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ABSTRACT: Companies in running their business compete to improve their respective performance reporting. ESG issues have
gained considerable attention as companies increasingly focus on disclosing both financial and non-financial information. This
research aims to assess the partial and simultaneous impact of ESG performance on Return on Assets (ROA) and Tobin's Q, with
moderation by the CSR committee. Disclosure information and financial data for companies in the energy sector in Indonesia were
sourced from financial reports and sustainability reports. encompassing a total of 78 companies period the years 2013 to 2022.
After applying criteria for companies disclosing ESG information, a subset of 43 companies was identified. Using Chow test,
Lagrange, and Hausman tests before moderation, followed by tests after moderation by the CSR committee using STATA. The
research finding, before moderation by the CSR committee, revealed that ESG performance had a positive and significant impact
on ROA, while its effect on Tobin's Q was negative and insignificant. Then moderation by the CSR committee, indicated that the
presence of a CSR committee positively moderated the impact of ESG performance on ROA and Tobin’ Q, albeit insignificantly.
Further examinations post-moderation revealed that the presence of a CSR committee does not exert a significant moderating
effect. Consequently, within energy sector companies, the CSR committee seems to serve as a symbolic tool, implying the
company's adherence to proper operational practices without significantly altering the impact of ESG performance.

KEYWORDS: ROA, Tobin's Q, CSR Committee, Environmental, Social, Governance Performance.

1. INTRODUCTION

Companies in running their business compete to improve their respective performance reporting. Company performance
reporting can be seen in financial reports and sustainability reports. Disclosure regarding financial reports does not meet the needs
of stakeholders regarding information on company activities, this is something that must be a concern for company management
as a form of concern and service to stakeholders. ESG issues attract attention among companies to compete in disclosing financial
and non-financial (sustainability) information. Apart from that, it is also interesting for governments, investors, suppliers,
employees, communities, and academics in the fields of accounting and finance. This triggers competition between companies to
disclose financial and non-financial information every year (Usman et al., 2023).

Financial performance indicators are reflected by ratios which are the focus in decision making (Dkhili, 2023). Information
based on financial analysis includes an assessment of past, present financial circumstances and future expectations. Financial
performance measurement can be done based on accounting and market performance. Accounting performance includes the
Return on Assets (ROA) profit ratio, which is a profitability ratio that measures a company's ability to obtain (profits) from the total
assets owned, while market performance can use the Tobin's Q ratio which represents the long term. requirements and aspects of
expected profitability. Company performance can reflect public trust in the company (Dkhili, 2023).

Sustainability performance measurement is carried out based on sustainability reporting (Morioka et al.,, 2016).
Sustainability reporting is a broad term used to describe reporting on the economic, social and environmental impacts of a business
which must clearly outline the positive and negative impacts of the business (Atu & Osaretin, 2013). Disclosure of sustainability
related to the environmental dimension consists of reducing emissions, product innovation and reducing resources. Social
dimensions related to product responsibility, society, human rights and labor. Furthermore, the governance dimensions are related
to management, shareholder rights and CSR strategy (Carmo et al., 2023).

Trust, support, and legitimacy from the community for the social and environmental roles that the company has
performed can have positive implications for the company's future survival. The assessment of a company's environmental
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performance will significantly affect the company's value (Eccles et al., 2012). Public expectations of corporate governance can be
seen in the context of internal organizational mechanisms or external organizational mechanisms. Internal mechanisms focus more
on how organizational leaders manage the organization's operations in line with principles of good corporate governance. In
contrast, external mechanisms emphasize how the organization interacts with external parties harmoniously without neglecting
organizational goals (Hussain et al.,, 2018). Corporate governance mechanisms, including the appropriate committee
arrangements, positively influence company disclosures and performance. The strength of corporate governance practices arises
from the strategic guidance demonstrated by the board of directors, thus benefiting shareholders and company stakeholders.

The theory of voluntary disclosure perspective explains that companies that have achieved better financial impact from
social and environmental performance have the potential to improve market assessments, especially objective information that is
difficult for companies that have not achieved it to imitate. Companies can fulfill stakeholders' information needs by disclosing
corporate social responsibility activities, thus indirectly providing assurance and trust to external parties about sustainability
(Hapsoro & Fadhilla, 2017). The company's concern for the community through social responsibility programs, which is a form of
corporate concern for the community, significantly impacts a company's sustainability (Amran et al., 2013).

