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Abstract. The purpose of this study is to examine whether financial performance affects
environmental investment. Furthermore, this study examines whether foreign ownership moderates
the financial performance of the environmental investment. This study tries to contribute to the
response of mining companies in Indonesia in preserving the environment by investing in the
environment. The method used in this study is multiple linear regression. The number of samples of
this study is 195, which are mining companies in Indonesia published in 2014-2018. The results of
this study indicate that mining companies in Indonesia have a relatively low response in making
environmental investments. However, this study indicates that financial performance affects
environmental investment and foreign ownership moderates the financial performance of the
environmental investment. The implication of this research is the important role of the government to
encourage mining companies in Indonesia to invest in the environment.
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1 Introduction

In the last few years, the Indonesian people have been shocked by the circulation of documentary films
related to the negative impacts of mining by several companies in Indonesia. It has been carried out by
these companies are: ex-excavation is not reclaimed, causing water and air pollution as well as many
casualties, the emergence of fly ash and bottom ash from the coal-burning residue, and damage to coral
reefs. Companies in carrying out expansion will expect economic benefits from their operations. On the
other hand, if the expansion is carried out sustainably, it will result in environmental damage and harm
the environment and society.

Previous research has discussed the importance of environmental awareness to protect the environment
and society. Manufacturing companies make environmental awareness a mainstream issue so that
companies encourage management to develop policies and apply new technology as a form of
environmental concern[1]. The motivation of companies to undertake environmental investment is to
form a corporate image, regulatory preemption, reduce production costs, and reduce compliance costs
with existing regulations[2]. Environmental investment is a form of direct or indirect payment to various
stakeholders[3]. Furthermore, they stated that it was revealed that the costs of preventing pollution,
recycling efforts, using alternative fuels, are indirect payments to the wider community.

The companies that have higher profits have a positive effect on environmental investment[4].
Furthermore, it is explained that high profits will be a consideration for investing in the environment.
However, other researchers state that environmental performance and company performance are not
related[5].

On the other hand, the ownership structure influences the relationship between financial performance and
environmental investment. Firm size is a factor related to environmental investment[6]. Furthermore,
different company sizes will generate different profits. The large companies have more resources to invest
so that the larger the size of the company, the greater the investment, including investment in the
environmental sector[7].
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Investors (both institutional investors and foreign investors) can increase company awareness of the
importance of protecting the environment. Foreign investors will be more responsive to issues related to
the environment.[8]found the influence of foreign ownership on environmental investment.

Not many accounting studies have discussed environmental investment. This study will discuss whether
financial performance affects environmental investment. This study will also examine whether foreign
ownership will moderate the relationship between financial performance and environmental investment.

2 Literature Review

Legitimacy theory focuses on the interactions between companies and communities. Legitimacy is
defined as a general perception or assumption that the actions of an entity are desirable, appropriate, or
appropriate in some socially constructed system of norms, values, beliefs, and definitions[9]. [10],
legitimacy theory believes in the idea that there is a "social contract” between an organization and the
environment in which the organization operates. The concept of "social contract" is used to show people's
expectations about the way an organization should carry out its activities. Legitimacy can be obtained
when there is a match between the existence of a company that is suitable and does not interfere with the
existence of the existing value system in society and the environment[11].

Stakeholder theory suggests that an identified group of people or individuals can influence company
activities or can be influenced by company activities[12]. According to[13], stakeholders can be divided
into two based on their characteristics, namely primary stakeholders and secondary stakeholders. Primary
stakeholders are a person or group without which the company cannot survive a going concern, including
shareholders and investors, employees, consumers, and suppliers, together with those defined as public
stakeholder groups, namely: government and communities Secondary stakeholder groups are defined as
those who influence, or are influenced by the company, but are not related to transactions with the
company and are not essential for their sustainability. The primary stakeholder is the most influential
stakeholder for the continuity of the company because it has a high enough power to the availability of
company resources.

Companies that make environmental investments can respond to stakeholder concerns and will have a
social responsibility that can build a good reputation[14]. The environmental investment has a positive
effect on company performance in the long run[7].

The greater the foreign ownership in the company, the greater the pressure on company management to
disclose social responsibility[8]. This can encourage companies to invest in the environment as a
responsibility to shareholders. This is because foreign investors are parties who are considered very
concerned about environmental issues and problems.[15]found that an increase in environmental
performance was influenced by foreign investment. SDGs Index (Sustainable Development Goals Index)
describes the state's achievement conditions for the success of solving world problems. Based on the
SDGs Index, European countries have a higher level of awareness of the environment.

Hai: Financial performance affect positively environmental investment
Haz: Foreign ownership moderates the effect of financial performance with environmental
investment

3 Methodology and Data Analysis

3.1 Research Sample

The population in this study are mining companies listed on the Indonesia Stock Exchange in 2014-2018.
Based on this population, the sample will be determined as the object of research. The sample selection
technique used was purposive sampling, with the criteria being issuers in the mining sector. The number
of samples in this study is 195 data.



