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ABSTRACT: The aim of this study is to obtain empirical evidence that ownership structure affects environmental
performance and implicates on profitability. The hypothesis of this study is based on stakeholder theory, legitimacy theory, and
signaling theory. Population in this study is companies listed in Indonesian Stock Exchange (IDX) and following PROPER
program in 2011 – 2013. Sample selection is done by using purposive sampling method, and obtained 121 companies.
Analysis method used in this study is multiple linear regressions. Data used are secondary data. Data collecting method uses
documentary method. Study result shows that ownership structure positively significantly affects environmental performance,
and environmental performance does not affect significantly financial performance. It might be because the attention of
environment has been responsibility that actually must be done by a company.
Keywords: Ownership Structure, Environmental Performance, and Financial Performance
I. INTRODUCTION
For more or less three decades, environmental issues have
been topic discussion that takes the attention of the world
community and economic actors [1, 2, 3]. The concept of
environment accounting actually has developed since 1970s in
Europe because there was pressure from non-government
institutions. A consensus on this issue was the perceived
financial consequences that may arise from off-balance sheet
social and environmental impacts. An efficient Corporate
Governance (CG) and Corporate Social Responsibility (CSR)
framework will ensure that corporations act as good corporate
citizens with regard to human rights, social responsibility and
environmental sustainability [4].
In that decade, environment became an issue in many
conferences that is relevant with business organization of
ethical research [5, 6, 7, 8]. In Indonesia, Indonesian
Accountant Association (IAA) has set accountancy standard
for environment that is stated in Statement of Financial
Accountancy Standard (SFAS) no. 32 and 33. Since then,
environment problems have started getting more attentions
from community.
New paradigm of company that is
considered growing and sustainable, not only is measured from
only profit achievement, but is also measured from its
awareness towards surrounding environment, both towards
local community, wide community, and living environment.
To increase company awareness towards environment, one
attempt of government in Indonesia is by creating a ratings
program of corporate performance in environmental
management (PROPER) that is conducted by ministry of
environment. Measurement of environmental performance
with PROPER uses evaluation ratings with coloured
indicators, which are gold for the best performance, then,
green, blue, red, and black for the worst. The aim of having
this program is to encourage corporate performance
improvement in environmental management. This program
suggests company to be able to give transparency to its
stakeholders.
Studies in environmental accountancy related to information
disclosure of corporate social responsibility have been done by
[9, 10] are explained that disclosure of environment is part of

financial report disclosure, moreover, it is explained that there
is relationship between environment disclosure and corporate
economic performance. In Indonesia, studies related to
environmental performance, among others is a study
conducted by [11] that with its dependent variable is financial
performance proxied with ROA, its result shows negative
relationship between both of them.
Study about relationship between ownership structure and
CSR has been done by [2, 12] with study result that shows
positive effect from ownership structure towards Corporate
Social Responsibility (CSR) measured by using disclosure
index. Meanwhile, [13] besides investigating the effect of
ownership structure towards corporate financial performance,
also investigated effect of different ownership structure
towards corporate environmental performance that is measured
by air pollutan emissions. Their study result shows that
ownership structure does not affect environmental
performance.
Based on the above explanation, it becomes the reason and
motivation of the writer to reenact the study about ownership
structure and environmental performance with different data
and variable measurement where the study that had been done
with dependent variable of CSR measured by index, while this
study is using environmental performance as intervening
variable measured by PROPER ratings. In this studies, some
problems: Does managerial ownership institutional ownership
affect environmental performance and does environmental
performance implicate towards financial performance?.
II. LITERATURE REVIEW
This study is based on stakeholder theory, Legitimacy theory,
and signaling theory. These three theories are regarded
suitable to be used. It is because company is not an entity that
only operates for private interest, but to give advantage for
stakeholder [14]. The main purpose of the company is to
balance conflict between stakeholders. According to [9] stating
that the sustainability of a company depends on the support
from stakeholder, so the activity of the company is to find the
support. Stakeholder theory is a theory that describes to which
parties, the company to be responsible [15]. Company must

