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ABSTRACT:

Research on corporate governance mechanisms, environmental costs, environmental
performance, and financial performance in the mediation of Corporate social responsibility
disclosure. Data analysis techniques using SEM with AMOS software, a sample of 52
manufacturing companies in 2016 - 2018. The results of the study of the Relationship of
Corporate Governance (GCG) have a positive and significant effect on financial performance,
Environmental cost has a positive and significant relationship to financial performance
through corporate social responsibility disclosure, Environmental performance has no
significant and positive effect on financial performance, Corporate governance has a positive
and significant relationship to financial performance through corporate social disclosure,
Environmental performance has no significant and positive effect on financial performance.
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INTRODUCTION:

(Husnan, Pamudji 2013) conducted research on the effect of Corporate Social Responsibility
(CSR Disclosure) on Company Financial Performance, and the test results showed that CSR
had a significant effect on ROA in a positive direction. This means that the more extensive
CSR disclosure by the company will be able to provide greater ROA to the company in the
financial condition for the next year. The fundamental reason for the positive and significant
influence of CSR variables on ROA is because CSR disclosure in the form of social activities
by companies is what can provide trust to external parties. The results of this study are
consistent with research conducted by (Nita Dwi Aryati, 2017) that Corporate Social
Responsibility (CSR) has a significant effect on Return On Assets (ROA) in manufacturing
companies listed on the Indonesia Stock Exchange in 2013-2016.

Corporate governance is a mechanism used by companies to organize, control,
supervise, and manage the company and the company's internal stakeholders. Corporate
governance mechanisms in the study include independent commissioners, directors, and
committees. Nofianti et al. (2015), which states that the weak and strong supervision and
control of corporate governance in the company affect the disclosure of the corporate
environment. (Rahmawati, Rikumahu, and Dillak, 2017) who used the Fixed Effect model,
variables of the board of directors, a board of commissioners, audit committee and Corporate
Social Responsibility (CSR) have a significant simultaneous effect on financial performance
which is proxied by Return on Assets in companies sub-sector coal mining which was listed
on the Indonesia Stock Exchange in 2013-2015. Partially the size of the board of directors
and the size of the board of commissioners have a positive and significant effect on ROA in
coal mining sub-sector companies listed on the Indonesia Stock Exchange in 2013-2015.

Meanwhile, the audit and CSR committee partially had no effect on financial
performance that was proxied by ROA in the coal mining sub-sector companies listed on the
Indonesia Stock Exchange in 2013-2015. (Widyati, 2013) The results of the study stated that
the board of directors, independent commissioners, audit committees, managerial ownership,
and institutional ownership simultaneously affected financial performance. Partially
independent commissioners and institutional ownership have a positive effect on the
company's financial performance. However, the board of directors, audit committee, and
managerial ownership do not affect the company's financial performance.

(Tunggal and Fachrurrozie 2014) shows that Environmental Cost does not have a
positive and significant influence on CSR disclosure. So it can be concluded that the costs
allocated by the company in social and environmental care do not guarantee the extent of
disclosure it does. While the CSR disclosure variable provides positive support for the
indirect relationship between the Environmental Cost variable and Financial Performance.
Whereas (Velando and Arvin 2017) get the results that environmental costs negatively affect
financial performance. Significant environmental expenditure also has consequences that will
have an impact on the company's financial performance because environmental costs require
significant funds.

(Vivianita and Nafasati, 2018) show that there is no influence between environmental
performance on financial performance. This shows that there are still many companies that do
not care about the environment around the company, let alone participate in managing and
treating the waste so as not to harm the surrounding community. This statement is proven that
only a few companies have passed the Company Performance Rating Assessment Program in
Environmental Management (PROPER). Although there are still many companies that do not
care about the environment, the company's financial performance is still improving. (Tunggal
and Fachrurrozie 2014) said that CSR disclosure did not provide positive support for the
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indirect relationship between Environmental Performance variables and Financial
Performance. The CSR disclosure variable provides positive support of 0.001 for the indirect
relationship between Environmental Cost variables and Financial Performance. Sarumpaet
(2005), in his research, examined the relationship between environmental performance and
financial performance in 252 companies (1996-1998). His research found that there is no
significant relationship between environmental performance and financial performance of the
company, but the size of the company is significantly related to environmental performance.
Sarumpaet stated that environmentally friendly companies in Indonesia still did not get a
good response, which is why the environmental performance of a company did not have too
much impact on its financial performance.

