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Abstract

The balance between economic development and environmental
performance is very important for human life (Zhang, Geng, &
Wei, 2022; Haldorai, Kim, & Garcia, 2022). This study aims to
examine the role of firm size on the relationship between
the type of industry and the audit committee on environmental
performance. The sample consisted of 198 units of analysis.
The method used descriptive analysis and ordinal regression
analysis with an absolute difference value test for moderation.
The results show the type of industry and the audit committee
positively affect environmental performance. In addition, firm
size could moderate the relationship between the type of
industry and environmental performance. However, firm size
failed to moderate the relationship between the audit
committee and environmental performance. This research
limitation is only covered the Rating Program in Environment
Management Performance (PROPER) firms. This research is
the first model to investigate the role of firm size on
the relationship between the type of industry, the audit
committee, and environmental performance. This paper gives
more knowledge for government to make strict policies related
to the environmental problem to avoid severe natural damage in
Southeast Asia, especially in Indonesia. This study contributes
to the literature on company’s management practices. A firm
should encourage the audit committee’s effectiveness and
improve the asset to achieve better environmental performance.
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1. INTRODUCTION

this opportunity to obtain maximum profit.
However, to achieve this, firms sometimes ignore

The increasing need for life requires humans to the environmental impacts arising from their
continue to carry out consumption activities. operations. The environmental effects can be in
As a party that fulfils the markets, the firm takes the form of environmental pollution or
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environmental destruction. These impacts can
threaten the sustainability of living things because
the environment is a place to run life.

Forest and land fires certainly have negative
impacts, including damage to the habitats/places of
living creatures that have the potential to threaten
their survival so, that in the long term, it is feared
that it can reduce biodiversity, disrupt biological
balance and plant metabolic systems, smoke
disturbances that cause air pollution and pollution.
Limited visibility, erosion, flooding, landslides, and
increased levels of greenhouse gases and carbon
dioxide. The improvement of economic and
environmental performance is very important for
human life (Zhang, Geng, & Wei, 2022; Haldorai, Kim,
& Garcia, 2022).

The increasing pollution caused by the company
shows the poor management of the company. This
triggers low environmental performance and has
a bad impact on the company (Firmansyah, Qadri, &
Arfiansyah, 2021). The company’s environmental
performance is also related to the company’s
industry type. High-profile companies have better
environmental performance than low-profile
companies. Previous research revealed that the type
of industry has a significant positive effect on
environmental performance (Yesika & Chariri, 2013)
contrary to the research results that state the type of
industry does not affect environmental performance

(Tiurmali, Rokhmawat, & Fathoni, 2018; Sari &
Ulupui, 2013).
Going more depth, the development of

industrial activities in the plantation sector has
changed its function into an industrial area. Land
damage is caused by illegal logging, which clears
land by burning. The law has ensnared several firms
due to forest and land fires in recent years.
PT Sumber Sawit Sejahtera in Indonesia was found
guilty of land fires in February 2019, which caused
state losses of Rp 55 billion. A similar case
happened to PT National Sago Prima, which was
sued for a 3,000-hectare land fire in 2015 in Riau.
The lawsuits against both were won by the Ministry
of Environment and Forestry of the Republic of
Indonesia. PT Sumber Sawit Sejahtera was found
guilty of fire on 400 hectares of its concession area
and was required to pay compensation of
Rp 160 billion, while PT National Sago Prima was
found guilty, and the total dividend to be paid was
319 billion-plus recovery costs of 753 billion.
The cases above are a small part of the confirmed
cases that occurred in Indonesia. The area of forest
and land fires in all regions in Indonesia from 2017
to 2019 is 2,344,008.56 hectares (SiPongi, 2020).
Environmental problems due to the firm’s operations
are also found in water areas, such as river pollution
by PT Pindo Deli III in Karawang, which is proven to
pollute the environment by dumping liquid waste
into the Cikereteg river. As a result, the Karawang
Regency Environment and Hygiene Service officially
stopped the firm’s operational activities through
Decree No. 660.1/927/PPL (Awaluddin, 2019).

