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Abstract

Purposes: This research explores how the board and environmental committee impact environmen-
tal performance in Indonesia, with the audit committee serving as a moderating factor.

Methods: The study draws data from annual reports of mining and manufacturing firms for the
period 2019-2023. Thus, the total panel data in this study is 115 analysis units. This study uses Mod-
erating Regression Analysis (MRA) with SPSS 26.

Findings: Environmental disclosure is a key metric to assess environmental performance. Therefore,
this study finds that the board’s influence on environmental disclosure is not statistically significant.
Then, the environmental disclosure could moderate the impact of the environmental committee on
environmental disclosure. This study reveals that audit committees weaken the interaction between
environmental committees and environmental disclosure. However, the audit committee failed to
moderate the interaction between the board and environmental disclosure.

Novelty: The high demands of society for environmental disclosure have put pressure on companies.
As a result, companies take various inappropriate actions by presenting environmental disclosures
that do not follow corporate behavior. Based on this background, this study investigates how corpo-
rate performance and corporate governance practices, including the board, environmental commit-
tee, and audit committee. This study is essential because the audit committee is critical in improving
good corporate governance.

Keywords: Audit Committee, Board Size, Environmental Committee, Environmental Disclosure,
Performance.
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INTRODUCTION

The change in the paradigm of society has encouraged companies to change their business
focus. A company that only focuses on financial performance switches to adding a new focus on
financial and environmental performance. One of the environmental performance measurements
is environmental disclosure. Therefore, one of the factors that supports this good environmental
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performance is governance. Good corporate governance is essential for corporate sustainability.
Many companies are under pressure from the public to care about the environment. One of
them is the increasing demand for transparent environmental disclosure. The rampant cases of
environmental pollution by companies have become a particular concern for the countries. The
Environmental Performance Index (EPI) uses performance indicators to determine the extent of
the return on investment in environmental control. Indonesia’s Environmental Performance Index
(EPI) ranked 164™ out of 180 nations in 2022 (Suryaputra et al., 2024). This condition indicates
that environmental disclosure is still very minimal. In addition, environmental disclosure looks
like a burden for management, which makes the level of disclosure deficient (Yanto & Maulia,
2020). Companies are still reluctant to provide sound environmental management. Therefore,
the demand for environmental disclosure by companies is significant. Disclosure is one of the
obligations that every company must fulfil.

The regulation in Indonesia that governs sustainability is the Financial Services Authority
Regulation Number 51/POJK.03/2017 (POJK51) governs the implementation of sustainable
finance for financial service institutions, issuers, and public companies. This regulation mandates
that these entities integrate sustainable finance principles into their business operations
and submit sustainability reports. One of the things reported in the sustainability report is
sustainability performance. Environmental disclosure can inform stakeholders about the risks
faced by the company and how it impacts stakeholders. In addition, the Financial Services
Authority Regulation Number 29 / POJK.04 / 2016 concerning the Annual Report of Issuers
or Public Companies, Article 4 states that the annual report must explain the company’s social
and environmental responsibility activities. However, based on the Asia-Pacific EPI, Indonesia
is ranked 20th out of 25 countries (Block et al., 2024). This condition shows Indonesia’s fragile
position in terms of environmental disclosure.

In addition, environmental disclosure practices do not always reflect the actual conditions
of the company. Companies sometimes use environmental disclosure to give a positive impression
regarding company management. In other words, sometimes, environmental disclosure is carried
out in the context of manipulative efforts, where management displays something beautiful
without an actual form—for example, PT. Ultra Jaya never discloses the pollution the company
has carried out included in the annual report and sustainability report. However, it turns out that
there are cases of pollution, one of which is the case in Gadobangkong Village, West Bandung
Regency, Indonesia. In 2017, residents of Gadobangkong Village felt uncomfortable because
the smell of milk waste was getting stronger, and the air contained waste, causing itching and
nausea (Yanto & Maulia, 2020). This company had a good profit in 2017 and made good reports
related to environmental aspects (Fadilah, 2021). From the report, it seems that everything is
fine. Therefore, it is necessary to research how corporate governance, like boards, environmental
committees, and audit committees, impacts environmental disclosure.

