Corporate Social Responsibility (CSR) reflects a growing
expectation from communities and stakeholders about the role of companies in
their societies; it also implies that companies should respond to the increasing
environmental, social, and economic pressure placed on them (Wilson, 2001). A
definition of CSR has been widely canvassed by many scholars. For example,
Leonard and McAdam (2003, p. 28) define CSR as ‘““a balanced approach for
organisations to address economic, social, and environmental issues in a way
that aims to benefit people, communities, and society”. Snider, Hill, and Martin
(2003) suggested that CSR is the practice of organisations to communicate to
their various stakeholders about their commitments to be socially responsible.
This situation shows that the demand for CSR is likely to increase as societies

rapidly react to environmental and social issues.

Significant concepts underlie CSR. Owen and Scherer (1993, p. 11) explain,
“... almost everybody believes that corporations should be concerned about
something more than making money; that they have responsibilities not only to
their stockholders but also to employees, customers, communities, and society
at large”. To be socially responsible, therefore, a company should develop a
capacity to respond to social pressure by using processes such as environmental

assessment and stakeholder management (Black & Hartel, 2004). This concept
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implies that CSR has a strong affinity with the principle of commitment to serve

all stakeholder groups and to enhance management quality.

Company’s commitments to serve their stakeholders should include such
elements of CSR, as issues of environmental protection, and social and
economic growth. Details of a number of other CSR elements were addressed
by Leonard and McAdam (2003) who consider human rights, workplace and
employee issues, such as occupational health and safety, organisational
governance, marketplace and consumer issues, community involvement, and
social development to be relevant. In addition to these elements, Deegan
(2002a) suggested that a number of additional aspects of CSR should be
disclosed in a CSR report, including information about the interaction with local
communities, the level of support for community projects, health and safety
record, employment training and educational programs, and environmental

performance.

Another concept, part of CSR, needing to be addressed, is management quality,
which plays an important role in relation to social responsibility activities in
organisations. This view is reflected by Gray, Owen, and Adams (1996) who
state social accountability only arises as an issue if the management has a social
responsibility. The role that management envisages for CSR depends on the
managerial view of how the organisation would like to establish a relationship
with its society. This perspective indicates that a better quality of management

in response to CSR issues may lead to better CSR practices.

2.1.1. The Benefits of Corporate Social Responsibility

Previous studies have noted that CSR activities can create competitive
advantages for companies. Relating to product and service issues, Oppenheim
& Przasnyski (1999) consider that by adopting CSR, companies may produce
excellent products with durable quality, faster delivery processes at minimum
cost, work satisfaction and mutual-long-term loyalty between organisations and
their stakeholders. To indicate a particular stakeholder who is interested in CSR
practice, Epstein and Freedman (1994) explain that individual investors will

more likely invest their money in a company which practices CSR.
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Consequently, a socially responsible company will benefit by attracting

investors as well.

A number of other benefits of CSR implementation can be identified, including
reducing and limiting litigation, protecting brand image, improving customer
satisfaction, reducing absenteeism and employee turnover, and increasing the
ability to retain talented employees (Leonard & McAdam, 2003; Milne & Gray,
2007). Further, operational cost savings, enhanced reputation, increased ability
for recruitment, better relations with government, better management of risk,
and opportunities for learning and innovation, have also been included as
benefits which can result from CSR practices (Raynard & Forstatere, 2002). In
summary, practising CSR may be beneficial for the area of environmental
management, social and environmental reporting, human resource management,

and community involvement.

2.1.2. Issues on Corporate Social Responsibility

Different stakeholders’ interests become the central issue of CSR as it deals
with three different impacts on business activities. Figure 2.1 depicts the
challenge for companies to manage and balance the interests of a wider group of
stakeholders as well as comprehend the interconnections among the social,
economic, and environment factdrs. This figure also illustrates the possible
stakeholders with their relationship to the impacts of these three business

activities.

Undoubtedly, it is difficult for a company to cover all of these issues and to
overcome all difficulties. One approach to achieving some measure of success
is suggested by Ince (1997) who explains that the characteristics of a company,
for example, industry type, will determine its main stakeholders and CSR
performance issues. Further, debates in terms of satisfying stakeholders are still
continuing in relation to which CSR practices should be regulated and which

should remain voluntary for a certain industrial types of organisations.
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Figure 2.1. Mapping CSR, Issues and Stakeholders
(Source: Raynard & Forstater, 2002)

To respond to the issue of voluntary and mandatory disclosures developed -in
recent years, a massive proliferation of CSR standards has been set by different
stakeholders, including corporate social officers, multilateral agencies, and
governments. They compete in providing arguments and reasons to their own
advantage. However, since the practice of CSR is influenced by the many
factors discussed in section 2.6 and in the following chapter, some authors have
noted that it should be practised on a voluntary basis rather than being required
by law; and that businesses be given the freedom to choose the most lenient
practices instead of the ideal (see Buhmann, 2006; Der Laan, 2004). As a result,
the practice of CSR is still voluntary in global countries; thus one approach to
examine the practice is by investigating CSR disclosures (Gray, Owen, &

Adams, 1996).

2.1.3. Corporate Social Responsibility: Practices versus Disclosures

Efforts to evaluate social responsibility activitiés carried out by businesses are
still being debated, and as yet there has been no standardised system for
reporting. Several national and international bodies are continuing to promote
the reports in relation to these activities. Some recognised bodies, such as the
Global Reporting Initiatives (GRI), the International Standards Organisation
(ISO), and the World Business Council for Sustainable Development

(WBCSD), provide guidelines for reporting social activities and as well provide
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certification for those companies fulfilling the standard (see. C. Adams &
Narayanan, 2007).

The reporting of Corporate Social Responsibility (CSR) has been
interchangeably used with Corporate Social Disclosure (CSD) in many studies.
In fact, CSD underlines the process of ‘disclosure’ of certain subjects in social
activities that have been undertaken by companies. Thus, a differentiation can
be explained between ‘reporting’ and ‘disclosure’. Reporting tends to refer to ‘a
report’ that is used to ‘disclose’ particular topics, such as sustainability and
environmental reports; while ‘disclosure’ seems to render information to readers
through a report. In this study, because the report for disclosing social activities
is an annual report, ‘corporate social disclosure’ (CSD) is used to examine the
information disclosed in this report. This is a method of investigating

companies’ social activities enumerated in their annual reports.

The term CSD has been used by Hackston and Milne (1996), O'Dwyer (2002),
and Tilt (1994, 2007), and the examination of CSD in the annual reports has
been substantially undertaken by previous studies (Deegan & Rankin, 1997,
Gamble et al., 1995; Kuasirikun & Sherer, 2004; O'Donovan, 2002;
Ratanajongkol, Davey, & Low, 2006). From these prior studies, it can be
concluded that examination of CSR practices through their disclosures in an
annual report is considered appropriate, although there may be gaps between the

actual practices and the disclosures made in the reports.

The gaps may exist because the importance of disclosure and statutory
requirements is not well understood, there being a lack of demands for CSD,
and independent verification of disclosures is absent (Belal, 2001; Kuasirikun &
Sherer, 2004). These reasons also explain why the score of disclosures is low.
Accordingly, three situations can be identified between CSR and disclosure
practices. First, the actual practices of CSR may be higher than its disclosures in
the annual reports. In this situatiion, companies might refer to the above reasons
for providing low disclosure scores. Second, companies may exaggerate the
disclosures rather than their actual CSR activities in order to increase their

corporate image, attract investors, or obtain a certain qualification (see Leonard
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& McAdam, 2003; Owen & Scherer, 1993; Ratanajongkol, Davey, & Low,
2006; Thompson & Zakaria, 2004). These intentions are more likely to be

similar to the companies’ motivations in practising their CSD.

Finally, the ideal situation is that companies disclose their CSR activities
according to the actual practices they have undertaken, this performance may
describe the real picture of CSR practices in its disclosures. While the main
purpose of this study is not to examine the actual practices of CSR, it is
expected, as stated in section 1.6, that CSD scores are able to describe these
practices. Hence, this study provides evidence to assist readers in gaining
information about CSR practices, but not to judge its performances. To give
insights into the problems and provide directions for future studies, a further
discussion concerning the gaps forms part of chapters six and seven, delineating

actual CSD and CSR activities.

2.2, Theoretical Foundation for Corporate Social Disclosures
This study will focus on two notable theories that explain the extent of CSD:
legitimacy and stakeholder theory.

2.2.1. Legitimacy Theory

For the purposes of this study, legitimacy is defined as “a generalised
perception or assumption that the actions of an entity are desirable, proper, or
appropriate within some socially constructed system of norms, values, beliefs,
and definition” (Schuman, 1995, p.574 cited in Tilling, 2004). Legitimacy
theory focuses on various strategies for managers in a corporation who may
choose to maintain high standards in order to be legitimate (Deegan, 2002a).
Dowling and Pfeffer (1975) cited in O’Donovan (2002, p. 345) define
legitimacy theory as “a condition or status which exists when an entity’s value
system is congruent with the value system of the larger social system of which
the entity is a part”. Another definition states that legitimacy theory is “a theory
that, as applied in the social and environmental reporting literature, is rather

simplistic but nevertheless appears to be the theoretical basis most frequently
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used in attempts to explain corporate social and environmental disclosure

policies” (Deegan, 2002a, p. 318).

2.2.1.1. Power and Norm of Legitimacy

The theory of legitimacy can be explained using two approaches which can be
explicated according to their focus on either power or norm. The notion of
‘power’ is a feature of the philosophy of the French writer and philosopher,
Jean-Jacques Rousseau; and ‘norm’ refers to the philosophy of sociology

developed by a sociologist; Max Weber (Merquior, 1980).

Inspired by Rousseau, Merquior (1980) explains that legitimate power comes
from the ideas of political science, which refer to the conviction that people
believe in given regulations and are willing to accept and obey the authorities.
This explanation is consistent with the meaning of the word ‘legitimus’ which
refers to ‘law’, and the expreséion of legitimacy that employs a set of laws
established by certain authorities or governments. However, apart from judicial
field, modern theorists have added an agreement of legitimacy concept by

stating it in a ‘norm’ approach.

Legitimacy according to the concept of ‘norm’ shifts from ‘rule’ to ‘socio-
cultural’, mainly focusing on social values (Merquior, 1980). This concept has
been adopted by major studies to explain CSD. They underline the concept of
‘norm’ by fulfilling the contract with society. This situation may be explained

because there are no specifics laws governing CSD.

One illustration to depict legitimacy based on the norm or social values concept
is illustrated in Figure 2.2. This explains that threats to present legitimate
practices emanate from an organisation’s negative association with an issue or
event. The area marked by X represents the congruence between a corporation’s
activity and society’s expectations. In contrast, the areas of Y and Z represent
incongruence between a corporation’s actions and society’s perception of every
activity conducted by the corporation. These areas describe ‘illegitimacy’ or
legitimacy gaps (Sethi, 1978, cited by O’Donovan, 2002). In order to be

legitimate, companies should ensure the area X is as large as possible, thereby
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reducing the legitimacy gaps. If this gap is broader which means that companies
fail to comply with societal expectations, the result may lead to litigation,

limited resources, or reduced demand for products (Deegan, 2002b).

ISSUE / EVENT

Y

Corporation’s
actions and activities

Society's expectations
and perceptions of a
corporation’s activities

Y4

Figure 2.2. Issues or Events and Corporate Legitimacy
(Source: Brown & Deegan, 1998)

2.2.1.2. Empirical Studies of Legitimacy Theory

Legitimacy theory has been used by a number of researchers as a framework to
analyse corporate disclosure policies (Brown & Deegan, 1998; Deegan &
Gordon, 1996; Guthrie & Parker, 1990; O'Donovan, 2002; Wilmshurst & Frost,
2000). For example, Guthrie and Parker (1990) applied legitimacy theory to
Australian companies during the 1970s, concluding that the peak level of social
disclosures was at the time when mining, steel and oil industries became targets
for conservationists. These results support legitimacy theory as being a basis for
CSD practices which are responsive to environmental pressures, including

political, social and economic (Deegan & Rankin, 1996).

A similar view was reflected by Brown and Deegan (1998) who found that
Australian companies disclosed social and environmental information related to
the degree of media attention devoted to these issues. Deegan (2002a) also
provided evidence that CSD in annual reports is undertaken for legitimate
purposes. Although there are limited regulatory requirements to provide CSD,
corporations seem to provide information only when they are coerced into doing
so. Another study by O'Donovan (2002) noticed Australian managers provided
disclosures when they expected to gain, maintain, or restore the legitimacy of

their organisation. Using six vignettes describing different environmental
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issues, it showed that no disclosures would be provided when threats were

minimal.

Empirical tests of legitimacy theory have been continuing. For example, it was
found that Canadian gold mining companies disclosed more social activities
than other companies to maintain their credibility through the media (Magness,
2006). Moreover, when there was a major environmental accident in the mining
industries at the end of 1995, in order to gain more legitimacy from the public,
these companies provided more social disclosures compared to companies

which operate ‘quietly’ out of public view.

An interesting finding reported that legitimacy theory may predict the reduction .
of social disclosures as well. Evidence from Africa showed that the companies
decreased specific disclosures when they perceived the information to be
potentially more damaging rather than if legitimacy was supported (Villiers &
Staden, 2006). Consequently, the companies in industries that realise their
disclosures have negative environmental impacts, make their disclosures of
environmental information less specific, and more general, They also changed
the type of information when they perceived shifts in legitimacy threats or
reduced the volume of information as a legitimising strategy to avoid further

bad impacts.

Finally, two recent studies by Staden and Hooks (2007), and Cho and Patten
(2007) explored the legitimacy theory. Staden and Hooks applied legitimacy
theory to predict a positive association between environmental responsiveness
and disclosure. They assessed the quality and extent of the environmental
reporting from hard copies and websites. Using a sample of New Zealand
companies and an external environmental responsiveness ranking generated by
the Centre for Business and Sustainable Development, they found the extent of
disclosures was positively related to the responsiveness. This shows the
responsive or active firms under environmental issues may also be proactive in

publishing their organisational legitimacy through their disclosures.
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In addition, social disclosures were utilised as a tool for legitimate companies in
the United States. Cho & Patten (2007) found that companies with poorer
environmental performance had higher levels of disclosures compared to those
with better performance. These companies also indicated that the extent of
monetary disclosure was significantly higher than similar disclosures made by
either the sensitive industries groups or the non-groups. This evidence explains
why companies, which need to increase their legitimate position often use

disclosures as a legitimating tool.

The empirical studies cited, confirm that the majority of researchers adopted
legitimacy theory in terms of norms or social contract. Deegan (2002b) suggests
that organisations need to adapt to community expectations if they want to be
successful. In contrast, organisations will be penalised if they do not operate in
a manner consistent with community expectations. Underlining this idea,
organisations may not survive if they cannot espouse outputs, goals, and

methods that society finds acceptable (Villiers & Staden, 2006).

2.2.2, Stakeholder Theory

A business relates closely to its stakeholders, its satisfactions being the
important factor determining the success of the company. This fact leads to a
discussion about stakeholders who cannot be separated from the CSD topic if

the company is to survive.

Stakeholders are the central focus of stakeholder theory. They include a wide
range of people and interest groups who have some kind of involvement with
organisation (Price, 2004). These are stockholders or shareholders, customers,
suppliers, employees, the local community, government and others.
Specifically, a stakeholder can be defined as “any group or individual who can
affect or is affected by the achievement of the organization’s objectives”
(Freeman, 1984, p. 46). Another definition of stakeholder 1s “a group to whom
the corporation is responsible” (Alkhafaji, 1989, p. 36). All these definitions
refer to stakeholders as “groups in relationship with an organization”

(Thompson, Wartick, & Smith, 1991, p. 209).
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Stakeholder theory has emerged as a critique of the strong shareholder
influences in corporations. Price (2004) stated that, in general, the influential
shareholders of companies in the US did not consider other stakeholders,
particularly employees, when they wanted to make decisions. In fact, a set of
stakeholders, not just a single one, is important to support corporations’
sustainability (Steurer et al., 2005). This view is congruent with the principle of
stakeholder management which states that a company must be able to maximise
results for the benefit of all stakeholders, rather than just the shareholders of the
entity (Deegan, 2002b; Jones, 1999).

2.2.2.1. Type of Stakeholders

Previous studies have categorised stakeholders in different ways. Freeman
(1984) grouped the main stakeholders as ‘the big five’: shareholders,
employees, suppliers, customers, and communities. According to Cappelen
(2004), stakeholder can be identified as shareholders, employees, customers,
creditors, suppliers and the local community. Tilt (2004) explains the major
stakeholders of a company are shareholders, employees, creditors, suppliers,
customers, banks, the government, the community, public interest groups, and
the general public. In addition, Bakan and Burke (2005) emphasise that
stakeholders are not only shareholders, but also employees, customers,
suppliers, investors and regulators. From these discussions, it can be concluded
that shareholders, employees, suppliers, customers, investors or creditors, and
communities, are the most commonly cited groups considered to be important
stakeholders for companies. Because of the important relationship between
these stakeholders and the companies, they are associated with this study, being

selected to be respondents to the questionnaires.