The cases above show that the firm's
responsibility in overcoming the impact of its
operations on the environment is still lacking, or its
environmental performance is still low. Therefore,
the audit committee as a control structure is
considered to have also contributed to this
condition. The audit committee plays a role in
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achieving the company’s environmental performance.
The activity of the audit committee has a positive
effect on environmental performance (Chariri, Januarti,
& Yuyetta, 2017). Hence, the role of the audit
committee is very important. The activities of
the audit committee have a positive effect on
environmental performance (Wijayanti, 2016).
However, this contradicts the results of research
which show that audit committee activities do not
affect environmental performance (Yesika & Chariri,
2013). Moreover, one of the factors that cannot give
an impact on improving the company’s
environmental performance is the audit committee
(Tania & Herawaty, 2019; Chariri, Nasir, Januarti, &
Daljono, 2019; Yusnita, 2010; Kusumawati, 2017).
Moreover, some researchers argue that sensitive
industry has a significant effect on environmental
performance (Garcia, Mendes-Da-Silva, & Orsato,
2017) Next, better environmental performance is
owned by companies with high environmental
sensitivity or high-profile companies (Criséstomo,
Freire, de Souza, & Oliveira, 2019). Moreover,
the type of industry has a positive and significant
effect on environmental performance (Chariri et al.,
2017). The type of industry also gives an impact on
environmental investment (Chariri et al., 2019; Chen
& Hamilton, 2020; Paramita & Chariri, 2013).
Environmental performance is very important for
social life. Hence, this research elaborates on firm
size, the type of industry, and the audit committee
to evaluate the environmental performance of
the Rating Program in Environment Management
Performance (PROPER) companies. This research has
never been conducted before. Moving from
the consideration above, we address four research
questions:

RQI: Does the type of industry have a positive
effect on environmental performance?

RQZ2: Does the audit committee have a positive
effect on environmental performance?

RQ3:How is firm size able to moderate
the relationship between the industry type and
environmental performance?

RQ4: How is firm size able to moderate
the relationship between the audit committee and
environmental performance?

The structure of the research is as follows.
Section 1 provides the introduction of the phenomena
gap and research gap. In Section 2, the literature is
reviewed and hypotheses are developed. Section 3
analyses the methodology including the sample,
variable measurement, and data analysis. Section 4
presents the results of the data analysis. Section 5
discusses the research results. Section 6 concludes
this paper.

2. LITERATURE REVIEW

Social contract theory reveals social relations in
society to create harmony and balance including
the environment. The social contract implicitly
implies a mutual agreement (Jeet, 2022). On the one
hand, legitimacy is given by the community for
the existence of a firm. On the other hand, economic
benefits must be provided by a firm to
the community (Prayogo, 2011) Therefore, the firm
and society are reciprocal or influence each other.
A social contract is needed to protect each party’s
interests for a balance to occur between the two.
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Good environmental performance can indicate that
the firm has carried out its responsibility to fulfil its
social contract with the community. Then the
community will give trust and legitimacy to the firm
so that a balance can be achieved. Hence, the audit
committee has a consequence to make sure that
the company can reach society’s expectations.
The social contract theory believes that companies
should show their power to society.

The stakeholder theory believes the firm is
an entity that must fulfil not only its interests but
the interests of all its stakeholders (Dewi &
Wirasedana, 2017). Firm stakeholders include
employees, managers, suppliers, creditors, the
government, and the entire community around
the firm (Hidayah, Wahyuningrum, Nofriyanti,
Kiswanto, & Pamungkas, 2020). One form of
fulfilling the community’s interests is the firm'’s care
and protection of the environment. The environment
is where the community lives, so it has an important
role. People have hope for a sense of security and
comfort so the environment must be preserved.
Therefore, the firm’s operational activities should
not pollute or damage the environment but instead
have a good impact. In line with the natural-
resource-based theory that firm should actively
harmonize their relationship with the environment
(Rehman, Kraus, Shah, Khanin, & Mahto, 2021),
hence, the firm needs a unit to control everything
to run properly. The existence of an audit committee
could encourage environmental performance.

In addition, the type of industry could give any
impact on company performance. The low-profile
company tends to have low environmental
performance. Then, the high-profile company tends
to have higher environmental performance. This
condition is suitable with the stakeholder theory.
The stakeholder will give more attention to
companies that have high activities like
manufacturing companies, mining companies, and
so on. On the other hand, the public does not pay
much attention to the behaviour of low-profile
companies. This is because the activities of low-
profile companies are not conspicuous to
environmental damage. Hence, the company will be
able to improve the efficiency of its performance if it
is able to balance the needs of stakeholders
(Hassouna & Salem, 2021).

