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Abstract

This study aims to investigate the relationshipweein Corporee Social Responsibilif
(CSR), Profitabilityto Firm Value. The samples are all manufacturer pames that listed i
SRIKEHATI Index by using contrcsamples (manufacturers companot listed in SRI-
KEHATI Index). This study is empirically examinestween CSR disclosure (ennment,
energy, hedah and safety, product, and communitrvices), profitability (ROA) and firr
value. For company that listed in Sri Kehati Indéws study found no significant relationsl|
between CSR to firm value but there were positigmificant relationship betwen
profitability to firm value

Keywords : Corporate Social Responsibility (CSR), Corporatei&dresponsibility Inde
(CSRI), Firm Value, Profitability, Firm Si:

1. Introduction
Corporate Social Responsibility (CSR) is gettingirasreasingly impoant issu for all over
the world, due to a new attention to all the aspettfirms activities and their relationshi
with stakeholdersCarroll (1999) ound that public interest on the role of businegsasciety
is driven by greater sensitivity arawareness of environmental and ethical matters.
public expectation of civic duty means going beyamdtling value to the bottom lin
Currently, CSR reporting practice developmenglabally imbalance. In Asia, eviden
shows that many developinguntries are moving in a positive direction withewnce tc
corporate social reportinglurlela and Islahuddin (2008) analyzed the efféd€8R on firm
value by using the percentage of management owipeasha moderating variable showe
significant efect on firm value but partially only percentagenminagement ownership has
effect on firm value.

In Indonesia, many companies implement the corp@atial responsibility programs a
concern to the social and environmental problenm@anies have to report any exper
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occurred related to CSR program in financial repbhnis study will analysis the relationship
between CSR and profitability to firm value. Firmssed as samples, are listed firms in
Indonesian Stock Exchange (IDX) selected from SEHATI Index. SRI-KEHATI Index is
stock market index that consists of 25 Indonesiansf that have excellent performance in
promoting sustainable businesses, as well as hagingreness of environmental, social and
good corporate governance.

2. Literaturereview

2.1. Corporate Social Responsihility

In Indonesia, the discourse on CSR began to susiace 2001, but prior to this discourse has
surfaced many companies CSR and very few are esqueis a report. This was probably
because we do not have any means of support suckpasting standards, skilled personnel
(both accountant that prepare the report and tliicas). So that CSR is not considered
important to report in detail because no one reguieporting on CSR.

CSR as an idea, the company no longer faced wathesponsibility that rests on a single
bottom line, the value of the company (corporateejgare reflected in the financial condition
(financial) only. But corporate responsibility sthdbe based on the triple bottom lines. Here,
other than the financial bottom lines also social a&nvironmental. Because financial
conditions are not enough to guarantee the valudeicompany to grow in a sustainable.
Sustainability will only be guaranteed if the compashows interest to the social and
environmental dimensions. It is a fact how thestasice communities, in different places and
times come to the surface of the companies that@rsidered not pay attention to aspects of
social, economic and environmental (Nurlela andahistldin, 2008). The information
disclosed in the annual report can be grouped twtp namely the mandatory disclosure,
which is the minimum disclosures that must be dsetl (required regulations), and voluntary
disclosure, where companies are free to choosgypleeof information disclosed that if only
to support decision-making and increase the conipamalue to stakeholders and
shareholders.

Voluntary disclosure rise because of the awarewésthe surrounding environment,
successful companies not only on profit but alsnceon for the environment surrounding
communities (Yuliani, 2003). Research conductedNdgksum and Kholis, 2003) states that
have Corporate Social Responsibility (CSR) is apadrtant thing to do for a company.
Masnila (2007) stated that CSR disclosure in anng@abrts can be grouped based on the
theme that was revealed, the type of disclosueedhel of disclosure, as well as locations
where social responsibility is expressed.

According to Hackston and Milne (1996) in Nisya @80, CSR is the process of
communicating the social and environmental impa€t economic activities on the
organization of special interest groups and thernanity as a whole. In its operations, the
company often causes problems for the environment society as a social problem,
pollution, natural resource, and waste.