However, the degrees of stakeholders are not all equal. Each stakeholder has
different influences on the conduct and progress of an organisation. Some
stakeholders are more important than others and cannot be expected to have the
same interest in every industry. Ince (1997) divided stakeholders into two types:
primary and secondary. Primary stakeholders are people who participate in
progressing the survival of an organisation’s operation as a going concern

(Clarkson, 1995, cited in Ince, 1997). These include shareholders, investors,
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employees, customers, suppliers, and communities. Cooper (2004) also makes a
similr point about the stakeholders’ primary group as consisting of shareholders,
investors, employees, customers, suppliers, and communities. The consistency
of definition of the group of stakeholders categorised in the primary groups has
given support to the common citation that they are the most important
stakeholders. This fact provides strong justification for the inclusion of these

primary groups in this study.

Secondary stakeholders are classified as people who affect the organisation and
are affected by it, but are not as important as the primary stakeholders, for
example, the media and special interest groups (Ince, 1997). Adapted from the
stakeholder typology of Wheeler and Sillanpaa (1997), the secondary
stakeholders éan be categorised as government entities and regulators, social
pressure groups, civil institutions, trade bodies, media and academic critics,

commentators, and competitors (Cooper, 2004).

Mitchell, Agle Bradley, and Wood, (1997) aver the secondary stakeholder
groups could be ignored or given a low priority as they have no power or
urgency for organisations. However, based on the concept of a normative
stakeholder, organisations have a moral obligation to minimise the business
risks and potential harms to all their groups of stakeholders. Further discussion
about two perspectives of stakeholders’ rights, which include a normative and a

positive approach, is provided in the following section.

2.2.2.2. Normative and Positive Approaches

Stakeholder theory can be considered as an ‘umbrella term’ representing a
number of alternative theories, which address various issues associated with
stakeholders (Deegan, 2001). These issues include the rights of stakeholders,
the power of stakeholders, and the effective management of stakeholders. From
these issues, the majority of stakeholder discussion concerns their rights.
Deegan (2001) explained the two approaches in the stakeholders’ rights which
can be applied: an ethical (moral) or normative right and a positive (managerial)

right.
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The normative (ethical) approach states that all stakeholders have their rights to
be treated fairly by an organisation, and that the issue of stakeholder power is
not directly relevant (Deegan, 2001). A similar approach is applied by Hasnas
(1998) who suggests that managers should manage an organisation for the
benefit of all stakeholders. This view implies that under a normative approach,
stakeholder theory leads corporate managers to understand all of their
stakeholders and manage their relationships effectively. In addition, it can also
be explained that companies need to improve the value of their business

outcomes and minimise the harm to all of their stakeholders, not only a part.

In contrast, the positive (managerial) approach explains that managers should
consider the different stakeholder groups within society and evaluate how they
support the organisation’s survival (Deegan, 2001). Gray et al. (1996)
elaborated this approach by stating that the more important a stakeholder is to a
company, the more effort will be exerted by the corﬁpany in managing the
relationship. Implicitly, this principle has been addressed previously by
Freeman (1984), who stated that the corporate planning and business policy
within stakeholder theory focuses on corporate strategic decisions by certain
groups who support the corporation to continue to exist. This statement seems
to refer to the primary stakeholder groups which support the organisations’
survival directly (Clarkson, 1995). Consequently, it can be concluded that the
positive stakeholder approach supports the classification of primary and

secondary stakeholder groups discussed in section 2.2.2.1.

This positive stakeholder approach is best evident in the work of Mitchell et al.
(1997) who have developed a.stakeholder theory by identifying their control
under three dimensions:

1. the stakeholder’s power to influence the firm

2. the legitimacy of the stakeholder’s relationship with the firm

3. the urgency of the stakeholder’s claim on the firm
They explain that organisations should prioritise service duty -to their
stakeholders by addressing which stakeholders are more powerful, which have

more legitimate claims, and which need to be urgently served.
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‘Power’ is the ability of stakeholders to impose their will on organisations
(Etzioni, 1964 cited on Parent & Deephouse, 2007). A legitimate stakeholder is
“one whose actions and claims are seen as appropriate, proper, and desirable in
the context of a social system” (Suchman, 1995 cited in Parent & Deephouse,
2007). “Urgency” is the degree to which a stakeholder believes claims are time-
sensitive or critical (Mitchell, Bradley, & Wood, 1997). This idea supports the
view that stakeholders, who have more degree of control on organisations’
resources, are more significant in having their demands fulfilled compared to
those who less control (Ullmann, 1985). It is important to understand the
principle of ‘who’ and ‘what’ the stakeholders really are; therefore the
evaluation of both actual and potential stakeholders is essential (Mitchell,
Bradley, & Wood, 1997).

2.2.2.3. Stakeholder Identification

Six primary stakeholder groups were selected to be participants in ranking the
perceived importance of CSD items in this study. The justification is that these
primary groups represent the perspectives of the major groups of stakeholders.
As different stakeholders have different interests, their opinions in rating the

CSD items may also be different, as discussed in the following section.

Shareholders

The financial performance of an organisation has been widely discussed as one
of the major matters shareholders are concerned about in the organisation.
Shareholders normally invest in shares in order to maximise their returns, and
therefore, they hope companies maintain their sustainability. To realise this
expectation, their attention to CSD may relate to reducing operational costs and
improving product quality. In addition, any favourable information about CSD
may also lead to an increase in share prices in the stock market, and
consequently may raise shareholders’ stock values (Epstein & Freedman, 1994).
Thus, all good information about CSD, for example, ‘receiving awards’ and
‘reducing operational costs’, will be more likely to be perceived as the most

important disclosures by shareholders.
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Employees

For employees, human resource information can be considered crucial in CSD.
Employees play a significant role of support to the organisations’ life, and
therefore, the working environment should encourage them to work
comfortably. This environment includes any issues of health and safety working
conditions, employees’ benefits and training, and productivity levels to create

job security and satisfaction (Cooper, 2004).

Suppliers

Suppliers are always interested in gaining fair value in exchange of goods and
money (Post et al., 1996). Suppliers can withhold supplies or refuse to fill
orders if companies fail to meet their payments. Based on this understanding,
suppliers seem to be concerned mainly with company’s responsibilities and the
information disclosed which relates to these issues, including the gaining of

certifications or awards.

Customers

The customers’ satisfaction is fundamental to an organisation and therefore, it is
essential to understand their demands. ‘Product’ has been found to be a key
objective for customers as they are the users. Some information about product
safety and quality may be perceived as most important for them to ascertain

they consume ‘secure’ products (Clarkson, 1995).

Communities

Communities cover a wide range of different stakeholder groups otherwise
known as the ‘public’. For the purpose of this study, the communities consist of
representatives of non-government officers, academicians, activists, and
entrepreneurs. Clarkson (1995) identifies some community issues that may
useful to unearth their demands, such as public health, safety and protection,
conservation of energy, environmental assessment, community relations,
product safety, and donations. Generally, the issues of communities are closely
correlated with public profile (Campbell, Moore, & Shrives, 2006). Thus, it can
be predicted that the important social information for communities is associated

with public issues.
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Investors

Investors were found to use social information for their investment decisions
(Epstein & Freedman, 1994). Similar to shareholders, good economic impacts
for organisations seem to be perceived as the most important information for
investors. As sharcholders are more concerned about capital gains, investors
may focus on the organisations’ ability to honour the future payments they
required, in either the short or the long term (Cooper, 2004). Accordingly, the
information on economic stability, profitability, and sustainability, would

receive the most attention from investors.

Identifying each of a stakeholder’s issues leads to an understanding that
companies must disclose relevant information to fulfil needs. Consequently,
consumer demands may reflect on the CSD items selected as important in the
questionnaires in this study. Thus, stakeholder theory may be used to explain
the differences in the importance of items in the CSD as ranked by the different

stakeholder respondents.

2.2.2.4. Stakeholder Theory and Corporate Social Disclosure

Stakeholder theory has become an important basis of knowledge for companies
to secure their relationship with stakeholders through CSD. Snider et al. (2003)
state that stakeholder theory is often used as an integral part of the concepts of
CSD. This view is also supported by Carroll (1999) who explains that CSD
relates to a society, which is represented by stakeholders. Wilson (2001) argues
the importance of stakeholder theory as a concept whereby companies are able
to integrate social and environmental information in their business operations

and in their interactions with stakeholders.

Prior studies have tested the reliability of stakeholder theory in the area of CSD.
Roberts (1992) found stakeholders’ power explained the levels and types of
CSD when he investigated the Council Economic Priorities reports of 130 major
corporations in the US for 1984, 1985, 1986. A similar view was described by
Snider et al. (2003) who suggested that stakeholder theory relates to CSD, in
that businesses have responsibilities to their stakeholder groups. The authors

conducted a study to discover which firms are communicating with their
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stakeholders in their commitment to be socially responsible. The results showed
that the most successful global firms, such as the ABN-AMRO Holding
Company, Siemens Corporation, Kraft Foods Corporation, and Nissan
Corporation, declared their CSD practices on their websites. Their general value
statements set the ethical tone for all stakeholders and influenced the content of

their CSD messages.

“Social disclosure is seen as a part of the dialogue between the company and its
stakeholders” (Gray, Kouhy & Lavers, 1995, p. 53), underscoring the
perspective from the accounting aspect which contend the use of annual reports,
including financial and social information, is a primary method for
communication with stakeholders (Smith, Adhikari, & Tondkar, 2005). A
corporation should listen to and openly communicate with its stakeholders in
order to gain their support. This implies that long-term survival and success of a
cérporation requires excellent communication between the corporation and its

stakeholders.

Stakeholder theory was also used to explain‘ differences in CSD between
different countries. The role of the corporation and its stakeholders as defined in
a society affects the extent of CSD both in quantity and quality (Smith,
Adhikari, & Tondkar, 2005). By applying ownership and cultural factors, they
investigated countries with a stakeholder orientation (Norway and Denmark)
and a shareholder orientation (USA). The findings confirm that large companies
with a stakeholder orientation provide a higher level of CSD both in terms of
quantity and quality, compared to the US companies, which have a more
shareholder orientation. This study confirms the appropriateness of a

stakeholder approach regarding CSD.

However, stakeholder theory is not always relevant to the issue of CSD.
According to Tilt (2004), there is no evidence that stakeholder theory relates to
the extent of CSD for Australian companies. She investigated Australian lobby
groups, which were considered as the companies’ stakeholders. The study
showed these lobby groups had little influence on CSD practices. The

companies disclosed information in order to comply with standards, rather than
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to meet the stakeholders’ desires. This implies that these companies tend to
_practise CSD in accordance with standards or government regulations, if they
are available, but using less effort to consider their stakeholders’ demands. It
seems that legitimacy theory plays more of a role than stakeholder theory in
explaining this situation. Thus, further studies are still needed to identify other
factors that may better explain CSD practices and enrich the theoretical

framework.

This study approaches stakeholder and legitimacy theories as relevant theories
that may explain the CSD practices in Indonesia, without deliberately testing
them. Both theories are used to explicate every phenomena happening in the
practice of CSD in Indonesia, based on each hypotheses defined in this study.
This justification aims to provide a detailed and comprehensive description of
the results of the current study, then indicate the theories that may be applicable
for further studies. This strengthens the fact that CSD practices have some
relevance and needs to be understood using multiple theories, for example, in
explaining the motive for CSD as discussed in the following section.
Consequently, both stakeholder and legitimacy theories are discussed closely as
they are related and the two are often used to complement each other (Deegari,

2002a).

2.3. Motives for Corporate Social Disclosure

There is no single motivation in making disclosures and therefore, many
theories could be considered to explain the motives of companies in practising
their disclosures (Van Der Laan, 2004). Deegan (2002b) emphasised this
contention by stating that particular theories cannot be expected to provide a
full description of particular behaviour, but that one may be superior to the
others. Based on the two leading theories in the CSD area, stakeholder and
legitimacy theories, two approaches are offered to illuminate managerial

motivation in practising CSD.

Accounting reports should also serve as social; and political and economic
vehicles (Guthrie & Parker, 1990). If the approach is socially oriented, CSD
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should provide useful information to wider stakeholder groups; and political
and economic approaches should encourage companies to obey laws and to
create economic benefits. The political approach has a similar form to
legitimacy theory although the level of organisational legitimacy is not static
(Van Der Laan, 2004). Fulfilling demands of shareholders and employees by
reporting social activities has become the motivation for companies to obtain
better economic impacts, while community and customers are motivated by

social impacts (Epstein & Freedman, 1994).

Both economic and social impacts seem complementary, for example, some
‘customers’ may have dual impacts by producing social impacts and eventually
creating strong economic impacts for a company. Loyal customers can be
potential markets that ensure production sustainability of companies, while
simultaneously acting as components of a society, supporting a company’s
positive image. To define clear motivations from both social and economic
impacts, every company should be able to identify its stakeholders’ position and

need according to the circumstances.

Limited studies have investigated the reasons for companies to practice CSD.
Wilmshurst and Frost (2000) reported that Australian companies disclosed their
corporate social activities according to shareholders’ needs and legal issues.
Similarly, Malaysian companies are more likely to disclose their corporate
social activities because of legal requirements and compliance with ISO 14000
(Ahmad & Sulaiman, 2004). In addition, Milne, Owen, and Tilt (2000) state that
disclosing environmental information is important to create an image and to
gain public credibility, to anticipate envirorimental regulations, and to increase
efficiency and competitive advantage for Australian and New Zealand

companies.

Gaining a good reputation or positive image, and compliance with certain
regulations seems to be the ma;jor motivators for companies in practising CSD.
A company’s positive image may create a competitive advantage while
complying with the legal obligations, which secure the company from litigation
(Adams, 2002; Milne et al.,, 2000; Wilmshurst & Frost, 2000). Other
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motivations may also be found in future studies, thereby completing the

understanding of motivation adopted from Deegan (2002a).

T

2.4. Important Aspects of Corporate Social Disclosures
Five important aspects should be of concern for practicing CSD. These are:
subject, audience, content, motivation, and reliability (Gray, Owen, & Adams,

1996). The following discussion briefly explains each of these aspects.

‘Subject’ focuses on the understanding of CSR (see also section 2.1) dealing
with areas of ‘ethical issues’. Disclosing appropriate CSR activities is covered
in these issues. Broader understandings in relation to CSR are concerned with,
stakeholders, environment, total impact, policy, government, and cultures

(Gray, Owen, & Adams, 1996).

‘Audience’ is the people who will potentially read the CSD. This includes
shareholders, investors, employees, local and national government, pressure
groups, media, regulatory bodies, competitors, peers, industry groups,
consumers, suppliers, and society in general (Gray, Owen, & Adams, 1996). In
short, all these people are stakeholders, and therefore, most company reports are

addressed to ‘stakeholders’ without the need to cite a specific group.

‘Content’ includes three aspects: narrative, quantitative perspectives, and
financial information. Narrative refers to assertion, factual, and intentions;
quantitative quantifies the actual target; and financial or currency describes
expenditure requirements, valuation, impact, or liability (Gray, Owen, &

Adams, 1996). These three types of content can be used to describe CSD.

‘Motivation’ is the reason an organisation carries out CSD. Many scholars find
it is interesting and useful to understand why an organisation produces CSD as
discussed in section 2.3. Further possible motives can be listed, such as: to
comply with ethical, legal requirements, and codes of practice; to create tools
for marketing, public image, and defence; to respond to pressure; to maintain a

position of power; to influence perceptions; and to overcome fears of secrecy.
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Some motivations may dominate; however, there is always more than one
motivation as the result of many interests. This view is consistent with Deegan’s

(2002b) and Van Der Laan’s (2004) ideas as previously discussed.

‘Reliability’ refers to what extent readers trust the information disclosed, in
terms of completeness, fairness, and timeliness. Further, because the nature of
reporting CSD is voluntarily, if the CSD information is not audited by an
independent body, the issue of reliability becomes more significant than if the
audit was mandatory. Therefore this study is relevant in that it seeks to know

the willingness of companies to disclose their CSR activities.

Apart from the five aspects discussed above, there are distinctions between
internal and external reporting that tend to result in different forms of CSD.
Reporting CSD in annual reports, for example, may provide different
information to that disclosed in internal bulletins. These differences relate to the
audience of and motivation for the report by the organisation. Organisations use
the full range of approaches to CSD since the reporting is voluntarily. Finally, it
is expected that companies practise their CSD faithfully and, consequently, the

information they disclose to readers is trustworthy.

2.5. Themes in Corporate Social Disclosure

This study applies eight themes of disclosure items, majority of which are those
most cited and relevant for CSD, namely environment, energy, human
resources, community involvement, products, sustainability, external relations,
and other issues in CSR (Deegan, Rankin, & Tobin, 2002; Kuasirikun & Sherer,
2004; Purushothaman et al., 2000; Raar, 2002; Ratanajongkol et al., 2006;
Thompson & Zakaria, 2004; Wilmshurst & Frost, 2000). Each theme is

elaborated in the following discussion.

The ‘environment’ cannot be separated from social issues. The World Summit
Conference in 2002 reached the consensus that businesses should have social
and environmental responsibility to protect the planet and sustain life (Watson

& Mackay, 2003). Environmental issues are very broad and require in depth
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studies to elaborate upon them. Most items in CSD relate to environmental

information, which may signify its importance compared to other issues therein.

Non-renewable ‘energy’ is becoming a crucial issue due to the huge
exploitation of fossil-related energy globally. Because the future lack of energy
may damage people’s lives, one of the issues of which companies should be
aware is the forthcoming shortage of energy. Energy also relates to the
importance of existing natural resources for if companies continue to exploit
non-renewable energy, the environment may suffer. Therefore, information
about the importance of energy conservation can be a good campaign for raising

energy awareness and showing the company’s responsibility.

