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Abstract. This study aims to examine the effect of Corporate Governance Structure (CG) and Corporate Social Responsibility (CSR) on
Financial Difficulties. The contribution of this research is to explore the truth of CG goals and achieve quality CSR reporting and can
provide solutions to conditions before and when companies experience financial difficulties and provide things that are considered
important to anticipate the possibility of financial difficulties. CG in this study uses the size of the audit committee and independent
commissioners, then CSR is measured by the quality of CSR disclosure. The data analysis method used is multiple linear regression. The
results of this study are the audit committee has no effect on financial difficulties but the independent commissioner has a negative effect
on financial difficulties. The contribution of the proportion of independent directors apparently contributed more to the proportion of the
number of audit committees. The proportion of the audit committee is not able to minimize or even be a solutive effect on the financial
difficulties of companies in Indonesia. The audit committee is a form of responsibility for compliance with government regulations only.
The test results also support the influence of CSR on financial difficulties assuming that the quality of CSR disclosure has a significant
negative effect on corporate financial difficulties. Disclosure and implementation of CSR activities can have an effect to minimize if in the
future the company experiences financial difficulties, the guarantee of funds will remain well distributed so as to minimize the financial
difficulties experienced by the company.
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1. Introduction

Problems of financial difficulties often occur in both large and small companies. Financial difficulties as a
condition where the company's finances are in an unhealthy state, or a crisis that occurred before bankruptcy. In
Indonesia there are a number of examples of cases that show the condition where companies in Indonesia
experience financial difficulties. Some examples of companies in Indonesia experiencing financial difficulties
such as PT. Asuransi Jiwasraya who is experiencing financial difficulties so that it results in late payment of the
policy due (source: anonymous, www.cnbindonesia.com). Another example is the company PT. Krakatau Steel
Persero Thk (KRAS). This state-owned steel company is repeatedly troubled by problems. For 7 years in a row
this company suffered losses and mass layoff issues until the resignation of independent commissioners recently.
In addition, there is also PT. Garuda Indonesia Persero Thk, which was recently highlighted by aviation public
because it suffered losses of up to Rp. 2.45 trillion which shows the financial difficulties at this company (Mufti,
2019).

In its management system, companies must implement good corporate governance because it allows a company to
experience a healthy condition and in good financial condition. Achievement of a financially healthy company is
obtained through the results of management interaction in managing funds and the environment around the
company both internal and external environment (Nuresa, 2013). Companies that experience financial difficulties
relatively have weaknesses in corporate governance (Lu and Chang, 2009). The better corporate governance by a
company, the better the performance of a company is expected. Based on these assumptions, it can be concluded
that the failure of the company in overcoming financial difficulties due to poor corporate governance, for
example, inappropriate decisions made by management or lack of efforts to oversee financial conditions so that
there is improper use of funds (Nuresa, 2013).

Corporate governance has become very important in Indonesia after the financial crisis in Asian countries,
including Indonesia, in 1997. The establishment of an audit committee is one of the important things in creating
good corporate governance. The audit committee is expected to be effective and focus on optimizing shareholder
wealth and prevent maximization of personal interests by top management (Nuresa, 2013). The audit committee is
a strategy of the company's success and efforts to achieve the success of a company. Emrinaldi (2007) states that
the more the number of independent commissioners in a company, the smaller the potential for financial
difficulties because supervision of the implementation of company management gets more supervision from an
independent party.

Every company tends to need support or injection of funds from investors. The funding support is one of the
solutions in anticipating the problem of financial difficulties in order to achieve the image (picture) of a company
with a good reputation. One way to maintain the good name of the company so that investors and shareholders
trust is by disclosing quality corporate social responsibility. Disclosure of Corporate Social Responsibility (CSR)
provides company information to the public relating to the environment, employees, customers, communities and
energy used by the company (Said, Zainuddin and Haron, 2009). Disclosure of CSR is also based on Republic of
Indonesia Law No. 40 of 2007 article 74 concerning social and environmental responsibility states that social and
environmental responsibility, namely "the Company which carries out its business activities in the field and or
related to natural resources must carry out social and environmental responsibility”. This law is further
strengthened by Government Regulation of the Republic of Indonesia No 47 of 2012 concerning Social and
Environmental Responsibility of Limited Liability Companies article 2 states that every Company as a legal
subject has social and environmental responsibility.

Disclosure and implementation of CSR activities provide several benefits such as products favored by consumers
and investors, sales and market share increases, brand positioning becomes known, employees become loyal and
operational costs fall (Kolter and Lee, 2005). This has led companies in Indonesia to generally disclose CSR
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voluntarily in the company's annual report. Few companies in Indonesia have even disclosed CSR reports
separately, known as standalone reports. Several other companies disclose CSR by using external verification
services (assurance) and reporting guidelines. Basically CSR information disclosure through standalone report,
assurance and reporting guidelines aims to improve the quality of disclosure. Standalone report focuses on social
and environmental information aimed at stakeholders (Dhaliwal et al., 2012; Anugerah, Saraswati, Andayani,
2018). Assurance services can increase the credibility of CSR reporting (Cohen & Simnett, 2015; Habek &
Wolniak, 2015; Anugerah, Saraswati, Andayani, 2018). The third reporting practice is to guide the preparation of
the report, namely the Global Reporting Initiative (GRI). The use of the GRI reporting framework is used as a
guide to standardizing sustainable reports internationally (Gray, 2001). The GRI Guidelines are used as a guide in
the preparation of ongoing reports, to enhance the credibility of information disclosed by companies.