According to the Prince of Wales Foundation, thare five important things that can
affect the implementation of CSR, first, concernthg empowerment of human capital or
human. Second, the environments are talking atbheuetnvironment. Third is Good Corporate
Governance. Fourth is social cohesion. That isimiplementing CSR not to cause social
jealousy. Fifth is the economic strength or bamb®oznvironment towards economic
independence.

In Company Law also mentioned the regulations iggr concerns about the
environment, which is set in the Company Law Adi¢¥ paragraph (1) which states: Limited
Liability Company Act states that the company riiesusiness activities in the field and or
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relating to any source natural resources requicectarry out social and environmen
responsibility.This is what is meant by corporate social respalitsi.

2.2. Signaling Theory

Signaling theory offers an intriguing opportunitgr freconciling the stratec-actor and
materialist approaches in the social sciences wafproaches centereon meaning, Soci:
value, and ritual. Signaling theory is one thedmgttunderlies the voluntary disclosure
where the company was driven to provide informat@moutside partie:

Signaling theory is useful for describing behaviehen two parties (dividuals or
organizations) have access to different informatibypically, one party, the sender, m
choose whether and how to communicate (or sighat)information, and the other party,
receiver, must choose how to interpret the sigAatordingly, signaling theory holds
prominent position in a variety of management &iteres, including strategic managem:
entrepreneurship, and human resource manage

Signaling theory in science communication in thecigilines of accounting is usé¢o
explain and predict the behavior patterns of compation to the public managers. Signal
theory in accounting for one of its functions isassess ai private information that will b
issued by the management to shareholders. The marsagks to ommunicate privat
information which tends to contain good news igrnicrease shareholder wea(Jaswadi,
2004).

According to signal theory, companies with highngags quality will result in persiste
earnings, and are entitled to a high valuatfrom investors. Instead, the company \
produce lowguality earnings are not persistent, and deserviesvavaluation of investor
indicated a low stock market prices (Bandi, 2C

The theory of signals related to the capital marksponse in respor to good news and
bad news coming from a company that has been listetle investment portfolio of tf
investor. With the information released by managene be addressed as good news or
news can help investors to make upward revisiongamingsand performance of tr
company in the coming and decided to buy the coipatock. Conversely, if the predicti
is higher than actual, which means bad news, investill revise down and immediately s
the shares of the company because the compperformance does not match the expe
(Ambarwati, 2008).

2.3. Firm Value
The company's main objective is to increase shitehwalue. Value of the company is |
investor's perception of the level of success obmpany that is often associated wstock
prices (Sujoko and Ugy, 200°

The value of the company will be reflected in iteck price. The market price of tl
company’s shares that is formed between the buyettlze seller in the transaction is cal
the market value of the company, kuse the market price of the stock is considered
reflection of the true value of the company's assEthe value of a company formed throt
the indicator value is strongly influenced by theck market investment opportuniti

The existence of in&ment opportunities can provide a positive sigabbut the
company's growth in the future, so as to enhanaeehkblder value. Literally, the value of t
company can be observed through shareholder wibatican be measured by its share ¢
in the stock markgiHasnawati, 200
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2.4. Corporate Social Responsibility and Profitability

The main objective of the company is gaining psofiget in the development of today's
companies can not just focus on maximum profiardigss of the surrounding environment.
Concept 3 P: profit, people, and planet must adastyived to be run simultaneously and
continuously. There is a significant relationshigtvleen CSR activities and profitability of
the industrial companies. Adopting such activitiels improve the company’s reputation and
positioning in the community and increase custosatisfaction. This however will lead to
increase the market share and maximize profits.