This research focuses on analyzing the influence of environmental, social, and governance (ESG) performance on the
financial performance of energy sector companies in Indonesia. As a country with nearly 90% of fossil energy in the primary energy
mix, the urgency of decarbonization is growing. According to the Ministry of National Development Planning (PPN)/Bappenas
study, starting in 2022, the energy sector will replace the forestry sector as the largest contributor to emissions in Indonesia (Sektor
Energi — LCDI, 2020). Various efforts are being made by the Indonesian government to reduce emissions from the energy sector
through the development of renewable energy sources (RE), both in the electricity sector and the increased use of biofuels (BBN).
Through the Ministry of Energy and Mineral Resources (ESDM), Indonesia aims for a 19.5% share of RE in the primary energy mix
by 2024. The energy sector, including oil, coal, and gas, uses 70% of fossil energy from total energy consumption. The energy sector
is the largest contributor to carbon emissions in developing countries, including Indonesia. Carbon dioxide (CO2) contributes to
global warming and climate change. CO2 emissions come from the burning of oil, coal, and gas for energy use (Sektor Energi —
LCDI, 2020).

Various studies still find different evidence in reviewing Environmental, Social, Governance (ESG) performance, the results
of CSR/ESG disclosure are positive and significant, including: (Giannopoulos et al., 2022), (Velte & Stawinoga, 2020), (Q. Zhang et
al., 2020), (Huang, 2021), (Belenesi et al., 2021), (Baraibar-Diez & Odriozola, 2019), (Hussain et al., 2018), and (Rezaee, 2017).
Meanwhile, the results of CSR/ESG disclosure research are negative and significant, including; (Sanchez-Infante Hernandez et al.,
2020), Daniel-Vasconcelos et al., (2022), Buallay, (2020), Velte & Stawinoga, (2017), and Nollet et al., (2015). Therefore, it is hoped
that this research can contribute to examining ESG performance on financial performance in energy sector companies in Indonesia.

Referring to research this research is important to carry out, because the findings will contribute to the concept of
sustainable finance which emphasizes the corporate paradigm to develop broadly, starting from creating financially secure
shareholder value to stakeholder value, both in the long term. short, medium, to long term. This research is important to carry
out, because the findings will contribute to the concept of sustainable finance which emphasizes the corporate paradigm to
develop broadly, starting from creating financially secure shareholder value to stakeholder value, both short, medium and long
term. To our knowledge, this is the first research in Indonesia to use ESG as measures of sustainability performance, let alone the
existence of a CSR committee as a moderating variable in measuring disclosure of sustainability performance on the financial
performance of companies in Indonesia.

2. LITERATURE REVIEW

Legitimacy theory as typically applied in the social and environmental accounting literature adopts the central assumption
that maintaining successful organizational operations requires managers to ensure that their organizations appear to operate in
accordance with society's expectations (C. M. Deegan, 2019). In legitimacy theory, organizations are viewed as part of a wider
social system and are not considered to have inherent rights to resources. Legitimacy theory states that there is a relationship
between companies and society which is regulated by the government. The important thing about legitimacy theory for
organizations is the limitation of social norms and values by companies who want to convince a group of people that they pay
attention to the environment. This theory is able to explain the motivation behind environmental disclosure by organizations.
Environmental disclosure is a corporate social responsibility in an effort to gain legitimacy from the social community groups where
the company was founded and an effort to maximize the company's financial assets in the long term (C. Deegan, 2007). In this way,
companies can pay more attention to the social norms and values of society, which is expected to make the company more
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legitimate, so that companies use social and environmental disclosure as a (social) legitimacy tool to create the impression that
the company operates in a way that meets social expectations. and environment.

Stakeholders theory states that organizations try to increase profits and company value to respond to stakeholder
expectations, by identifying, assessing and evaluating stakeholders who have an impact and/or stakeholders who are affected by
the company's business activities (Freeman, 2004). Stakeholder theory takes the perspective that a company is not an entity that
is only useful for its own sake. Companies must also provide benefits to their stakeholders (Ren et al., 2022). Companies will look
for various ways to seek satisfaction for their stakeholders, when contributing to economic resources that are important for the
company, because the survival of the company depends on the stakeholders(Rau & Yu, 2023). Disclosure of carbon emissions is a
form of communication between companies and stakeholders to gain support. With disclosure, the company tries to show its social
responsibility to stakeholders (Lu et al., 2015)

Voluntary disclosure theory states that companies will provide favorable information and with hold unfavorable
information (Carmo et al., 2023). The company's motivation to interpret effectively makes or withholds disclosures that are useful
for investors, that companies do not make disclosures as a sign of unfavorable information and cause the company's share price
to fall, but companies with favorable information will disclose information that will increase market value (Kent & Ung, 2003).