May-June

510

ISSN: 1013-5316; CODEN: SINTE 8

keep the relation with its stakeholder by accommodating
stakeholder’s wish and need, especially stakeholder who has
power towards the availability of resources used for corporate
operational activities, for example, labours, markets for
corporate products and others [16].
Legitimacy theory focuses on interaction between company
and community, argued that organization tries to create
harmony among social values that attaches on its activities
with behavior norms in community social system where the
organization is part of the system. As far as both value
systems are harmony, we can see it as corporate legitimacy.
When actual or potential disharmony occurs between two
value systems, there will be a threat towards the corporate
legitimacy. It means that the existence of the company in
community will continue if the company action is in line with
the values of community where the company is operating.
Other theory supporting this study is signaling theory. This
theory explains the existence of encouragement for
management to deliver information to stakeholders or parties
who concern to reduce information asymmetry. In this theory,
motivation of management to deliver information is expected
to be able to give illustration of shareholder’s prosperity to
external party [17].
2.1.2.Ownership Structure
One characteristic of modern economy is the separation of
corporate ownership structure. Appointing agent as a manager
does it so that corporate owner is able to maximize profits.
[18] explained that ownership structure can be base of
corporate governance application that later will be able to
minimize agency problems. It is because corporate ownership
gives great impacts on corporate operational and supervision
on activities done management. Ownership structure can be
distinguished into two, which are dispersed ownership and
closely hold ownership. Ownership structure of company a
rises because of the ratio of total shareholders in the company.
A company can be owned by a person individually,
community, government, foreigner, or a person in the
company (managerial). In this study, ownership structure that
will be tested is institutional ownership and managerial
ownership.
2.1.3. Environmental Performance and Its Evaluation
Environmental performance is corporate performance to create
green environment. Environmental performance is one of
important steps in achieving business success. Environmental
performance is an outcome that can be measured through
environmental management system based on environmental
policy, environmental aim, and environmental target.
Environmental management system has a standard describing
a system that helps company to achieve better environmental
performance. Environmental performance is measured from
corporate achievement in participating PROPER progam
(Corporate Performance Rating Evaluation in Management of
Environment Program). This program is an attempt done by
Ministry of Environment to encourage corporate governance in
management of environment. PROPER is announced regularly
to community so that the company evaluated will receive
incentive or disincentive of reputation, depending on its
obedience level.
The use of coloured rating is a form of communicative
performance delivering to community, so it would be
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understood and remembered more easily. The following is
evaluation ratings of PROPER program:
Gold is given to person in charge of business and/or activity
that consistently shows environmental excellency in process of
production and/or service, conducting business that is ethical
and responsible towards community. Green is given to person
in charge of business and/or activity that has conducted
environmental management more than the one required in the
regulation (beyond compliance) through the implementation of
environmental management system, the use of resources
efficiently through the means of 4R (Reduce, Reuse, Recycle,
and Recovery), and conducting the attempt of social
responsibility (CSR/Comdev) well. Blue, is given to person in
charge of business and/or activity that has conducted the
attempt of environmental management that is required in
accordance with condition and/or regulation of law. Red is
given to person in charge of business and/or activity that the
attempt of environmental management done not in accordance
with the requirement as arranged in regulation of law. Black is
given to person in charge of business and/or activity that
deliberately conducts an action or negligence causing pollution
and/or environmental destruction and violation of regulation.
2.1.4. Financial Performance
Performance is often related to corporate financial condition.
To investigate corporate financial condition, generally we
focus on financial report in addition to other non-financial data
as a support of financial performance information.
Measurement of financial performance is useful to give
information about corporate financial condition in certain
period of time. Measurement of financial performance,
according to [19], aims to measure performance of business
and management compared to goal or target of company. In
the other words, measurement of financial performance is an
instrument for management to control its business. [20, 21]
stated that financial performance is an achievement obtained
by company in a certain period that reflects the health level of
the company. Measurement of financial performance can be
done by analyzing financial ratio. Financial ratio is a number
obtained from comparison result of one post of financial report
and another post that has relevant and significant relationship
(meaningful). Financial ratio simplifies information that
describes the relationship between certain post and other post,
in other words, this simplification is able to evaluate accurately
the relationship between the posts and is able to compare other
ratios so that we can get information and give evaluation.
2.2. Previous Study
Study of [2, 12], show that concentrated ownership
(institutional ownership) has positif relationship with
disclosure of corporate social responsibility. Study of [22],
with the study result using path analysis shows that there is
significantly positive effect of institutional ownership and
managerial ownership towards CSR disclosure, and there is
significantly positive of ownership structure towards financial
performance. Meanwhile, study result of [13], concluded that
concentrated ownership of governmental ownership does not
affect environmental performance, but affects financial
performance. Study of [23, 1], concluded that environmental
performance positively affects financial performance proxied
with ROA. Meanwhile, [11], concluded that in the study there
is no relationship between environmental performance and
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financial performance proxied with ROE. Similarly, [24] in
her study, it does not proof the existence of environmental
performance effect that is measured by ISO 14001, Capital
Expenditure on Pollution Technology (ENVIC), Capital
Intencity (CINT) towards financial performance.
2.3.Hypothesis Development
The model is as follows:
Institutional
Ownership
(X1)
Environmental
Performance