The quality of CSR disclosure is important to pay attention to in order to control social and environmental risks
(Gray, 2001; Quattrociocchi et al., 2019; Wu & Hu, 2019) and produce relevant information for stakeholders.
However, in research conducted by Anugerah, Saraswati, Andayani (2018) using a quality measurement
framework made by Michelon, Pilonato, & Ricceri (2015) as a tool to measure the quality of CSR disclosure in
the Indonesian state, different assumptions were found that state voluntary practices from the stand alone report,
assurance and reporting guidelines do not improve the quality of disclosure. Friedman (1970) also states that
disclosures have high quality when able to provide useful information to external users.

These different assumptions form the basis of research in research. So as to be able to explore the truth of
corporate governance goals and achieve quality CSR reporting. This research can also provide solutions to
conditions before and when the company is experiencing financial difficulties and provide things that are
considered important to anticipate the possibility of financial difficulties.

2. Literature review

2.1. Agency Theory and Stewardship Theory

Agency theory has its basis in economic theory which was coined by Alchian and Demsetz (1972) and developed
by Jensen and Meckling (1976). Agency theory is defined as the relationship between principals such as
shareholders and agents such as managers and corporate executives. Clark (2004) states that the owner delegates
his company to Principal directors and managers or the company owner pays the agent to carry out his work.
Daily et al (2003) state that there are two factors that can arise in agency theory. First, this theory can reduce the
corporation of two participants, namely managers and shareholders. Second, agency theory states that employees
or managers focus more on their own interests. The basic premise of agency theory between the owner and agent,
as stated by Jensen and Meckling (1976), is that there is a contractual relationship between the owner and agent.
In agency theory, shareholders expect that agents act and make decisions in accordance with the interests of the
owner. Instead, the agent does not make the best decision in accordance with the interests of the owner. Agency
problems arise from the separation of owner and control in agency theory as stated by Davis, Schoorman and
Donaldson (1997). In agency theory, agents can act in their own interests, and behave opportunistically. Providing
incentives to the agent will result in the agent focusing on the interests of the owner. Agency theory further
explores the relationship between owner and management structure. The separation between owner and agent
allows the agency model to be applied to harmonize between management and owner's goals. In family
businesses, management consists of family members, so agency costs can be minimized (Eisenhardt, 1989).

In contrast to agency theory, stewardship theory focuses on non-economic influences (Mason et al, 2007). Agency
theory provides the view that governance is based on economic interpretations of relationships in organizations,
stewardship theory is more a series of non-financial motivations of management activities. These management
activities include the need for achievement and recognition, intrinsic satisfaction achieved from successful
performance and full ethical work. The basic premise of stewardship theory is stated by Donaldson and Davis
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(1991) that managers are stewards of the corporation and work to obtain high profits and returns for shareholders.
The financial performance of the organization and shareholder wealth will be maximized by empowering
managers to work with authority that does not burden and remains responsible.

Stewardship theory emphasizes more on managers acting as stewards who are a team and are not motivated by
individual goals, but are motivated by goals that are aligned with the owner's goals (Davis et al, 1997).
Stewardship theory positions managers as rational and opportunistic individuals who will maximize their own
utility. The basis of the Stewardship model is a culture of trust between owners and managers (Mason et al, 2007).

2.2. Audit Committee and Independent Commissioner

Financial Services Authority Regulation No. 55/POJK.04/2015 concerning the Establishment and Guidelines for
the Work of the Audit Committee states that the Audit Committee is a committee formed by and responsible to
the Board of Commissioners in helping to carry out the duties and functions of the Board of Commissioners. The
Audit Committee consists of at least 3 (three) members who are from Independent Commissioners and Parties
from outside the Issuer or Public Company. The audit committee is chaired by an Independent Commissioner.
The Audit Committee acts independently in carrying out its duties and responsibilities.

Article 10 explains that the Audit Committee has the duty and responsibility to review financial information,
review compliance with laws and regulations, provide independent opinions in the event of disagreements
between management, provide recommendations to the Board of Commissioners, examine internal auditors'
audits, review risk management activities, examines complaints about the accounting process and financial
statements and provides advice to the Board of Commissioners if there is a potential conflict of interest of the
issuer and maintains the confidentiality of the issuer's documents, data and information.

2.3. Corporate Social Responsibility

The concept of CSR emerged around the 1950s, after which it developed in the USA and Europe. CSR is a
company's commitment to contribute to sustainable economic development, working with employees, their
families, local communities and the larger community to improve their quality of life (World Businesses Council
for Sustainable or WBCSD, 2004). Servaes and Tamayo (2013) state that this definition consists of components in
CSR research, namely: community, human rights, the environment and treatment of employees.

Several studies have shown the contribution of CSR activities that can be used to reduce risk. Attig et al. (2013)
describe three channels for CSR and risk relationships. First, by increasing a company's relationship with
stakeholders, this can improve the long-term sustainability of the company. Secondly, by engaging in CSR
activities, a company shows efficient use. Third, with positive CSR involvement, companies can reduce the
likelihood of costs associated with socially irresponsible behavior. In line with their postulations, Attig et al.
(2013) shows a positive relationship between CSR activities of companies and credit ratings. This is reinforced by
the findings of Kim et al. (2014) who discovered the contribution of CSR in reducing the risk of stock price
collisions.