3. HYPOTHESIS DEVELOPMENT

Financial performance evaluation can usually be described in the company's financial reports. Financial reports are a
structured presentation of the financial position and performance of an entity. As the final result of a recording process, financial
reports are a summary of financial transactions that occurred during the financial year in question. This financial report will be
more useful if the information contained in the financial report can be used to predict what will happen in the future
(Subramanyam, 2017).

A company's financial performance can be measured based on accounting performance and market performance.
Company performance based on accounting performance can be done using the Return on Assets (ROA) ratio, which is a
profitability ratio that measures the company's ability to earn profits from the total assets owned (Subramanyam, 2017). How
efficiently a company uses its assets/assets to earn profits can be assessed through ROA, while market performance can use the
Tobin's Q ratio which represents the long-term profitability aspect and it is hoped that the company's performance can reflect
public trust in the Company. Tobin's Q shows the relationship between market value and the intrinsic value of a company, and can
measure whether a company's shares are cheap (undervalued) or expensive (overvalued) (Plumlee et al., 2015).

Sustainability reporting is a broad term used to describe reporting on the economic, social, and environmental impacts
of a business which must clearly outline the positive and negative impacts of the business (Atu & Osaretin, 2013). ESG disclosures
related to environmental dimensions consist of emission reduction, product innovation and resource reduction. Social dimensions
related to product responsibility, society, human rights and labor. Furthermore, the governance dimensions are related to
management, shareholder rights and CSR strategy. Several research results show that CSR/ESG performance has a positive and
significant effect on financial performance, which is the result of research; (Giannopoulos et al., 2022), (Velte & Stawinoga, 2020),
and (Q. Zhang et al., 2020). Meanwhile, research results negative and significant CSR/ESG performance include; (Sanchez-Infante
Hernandez et al., 2020), (Daniel-Vasconcelos et al., 2022), (Buallay, 202(B. (Velte & Stawinoga, 2017), and (Nollet et al., 2015).
Based on the theory and research results above, the hypothesis proposed in this research is;

H1la: ESG performance has a positive and significant effect on ROA
H1b: ESG performance has a positive and significant effect on Tobin's Q

Various thoughts regarding Good Corporate Governance developed with restingin agency theory where management is
carried out in full compliance with various applicable rules and regulations. The Good Corporate Governance (GCG) mechanism is
a separation between ownership and control of a company as a very important effort to realize good corporate governance.
Problems related to good corporate governance (GCG) occur due to the involvement of externalities (eg investors) in funding
company activities, investment and growth. External involvement in funding the company can separate the parties involved in the
company's activities (Liu & Sun, 2010).

The role of Good Corporate Governance in social responsibility has become something that must be carried out by
companies in the world. Some governments in the world have also done so oblige companies, especially those related to the use
of natural resources, to protect the environment and report their activities to the public in Indonesia. The CSR
Committee/Environment Committee ensures that the organization's social values are in harmony with society (Liao et al., 2015)
where he reported that companies that have an environmental committee on the board of directors tend to be more transparent.
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Meanwhile, research results (Celentano et al.,, 2020) shows that, the presence of a CSR committee positively moderates the
relationship between board of director independence and CSR disclosure.

The CSR committee generally consists of three or more directors, at least one of whom is an independent director and
has several activities such as: recommending the amount of expenditure for CSR projects, forming a management committee for
the implementation and implementation of CSR projects. CSR activities, monitoring the implementation mechanism of CSR
activities, submitting annual reports on CSR activities (Bifulco et al., 2023). Several studies on CSR committees moderating
environmental, social and governance performance on financial performance researched by; (Ruan & Liu, 2021); (F. Zhang et al.,
2020),(Velte & Stawinoga, 2020), (Vishwanathan et al., 2020), (Xie et al., 2019), (Baraibar-Diez et al., 2019), (Biswas et al., 2018),
(Liao et al., 2015), and (Amran et al., 2014).