(Y)

Financial
Performance
(Z)

Managerial
wnership

(X2)

Figure 1. Framework

2.3.1. The Effect of Managerial Ownership on
Environmental Performance
Conflict of interest between manager and owner becomes
larger when managerial ownership on company is smaller [18].
In this case, manager will try to maximize his/her own interest
compared to the interest of company. In contrary, the larger
managerial ownership in the company, the more productive
action of manager in maximizing the value of company, in
other words, contract cost and supervision become low.
Manager of company will disclose social information in order
to increase corporate image even though he has to sacrifice
resources for the activity.
Manager will be encouraged to do anything that can increase
corporate value; environmental performance is an image that
must be built in order to get legitimacy from community.
Legitimacy is a system focusing on society, individual,
community, and community group. Therefore, as a system
that prioritizes society, so corporate operation has to be in line
with the expectation of community. Expectation of community
towards corporate behavior can be implicit and explicit [10].
Exlicit form of social contract is community expectation that is
not stated in legal regulation (uncodified community
expectation). The result of study conducted by [22] shows that
there is effect of managerial ownership on corporate social
responsibility. However, this result is different from the result
of [13], showing theresult that managerial ownership structure
does not affect environmental performance. Based on the
explanation, hypothesis that can be formulated is as the
following:
H1: Management ownership positively affects environmental
performance.
2.3.2. Effect
of
Institutional
Ownership
on
Environmental Performance
Institutional ownership has very important role in
minimalizing agency conflict occurring between manager and
shareholder [18]. Institutional ownership is corporate share
ownership that is majority owned by institution or agency
(insurance company, bank, investment company, asset
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management, and other institution ownerships). The existence
of institutional ownership is considered able to monitor
effectively each decision and action done by corporate
management because institutional investor involves in strategic
corporate decision-making, including decision in conducting
environmental management.
Stakeholder theory of [14] defined stakeholder as a group or
individual that can give impact or get impact by the result of
corporate goal. It is also related to stakeholder outside owner
(manager).
The ones including in stakeholder are
stockholders, creditors, employees, customers, suppliers,
public interest groups, and governmental bodies. The result of
previous study shows that there is positive effect between
institutional ownership and CSR disclosure [22], meaning that
larger institutional ownership in company, then pressure on
corporate management to disclose social responsibility is
larger. Therefore, it can encourage company to conduct
environmental investment as its responsibility to shareholder.
It is in line with the study result [22, 2, 11]. However, in
contrary, the study result of [13] showing the result that
institutional ownership does not affect environmental
performance. Based on the different study result, hypothesis
proposed is as the following:
H2: Institutional ownership positively affects environmental
performance.
2.3.3.The Effect of Environmental Performance on
Financial Performance
Environmental performance is one important step of company
in attaining business success. Environmental performance is a
result that can be measured through environmental
management system based on environmental policy,
environmental goal, and environmental target. In Indonesia,
one of instruments that can be used in measuring
environmental performance is PROPER (Ministry of
Environment Regulation). With PROPER, sensitivity of
company on its environment can be known. It is in line with
stakeholder theory stating that company is not an entity that
only operates for its own interest, but it has to give benefit for
its stakeholder (shareholder, creditor, costumer, supplier,
government, community, analyst, and other parties). Financial
performance is useful accountancy informantion to show
management responsibility, because financial performance is a
reflection from company’s ability in managing and allocating
its resources, it is in line with signaling theory.
H3: Environmental performance positively affects financial
performance.
A number of studies that have been done related to CSR,
environmental performance, and financial performance with
different results, among others [1, 23], proved study result
that there is positive effect of environmental performance on
financial performance, while in her study [11, 24], concluded
that there is no relationship between environmental
performance and financial performance.
III. METHOD OF STUDY
3.1. Population and Sample
Population in this study is large companies listed in Indonesian