There are some reasons this research was conducted in Indonesia. First, the governance
structure in this country is unique. Indonesia adheres to a two-tier system even though
neighbouring countries such as Singapore, Malaysia, Australia, and Papua New Guinea adhere to
one-tier. Furthermore, countries in the ASEAN region also adhere to the one-tier system, except for
Indonesia, Laos, and Cambodia. Two increasingly stringent regulations related to environmental
reporting, such as the Job Creation Law, POJK No. 51/2017 concerning sustainable finance, and
the obligation to report sustainability, create opportunities to examine how companies respond to
evolving regulations. Third, global investors are increasingly paying attention to environmental,
social, and governance (ESG) disclosure, including in Indonesia. Numerous companies on the
Indonesia Stock Exchange (IDX) have started implementing GRI (Global Reporting Initiative) and
the Task Force on Climate-related Financial Disclosures standards. However, the implementation
and quality of reports still vary, opening up a gap for more profound research. Fourth, in Indonesia,
there are indications that several companies are greenwashing or reporting that it is only cosmetic
without actual implementation. This is interesting to study to measure transparency and honesty
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in environmental reporting. Five, there is a gap with other ASEAN countries where Singapore,
Malaysia, and Thailand still dominate research on environmental disclosure in ASEAN. However,
Indonesia, as the largest economy in ASEAN, has characteristics such as more diverse levels of
compliance and unique regulatory pressures that have not been widely touched upon. Hence, this
study examines the audit committee’s role in relation to the board, environmental committee, and
the transparency of environmental governance.

This research uses agency, stakeholder, social exchange, and upper-echelon theories. Upper-
echelon theory believes that top management has a significant role in determining company
policy, including environmental disclosure (Hambrick, 2007). In addition, companies must be
able to demonstrate their existence to the broader community. Hence, board size has an impact
on environmental disclosure. Moreover, companies that carry out environmental disclosure
will gain more sympathy and trust from the public. Therefore, environmental disclosure allows
companies to demonstrate their commitment (Ofoegbu et al., 2018). Environmental disclosures
made by companies can be different from each other. Borrowing concept from social exchange
theory believes a group has a social relationship that tends to be structured around profit and loss.
This condition refers to how the audit committee tries to control the information disclosed to the
public by the environmental committee to avoid reputational risk and adverse market reactions.
Therefore, it must be ensured that implementing environmental disclosure as a benchmark for
environmental performance benefits the company.

From the stakeholder theory perspective, it is believed that companies must be able to
accommodate the needs of all stakeholders (Freeman, 1984). This environmental disclosure is
a key instrument for addressing stakeholder needs. Apart from that, environmental disclosure
shows how brilliantly the company is doing. Stakeholder theory believes environmental disclosure
plays a crucial role in decision-making for investors and other stakeholders (Yanto & Maulia,
2020). According to stakeholder theory, companies are expected to address the interests of all
stakeholders. Meanwhile, agency theory suggests the presence of information asymmetry between
the principal and the agent. Hence, environmental disclosure can minimize the asymmetry of
information.

The audit committee plays a crucial role in enhancing environmental disclosure. One
significant factor influencing environmental disclosure is the resources owned. Based on
resource-based theory, companies’ management depends on the resources they have (tangible
and intangible assets) (Barney, 2014). Intangible assets can be interpreted as human resources
who have minds. Therefore, the existence of board size is one of the elements that influence
environmental disclosure. Board size is one of the determining factors in environmental
disclosure. The number of board members can significantly influence the company’s decision-
making process. In addition, an adequate board size can improve the effectiveness of corporate
governance, which ultimately impacts environmental disclosure (Dao & Ngo, 2020). Prior
research explains that the relationship between the home region of the board of directors has a
different impact on environmental disclosure carried out by management. A larger board size can
increase environmental disclosure (Akbas, 2016; Khaireddine et al., 2020; Menicucci & Paolucci,
2022).