Based on the theory and research results above, the hypothesis proposed in this research is;
H2a: CSR Committee positively and significantly moderates ESG performance on ROA
H2b: CSR Committee positively and significantly moderates ESG performance on Tobin's Q

4, RESEARCH METHOD
4.1 Operational variables

The operational variables that researchers propose are sustainability performance using proxies for ESG performance (X),
then the variables Good Corporate Governance operations use the CSR committee (M) proxy, and financial performance
operational variables use the ROA (Y1) and Tobin's Q (Y2) proxies. Next, the control variables use liquidity (CR), Leverage (DER),
and company size (Ln total assets)

4.2 Data and Analysis

This research uses company financial data obtained from annual report dan sustainability report company. Company
sustainability disclosures from during 10 years, totaling 78 companies of 2013-2022. Furthermore, with the criteria that companies
have disclosed ESG information, we got 43 companies. The analysis was carried out Chow test, Lagrange multiplier and Hausman
test before being moderated and after being moderated by the CSR committee using the STATA application.

We use model estimation testing to choose whether the model includes Common Effect, Fixed Effect or Random Effect.
After model estimation, then we select the regression model to determine the regression equation and test the hypothesis. The
regression stage was carried out by modeling the ROA and Tobin's Q equations before being moderated by the CSR committee as

follows;
ROA it =a + B1ESGscr it + B2 CRit+ B3 DERit + Ba Sizeir + € it (i)
Tobin's Qi+ =a +B1 ESGscr it + B2 CRit+ B3 DERit + Ba Sizeit + € it (ii)

Equation (i) in the original regression model, the dependent variable (ROA) is measured using net profit divided by total
assets, which is thought to be influenced by a number of independent and control variables.

Equation (ii) in the original regression model, the dependent variable (Tobin's Q) is measured using the market value of
capital plus debt, then divided by total assets, which are thought to be influenced by a number of independent and control
variables.

The regression after being moderated by the CSR committee is as follows;

ROA i+ =a+P1ESGscr* CommCSR it + B2 CRit+ B3 DERit + B4 Sizeir + € it (iii)
Tobin'Q it = a + B1 ESGscr* CommCSR i + B2 CRit+ B3 DERit + Ba Sizeix + € it (iv)

Equation (iii) and equation (iv) in the regression model with the moderating role of the CSR committee, the dependent
variables ROA and Tobin'Q are thought to be influenced by a number of independent and control variables.

5. RESULTS AND DISCUSSION
5.1 Correlation Analysis

Correlation analysis was carried out to determine the relationship between the dependent variables (ROA and Tobin's Q).
First, accounting-based measurements using ROA show that environmental, social, and governance are positively correlated.
Second, market value measurement is used as a proxy for company profitability in the form of Tobin's Q. Details about the
correlation values can be seen in the table. 1.
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Table 1. Correlation Test Results before being moderated by the CSR Committee

Variable ROA TOBINSQ ESG CR DER SIZE
ROA 1

TOBINSQ -0.039 1

ESG 0.203 -0.038 1

CR 0.218 -0.010 0.096 1

DER -0.015 -0.070 -0.007 -0.103 1

SIZE -0.197 -0.007 0.087 -0.085 0.128 1

Source: STATA test results, processed in 2023

Table 1, show the results of the correlation value obtained from the test results between the independent variable and the
dependent variable before being moderated by the CSR committee showed a value below 0.70, so that multicollinearity did not

occur.
Table 2. Correlation Test Results after being moderated by the CSR Committee
ESGscore*

Variable ROA TOBIN’S Q CommCSR CR DER SIZE

ROA 1

TOBINSQ -0.039 1

ESGscore*CommCSR 0.085 0.015 1

CR 0.218 -0.010 0.056 1

DER -0.015 -0.070 -0.021 -0.103 1

0.128
SIZE -0.197 -0.007 -0.007 -0.085 1

Source: STATA test results, processed in 2023

Table 2, show the results of the correlation value obtained from the test results between the independent variable and the
dependent variable after being moderated by the CSR committee, also show a value below 0.70, so that multicollinearity does not
occur. This research also analyzes the relationship between independent and dependent variables. Control variables are included
to control several internal characteristics of the company in order obtain unbiased estimation results.

5.2 Panel Data Testing
Table. 3. Regression model of ESG performance on ROA dan Tobin’s Q before in the moderation of the CSR committee

Variable ROA Sig Variable Tobin’s Q Sig
ESGScore 0.006 0.000 ESGScore -0.001 0.421
CR 0.100 0.000 CR -0.007 0.783
DER 0.010 0.490 DER -0.023 0.145
Size -0.049 0.000 Size 0.001 0.928
Constanta 1.188 0.000 Constanta 1.273 0.000

Source: STATA test results, processed in 2023

Table 3 shows the results of testing the influence of CSR disclosure, environmental, social, governance, and ESG disclosures
on the ROA of energy sector companies in Indonesia before being moderated by the CSR committee, where ESG is positively and
significantly related to ROA. The influence of ESG performance is negative and not significantly related to Tobin's Q.