‘Human resources’ among CSD themes identifies employees as a key issue for
businesses. Employees are categorised as primary stakeholders who need to be
served and maintained to ensure a good relationship. A company should assure
its employees that it can provide employee benefits and create a safe workplace
for them in order to show its responsibility. Employees are crucial being
directly associated with operational business relationships, including the
practise of CSD. As a result, a company should report its employee benefits,

thereby improving its reputation and management (Ramasamy & Hung, 2004).

A business cannot survive without permission from its surrounding
‘communities’. Many examples exist showing how a company had to close its
business because of community riots, violence, or litigation. In Indonesia, the
pollution of Teluk Buyat with arsenic and mercury from the mine waste of PT
Newmon Minahasa Raya led to its prosecution by the community and its
dissolution. In this case, the communities played a major role in raising the
issue, this resulting in further legal actions. Hence, it is important that
companies conduct business ethically and disclose their activities in serving and
providing benefits for their communities as a part of their responsibilities before

obtaining a ‘social permit’.
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‘Products’ are essential for a company’s existence, and thus, the information
about products is also important. Through product information, a company may
deliver its image to the public so that they can evaluate the company’s
performance. Product quality provides a basis for a company’s strategic
advantage and any improvement in this quality may lead to enhanced company
performance (Dunk, 2002). As indicated previously, customers, as primary
stakeholders, are very concerned with the product information in CSD. Epstein
and Freedman (1994) highlighted this matter by referring to the demand for

information regarding product safety and quality by corporate shareholders.

‘Sustainability’ as an issue has grown enormously in recent years (Bebbington,
1997). It is defined as “meeting the needs of the present without compromising
the ability of future generations to meet their own needs” (United Nations
World Commission on Environment and Development, 1987, p. 8). In order for
a company to maintain its reputation and cater to stakeholders needs, it should
include sustainability information about its business operations in its CSD. This
proposition is supported by Watson and Mackay (2003) who stated that twenty
five percent of a company’s reputation is linked to the issue of sustainable
development. This development can be achieved through maintaining

companys’ social and economic values and reporting them in CSD.

‘External relations’ describe stakeholder requirements, communication,
benchmarks, consultation, and information issues (Raar, 2002). In order to
understand stakeholders’ needs, a company should maintain good external
communications with, for example, labour unions, customers, media, and
communities. The relationship can be created through regular meetings or
gatherings. Good corporate communication will reduce misunderstanding
between stakeholders’ expectation and the company’s actions; therefore,

information in CSD is necessary for the public.

The ‘other information’ theme in this CSD list covers other relevant issues in
social disclosures, such as corporate objectives, disclosures about consumers or
suppliers, and receiving awards other than awards related to environmental

issues. It is expected this useful public information be included in this theme.
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Reviewing the above themes, identifies CSD to be basically a public relations
vehicle for a company to report its activities, and designed to offer reassurances
of image building (Elkington, 1997). Accordingly, one theme cannot be
separated from the others, as they are a union to create a balance of social

disclosures. Detailed items under each theme are further explored in section 5.5.

2.6. Factors Related to Corporate Social Disclosure

As illustrated in Figure 1.1, three components have been identified as
influencing the extent of CSD: motivations of companies, factors influencing,
and nature of companies. The motives of companies have been elaborated in
section 2.3 of this chapter. Factors that influence the extent of CSD were
analysed from the companys’ responses, the secondary data obtained from the
annual reports, capital market directories, and the Indonesian Finance
Department. These different sources of data were collected to provide better
evidence from different perspectives. Further discussion for establishing
questionnaires and other factors influencing the extent of CSD are provided in

the next chapter, which formulates the hypotheses.

2.7. Reporting of Corporate Social Disclosures

The discussion of CSD reporting includes many aspects that may have been

discussed previously. However, the following section is important for providing

an insight into the CSD practices, especially reporting. The primary aim of CSD

reporting is to provide information of CSR activities undertaken by companies

in order to lead readers to particular conclusions, decisions, or ideas. A study of

CSD in Australian companys’ annual reports noted it was important for

stakeholders within the companies to be able to consider CSD reporting as a |
tool for decision making; and reported that 72.4% of Australian shareholders

had indicated the information disclosed was material to their decisions (Deegan

& Rankin, 1997).

One of the reporting forms relates to CSD being a ‘triple-bottom-line’. Triple-
bottom-line reporting has been defined by Elkington (1997) and Deegan
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(2002a) as a form of reporting that supports CSD by providing information
about the economic, environment, and social performance of an entity (Leonard
& McAdam, 2003). Deegan (2002a) explains that triple-bottom-line represents
a departure from previous “bottom line” perspectives which traditionally
focused solely on an entity’s financial or economic performance. Triple-bottom-
line is directly tied to sustainable development. It reports the information that
enables readers to assess the sustainability of an organisation’s or a

community’s operations (Deegan, 2002a).

However, Milne (2004) noticed that sustainability is often confused with triple-
bottom-line. Some organisations adhering to triple-bottom-line declare they
conform to sustainability or sustainability development. Further, Milne explains
that triple-bottom-line is unlikely to be a sufficient condition for overall
sustainability; whereas sustainability reports should provide information beyond
economic, environmental and social issues, and include values, strategies, and
the practices of corporations. Apart from triple-bottom-line and sustainability
reports, other types of report can be identified: social report, environmental
report, accountability report, and corporate social responsibility report. All have
similar principle ideas to CSD, but the style and the scope of reporting may be
different.

2.7.1. Incentives and Disincentives of CSD Reporting
The incentives of CSD reporting were summarised briefly by While Trotman
(1979, p. 27), cited in Deegan and Rankin (1997) who posit that:

“....social responsibility reporting may contribute to public image and this
in turn may lead to greater public acceptance, more identification and
avoidance of confrontation such as strikes and boycotts...by reporting
social responsibility information companies are showing that they are
acting responsibly and that there is no need for further legislation to force
them to do so”.
This citation points out that reporting CSD brings benefits closely related to the
advantages of conducting CSR. The role of CSD however, cannot be neglected,
because without it the public may not understand what CSR activities have been
undertaken by the companies. Reporting CSD has further incentives, such as

influencing public perceptions, responding to certain cases or pressures, and
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communicating with stakeholders. Without CSD, companies may not gain all

the benefits of practising CSR.

There are reasons for not practising CSD or for merely identifying the minimum
practices of CSD, and these include: the absence of any demand for information
or legal requirements, the possibility the cost may outweigh the benefits, the
fear of readers’ reaction, and the possibility the organisations had never
considered CSD because an understanding of the benefits was lacking (Gray,
Bebbington, & Walters, 1993; Thompson & Zakaria, 2004). The commitment,
competency, and the availability of personnel in management positions also
contribute to the practice of CSD by reporting policy (Adams, 2002). Therefore,
organisations short of these people may be unable to practise CSD

appropriately.

2.7.2. Location of Disclosures

Two major issues in CSD reporting are: the documents used to explain the
disclosures and the locations of the disclosures in the documents (Gray, Kouhy,
& Lavers, 1995). The first issue refers to the media used and the type of
reporting, such as the annual report, internal reports like companys’ internal
magazine, bulletin, or newsletter, sustainability report, CSR report,
environmental report, or triple-bottom-line report. The second issue relates to
where in a particular document, especially in an annual report, the data reside.
According to Gray et al. (1995), the most likely locations for the disclosures of
social and environmental information in an annual report are as follows:
a. Chairman’s statement; it is more likely to be read.
b. Separate section or separate booklet as a part of the annual report; it
indicates the importance attached to the issues.
Statutory section,; it falls within the auditor’s ambit.
d. Director’s report; it demonstrates the high profile of the issue and/or its
integration with mainstream matters of the company.
e.  Review of the year; it is fully integrated with the mainstream activities

of the organisation.
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Other locations identified as used for reporting CSD are sub-sections under the
management discussion report. The sub-section title usually directly specifies
the content of the discussion, such as social activities, environmental issues, or
community relations. There is no specific title to describe these sub-section

discussions; thus, companies use various terms.

The main report for the analysis of CSD practice within an organisation is in the
company’s annual report because it is proactively constructed and projected as
the public image of the corporation (Stanton & Stanton, 2002). In addition,
annual reports are required by legislation, produced on a regular basis by all
companies, and are relatively easy to be compared (Tilt, 2001). These reasons
have been used by major studies that consider an annual report as a relevant
report fbr CSD (Cowen, Ferreri, & Parker, 1987; Guthrie & Parker, 1990;
Roberts, 1992). Further, stakeholder groups utilise a company’s annual report to
as a major source of information about its social performance (Tilt, 1994).
These groups have been identified by Deegan and Rankin (1997) and include
investors, creditors, employees, government, and public or community. For

these reasons, annual reports were investigated in this study.

2.7.3. Content and Nature of Information
This section further elaborates on the content of disclosures briefly discussed

previously in section 2.4.

The content and nature of CSD varies across countries. Companies in Europe
and Australia are more likely to disclose information about environment,
energy, customers, recycling, and pollution (Gray et al., 1995; Tilt, 2001, and
Deegan, 2002a); companies in Asia have focussed on information about
employees and human resources in disclosing their social activities (Kuasirikun
& Sherer, 2004; Purushothaman et al,, 2000; Ramasamy & Hung, 2004;
Ratanajongkol et al., 2006). While the content of CSD is generally different
from country to country, the nature of this information has been similar

throughout the world.
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The majority of companies tend to disclose CSR activities in a neutral, positive,
and descriptive tone, rather than in a negative or quantitative tone. Positive
disclosures include information about compliance with standards and receiving
awards (Deegan & Gordon, 1996; Tilt, 2001); while negative disclosures
include information about penalties as well as other ‘bad news’, such as
boycotts, employees’ strikes, and number of accidents in the workplace
(Deegan et al., 2002). Other information, such as training for employees,
pollution control, product development, donation, and recycling, are considered
as neutral disclosures (Ahmad & Sulaiman, 2004). Disclosing positive
information may indicate that a company is trying to create a good image for
what it has achieved through its CSR, and this is consistent with companys’

motivations.

Previous studies have noted that most companies tend primarily to use
descriptive, narrative, or qualitative information to report their CSD. These
kinds of information have taken up a large portion of CSD reporting rather than
quéntitative, monetary, pictures, graphs, and charts (Guthrie & Parker, 1990;
Tilt, 2001; Belal, 2001; Raar, 2002; Ahmad & Sulaiman, 2004; Kuasirikun &
Sherer, 2004). In practice, quantitative and monetary information, to a certain
degree, can be used to assess feasibility; and graphs and charts can be used to
turn numbers into pictures and represent comparisons allowing people to
understand the information easier (Burch, 1986). Thus, disclosing information
in corporate social activities both descriptively and quantitatively, using graphs
or charts, may provide a more comprehensive report to the readers. To
accommodate this issue, the present study provides different measurement for

every different type of CSD to be elaborated in later sections of the thesis.

2.8. Summary
This chapter highlights the practices of CSD and the relevant issues, as well as

the approaches of two prominent theories in explaining CSD: stakeholder and
legitimacy theory. The discussion provides a foundation to fulfil the purposes of

this study has indicated that more studies in this area are needed to provide
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more evidence of CSD practices from different countries. The next chapter
continues this literature review for developing the hypotheses and

questionnaires.
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CHAPTER 3

HYPOTHESIS AND QUESTIONNAIRE DEVELOPMENT

This chapter details the initial hypotheses and questionnaires that relate to the
purpose of this study. The variables and questionnaires from the majority of
previous studies, conducted in different countries, may not be relevant in
Indonesia because of cultural differences that may influence CSD practices. In
addition, prior studies do not establish conclusive findings to explain the factors
that influence CSD. For these reasons it is essential that hypotheses from these
earlier studies together with any new hypotheses developed in this study be pre-

tested in the Indonesian situation.

Questionnaires developed by the researcher have augmented those developed
from previous works to represent the common practice of CSD in Indonesia.
Both the early hypotheses and the questionnaires developed in this chapter were
examined in the pilot study to formulate solid hypotheses for the main study
and, importantly, to ensure they were applicable in the Indonesian situation. As
a result of the pilot study, those hypotheses and questionnaires shown to be not

relevant to the Indonesian situation were modified.

3.1. Hypothesis Development

The hypotheses development is explained in the following discussion, including
the descriptive variables and the association between variables both as

predictors (dependent) and criterion (independent) variables.

3.1.1. Descriptive Variables
The majority of the descriptive variables were obtained from the stakeholder

and company questionnaires. These variables include the motivation for CSD
and also the ranking of the importance of CSD information. The trend for
quantity and quality disclosures was also investigated from the total disclosure
scores which were obtained from the examination of three years of company

annual reports.
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3.1.1.1. The Importance of Corporate Social Disclosure Information
A number of studies have examined the perceived importance of CSD

information from the stakeholders’ perspective. This has been noted by Epstein
and Freedman (1994) who state that a gap exists between the social information
supplied by companies and the information demanded by their stakeholders. In
their examination of the important social disclosures as perceived by US
investors, ‘stop pollution’ under the ‘environment’ theme was shown as the
most important social disclosure for the stakeholders. Sixty-seven percent of the
Australian respondents from different stakeholder groups, including
shareholders; stockbrokers and research analysts; accounting academics; and
the representatives of financial institutions, identified environmental
information as essential for stakeholder investment decisions (Deegan &

Rankin, 1997).

Snider, Hill, and Martin (2003) describe how a variety of stakeholder groups
developed general value statements in environmental policies (corporate
. environmental policy or CEP) to be practiced by US companies. As a result of
these CEPs, a number of global firms based in the US, such as ABN-AMRO
and Coca Cola, focused on environmental issues when designing and
conducting their social activities. Controlling pollution and protecting natural
resources are two other issues that further illustrate how environmental
information is a vital component of corporate social responsibility policy
(Williamson, Wood, & Ramsay, 2006). The environment cannot be separated
from these issues. Many global issues in corporate social responsibility relate to
the environment because it is a basic need for everyone (Panwar et al., 2006;

Tilt, 2001).

The Indonesian government through the Ministry of Environment has taken the
lead by developing an environmental regulatory framework (Achda, 2006).
Whether or not Indonesian stakeholders perceive the environment to be the
most important information for them in CSD is unclear. However, a hypothesis
can be proposed based on prior studies; therefore, it is hypothesised that the

environment is the most important theme for stakeholders when compared with
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other themes, such as energy, human resources, community relations, products,

sustainability, or other CSD information. It is stated as:

H1: The environmental theme is perceived to be the most important
CSD by Indonesian stakeholders.

3.1.1.2. The Motives for Corporate Social Disclosure

The objective of the next research question is to ascertain the motivation of
Indonesian listed companies for disclosing their social activities voluntarily.
Prior studies have provided different findings after investigating company
motivation as relevant to the conclusion that there is no single motivation for
practising CSD (Deegan, 2002b; Van Der Laan, 2004). In line with this view,
the next hypotheses are proposed to signify three major motivations, which are
assumed to be practised in Indonesia. The analysis of these hypotheses was

provided from the results of the company questionnaire in the pilot study.

Stakeholder power is indicated as one of the significant factors that relate to the
extent of CSD (Roberts, 1992). Stakeholder’s pressure on companies in Asia to
report their social activities has been noted by Imam (2000) and Achda (2006).
Imam states that businesses in Bangladesh are now under pressure from
stakeholders to provide CSD reports. A recent article by Achda also reported
that a growing number of stakeholders has forced the practices of corporate
social responsibility on Indonesia. The Indonesian public is becoming more
critical of the activities of companies, especially those relating to social and

environmental issues.

Employees have been identified as a stakeholder group, which play a significant
role in increasing the level of CSD (Ramasamy & Hung, 2004; Snider, Hill, &
Martin, 2003). Some US companies believe that, in order to secure their
businesses, they need to balance employee development and advancement for
the good of the individuals, with the success of the firm (Snider, Hill, & Martin,
2003). A key benefit of CSD practices for Singaporean companies has been the
increased motivation and retention of employees (Ramasamy & Hung, 2004).

When companies meet their employees’ needs, business risks, including
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employee boycotts or strikes are minimised, and this is relevant to the practice

of CSD (Adams, 2002).

Wilmshurst and Frost (1999) surveyed chief financial officers in selected
Australian companies and ranked the perceived importance for their CSD
decisions. The results show that ‘shareholders or investors rights to get
information’ is the strongest reason for companies to disclose their social
activities. A majority of US communities also expect companies to disclose
their social activities to all stakeholders, not just to some of them (Epstein &
Freedman, 1994). A similar finding in Qatar shows that stakeholders, such as
accountants, -external auditors, academicians, and bank officers, perceive CSD
should be reported to fulfil the needs of all stakeholders (Al-Khater & Naser,
2003).

From the above discussions, it is likely that stakeholders play a significant role
in motivating companies to practise CSD in Indonesia. The following
hypothesis accommodates stakeholder theory by focusing on the stakeholders’

need; therefore, the first competing hypothesis is proposed as:

H2A: The motive of Indonesian listed companies to practise CSD is
to meet stakeholders’ demands.