Furthermore, environmental committees have been shown to enhance environmental
disclosure (Dixon-Fowler et al., 2017). The duties of the environmental committee are centered
around environmental management and disclosure. It also aligns with the legitimacy theory,
which posits that companies must demonstrate their existence to the public. Environmental
disclosure serves as one such demonstration. It is important to note that not all companies have
an environmental committee. Some companies have a sustainability committee but have the
same duties as the environmental committee. This is evident from the existing research that the
presence of the Sustainability Committee positively affects environmental disclosure (Pinheiro et
al., 2023). However, environmental committees are also perceived as incapable of guaranteeing
environmental disclosure by companies (Tingbani et al., 2020). The lack of extensive research on
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the link between environmental committees and environmental disclosure highlights the need
for further study.

Another key factor is the audit committee’s role. The audit committee has an oversight role
in the company. However, the existence of the audit committee has so far received less attention.
The audit committee is a party that bridges internal and external interests. The Sarbanes Oxley
Act (2002) states that the audit committee oversees financial reporting quality and plays a central
role in corporate governance reform (Shankaraiah & Amiri, 2017). Corporate governance
mechanisms involving audit committees can provide benefits for minimising information
asymmetry (Cheynel & Levine, 2020; Nasution et al., 2020). Moreover, this mechanism can reduce
the existence of self-interest management in reporting disclosures (Buallay & Al-Ajmi, 2020).
Based on the social exchange theory, a proactive audit committee that supports transparency
will strengthen the relationship between board size and the environmental committee towards
environmental disclosure. When the audit committee prioritizes financial reporting and
protecting the company’s reputation, the audit committee will weaken the connection between
board size and the environmental committee towards environmental reporting and transparency.

Several studies have used audit committees as a moderating variable (Fuadah et al., 2022;
Sari et al., 2023). However, research on audit committees as a moderation in the research on the
impact of board size and the environmental committee on environmental disclosure remains
limited. Therefore, this study examines the audit committee’s role in environmental disclosure.
This research incorporates the audit committee as a moderating variable. It aims to use the audit
committee as a moderating variable. This study provides new insights into the audit committee’s
interaction and the relationship between board size, environmental committee, and environmental
disclosure.

Earlier research has explored the connections between various characteristics of the
corporate governance framework and environmental disclosure with different results (Akbas,
2016; Digdowiseiso et al., 2022; Vig, 2024; Wang & Sun, 2022; Welbeck et al., 2017; Yanto &
Maulia, 2020). Board size positively correlates with environmental disclosure in Indonesia
(Akbas, 2016; Amalia et al., 2022). However, large board size significantly negatively impacts
environmental disclosure in Kenya (Tarus, 2020). Research on the environmental committee has
been conducted, but inconsistent results remain. The environmental committee affects the level of
environmental disclosure (Liao et al., 2015; Peters & Romi, 2014). However, other studies confirm
no significant relationship between the environmental committee and environmental disclosure
(Odoemelam & Okafor, 2018).

For the audit committee variable, it has no relationship to environmental disclosure (Biger
& Feneir, 2019). Other studies recognise that the audit committee plays a role in influencing
environmental disclosure (Chariri et al., 2017; Hanjani & Kusumadewi, 2023). According to
agency theory, ownership and control are separated between the principal and agent (Jensen &
Meckling, 1976). Hence, companies are advised to have good governance to achieve company
goals. The alignment of goals between agents and principals will reduce agency costs. An adequate
number of board members will enable the resolution of conflicts between principals and agents
regarding environmental disclosure. These studies believe board size positively correlates with
environmental disclosure, indicating that larger boards are more likely to disclose environmental
information than smaller ones (Khaireddine et al., 2020; Ofoegbu et al., 2018; Velayutham et al.,
2017; Welbeck et al., 2017). A large board size allows the company’s management to be examined
closely.

The large number of directors can improve the quality of environmental disclosure. Based
on upper echelon theory, it is argued that top management characteristics influence organizational
decision-making, including environmental disclosure (Hambrick, 2007). A larger board size in a
company allows the disclosure of transparent environmental information. This condition is due
to more supervision and pressure from various parties. Board size influences the environmental
disclosure level (Gerged, 2021; Nuskiyaet al., 2021). Each board member can contribute to the
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company’s management according to their expertise. Hence, companies with the best and most
comprehensive quality can carry out good environmental disclosure. However, decisions on
environmental disclosure levels must be communicated to the entire board (Kathy Rao et al.,
2012). Given this context, the study proposes the following hypotheses:

H,: Board size has a significantly positive correlation with environmental disclosure

Establishing a committee that focuses on environmental governance is seen as a capital
resource for the company. The committee’s experience and expertise are crucial in enhancing the
quality of environmental reporting (Amran et al., 2014). The environmental committee plays a
key role in raising awareness of all environmental aspects within the company. This committee
sets targets and financial and non-financial awards to move all employees towards organizational
change, focusing on environmental care. This reinforces the expectation that the environmental
committee within the board of directors will oversee and advocate for management activities
while seeking to align the company with stakeholders’ interests (Peters & Romi, 2012).

