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Abstract

This study aims to investigate the effects of the corporate governance and
ownership structure on the internet financial reporting in manufacturing
companies in Indonesia. The variables used are internet financial
reporting, board of director competence, board of director size, board of
director meeting, audit committee independence, audit committee
competence, audit committee size, audit committee activity, ownership
concentration on Top 5 shareholder and number of sharcholders. The
results showed that board of director competency, board of director
meeting, and audit committee competence have a positive effect on
internet financial reporting. The results support institutional theory.
However, board of director size shows affects negatively on internet
financial reporting. On the other hand, other five (5) variables examined
in this study namely audit committee independence, audit committee size,
audit committee activity, ownership concentration on top 5 shareholders,
and number of shareholders are not proven to affect the internet financial
reporting. While the results of audit committee activity and ownership
concentration on top 5 shareholders analysis support institutional theory,
the results of audit committee independence, audit committee size, and
number of shareholders do not support institutional theory.
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INTRODUCTION

Currently, more and more companies from developed countries are providing
their corporate financial information via their Web sites. Similarly, companies from
emerging and developing countries have no choice but to follow this reporting trend.
Internet financial reporting might be defined as the use of firms' websites to disseminate
corporate financial and performance information (Wagenhofer, 2003). This is believed
to be able to facilitate the process of firm’s additional equity gathering efforts and
increase information sharing through a new instrument. In economic perspective, the use
of internet financial reporting has some advantages both for the adopters and beneficiary
stakeholders, such as favorable changes regarding to the cost of information process and
dissemination of financial information in capital markets. Moreover, it also helps to
improve availability of financial information to all users and reduce time spent on
responding information requests. Kelton and Yang (2008) proved that the internet has
increased the transparency in the process of disseminating the financial statements.

In the context of Indonesia, there is a Limited Liability Company Act No. 40 year
2007 requiring companies in Indonesia to report their ongoing activities. However, so
far Indonesia have not yet implemented specific regulations associated with the financial
statement presentation over the internet.

According to Bipin, et. al., (2005), a sound corporate governance is needed to
support a more transparent disclosure. As corporate governance mechanism aimed to
ensure governance system within an organization, Kaihatu (2006) states that disclosure
and transparency are important aspects in implementation of good corporate governance.

In addition, one of the dominant theoretical perspectives in organization theory is
institutional theory. There are institutional differences exist between capital markets
developed and developing countries such as Indonesia. These differences can affect how
directors and managers run the company locally. Although, the internet has supported
the development of financial reporting in the US and European countries, there is limited
previous research examining the relationship between corporate governance structure
and financial reporting of the internet in emerging markets such as Indonesia.

In addition, the influence of audit committee characteristics on the IFR (internet
financial statement reporting) has been a major issue in Indonesian IFR studies in the
past two decades. Even though there has not been any formal regulation of IFR
implementation in Indonesia (Spica, 2008), Indonesian companies have started to adopt
IFR according to certain motives. Based on Puspitaningrum and Atmini (2012), if
corporate governance is complementary, companies will tend also to make voluntary
disclosure. One way to do voluntary disclosure is by applying IFR.

The goal of this research is to analyze the internet financial reporting practices in
Indonesian listed companies in relation with corporate governance and financial report.
Therefore, the main objective of this research is to analyze the factors that influence the
Internet financial reporting practices of Indonesian listed companies. The specific
objectives are: 1) To analyze the relation between ownership concentration on top 5
shareholders, number of shareholders and the internet financial reporting; and 2) To
analyze the relation between board of director competence, board of director size, board
of director meeting, audit committee independence, audit committee competence, audit
committee size, audit committee activity and the internet financial reporting.
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LITERATURE REVIEW

Internet Financial Reporting

Internet financial reporting can be defined as the use of the company's web site to
disseminate financial information and company performance. IFR important element is
the degree or quantity of disclosure (Ashbaugh et al., 1999). The higher the level of
disclosure in the quantity or transparency is, the greater the impact of disclosure on
investor decisions will be. More specifically, IFR has opened a new research domain in
the areas of accounting and finance, but little is researching how IFR affects the stock.
The size of the company (firm size) is the variable that most often appears as a factor
affecting the IFR.