Stock Exchange (IDX) in 2011 – 2013. Sample selection in
this study is done by using purposive sampling method. The
total companies listed in Indonesian Stock Exchange (IDX) in
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2013 is 517 companies. Based on criteria of purposive
sampling used, in this study, there are only 121 companies as
the sample of this study from 2011 – 2013.
Data used in this study are secondary data. Study data are
taken from company’s annual report that is audited and
published consencutively during 2011 – 2013. Data are taken
from: Indonesian Stock Exchange. Method used in this study is
documentary method.
3.2. Study Variable and Operational Definition
Variables in this study are classified in 3, which are
independent variable, dependent variable, and intervening
variable. Independent variable in this study is: ownership
structure that is proxied with managerial ownership and
institutional ownership, with the reason that both ownership
structures are mostly used by companies in Indonesia.
For measuring managerial ownership, dummy variable is used
where if in the company there is managerial ownership, it is
given score 1 and if there is no managerial ownership, it is
given score 0. Dummy variable is used because some
companies as the sample do not have managerial ownership, so
it does not reduce the number of sample having institutional
ownership measured by the percentage of ownership with a
formula as the following:
Total Institutional Share
Institusional Ownership 
x 100%
Total Issue Share
Intervening variable in this study is environmental
performance. Environmental performance measured by using
PROPER evaluation ratings from ministry of environment
consisting of 5 categories which are: gold with score 5, green
with score 4, blue with score 3, red with score 2, and black
with score 1. For companies that have many branches or have
more than 1 repository, PROPER ratings will be scored
averagely. Its dependent variable is financial performance that
is proxied with Return on Assets (ROA), efficiency level, and
asset effectiveness in producing income or how much nett
income obtained from total assets owned by the company.
ROA is calculated by dividing income after tax with total
assets and multiplied by a hundred percent.
Net Income
ROA 
TotalAsset
In this study, control variable of company’s size is used. Size
of company is a scale used in determining how big or small a
company is. According to [19], the size of company that will
be used is the total assets.
3.3. Analysis Method
Analysis method used in this study is multiple linear
regression model. Regression model obtained from Ordinary
Least Square – OLS is a regression model that produces Best
Linear Unbias Estimate – BLUE. This condition will happen
when some classical assumptions are completed. OLS
technique used is considered more efficient compared to
Generalized Least Squares or Maximum Likelihood. Then,
OLS technique requires that the total data used must be larger
than the total all variables involved in the model [25]. In this
study the total data used is 121 observations (n = 121), while
model 1 with total variables of 3 and model 2 with only 1
mean that OLS requirement is completed.
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3.3.1. Statistical Model /Econometric
To illustrate the structural relationship between variables,
equation model is used, including:
Model 1: Environmental Performance= f( IO, MO, TA).
Model 2: Financial Performance = f (EP).
Stochastic model used in each model is as the following:
Model 1: KL = α + β1 KI+ β2 KM + β3TA + ε
Model 2: ROA = α + β1KL+ ε
Where:
EP
: Environmental Performance
ROA : Return on Assets
IO
: Institutional Ownership
M0
: Managerial Ownership (dummy)
TA
: Total assets (control variable)
β
: Regression Coefficient
ε
: error term
3.3.2. Hypothesis Testing
Hypothesis testing is done by conducting model test (F statistic
test). F statistic test is used to investigate whether all
independent variables put in the model have effect togetheron
dependent variables at significant level of 0.05. Moreover, t
test is also done. T statistic test is used to test hypothesis
partially by determining of 0.05.
IV. RESULT AND DISCUSSION
4.1.Result of Multiple Linear Regression Analysis
Multiple regression analysis in this study is to test the effect of
managerial ownership, institutional ownership, and size of
company on environmental performance and its implication
towards financial performance. Test is done by two stages in
accordance with model of study.
4.2. Discussion
4.2.1. The Effect of Managerial Ownership, Institutional
Ownership on Environmental Performance
Table 1. Regression Analysis of Model 1
Sum of
df
Mean
F
pSquares
Squares
value
Regression 124.560
3
41.520 6.987 0.000
Residual
695.225 117
5.942
Total
819.785 120
R2=0.152
And the partial test for the parameters in model 1 are:
Table 2. The estimation and test of the parameters in Model 1.
Source of
Parameter T-test
Pvalue
Variation
Estimate
Constrant
2.562
3.664
0.000
KM
1.632
3.188
0.002
KL
0.024
2.463
0.015
TA
0.536
2.358
0.020
Model

