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Adoption of SDGs-Related Financial Accounting Standard and Its Relevant
Costs: New Burdens, Merely Complying, Beyond?

Patricia Devina’, Muhammad Hudaya, Wahyudin Nor, Rasidah, Kadir
Department of Accounting, Faculty of Economics and Business, University of Lambung Mangkurat,
South Kalimantan, Indonesia
E-mail: *patriciadevina @ gmail.com

Abstract
Background—Sustainable Development Goals (SDGs) represents 17 goals with 169 achievements
initiated with the aim to benefit humans and the earth. It takes the role of all parties to be able to
realize the SDGs, especially the private sector must be willing o fake an active role in achieving
SDGs. However there are still many companies which still seeing SDGs as a trend that is only used
solely for the company to look good but not really synergize the company's goals with the goals of
SDGs.
Purpose and Methodology—-The purpose of this study is to investigate how the impact of the
adoption of SDGs-related Indonesia’s financial accounting standards (PSAK) on net profits of
mining companies listed in Indonesian Stocks Exchange (IDX). The study employs a quantitative
research approach and multiple linear regression analysis with the semi-log type Ordinary Least
Squares (OLS) estimation method. The unit of analysis in this study arc 48 companics from IDX’s
mining sector in the period 2008 to 2017 with a 10-year observation period.
Findings—Although the adoption SDGs-based accounting standards on companies listed in
Indonesian Stocks Exchange (IDX) has impacted on their respective net profit, it, however, brings
companies more sustainably both in terms of financial and operational aspects. Internally, the
impact of adoption boosts employees’ work protection, while externally it enhances investors’
confidence that entities are managed in a sustainable way.

Research Limitations—limited information is available companies SDGs disclosure on companies’

notes on financial statements.

Originality/value — The study presents the impacts of the adoption of SDGs-related financial
accounting standards and its relevant costs on the companies’ financial statements that is rarcly
researched in Indonesian context.

Keywords: Sustainable development goals, financial accounting standards, Indonesia
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Background-Sustainable Development Goals (SDGs) represents 17 goals with 169 achievements
initiated with the aim to benefit humans and the earth. It takes the role of all parties to be able to
realize the SDGs, especially the private sector must be willing to take an active role in achieving
SDGs. However there are still many companies which still seeing SDGs as a trend that is only used
solely for the company to look good but not really synergize the company's goals with the goals of

SDGs.

Purpose and Methodology-The purpose of this study is to investigate how the impact of the adoption
of SDGs-related Indonesia’s financial accounting standards (PSAK) on net profits of mining
companies listed in Indonesian Stocks Exchange (IDX). The study employs a quantitative research
approach and multiple linear regression analy§h with the semi-log type Ordinary Least Squares
(OLS) estimation method. The unit of analysis in this study are 48 companies from IDX's mining
sector in the period 2008 to 2017 with a 10-year observation period.

Findings—Although the adoption SDGs-based accounting standards on companies listed in
Indonesian Stocks Exchange (IDX) has impacted on their respective net profit, it, however, brings
companies more sustainably both in terms of financial and operational aspects. Internally, the impact
of adoption boosts emplovees’ work protection, while externally it enhances investors’ confidence that
entities are managed in a sustainable way.

Research Limitations—limited information is available companies SDGs disclosure on companies’
notes on financial statements.

Originality/value — The study presents the impacts of the adoption of SDGs-related financial
accounting standards and its relevant costs on the companies’ financial statements that is rarely
researched in Indonesian context.

Keywords: Sustainable development goals, financial accounting standards, Indonesia

Introduction

The Sustainable Development Goals (SDGs) are 17 goals with 169 achievements which are
intended for the benefit of humanity and earth. To be able to realize the achievement of SDGs, the
role of all parties is needed, especially from the private sector, which must be willing to take an active
role in achieving the SDGs target. Based on a study conducted by PricewaterhouseCoopers (PwC)
through a study report on SDG Reporting Challenge issued in 2018 it was explained that 72% of
companies out of a total of 729 companies in 21 countries mentioned SDGs in their annual reports or
sustainability reports, but unfortunately from 72% of these companies only 54% of companies that
have really prioritized the SDGs goals that are targeted by the company and mentioned them in their
business strategies. Until now, many companies still see SDGs as a trend that is only used solely for
the company look good but do not associate the company's targets with the SDGs goals. But after the
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company linked the SDGs to the company's strategy and prioritized certain targets that the company
wanted to achieve, then there were question about how the impact of the SDGs targets on the financial
statements? Which accounting standards and costs should the company pay attention in preparing its
financial statements? The company's commitment to prioritize certain SDGs targets can have an
impact on the net income that will be obtained by the company. Each company certainly wants to be
able to continue to generate profits in its operational activities, but with the commitment to prioritize
certain SDGs targets, this can have an impact on the net income that will be obtained by the company.

