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Abstract: The objectives this study aims to examine the influence of Corporate Social
Responsibility (CSR) disclosure, debt level and size of mining company companies in
Indonesia Stock Exchange. The data analysed in this research comes from mining
company registered in IDX during 2012-2015. This research applies model of regression
analysis of panel data with Chow and Hausman test as the best model selection. The
results of the study find that the profitability by return on asset in the mining company is
largely determined by debt level. This finding indicates that the debt held by the mining
company causes decrease on return on assets.
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1. Introduction

Mining undoubtedly plays an important role in industry world wide. Particularly in
Indonesia, where the mineral resources are abundant and dispersed widely in the whole
country, this sector has become one of major industries with great impact in the economy. The
mining industry definitely requires sources of large investment. Mining industries has been
using source of fossil energy which has been decreasingly used for development in several
decades. This is in line with (Hung et al., 2018) state that mining is an industrial sector has
become a backbone of sustainable development and industrialization in this modern era. Thus,
mining targeted companies are required to possess considerable funds in attempting to involve
in this industry. Since it is insufficient to rely solely on the company's internal capital,
companies are obliged to join the stock exchange to seek investment. The entry of companies
into the stock exchange provides greater access to gain investor capital so that it can perform
better exploration which ultimately leads to profitability increase for the company.

A company engaged in the energy or mineral resources sector is expected to comply with
a standard obligation concerning to the environment. The obligation is stipulated in a Law of
the Republic of Indonesia Number 40 of 2007. In the law it is said that the company related to
the energy or resources is mandated to perform social and environmental responsibility and
report its implementation in the financial statements. The company's accountability report is
prepared by taking into account all the interests of shareholders or all parties concerned with
the use of financial statements. The accountability report is known as Corporate Social
Responsibility (CSR). This CSR is not only voluntary but also concerns the decisions that
legitimately affect stakeholders and the environment. The CSR-related decisions yield greater
profitability(Giannarakis et al., 2016; Price and Sun, 2017; Kim, Kim and Qian, 2018; Sun et
al., 2018). Several research mentioned that profitability is strongly influenced by CSR either
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negatively or positively. The study used Standard & Poor's data in America by (Giannarakis et
al., 2016) pointed out how CSR was linked with companies’ profitability. (Kim, Kim and
Qian, 2018) using 113 software industry claimed CSR positively influences financial
performance on highly competetive companies and negatively on less competitive companies.
In addition, (Price and Sun, 2017) found companies performing minimum CSR were
exceeding compared with CSR-negligent companies. In China, (Sun et al., 2018) stated that
there was a negative relationship with investor sentiment which was greater in government
companies. Nevertheless, research in some countries also revealed different results of how
CSR disclosure influenced company profitability. (Ngoc, 2018) focusing on banking
companies in Vietnam, revealed disclosure of CSR negatively affect the profitability of
banking companies. (Bodhanwala and Bodhanwala, 2018; Magbool and Zameer, 2018) who
focused data on 28 commercial banks and 58 firms in the India Stock Exchange claimed
significant effect of CSR on financial performance.

The differences of the research’s results mentioned previously are explicable due to
characteristics and strategies of the CSR’s implementation. (Alhouti, Johnson and Holloway,
2016) pointed out that profitability reducing circumstances were the result of superficial
impact of CSR’s application on consumers or the environment. Meanwhile (Bhardwaj et al.,
2018) explained that CSR affected profitability positively if the implementation was
considered successful or appreciated by consumers and the environment. However, (Al-Dah,
Dah and Jizi, 2018) mentioned that contentment in the implementation of CSR was dependent
on the macroeconomic environment.