Thus, the estimation of the model 1 is given below:
EP = 2.562 + 1.632 IO+ 0.024 MO+ 0.536 TA.
In this study, managerial ownership structure is measured by
using dummy variable. Hypothesis testing result obtains that
H1is accepted showing that managerial ownership statistically
affects positively and significantly the environmental
performance with probability of 0.002 or lower than level of
significance 0.05 (0.002 < 0.05) and coefficient of 1.632.
Statistically, positive beta coefficient value shows the
existence of unidirectional effect meaning that the higher
managerial ownership, the higher environmental performance.
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Table 3. Regression Analysis of Model 2
Model
Sum of
df
Mean
F
p-value
Squares
Squares
Regression
1.779
1
1.779
1.942 0.16
Residual
109.014 119
0.916
Total
110.973 120
R2= 0.016
Table 4. Partial test for the parameters of Model 2.
Source of
Parameter
T-test
pvalue
Variation
Estimate
Constrant
3.108
31.269
0.000
EP
0.047
1.394
0.166
Thus, the estimation of the Model 2 is given by:
ROA = 3.108 + 0.047 EP

This result is in line with [9], explaining that manager will be
encouraged to conduct anything that can increase corporate
value, especially when manager is not only company’s
manager, but also as owner, by increasing environmental
performance, it will increase community attention to the
company. In the last few years, it also makes companies
starting to change their behaviours in operating their business
for corporate legitimacy and reputation. To keep corporate
reputation, it cannot be separated from the role of
stakeholders. Therefore, appropriately, company also pays
attention to its stakeholders. It is in line with stakeholder
theory.
The result of this study supports the result of study conducted
by [22] showing that there is effect of managerial ownership
on corporate social responsibility, but this result is different
from [13] showing that managerial ownership does not affect
environmental performance.
Institutional ownership structure is measured with the total
percentage of ownership. Hypothesis testing result obtained is
that H2is accepted showing that institutional ownership
statistically affects positively and significantly environmental
performance with probability of 0.015 or lower than level of
significance of 0.05 (0.015 < 0,05) and coefficient of 0.24.
Statistically, positive beta coefficient valueshows that there is
unidirectional effect meaning that the higher institutional
ownership, the higher environmental performance. The
existence of institutional investor is regarded able to monitor
effectively each decision done by management because
institutional investor is involved in strategic corporate
decision-making, including decision in conducting
environmental management.
Environmental performance means to show corporate
awareness on environment. It is also related to stakeholder
outside the owner (manager), such as creditors, employees,
customers, suppliers, public interest groups, and governmental
bodies. Stakeholder theory of [15]. Defined stakeholder as a
group or individual that can give impact or get impact from
corporate objective result. The result of this study is in line
with the result of the previous study showing that there is
positive effect between institutional ownership and CSR
disclosure [2, 12]. However, in contrary, the result study of
[13, 22] shows that the larger institutional ownership in the
company, the more pressure on corporate management to
increase awareness on environment. Therefore, it can
encourage company to do environmental investment.