3.2 Research Variable

The dependent variable in this study is an environmental investment. Environmental investment is a
preventive action in environmental management to reduce the negative impact of company activities.
Environmental investment is calculated by the formula:

; Totel environment al azsets
Environmental Investment = - (1)
Total assets

The independent variable in this study is sales growth as proxy of financial performance. Sales growth is
an indicator of a company's demand and competitiveness in the industry. Sales growth is calculated using
the formula:

Sales, — Sales,_,

Sales Growth = -
Sales,_, )

Foreign ownership is a moderating variable in this study. Foreign ownership in the ownership structure is
believed by some researchers to be able to influence the running of the company which ultimately affects
financial performance to maximize firm value. Foreign ownership is formulated as follows:

Foreign ownership shares
Total shares (3)

Foreign Ownership =

3.3 Hypothesis Testing
The method of testing the hypothesis in this study uses multiple linear regression and moderation testing
using SPSS. The level of significance used is a = 5%.

4 Research Results and Discussion

Table 1. The result of descriptive statistics

Min Max Mean Std Deviation
Financial performance -0.9593  63.0204 0.918369 5.7757
Foreign ownership 0.9897 0.0000  0.288895 0.9897
Environmental investment 0.5231 0.0000 0.056782 0.5231

Based on the results of descriptive statistical tests on table 1. the value of the environmental investment is
relatively small, however, sales growth as proxy of financial performance can maximize and make the
company more efficient in its environmental investment. This indicates that the company's production
activities can support the sustainability of the company's environmental investment in the future. That
way the company gets legitimacy by the community by producing environmentally friendly products.

Table 1. shows that the average sales growth of 91.4% is a relatively high value, while the company
invests only 2.4% of its assets in the environment. It proves that companies that have good financial
performance do not necessarily invest in the environment. Companies that have good financial
performance will have qualified resources in making environmental investments. The higher the sales
growth, the higher the company's profit. Therefore the company will invest in the environmental sector
because it increases the company's legitimacy.

Table 2. The result of hypothesis testing and moderation
Hypothesis t Sig

Hai: Financial performance affect environmental
investment

2,831 0.05

Haz: Foreign ownership moderates the effect of
financial performance with the environmental -2,023 0.044
investment




Based on the result of hypothesis testing on table 2. financial performance affect positively environmental
investment. Environmental investment can be linked to environmental assets. There is a close relationship
between environmental investment and environmental assets because the costs incurred by the company
in the context of environmental management efforts which can have an impact on the company's future
sustainability in environmental accounting records must be disclosed in the form of assets. Environmental
investments that are included in the category of environmental assets are usually assets that are believed
to have economic value and have an impact on income or sales that will be obtained by the company in
the future.

Statistical testing on table 2. also proves that foreign ownership is a pure moderator between the influence
of financial performance and environmental investment.[15]stated that foreign investors in the mining
sector are trying to apply the latest technology and environmental management. For reasons of an internal
nature, foreign-owned companies may be cleaner than domestically-owned companies incorporate
management practices[16].Foreign parties will be more interested in companies with a good reputation in
the social sector because western countries are countries that are very concerned about the environment
which includes social issues. The awareness of environmental concerns by foreign parties is evidenced by
the number of companies that have conducted environmental campaigns as their concern for the
environment.

5 Conclusion

In this study, we examine the effect of financial performance on environmental investment and how
foreign ownership moderates it. Our findings indicate that sales growth as proxy of financial performance
affects environmental investment. However, environmental investment has a relatively low, so the
government should pay more attention to companies. Furthermore, the findings of this study indicate that
foreign ownership becomes a pure moderator for company performance and environmental investment.
Foreign parties will be more interested in companies with a good reputation in the environmental sector
because foreign countries, for example in Europe and America, are countries that are very concerned
about the environment. This is as stated in the SDGs Index (Sustainable Development Goals Index) in
2018.

Investments in the environmental sector are starting to get more attention from the public. This
environmental investment can reflect the company's performance in managing the environment and
indirectly the community will give appreciation and legitimacy to the company. This shows that good
environmental performance is a reflection of the quality and quantity of environmental investments made
by companies[17].

The practical contributions of this research explain that companies in Indonesia have invested in
environmentally friendly assets despite their relatively low value. As for the policy contribution, it is
hoped that there will be clear regulations so that the company's operational activities can preserve the
environment and have a positive impact on the surrounding community.

6 Implications and Suggestions for Future Research

This research implies the importance of government intervention to force companies to preserve the
environment in carrying out mining operations. The government is also expected to have the right
regulations so that foreign investors are interested in investing in Indonesia. Further researchers are
advised to look at the aspect of market performance as a form of response from investors in assessing
company performance in environmental management.
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