Additionally, the company formed an environmental committee to tackle environmental
issues like strategic risk or any opportunities that tend to stakeholders’ perspectives (Jones &
Solomon, 2010). Hence, it is suitable with stakeholder theory that the company should elaborate on
all stakeholder’s expectations (Freeman, 1984). Thus, the presence of an environmental committee
helps meet stakeholders’ expectations. The existence of an environmental committee has been
proven to improve corporate environmental reporting (Dixon-Fowler et al., 2017). This condition
shows that the company is committed to dealing with environmental issues. The environmental
committee gives a good image about environmental governance (Faisal & Achmad, 2014; Gerged
et al.,, 2023). Hence, the proposed research hypotheses are as follows:

H,: Environmental committees exhibit a significantly positive correlation with environmental
disclosure

An audit committee in a company positively impacts environmental management reporting
(Pucheta-Martinez et al., 2021). Most of the current literature focuses on the direct interaction
of board characteristics and committee structure, while the potential moderating function of
the audit committee remains unexplored. This study highlights that specific audit committee
characteristics are crucial in ensuring the environmental data and information. Therefore, an
audit committee can improve the board’s performance in managing environmental disclosure. In
addition, the audit committee is also able to encourage the environmental committee to carry out
comprehensive environmental disclosure. The audit committee can supervise and ensure that the
environmental committee completes work related to environmental disclosure.

From the agency theory perspective, there is a gap in information between management and
owners (Jensen & Meckling, 1976). Based on agency theory, an audit committee can reduce the gap
in information between management and the owner. An effective audit committee enhances the
information and adheres to established standards. Hence, its presence bridges the gap concerning
environmental issues. The audit committee can be the primary supervisor directing the board
to accommodate environmental issues. The audit committee’s position is to be a balancer and
guardian of transparency to ensure that environmental disclosure remains one of the priorities of
the company board (Rezaee, 2005). Therefore, this research has the following hypotheses:

H,: Audit committee can strengthen the influence of board size on environmental disclosure

From the perspective of theoretical stakeholders, companies must accommodate all
stakeholders’ interests (Freeman, 1984). Hence, the environmental committee shows the company’s
commitment to meeting stakeholders’ needs regarding environmental issues. This committee is
designed to face and solve all problems related to the environment. However, the environmental
committee does not directly control preparing environmental discourses. The preparation of
environmental disclosure involves several parties. This condition leads to an environmental
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committee that is only a symbol. Furthermore, the existence of environmental disclosure is used
only to defend the social legitimacy of the company. In addition, social exchange theory argues
that there needs to be a reciprocal relationship commensurate with an action (Davis-Sramek et
al.,, 2022). Therefore, this committee considers whether the environmental disclosure carried out
by the environmental committee follows the cost-benefits concept or only creates inefficiency in
using funds.

Therefore, the audit committee functions as a governance mechanism that ensures the
quality of the environmental disclosure framework and is free from greenwashing practices. The
audit committee can encourage the environmental committee to carry out its role optimally.
Hence, an effective audit committee can encourage the environmental committee in terms of
transparent disclosure of environmental issues and environmental management carried out by the
company. However, the committee can also weaken the interaction between the environmental
committee and environmental disclosure. The audit committee’s incompetence in environmental
issues makes him ignore these things. This situation may weaken the connection between the
environmental committee and environmental disclosure. The audit committee only focuses on
financial statements in the profit figures. Environmental issues are considered uninteresting, so
when the environmental committee works, it is considered a waste of time. Hence, this research
presents the following hypotheses:

H,: Audit committee can weaken the impact of the environmental committee on environmen-
tal disclosure