A number of studies have reported ‘meeting the legal requirements’ as another
motivation of companies to practise CSD. Deegan (2002a) indicated that the
motivation of Australian managers to report CSD was based on their legal
obligations. Ahmad and Sulaiman (2004) also found that ‘meeting the legal
obligations’ is the most likely reason for Malaysian companies to disclose their
social activities. Compliance with the existing regulations by reporting .CSD is
perceived as legitimising the company operations (Tilt, 2001; O’Donovan,
2002).

Although Jones et al. (2005) identify no clear legal requirements or specific
recommendations about CSD in Indonesia, initial regulation might have been
subsequently introduced (Achda, 2006). An investigation of any new lega}

requirements or particular regulations in Indonesia will be undertaken in the
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pilot study. If no regulations are identified, the following competing hypothesis
will be excluded or modified in the main study. The hypothesis is initially

proposed as:

H2B: The motive of Indonesian listed companies to practise CSD is to
meet legal obligations.

Finally, the majority of studies found that companies disclose their social
activities to enhance their corporate image. According to Milne, Owen, and Tilt
(2000), Australian and New Zealand companies are perceived by their
communities as not serious about the environment, their motivation to provide
CSD being only to create a favourable public image. A similar view is also
stated by Adams (2002) who highlights the main motivation for UK companies

to practise CSD is to enhance the image of their companies.

Other studies reported that the majority of companies disclose their social
activities in terms of a ‘positive’ or ‘good news’ nature, rather than ‘negative’
or ‘bad news’, so as to enhance their reputation (Deegan & Gordon, 1996;
Deegan & Rankin, 1996; Deegan, Rankin, & Tobin, 2002; Hackston & Milne,
1996; Tilt, 2001). Relevant findings also show that companies in Asia generally
reported their CSD as ‘good news’ (Ahmad & Sulaiman, 2004; Belal, 2001;
Ratanajongkol, Davey, & Low, 2006). Given these results, disclosure of
positive or good information may indicate that companies are trying to create a
good image through their social activities. This evidence is congruent with
Campbell et al. (2006) who stress that CSD was positively associated with
public profiles. A company with a better public image will more likely disclose

more positive information in its CSD than one with a poor public image.

That companies are motivated to create a positive image through their CSD is
further tested in Indonesia and it is expected that the results will support the
existing studies. Accordingly, the last competing hypothesis to find the main

motivation of Indonesian listed companies is proposed as:

H2C : The motivation for Indonesian listed companies to practise CSD
is to create a positive image.
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3.1.1.3. The Trend of Corporate Social Disclosure

The issue of CSD has received increased global attention. A leading
longitudinal study by Mathews (1997) reports that during the twenty-five year
period from 1971 to 1995, the social and environmental accounting literature
increased dramatically. He reviewed this by researching prominent journals,
such as the Accounting, Auditing & Accountability (AAAJ), Journal of
Accounting and Public Policy (JAPP), and Accounting, Organizations and
Society (AOS). The results show that the number of social accountability papers
published in these journals has grown significantly, indicating that attention to

CSD has also increased over this period.

Other evidence supports a positive trend in the CSD level of Australian
companies from 1983 to 1997 (Deegan, 2002a). A similar phenomenon has also
been observed in Asian companies. There has been a growing trend of CSD
practice in Malaysia, Thailand, and Bangladesh. Abdul Rashid and Ibrahim
(2002) have found that Malaysian executives and managers had positive
attitudes toward corporate social responsibility and their level of awareness
appears to have improved continually. In Bangladesh, Imam (2000) reports a
significant improvement in the level of CSD in the companys’ annual reports
for the years 1996 and 1997. One study from Thailand supports this evidence by
explaining that the extent of CSD in Thai companies improved over the years
1997, 1999, and 2001 (Ratanajongkol et al., 2006). The increase in the level of
CSD in global business confirms that social and environmental issues have

received significant attention.

Neu, -Warsame, and Pedwell (1998) and Adams (2002) suggest that the
influence of external pressure may contribute to the increasing level of CSD.
Particularly in Asian countries, globalisation has been recognised as a
significant external factor that is positively associated with the extent of CSD
(Chapple & Moon, 2005). Companies intent on surviving globally have to
respond to the issue of globalisation. Chapple and Moon indicate that the issue

of globalisation significantly affects countries such as Indonesia and therefore,
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it is expected that the CSD practices in Indonesia are more likely to increase in

the future.

Besides globalisation, the growing concerns of a number of Indonesian
stakeholders may also contribute to the higher level of CSD in this country
(Achda, 2006). Since early 2000, the government has forced companies to
recognise stakeholder demands. This leads to an assumption that from 2003 to
2005 there was a growing level of CSD as represented by total scores in both
quantity and quality. These levels were first investigated in the pilot study
through a content analysis process of the company annual reports. To address

this assumption, the last descriptive hypothesis is proposed as:

H3:  There are improvements in the extent of CSD in Indonesian
listed companies from 2003 to 2005.

Figure 3.1 summarises the descriptive variables stated in hypotheses one to
three. The descriptive variable classifications are composed to state the
hypotheses and the data necessary for this investigation. The first group of
hypotheses concerns the most important information perceived by the
stakeholders. This information was gathered from the stakeholder
questionnaires. The second group illustrates three competing hypotheses to be
tested to provide the initial results of the motivation of companies to carry out
CSD; information from the company questionnaires is used. Lastly, the
hypothesis to identify the improvement of disclosures over the period of

investigation examined the company annual reports.
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The Importance of CSD Information

H1: The most Important Information: Stakeholders’ Questionnaire
Environment <
Motives for CSD H2a: Stakeholders® Demand
H2: The most Motivation / . .
»  H2b: Legal Obligation ¢ Company Questionnaire

H2¢: Positive Image

Trend of CSD
H3: Improvement the Extent of Eotal Sf({)\rsise_sultfeg from the
. . < ontent Analysis of Companies’
CSD (quantity and quality) Anmoal Reports

Figure 3.1. Summary of Initial Descriptive Variables

3.1.2. Predictor and Criterion Variables

Previous studies have identified a number of determinant factors for CSD such
as company type, size, financial performance, age, and the influence of owners,
creditors, and auditors (see for example, Balabanis, Philips, & Lyall, 1998;
Choi, 1999; Hackston & Milne, 1996; Mohamad & Ahmad, 2002; Owen &
Scherer, 1993; Stanwick & Stanwick, 1998). These factors are the most
common factors that are incorporated as the predictor variables that relate to
CSD. The criterion variables are represented by the extent of their influence on
CSD, which consists of total quantity and quality scores. Since there are
relatively few studies examining the association of these predictor variables in
an Indonesian context, the pilot study was also used to test whether it is
appropriate to include them in the main study; and to find any other variables
that can be added. Through this process, it is expected that the results of this
study add to existing literature and provide better and more relevant evidence

from a developing country.
3.1.2.1. Corporate Characteristics

The characteristics of companies are represented by company type, size,

financial performance, and age, and are discussed in the following section.
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A. Company Type

The type of industry has been identified as a factor that potentially affects the
quantity and quality of CSD level. Companies in sensitive industries are
perceived to provide more CSD than those in non-sensitive industries. They are
considered to be more responsive in disclosing activities that relate to social and
environmental practices due to their business type. Raar (2002), from his
examination of Australian listed companies, found that two industry groups are
more sensitive than others:

1. Companies categorised as ‘risk in terms of environmental impact’,
include the industry group of diversified resources, mining, energy,
paper and packaging, chemicals, agricultural, metals, and property.

2. Companies categorised as ‘consumer focused’, .include the industry
group of food and householder, alcohol and tobacco, building materials,

retail, tourism, leisure and sport, health care and biotechnology.

Roberts (1992) and Hackston and Milne (1996) held the same views, stating
there are several industries identified as highly sensitive industries, for instance,
agriculture, petroleum, chemical, forest and paper products, autorﬁobile, and
airline. Companies in these industries provide greater information regarding
social and environmental activities because the public pays more attention to the
responsibility these companies demonstrate in the exploitation of natural
resources. The above discussion provides the conclusion that companies within
the ‘sensitive’ industries category are perceived as environmentally damaging
and are therefore expected to provide significantly more information within

their annual reports than those of ‘non-sensitive’ industries (Deegan & Gordon,

1996).

In Indonesia, industrial types have characteristics particular to their operations.
For example chemical, mining, and logging industries will be different from
those that provide services, such as banking. This study uses the Indonesian
Capital Market Directory 2005 issued by the Jakarta Stock Exchange (JSX) to

categorise the types of industries. Companies from sensitive and non-sensitive
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industries were categorised based on prior studies (Roberts, 1992; Hackston &

Milne, 1996; Raar, 2002). The two industry groups are listed below.

Companies classified as highly sensitive industries are:

1.

Agriculture, including plantation, animal husbandry, fishery,
forestry.

Mining, including coal mining, crude petroleum and natural gas
production, metal and mineral mining, land/stone quarrying.

Basic industry and chemicals, including cement, ceramics, glass,
porcelain, metal and allied products, chemicals, plastics and
packaging, animal feed, wood industries, pulp and paper.
Miscellaneous, including machinery and heavy equipment,
automotive and components, textile and garment, footwear, cable.
Consumer goods, including food and beverages, tobacco
manufacturers, pharmaceuticals, cosmetics and household, house
ware.

Property, real estate and building construction, including property
and real estate, building construction.

Infrastructure, utilities and transportation, including energy, toll
road, airport, harbour and allied products, telecommunication,
transportation, construction.

Trade, services and investment, including wholesale, retail trade,

restaurant, hotel and tourism.

Companies categorised as non-sensitive industries are:

1.

Sl

5.

Finance, including bank, financial institution, securities, company,

insurance, investment fund.

Advertising, printing and media.

Computer and services.

Investment companies.

Others, such as provider companies and broadcasting companies.

These classifications are considered appropriate to differentiate between

sensitive and non-sensitive industries. To support the assumption that the
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sensitive industries provide more CSD than do the non-sensitive, the hypothesis
is addressed as:

H4: Sensitive industries provide greater CSD than do non-sensitive
industries

B. Company Size

Company size is commonly used as a factor to determine CSD level (Balabanis,
Philips, & Lyall, 1998). Larger firms may have more incentive to make
disclosures as they are seen to receive more public attention (Cowen, Ferreri, &
Parker, 1987; Hackston & Milne, 1996). Deegan (2001) indicates that the size
of a company is often used as an indicator of market power which leads to
scrutiny by various stakeholders, such as government, employees, consumers,
and environmental lobby groups. As a result, the expectation to provide relevant
information is greater for larger firms. Two supportive findings reported that
larger companies in Singapore and New Zealand disclosed more corporate
social activities than did smaller companies (Hackston & Milne, 1996;
Purushothaman et al., 2000).

However, Ingram and Frazier (1980), Freedman and Jaggi (1982), and Roberts
(1992) found there to be no relationship between company size and CSD level.
Contrary relations are also provided by Owen and Scherer (1993), and Stanwick
and Stanwick (1998). They state that there is a negative correlation between
company size and CSD level, smaller companies providing more information
than larger ones to obtain more public attention. These findings imply the

influence of company size on the extent of CSD needs to be further examined.

Company size is commonly measured by total sales and assets. Belkaoui and
Karpik (1989) employed total sales in their study, Roberts (1992) used total
revenue, and Patten (1991) applied total sales to measure company size. Given
that no theoretical reasons exist for a particular measure of size in disclosure
studies, total assets and sales were initially applied to be tested in the pilot study
by assuming that they are positively associated to the extent of CSD (Deegan,
2001). Thus, the following hypothesis is addressed as:
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HS: There is a positive correlation between company size and the extent
of CSD.

C. Company Financial Performance

Financial performance has been examined as a factor that may influence CSD
practices (Mcguire, Sundgren, & Schneeweis, 1988). Hai et al. (1998) explain
that there is a positive relationship between financial performance, measured by
return on assets (ROA), return on equity (ROE), and the extent of CSD in
Singaporean companies. Similarly, Stanwick and Stanwick (1998) assert that
ROA in European companies has a positive relationship to CSD. Choi (1999)
used the variables of net margin, return on equity, earning and cash flow per
share, price earning ratio, and sales and profit growth rate, to measure financial
performance in Korean companies. He concludes that sales growth rate is
moderately associated with disclosure decisions, and other financial indicators
are weakly related to the level of disclosures. These results explain that the
financial performance of a company may contribute positively to the
improvement of CSD, or that companies with better financial performance
disclose more information on their social activities than do those with worse

financial performance.

This study selects three common measurements to evaluate financial
performance in the context of Indonesian companies. They are proxied by
return on assets (ROA), return on equity (ROE), and earning per share (EPS).
ROA is defined as the amount of net income per total asset, ROE being the net
return for total equity, and EPS the net income per common stock. These three
indicators are expected to expose the financial performance of a company and
their positive influence on CSD. The following hypothesis demonstrates the
assumption of a company that financial performance is related to the practice of

CSD in quantity and quality.

H6: There is a positive correlation between a company’s financial
performance and the extent of CSD.
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D. Company Age

Company age is the number of operational years since the company was
established. The more mature a corporation is the more likely it is to have a
highly valued reputation and history of its involvement in corporate social
activities (Choi, 1999). Roberts (1992) highlights this statement by providing
evidence from US companies in which the extent of social disclosure is
influenced by corporate age. Choi, through his investigation of the semi annual
financial reports of Korean companies, found that the quality of a company
environmental disclosure tended to improve with the age of the company. To
support to this issue, Adams (2002) included corporate age as one characteristic

that may influence CSD practices.

Although there is little evidence of company age having been studied,
Indonesian businesses seems to be more responsive to ‘senior’ companies
because they are more recognised and gain more public attention than do newer
companies. It can be assumed that an ‘older’ company has more experience in
CSD and consequently its CSD practices are expected to be more than those of
a ‘younger’ company. For this reason, company age is considered as a positive

factor influencing the extent of CSD and thus, it is hypothesised as:

H7: There is a positive correlation between company age and the extent
of CSD.

3.1.2.2. The Influences of Stakeholders
In accordance with stakeholder theory, Ullmann (1985) states that stakeholders

provide the justification for strategic decisions about activities which relate to
corporate social responsibility. Every industry cannot be expected to have
similar stakeholders, leading to many debates about who the stakeholders really
are (Ince, 1997). This study selects three stakeholder groups that are considered
to be representative of common stakeholders by every listed company. This
selection was also justified because the influence of these stakeholders can be

measured from secondary data. These three stakeholder groups, creditors,
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auditors, and owners, were examined for their influences on the extent of CSD

practice in Indonesian public companies.

A. Creditors

The role of creditors is significant in Indonesian companies as they control
access to financial resources essential for the continuous operation of a
corporation (Choi, 1999). This is especially true for the majority of Indonesian
companies, which rely significantly on debt financing. Ullmann (1985) states
that the more a corporation relies on debt financing, the greater it must respond
to the expectations of its creditors in relation to social responsibility activities.
Creditors are becoming more concerned about the CSD report because they can
assess the information about company sustainability and its, relationship with
the community. The report of the activities of a company in serving its
communities and environment is expected to be a source for determining the

company existence.

In this study, the proxy of creditors’ influence is measured by solvency ratio,
calculated from total company debt divided by total assets (Botosan, 1997,
Choi, 1999). To find whether creditors’ influence is positive to the extent of

both the quantity and quality of CSD, the next hypothesis is stated as:

H8: There is a positive correlation between the influence of creditors
and the extent of CSD.

B. Auditors

Auditors play a significant role in determining an accounting policy, especially
in initiating new accounting practices, including the promotion of the decision
to disclose social activities (Adams, 2002; Choi, 1999; Mohamad & Ahmad,
2002). Auditors are involved in CSD because one of their important tasks is to
assist their clients in conducting business ethically and in accordance with
accounting policies. The business ethics with which companies have to comply
include conducting business harmoniously with the community and

environment, and disclosing their activities transparently.
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Auditors who work in larger audit firms are considered more independent and
professional than those who work in smaller firms, because the bigger firms are
expected to be more organised and with clearer regulations. In addition, larger
audit firms usually have better reputations than smaller ones and hence, have
more responsibility to maintain their good company image. For these reasons,
the influence of auditors in the practice of CSD is expected to be positively

associated with the extent of disclosures.

In Indonesia, the auditor together with the Indonesian Professional Accountant
Body is essential in determining accounting policies. The Indonesian
Professional Accountant Body is responsible for the Indonesian accounting
standard, which promotes ethical, transparent, and responsible business
conduct. All Indonesian businesses must comply with this standard, as well as
accounting reports, which for listed companies, should be audited by
independent auditors, and must be submitted to the public through the
Indonesian Capital Market Supervisory Agency. In this sense, Indonesian
auditors are expected to support companies to undertake business ethically by
providing assistance such as allocating the accounts that relate to social

activities properly or disclosing companys’ social activities reliably.

Because of the importance of the auditor’s role in Indonesia, this study attempts
to provide evidence on how this role influences the practices of CSD. These
influences were determined from the size of the audit firm as measured by total
clients and total assets (Mohamad & Ahmad, 2002). It is assumed that an audit
firm with more clients or greater assets will provide a positive influence to the
practice of CSD of the companies it audits. This assumption leads to the next

hypothesis proposed as:

H9: There is a positive correlation between the size of an audit firm
and the extent of CSD.