There is a significant relationship between provaimations and establish non-profit
projects and the profitability of industrial compes) and there is a significant relationship
between support projects and charities associatems$ the profitability of industrial
companies (Dabbas and Al-Rawashdeh, 2012). Thétsesfuother studies of Olagunju and
Omeyele (2012) by using a questionnaire to stafihfl0 companies located in Logos obtain
the result that the CSR effect on profitability. eThonsequence of this is CSR activities
should not only be driven by profit motive but madgso be ethical and transparent in the
conduct of their business operation while remairgagsitive to the problems and aspirations
of their host environment.

2.5. Corporate Social Responsibility and Firm Value
Corporate social responsibility is expressed ineport called Sustainability Reporting
(sustainability reporting). CSR can be sustaingtefprogram created by a company is really
a shared commitment of all the elements that exitin the company itself. The company's
main purpose is to increase the firm value. Theevaf the company is ensured sustainable
growth (sustainable) when the company noticed tt@ne@mic, social and environmental
sustainability as a balance between economy, emvient and society. CSR will increase the
value of the company's stock price and the viewsogborate profits (earnings) as a result of
investors who invest in company stock. Nurlela tahuddin (2008) stated that the presence
of good CSR practices, the expected value of thepemy will be judged well by investors.
Jensen (1986) stated that in the long run no coynpgan maximize the value of the
company, if it ignores the interests of stakehaddn accordance with the views of
stakeholder theory, Khanifar (2012) found the vadfiehe company in the long run will be
determined by the company's relationships withriidkand external stakeholder.

3. Previous resear ch and hypotheses

A number of different methods have been appliedxamine the relationship between CSR
performance and Firm value. McWilliams and Sie@€0Q) point to a number of problems
with CSR performance research; inconsistenciesefmidg CSR, selecting samples, as well
as research design and misspecification of the lroés a result, a lot of research on CSR
performance is not comparable.

Several papers have investigated the relationsétywd®n corporate social responsibility
and firm value. Barnett (2007) insight that thepant of CSR on firm value depends on the
ability of CSR to influence stakeholders in thenfir McWilliams and Siegel (2001) examined
the relationship between the corporate governaatiegs of firms and their equity prices.
Their findings were the high governance ratings hegher firm value, higher profits, and
higher sales growth. According to Orlitzky, et 2DQ3) insight that the impact of CSR on
firm value has measured value as either markeeprizich as stock returns or accounting
measures such as return on equity or return ortisasse

On the basis of previous research there is posiBlagionship between CSR and firm
value (Sen and Bhatachrya, 2001). According to Me&uet al (1988) a firm has an
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investment in reputation, including its reputation being socially responsible. Dowell.al
(2000) measure firm value and find that mwational enterprises’ adoption of strict glol
environmental norms is positively related to highen value. Nurlela and Islahuddin (20C
argued that the disclosure of CSR significant eftecfirm valut. This is because more a
more disclosure of CSkien it shows the company's ve, the betterSomething similar
supported by research conductel Wijayanti (2009)which concluded that there is a posit
and significant relationship between CSR on firrugananufacturin.

Handayani (2010¥tatesthat the ratio of profitability have significant effect on firnr
value.The samples are 18 companies on the Stock Exchartpe period 20C-2005. The
tool is regression analysiblis study states that the ratio is found to sigaifitly affect the
valueof corporate profitabilit. Yuniasih and Gede (2008%ing a sample of 27 companies
the Stock Exchange during 2(-2006 with the result that profitability ratios attehe value
of the companyThe higher profitability ratios show the companyaigood performance th.
will increase the value of his comp: The results of a similar study revealed als Frick
and Andreas (2009) aritiel (2003)which states that the ratio of profitability effemt firm
value.The higher profitability ratiosROE) is theratio between the net income by total eq
in a corporation showing its financial performaraes increased due to greater pr, so it
will have an impact on increasing the company'si@as more and more investors to t
shares to the compg in questior

Maksum and Kholis (2003states that social responsibility (CSRpan important thing t
do for a companynd Maslina (2007stated that CSR disclosure in annual reports ce
grouped based on a theme that was revealed, theofyglisclsure,the level of disclosu, as
well as locations whersocial responsibility is expresseNurlela and Islahuddin (200:
argued that the disclosure of CSR significant eftecfirm valut. This is because more a
more disclosure of CSR then it showe company's value, the bett&omething similar
supported by research conductel Wijayanti (2009which concluded that there is a posit
and significant relationship between CSR on firrugananufacturin.