Board Size b»
T H, Environmental
Audit Disclousure
Comittee
Environmental o Firm Size
Comittee 2

Figure 1. Conceptual Research Model

METHODS

This paper combines two corporate sectors producing carbon in their operational processes.
This study examines 23 manufacturing and mining firms on the Indonesia Stock Exchange (IDX).
The selection reason for the manufacturing and mining sectors is because these companies are
included in the category of companies whose operational activities produce large amounts of
carbon and trigger environmental damage (Tzouvanas et al., 2020). Based on Table 1. the research
sample used a purposive sampling method by considering three criteria: having registered on the
IDX from 2019 to 2023. This research focuses on the internal governance of the company. Hence,
this study does not consider temporary external influences, including the COVID-19 pandemic.
The sample criteria used were annual and sustainability reports from 2019 to 2023, using Global
Reporting Initiative (GRI) standards for sustainability reports from 2019 to 2023. This is because
companies that implement GRI can better represent best practices in environmental disclosure.
There are 23 companies in this study with observation periods of five years from 2019 to 2023.
Thus, the total number of data observations was 115.

Based on Table 2 explains the operational variable. Environmental disclosure is calculated
as the number of GRI disclosures divided by the total GRI standards, then multiplied by
100%. Environmental disclosure (ED) is information about environmental responsibility by
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Table 1. Sample Selection Criteria

No Criteria Number

1.  Mining and manufacturing companies publicly traded on the Indonesia Stock 238
Exchange consecutively during 2019-2023

2. Mining and manufacturing companies that did not release annual sustainability (200)
reports consecutively during 2019-2023

3. Mining and manufacturing companies that did not use GRI Standards in preparing (7)
sustainability reports consecutively during 2019-2023

Data Outlier (8)

Number of Selected Companies (i) 23

Number of Observation Year Periods (t) 5

Total Observations (i x t) 115

Source: Data Processed (2024)

companies that publish annual or sustainability reports. The independent variables are board
size, environmental committee, and audit committee. Additionally, this study includes firm size
as a control variable. It employs Moderating Regression Analysis through SPSS 26.

Table 2. Definition and Measurement of Research Variables

Variable Explanation Measurement
Environmental  The disclosure of information Calculated as the company discloses items
Disclosure (ED)  on the company’s environmental divided by the total items based on GRI

responsibility. It serves as a key metric ~ Standards multiplied by 100%
for evaluating firm performance. (Papa et al., 2022)

Board Size (BS)  The number of members on the board Number of Directors and Commissioners

of directors (Akhter et al., 2023)
Environmental A board committee responsible for Number of committee meetings
Committee (EC) managing environmental issues in the ~ (Abdullah et al., 2024)

company
Audit A committee that functions as a Number of audit committee meetings

Committee (AC) supervisory body and a bridge between (Hashmi et al., 2022)
the needs of external and internal
parties. The audit committee as a

moderating variable.
Firm Size (FS) Company size as a control variable, Logarithmic transformation of total assets
which is reflected in total assets (Baalouch et al., 2019)

Source: Data Processed (2024)

RESULTS AND DISCUSSIONS

Table 3 provides the descriptive statistics for environmental disclosure. The minimum
disclosure score observed was 7%, suggesting a generally low awareness among companies
regarding the importance of environmental disclosure. This minimum score was attributed to
PT. Gudang Garam Tbk is a company operating in the tobacco industry. The low disclosure score
for PT. Gudang Garam Tbk because environmental disclosure is perceived as voluntary and,
therefore, not mandatory. In contrast, the maximum disclosure score of 86% suggests a strong
understanding of the importance of environmental disclosure. Companies achieving this
maximum score include PT. Vale Indonesia Tbk, PT. Timah Tbk, and PT. Indo Tambangraya
Megah. PT. Vale Indonesia Tbk, initially a state-owned enterprise that is now under private
ownership, has a well-established practice of environmental disclosure. PT. Indo Tambangraya
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Megah is a private company focused on coal exploration and sales. On the other hand, PT. Timah
Tbk is a state-owned Indonesian company engaged in nickel mining that operates in sectors where
fulfilling environmental disclosure requirements is crucial. This likely drives these companies to
prioritise comprehensive environmental disclosure.