C. Owners
Company owners are stakeholders who have significant influence in any
company. Cormier and Gordon (2001) state that the status and percentage of

ownership influence the amount of social and environmental disclosure.
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According to Choi (1999), dispersed corporate ownership will increase the
pressure for management to make more disclosures because there will be more
individual needs to be fulfilled. Further, concentrated ownership may reduce the
management pressure to disclose social activities. To provide evidence of how
the owners’ influence the extent of CSD in Indonesian companies, this study
includes the following variable to be tested in the pilot study. The measurement
of owners’ influence is calculated by the major or principal stockholder’s shares
divided by total capital (Choi, 1999). Under this assumption, the following

hypothesis is addressed as:

H10: There is a negative correlation between the percentage of
ownership and the extent of CSD.

Figure 3.2 below, sums up the selected predictor variables which were tested for
their associations to the criterion variables (CSD level in quantity and quality
scores). The corporate characteristics are répresented by the company type, size,
financial performance, and age. Type of company was examined by
dichotomous variables: sensitive and non-sensitive industries, company size
was measured by total assets and sales, company financial performance was
identified by ROA, ROE, and EPS, and lastly, company age was calculated by

the years of operation since company establishment.

The stakeholders’ influences were demonstrated by the influences of creditors,
auditors, and owners. The creditors’ influence was measured by the solvency
ratio, the auditors’ influence was measured by the audit firms’ total assets and
clients, and the owners’ influence was measured by the percentage of ownership
(owners’ share concentration). The CSD level is represented by the extent of
disclosures in Indonesian listed companys’ annual reports measured by quantity

and quality.
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Corporate Characteristics:
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Audit firms total client

H10:
Owners

Figure 3.2. Summary of Initial Predictor and Criterion Variables

Most of data to formulate the last seven hypotheses were obtained from
companys’ annual reports, including company size, age, and financial
performance, and the influence of owners and creditors. As previously
discussed, the adequacy of the number of annual reports was to be reported in
the pilot study. Because the available data required for the major examination
was still an issue, other sources of data have also been traced during the pilot

study process. Inadequate data was excluded from the main study.
Similar procedures have been applied to obtain data for company type and the

influence of auditors. Since the Indonesian Capital Market Directory Books and

the Indonesian Finance Department record the type of industry and the size of
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audit firms (in terms of total clients and assets) respectively, these two sources
were explored. In conclusion, all the predictor and criterion variables
incorporated in the hypotheses rely on the secondary data and therefore, it is

important to confirm the accessibility of this data after the pilot study.

The hypotheses tested in the pilot study were to provide initial answers that
confirm their inclusion in the main hypotheses. The process of developing the
hypotheses for the major study includes modifying or deleting irrelevant
hypotheses and adding new hypotheses. Besides the hypotheses, the
questionnaire developments have also been through a similar procedure. These

initial questionnaire formulations are discussed in the following section.

3.2. Questionnaires Development

Two types of questionnaires were implemented in this study. The key questions
were developed from prior studies and deliberately lead to the aims in the
conduct of the main study. The questions reflect on the uncertain ideas or the

information needed to be included in the major study.

The questionnaires were originally developed in English; however, since the
respondents are Indonesian, their understanding of English may have been an
issue. Therefore, the questionnaires were translated into Indonesian through a
‘translation back-translation’ process, including back-translated into English by
different individuals, and comparing the original and back-translated versions,
then revising the Indonesian version (Shields et al., 2000 and Syakhroza, 2001).
To give utmost clarity to the respondents, the questionnaires were provided in
both English and Indonesian, especially if terms cannot be properly translated,
for example, ‘employee stock.option plan’, ‘stakeholders’, ‘corporate social
disclosure’, or ‘conservation’. A similar translation process was applied to the
development of the main questionnaires for the major study, it being important

to ensure all respondents have a common understanding of all the questions.
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3.2.1. Questionnaire for Companies

This questionnaire is addressed to the various managerial levels who work in
Indonesian listed companies; there are three parts to the questions, A, B and C,
which are structured to obtain information about the social activities and
reporting practices, the report forms, the stakeholders’ influence, and the

motivation in practising CSD. The detailed questions are provided in Appendix
A2.

Part A seeks general information on how the Indonesian listed companies
practise their CSD. First, it shows enquiries about CSR activities that companies
have conducted. Second, one question asks whether any specific rules or
regulations influence CSD practice. The answers are important to provide an
indication whether legitimacy theory can explain the practice of CSD in
Indonesian listed companies. Third, another question searches- for information
about the reports used by companies to disclose their social activities and
ascertain the possibility of obtaining these reports. The companies that indicated
producing other reports apart from their annual reports, have been asked to
provide a copy of them. Finally, the characteristics of the reports were
investigated, such as their name, and the period and initial year of publication.
All these questions were developed by the researcher in order to determine the
sample of CSD reports for the main study, and to reveal any useful insights for

enriching the discussion of CSD practices.

Part B tries to discover the most influential stakeholders for the companies in
practising their CSD. Nine stakeholder groups are presented, summarised from
previous studies (Freeman, 1984; Ince, 1997; Cappelen, 2004; Tilt, 2004; Bakan
& Burke, 2005). These groups are the most cited stakeholder groups, classified
both as primary and secondary stakeholders. Part C attempts to ascertain the
motivation of the companies to practise CSD. These questions were considered
representative of the most common motivation for companies to practise CSD
provided by Tilt (1994), and Wilmshurst and Frost (2000). They have been used
by Ahmad and Sulaiman (2004). Parts B and C are the key questions for this
questionnaire as related to the purpose of the study. Part D provided one open
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question to anticipate information about other CSD practices that the companies
could provide. The relevant information gathered from this answer was used in

the discussion of the findings.

3.2.2. Questionnaire for Stakeholders

The questionnaire for stakeholders aims to determine the level of importance of
the disclosure items. The questionnaire was distributed to Indonesian
stakeholders, namely; shareholders, employees, suppliers, customers, investors,
and communities. Questions in part A focus on the respondents’ background,
such as occupation and understanding of companys’ annual reports, as well as
to which stakeholder group they belong. This group categorisation was adopted
from the classification developed by the Indonesian Business Week Magazine
for obtaining stakeholders’ opinion in selecting the most admired companies in

Indonesia. This internal document is only accessible for research purposes.

Part B provides a list of disclosure items with the different themes to be ranked
by the stakeholders according to their perceived importance. This list was
developed by Hackston and Milne (1996), Deegan et al. (2002), and Raar
(2002). Combining these themes developed by each scholar is justified and
appropriate to measure and cover the issue of CSD. Part C was developed by
the researcher and presents three open questions about the disclosure items and
other information relating to CSD practices in order to seek other opinions from
stakeholders. All relevant answers are discussed and incorporated with the

results. The complete questionnaire is attached in Appendix A3.

The list of disclosure items was used to examine the CSD in the companys’
annual reports through content analysis, as well as to be included as a
questionnaire item for stakeholders to obtain their perceptions of the importance
of each item. Content analysis was applied to the relevant information in the
annual reports, in parallel with the disclosure list in order to convert it to a
score. A seven-point Likert scale was used to measure the responses from the
stakeholders. Disclosure items which received the least important information,
in the stakeholders’ opinions, thus, apparently irrelevant in the Indonesian

situation were excluded from the disclosure list in the major study. Information
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considered relevant by the stakeholders was included as additional information
in the disclosure list. Subsequently, items of the initial disclosure list were
modified after obtaining these responses, with the final list giving a picture of
the most relevant CSD information based on Indonesian stakeholders’

perceptions.

One important early question is to discover the motivation for companies to
practise CSD from the stakeholders’ perspective. The stakeholders’ answers to
this question are interesting because they create an opportunity to compare the
answers to similar questions attained from the company questionnaires. Thus,
discussion about motivation for companies to practise CSD provides an insight
and understanding from both parties: stakeholders (stakeholder questionnaire)
and companies (company questionnaire). The discussion to be recorded in

Section 6.5 is expected to be one of the most useful contributions to this study.

3.3. Disclosure Items Development

As previously stated, the list of disclosure items was used in both investigating
CSD in the companys’ annual reports and questioning the stakeholders about
the importance of each item. These CSD items were adopted and combined with
the items from Hackston and Milne (1996), Deegan et al. (2002a), and Raar
(2002). Hackston and Milne developed the items based on the earlier work of
Emst and Ernst (1978), Guthrie and Parker (1989), and Gray, Kouhy, and
Lavers (1995). Based on these items, Deegan et al. added additional information
to the list. Raar (2002) uses methodological research data based on the study of
Gray, Kouhy, and Lavers (1995) to provide details of social responsibility
reporting. As a result, an initial list of disclosure items is presented to ask the
dimensions of CSD in terms of environment, energy, products or consumers,
community, employee or human resources, sustainability, and external
relations. These combinations are indicated in the CSD list and are similar to

the list in the questionnaire for stakeholders (Appendix A3).

However, some information has been excluded from the disclosure list because

of similar meaning or being inappropriate for the Indonesian condition, for
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example, information about ‘using natural resources including recycled
material’ and ‘researching recycled material’. This information can be
accommodated in one item, namely ‘natural resources’. The information about
‘researching recycled material’ is not applicable to Indonesian companies and
therefore deleted, because the practice of recycling is most uncommon. To
ensure that other items are relevant in the Indonesian context, the pilot study
asked the stakeholders’ opinions about the importance of each item.
Consequently, a modified disclosure list for the main study was formed
according to the perceptions of Indonesian stakeholders, this providing better

reliability and validity.

3.4. Summary

Chapter three discusses the development of the hypotheses and questionnaires,
as well as the disclosure items. Because this study is considered the first to
replicate a number of variables from prior studies, a pilot study was undertaken
to provide better research methodology for the main study, and to assure the
validity of the variables used for the first time, together with those from
previous studies. The next chapter discusses the pilot study process and
findings, including the significance of the pilot study, and the development of

final hypotheses and questionnaires.
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CHAPTER 4

PILOT STUDY

The aim of this pilot study was to provide preliminary findings about the
practice of corporate social disclosures (CSD) by Indonesian listed companies,
so as to modify details of the methodology of the major study before its
applicationm in the field. The research procedures to be used in the major study
have been applied in this study, but on a smaller sample. The pilot study has
been undertaken to provide better direction for the main study, including the
collection of samples from primary and secondary data, as well as analysing the
findings from those data in order to modify, add, or re-design the main study.
To provide data flow in the pilot study process, this chapter presents the
objectives, followed by the motivation, issues, methodology, and discusses the

findings, before drawing conclusions and implications for the main study.

4.1. Objective

The general purpose of the pilot study can be linked to Sproull’s suggestion: “to
assess the various research procedures prior to the major study so that
modifications or estimations can be made, if necessary” (Sproull, 1995, p. 348).
To accommodate these modifications, the detailed objectives of this study are

summarised as follows:

1. To determine whether the selected variables and hypotheses are
appropriate for the main study.
The initial hypotheses discussed in the previous chapter were developed
mainly from prior studies. Through this pilot study, it is expected that
these hypotheses can be confirmed as suitable, or modified for the major

study.
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. To determine sample and sample size.

One of the issues in conducting a pilot study is to provide direction for
determining samples. This study is important since it will aid in the
consideration, selection, and confirmation of the samples that can be

accessed for the main study.

To provide information on the appropriateness of the research design to
accomplish the objectives.

The research design is essential to assure the integrity of the research
undertaken. The process used in the pilot study, if appropriate, will
increase the confidence in the research design when applied to the main

study.

To provide a check on all aspects of data collection, such as devising
methods to access data.

The pilot study provided an opportunity to determine the most suitable
and comprehensive method of collecting data, including establishing the

accessibility of data required for the main study.

To check the validity and reliability of the questionnaires.

Since the questionnaires were developed and applied in other countries,
it was important to determine if these questionnaires are suitable for the
Indonesian situation. Additionally, the issue of the language used in the
questionnaires was considered significant, as the originals were in
English, while the local language is Indonesian. The pilot study
provided an opportunity to not only translate the questionnaires into the
local language, but also to modify them so as to make them more

applicable to the major study.

To provide information for modification of procedures in the main
study, if necessary.

In the event that any of the procedures in the pilot study require
adjustment or modification, these changes will be incorporated in the

procedures for the main study.
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From the objectives stated above, this pilot study provides the necessary
information required to modify and improve the method and procedures applied
in the main study. This in turn, may increase the quality of the conclusions

reached in the major study.

4.2. Motivation

Although previous studies have been undertaken into CSD, the studies were
carried out in developed countries, and therefore focused on the CSD practices
in those countries. Since there are different CSD profiles in each country, a need
existed for research to be conducted in developing countries. This study was
carried out based on this need, together with the desire to identify CSD scores
and develop appropriate measurements for the examination of CSD applicable
in Indonesia. A further need is to establish whether the samples, questionnaires,
ideas, and variables used in this study are feasible for application in the major
study. The final motivation in conducting this study was to provide confidence
for the hypotheses developed, and intentionally seeking other hypotheses that
may result this pilot study. These justifications show the motivations for

conducting this pilot study and its significance for the major study.

4.3. Pilot Study Issues

Three issues have been examined in this pilot study: data collection, variables,
and questionnaires. The data collection included obtaining secondary data from
company annual reports and internal publications. The variables were
investigated to formulate solid predictor variables for the main study. The
relevant responses from respondents to the two questionnaires were also

investigated and used to modify the main study, if applicable.

4.3.1. Issues in collecting Annual Reports and Internal Publications

Initially, the major study proposed the collection of company annual reports and
internal publications to find out whether companies use these reports to disclose

their CSR activities; and whether these reports can be drawn as samples. It was
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noticed that some Indonesian public companies produce internal reports to
disclose their CSR activities. It may be appropriate to include both the annual
reports and the internal publications for examination in the main study. In the
event that the number of annual reports and internal reports required may not be
reachable, this pilot study will try to determine methods of accessing, not only
the company annual reports, but also any internal reports, including magazines,
newsletters, and bulletins. The results will be evaluated to determine whether
these two types of reports are sufficiently productive of worthwhile data for
them to be examined in the major study. If a sufficient number of the reports
were not available, they were excluded as samples in the main study and only

considered in the discussion section of this study.

In the investigation of Indonesian listed companies, the provision of annual
reports became an issue because there is no particular regulation for these
companies to submit annual reports to the Indonesian stock market commission.
They are only compelled to submit financial reports on a quarterly basis. The
majority of company annual reports submitted are reserved in the Jakarta Stock
Exchange (JSX) library (‘Capital Market Reference Centre or Capital Market
Electronic Document Services’), as either hard or soft copies, and are available
to the public. This pilot study will explore other avenues to attain company
annual reports. Any successful methods will be used in the main study to ensure
the maximum number of annual reports can be gathered. The number of these

reports available for the main study will also be estimated.

4.3.2. Issues in determining Predictor Variables

This pilot study examined the initial hypotheses previously discussed. Simple
statistical analysis was performed to determine whether the predictor variables
were appropriate, and to indicate any correlations to the extent of CSD. These
variables are company type, size, financial performance, age, and the influence
of creditors, auditors, and owners. The issue arises as to the sufficiency of these
data, because the variables mentioned are relatively new for CSD practices in

Indonesia. The prior studies indicated that these hypotheses were applicable and
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could be included in the main sfudy, although some may require re-formulation

with additional variables based on Indonesian situation. ;

4.3.3. Issues in obtaining Questionnaire Feedback

Confidence of gaining enough respondents was essential for this study. Through
the pilot study, ways to obtain maximum respondents were explored in order to
demonstrate that this process can also be used in the main study. The majority
of the questions were adopted from previous studies, and therefore there is a
concern whether they are applicable to the Indonesian situation. Thus, the
reliability of the questionnaires needs to be assured. Questions were also
developed by the researcher to seek more comprehensive information in line
with the purposes of the main study. These res“ults were useful in the redesign of
the main questionnaires, leading to the addition of new questions and the
deletion of those deemed inappropriate. A summary of the initial questionnaire
design is provided in Figure 4.1, the complete questionnaires being attached as

Appendix A2 and A3.

———"> Company | o Understanding CSR practices and CSD
o Exploring reports for CSD

o Finding the influences in CSD

o Determining stakeholder groups

o Understanding CSD issues
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o Perceiving important in CSD items

o Gathering other info in CSD items
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Figure 4.1. Initial Questionnaire Scheme

Two questionnaires were designed to meet the purpose of the main study and
were addressed to Indonesian companies and selected stakeholders. The
company questionnaire focused on acquiring an understanding of the practice of

CSR, and the media used to disclose this. A number of reports was presented as
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options from which the companies to choose, including annual reports, web
sites, magazines, bulletins, newsletters, and other reports. The company
questionnaire also enquired into the influence of, and motive for CSD in order
to provide preliminary findings that may support similar ideas for the main

study.

The stakeholder questionnaire was intended to provide primary findings on the
appropriateness of CSD items that can be used for measuring the extent of CSD.
The three objectives of this questionnaire are: first, to ascertain the selected
Indonesian stakeholder groups (shareholders, employees, suppliers, customers,
communities, investors) understanding of CSD; sécond, to establish whether
these stakeholders can really give their opinions on the importance of items of
CSD; and finally, to identify items on the CSD list that may be unsuitable for
the Indonesian situation. It is also expected that the stakeholders will suggest
items that consider important but not included on the present CSD list. These
stakeholder opinions are necessary to creater the final list of CSD items for the

major study.

4.4. Methodology

The pilot study method illustrates the process of conducting the study, including
the design and data collection.