Table 4. Regression model test results: ESG performance on ROA and Tobin’s Q after being moderated by the CSR committee

Variable ROA Sig Variable Tobin’s Q Sig
ESGScore 0.003 0.116 ESGScore 0.001 0.760
CR 0.109 0.000 CR -0.010 0.706
DER 0.010 0.507 DER -0.023 0.145
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Variable ROA Sig Variable Tobin’s Q Sig
Size -0.044 0.000 Size 0.000 0.995
Constanta 1.124 0.001 Constanta 1.280 0.000

Source: STATA test results, processed in 2023

Table 4 shows the results of testing the influence of ESG performance on the ROA of energy sector companies in Indonesia after
being moderated by the CSR committee, where ESG is positively and not significantly related to ROA and Tobin's Q.

5.3 Discussion

Hypothesis testing that has been carried out proves that there is an influence between the implementation of ESG practices
and company performance. Environmental performance refers to the impact of a business in monetary and non-monetary terms
(Batae et al., 2021), measured through various indicators, such as indirect carbon emissions, recycling waste, water consumption
and environmental expenditure directly related to operations. On the transparency side, environmental disclosure refers to the
release of information regarding a company's environmental impact, investment announcements, awards, and special products.

Gillan et al., (2021), found a positive relationship between a company's operating returns (ROA) on components E, S and G.
They further decomposed ROA into asset turnover and operating cost ratios and found that the positive correlation between ESG
and operating results resulted from increased efficiency. Additionally, they found that higher E and G scores were associated with
higher firm value (measured by Tobin's Q). Overall, their findings appear more consistent than those of managers who use ESG
practices as a tool to extract personal benefits from companies at the expense of shareholders (Rau & Yu, 2023).

ESG Testing performance before being moderated by the CSR committee on accounting performance (ROA) has a positive
and significant effect, but on market performance (Tobin's Q) the effect is negative and not significant. These findings also show
that corporate environmental and social responsibility activities are considered costs and reduce revenue(Cater et al., 2023).
Involvement in environmental and social responsibility activities is only an investment that reflects a company's long-term
commitment to corporate sustainability (Cater et al., 2023).

This research also shows that ESG performance after being moderated by the CSR committee on ROA and tobin’s Q has a
positive and insignificant effect, supported by research (Endrikat et al., 2021), (Velte & Stawinoga, 2020), and (Baraibar-Diez &
Odriozola, 2019). The existence of a CSR committee will reduce information asymmetry for companies and stakeholders, because
the CSR committee, although not significantly moderating, is still positive regarding environmental, social and governance
performance . Thus, companies use CSR committees to create the impression that the CSR activities carried out by the company
are operating in the right way to meet the expectations of environmental and social preservation of society, but not yet the return
on company assets (Arayssi & Jizi, 2023).

5.4 Conclusion

Research shows that before being moderated by the CSR committee, ESG performance in Indonesian energy sector
companies had a positive and significant effect on ROA and has a negative and insignificant effect on tobin’s Q. Testing after being
moderated by the CSR committee, ESG performance has a positive and insignificant effect on ROA and tobin’ Q.

CSR committee does not moderate ESG performance on accounting performance (ROA) and market performance (Tobin's
Q). Therefore, the existence of a CSR committee in energy sector companies is only a tool to creating the impression that the
company only operates in a way that meets the expectations of preserving the environment, social community, relationships with
shareholders, workforce and customers, not increasing returns on assets and market performance.

The findings of this research prove that sustainability reporting is not the main commitment to measure sustainability
performance by the energy sector in Indonesia. This is indicated by the large number of energy companies in Indonesia that are
not committed to sustainability reporting practices and producing sustainability reports (Sebrina et al., 2023). There are various
variations in the implementation of sustainability reporting obligations. However, there is no procedure for implementing rewards
and punishments for those who do not report non-financial information. This means that the Indonesian government must design
strict mechanisms or regulations so that companies can commit to sustainability reporting. The limitations of this research are only
examining the energy sector in Indonesia, other researchers can use all sectors companies in Indonesia and financial performance
such as ROE and EPS.
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