Board of Director Competence

The Board of Directors can only be effective when they have adequate financial
and human resources, as well as members with the necessary experience, knowledge,
skills and time to exercise their duties (IFC, 2014). Board experience will assist in
making information more transparent as comparisons can be made base on knowledge of
other organizations. Experienced directors are also more likely to have greater incentives
to be effective monitors of management to safe guard their reputation or improve their
external labor market (Abdelsalam and Street, 2007).

Related to that, Xiao et al., (2004) argue to increase organizational legitimacy;
professional establishes standards to create homogeneous organizational practices such
as Internet reporting. Abdelsalam and Street (2007) provided additional evidence of a
significant association between the timeliness of corporate internet reporting and board
experience. Therefore, it is clear that with the more competent boards of directors the
companies will upload more information on the internet.

Board of Director Size

The size of the Board of Directors will need to be adapted to the specific
circumstances of the company and, consequently, will vary in composition. It will
dominantly depend on the activities of the company, size (number of employees), level
of development and other characteristics of the company (IFC, 2014).

Research done by Gandia (2008) shows that board of director size would increase
the disclosure because higher level of disclosure gives positive impression as it is of the
board members’ decision (Raheja, 2005). According to Yap et. al., (2011), Internet
financial reporting is also associated with board of director size. Nevertheless, a larger
group of board members may have poorer communication and the additional cost of
inefficiencies in decision-making. Therefore, a bigger board size may reduce the
controlling and monitoring capacities.

Board of Director Meeting

The intensity of board activities is likely to contribute to the effectiveness of
oversight functions, especially relating to financial reporting. Conger et al., (1998) argue
that board’s effectiveness can be improved by duration of board meeting. It is expected
that Internet financial reporting is positively related to more diligent boards measured by
the board meetings number held during the financial year. Thus, it is assumed that the

Vol. 24, No. 2/ Decbmer2016
© Centre for Indonesian Accounting and Management Research
Postgraduate Program, Brawijaya University



39  Corporate Governance and Internet Financial....

more frequently the meeting of the board of directors is held, the more the company will
publish the report online.

Audit Committee Independence

The independence of auditors is the basis for the auditor and an important
element in the process of reporting the company and the key prerequisites that add value
to the audited financial statements (Ping et al., 2011). In addition, the independent
auditing helps in crediting financial statements, guaranteeing reliability and approving
the quality of financial information for the other beneficiaries. Moreover, the investors,
creditors and other beneficiaries rely on the results of auditing carried out by the
independent auditing institutions to assess the financial performance of the different
business entities regarding different investment opportunities. Thus, the more auditing
quality will result in more value, credibility and acceptability of it by the users of
financial statements (Hoseinbeglou et al. 2013).

Audit Committee Competence

The audit committee members must possess two main competences including the
knowledge on how business is presented in financial reports and the ability to analyze
reporting (financial reporting knowledge), and the understanding of the nature and
purpose of auditing the financial report (audit report knowledge). Velte and Stiglbauer
(2011) stated that financial expertise of the audit committee members provide a basis for
the reduction of information asymmetries between the management board and the audit
committee and the respective agency costs.

Empirical evidence proves the financial expertise of audit committee increases
the quality of financial reporting. The financial and governance expertise of the audit
committee is positively related to perceived financial quality and Internet financial
reporting (Kelton and Yang, 2008). Therefore, the researchers suggest audit committee
financial expertise is related to disclosure transparency measured by Internet financial
reporting.

Audit Committee Size

The Code of Corporate Governance (2000) also requires the audit committee to
be comprised of at least three members. Raghunandan & Rama (2007) argued that the
size of audit committee increases the number of meetings. This increase in meeting
frequency is argued to provide more effective monitoring. However, Vafeas (1999)
argued that larger audit committee can lead to inefficient governance, because of
yielding frequent meetings which leads to increased expenses. Kelton and Yang (2008)
found that firms with a higher percentage of audit committee members that are
considered financial experts are more likely to engage in IFR.

Audit Committee Activity

Abbott, et al. (2004) found that the frequency of meetings held in a year reflects
the continuous engagement of the committee members in order to discuss any auditing
related issues to help improvement. These results imply that audit committees that meet
frequently are more diligent in the discharge of their duties. The audit committee
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normally should meet three to four times a year to carry out the obligations and
responsibilities of the company's financial reporting system effectively.