4.4.1. Design of Pilot Study

Four steps in Figure 4.2 describe the pilot study design. First, the study focused
on the responses to questionnaires, as primary data, and the collection of annual
reports as secondary data. This was followed by data analysis pre-tested
questionnaires, annual reports, and hypotheses, including determination of
possible samples and evaluation of content analysis. A report is presented in the
findings and discussions section, followed by a statement of the implications for

the main study.
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Figure 4.2. Pilot Study Design

4.4.2. Sample and Data Collection

To overcome the difficulties in primary data collection, two events were
attended to seek respondents to be targeted, those events being the Community
Development Forum organised by the Corporate Forum for Community
Development (CFCD), a prominent NGO, and The Opening Conference of The
Indonesian CSR 2007 organised by The Indonesian Public Welfare Ministry.
These events provided the opportunity for the researcher to meet the Indonesian
stakeholders and company personnel, and to garner their participation as
respondents. To ensure that the respondents felt confident in answering the
questionnaires, the researcher provided explahations and answers to any queries
that arose. Once the respondents agreed to participate, either company or

stakeholder questionnaires were distributed.

4.4.2.1. Primary Data

The two questionnaires were originally developed in English; however, since
the respondents are Indonesian language speakers, some doubt existed about
their comprehension of the language used in the questions. To overcome this
concern and to give utmost clarity to the respondents, the questionnaires were
provided in both English and Indonesian. During the questionnaire process, it

was observed that the majority of the participants preferred to read the questions
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in Indonesian rather than English; however, a few chose to read the English
version, because some CSD terminology is easier to understand in English.
Almost all the respondents answered the questions in Indonesian. The provision
of these questionnaires in two languages was considered a proper approach for
this study as it provided the chance for the respondents to select their most

convenient language as well as to check the meaning of the terms used.

The questionnaire process was conducted in three steps. First, the researcher
explained the company and stakeholder questionnaires to the audiences. This
explanation provided the opportunity to those who were willing to participate,
whether they were representative of a company or of a stakeholder. Second, the
questionnaires were distributed to those individuals who were willing to
participate according to their questionnaire selection. Last, the questionnaires
were collected after the events, and in some instances they were returned either

by mail or by fax.

Thirty company questionnaires and one hundred stakeholder questionaries were
distributed during the events attended. After the events, twelve responses from
the companies, represented by managers, general managers, and directors were
returned. All these questionnaires were answered completely; therefore, they
were valid for inclusion as samples. Thirty-five responses from stakeholders
were also obtained at that time with a further three being returned by mail
during the following two-week period. From a total of 38 stakeholder
questionnaires returned, two were rejected because they were not completed,
leaving the remaining 36 responses as samples. These responses were from
thirteen communities, thirteen employees, four shareholders, three customers,
two investors, and one supplier. These classifications of stakeholder groups was
decided by the stakeholders themselves, according to their preferences and
based on the appropriate requirements that were defined in the questionnaire.
The detailed profiles of the stakeholder respondents are provided as:

1. Investors: entrepreneur and commissioner

2. Shareholders: director and managing director

3. Employees:
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- General Manager
- Senior manager
- Manager (taxation, operational, human resources, sales)
4. Communities:
- Researcher and lecturer
- Manager, senior manager, General Manager
- Government officer
- Non-Government Officer (NGOs)
- Activist
- Business consultant
5. Suppliers : entrepreneur
6. Customers: secretary, dean, and consultant ,
These profiles show that there is a relatively large range of occupations in the
stakeholder groups and it is expected that they represent the majority of

stakeholder’s opinions.

4.4.2.2. Secondary Data

Several ways to obtain secondary data, including the company annual reports
and internal reports, were explored. The first priority was to find hard copies of
the annual reports. Collecting hard copies was important as they are the most
readable report and simple to detect if any pages are missing. The second
priority was searching the available soft copies, followed by visiting the
company website. Contacting companies to ask them to provide reports was the
least priority, as this requires more time and often requires dealing with the

company’s complex bureaucracy.

Visits to the Jakarta Stock Exchange Library were found to be the most
accessible way of obtaining hard and soft copies of the annual reports.
However, to collect internal reports, the researcher had to contact the
companys’ corporate secretaries or public relations officers directly. Finally, 68
annual reports were collected, which included 22 reports for the year 2003, 23
reports for 2004, and another 23 reports for 2005. These reports were useful

principally for conducting a content analysis to determine the extent of CSD,
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and also for obtaining some company financial data. Apart from the annual
reports, other data were gathered from the Indonesian Capital Market Directory
(ICMD) publication, and the data-base of the Indonesian Finance Department.

Access to these last two sources was relatively straightforward.

Eight internal publications were eventually collected: three magazines, three
bulletins, and two newsletters, from four different companies. The process to
obtaining the same publications from more companies proved to be difficult.
One reason for this was that not all companies produce the same type of internal
reports for disclosing their CSR activities. The internal reports are produced
according to the preferences and internal policies of each company; therefore,
each company has different publications and times of circulation. Another
reason was that some companies release several internal reports within their
departments, so it was difficult to justify which reports were suitable to be
examined and considered as representative of the whole company. Finally,
because the majority of companies did not have complete records of their
internal publications, it was hard to ask them to provide the reports. Based on
these reasons, the internal reports could not be effectively evaluated; but they
were still discussed to provide ideas for the common comparison of the annual

reports.

To provide clarity on the number of samples for this pilot study, a summary of
data collected is provided in the following table. The valid sample was analysed

to generate findings, discussions, conclusions, and implications.

Table 4.1. Summary of Sample

Primary data / Responses Secondary data / Reports
Company Stakeholder Annual report Internal report
Collected 12 38 68 8
Valid 12 36 68 8
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4.4.3. Data and Content Analysis

The company and stakeholder questionnaires were analysed by counting the
frequency for each answer, then ranking the totals. The hypotheses were
analysed by performing simple statistical tests in order to find indications to
enable development of stronger final hypotheses. These methods are considered
acceptable since the number of samples is relatively small. Some relevant
information obtained in the open questions from both the company and

stakeholder questionnaires was summarised for adding to the discussion.

A content analysis was performed by the researcher to analyse the annual
reports to determine the extent of CSD. Wolfe (1991) defined content analysis
as systematic procedures for studying the content of written documents. The
application of content analysis was carried out by converting the qualitative
information in the annual reports into quantitative scores. Table 4.2 depicts the
two measurements applied in terms of the extent of CSD: quantity and quality.
This table shows the weights given for ‘how much disclosure’ and ‘how the

information is measured’.

Table 4.2. Quantity and Quality CSD Measurement

Quantity of disclosure Quality of disclosure . .
(‘how much’) ("how measured') Quality definition
= sentence 1 = monetary Disclosure in monetary/currency terms
2 = paragraph 2 = non-monetary Quantified in numeric terms of weight,
volume, size, etc, but not financial/currency
3 = half A4 page 3 = qualitative only Descriptive prose only
4 =1 A4 page "~ 4 = qualitative and Descriptive prose and currency
monetary
5=>1 A4 page 5 = qualitative and non- Descriptive prose and numeric terms
monetary
6 = monetary and non- A combination of currency and numeric
monetary terms

7 = qualitative, monetary ~ Descriptive prose, financial and numeric
and non-monetary terms

Adopted from Raar (2002)
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The above score criteria was selected because it was found to be the most
comprehensive and detailed measurement for content analysis in the
examination of CSD in the annual reports. By applying this detailed
measurement, it was expected that detailed analysis can be performed to
generate more comprehensive results in calculating CSD. The possible
maximum score that can be achieved is 255 for total quantity and 357 for total
quality. This number is obtained by multiplying the maximum score for each
measurement and the total of 51 CSD items (Appendix A3). The following
section provides an explanation for the awarding of scores to each sentence as

related to every CSD item.

i. Quantity of disclosures
A range from one to five was awarded on each CSD based on how much

information is disclosed.

a. A score of ‘one’ for disclosure in sentence.
If the CSD information disclosed is only one or two sentences, a score

of ‘one’ is awarded for this quantity of CSD.

b. A score of ‘two’ for disclosure in paragraph.
A score of two is given for information stated in a paragraph, provided
that paragraph has at least three sentences. From previous experience in
conducting content analysis, it was noted that up to two paragraphs of

information can be disclosed to obtain a score of two.

c. A score of ‘three’ for disclosure in half an A4 page.
Disclosure stated in three paragraphs that occupies half an A4 page was
awarded a score of three. The coders took care and conscientiously
calculated number of statements disclosed in the annual reports,

especially if less than three sentences were used in a paragraph.

d. A score of ‘four’ for disclosure of a page of A4.
Disclosure of more than three paragraphs usually accounted for almost a
full A4 page. Although this is not an absolute rule, coders have to
identify statements that occupy a page of A4 before awarding a score of

four.
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e. A score of ‘five’ for disclosure of more than one A4 page.
The highest possible score awarded for the quantity of disclosure is a
‘five’. This score is for the disclosure stated in more than one A4 page.
This information usually describes a certain topic in detail and various
social activities that the company conducted, but still on the same issue,

for example, charity information.

ii. Quality of disclosures
The score for quality of disclosure ranged from one to seven. The method

for measuring how the information is disclosed is set out below:

a. A score of ‘one’ for monetary information.
Monetary information can be described in currency terms. Any of
currency terms that are disclosed without other descriptions are given a

score of one.

b. A score of ‘two’ for non-monetary information.
The quantified numeric terms instead of currency, such as numeric in

weight, volume, and size are considered for obtaining a score of ‘two’.

c. A score of ‘three’ for qualitative information.
Descriptive, narrative, or qualitative information noticed as the majority
of disclosures was awarded a ‘three’ score. This nature of information
means it is relatively easily found. However, the coders must be careful

if any numbers are disclosed simultaneously.

d. A score of ‘“four’ for qualitative and monetary information.
If the CSD is stated in a combination of qualitative and monetary

information, a score of ‘four’ was awarded.

e. A score of ‘five’ for qualitative and non-monetary information.
The disclosures qualitatively combined with non-monetary information

is given a ‘five’ score.

f. A score of ‘six’ for monetary and non-monetary information.
The information disclosed for being in currency and other numeric terms

is awarded a ‘six’ score.
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g. A score of ‘seven’ for qualitative, monetary, and non-monetary
information.
The highest possible score of qualitative measurement is ‘seven’. This
score is awarded for the most comprehensive nature of CSD information

that combines qualitative, monetary, and non-monetary aspects.

An agreement is developed on awarding scores. To avoid any double counting
of any information on the same issue that may be disclosed in several locations,
the score was given based strictly on the greatest amount of disclosure on a
topic in the annual reports. This is possible as the quantity of the paper size is
similar within all company annual reports, including the font type and size, as

suggested by the Indonesian Capital Market Supervisory Agency.’

While the majority of the annual reports are provided in bi-lingual texts:
Indonesian and English, some companies do not provide English text in their
annual reports. To overcome any confusion in calculation of ‘how much’ and
‘how measured’ amounts of disclosure, it was decided to refer to the Indonesian
text only. The researcher was careful in counting the sentences or paragraphs in
a page to indicate the quantity of the disclosures, where the report is published
in both languages. As the number of samples was manageable and the
researcher saw an opportunity to gain experience that would be useful in the
main study, the content analysis in this pilot study was completed by the
researcher. The detailed procedures of content analysis for the major study, with

a greater number of samples, are presented in section 5.4.

4.5. Findings and Discussion

This section provides the findings after examination of the questionnaires,
content analysis, and hypotheses analysis. From the discussion of the findings,

some conclusions and implications were drawn to support the main study.
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4.5.1. Primary data

The analysis of samples from primary data includes the evaluation of company

and stakeholder responses to the questionnaires. All relevant findings, as well as

some discussions during the questionnaire process, are also presented, not only

to give ideas for the major study, but also to provide some new perspectives

about CSD practices in Indonesia.

4.5.2. Company Responses

The questions answered by companies provide a measure of their understanding

of CSD, and the influence and motivation for the practice of CSD.

ii.

iil.

Eighty-three percent of the companies conducted CSR activities more
fhan nine times a year, as indicated by their CSR programs. This shows
that these companies had a CSR programme almost every month. The
personnel responsible for these CSR activities include individuals from
the CSR units or departments, community development service units,
general affairs, public relations, or communications departments. The
CSR programs were normally developed early in every budgeting year
to relate the activities and their costs. Most of the programs were long-
term, some lasting from three to five years. On average, there were
between ten to fifteen new programs conducted each year, while other

activities in CSR were from programs continued from the previous year.

All respondent companies had policies that relate to CSR activities
within their organisations. This finding supports the finding that these
companies undertake CSR activities regularly, according to their
company policies. While CSR policies were often incorporated into the
company’s value and vision, only a few companies were aware of CSR
reporting and the benefits of reporting their activities. Consequently, it is
predicted that the extent of CSD is low for the companies, which do not

have any CSD policies or guidelines.

The greatest focus of CSR activities conducted by the companies can be

ranked as illustrated in Table 4.3. The main purpose of CSR activities
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iv.

can be seen to serve the surrounding communities, followed by
providing benefits to employees (human resources), maintaining the
environment and external relations, minimising energy usage, improving
product quality, and sustaining the existence of the company. These
findings had been predicted as it was noticed that CSR programs in
Indonesia were designed to serve communities surrounding the
company, especially in its “first ring’, which is within 10 kilometres of

the company headquarters.

The activities to create ‘sustainability’, on the other hand, appeared not
to be clear to the companies, and therefore they considered it as a lower
priority. Companies considered that ‘sustainability’ would be the
outcome from CSR activities, rather than the CSR activities themselves.
They are not really certain of what particular activities can create
sustainability, as all CSR activities are considered to generate
sustainability for the future. The greatest areas of CSR activities are to
serve the communities, so the information of ‘community’ might be the
major CSD disclosure in the annual reports, based on the assumption
that the nature of information in CSD represents the CSR activities that

have been conducted.

Table 4.3. The Area Activities of CSR

Rank CSR activities Average point
1 Community 2.08
2 Human Resources 2.67
3 Environment 342
4 External relations 3.58
5 Energy 5.17
6 Products 5.33
7 Sustainability 6.25
8 Other activities 7.50

Note: 1 = most activities to 8 = least activities

The company annual report is the most published report which discloses
CSR activities, as shown in table 4.4. This is followed by the company
websites, bulletins, newsletters, and magazines. One respondent

identified other media used to report CSR activities, including TV,
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radio, and regular press releases. Compared to other reports, annual
reports have been considered as the most appropriate report to disclose
CSR activities as they are projected to public, proactively constructed,
and produced in a regular basis (Stanton & Stanton, 2002; Tilt, 2001).
For these reasons, it is expected that the majority of Indonesian
companies place the information about their CSR activities in their
annual reports, and consequently, choosing an annual report as the
media of CSD for the main study can be confirmed. The financial report
section in the annual report, which has more mandatory regulations
based on the accounting standards, has no specific rules for the
disclosure of CSR activities in this document. A few suggestions treated
as voluntary disclosures, for example, inform of ‘employees profiles’ or
disclose that company operation is accordance with a ‘safety working
environment’. Thus, as a result, disclosures about ‘employees’ profile’
or a ‘health and safety working condition’ might become the major

disclosed information in the company annual reports.

Table 4.4. Reports for CSR Activities

Rank Reports Percentage

1 Annual Reports 100%
2 Websites 83%
3 Bulletins 75%
4 Newsletters 58%
5 Magazines 50%
6 Sustainability Reports 33%
7 CSR Reports 33%
8 Environmental Reports 17%
9 Others 8%

The main influence on companies to disclose CSR activities was
‘community’. In contrast, ‘supplier’ did not seem to have much
influence on this decision (Table 4.5). This information concurs with the
reality that companies are concerned about the communities as reflected
in the CSR activities that are targeted to serve them (as shown in Table
4.3.) The fact that the government had the second greatest influence on

companies to maintain CSD practices was conSidered an interesting
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finding. Although there are no specific regulations for a company to
conduct CSR, it was felt that the government supported CSR activities.
One guideline from the Indonesian government (Government regulation
no. 19/2003 referring to ‘state owned companies’) is for the allocation of
2% of the net income of the company for conducting CSR activities.
This is considered as the only guidance in the area of CSR for
Indonesian companies, it being addressed only by state owned
companies. ‘State owned’ companies refer to companies that have their
majority shares owned by the government. However, as the issue of
CSR is growing rapidly in Indonesia, further regulations or guidelines

may be introduced in the near future.

Auditors and suppliers were considered the two parties that least
influenced the practice of CSD. Companies feel that these parties were
not involved significantly in the issues of CSD. Auditors mainly assess
the financial reports of the company and conduct their jobs according to
the audit procedures. Since there is no audit system that can be identified
as relating to CSD financial practices, the auditors have not shown their
concerns about CSD. In addition, suppliers seem only aware of the
going concern of the company with regard to the supply of raw materials

and in collecting payment for what they supply. As long as the

~ companies show a good record of payment, the suppliers are likely to be

satisfied. These thoughts are not entirely true, however, although the
influence of auditors and suppliers was found to be not as great on CSD
as that of other stakeholder groups, whose support for the practice of
CSD is necessary. Their encouragement of the company to disclose its-
CSR activities helps to maintain company sustainability so that it can
create a long-term business relationship and provide benefits to all

parties.
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Table 4.5. The Influence Parties for CSD

Rank Influenced parties Average point
1 Communities 6.17
2 Government 5.83
3 Employees 5.58
4 Shareholders 5.33
5 Media 4.50
6 Investors 3.83
7 Customers 333
8 Auditors 2.42
9 Suppliers 1.50

Note: 1= no influenced to 7 = full influence

vi. Three major motives have been found as the greatest motivation for
Indonesian companies to practise CSD: to Vcreate positive company
images, to show that companies act accountably or responsibly in
reporting, and to comply with stakeholders’ expectations or demands. This
finding confirms that the majority of companies in developing countries,
in the early stage of conducting CSR activities, aim to create good
company images (Adams, 2002; Milne et al., 2000; Wilmshurst & Frost,
2000). However, the finding is a good indicator that Indonesian companies
are also aware of the need to act accountably and comply with their
stakeholders’ expectations for adequate CSD information. Table 4.6

demonstrates the rank of motivations in practising CSD in Indonesia.