2.1.The type of industry and environmental
performance

The size of the firm can influence environmental
performance. Firm size determines the extent of
the company’s environmental scanning (Aldehayyat,
2015). Moreover, large companies have a greater
responsibility for environmental sustainability.
Hence, this study uses firm size as a moderating
variable. The larger the size of the company,
the greater the resources to finance environmental
performance improvements. Big companies also
tend to get more public attention so they will put in
more effort to maintain their good image. This will
motivate the company to have a good environmental
performance. Large-size companies tend to have
more complex operating activities that will have
an impact on the environment. Therefore, the wider
scope of audit committee review is able to improve
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environmental performance. The more problems are
found, the audit committee holds more frequent
meetings to follow up on these problems so that
they are immediately resolved and prevent
the impact from spreading further. Therefore,
firm size is thought to moderate the effect of
the industry type and the audit committee activity
on environmental performance.

The type of industry shows the level of
sensitivity of the operational process in a company
that gives an impact on society and the environment.
The type of company industry is divided into two
namely, high-profile industry and low-profile
industry (Sari, 2012). High-profile companies are
more easily highlighted by the public if they make
mistakes and fail in their operations. In contrast to
small companies, which receive less attention because
the community considers that the environmental
impact caused is not too significant. This is because
the public is aware that the activities of high-profile
companies have a higher risk of having a negative
impact on the environment. More attention from
the public encourages the company to maintain and
continue to strive to create a good image. Public
attention will also encourage companies to have
better environmental performance (Cheng & Liu,
2018). Social responsibility shows the company’s
awareness that it wants to provide benefits to
the community in return for the recognition it gives
to the company. This reciprocal relationship is in
accordance with the social contract theory which
states that the social contract implicitly implies
amutual agreement where on the one hand,
legitimacy is given by the community for
the existence of a company, and on the other hand
economic benefits must be provided by a company
to the community (Prayogo, 2011).

In addition, compared to low-profile
companies, high-profile companies have operating
activities that are more closely related to nature or
the environment. Therefore, high-profile companies
feel they have a higher responsibility to contribute
to environmental management because their
industrial activities have a greater risk of causing
environmental pollution, so high-profile companies
are encouraged to improve their environmental
performance, especially, if the company is a large
company that, of course, has more complex
operating activities. Large companies strive to
achieve high production targets to meet market
needs. The company’s operating activities generate
residues in the form of waste. The production of
polluting companies is considered a serious problem
affecting the environment (Chen, Wang, Albitar, &
Huang, 2021). The higher the operating activity,
the more waste will be generated. Large companies
pay high attention to the social and environmental
impacts of their operating activities because these
have an important effect on their image (Tania &
Herawaty, 2019). Larger companies are able to
provide more resources to support the company’s
social and environmental policies (Criséstomo et al.,
2019). The capability shown by the available
resources supports the company to implement
corporate social responsibility (CSR) programs to
improve its environmental performance.

HI: The type of industry has a positive effect on
environmental performance.
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2.2.The audit committee and environmental
performance

The activities of the audit committee related to its
duties and responsibilities as a committee is formed
by the board of commissioners who assists it in
carrying out its functions. The duties and
responsibilities of the audit committee include
reviewing financial information that will be issued
by the company to the public or other parties in
the form of financial reports, projection reports, and
other reports related to the company’s financial
information; conducting a review of compliance with
laws and regulations and so on (Otoritas Jasa
Keuangan Republik Indonesia, 2015). In addition,
based on social contract theory, it is argued that
a company should care about the environment to
show the importance of the company’s presence in
the community. The top management has a direct
impact on environmental performance (Haldorai
et al., 2022). Hence, the audit committee has a vital
role to make sure that everything runs well to achieve
higher environmental performance.

The audit committee works independently
without taking sides with any party. There is no
interest that is more priority than the objectives of
the company. This principle helps the company to
position itself as an entity that must provide
benefits to all its stakeholders. Company stakeholders
include employees, managers, suppliers, creditors,
government, and the community (Hidayah et al,
2020).