2.4. The relationship between the audit committee and financial difficulties

The audit committee must have enough members to carry out its responsibilities so that the audit committee is
effective in carrying out its duties in monitoring and controlling the activities of the board of directors (Rahmat et
al., 2009). Based on BAPEPAM-LK regulation No. IX of 2004 concerning "the establishment and
Implementation Guidelines for the work of the audit committee”, the audit committee has at least three members
who are considered capable of protecting the interests of shareholders. Based on the theory of resource
dependency, it can be assumed that the increasing number of members will make the audit committee have more
resources, especially to deal with problems that are being experienced by the company. Therefore, the
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effectiveness of the audit committee will increase when the size of the committee also increases so as to prevent
the company from financial difficulties. Based on the description above, the following hypothesis is formulated:
H1: The size of the audit committee has a negative effect on financial difficulties

2.5 Relationship between independent commissioners on financial difficulties

The Independent Commissioner has a function to oversee the performance of directors in running the company as
well as the implementation of good corporate governance in addition to the board of commissioners in the
company. The independent board of commissioners monitors the performance of the board of directors led by the
director and acts independently without any influence from parties in the company. Research conducted by Hong-
xia Lie, et al. (2008) succeeded in proving that the proportion of independent directors was negatively related to
financial distress. These results support research conducted by Nur (2007) which states that there is a significant
negative effect of the proportion of independent directors on financial distress. The higher the proportion of
independent directors, the smaller the possibility of financial distress. Based on the description above, the
hypothesis is formulated as follows:

H2: Independent Commissioner has a negative effect on financial difficulties

2.6 The relationship between CSR and financial difficulties

Godfrey (2005) theorizes that CSR can provide protection such as insurance when a company enters a crisis. For
example, companies with proactive CSR involvement in managerial practices such as environmental assessment
and stakeholder management (Wood, 1991) tend to be able to anticipate and reduce potential sources of business
risk, such as potential government regulations, labor unrest, or environmental damage (Orlitzky & Benjamin,
2001).

Smith and Stulz (1985), who explain that companies that maximize value rationally acquire risk management
instruments when companies expect financial difficulties in the future. This is because the most valuable risk
management instruments for companies when the expected financial distress costs become so burdensome that
bankruptcy becomes close. CSR involvement can be used as an instrument of risk management in the hope that
previous CSR involvement can reduce the cost of distress and will reduce the possibility of bankruptcy. Based on
the description, the suggested hypothesis is:

H3: CSR has a negative effect on financial difficulties

3. Research Methods

3.1 Population

The population in this study are all companies listed on the Indonesia Stock Exchange (IDX). Companies engaged
in the field of natural resources (SDA) were not included in this study on the grounds there were differences in
obligations in reporting CSR. Companies engaged in the field of natural resources are required to report their
social responsibility in accordance with Law number 40 of 2007 article 74, while companies other than these
fields are still voluntary. This research focuses on voluntary CSR reporting, so companies engaged in natural
resources are not included in the population.

3.2 Research Samples

Samples were taken from the companies financial statements. The sampling method used in this study is
nonprobability sampling with a purposive sampling technique. Purposive sampling is a sampling technique based
on a certain or specific criteria (Sekaran & Bougie, 2013: 252). The criteria used to take this research sample are:
1. Companies listed successively on the Stock Exchange from 2014 to 2016.

2. The company issues a stand-alone report or an annual report that can be accessed from both the IDX and the
company's website.

3. The company has CSR or sustainability information in the annual report.
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Year from 2014 to 2016 was chosen as the sample of this study because in that year it was a period of using GRI
G4 in Indonesia. This was chosen by the researcher to get specific results. The sample in this study are (see Table
1).

Table 1. Sample Selection

No. | Sample Selection Total

1 Public companies listed on the Indonesia Stock Exchange from 2014 to 2016 1538

2. Companies engaged in the field of natural resources listed on the Stock Exchange from 2014 to | (185)
2016

3. Sample Selection 1353

From the population that has been determined, researchers then determine a sample that represents the population
using the Slovin formula (Sevilla et al, 2007). Application of Slovin formula can be seen in the following formula.
n=N/1+Ne;

Information:

n = Sample size

N = Population Size

e = significance level (5%)

Researchers used the Slovin formula to get the number of samples to be used in this study. The details are as
follows:

n=N/1+Ne;
n = 1353/1+1353(0.05)2 = 308.72 = 309
Information:

n = Sample size
N = Population Size
e = significance level (5%)

3.3. Operational Definition and Measurement

3.3.1. Independent Variable

Corporate governance

Corporate Governance in this study was measured using the size of the audit committee and the size of the
independent commissioner. The size of the audit committee is the number of people serving on the audit
committee, while the size of the independent commissioners is the percentage of the Independent Commissioners
divided by the number of the board of commissioners.

CSR

The independent variable in this study is CSR which is measured by the quality of CSR disclosure. Researchers
used the Michelon, Pilonato, & Ricceri (2015) model to evaluate the quality of CSR disclosures. Measurement of
disclosure quality consists of quantity (relative quantity), information density (density), accuracy of information
(accuracy), and management approach (managerial orientation). Relative quantity measures how many items are
expressed by a company compared to the average of items expressed by other companies in the same industry.
Relative quantity can be seen in the following formula:

RQT, = DISC; — DISC,
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Information:
RQTit = Relative quantity index for company i in year t.
Discit = The number of items disclosed by company i in year t.

DISC;, = Estimated level of company disclosure i in year t

Density measures how many sentences are relevant to the GRI G4 core options compared to the total sentences
expressed. Density can be seen in the following formula:

1 -E:![
DEN;. = K—MZ C5R;;
j=1
Information:
DENit = Desity index for company i in year t.
Kit = The number of items disclosed by company i in year t.

CSRit =The value is 1 if sentence j contains CSR information on company iin year t, conversely the value is 0.

Accuracy measures the way a company discloses information, such as disclosing information in qualitative,
quantitative or monetary sentence form (in currency). Accuracy can be seen in the following formula:

L 4
1
ACC;, = FZ{W? CSR;:)
it -
i1

Information:
ACCit = Accuracy index for company i in year t.