Table 4.6. The Motives for CSD

Rank Purposes Average point

1 Image 6.17

1 Act 6.17

1 Stakeholders 6.17

4 True and fair 6.08

5 Legal 5.50

6 1SO 14000 3.92

7 Media 3.42

8 Investor 3.25
Note: 1= strongly disagree to 7 = strongly agree
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4.5.1.2. Stakeholder Responses
The stakeholder feedback showed that the understanding of stakeholders in the

content of company annual reports was considered acceptable. Thirty-three
from thirty-six respondents (91%) stated they have read the annual reports and
88% of these respondents read the reports within the last year. Thus, these
results suggest responses from stakeholders who answer the questionnaires are
relatively reliable. The following discussion demonstrates other findings on
how the stakeholders provide their opinions of the importance of each CSD
theme; and how every stakeholder group perceived the importance of

information differently.

i. Eight sections of the disclosure themes, as described in Table 4.7, were
ranked by the stakeholders based on their opinions about the importance
of the information ‘Products’ being considered the most important
information, especially ‘product safety’. The stakeholders considered the
products of a company to reflect how the company was responsible in
serving their stakeholders through safe production, before conducting
other corporate activities. For this reason, the product information is
crucial for stakeholders. In contrast, the stakeholders perceived
information about ‘community’ as the least important. The stakeholders
noticed that many companies served their surrounding communities
merely to protect the company businesses, rather than to show they were
truly responsible. Therefore, because of this reason, the stakeholders
were not really concerned about information that related to the

‘community’.

Table 4.7. Important Information Themes Perceived by Stakeholders

Rank  Information theme Average point
1 products 6.30
2 environment 5.70
3 sustainability 5.69
4 human resources 5.66
5 energy 5.65
6 external relations 5.36
7 other information 5.28
8 community 5.13

Note: 1 = least important to 7= most important
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il.

While each stakeholder group perceived the importance of CSD
information slightly differently, these differences were not likely to be
significant. For example, investors considered ‘product’ and
‘sustainability’ to be the most important information, while employees
and communities stated that ‘product’, ‘human resources’, and
‘environment’ were the most important information for them. These
findings support the notion that ‘product’ is perceived as the most
important information by the all stakeholder groups. The average of the
important information for every theme, from all stakeholder groups is
provided in Table 4.8.

Table 4.8. The Most Importaht Information as Perceived by Stakeholder Groups

In?;r;?on Shareholders Employees Suppliers Customers Communities Investors Suppliers
Environment 5.67 5.60 4.80 6.10 5.90 4.80 4.80
Energy 5.64 5.50 5.60 5.90 5.90 5.00 5.60
Human
Resources 4.98 5.60 4.90 6.30 5.90 5.80 4.90
Community 4.55 4.70 5.00 5.70 5.60 5.10 5.00
Product 6.33 6.50 6.00 6.40 5.90 7.00 6.00
Sustainability 5.00 5.20 6.00 6.00 6.20 7.00 6.00
External
relation 5.75 4.80 4.00 6.30 5.50 6.00 4.00
Other Info 5.42 4.60 4.70 5.70 5.70 6.20 4.70

Note: 1 = least important to 7= most important

4.5.2. Secondary Data

This section discusses the results of investigating the company annual reports

- and other company internal reports, especially the results of content analysis as

explained in section 4.4.3.

From the 68 annual reports collected, the reports selected as samples
were from similar companies, which resulted in twenty reports being
selected for each of years 2003, 2004, and 2005. The reports were
predominantly from the companies, which were classified as ‘sensitive
industries’, with only approximately 16% being categorised as ‘non-

sensitive industries’ (section 3.1.2.1). This composition shows that the
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number of companies categorised as ‘sensitive’ industries is greater than

those in the ‘non-sensitive’ industries group.

The most information disclosed by the companies was ‘other
information’, especially on ‘good corporate governance’ and ‘achieving
awards’. The information of ‘good corporate governance’ in the annual

reports seemed to be presented structurally and comprehensively. This

may be because this information is required by the Government.

‘Achieving awards’ is positive information for companies; therefore, it
is likely to be disclosed so as to gain a positive company image. On the
other hand, the information about ‘environment’ and ‘energy’ is only
disclosed occasionally. This shows that the companies may not be aware
that conservation of the environment and energy are part of their
responsibility; and thus, may not realise the importance of disclosing
this informatioﬁ in their annual reports. Table 4.9 and 4.10 rank the
average of the total CSD in the annual reports in terms of quantity and
quality respectively. While these tables show a slightly different order of
disclosure in the average scores of quantity and quality, ‘other

information’ was the most disclosed information for both of them.

Table 4.9. The Most Disclosed Information by Companies — Quantity

Rank CSD Themes Average point
1 Other Information 5.91
2 Human Resources 2.50
3 Sustainability 247
4 External Relation 2.37
5 Products 1.90
6 Communities 1.30
7 Environment 0.49
8 Energy 0.16
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Table 4.10. The Most Disclosed Information by Companies — Quality

Rank CSD Themes Average point

1 Other Information 7.83
2 Products 427
3 External Relation 4.08
4 Human Resources 3.89
5 Sustainability 3.04
6 Communities 3.03
7 Environment 1.3

8 Energy 0.4

ili. The average of the extent of disclosure in the annual reports during the
three year evaluation period was a total of 24.25 for quantity and a total
of 43.15 for quality. Since the achievable total disclosure for quantity
and quality is 255 and 357 respectively, these pilot study results can be
considered low, verifying that CSD is still in its infancy period in
Indonesia. Information regarding the reason companies disclosed little
CSD information was gathered from the individuals of some companies,
during the questionnaire process. These reasons are summarised as:

a. The management of the company may have felt that disclosing CSR
activities was not important and this disclosure provided no benefit;
thus, it was considered that mandatory disclosure required by the
government may be needed.

b. The company considered CSR activities were the activities to
‘secure’ company operations. Therefore, disclosure beyond this idea
was not considered necessary if the company was already running
well.

¢. The understanding about CSR, and moreover CSD, was considered
limited in Indonesian companies, with only a few people qualified in
this subject. Since the practice of CSD is at an early stage, it may
take more time to develop.

The above reasons provide a better understanding when analysing CSD
practices in Indonesia and this can be a useful contribution to the

discussion of the main study.
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iv. Table 4.11 documents eight reports categorised as internal reports (two

newsletters, three bulletins, three magazines) from four different
companies. Since the numbers of the internal reports is relatively small,
the analysis was conducted manually. Using similar measurement for
quantity and quality as in the annual report (Table 4.2), the content
analysis produced the average quantity total score of 19.55 while the
quality score was 27.67. The information disclosed was limited to certain
information; therefore, this may create low scores for the extent of CSD.

The type of information disclosed is discussed in the next paragraph.

Table 4.11. Internal Reports Collection

Company name Newsletter Bulletin Magazine

PT SG November December August and December
2006 2006 2006

PTME January 2007 January 2007 -

PT ULI - - December 2006

PT ATM - August 2006 -

Most of the companies utilised the internal reports to provide information
about their activities, not only on CSR, but also on corporate events.
These were addressed to their employees. Every company has its own
policies regarding this publication, for example, the publication frequency,
number and size of pages, and type. These parameters are different for
each company. The majority of newsletters are published every month,
while bulletins are published either every month or every three months.
Magazines are published every month, every three months, or every six
months. The nature of the information in the internal reports is specific,
although not as comprehensive as it is in the annual reports. The major
information found in every internal report relates to ‘donations’,
‘scholarships’, and ‘external relations’. Information regarding the CSR
activities is quite detailed, often relating to specific events and activities,
for example, describing the number of participants, the venues, and often
including pictures. The quality of the information in the internal reports is
more likely to be greater than that in annual reports, although it is more

limited, in terms of the range of information.
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Every internal report has its specifications, the content and number of
pages, for example, magazines provide more pages compared to bulletins
and newsletters. They range from 24 to 30 pages per magazine and
provide articles written by the management, including activities conducted
by the head office and branches. Bulletins contain less pages and articles
(about twelve to sixteen pages), with pictures of activities conducted
within branch offices. Finally, newsletters which provide information and
articles, predominantly in pictures; these contain only about four to six
pages. Newsletters are used to provide information about the activities in
smaller branch offices. Since there were obstacles in collecting these kinds
of reports, as explained in section 4.4.2.2, they were excluded as samples;
however, they may be used to enrich later discussion or provide

implications for further study.

The findings from questionnaires and content analysis indicate that CSD
practices have been perceived differently by the companies and stakeholders.
The companies disclose their CSR activities with a certain intention, for
example, to gain a good company image, but do not reveal all of what they have
achieved. The results show the purpose of their CSR activities is mainly to
serve their communities; however, they disclose much information in the ‘other
information’ theme, such as achieving awards. This finding may suggest there
are gaps between CSR and CSD practices, and consequently it indicates that

CSD may not represent the CSR activities adequately.

Companies and stakeholders perceive the importance of information disclosed
in the annual reports differently. While companies like to inform regarding their
success in gaining awards, stakeholders perceive that ‘product’ information is
more useful for them. As discussed previously, it can be concluded there is
another gap between the most important information perceived by the
stakeholders and the most information disclosed in the company annual reports.
This gap can be explained because there are different motivations for companies

and stakeholders regarding CSD.
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4.5.3. Disclosure Items

The full range of the disclosure list applied in this pilot study is attached as
Appendix A3 (similar to the stakeholder questionnaire). Some helpful findings
and discussions during the examination of the stakeholders’ questionnaires and

content analysis process are presented below.

1. An investigation of the stakeholder’s responses cannot identify any new
items suggested by the Indonesian stakeholders as additions to the
existing CSD list. However, they did suggest more clarity of disclosure
for item number 33, namely ‘donation’. The category ‘donation’ refers
to activities that support the community, such as events, organisations,
education and arts. Two additional activities have been proposed:
‘supporting sports acti;rities’ and ‘building religious places’, such as
mosques, churches, and temples. These are both relevant as Indonesia is
a religious country with the world’s largest Muslim population, and the

stakeholders are likely to support the building of mosques.

2. The stakeholders indicated that ‘summer or part-time employment of
students’ included in the community theme was not relevant, as this
activity is not common in Indonesia. The stakeholders implied that ‘on
the job training’ activities are more suitable for Indonesian companies,

rather than employment of students on a part-time basis.

Similarly, there are five items in the disclosure list that are unfamiliar to
the companies. These are all included in the ‘energy’ information
category. Throughout the three years of annual reports examined, these
items have never been disclosed. Indonesian companies may still have a
premature understanding on how to utilise energy as part of their
business responsibility. This finding was supported by the stakeholders
who also provided less important information for ‘energy’. This
indicated that both Indonesian stakeholders and companies may not be
aware of ‘energy’ as one area of CSR about which they should be
concerned. Thus, it can be predicted there will be little if any

information about ‘energy’ disclosed in the annual reports.
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The following items should be considered for exclusion from the CSD

list:
a. Utilizing materials for energy production
b. Disclosing energy savings resulting from product recycling
c. Researching improvements in energy efficiency of products
d. Receiving awards for an energy conservation program or being

penaltised for energy waste
e. Disclosing the company energy policies.
Apart from the items mentioned above, it was also found that the
information about ‘penalties’ under ‘other penalties’ (item 51) is not
appropriate for the Indonesian situation. It is unclear whether any legal
penalties apply to Indonesian companies, any existing fines being for
companies, which pollute. Consequently, the information about

‘penalties’ must also be deleted from these CSD items.

3. The information on disclosing CSR activities in the annual reports
appears to be influenced by events that have happened over the period.
For example, the 2004 annual reports disclosed much ‘donation’
information for victims who were badly affected by the Tsunami in
Aceh, Indonesia. The 2005 annual reports include information about
donations for the earthquake victims in Yogyakarta. The majority of
companies showed their concern by supporting and contributing to the

communities when any natural disasters occurred.

4. Documentation of information disclosed in the annual reports is mostly
positive and descriptive in nature, rather than negative and quantitative.
These disclosures indicate that the companies tend to inform the reader
regarding compliance with regulation and on improving their images,
such as disclosing good corporate governance, receiving awards, and

achieving targets.

According to the findings and discussions on the disclosure items, it is

important to note that modifications are needed for the main CSD list. This
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will be further discussed in the conclusions and implications for main study

in section 4.6.

4.5.4. Hypothesis Analysis

The preliminary hypotheses discussed in the previous chapter were tested in this
pilot study to support the development of the main hypotheses. Some simple
calculations and statistical data analyses have been performed for each

hypothesis according to the descriptive, and predictor and criterion variables.

4.5.4.1. Descriptive Variables

Three areas of descriptive variables proposed in the initial hypotheses have been

investigated, the results being discussed in the next section.

A. The importance of Corporate Social Disclosure Information

The stakeholder questionnaire results in Table 4.7 show that ‘product’ was
perceived as the most important information by the stakeholders. As the first
hypothesis proposed the ‘environment’ as the most important information for
the stakeholders, this hypothesis is not accepted. The ‘environment’ was
perceived as the second most important information source by the stakeholders.
- This finding is interesting because, in the absence of similar evidence ‘product’
is considered as the most important information for stakeholders. This result
may suggest that the Indonesian stakeholders are more concerned with
‘product’ information in order to be assured they are consuming safe and

quality products rather than maintaining ‘environment’.

B. The Motives for Corporate Social Disclosure

‘Meeting stakeholder demands’ and ‘creating a positive image’ have become
major purposes for the Indonesian listed companies which practise CSD.
However, ‘meeting legal obligation’ was not shown as a major purpose for the
practise of CSD by the cbmpanies examined. Thus, the idea that the disclosure
of CSD is to ‘meet legal obligation’ should be replaced with ‘to act

accountably’ as this was found to be one of the main purposes expected in CSD.
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C. The Trend of Corporate Social Disclosure

It was expected that the extent of disclosure would increase from 2003 to 2005,
being reflected in the total score results from the content analysis for every year
investigated. The previous studies also reported a growing trend of CSD,
indicating that the issue of corporate social responsibility has been expanding.
The results of a Paired Sample T-test suggest there was a significant
improvement in the extent of CSD quantity for 2003 to 2004 (p-value < 0.05).
However, there were no significant improvements for the total quantity in 2004
to 2005 (p-value > 0.05). In addition, the extent of CSD quality did not improve
significantly during the three year’s of examination (p-value > 0.05). These
results are limited because the small sample investigated may not be
representative of the total population. Hence, any conclusions should be treated

with caution, a greater sample being needed before further investigation.

4.5.4.2. Predictor and Criterion Variables

Regression analyses were undertaken to find the association between predictor
and criterion variables. Since the sample for each year is relatively small, the
test was run by combining all the data for the three years period. A normality
test was performed on the criterion variables that reveal the extent of CSD
quantity and quality. The result from the One Sample of Kolmogorov-Smirnov
Test shows that both total quantity and quality scores have normal distributions.

Thus, parametric tests were applied.

A. Corporate Characteristics
Type, size, financial performance, and age are the four corporate natures
selected to describe the characteristics of companies. Each of them is discussed

in the following section.

a. Company Type
Industries were classified as either ‘sensitive’ or ‘non-sensitive’ industries.
The pilot study found that more than 80% of the Indonesian companies were
‘sensitive’ industries in terms of CSR (section 3.1.2.1). Only four
companies, from the total of 20 in the sample, were classified as ‘non-

sensitive’ industries. Independent Samples T-Test was performed and the
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findings demonstrate that there were no significant differences between the
type of industries and the extent of CSD in both quantity and quality (p-
value > 0.05). The practice of CSD conducted by a company was unaffected

by whether it was categorised as ‘sensitive’ or ‘non-sensitive’.

. Company Size

Company size was tested by total assets and sales. Using simple regression,
the results show that both total assets and sales had a significantly positive
affect on CSD in quantity and quality (p-value > 0.05). This indicates that
the greater the total assets and sales of a company, the greater the total

quantity and quality of CSD.

. Company Financial Performance

Three financial performances, return on assets/ROA, return on equity/ROE,
and earning per-share/EPS, were examined to represent companys’ financial
performance. Simple regression analysis demonstrated that these three
financial performances have no significant association with the extent of
CSD quantity or quality (p-value > 0.05). However, their correlations are
indicated positive. The results may change if greater samplés are applied

during the full application of the research.

. Company Age

The age of a company seems to have a significantly positive influence of the
extent of CSD in total quantity, but not in quality. However, this premature
evidence needs to be further examined to obtain better results. The
calculation .of ‘company age’ can be suggested using ‘month’ rather than

‘year’ as applied in this pilot study, to obtain more detailed figure.