According to stakeholder theory, companies
have to pay attention to stakeholders’ interests.
Therefore, the audit committee helps fulfil
the balanced interests of the company and
the stakeholder. The company wants legitimacy and
trust from the community, while the community
wants contributions or social benefits from
the company. The balanced reciprocal relationship
between the two is in accordance with the social
contract theory. The audit committee has to review
the compliance of the company’s activities with
environmental regulations and Treview risk
management activities. If the audit committee finds
violations of the law and it will give a negative
impact on society and the environment, the audit
committee can discuss the solution at the audit
committee meeting. The audit committee meeting
frequency has a substantial role in company
performance (Al-Matari, 2022). In addition, meetings
are held to discuss and decide policies related to
environmental issues (Chariri et al., 2017).
The meeting will decide on a solution to the problems
that occur. The parties present at the meeting can
also discuss breakthroughs to prevent the problem
from recurring or some measures to prevent other
problems that may occur.

H2: The audit committee has a positive effect on
environmental performance.

2.3. Firm size moderates the relationship between
the type of industry and environmental performance

Company size is one of the benchmarks for
the success of a company. The larger size of
a company will encourage a positive relationship
between the type of industry and environmental
performance. Industries with high-profile types and
supported by large-size companies have a good
effect on environmental performance. High-profile
companies will be more concerned with
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the surrounding environmental conditions. The ability
of large resources will cover the needs of
environmental conservation. Moreover, today’s
socio-economic life has changed and companies
must really pay attention to the surrounding
conditions (AlHares, Abu-Asi, Dominic, & Al Abed,
2021). The existence of large company resources will
be used in the interests of stakeholders by
improving environmental performance (Sari &
Ulupui, 2013).

Based on stakeholder theory, stakeholders need
information about the company. Therefore,
the company must establish good communication
with all stakeholders. These stakeholders include
internal stakeholders and external stakeholders like
government, suppliers, consumers, so on (Crifo &
Rebérioux, 2016). The company must be able to
achieve the organizational goals that have been
targeted. In addition, the company must also be able
to meet community expectations such as
environmental sustainability around the company
and improving the welfare of the community around
the company’s area. From the government side,
companies must be able to comply with government
regulations and pay taxes to the government. Hence,
the existence of large assets owned by high-profile
companies will be able to encourage the achievement
of maximum environmental performance.

H3: Firm size moderates the relationship
between the type of industry and environmental
performance.

24.Firm size moderates the relationship between
the audit committee and environmental performance

Company size is an important factor in a business
process. The size of the company will determine
the company’s position in the eyes of national
and international. Therefore, the larger size of
the company will be able to provide more facilities
for the audit committee to conduct various kinds
of training and increase its competitiveness.
In addition, the size of the company will encourage
the audit committee to be more focused and more
integrated into the company’s activities, especially in
terms of environmental performance. Human
resources who understand environmental performance
are urgent for the company (Ahmad et al., 2021).
This is because the current environmental
performance has become one of the important
factors. In addition, the rise of innovation in
organizational = management has encouraged
companies to implement strategic sustainability
behaviour (Rodriguez-Espindola et al., 2022). This
condition requires the audit committee to be able to
monitor the implementation of  strategic
sustainability = behaviour in the company’s
operational processes. The role of the audit
committee in big companies is very important.
According to social contract theory, the bigger
companies should show the public their ability to
control the operation of the company. Moreover,
the companies need recognition from society. Hence,
the audit committee in bigger companies will be
more powerful to control the achievement of
environmental performance. The larger the size
of the company, the audit committee will meet more

often to ensure maximum  environmental
performance.
H4: Firm size moderates the relationship

between the audit committee and environmental
performance.
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Figure 1. Research model
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3. RESEARCH METHODOLOGY

3.1. Sample selection

The research population is companies listed on
the Indonesia Stock Exchange and participated in
PROPER in 2017-2019. The total population is
75 companies. The sampling technique used
purposive sampling, which means the sample was
selected based on specific criteria (see Table 1).
The company sample is 66 companies. Since
the researchers used three years of data then the
total unit of analysis is 198 units. This study uses
a deductive approach with a quantitative method.
Data sources from annual reports and sustainability
reports from companies. The researchers also
conducted a literature study through several pieces
of literature such as books, articles, laws, and
other sources.

3.2. Measurement of the variables

This study has independent variables, dependent
variables, and moderating variables. The dependent
variable is environmental performance. The
independent variables are type of industry and audit
committee. Furthermore, the moderating variable is
firm size. The measurement of environmental
performance used firms rank PROPER. Then the
measurement of type of industry used a dummy
variable (1 for high-profile and 0 for low-profile).
Audit committee is measured by the number of
meetings during a year. Finally, firm size used Ln of
total assets (see Table 2).