On the basis of the previous researcabout the relation between CSR and firm va
then the hypotheses develop in this study

H1: CSR gives positive impact firm value of Indonesia firms

H2: Profitability gives positive impact on firm value Indonesia firm

4. Resear ch method

4.1. Data and Sample

Firms used as samples are 25 listed firms (suspect) in Indonesia Stock Exchange (IDX) selected
from SRI-K.EHATI Index. SRI-KEHATI Index is stock market index that consists of 25
Indonesia firms that have excellent performance in promoting sustainable businesses, as well as
having awareness on environmental, social and good corporate governance. Sample firms were

monitored from 2009 to 2010.

4.2. Variable Measurement and Model

Firm value Firm Value is an economic measure reing the market value of a whc
business. This study will use market to book vdMd@B) as a measurement of firm vall
MTM is the proxy for growth opportunity Gaver anar (1993) and Black et al (20C

Corporate Social Bsponsibilit. Corporate Social Responsibility is measured by GisRI
checklist that consists of 78 statements. The dhf@SR activities are collected from fir
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annual reports and the content analysis used tokdine information about CSR Activities
done by the firms with the list of statements orRd3sclosure checklist. If the CSR Activity
of the firm is appropriate to the CSR checklistrtlget score of 1 otherwise get score of 0.
The CSRI score is calculated by score of firm CSf\wties is divided by total score of CSR
Disclosure Checklist.

SX

CSRL = <=
n,

U

Where:

CSRIj = Index of Corporate social responsibility fmmpany
Y Xij = Number of items that been disclosed by the conesg
] = Number of item for the company j

Profitability. Profitability measures the ability of the compary groduce the earnings.
Profitability is one of the financial performanceasurements. This study will use the Return
on Assets (ROA) as a measurement of profitabiR@A is calculated from Earnings after
Taxes (EAT) divided by Total Assets.

Firm Size Firm Size is used as control variables. Previoudiss used firm size as control
variables because the CSR activities, in some caskested by firm size. The firm size is
calculated by the In of total asset.

4.3. Research Models
The first regression model is used to examine tfeeteof CSR index and profitability to the

firm value with firm size as control variable. Thaultiple regression modelsare represented
as follows:

FirmValueyspec= o + RICSREyspect + RROAsuspectt [BFIrm_Siz@uspectt € 1)
Firmvalu%onsuspectz & + &;CSRhonsuspect"' BGROAnonsuspect'" &Firm_SiZ%onsuspecﬁ' e (2)
Where:

%, 4 = intercept coefficient
3 R g 5 % and 3 = coefficient of each independent variable

5. Resultsand discussion

Preliminary data used is 40, but due to problemdat& normality, outlier removal is carried
out as much as 4 data and data processes furtheamg as 36 data. Table 1 presents the
descriptive statistics for firm suspect.

Table 1 — Descriptive Statistics (Fifi¥hed

Firm_Values CSRiIs ROAs Ln Firm Sizes
Mean 3.025978 0.294878 0.104042 31.49389
Median 2.780850 0.282100 0.105950 31.48000
Maximum 5.415200 0.512800 0.268400 33.94000
Minimum 0.159800 0.230800 0.012300 29.40000
Std. Dev. 1.397022 0.068312 0.076955 1.454519
Observed 36 36 36 36
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Firm value measured by market value divided bodkes&f equity. The result shov
average 3.025978. Tableshows that the averamarket value i8.025978 times compar:
to the book value of its equity. The standard dewmaof this variable is 1.397022 means 1
the deviation from the average of data for thealde value of the company amountec
1.397022. CSRI average sifispeci0.294878 that meardisclosure 29.4878%. The aver
number of social responsibility disclostequal to 23 disclosuref 78 required disclosur
Profitability measured bget income divided by total ass (ROA). ROA suspe« group have
an average 0.104042h@& average measuspect groupvas able to generate a net profit
10.4042% utilization of all assets owr

Table 1 als@ppears that there is a small variation in CSRiER@As. It means that tt
CSR Activities among firmsare quite similar. The variation of ROA is also tgusmall
among firms. The variation of firm size is quitgylthat means the different of the firm s
among firms are quite big.