The board size varied between 6 and 23 members. The audit committee meetings held
a minimum of three meetings per year. Meanwhile, the environmental committee met an
average of only once per year. Notably, the maximum number of environmental committee
meetings reached 24 per year. However, a minimum value of 0 suggests that some environmental
committees held no meetings during the year. This condition shows that the environmental
committee in the company is only a symbol. Following the legitimacy theory state, creating an
environmental committee is a form of maintaining the company’s existence in the perception of
society. The average number of audit committee meetings was 13, with a minimum of 3 and a
maximum of 77. The number of audit committee meetings may impact the extent of discussions
and decisions related to environmental disclosure practices. Regarding company size, the average
was Rp 45,937,596,289,888.7660, with a minimum of Rp 759,828,977,658.00 and a maximum of
Rp 445,679,000,000,000.00.

Table 3. Summary of Descriptive Analysis

Obs Mean Std.Dev Min Max
ED 115 0.466 0.207 0.07 0.86
BS 115 11.243 3.465 6.00 23.00
EC 115 1.313 3.449 0.00 24.00
AC 115 13.860 13.095 3.00 77.00
ES 115 45.937 80.042 759.828 445.679

Source: Output IBM SPSS Statistic 26 (2024)

Based on the Kolmogorov-Smirnov Test, the Monte Carlo normality test results indicated
that the data is typically distributed. A Monte Carlo significance value (2-tailed) of 0.233 was
obtained, exceeding the significance threshold of 0.05. Therefore, the assumption of normality for
the data is met. The tolerance values exceed 0.10, and VIF values below 10. This means that high
correlation among the models is not an issue in this study. Then, in the Glejser test,p-values for all
variables exceed the 0.05 threshold. The Durbin-Watson statistic was 1.889, within the acceptable
range of 1.090 to 2.2317, so there is no autocorrelation. Based on the fundamental assumption
in classical regression analysis, the test above shows that the variables in this study have met all
the classical assumptions. The R Square value is 0.242. This indicates that the influence of the
board variable, environmental committee, control variable, and moderation on environmental
disclosure is 24.2%

Table 4. Summary of Fundamental Assumptions in Classical Regression Analysis

Test Value
Kolmogorov-Smirnov Test (A Monte Carlo -2-tailed) 0.233
Multicollinearity Test <0.10 and VIF > 10
Glejser Test <0.05
Durbin -Watson 1.889
R Square 0.242

Source: Output IBM SPSS Statistic 26 (2024)

The board size has a significantly positive correlation with environmental disclosure.
This study found a significance value of 0.331 > 0.05, which means the first hypothesis (H1)
is rejected. This shows that the board size does not significantly affect environmental disclosure.
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The larger the board size company, the more difficult it will be to make decisions. A large number
of boards will undoubtedly lead to different understandings and perceptions from one another.
The many differences in understanding have caused the issue of environmental disclosure to be
forgotten. The decisions on environmental disclosure levels must be communicated to the entire
board (Kathy Raoetal.,2012). Hence, itleads to slow decision-making in many aspects. In addition,
many boards create inefficiency and are more difficult to control (Jensen, 1993). Companies are
more likely to be concerned with financial disclosure than environmental disclosure (Rinsman
& Prasetyo, 2020). This result aligns with previous research that shows that board size does not
affect environmental disclosure (Latif et al., 2020; Odoemelam & Okafor, 2018; Rouf & Al-
Faryan, 2022). In addition, board size cannot influence environmental disclosure because the
fragmentation of responsibility for environmental issues is unevenly distributed. There are no
board members who explicitly encourage increased environmental disclosure. In addition, the
lack of board expertise in the environmental field is one of the factors causing the neglect of
environmental disclosure issues. More specifically, the possibility of free riding causes a lack of
adequate supervision (Lipton & Lorsch, 1992). Hence, this result does not confirm agency theory.