Table 1. Sample selection criteria

No. Criteria Amount
1 The firm is listed on the Indonesia Stock Exchange and participates in PROPER 2017-2019 75

2 The firm does not issue financial statements for 2017-2019 5

3 The firm’s financial statements do not have the complete data needed for the research 4
Research sample firms 66

A number of units of analysis (a number of research sample firms x 3 years) 198

Table 2. Variable operational definition
Variable Definition Measurement

Environmental performance
& Mutmainah, 2007).

Environmental performance is the firm’s performance
in creating a suitable environment (Suratno, Darsono,

Firms rank in PROPER:
5 (gold), 4 (green), 3 (blue), 2 (red),
1 (black) (Chariri et al., 2017)

Type of industry

The type of industry is related to the level of
sensitivity of the firm to produce a negative impact on
its activities on the environment (Chariri et al., 2017).

Industry type =
0 (low-profile firm)
1 (high-profile firm) (Sari, 2012)

Audit committee

Activities in the form of meetings and audit meetings
can discuss and converse about policies related to
environmental issues (Chariri et al., 2017).

Audit committee activity:
t =number of meetings in one year
(Chariri et al., 2017).

Firm size

Classification of the size of a firm (Kustina, 2020).

Firm size =Ln total assets (Harsono,
Handoko, & Fransisca, 2012)

3.3. Model specifications

The data analysis used descriptive analysis and
ordinal regression, then moderating regression
analysis (MRA). This study uses ordinal regression
because the dependent  variable, namely

environmental performance, has categorical data,
which is worth 1, 2, 3, 4, or 5. Before testing
the hypotheses, a regression model feasibility test
and a test to assess the model fit are carried out.
The research model formed is below:

KNL = a + B ZTPI + B,ZAKA + B3 ZUKP + B,|ZTPI — ZUKP| + Bs|ZAKA — ZUKP| + ¢ 1)

where,

KNL: environmental performance;

a: regression constant;

Bi: a regression coefficient, where i=1, 2, 3...
(independent variable);

ZTPI: Z-score of type of industry;

ZAKA: Z-score from audit committee meeting;

VIRTUS

ZUKP: Z-score of firm size;

|ZTPI — ZUKP|: an absolute value of Z-score TPI —
Z-score size;

|ZAKA — ZUKP|: an absolute value of Z-score AKA —
Z-score size;

&£ error.
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4, RESULTS

Descriptive statistical analysis shows a description
of the profile of each variable. For environmental
performance, most of them have relatively good
environmental performance, as indicated by a Blue
rating of 74.7% and a Green rating of 13.6% of
the total (see Table 3).

Table 3. Descriptive statistics of environmental

performance
Valid Cumulative
Frequency | Percent percent percent

2.00 18 9.1 9.1 9.1

3.00 148 74.7 74.7 83.8
Valid | 4.00 27 13.6 13.6 97.5

5.00 5 2.5 2.5 100.0

Total 198 100.0 100.0

Table 4 shows most of the firms are high-profile
firms with high sensitivity to the environment. Hence,
the larger firms, the higher their responsibility to
the environment.

Table 4. Descriptive statistics of the type of industry

Valid Cumulative
Frequency | Percent percent percent
0.00 27 13.6 13.6 13.6
Valid | 1.00 171 86.4 86.4 100.0
Total 198 100.0 100.0
Table 5 shows the maximum number of

meetings for the audit committee is 45 times. Then,
the minimum number is one time which happened
in PT Trisula Textile Industries Tbk in 2017. In 2018
and 2019, the maximum number of meetings was
held by PT Semen Indonesia (Persero) Thk. In
conclusion, the average number of audit committee
meetings is four times a year.

Table 5. Descriptive statistics of the audit
committee activity

N Minimum | Maximum | Mean | Std. Dey.
AKA 198 1.00 45.00 8.5051 | 8.89233
Valid N
(listwise) 198

Table 6 shows the minimum value of firm size
was owned by PT Mustika Ratu Tbk in 2017, while

the maximum value was owned by PT Indah Kiat
Pulp & Paper Tbk in 2018. The standard deviation is
smaller than the average value, meaning that
the data has an even distribution.