(Djamilah and Surenggono, 2017) show that corporate social responsibility functions as
a mediating variable, the effect of good corporate governance in the form of public
ownership, institutional ownership and the size of the board of commissioners on return on
assets (ROA) and return on equity (ROE) of banking companies in period 2010 to 2014.
GCG has a positive and significant effect on CSR, and CSR has a positive and significant
effect on ROA and ROE. That means, if GCG is high, then CSR is also high, and if CSR is
high, then ROA and ROE are also high. It can be said that if banks want high ROA and ROE,
banks must improve good corporate governance and corporate social responsibility.

Some related understanding that has been explained, research is conducted to increase
investor confidence in the company and to improve the performance of the company's
environment so that the environment around the company can be better maintained. So this
study aims to determine the mechanism of corporate governance, environment cost,
environmental performance, and financial performance in mediating corporate social
responsibility disclosure.

LITERATURE REVIEW:

Corporate Governance on financial performance:

Arifani (2013) examined the effect of corporate governance on financial performance by
using variables of the number of audit committees, the proportion of managerial ownership,
the proportion of institutional ownership, the proportion of the board of commissioners, and
ROE. The results of the study indicate that there is an influence between the audit committee,
institutional ownership, and independent commissioners on financial performance. While not
found that managerial ownership influences financial performance. Laksana (2015) also
examined the effect of corporate governance on financial performance. Laksana's research
(2015) is almost the same as the research conducted by Arifani (2013), which distinguishes is
an indicator for financial performance where Laksana (2015) uses ROA for indicators of
financial performance.

Environmental Cost on Financial Performance mediated by CSR Disclosure:

The purpose of budgeting for environmental costs by companies is to support corporate social
responsibility (CSR) activities carried out by companies. A high environmental cost budget is
expected to support corporate social responsibility disclosure to provide investors with a good
view of the company's sustainability. Some of the results of research conducted by Buana and
Nuzula (2017) with a statistically significant test are just a simple result, which is a very
significant ROI. The result of this research is that it is located in an institution by Sundari
(2012). However, the research conducted by Sundari (2012) on the destruction of the
illiteracy of the terrains in BEI, there are different results, namely where environmental costs
have a positive effect on company profitability. This means that the higher the environmental
cost, the profitability of companies that are proxied by ROA will also increase.
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Environmental performance on financial performance:

Research conducted Sarumpaet (2005) proves that there is no significant relationship between
environmental performance and corporate financial performance (ROA and ROE). This study
also proves that the PROPER rating, which is provided by the Indonesian government, is
quite reliable as a measure of the company's environmental performance, because of its
conformity with international certification in the environmental field, 1SO 14001. In
accordance with Rahma's (2010) study, the environmental performance has a positive effect
on ROE. , because it is statistically concluded that the effect is negative but not significant.
This shows that environmental management has not been able to run perfectly, unknown
environmental performance standards that can be appreciated by the community so that the
costs incurred for environmental management are still considered as a burden that reduces
company profitability. (Manurung and Rachmat 2019) stated the results showed that the
impact of applying 1SO 14001 had a positive effect on disclosure of corporate social
responsibility, financial performance variables through return on assets (ROA) had a negative
and significant effect on disclosure of corporate social responsibility, and financial
performance through return on equity (ROE) has a positive. Affect the disclosure of corporate
social responsibility.

Corporate Governance towards Financial Performance in medition CSR Disclosure:
Santoso (2013) shows that all data are proven to be normally distributed. Regression test
results show that the quality of corporate governance at a significance level of 5% affects
company performance expressed by ROA and ROE. Then it can be concluded that the quality
of corporate governance affects the company's financial performance. Research conducted by
Cythia and Devie (2017) also states that Corporate governance has a positive and significant
influence on the financial performance of companies listed in LQ 45. These results show that
increasing corporate governance can significantly improve financial performance.

Environmental Performance of Financial Performance in mediation CSR Disclosure:
Based on the results of an analysis of research conducted by Fitriani (2013), it is concluded
that environmental performance has a positive effect on financial performance. In a study
conducted by Nugraha (2008) also found that the better the environmental performance of a
company, the better its financial performance because the revenue obtained and cost
efficiency in companies with excellent environmental performance becomes more significant
than the revenue acquisition and cost-efficiency of the company poor environmental
performance.

According to Kadek, Rosiliana et al. (2014: 2), company reputation can increase public
trust, and loyalty with the existence of Corporate Social Responsibility can have a positive
impact on the company. Through legitimacy theory, companies that carry out CSR have more
role in increasing legitimacy, which will affect consumer attitudes towards company products
(Riska, 2013). The results of the study explain that there is a significant positive relationship
between CSR and ROA.