Nit = Number of sentences containing CSR information in the company report i in year t.
CSRijit = The value is 1 if sentence j contains CSR information on company i in year t, conversely the value is 0.
w = The value is 1 if the sentence j in company report i in year t is in the form of qualitative, the value is 2 if

the sentence j in report company i in year t is monetary.
Managerial Orientation measures the approach the company adopts in disclosing CSR information, whether using
the boilerplate or committed approach. The boilerplate approach is a company approach that tends to express
expectations and hypotheses in providing expectations in the future, and provides rules, initiatives and strategies
in expressing the results. While the committed approach is a company approach that tends to reveal the targets
and goals in the future, by disclosing the results and outputs of the realization that has been done. Managerial
orientation can ipe seen in the following formula:

1 (k
MAN; = — Z{{)Bfuc # RES;.)

it

i=1
Information:
MAN;i: = Managerial orientation index for company i in year t.
Nit = Number of sentences containing CSR information in the company report i in year t.

OBJit = The value of 1 sentence j on company report i in year t contains CSR information in the form of targets
and objectives, otherwise the value is 0.

RESit = The value is 1 if sentence j on company report i in year t contains CSR information in the form of
results and outputs, otherwise the value of 0.
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The four indices are then synthesized using the following formula:

1
4(RQT,, + DENs, + ACCs,+ MANs,)

Quality,, =

Information:

Qualityit = The quality of disclosure obtained from the combination of the four indices whose values have
been standardized.

RQTsit = Standardize relative quantity index for company i in year t.

Densit = Standardize density index for company i in year t.

ACCsit = Standardize accuracy index for company i in year t.

MANEsit = Standardize managerial orientation index for company i in year t.

In summary the disclosure variables can be seen in the table 1 below (Appendix 1). Disclosure variables consist of
Relative Quantity, Density, Accuracy, Managerial Orientation and Quality variables. CSR items using GRI and
Michelon, Pilonato, Richeri (2015) can be seen in Appendix 2. These items include environmental items, social
items, human rights items, community items and product responsibility items.

3.3.2. Dependent Variable

The dependent variable in this study is financial difficulty. financial difficulties are measured by the value of
earnings before tax (EBT). The greater the value of EBT, the less likely the company is experiencing financial
difficulties. Earning before tax (EBT) is used because if this ratio is high shows that the company can utilize its
assets rationally so that profits can be generated and reduce the possibility of financial difficulties (Rahmawati
and Hadiprajitno, 2015).

3.4 Data Analysis Methods

The method used in this study is multiple regression processed with the help of SPSS analysis tools. Before this
model was regressed it had passed the classic assumption test. The model used to measure the three variables in
this study are as follows:

FD =0+ Bl KA + B2 KI+ B3 CSR + ¢

Information:

FD = Financial Difficulties/Financial Distress
KA = The number of Audit Committee.

Kl = The number of Independent Commissioner.

CSR = Quality of Corporate Social Responsibility Dsiclosure.

4. Results of research and discussion

4.1. Descriptive statistics

This study examines the relationship of corporate governance (CG) and corporate social responsibility (CSR) in
minimizing or preventing financial difficulties. The independent variables in this study consisted of two, namely
CG, which was proxied by an audit committee (KA) and an independent commission (KI). Second is the CSR
variable which is proxied by the quality of CSR disclosure. The dependent variable in this study is financial
difficulty (FD). The results of descriptive statistical testing for this study are (see Table 2):
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Variabel N Minimum Maximum Mean Std. Deviation
FD 309 -8634034000000 64506779000000 2639542084485,43 7059705943047,021
KA 309 1 4 2,24 0,807
Kl 309 1 6 2,27 0,909

CSR 309 0,12 0,97 0,2636 0,13579

Descriptive statistical test results show that as many as 309 companies that were sampled listed on the Indonesia
Stock Exchange reached a figure of financial difficulty (FD was measured by earnings before tax) of
2639542084485.43 from 2014 to 2016. The lowest minimum value of FD achieved by sample companies from
2014 to 2016 that is equal to -8634034000000 while the highest FD (earinings before tax) value achieved is
64506779000000. The achievement of FD values in 390 sample companies from 2014 to 2016 is caused by the
average CG and CSR indicators that drive the achievement of FD values, where the average value of the audit
committee that is, 2.24 with a minimum range of audit committees that is 1 and the maximum number of audit
committees is 4. The average range of independent commissions for all samples is 2.27 with the minimum
number of independent committees that is 1 and the maximum maximum number is 6. Results the test also
showed the average achievement quality of CSR disclosure was 0.23 636 with a minimum quality range of 0.12
and a maximum quality of 0.97. Each average value on the independent variable is greater than the average value
so it can be assumed that the data for the independent variable varies. Whereas the dependent variable does not
vary.

The results of this test indicate that each company does not meet the standard number of audit committees and
independent commissions set in POJK No.55/POJK.04/2015 which requires a minimum number of audit
committee (KA) and independent commissioner (KI) to be around 3 people. This condition pushed the level of
financial difficulties in all sample companies to become high. This is supported by the quality of CSR disclosure
that does not even meet the average of 0.50%. CSR disclosure is bad in every sample company because the
number of KA and KI that do not meet the standard criteria is not able to provide a preventive effect in order to
minimize financial difficulties from 2014 to 2016 for all companies sampled.

4.2. Regression Test Results

In this study a logistic regression model was used to test the hypotheses of the relationship of corporate
governance (CG) and corporate social responsibility (CSR) to the variable of financial difficulties. The logistic
regression model will provide a significance value which is the contribution value of each CG (KA and KI) and
CSR variables to financial difficulties (FD) to determine the hypothesis decision. The level of significance for
hypothesis decisions is below 5% (<0.05). The regression test results are as follows (Table 3):

Table 3. Regression Test Results

Model Unstandardized Coefficients Standardized T Sig. Collinearity Statistics
Coefficients
B Std. Error Beta Tolerance VIF
(Constant) 1501967565066,944 1643504657669,089 0,914 0,362
1KA 252173998569,655 656777706380,595 0,029 0384 0,701 0532 1,880
Kl -1298548917685,295 587090259606,889 0,167 2,212 0,028 0,525 1,906
CSR -9004541324196,800 29901629566 76,884 -0,173 -3,011 0,003 0,907 1,102

The test results show the proxy measurement committee audit (KA) showed an insignificant significance value
that is equal to 0.701 (above 5%) so that hypothesis 1 in this study was rejected. This shows that the audit
committee has no significant effect on financial difficulties. This is in line with the assumptions developed by
Hanifah and Purwanto (2013) and Mayangsari (2015) which assume that the audit committee in a company has
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insignificant influence on financial difficulties. More and more audit committees sometimes make it difficult to
agree on decisions to improve financial performance. This is because the selection of the audit committee is still
based on opportunistic encouragement and intense closeness with the board of commissioners (Effendi in Siagian,
2004).