Table 6. Descriptive statistics of firm size

N | Minimum | Maximum Mean | Std. Dev.
UKP 198 13.12 18.66 15.7650 | 1.49333
Valid N
(listwise) 198

Table 7 shows the final value of overall model
fit test results is less than the intercept-only value,
or there is a decrease in the value of -2 log-
likelihood. A significance value less than 0.05
indicates that the model is considered fit. It is mean
that the model becomes better with the addition of
independent variables into the regression model and
this research model is fit. In addition, Table 8 shows
the significance value of Pearson and Deviance is
more than 0.1 so the model is fit. Hence,
the regression model is feasible to be used in further
analysis.

Table 7. Overall model fit test results

Model -2 log-likelihood Chi-square | df Sig.
Intercept 316,856
only
Final 266,825 50.031 5 0.000

Table 8. The results of the regression model
feasibility test (goodness of fit test)

Chi-square daf Sig.
Pearson 438,129 586 1.000
Deviance 266,825 586 1.000

The regression shows that HI is accepted
because the significance value is 0.017 which is
lower than 0.05. Then HZ2 is accepted because
the significance value is 0.002 which is lower than
0.05. Therefore, the audit committee has a positive
effect on environmental performance. In addition,
the value of significance is 0.025 which is lower than
0.05, so H3 is accepted. Hence, firm size can
moderate the relationship between the type of
industry and environmental performance. However,
H4 is rejected because the significance level is more
than 0.05.

Table 9. Hypotheses test results

Hypotheses Coef. Sig.
HI: The type of industry has a positive effect on environmental performance. 0.275 0.017
H2: The audit committee has a positive effect on environmental performance. 0.366 0.002
H3: Firm size moderates the effect of the industry type on environmental performance. 0.391 0.025
H4: Firm size moderates the effect of the audit committee activities on environmental performance. 0.084 0.636

Figure 2. Result

0.025

‘ Type of industry

0.017

Firm size

Environmental
performance

‘ Audit committee %A

0.636
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5. DISCUSSION

The result of regression shows the type of industry
proved to have a positive effect on environmental

performance. This result is in line with
the stakeholder theory, where in addition to
fulfilling its interests; the firm must fulfil

the interests of the community, in this case,
the interests of feeling safe and comfortable living in
a sustainable environment. The type of industry
shows the level of sensitivity of the firm in
producing negative impacts on the environment.
This sensitivity classifies firms into two types
namely, high profile and low profile. High-profile
firms are more sensitive, so they are easier to spot.
Therefore, high-profile firms constantly strive to
create and maintain a good image through good
environmental performance. Public attention will
encourage firms to have better environmental
performance (Cheng & Liu, 2018). The environmental
aspect has a significant effect on the firm’s image to
build a positive firm'’s image, and this environmental
aspect is crucial to pay attention to (Juri & Sailawati,
2020). The industry is an essential factor in
influencing environmental performance based on
how sensitive the firm responds to environmental
issues (Chariri et al., 2019). High-profile firms feel
they have a higher responsibility to contribute to
environmental management because the impact on
the environment tends to be greater than low-profile
firms. High-profile firms have higher environmental
performance than low-profile firms (Rachman, 2013).
Firms with high sensitivity to the environment have
environmental performance following applicable
laws and regulations (Yesika & Chariri, 2013).
The more sensitive the firm, the better its
environmental performance. The results of this
study are in line with the other research results
that the type of industry positively impacts
environmental performance (Chariri et al.,, 2017;
Chariri et al., 2019; Garcia et al., 2017; Cris6stomo
etal., 2019; Yesika & Chariri, 2013; Paramita &
Chariri, 2013).

Subsequent evidence 1is that the audit
committee activities proved to affect environmental
performance in a positive direction. The audit
committee activities are related to implementing
their duties and responsibilities that uphold
independence so that each action does not favour
one group, in line with the stakeholder theory and

social contract theory. The duties and
responsibilities of the audit committee closely
related to the environment are to review

the compliance of the firm activities with the laws
and regulations and review risk management
activities if there is no risk monitoring function
under the board of commissioners. The audit
committee is responsible for monitoring risk
management policies, including the risk of firm
activities that can cause negative impacts on
the environment (Chariri et al., 2017). The audit
committee has an essential role in overseeing firm
policies related to environmental issues (Trotman &
Trotman, 2015). The results of the study were
discussed through the audit committee meeting to
discuss the next steps. From the meeting, a decision
was made on a solution to overcome the problems
found. The readiness of the audit committee in
dealing with problems also affects environmental

VIRTUS

»

performance. When the audit committee finds risk
management activities that are not working
correctly, the audit committee can communicate
the findings to the parties involved. The results of
these communications are discussed through audit
committee meetings as material for evaluation and
finding solutions. This will maximize risk
management activities to minimize the negative
impact of the firm’s operations on the environment.
The higher the frequency of audit committee
meetings, the better the firm’s environmental
performance. These results are in line with
the results of the research by Chariri et al. (2017)
and Wijayanti (2016).