In addition to CSR, mining companies requiring large amounts of funds were likely to be
exposed to the level of debt ratio and size of the company. The level of debt ratio also affected
the level of profitability in mining companies. The claim was based on the research
by(Gonzélez, 2013; Vithessonthi and Tongurai, 2015; Bae, Kim and Oh, 2017; Abel, 2018;
Ibhagui and Olokoyo, 2018; Nisha and Ghosh, 2018; Odusanya, Yinusa and llo, 2018). On the
other hand the level of debt also affected the profitability of the firm but was highly dependent
on optimal debt levels (Abel, 2018). (Gonzalez, 2013)focusing on 39 countries, explained that
leverage levels would reduce the company's performance. (Bae, Kim and Oh, 2017) explained
the relationship of debt-to-financial ratio to financial performance. Research in developing
countries also revealed various results. (Ibhagui and Olokoyo, 2018) using data from 101
companies in Nigeria, leverage had negative influence on the profitability of Tobin’s' Q.
(Nisha and Ghosh, 2018)showed that the profitability of leverage and non leverage companies
at the Dhaka Stock Exchange were influenced indistinguishably. In the Nigerian Stock
Exchange by (Odusanya, Yinusa and llo, 2018)the level of short-term negative debt affected
profitability at 114 companies. In Pakistan, (Bhatti, 2011) revealed that the level of debt
would encourage profitability. Meanwhile, in a study at the Amman Stock Exchange, Jordan,
by (Warrad, 2017) also showed the effect of ratio of leverage debt on the profitability of
industrial companies. However, research in Thailand by (Vithessonthi and Tongurai, 2015)
leverage caused different influences on small and large firms where the small firms were
negatively influenced and large companies vice versa.

Regarding with the companies’ size, (Olaniyi et al., 2017) discovered that it affected
profitability of the companies that they investigated. (Olawale, llo and Lawal, 2017) claimed
that the companies’ size affected return on equity performance in non-financial companies.
(Murrar, 2017) research in Palestine, found companies’ size in affected profitability
differently, but profitability was better affected in larger companies. However, (Niresh and
Velnampy, 2014) at the Colombo Stock Exchange, Sri Lanka, pointed out the relation between



the size of the companies with the profitability were somewhat non existence in manufacturing
companies.

Meanwhile, some research in Indonesia itself also experienced inconsistent results
relating to the three variables used. (Rofigkoh and Priyadi, 2017) explained that there was no
effect of profitability from CSR’s disclosure. (Supianto and Warneri, 2012) proved that
profitability was negatively affected by debt ratio. (Thomas et al., 2016) mentioned that
leverage insignificantly affected profitability. (Lestari, Puspitaningtyas and Prakoso, 2018)
claimed welfare costs as CSR would affect return on assets in goods and consumption
companies. (Tiarasandy, Yuliandari and Triyanto, 2018) stated there was no relation between
CSR’s disclosure to company performance. (Umiyati and Baiquni, 2018) pointed out how
companies’ size affected ROA profitability, ROE in Indonesian’ Proper companies.

2. Methodology

Data used in this research was data documentation of financial report of mining company
during period of 2013-2015. The sampled companies in this research were 9 companies from
23 mining companies listed in IDX. All data was accessed on the page of the financial services
authority in the mining sector and that meets the criteria of 9 stocks. The criteria used such as
the published financial statements during the sample period and financial statements disclosed
also in the period under study. Because there were only 9 companies eligible, then all data
from 9 companies was interpolated in quarterly data so that the number of observations were
36 observations. After the interpolation of data in 36 subsequent observations tabulation was
performed based on the proxies used as represented variables in this study. The variables used
in this study was profitability which is procured with Return on Assets (ROA), CSR disclosure
proxy with CSRDI, leverage ratio was proxied with debt equity ratio (DER) as well as
company size proxied with total asset . Based on the data used was panel data then the
regression model used in this research was panel regression. Then, the last model developed in
this study was

ROAu = ait + CSRDIit + DERit + TOAit + £it. vvvvvvvevennnns 1)

Model selection was performed in order to acquire a decent research model in panel
regression. Model selection was done by testing Chow and Hausman. Chow test was
conducted to choose the model of common effect panel model regression with fixed effect
model. If the chi square probability was significant then the best model was the fixed effect
model, and the Hausman test was required. Hausman test was done to choose the model of
fixed effect or random effect. If the chi square probability was not significant then the best
model is the random effect model, while if the chi square probability was significant then the
best model was the fixed effect model. Conversely, if the probability is not significant then the
common effect model would serve as the best model and unnecessary to be followed by
Hausman test (Baltagi, Bresson and Pirotte, 2003) and (Zariyawati, Annuar and Pui-San,
2016).