This result shows that other perspectives should be used to determine the board. From
the upper-echelon theory, the company’s strategic decisions are influenced by the individual
characteristics of the board members, including their background, education, experience,
and personality). Upper echelons theory believes that the executives’ knowledge, values , and
characteristics influence the decisions they make in company affairs (Hambrick, 2007). Hence,
the board’s size alone cannot guarantee the implementation of environmental disclosure in a
company. Referring to resource-based theory argues that companies depend on their internal
resources (Barney, 2014). Hence, companies should consider tangible and intangible resources
to maximize the board’s role in environmental disclosure.

Table 5. Summary of Moderating Regression Analysis

Sig

Hypothesis Hypothesis Statement B t (<0.05) Result
H1 Board size has a significantly positive
correlation with environmental 0.008  0.976 0.331 Rejected
disclosure
H2 Environmental committees exhibit a

significantly positive correlation with 0.026  2.597 0.011** Accepted
environmental disclosure

H3 Audit committees can enhance the
influence of board size on environmental 0.000 -0.278 0.782 Rejected
disclosure

H4 Audit committee can weaken the
impact of the environmental committee  -0.001 -2.161 0.033** Accepted

on environmental disclosure

Source: Output IBM SPSS Statistic 26 (2024)
Note: **significant at a=5%

The environmental committees exhibit a significantly positive correlation with environmental
disclosure.

The hypothesis testing results present a significance value of 0.011 < 0.05, which means
the second hypothesis (H2) is accepted. The environmental committee is a committee that
primarily focuses on environmental management and disclosure. The results showed that the
environmental committee positively affects environmental disclosure. The existence of an
environmental committee can improve the quality of environmental disclosure (Faisal & Achmad,
2014; Liao et al., 2015; Peters & Romi, 2014). When linked to legitimacy theory, the existence of
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an environmental committee shows that the company is compliant and acts according to existing
norms. This can increase the company’s legitimacy in the public eye.

In more depth, the existence of an environmental committee in the company can meet
stakeholders” expectations. Under the stakeholder theory, companies must be able to meet all
stakeholders’ needs. One of the needs of stakeholders is information related to environmental
issues related to the company’s operational activities. Hence, the environmental committee is
essential committee to achieve high environmental disclosure. The Environmental committee
consists of individuals with expertise in the environmental or sustainability field so that they
understand the company’s environmental policies. The committee encourages companies
to comply with environmental regulations and be more publicly responsible. Grounded in
legitimacy theory, an environmental committee shows that companies are serious about handling
environmental issues. This increases the legitimacy of the company.

In addition, the environmental committee acts as a representative of stakeholders concerned
with sustainability issues. Based on the agency theory shows that pressure from stakeholders
encourages the environmental committee to facilitate more comprehensive environmental
disclosure. Furthermore, the environmental committee monitors environmental risks and
enables management to improve sustainability reports. Therefore, an environmental committee
enhances environmental disclosure (Baalouch et al., 2019; Pisano et al., 2022). The environmental
committee can improve environmental governance and increase company compliance with related
regulations. In addition, improved environmental disclosure quality can elevate a company’s
value. There is a continuous interplay between environmental disclosure and company value.
Therefore, an environmental committee can provide economic benefits for the company.

The audit committees can enhance the influence of board size on environmental disclosure.

As the significance value of 0.782 is above 0.05, the third hypothesis (H3) is rejected. The
audit committee could not moderate the relationship between board size and environmental
disclosure. Environmental disclosure is still complementary, so the board of directors does not
consider it. The audit committee is not directly involved in structural management, so the audit
committee cannot play a role in this relationship. In addition, the audit committee cannot pressure
the board of directors to make environmental disclosures. This is due to the assumption that the
audit committee only focuses on tasks related to the quality of financial reporting.

In addition, the size of the board, which will bring up many thoughts, considers that
environmental disclosure is voluntary and does not have to be prioritized. Based on the
legitimation theory, companies use environmental disclosure to maintain legitimacy. Therefore,
the council focuses on managing legitimacy and is not specific to environmental issues.
Meanwhile, Indonesia adheres to a two-tier system, meaning the audit committee only acts as a
supervisor (Pérez-Cornejo et al., 2019). Therefore, the audit committee cannot support or reduce
the board’s implementation of environmental disclosure. This condition reflects the separation
of powers, which means that the audit committee has no authority to manage the company’s
decisions. The audit committee focuses more on financial supervision so that moderation of the
relationship between board size and environmental disclosure becomes insignificant. Therefore,
an audit committee in this model cannot suppress information asymmetry between the principal
and agent regarding environmental disclosure. This condition is also possible because the audit
committee controls environmental disclosure issues less. Therefore, an audit committee with
environmental management and disclosure competencies is crucial.