Inversely proportional to the proxy of an independent commissioner (KI). The test results show the significance
value of Kl is in the range of 0.028 (below 0.05) which shows the significance of Kl against FD with a coefficient
value of -1298548917685,295. This means that IC has a negative effect on financial difficulties and it can be
concluded that the more the number of independent commissioners, the lower the percentage of the possibility of
financial difficulties, therefore it can be concluded that hypothesis 2 suggested in this study was accepted. This
supports the assumptions developed by Elloumi and Gueyie (2001) which assume that the greater proportion of
independent directors in a company has a significant negative influence and reduces financial difficulties.
However, the different test results between the audit committee (KA) and the independent commissioner (KI)
which are the two main proxies in CG show that the governance system of companies in Indonesia has not
become a solutive governance system in minimizing corporate financial difficulties.

The test results also show that the level of significance of CSR on financial difficulties (FD) is around 0.003
(below 0.05) which shows the quality of CSR disclosure will be able to encourage a decrease in the value of
financial difficulties in the future. These results provide support for hypothesis 3, namely the application of CSR
can be an insurance to form trust in the efficiency of company resources which has implications for stakeholder
confidence so that the company's operational funds will increase through investment and will be a good solution
in reducing future financial difficulties in the company in Indonesia. These results provide support for the
assumptions developed by Godfrey (2005) and Smith and Stulz (1985) who assume the same thing.

Table 4. Adjusted R Square Value

Model R RSquare Adjusted R Square Std. Error of the Estimate
1 291a ,085 076 6786887573225
492

Table 4 shows the adjusted R2 value of the relationship between corporate governance (Kl and KA) and corporate
social responsibility (CSR) variables to financial distress (FD). The adjusted R2 value will show the value of the
contribution in the relationship of the independent variable to the dependent variable (Ghozali, 2009). This value
will explain what percentage of ability of the independent variable in explaining the dependent variable. The test
results show that the adjusted R2 value is around 0.076 (7.6%). So it can be concluded that the contribution of CG
through the proxy committee audit (KA) and independent commissioners (KI) and CSR to the magnitude of the
value of financial distress (FD) is only around 7.6% while the rest is explained by other variables.

5. Discussion and Conclusions

This study examines the relationship between corporate governance (CG) and corporate social responsibility
(CSR) on financial difficulties. The sample used in this study were all companies listed on the Indonesia Stock
Exchange (IDX) with the exception of companies engaged in natural resource development (SDA). The
observation period in this study is from 2014 to 2016. The CG variable measurement indicators use two proxies
namely the audit committee (KA) and the independent commissioner (KI) while CSR uses the CSR disclosure
quality index using the Michelon et al model. (2015).

The test results show that CG has no significant effect on financial difficulties. This is due to the absence of
synergy or conformity in the level of significance between the two proxies used where KA is not significant (H1
is rejected) while KI is significant (H2 is accepted). The contribution of the proportion of independent directors
apparently contributed more to the proportion of ownership of the audit committee. The proportion of the audit
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committee in fact was not able to minimize or even be the solutive effect of the company's financial difficulties in
Indonesia. The composition of the number of audit committees regardless of the amount can be said to be a
regulation which in fact does not bring profit because it does not become a point to optimize wealth. The most
likely reason is that the audit committee is a form of responsibility for compliance with government regulations in
BAPEPAM LK No. IX of 2004 and BAPEPAM Decree No. 29 of 2004. Besides Effendi dalama Siagian (2004)
explains that the existence of audit committees in public companies is only shown to meet regulations, this is
because the formation of an audit committee is still determined through personal closeness built with the board of
commissioners. Inversely proportional, the composition of independent commissioners has significantly
contributed to the reduction in financial difficulties. This supports the assumptions developed by Emrinaldi (2007)
and Hong-xia Lie et al., (2008) who together assume that the proportion of independent directors can negatively
affect the value of future financial difficulties of public companies through the principle of independence that is
implemented. However, overall regulations in the GCG system of companies in Indonesia have not been able to
prevent the percentage of financial difficulties in the future.

The test results also support hypothesis 3 with the assumption that the quality of CSR disclosure has a significant
negative effect on the company's financial difficulties. Disclosure and implementation of CSR activities can have
an effect to minimize financial difficulties through the option to reduce the risk of misuse of company operational
funds that can provide guarantees for increasing operational funds for sustainable financial performance for the
company so that if the company experiences financial difficulties in the future, the guarantee of funds will remain
distributed both so as to minimize the financial difficulties experienced by the company. These results provide
support for the assumptions developed by Attig et al., (2013), who assume that CSR practices improve a
sustainable company relationship with stakeholders by using more efficient operational resources and reducing
costs associated with behavior, which is socially not responsible. The effect of this implementation is the
existence of operational value that is increasing and continuing. In addition, the results of this study also support
the assumptions developed by Kim et al., (2014) who assume that CSR can be a preventive option in minimizing
the risk of financial difficulties due to collisions or falling stock prices.