METHODOLOGY:

This research is a study that uses a quantitative approach to determine the relationship
between Corporate Governance, Environmental Cost, Environmental Performance, and
Financial Performance Mechanisms in CSR Disclosure Mediation. The research sample of 53
manufacturing companies listed on the Indonesia Stock Exchange in 2016 - 2018. The
sampling technique using nonprobability sampling. Data analysis techniques using SEM with
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AMOS software to test between variables in research. SEM with AMOS software, including
validity and reliability testing, descriptive statistical analysis, and hypothesis testing with
regression weight.

RESULTS AND DISCUSSION:

In SEM analysis, the model evaluation model is used in the form of squared multiple
correlations for the dependent variable and the value of the standardized regression weights
coefficient for the independent variables, which are then assessed for significance based on
the CR (t-count) for each path. To assess the significance of the model of the path between
constructs in the structural model seen from the CR value of the path between constructs or
by looking at the p-value. The p-value is obtained from the analysis of AMOS software
Analysis of the results of data processing at the full SEM model stage is carried out by
conducting the suitability test and statistical test. Data processing for the full SEM model
analysis is shown in table 1.

Table 1 : Results of the Feasibility Model Structural Equation Model

The goodness of Fit | Cut-off value Hasil Penelitian Evaluasi Model

Index

X? — Chi-Square 0.679 2.324 FIT Because the
value of 0.508 is
smaller than 2,324

Significance >0.05 0.508

Probability

Free Degrees, DF 3

CMIN/DF <5 2.324 Marginal

GFlI >0.90 0.994 Good

AGFI >0.90 0.969 Good

TLI >0.90 1.009 Good

CFI >0.95 1.000 Good

NFI >0.90 0.991 Good

RMSEA <0.08 0.000 Good

These results indicate that the model used can be accepted, which obtained a chi-square value
of 2,324 with a significance level of 0.508. Significance values higher than 0.05 indicate an
excellent structural equation model. TLI, CFI, CMIN / DF, and RMSEA measurement
indexes are also in the expected range of values, even though the values of GFI and AGFI are
accepted marginally. This is due to variations in data. Thus the SEM model feasibility test
meets the acceptance requirements.

With the fit model, parameter testing, as hypothesized, can be interpreted. If the P-value
is less than 0.05, the hypothesis is accepted. The parameter test results are obtained as
follows:

Table 2 : Regression Weight Structural Equational

Estimate S.E C.R (t value) P
CSR <--- EC ,013 ,002 7.066 el
CSR <---EP ,020 1.761 0.078 el
CSR <--- CG ,022 ,002 10.011 el
FP <--- CSR 27,296 6.866 3.976 el
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FP <--- CG 1.605 0.238 6.735 el
FP <--- EC 1.464 0.183 8.007 el
FP <--- EP 0.10 0.994 1,479 0.992

Relationship of Corporate Governance to Financial Performance:

Based on table 2, it is known that the path coefficient value of corporate governance variables
on financial performance, the estimated value of 1,605, and CR of 6,735 with a p-value of
0,000. This means that there is a positive influence on financial performance, meaning that
the better the performance of corporate governance, the financial performance of the
company will be better.

The results of this study are in line with research conducted by Laksana (2015), which
shows that there is an influence between the audit committee, institutional ownership, and
independent commissioners on financial performance using the ROA indicator. The results of
the study indicate that there is an influence between the audit committee, institutional
ownership, and independent commissioners on financial performance. While not found that
managerial ownership influences financial performance. Corporate governance conducted by
the company by employing an independent board of commissioners to oversee operational
activities can strengthen the relationship between the company's environmental performance
on financial performance. The results of this study are supported by previous research, which
states that the weak and strong supervision and control of corporate governance in the
company affect the disclosure of the company's environment (Nofianti, 2015).

Relationship between Environmental Cost and Financial Performance through
corporate social responsibility disclosure:

Based on table 2, it is known that the path coefficient value of the environmental cost
variable to financial performance is 1,464 and CR is 0183 and the p-value is 0,000, while the
relationship of environmental cost to financial performance through corporate social
responsibility disclosure has a value of 27,296 and CR of 3,976 and p-value of 0,000. This
means that the value of environmental cost on financial performance through corporate social
responsibility disclosure has a positive and significant effect.