B. The Influence of Stakeholders

The following section discusses creditors, auditors, and company owners who
have been selected as representative of the stakeholder ‘parties’ examined from
the secondary data. Simple regression analyses were applied to examine these

variables.
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a. Creditors

The regression analysis suggests that creditors do not significantly influence to
the extent of CSD in either quantity or quality. The level of significance in the
ANOVA test, in Simple regression analysis was above 0.05 (p-value > 0.05),
which implies that the company’s solvency is unlikely to significantly relate to

the extent of CSD.

b. Auditors

Similarly for creditors, none of the total asset or clients of audit firms were
found to be significant in explaining the influence of auditors on the extent of
CSD, ecither in quantity or quality (p-value > 0.05). This may support the
company responses suggesting that auditors are not considered as an influence
on the extent of CSD. However, another statistical test could be tried to examine
this variable in a better way, as it was observed that the data set provides a
strong pattern for the similarity of figures for the companies, which those were
audited by ‘big accounting firms’. This data hovers around 34%, 38%, and 43%
for 2003, 2004, and 2005 for the whole data set. Categorisation of ‘big and non-
big accounting firms’ may be suggestéd as needing closer examination of this

type of data.

c. Owners

There was a significant influence indicated by the ownership concentration on
the extent of CSD quantity and quality (p-value < 0.05). A negative correlation
between the owners and the extent of CSD was present; and this appeared to be
relevant to the hypothesis statement, which has suggested that if the percentage
of ownership is higher, then the extent of CSD is lower (section 3.1.2.1).
However, analysis of much more data is required to confirm this initial finding.
An attempt to perform a multiple regression analysis was undertaken to
examine four significant predictor variables (total asset, sales, age, and
ownership), as predictor variables, resulted from the above simple regression.
The result of adjusted R? shows that the variables of total asset, sales, age, and
ownership explained 0.36 and 0.25 of the extent of CSD quantity and quality

respectively. However, the multicollinearity problem existed for total asset and
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sales. This may suggest that the tota] asset and sales presents the same indicator
as company size; therefore, it should be examined in a separate regression
model. The initial findings from this multiple regression analysis provide a
context for further examination in the main section of this study. The discussion
about statistical analysis is provided in section 5.6, together with the

methodology section for the main part of this study.

From the initial tests of the hypotheses, it is clear that they can be modified and
the development of new hypotheses is possible. Further detailed investigation is
also needed to provide better evidence in larger samples, including re-testing
each variable and re-applying different method of measurements. The

discussions about these implications are continued in the following section.

4.6. Conclusions and Implications for the Main Study

This section summarises the findings discussed above and develops some
implications for the main study, including highlighting the relevant results from

primary and secondary data analyses.

4.6.1. Companies and Stakeholders

From the companies and stakeholders’ responses, some important areas and

interesting findings were found relative to the questionnaires and hypotheses.

1. Indonesian companies conduct CSR activities regularly and the majority of
the programs are long-term. These programs relate to company policies,
which show they are familiar with CSR; however, practising CSD is
relatively new for them. They do not have any CSD policies but rather only
report their CSR activities in limited publications, with limited concern.
Consequently, the main study is considered relevant to be conducted to find

evidence on how CSD has been practised up to this point.

2. A new hypothesis can be developed to accommodate a strong assumption

that ‘communities’ is the party that most influences Indonesian companies
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in their practice of CSD. This assumption is supported by the finding that
the companies focussed their CSR activities on serving their surrounding

communities.

. The hypothesis concerning a company’s motivation for practising CSD
should be modified. ‘To act with accountability’ should replace the
motivation of ‘meeting legal obligation’ as this motivation has not been
stated previously. The two other motivations, namely ‘to meet stakeholders’
demand’ and ‘to create positive image’ are still relevant and they should be
included in the main study. Both of these motivations were confirmed in the

pilot study.

State owned companies followed government guidelines in the practice of
CSR, and this may affect their CSD practices. Moreover, the majority of the
Indonesian state owned companies were identified as big companies in
Indonesia. Thus, it can be assumed that their roles in supporting business in
Indonesia are also significant and therefore, their CSD practices are
expected to be valuable. To accommodate this issue, an additional
measurement for a company category can be augmented by seeking an
association between the ‘state owned’ and ‘non-state owned’ companys’
extent of CSD. Consequently, the company category for the main study will
be examined in two categories: company type (sensitive and non-sensitive)

and company status (state owned and non-state owned).

The method used to collect respondents from both companies and
stakeholders in this pilot study can be repeated in the main study. This
method not only improves time efficiency, but also the attendance at events

where the target respondents are gathered simplifies this process.

While different stakeholder groups have perceived the importance of CSD
items slightly differently, a further test about this assumption is needed.
Consequently, a new hypothesis was developed to provide evidence of

whether the differences do exist.
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7. There is a possibility that the stakeholders feel all the information in the
disclosure items is ‘good’; and therefore, they consider them ‘important’.
For this reason, it is essential to explain to the respondents before the main

study about the ‘degree of importance’ before they answer the questions.

As a result of this pilot study, the above implications are to be used to re-

formulate questionnaires, hypotheses, and method in the main research.

4.6.2. Corporate Social Disclosure Reports and Disclosure Items

The following section discusses the CSD reports, which have been selected as

the sample and disclosure items for the main survey of CSD.

1. Some obstacles were encountered in obtaining company internal reports
(refer to section 4.4.2.2); therefore, it has been decided that these reports
cannot be used as secondary data in the main study. Consequently, the main
source of secondary data for the major study is the company annual report.
This decision is also motivated because all companies disclose their CSR
activities in their annual reports and no difficulties are foreseen with the
collection of these reports from the Jakarta Stock Exchange Library, both in
hard and soft copies. In the main study, a target of at least 100 annual
reports from each year from 2003 to 2005, and extending into 2006, will be

analysed.

2. The internal reports, which included many pictures of CSR activities, were
identified as having more quality information. However, the quantity of
information disclosed in these reports is limited, mainly to that regarding
‘donations’ and ‘supporting communities’ rather than other information as
on CSD list. The internal reports have been excluded as samples, and they

will not be discussed in the main study.
3. The indication that CSD divulged in the annual reports was influenced by

the events during the annual report period is proposed for more investigation

in the main study. The nature of CSD information was mostly positive and
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descriptive in nature and is predicted to be similar in the main study. The
low total scores of CSD as reported in the pilot study has become a concern
to be investigated during the questionnaire processes. This investigation can
be undertaken by interviewing company personnel during the data collection
in the main study. The outcomes will expand the discussion of the nature

and reasons for practising CSD.

4. Two additional categories have been added under the ‘donation’ theme on
the disclosure list (item 33): ‘supporting sports activities’ and ‘building
places of worship’. These additions are to ensure the utmost clarity for the
content analysis of the company annual reports, based on the Indonesian

situation.

5. Some items under the ‘energy’ and ‘communities’ themes, as discussed in
section 4.5.3, are considered irrelevant for the Indonesian situation. These
items have been excluded from the CSD list used in the main study. The six
items are:

a. Summer or part-time employment students, under the ‘community’
theme.

b. Utilizing materials for energy production, under the ‘energy’ theme.

c. Disclosing energy savings resulting from product recycling, under the
‘energy’ theme.

d. Research aimed at improving energy efficiency of products, under the
‘energy’ theme.

e. Receiving awards for energy conservation programs or penalties for
energy waste, under the ‘energy’ theme

f. Disclosing the company energy policies, under the ‘energy’ theme

Additionally, the information about ‘other penalties’ under the ‘other

information’ theme (item 51) has also been excluded; therefore, the

remaining information in this item addresses the information of ‘other

awards’.

6. The CSD list is further modified by the separation of the information about

‘penalties’ and ‘receiving award’ under the ‘environment’ theme, to avoid
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any misunderstanding or multiple meanings. The stakeholder questionnaire
for the main study now offers two separate answer options to address the
importance of both ‘penalties’ and ‘receiving award’ under item eight (see
the stakeholder questionnaire for the main study in Appendix A6). .As a
result, the number of items on the CSD list used in the main study is now
46, instead of 51.

7. From the stakeholders’ view, ‘product’ has been perceived as the most
important information in CSD. This information replaces the ‘environment’
information, which was identified as the second most important information
for the stakeholders. Thus, the statement in the initial hypothesis was
changed from ‘environment’ to ‘product’ as this information is assumed to

be the most important.

After modification of the CSD list in accordance with the findings of the pilot
study, it is expected that the list for the main survey instrument is representative
of the Indonesian stakeholders’ opinions and the measurement of CSD is now

considered more appropriate for the major study.

4.6.3. Final Hypotheses

This section provides the re-stated hypotheses derived from the initial
hypotheses, and presents newly developed hypotheses resulting from the pilot

study.

4.6.3.1. Descriptive Variables

The three sections in the descriptive variables in the pilot study (Figure 3.1)

have been expanded to four for the main study.

1. The Importance of Corporate Social Disclosure Information
The first hypothesis addresses the differences among stakeholders in their
perception of the important information in CSD items. The hypothesis now

becomes:
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H1l: There are differences among stakeholder groups in their
perception of the importance of information in CSD theme.

‘Product’ is assumed to be the most important information as perceived by
the stakeholders and therefore it replaces the ‘environment’ as predicted.

Hence, the revision of the preliminary hypothesis is now stated as:

H2: The most important CSD information perceived by the
stakeholders is in the ‘product’ theme.

2. The Party of Influence on Corporate Social Disclosure
This additional hypothesis has been developed to address the premise that
‘community’ is considered the most influential party for a company to

practise CSD. The relevant hypothesis is formulated as:

H3:  The most influential party for companies to practice CSD is the
community.

3. Motive for Corporate Social Disclosure
The pilot study showed that ‘meeting obligation’ was not considered as a
motivation for a company to practise CSD, but ‘to act accountability’ was found
to be the motivation; therefore one competing hypothesis has been revised
accordingly. The other two hypotheses are confirmed and as a resuit, they will
be further examined in the main étudy. These notions are re-stated and
hypothesised as:

H4A: The motive of companies to practise CSD 1s to meet

stakeholders’ demand.

H4B: The motive of companies to practise CSD is to act accountably
or responsibly. '

H4C: The motive of companies to practise CSD is to create a positive
image
4. Trend of Corporate Social Disclosure
The pilot study indicated that the trend of CSD in both quantity and quality
may improve significantly if it is applied to a greater sample. By adding one
further year (2006) of the annual reports to the investigation, it is believed the
sample will be enhanced and the test of CSD trend will be more
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representative. Thus, the main study includes the examination of year 2006,
and the hypotheses are proposed as:

HSA: There are improvements in total quantity CSD from 2003 to
2006

H5B: There are improvements in total quality CSD from 2003 to 2006

4.6.3.2. Predictor and Criterion Variables

As a result of addition and re-statement of initial hypotheses, the following
hypotheses are proposed. This is comprised of two sections: corporate

characteristics and stakeholders’ influences.

1. Corporate Characteristics
The characteristics that represent a corporation in its relation to the extent of

CSD are company category, size, financial performance, and age.

The category of companies re-tested in the main study is ‘sensitive’ and ‘non-
sensitive’ industries. Although the pilot study cannot identify any correlations
between these categories and the extent of CSD, the hypotheses can be
developed based on the study discussed in the literature review in section

3.1.2.1. Accordingly, the hypotheses are re-stated as:

H6AI: Sensitive industries provide greater CSD quantity compared to
those of non-sensitive industries.

H6A.i: Sensitive industries provide greater CSD quality compared to
those of non-sensitive industries.

Additionally, a further examination comparing ‘state owned’ companies with
‘non-state owned’ companies can be added to examine the category of

industries. Thus, this is hypothesised as:

H6Bi: State owned companies provide greater CSD quantity compared
to those in non-state owned companies

H6BIi: State owned companies provide greater CSD quality compared
to those in non-state owned companies
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To establish whether company size correlates with the extent of CSD, the
measurement of ‘market capitalisation’ has been added to the main study.
Botosan (1997) suggests this variable can be included in measuring company
size. The pilot study confirmed the availability of this data and therefore, its
inclusion is feasible. The original measurements of company size, total assets
and sales are still applicable, and are re-tested in the major study.

Hence, the hypotheses to test these notions are addressed as follows:

H7Ai: The greater the company total assets, the greater is CSD quantity
H7Aii: The greater the company total assets, the greater is CSD quality

H7Bi: The greater the company total sales, the greater is CSD quantity
H7Bii: The greater the company total sales, the greater is CSD quality

H7Ci: The greater the company market capitalisation, the greater is
CSD quantity

H7Cii: The greater the company market capitalisation, the greater is
CSD quality

The company financial performance represented by return on assets (ROA),
return on equity (ROE), and eamnings per-share (EPS) are also re-tested in the
main study to determine which financial data can be incorporated into the

research model. The hypotheses of these measurements are stated as:

H8Ai: The greater the company return on assets, the greater is CSD
quantity

H8AIi: The greater the company return on assets, the greater is CSD
quality

H8Bi: The greater the company return on equity, the greater is CSD

quantity
H8Bii: The greater the company return on equity, the greater is CSD

quality

H8Ci: The greater the company earning per-share, the greater is CSD
quantity

HB8Cii: The greater the company earning per-share, the greater is CSD
quality

The final corporate characteristic investigated was corporate age. It was noticed

that the age of a company may influence the extent of CSD. The measurement
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of the company age in the main study is based on the numberof months the

company has been established. The next hypotheses then become:

H9i: The greater the company age, the greater is CSD quantity
H9ii: The greater the company age, the greater is CSD quality

2. The Influences of Stakeholders

Creditors, auditors, and owners are the stakeholders to be further tested in the
main study, obtained from the secondary data collection, were to ascertain
whether they have significant influence on the extent of CSD. Creditors are
calculated by solvency measurement; auditors previously represented by total
assets and total clients, will be categorised by ‘big’ and ‘non-big’ audit firms.
Howeyer, the data collection from the audit of firm total assets and clients will
be still gathered for observation. Owners are measured by the percentage of
major ownership or ownership concentration. The majority of the hypotheses
are stated in a positive direction; however, the influence of the owner is stated
negatively, as suggested by the pilot study result. This negative association
shows that the relationship between the owners’ influences is opposite to the

extent of CSD as discussed in section 3.1.2.2.

The assumptions that these three stakeholders may significantly influence the

extent of CSD in both quantity and quality lead to the following hypotheses:

H10i: The greater the company solvency, the greater is CSD quantity
H10ii: The greater the company solvency, the greater is CSD quality

H1li: Companies audited by a big accounting firm provide greater
CSD quantity compared to those audited by a non-big accounting
firm.

H1lii: Companies audited by a big accounting firm provide greater
CSD quality compared to those audited by a non-big accounting
firm.

H12i: The greater the company owners’ influence, the lower is CSD
quantity

H12ii: The greater the company owners’ influence, the lower is CSD
quality
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4.6.3.3. Summary of All Variables

To summarise the final hypotheses for the main study, figure 4.3 and 4.4,
together with Table 4.12 are provided on the following page. The first column
of Figure 4.3 lists the hypotheses sections, followed by the detailed hypotheses
statements (if any), and finally, the third column describes the source of the

data.

Descriptive Variables

The Importance of CSD Information

H1: Different Information: Among Stakeholders® Questionnaire
Stakeholders

H2: Most Important Information:

Product Stakeholders’ Questionnaire

A

The Influence Party on CSD

H3: ) P Companys’ Questionnaire
Most Influencing Party: Community <«

Motives for CSD H4A: Stakeholders’ Demand
H4: Most Motivation C * Ouesti ire
»  H4B: Accountability < ompanys’ Questionna
HAC: Positive Image
Trend of CSD
H5A: Quantity
HS5: Improvement —> <] Content Analysis of
Total Scores Companys’ Annual Reports —
. 4 years Comparison
H5B: Quality

Figure 4.3. Summary of Descriptive Variables

Figure 4.4 illustrates the hypotheses sections and the measurements (if any)
positioned as the predictor variables and their relationship to the extent of CSD
in both total quantity and quality. The sign of positive (+) or negative (-)
indicates the expected sign of these relationships.
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Predictor and CriterionVariables

Corporate Characteristics:

H6A: Sensitive/Non

H6: (+) <

Category \

HéB: State owned companies /Non

H7A: Total Assets
H7: (+)
Size —> H7B: Total Sales
v
H7C: Market Capitalisation
HS8A: Return on Assets The Extent of
HS: (+) - .
Financial > HS8B: Return on Equity Disclosures: -
Performance
H8C: Eaming per-shares .
P 1. Total Quantity

Y

2. Total Quality

H9: Corporate Age (+)

The Stakeholders Influences:

HI10: (+)
Creditors

Y

HIL: () >

Auditors

HI12:(-) T

Owners

Figure 4.4. Summary of Predictor and Criterion Variables

To provide a clearer picture of hypothesis modification and mutation of
additional hypotheses from the initial into the final hypotheses, Table 4.12 is

presented on the next page.
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Table 4.12. The summary of initial hypotheses from the pilot study and final hypotheses for the main study.

Final Hypotheses

Initial Hypotheses

H1: Different opinion from different stakeholder groups for CSD items

H1: ‘Environment’ as the most important information

H2: ‘Product’ as the most important information

H3: ‘Communities’ as the most influencing party to practise CSD

H2: Stakeholders’ demand, legal obligation, and positive image  as the

most motivation to practise CSD

H4: Stakeholders’ demand, accountability, and posit<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>