Overall, it can be concluded that the internal regulations of companies in the corporate governance system in this
case the formation of the proportion of the audit committee and independent commissioners still need to be
updated to be able to work together to prevent and minimize the possibility of financial difficulties in the future
and also the implementation or implementation of CSR either in terms of disclosure and implementation of social
activities or CSR needs to be strengthened so that it can be used as a solution in preventing and minimizing
financial difficulties in the future.

References

Alchian, A., & Demsetz, H. 1972. Production, information costs, and economic organization. The American Economic Review, 62(5): 777—
795. Retrieved from http://www.jstor.org/stable/1815199

Anugerah, E.G., Erwin, S. & Andayani, W. 2018. Quality of disclosure and corporate social responsibility reporting practices in Indonesia,
Jurnal Akuntansi, XXI1(3): 337-353. http://dx.doi.org/10.24912/ja.v22i3. 392

Attig, N., El Ghoul, S., Guedhami, O., Suh, J., 2013. Corporate social responsibility and credit ratings. Journal Business Ethics, 117: 679—
694. Retrieved from https://www.jstor.org/stable/42001880

Clark, D. 2004. Instructional System Design Concept Map. Retrieved November 2007, from Instructional System Design Concept Map:
http://www.nwlink.com/~donc lark/hrd/ahold/isd. html

Cohen, J. R., & Simnett, R. 2015. CSR and assurance services: a research agenda. Auditing: A Journal of Practice & Theory, 59-74.
http://doi/10.2308/ajpt-50876

1813


http://jssidoi.org/jesi/
http://doi.org/10.9770/jesi.2020.7.3(24)
http://www.jstor.org/stable/1815199
http://dx.doi.org/10.24912/ja.v22i3.%20392
https://www.jstor.org/stable/42001880
http://www.nwlink.com/~donclark/hrd/ahold/isd.html
http://doi/10.2308/ajpt-50876

ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http://jssidoi.org/jesi/

2020 Volume 7 Number 3 (March)
http://doi.org/10.9770/jesi.2020.7.3(24)

Daily, C. M., Dalton, D. R., & Rajagopalan, N. 2003. Governance through ownership: centuries of practice, decades of research. Academy
of Management Journal, 46(2): 151-158. https://www.jstor.org/stable/30040611

Davis, J.H., Schoorman, F.D. and Donaldson, L. 1997. Toward a stewardship theory of management. Academy of Management Review,
22(1): 20-47. http://doi/abs/10.5465/amr.1997.9707180258

Dhaliwal, D. S., Radhakrishnan, S., Tsang, A., & Yang, Y. G. 2012. Nonfinancial disclosure and analyst forecast accuracy: International
evidence on corporate social responsibility disclosure. The Accounting Review, 87(3): 723-759. http://doi/pdf/10.2308/accr-10218

Donaldson, L., & Davis, J. H. 1991. Stewardship theory or agency theory: CEO governance and shareholder returns. Australian Journal of
Management, 16: 49-64. http://doi/10.1177/031289629101600103

Eisenhardt, Kathleem. (1989). Agency Theory: An Assesment and Review. Academy of Management Review, 14: 57-74.
http://doi/abs/10.5465/amr.1989.4279003

Emrinaldi. 2007. Analisis Pengaruh Praktek Tata Kelola Perusahaan (Corporate Governance) Terhadap Kesulitan Keuangan Perusahaan
(Financial Distress) : Suatu Kajian Empiris. Jurnal Bisnis dan Akuntansi, 9(1)
http://scholar.google.com/citations?user=Ex3pNh4AAAAJ&hl=en

Elloumi, F. and Gueyie, J.P. 2001. Financial distress and corporate governance : an empirical analysis. Corporate Governance 1(1): 15-
23. http//www.ccsenet.org/journal/index. php/ibr/article/download/32747/19737

Friedman, M. 1970. Money and income: comment on Tobin. Quaterly Journal of Economics, 84 18-327.
https://www.jstor.org/stable/3590255

Gray, R., Javad, M., Power, D.M. and Sinclair, C.D. 2001. Social and environmental disclosure and corporate characteristics: A research
note and extension. Journal of business finance & accounting, 28(3-4): 327-356.
https://www.researchgate.net/publication/280645891 Social and Environmental Disclosure and Cor

Godfrey, P. C, Merrill, C. B., & Hansen, J. M. 2009. The relationship  between  corporate
social responsibility and shareholder value: An empirical test of the risk management hypothesis, Strategic Management Journal, 30(4):
425-445. http://doi/abs/10.1002/smj.750

Ghozali, 1. 2009. Ekonometrika — Teori, Konsep dan Aplikasi dengan SPSS 17 [Econometrics - Theory, Concepts and Applications with
SPSS 17]. Badan Penerbit Diponegoro: Semarang

Habek, Patrycja & Wolniak, Radoslaw. 2015. Assessing the quality of corporate social responsibility reports: the case of reporting practices
in selected European Union member states. Jurnal Fakultas Manajemen dan Organisasi, 213(10): 406.
https://www.ncbi.nlm.nih.gov/pubmed/26792950

Hanifah, O. E. & Purwanto. 2013. Pengaruh Struktur Corporate Governance Dan Financial Indicators Terhadap Kondisi Financial Distress.
Diponegoro Journal of Accounting, 2. https://ejournal3.undip.ac.id/index.php/accounting/artic le/view/3310

Hong-xia Li, et all. 2008. Ownership, Independent Directors, Agency Cost and Financial Distress: Evidence from Chinese Listed
Companies. Journal of Emerald, 8(5): 622-636.