Firm size is proven to moderate the influence
of the industry type on environmental performance
seen from the significance value obtained of 0.025
less than 5%. Following the stakeholder theory and
social contract theory, the firm fulfils the interests
of all stakeholders, including society and the
environment. High-profile firms with high sensitivity
tend to minimize the environmental impact,
especially if they are large firms with sufficient
resources to finance it. Resources are essential and
needed to realize programmes that aim to improve
the firm’s environmental performance. Larger firms
can provide more resources to support corporate
social and environmental policies (Cris6stomo et al.,
2019). Large firms tend to finance efforts to improve
environmental performance and have better
environmental investment policies (Tiurmali et al,,
2018). In addition, large firms have more complex
operating activities. Large firms strive to achieve
production targets to meet market needs.
The production of polluting firms is considered
a severe problem affecting the environment (Chen
etal, 2021). The higher the operating activity,
the more waste/pollution will be generated. People
will be more and more worried about the increasing
intensity of waste and the risk of harming
the environment if it is not appropriately managed.
Firms are encouraged to make more efforts in
overcoming this problem. Large firms pay great
attention to social and environmental impacts due to

their operating activities because these have
an important impact on their image (Tania &
Herawaty, 2019). High public demands for

environmental protection encourage companies to
innovate and improve their performance to ensure
their legitimacy (Cheng & Liu, 2018). The
implementation of good environmental management
has a big impact on improving the company’s good
image (Sari & Ulupui, 2013). Moreover, good
environmental performance can avoid management
scandals (AlHares et al., 2021). Companies with large
total assets have more funds to invest in technology
and sound environmental management. This
encourages companies to have good environmental
performance and motivates them to disclose
information in order to maintain the company’s
reputation (Yusnita, 2010). High sensitivity
supported by adequate resources and motivation to
maintain a good image encourages firms to improve
their environmental performance.

On the other hand, firm size proved unable to
moderate the effect of audit committee activities
on environmental performance seen from
the significance value obtained at 0.636 more than
5%. This result is contrary to the stakeholder theory
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and social contract theory, where the more
significant the firm, the more it will try to
continuously improve its performance. Moreover,
the firm wants to gain legitimacy and a good image
and then meet the growing demands of society. This
study failed to prove the influence of firm size,
which was considered capable of moderating
the effect of audit committee activities on
environmental performance. Firm size did not affect
the frequency of audit committee meetings held by
a firm. This condition is due to the awareness of
audit committees, whether a big firm or small, they
have a strict job description that must be done.
The data of this study support this estimate. Large
firms such as PT Indah Kiat Pulp & Paper Thk and PT
United Tractors Tbk hold audit committee meetings
four times a year and receive aBlue rating in
PROPER. Meanwhile, small firms such as PT Trisula
Textile Industries Tbk, PT Prasidha Aneka Niaga Tbk,
and PT Tirta Mahakam Resource Tbk also hold audit
committee meetings four times a year and get
the same rating namely, the Blue rating in PROPER.
Large firms that are considered to have a broader
scope do not guarantee a high frequency of audit
committee meetings. On the other hand, small firms
do not necessarily have a low frequency of audit
committee meetings because the minimum number
of meetings is already regulated by government
policy.

6. CONCLUSION

In this research, we emphasized the role of firm size
on environmental performance in Indonesia.
The type of industry and the audit committee have
a significant positive effect on environmental
performance. According to the social contract
theory, the type of industry, especially high-profile
companies will try their best to show their presence
in the community. One way is to achieve maximum
environmental performance. The company
demonstrates its legality and power to be recognized
by the public and the government. Hence,
the company has a bargaining position for
the sustainability of its business.

The audit committee has an effect on
the achievement of the company’s environmental
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