Bronson et al., (2006) found the number of audit committee meetings is
positively related to voluntary disclosure on internal controls in management reports.
Kelton and Yang (2008) found that firms with a more diligent audit committee are more
likely to engage in IFR. In addition, Puspitaningrum and Atmini (2012) reported that
among the principles of corporate governance; ownership, independent commissioner
and audit committee characteristics, only Audit committee meeting frequency that has
an influence on voluntary disclosure IFR.

Ownership Concentration on Top 5 Shareholder

Evidence on the effect of ownership structure of the degree of disclosure of
information is mixed. It is found that companies with diffused ownership are more likely
to disclose more information on their web sites to keep their shareholders well informed
(Kelton and Yang, 2008). Moreover, Wang et al. (2008) considers large stockholders to
be the accounting information demanders and possess more power to govern and control
quality of the accounting information.

In Indonesia concentration of ownership in most of public companies is in the
hands of several families (Husnan, 2000). Thus, the researchers expect the concentrated
companies to be less likely to disclose voluntary information on the Web. Based on the
above discussion, companies with higher ownership concentration may be expected less
likely to disclose voluntary information on Internet.

Number of Shareholders

Number of shareholders is measured by the log of the number of shareholders
less the log of the mean number of shareholders of companies in the same asset decile
(Sengupta, 2004).As the shareholders number increases, one would expect disclosure to
increase. Companies with a larger shareholders number are more likely to voluntarily
disclose more information to satisfy the information needs of diverse shareholders
(Cooke, 1989). Yap et. al., (2011) reported that Internet financial reporting is positively
associated with the numbers of shareholders.

RESEARCH METHOD

This research is a causal explanation because it tries to find the causal
relationship between two or more variables as the characteristics of the problem. It uses
a quantitative approach which emphasizes testing the theory by measuring the variables
with numbers and analyzing data with statistical procedures.

The population in this study is public listed companies in the Indonesia Stock
Exchange in 2015. Companies selected as a sample are the manufacturing companies
which fulfill the criteria set by the researcher. These criteria are:

1. The companies are public listed manufacturing companies publishing their financial
statements closing date December 31 in 2015.

2. The public listed companies have websites to share financial and nonfinancial
information, not only to advertise their products

3. The website of the public listed companies is not under construction
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4. The public listed companies have all data needed in this research.

The method of data analysis used is multiple regressions. Before conducting the
multiple regression analysis, there will be descriptive statistic analysis and some testing
of classical assumptions.

FINDINGS AND DISCUSSION

Descriptive statistics of the data of the 137 manufacturing companies listed on
Indonesian Stock Exchange in 2015 are presented in the following Table 1.

Table 1. Descriptive Statistic

Variable Variable . . Std.
Name Symbol N Minimum Maximum Mean Deviation
Ownership TOP5 137 0.33 0.99 0.74 0.15
Concentration on Top
5 Shareholder
Number of SHNO 137 2 14 4.78 242
Shareholders
Board of Director BC 137 0.00 1.00 0.60 0.22
Competency
Board of Director Size BS 137 2 15 4.99 2.24
Board of Director BA 137 2 58 16.16 11.38
Activity
Independence audit ACI 137 0.25 0.50 0.33 0.04
committee
Audit committee ACA 137 2 22 5.75 3.61
activity
Audit Committee ACC 137 0.50 1.00 0.98 0.07
Competency
Audit Committee Size ACS 137 2 4 3.04 0.31
Internet Financial IFR 137 0.22 0.76 0.53 0.09
Reporting
The result of Multiple Regressions and Hypothesis Testing is shown in Table 2.
Table 2. Multiple Regressions and Hypothesis Testing
Number of Unstandardized  Standardized Hypothesi
Hypothesis Coefficients Coefficients . YPOTACSIS
Model Sig.  Testing
B Std, Results
Error
(Constant)  .212 232 913 363
1 TOP5 -.027 .049 -.542 .589 Rejected
2 SHNO .003 .003 954 342 Rejected
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3 BC .085 .036 .200 2.395 .018 Accepted
4 BS 011 .003 271 3.364 .001 Accepted
5 BA .002 .001 .245 3.020 .003  Accepted
6 ACI - 171 295 -.069 -578 564 Rejected
7 ACA .000 .002 .008 092 927 Rejected
8 ACC 244 107 192 2.290 .024  Accepted
9 ACS .001 .037 .003 026 .980 Rejected
Adjusted R
R R Square Square F Sig.
498 .248 195 4.651 .000°