Indonesia. Undang-Undang tentang Perseroan Terbatas, (Indonesia. Law on Limited Liability Companies), UU No. 40 tahun 2007, LN No.
106 Tahun 2007, TLN No. 4756. http://www.hukumperseroanterbatas.com/

Jensen, M; Meckling, W. 1976. Theory of the firm: managerial behavior, agency costs and ownership structure. Journal of Financial
Economics, 3(4): 305-360 https://www.sciencedirect.com/science/artic le/pii/0304405X7690026 X

Kim, Y., Li, H., Li, S. 2014. Corporate social responsibility and stock price crash risk. Journal of Banking and Finance, 43: 1-13.
https://ideas.repec.org/a/eee/jbfina/v43y2014icpl-13.html

Kotler, P. and Lee, N.. 2005. Corporate Social Responsibility: Doing the Most Good for Your Company and Your Cause, New Jersey: John
Willey and Sons, Inc.

1814


http://jssidoi.org/jesi/
http://doi.org/10.9770/jesi.2020.7.3(24)
https://www.jstor.org/stable/30040611
http://doi/abs/10.5465/amr.1997.9707180258
http://doi/pdf/10.2308/accr-10218
http://doi/10.1177/031289629101600103
http://doi/abs/10.5465/amr.1989.4279003
http://scholar.google.com/citations?user=Ex3pNh4AAAAJ&hl=en
http://www.ccsenet.org/journal/index.php/ibr/article/download/32747/19737
https://www.jstor.org/stable/3590255
https://www.researchgate.net/publication/280645891_Social_and_Environmental_Disclosure_and_Cor
http://doi/abs/10.1002/smj.750
https://www.ncbi.nlm.nih.gov/pubmed/26792950
https://ejournal3.undip.ac.id/index.php/accounting/article/view/3310
http://www.hukumperseroanterbatas.com/
https://www.sciencedirect.com/science/article/pii/0304405X7690026X
https://ideas.repec.org/a/eee/jbfina/v43y2014icp1-13.html

ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http://jssidoi.org/jesi/

2020 Volume 7 Number 3 (March)
http://doi.org/10.9770/jesi.2020.7.3(24)

Lu, Y. C., & Chang, S. L. 2009. Corporate Governance and Quality of Financial Information on The Prediction Power of Financial Distress
of Listed Companies in Taiwan. International Research Journal of Finance and
Economics, 2(32).

Mason, C., Kirkbride, J. and Bryde, D. 2007. From stakeholders to institutions: the changing face of social enterprise governance theory.
Management Decision, 45(2): 284-301. https://www.researchgate.net/publication/228216217 From Stakeholders to Institutions

Mayangsari, L. P. 2015. Pengaruh Good Corporate Governance dan Kinerja Keuangan Terhadap Financial Distress
[The Effect of Good Corporate Governance and Financial Performance on Financial Distress]. Jurnal Ilmu dan Riset Akuntansi, 4(4).
https://www.scribd.com/document/362840281/Pengaruh-Good-C orporate-Governance-Dan-Kiner ja

Michelon, G., Silvia P. & Federica R. 2015. CSR Reporting Practices and The Quality of Disclosure: An Empirical Analysis. Critical
Perspectives on Accounting, 33: 59-78. https:/ideas.repec.org/a/eee/crpeac/v33y2015icp59-78.html

Mufti, R. R. 2019, July 26. Garuda reports significant losses in revised 2018 financial report, The Jakarta Post, Retrieved from
https://www.thejakartapost.com » news » 2019/07/26 » garuda-reports-sign...

Rosenberg, G. 1997, March 31. Electronic discovery proves an effective legal weapon. The New York Times, Retrieved from
http://www.nytimes.com

Nur D. P. E. 2007. Analisis Pengaruh Tata Kelola Perusahaan terhadap Kesulitan Keuangan Perusahaan: Suatu Kajian Empiris [Analysis
of the Effect of Corporate Governance on Corporate Financial Difficulties: An Empirical Study], Jurnal Bisnis dan Akuntansi, 9(1).
http://eprints.undip.ac.id/63331/1/tesis-format jurnal.rtf

Nuresa, A. 2013. Pengaruh Karakteristik Komite Audit Terhadap Empiris Perusahaan Manufaktur yang Terdaftar di Bursa
Efek Indonesia tahun 2008-2011 [The Influence of Audit Committee Characteristics on Empirical Manufacturing Companies Listed on the
Exchange of Indonesian Securities in 2008-2011]. Jurnal Akuntansi: Universitas Diponegoro.

Orlitzky, M., & Benjamin, J. D. 2001. Corporate social performance and firm risk: A
meta-analytic review, Business & Society 40(4):369-396. https://journals.sagepub.com/doi/abs/10.1177/000765030104000402

Otoritas J. K. 2015. Peraturan Otoritas Jasa Keuangan Nomor 55 /POJK.04/2015 Tentang Pembentukan dan Pedoman Pelaksanaan Kerja
Komite Audit. 23 December 2015. [Authority J. K. 2015. Regulation of the Financial Services Authority Number 55 /POJK.04/2015
Concerning the Formation and Guidelines for the Implementation of the Audit Committee’'s Work. December 23, 2015]
https://www.minnapadi.com/files/download/d36735b3cac69e6

Peraturan Pemerintah No. 47 Tahun 2012 Tentang Tanggung Jawab Sosial Dan Lingkungan Perseroran Terbatas [Government Regulation
No. 47 of 2012 concerning Social and Environmental Responsibility of Limited Companies]
https://peraturan.bpk.go. id/Home/Details/5260/pp-no-47-tahun-2012

Quattrociocchi, B., Mercuri, F. & Sergiacomi, S., 2019. The Link between CSR and the Board’s Role: A Theoretical Framework on Non-
Financial Disclosure. https://doi.org/10.22495/

Said, R., Yuserrie Z. & Hasnah H. 2009. The relationship between Corporate Social Responsibility Disclosure and Corporate Governance
Characteristics in Malaysian Public listed Companies. Social Responsibility Journal, 5(2).
http://site.iugaza.edu.ps/hmadi/files/2015/02/Artic le-9.pdf

Servaes, H., & Tamayo. A. 2013. The Effect of Corporate Social Responsibility on Firm Value: The Role of Customer Awareness.
Management Science, 59(5): 1045-1061.