Table 2 presents the data used as a non suspeaoimpany within thsame industry
and has total assets of nearly the ¢, so the number of suspect and -suspect firms are
alike. The data used is a financial statement data of 2009201. Preliminary data used
40, but de to problems of multicollinearity. utlier removal is carried out as much as 6 ¢
and data processed furtteey many as 34 da

Table 2 Descriptive Statistics (Firnonsuspegt

Firm_Value: CSRIs ROAs LnFirmSizes
Mean 3.48536! 0.209653 0.063061 30.41162
Median 2.30109. 0.224359 0.054366 30.34814
Maximum 18.9281! 0.269231 0.235380 32.74782
Minimum 0.00443i 0.141026 -0.075353 25.57283
Std. Dev. 3.67776: 0.038381 0.070277 1.627622
Observed 34 34 34 34

Firm value non susped 3.485366, means timarket capitalization 3.485366 timto book
value of its equity. Value of n-suspects group companies is higher than the grét
companies suspecte@SRI has an average 0.209653 means non sudisclosure CSR
information is20.9653%, or in other was, nonsuspeaompanies disclose -17 item of 78
required disclosure. Totalisclosure of this group is less than the suspegtedp ROA of
nonsuspecigroup is 0.063061meaning that the company is able to prodnet profit
6.3061% of the total utilizeon of assets. Profitability of susp grouphigher than the nc-
suspect groups.

Table 2 also provided th#te variability of the data is very wide distane@age minimun
value maximum value is very large when comparethéoaverage vali. The average value
of the enterprise value 3.485366 means that theevat the average market price for 3
times compared to the book value of equity pere. Variability to social responsibilit
disclosure index is small, with an average of 06HE. Average shos that on average
companies do as much disclosure of 14 items ofis8asure items that can be d. For
variable ROA as a measure of profitability hadditvariability with an average value
0.063061, which meartbat the average n-suspect firmhas a profit of 6.30¢% of its total
assetsFirm size has a low variabili.

The results of this study using multiple regressioodels are given in Table 3. The fi
part of the Table 3 is regression model with FIRMMNJE suspect as dependent variaknd
CSRI suspect, ROA suspect and Firm Size suspeantleapendent variables. The first mo
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is used to examine the first hypothesis that st&&®RI suspect gives positive impact on

FIRM VALUE.

Table 3 — Summary of Regression Model Suspect Firms

Coefficient Std. Error t-Statistic Prob.
C -12.64501 5.637928 -2.242847 0.0320
CSRIS -3.606223 2.931031 -1.230360 0.2275
ROAS 18.81931 3.098906 6.072889 0.0000
LNFIRMSIZES 0.469183 0.164355 2.854684 0.0075
R-squared 0.544995 Mean dependent var. 3.025978
Adjusted R-squared 0.502338 S.D. dependent var. 97022
S.E. of regression 0.985531 Akaike info criterion 913167
Sum squared resid. 31.08070 Schwarz criterion 3089
Log likelihood -48.43701 Hannan-Quinn criter. 2.978
F-statistic 12.77631 Durbin-Watson stat. 2.092459
Prob. (F-statistic) 0.000012

Dependent Variable: FVS
Method: Least Squares
Sample: 1 36

Included observations: 36

The results showed that RQAyecthad positive effect on firm valugspest In Otherwise,
CSRLyspecthad no effect on firm valugspeo: These results indicate that the more or leshef t
practices of CSR of the company do not have aftectthe increase in the value of the
company. This is because many companies have ailosure on their CSR compared
with the total items that should be disclosed fatustry.