The model of the multiple regressions can be applied with model as follows:

IFR = B0 + B1Top5it + B2SHNoSit + BsBCit + B.BSizeit + BSBAit + P6ACIit +
B7ACCit + BSACAit + BOACSit

From the F test obtained F value on Internet Financial Reporting is 4.651 with
significant values of 0.000. The significant values was less than 0.05, so the regression
model can be used to predict Internet Financial Reporting or it can be said that Board
Competency, Board Size, Board Activity, Independence audit committee, Audit
committee activity, Audit Committee Competency, Audit Committee Size, Ownership
Concentration on Top 5 Shareholders, and Number of Shareholders affect
simultaneously the variation of Internet Financial Reporting.

Adjusted table shows the value of 0.248 on Internet Financial Reporting. The
Board Competency, Board Size, Board Activity, Independence audit committee, Audit
committee activity, Audit Committee Competency, Audit Committee Size, Ownership
Concentration on Top 5 Shareholders and Number of Shareholders can explain the
variations in dependent variables. The variation in the Internet Financial Reporting by
variation shows that adjusted R? only 24.8 %. This indicates that 24.8% of the variance
in the dependent variable is explained by the independent variables. Therefore, the
regression model is adequate to explain the relation. Moreover, the F test shows
significance at 4% level.

The results showed that the testing of the hypothesis 1 (H1) which states that
ownership concentration on Top 5 negatively influences the Internet Financial Reporting
does not show a significant relation. There is not any relation between ownership
concentration on Top 5 and internet financial reporting. Thus, the hypothesis 1 is
rejected. According to the multiple regression analysis, the results showed that the sig
value of 0.589 is > 0.05. It means that the ownership concentration on top 5 shareholders
is not significant at the 5% level. Thus, the ownership concentration on top 5
shareholders fails to guarantee the disclosure of financial reporting on internet, This
result is consistent with findings of Abdelsalam and Street (2007). However, this result
is inconsistent with Kelton and Yang (2008) who was significant negative relationship.

The hypothesis 2 (H2) which states that number of shareholders positively
influences the Internet Financial Reporting does not show a significant relation. There is
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not any relation between number of shareholders and internet financial reporting. Thus,
the hypothesis 2 is rejected. According to the multiple regression analysis, the results
showed that the sig value of 0.342 is > 0.05. It means that the number of shareholders is
not significant at the 5% level. Thus, the number of shareholders fails to guarantee the
disclosure of financial reporting on internet.

The hypothesis 3 (H3) which states that Board of Director Competence positively
influences the Internet Financial Reporting shows a significant relation. There is a
positive relation between board of director competence and internet financial reporting.
Thus, the hypothesis 3 is accepted. According to the multiple regression analysis, the
results showed that the sig value is < 0.05. It means that the variable Board of Director
Competence is significant at the 5% level. The B value of 0.085 indicates that the board
of director competence affects on the 8% disclosure through internet financial reporting.
Thus, as hefty 60% of the board of directors in Indonesian manufacturing companies
have competency in accounting, it influences the disclosure of information on the
websites.

The hypothesis 4 (H4) which states that board of director size negatively
influences the Internet Financial Reporting shows a significant relation. There is a
negative relation between board of director size and internet financial reporting. Thus,
the hypothesis 4 is accepted. According to the multiple regression analysis, the results
showed that the sig value of 0.001 is < 0.05. It means that the variable board of director
size is significant at the 5% level. The B value of 0.011 indicates that the board of
director size affects on the 11% disclosure of internet financial reporting. Thus, the fact
that the manufacturing companies in Indonesia per 2015 have followed the requirement
stated in the ICL Article 92 which regulates that the board of directors of a company
shall consist of 1 (one) or more members (IFC, 2014), especially, at least 2 (two)
members of the board of directors in public companies influences the disclosure of
information on the websites.