4.2.2. The Effect of Environmental Performance on
Financial Performance
In this study, Environmental Performance is measured by
using evaluation rating of PROPER form ministry of
environment consisting five categories, which are: gold with
score 5, green with score 4, blue with score 3, red with score
2, and black with score 1. Hypothesis testing result obtained
is that H3is rejected meaning that environmental performance
statistically affects positively, not significantly towards
financial performance (ROA) with probability of 0.16 or more
than level of significance of 0.05 (0.16 > 0.05) and coefficient
of 0.047 (Table 4). Statistically, positive beta coefficient value
shows the existence of unidirectional effect meaning that the
higher environmental performance, the higher financial
performance.

The effect of environmental performance on financial
performance is not significant, it might be because variable of
environmental performance with PROPER ratings cannot be
driving indicator of financial performance that is proxied with
ROA, environmental performance is the form of corporate
awareness towards environment that must be done, and its
effect on financial performance that might occur for long term
period.
This result is not in line with the result of study conducted by
[1, 23] demonstrating the result that positive effect of
environmental performance on financial performance, it is
enabled with the difference of variable and measurement used,
but it is in line with the result study of [11, 24] in their study
concluding that there is no relationship between
environmental performance and financial performance.
From the result of F test (joint test) done to see contingency
effect of independent variable on dependent variables which
are managerial ownership, institutional managerial, and total
assets on environmental performance, it obtained F value of
6,987 with significance level of 0.00, and it is considered small
compared to significance level of 0.05. Therefore, regression
model on contingency effect of independent variable
significantly affects dependent variable.
V. CONCLUSION AND SUGGESTION
5.1 Conclusion
Based on the result of study and testing that has been done,
conclusion that can be drawn as the following:
1. Ownership structure and managerial ownership that
measured by percentage of ownership, both show significantly
positive effect on environmental performance measured by
PROPER rating, with significance level for each: managerial
ownership of 0.002 andinstitutional ownership of 0.015.
It means that higher ownership structure (concentrated
ownership), both managerial ownership and institutional
ownership, so environmental performance will be higher. It is
in line with stakeholder theory stating that company is not
entity that only operates for its own interest, but has to be able
to give benefit for its stakeholder and for its awareness, the
company will get legitimacy for community.
2. The result of data analysis shows that environmental
performance positively affects financial performance, but not
significant, with probability of 0.16 or greater than level of
significance of 0.05 (0.16 > 0.05) and coefficient of 0.47, it
shows the existence of unidirectional effect meaning that the
higher environmental performance, the higher financial
performance, but its increase is not significant.
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Environmental performance is the reflection of corporate
awareness towards environment management and allocation
of its resources as the form of corporate attention on its
environment.
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