The audit committee can weaken the impact of the environmental committee on environmental
disclosure.

According to Table 10, hypothesis testing demonstrates a significance value 0f 0.041 (<0.05),
while the beta value stands at -0.001. The findings reveal that the audit committee negatively
moderates the link between the environmental committee and environmental disclosure. This
means an audit committee weakens the relationship between the environmental committee and
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environmental disclosure. This condition is caused by the environmental committee assuming
the audit committee already addresses environmental issues. Hence, it might reduce their efforts,
leading to less impactful environmental disclosure.

Although environmental committees positively impact environmental disclosure, an audit
committee as a moderator reduces the incentive for environmental disclosure. Moreover, the
audit committee is a supervisor focusing on reporting integrity and financial reporting standards.
Therefore, audit committees prioritize accuracy and litigation risk over environmental disclosures.
Certain audit committees lack awareness of the significance of environmental disclosure. This
condition is due to the audit committee’s background, which does not focus on the environmental
sector. The committee considers that environmental issues do not directly impact the company’s
central performance, so environmental disclosure is not a concern for them. Therefore, an audit
committee can weaken the interaction among board size and environmental disclosure.

Furthermore, the audit committee focuses more on legal and financial compliance risks,
so environmental disclosure tends to be neglected. This is supported by the shareholder theory
that companies must maximize profits for shareholders. Environmental disclosure is considered
unnecessary and adds to costs. The impact of environmental disclosure on the company’s
profits is not direct. This is supported by the social exchange theory that companies disclose by
weighing costs and benefits (Davis-Sramek et al., 2022; Homans, 1958). The costs incurred for
environmental management and disclosure activities are considered too large, and the impact is
insignificant for the company, so the company chooses not to disclose the environment. Hence,
the audit commission, which focuses on investor profits, will undoubtedly lead to minimizing
costs, including environmental disclosure costs.

CONCLUSIONS

This study proves the empirical result board does not affect environmental disclosure.
Hence, companies must start considering the educational background and experience of the
board. Based on the upper echelon theory, the executive’s background determines company
policies. Therefore, directors must have quality individual character. This research also shows that
environmental committees affect environmental disclosure. The existence of an environmental
committee can improve the quality of environmental disclosure. Additionally, establishing a
dedicated committee tasked with managing and disclosing environmental information is crucial.
In addition, the environmental committee can maintain the accountability of the company’s
environmental disclosure. Hence, the effectiveness of the environmental committee must be
enhanced. This research also found that the audit committee could weaken the relationship
between environmental committees and environmental disclosure. However, the audit committee
could not moderate the relationship between the board and environmental disclosure.

This study adds to the existing literature by advancing environmental disclosure practices.
It addresses a gap by exploring the previously overlooked role of the audit committee as a
moderating factor in the relationship between the board, the environmental committee, and
environmental disclosure. This research also holds practical implications for management
accounting professionals, highlighting the importance of environmental committees in enhancing
the quality of environmental disclosure.

Our findings believe companies must consider the board size to enhance environmental
transparency. Moreover, based on upper-echelon theory, it is argued that executive characteristics
greatly influence a company’s decision-making. Hence, further research can focus on experience,
education, and independence. Furthermore, the audit committee is vital in shaping corporate
environmental disclosure. Therefore, companies should prioritize the effectiveness and
performance of their audit committees.

This research has caveats. First, this research only focuses on Indonesia. Hence, it cannot
be compared with other countries. Second, this research could not be generalized due to the small
sample size. Future research should expand the number of samples and explore longitudinal data.
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Third, this paper considers only a board size. Further research could focus on broad backgrounds
like education, experience, and character. Based on upper echelon theory, the executive’s
background determines the firm decision. Third, audit committees only use the number of
meetings proxy. Hence, future studies could incorporate human resources theory and examine
the moderating impact of other audit committee characteristics such as educational background,
professional experience, gender diversity, and independence.
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