The hypothesis 5 (HS5) which states that board of director meeting positively
influences the Internet Financial Reporting shows a significant relation. There is a
positive relation between board of director meeting and internet financial reporting.
Thus, the hypothesis 5 is accepted. According to the multiple regression analysis, the
results showed that the sig value of 0.003 is < 0.05. It means that the variable board of
director meeting is significant at the 5% level. The B value of 0.002 indicates that the
board of director meeting affects on the 2% disclosure of internet financial reporting.
The board of directors in manufacturing companies in Indonesia holds approximately 16
meetings annually. The positive influence means that the frequent meetings that are held
by board of directors in manufacturing companies in Indonesia make the possibility of
internet disclosure high.

The hypothesis 6 (H6) which states that audit committee independence negatively
influences the Internet Financial Reporting does not show a significant relation. There is
not any relation between audit committee independence and internet financial reporting.
Thus, the hypothesis 6 is rejected. According to the multiple regression analysis, the
results showed that the sig value of 0.564 is > 0.05. It means that the independence audit
committee is not significant at the 5% level. Thus, even though manufacturing
companies in Indonesia has fulfilled the requirement to have at least one independent
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audit committee, the Independence of the audit committee does not have any
relationship with the company. Therefore, this member fails to guarantee the disclosure
of financial reporting on internet.

The hypothesis H7 (H7) which states that audit committee competence positively
influences the Internet Financial Reporting shows a significant relation. There is a
positive relation between audit committee competence and internet financial reporting.
Thus, the hypothesis 5 is accepted. According to the multiple regression analysis, the
results showed that the sig value of 0.024 is < 0.05. It means that the variable board of
director meeting is significant at the 5% level. The B value of 0.244 indicates that the
audit committee competence affects on the 24% disclosure of internet financial
reporting.

The hypothesis 8 (H8) which states that audit committee size positively influences
the Internet Financial Reporting does not show a significant relation. There is not any
relation between audit committee size and internet financial reporting. Thus, the
hypothesis 8 is rejected. According to the multiple regression analysis, the results
showed that the sig value of 0.980 is > 0.05. It means that the size of audit committee is
not significant at the 5% level. Thus, the number of members of audit committee fails to
guarantee the disclosure of financial reporting on internet.

The hypothesis 9 (H9) which states that audit committee activity positively
influences the Internet Financial Reporting does not show a significant relation. There is
not any relation between audit committee activity and internet financial reporting. Thus,
the hypothesis 9 is rejected. According to the multiple regression analysis, the results
showed that the sig value of 0.927 is > 0.05. It means that the audit committee activity is
not significant at the 5% level. Thus, the number of meetings that audit committee holds
annually fails to guarantee the disclosure of financial reporting on internet. It can be said
that although they have fulfilled the required number of meeting within a year, there
may be no continuous engagement with the members of the committee to discuss any
related issues for continuous improvement. Moreover, the meetings may not discuss the
disclosure of financial statement on websites. Consequently, there are still items of
financial report submission even though they have held regular meeting.

CONCLUSIONS

Main results from the regression model show Internet financial reporting is
positively significantly related to board of director competence, board of director
meeting and audit committee competence. However, the negative effect of board of
director size on the internet financial reporting, The result supports the institutional
theory mentioning that organizations should follow the rules.

On the other hand, the negative effect of audit committee independence ,
ownership concentration on Top 5 shareholders on the internet financial reporting,
positive effect of audit committee size , audit committee activity , number of
shareholders on the internet financial reporting are rejected as the results are not
significant. The results of audit committee independence, audit committee size, and
number of shareholders do not support institutional theory, while the results of audit
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committee activity and ownership concentration on Top 5 shareholders support
institutional theory.

Limitation

In the data gathering process, it was found that there were some manufacturing
companies which did not provide clear details of the number of shareholders and
concentration on the top 5 shareholders. Therefore, not all manufacturing companies
could be used as the sample of this research. As the consequence, the results may be
affected by the limited number of observations. However, even though this study only
focuses on the context of Indonesia the adjusted R? in multiple regression analysis is
24.8% which means that the multiple regression model, which contained nine variables,
explains about of the variation in the internet financial reporting and disclosure. it
means that other variables that were not included could affect the level of disclosure
(Yap et al., 2011).

Recommendation

For future research, it is suggested to find the other factors of corporate
governance characteristics or structures in Indonesia’s Code of Good Corporate
Governance (2006) and internet information criteria as variables in investigating the
relation between corporate governance and the internet financial reporting. Moreover,
the government should make the internet financial reporting compulsory for all
manufacturing companies in Indonesia for future development of the country economy
and investment.
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