The results of this study are in line with research conducted by Sundari (2012) on the
destruction of the illustrious architecture of BEI, where environmental costs have a positive
effect on company profitability. This means that the higher the environmental cost, the
profitability of companies that are proxied by ROA will also increase. However, some results
differ from studies conducted by Buana and Nuzula (2017) with statistically significant tests,
based on results that are very different from the environmental costs of RO. This study is not
in line with research conducted by Velando and Arvin (2017), which states that
environmental costs negatively affect financial performance. Large environmental
expenditure also has consequences that will have an impact on the company's financial
performance because environmental costs require large funds.

Relationship between Environmental Performance and Financial Performance:
Based on table 2, it is known that the path coefficient value of the environmental performance
variable on financial performance is 0.10, and CR is 1,479, and the p-value is 0.992. This
states that Environmental performance does not affect financial performance. This is due to
the high value of environmental performance, which is very influential in the financial
performance issued by the company.

The results of this study are in line with research conducted by Sarumpaet (2005),
proving that there is no significant relationship between environmental performance and
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corporate financial performance (ROA, and ROE). Also, in line with research conducted by
(Manurung and Rachmat 2019) states the results of the study indicate that financial
performance variables through return on assets have a negative and significant effect on
disclosure of corporate social responsibility and financial performance. This study is not in
line with the results obtained by Al Tuwaijri et al. (2003), which shows that excellent
environmental performance has a relationship with good financial performance.

Relationship of Corporate Governance to Financial Performance through CSR
Disclosure:

Based on table 2, it is known that the path coefficient value of corporate governance variables
on financial performance, the estimated value of 1,605, and CR of 6,735 with a p-value of
0,000. This means that there is a positive influence on financial performance. While the
relationship of corporate governance through corporate social responsibility disclosure has a
value of 27,296, CR of 3,976, and a p-value of 0,000, meaning that there is a positive and
significant relationship. This shows that the relationship between corporate governance and
financial performance through corporate social responsibility disclosure has a positive and
significant relationship.

The results of this study are in line with research conducted by Djamilah and
Surenggono (2017), showing that corporate governance has a positive and significant effect
on CSR, and CSR has a positive and significant effect on ROA. That means, if GCG is high,
CSR is also high, and if CSR is high, then ROA is also high. It can be concluded that if the
company wants high ROA, the company must improve corporate governance and corporate
social responsibility.

Relationship between Environmental Performance and Financial Performance through
CSR Disclosure:

Based on table 2, it is known that the path coefficient value of environmental performance
variables on financial performance is 0.10, and CR is 1.479, and the p-value is 0.992, which
has no significant and positive effect. While the relationship of environmental performance
through corporate social responsibility disclosure has a value of 1,761 and CR of 0.078 and a
p-value of 0.00. This shows the existence of a positive and significant relationship.

The results of this study are inversely proportional to the research conducted by
Nugraha (2008) which concluded that the better the environmental performance of a
company, the better its financial performance because the revenue obtained and cost
efficiency in companies that have excellent environmental performance is greater than
revenue acquisition and cost efficiency of companies with poor environmental performance.
Likewise, with research conducted by Fitriani (2013) and (Riska 2013) which explains that
there is a significant positive relationship between CSR and ROA.

CONCLUSIONS:

Corporate governance, environmental cost, environmental performance, and financial
performance mechanisms mediated by corporate social responsibility in manufacturing
companies on the Indonesia Stock Exchange from 2016 to 2018. The relationship of
Corporate Governance (GCG) has a positive and significant effect on the financial
performance of manufacturing companies listed on the Indonesia Stock Exchange from 2016
to 2018. The environmental cost of financial performance through corporate social
responsibility disclosure has a positive and significant relationship in manufacturing
companies listed on the Indonesia Stock Exchange from 2016 to 2018. Environmental
performance has no significant and positive effect on financial performance on
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manufacturing companies listed on the Indonesia Stock Exchange in the 2016-2018 period.
Corporate governance to financial performance through corporate social disclosure has a
positive and significant relationship with manufacturing companies listed on the Indonesia
Stock Exchange in the period 2016-2018. Environmental performance has no significant and
positive effect on financial performance on manufacturing companies listed on the Indonesia
Stock Exchange in the 2016-2018 period.

The study states the importance of implementing corporate governance mechanisms in
running corporate social responsibility disclosure to reduce environmental costs and
corporate environmental performance. The implementation of corporate social responsibility
disclosures can also increase the assessment of the company's environmental performance,
which aims to reduce environmental costs and forms of corporate concern for the
environment.
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