Sevilla, Consuelo G. et. al (2007). Research Methods. Rex Printing Company. Quezon City

Siagian, D. 2010. Analisis Pengaruh Struktur Struktur Corporate Governance Terhadap Perusahaan Yang Mengalami Financial Distress
[Analysis of the Effect of Corporate Governance Structure Towards Companies That Have Financial Distress], Media Riset Akuntansi

Smith, C. W. & Stulzz R. M. 1985  The determinants of firms' hedging policies. Journal of
Financial and Quantitative Analysis, 20(4): 391-405. https:/econpapers.repec.org/RePEc:cup:jfinga:v:20:y:1985:i:04:p:391-405 01

1815


http://jssidoi.org/jesi/
http://doi.org/10.9770/jesi.2020.7.3(24)
https://www.researchgate.net/publication/228216217_From_Stakeholders_to_Institutions
https://www.scribd.com/document/362840281/Pengaruh-Good-Corporate-Governance-Dan-Kinerja
https://ideas.repec.org/a/eee/crpeac/v33y2015icp59-78.html
https://www.thejakartapost.com/news/2019/07/26/garuda-reports-significant-losses-in-revised-2018-financial-report.html
https://www.thejakartapost.com/news/2019/07/26/garuda-reports-significant-losses-in-revised-2018-financial-report.html
http://www.nytimes.com/
http://eprints.undip.ac.id/63331/1/tesis-format_jurnal.rtf
https://journals.sagepub.com/doi/abs/10.1177/000765030104000402
https://www.minnapadi.com/files/download/d36735b3cac69e6
https://peraturan.bpk.go.id/Home/Details/5260/pp-no-47-tahun-2012
https://doi.org/10.22495/
http://site.iugaza.edu.ps/hmadi/files/2015/02/Article-9.pdf
https://econpapers.repec.org/RePEc:cup:jfinqa:v:20:y:1985:i:04:p:391-405_01

ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http:/jssidoi.org/jesi/

2020 Volume 7 Number 3 (March)
http://doi.org/10.9770/jesi.2020.7.3(24)

Surat Keputusan Bapepam Nomor 29 Tahun 2004 (Bapepam Decree Number 29 of 2004)
http://eodb.ekon.go. id/download/peraturan/lainlain/lainlain/KepKaBapepam 29 2004.pdf

Rahmat, et al. 2009. Audit committee characteristics in financially distressed and non-distressed companies, Managerial Auditing Journal
24(7):624-638. https://ukm.pure.elsevier.com/en/publications/audit-committee-characteristics- in-financially- distressed-and-non

Rahmawati, A. I. E. & Hadiprajitno P. B. 2015. Analisis rasio keuangan terhadap kondisi financial distress pada perusahaan manufaktur
yang terdaftra di burse efek indonesia tahun 2008-2013 [Analysis of financial ratios to financial distress conditions in manufacturing
companies listed in the Indonesian stock exchange in 2008-2013]. Diponegoro journal of  accounting, 4(2): 2337-3806.
https://ejournal3. undip.ac.id/index.php/accounting/artic le/view/16511

Wu, C.M. & Hu, J.L., 2019. Can CSR reduce stock price crash risk? Evidence from China's energy industry. Energy policy, 128, pp.505-
518. https://doi.org/10.1016/j.enpol.2019.01.026Get rights and content

Appendixes:

Appendix 1

Disclosure Variable

Definition

Relative quantity

RQT;;is relative quantity for company i in yeart, Disc;; is the number of items disclosed by
company i in year t, and Disc;, is the estimated level of company i disclosure in year t.

Density Den is density index for company iin yeart; k, is the total sentences on company i’s report
in year t; and CSR,=1 if sentence j contains CSR information on company i in year t vice
versa then CSR,=0

Accuracy Acc; is accuracy index for company i in year t;, n; is the number of sentences containing

CSR information in company i report in year t; and CSR,=0 otherwise and w=1 if sentence
j on company report | jika kalimat j pada laporan perusahaan i di tahun t berbentuk
kualitatif, w=2 jika kalimat j pada laporan perusahaan i di tahun t berbentuk kuantitatif,
dan w=3 jika kalimat j pada laporan perusahaan i di tahun t berbentuk monetary.

Managerial Orientation

MAN;, adalah managerial orientation index untuk perusahaan i di tahun t, n, adalah
jumlah kalimat yang mengandung informasi CSR pada laporan perusahaan i in year t,
OBJ=1 if the sentence on company report i contains CSR information in the form of
mission and objectives, and OBJ;=0 if in the form of results and output, and RES;=0
otherwise

Quality Combine of the four indices above.
Appendix 2

Content Sustainability Information
Environmental Items Materials

Energy

Water

Biodiversity

Emissions

Effluents and Waste

Products and Services

Compliance

Transport

Overall

Supplier Environmental Assessment

Environmental Grievance Mechanisms

Social Items

Employment

Labor/Management Relations

Occupational Health and Safety
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Training and Education

Diversity and Equal Opportunity

Equal Remuneration for Women and Men

Supplier Assessment for Labor Practices

Labor Practices Grievance Mechanisms

Human Rights Investment

Non-discrimination

Freedom of Association and Collective Bargaining

Child Labor

Forced or Compulsory Labor

Security Practices

Indigenous Rights

Assessment

Supplier Human Rights Assessment

Human Rights Grievance Mechanisms

Society Local Communities

Anti-Corruption

Public Policy

Anti-competitive Behavior

Compliance

Supplier Assessment for Impacts on Society

Grievance Mechanisms for Impacts on Society

Product Responsibility Customer Health and Safety

Product and Service Labeling

Marketing Communications

Customer Privacy

Compliance
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