3. Result And Discussions

Before discussing the results of regression testing, the selected model selection would be
discussed along with the list of Table 1 below. Based on Table 1 above it can be explained that
the correct model in this research was Random Effect Model (REM). Selection of REM model
was due to Chow test result which was clear from cross section value Chi Square significant



with value 8 and significant 0.0099. This result requires a further test of the Hausman test.
After the Hausman test resulted a value of 3 and insignificant. So the best model is Random
Effect Model (Zariyawati, Annuar and Pui-San, 2016) and (Baltagi, Bresson and Pirotte,
2003).

Table 1. Result discussion determinant of return on asset

Variables Common Fixed Random
e Effect Effect
coefficient Effect Model
Model Model (REM)
(CEM) (FEM)
C 0.2096 0.5663** 0.3212
CSRDI -0.0216 0.0196 -0.0092
DER -0.0132 -0.0204 -0.0162*
Total asset 0.0007 -0.0237 -0.0068
R-Square 0.1590 0.6007 0.2038
F-Statistic 1.450 2.0519* 1.9635
Chow test gHrrx
Hausman 3

test
Note: *** significant level 1%, ** significant level 5%, *
significant level 10 %

Furthermore, it was submitted this research model based on REM was ROA = 0.3212--
0.0092 CSRDI- 0.016 DER- 00068 Total assets. Based on the above equation model, it can be
explained with respect to the independent variables used in this study. First, the constant value
is 0.3212 which means that if the value of DER, CSRDI and total asset of mining company
remain steady, the profitability also increases. Second, CSRDI variable coefficient is negative
-0.0092 which means if mining company contribute CSRDI equal to 1 percent, it will decrease
profitability of company equal to 0.92 percent. Third, the negative DER coefficient of -0.0162
could be interpreted that if DER in mining companies increases 1 percent it will reduce the
profitability of mining companies 1.62 percent. Finally, the same also applies for the
coefficient of total assets of mining companies valued -0.0068. This can be interpreted if the
size of the company increases one percent then the profitability of mining companies will
decrease by 0.68 percent. In Table 1 above it can also be explained that the ability of mining
companies in which all independent variables used in this study namely DER, CSRDI and
total assets are unable to explain about profitability dependent variable that is ROA. This is
reflected in the R? value of 20.38 percent. The 20.38 number represents many other factors
that affect the profitability of mining companies in Indonesia. In other words, profitability of
mining companies in Indonesia are affected by around 80 percent of other variable factors.

4. Conclussion

Based on the results of research described above, it clearly shows that only the DER
variable that affects the profitability of mining companies in this case return on assets. The
finding is consistent as has been suggested by (Gonzélez, 2013). (Bae, Kim and Oh, 2017)
stated that the level of debt in a company would cause a decline in company performance, in
particular financial performance. The same is also revealed by (Ibhagui and Olokoyo,
2018)and (Nisha and Ghosh, 2018) that debt has a negative impact on the company. The
results of this study also indicate that mining companies profitability, in this case return on



assets, is not only influenced by DER but there are many other variables that affect the
company's performance, such as working capital, coal prices and of course macroeconomic
variables of a country. The implications of this research are the recommendations for the
owners of firms and investors to avoid over anxiety on the condition of these mining
companies. Despite the effect of DER on company profitability, the mining companies still
have great prospect.
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