Based on signaling theory which states that thepamy gives signals to the public with
the intention of increasing the value of the conypavas not able to be explained by
companies. Leastwise those items disclosed toghders of company annual reports make
investors pay less attention to or consider theloksire of corporate CSR as one of the
information that affects them in an investment. réfiere, CSR disclosures are not an element
that affects the investor to assess overall compgaeryormance. Investors are likely to
consider other matters such the company's finaperibrmance in investing.

For non-suspect group of companies, explanatoryep@md CSRI ROA variables are
controlled by the size of the company amounted2t@@%, so it can be said that as many as
77.62% of the variance explained by the variablaeevaf the company to another. The results
showed that the model fit to predict the variant¢éhe value of the company at the level of
5%. Variables ROA and CSRI are not statisticalligetf the value of the company, but the
size of the company is able to control the infleeraf profitability and broad social
responsibility disclosure.

The result of this research shows that there dfereinces in the influence of profitability
on firm value. This indicates that companies listedthe Sri Kehati Index have better
financial performance han companies that are ndhéncategory of Sri-Kehati index. In
addition, companies that enter into the index ninaste Sri-Kehati positive ROA and asset
specific number. On the other hand, it shows tiha@estors in Indonesia are keener in
investing.
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Table 4 -Summary of Regression Mo« Non Suspect Firms

Coefficien Std. Error t-Statistic Prob.

C 42.1423. 12.21648 3.449628 0.0017
CSRI 2.59528. 14.70827 -0.176451 0.8611
ROA -1.44544 8.745687 -0.165276 0.8698
FIRMSIZE -1.25023! 0.377762 -3.309583 0.0024
R-squared 0.29437. Mean dependent var 3.48536
Adj R-squared 0.22380! S.D. dependent var 3.67776
S.E. of regression 3.24017. Akaike info criterion 5.29926
Sum squared resid 314.961. Schwarz criterion 5.47883
Log likelihood 86.0874. Hannan-Quinn criter. 5.36049
F-statistic 4.17177. Durbin-Watson stat 1.61401
Prob(F-statistic) 0.01392.

Dependent Variable: FIRMVALU
Method: Least Squares

Date: 08/15/12 Time: 10:12
Sample: 1 34

Included observations: 34

The results ofhis study indical that the size of CSR practicds no affect the increase
in the value of the companyhis is becaus the company is an entity thaperate only for its
own sake and foits stakeholde. The results othis study are consiste with research
Nurlela and Islahuddin (2008vhich states that CSR varialllas no effec on firm value. In
addition to theCorporate Social Responsibil (CSR) as part ofts busines strategy.
Basamalah and Jermi&200¢t) suggests that one reason is the sauahagemel reporting
for strategic reasongélthougl not mandatory, but it can be said thhhost all th companies
listed on thendonesia Stock Exchan already discloseaformation abot CSR in its annual
report. Froman economic perspecti, the company will disclosthe informatiol because of
necessity. The Companyill acquire social legitimacy and maximikeng-term financial
strengththrough the implementation CSR (Kiroyan, 2006)

6. Conclusion
This studyaimed to investigate the influence of CSR disclesur firm value. Object of th
study were the firms listed in the SRI KEHATIndex of the Indonesian Stock Exchai
Market 2009 -2010. The results of this paper give the evidetitasprofitablity has positive
effect on firm valuein otherwise, CSR h no effect on firm value. In addition, the
processing of the data showed that there was rerelifice in the effect on firm value C!
between suspect and neunspecffirms. It also shows that CSR disclosures for samplha
involvement so that the amount disclosed in the IdSRot too large. It also shows that 1
company's CSR program is not an important factéetoonsidered by investorsindonesia.
These results dficate that the more or less of the practice€®R of the company d
not have affecbn the increase in the value of the comg There are other factors that ¢
be used by investor in investing such as firm ofterastic:.
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