There are several Financial Accounting Standards (SAK) in Indonesia that related to SDGs
targets including PSAK 57 on "Provisions, Assets and Contingent Liabilities", and PSAK 60 on
"Financial Instruments: Disclosures" which must be a concern for companies in an effort to realize the
achievement of SDGs targets. In addition to accounting standards, Occupational Safety and Health
(K3) is also closely related to SDGs targets and often becomes an highlight in the company's
operations. Companies in general always strive to be able to guarantee the safety of their workers.
Occupational Safety and Health (K3) is one indicator that shows the fulfillment of SDGs target
number 3 on "Good Health and Well-Being" and SDGs target number 11 on "Sustainable Cities and
Communities" (United Nations, 2016). Companies that prioritize the SDGs targets must also pay
attention to some of the costs associated in achieving SDGs targets such as costs incurred by
companies to conduct training and development for their employees and costs incurred to carry out
corporate social responsibility.

Literature Review and Hypotheses Development

Brighaif) & Houston (2014) revealed that signal is an effort to provide a view of
management to the company's prospects in the future to investors (Effendi, 2016) (Brigham &
Houston, 2014). This opinion is in line with the opinion stated by Scott & Brigham (2008) and
Brigham & Ehrhardt (2005) that define signals as the provision of guidance by management to
investors about how management consider the company's prospecfg (Scott & Brigham, 2008)
(Brigham & Ehrhardt, 2005). Annual reports and sustainability reports issued by the company can be
a signal for parties outside the company, especially for investors. Companies that disclose information
about how the companies has prioritize the SDGs targets in company's annual reports and company's
sustainability reports will provide a positive signal for investors. This condition can happen because
the companies are considered to be mor@oncerned about their responsibilities to the community and
the environment and this condition will have a positive impact on increasing the value and reputation
of the company.

Net profit is an important component of concern in ensuring the survival of company where
company must rely on profits in order to attract new investors to invest their capital into the company
and keep investors who have invested in not withdrawing their capital from the company. According
to Warren, et al., (2014, p. 25), net income or net profit is an excess of income against the expenses
that have occurred. According to Kasmir (2015, p. 303), net profit is a profit that has been deducted
by the company's expenses in a certain period including tax. If there is a change in company expenses,
this change will affect the company's net income. With the company's commitment to prioritize
several SDGs targets, this prioritization will have an impact on changes in company expenses due to
the emergence of several other expenses that must be incurred by the company related to their
responsibilities.

Disclosures required in PSAK 60 (2013 Revision) about Financial Instruments:
Disclosures in paragraphs 31-42, focus on risks that arising from financial instruments and
how those risks are managed (Ikatan Akuntan Indonesia, 2017). Environmental risk is one of
the important risks that must be managed and disclosed by the company in its report,
especially if it is related to financial instruments. Environmental conditions that are difficult
to predict will bring up the possibilities of losses for the company at any given time. With the
disclosure of environmental risks and how to overcome them in company reports, it can be
said that the company already knows what risks are faced in its operational activities and has




a good strategy for managing those risks. Each company has a variety of risk management
strategies that can be used in managing the risk faced by the company. With a good risk
management, the companies can maximize their operational activites and this condition may
affect the company's net profit. Thus, the first hypothesis is as follows:

H, = Environmental risk disclosure will positively affect the company's Net Profit.

The government currently requires companies in the mining industry to carry out
environmental restoration activities around the company's operations. PSAK 57 about Provisions,
Contingent Liabilities and Contingent Assets explains how companies must make a backup if they
have constructive obligations (not only legal obligations). Restoration costs that may arise usually
covers the costs of mine reclamation and mine area management costs. Regulators usually exert strict
control on its mining industry so that the value of reclamation costs can be determined reliably
(Martani, et al., 2015, hal. 38). With the allocation of this special liabilities and provisions, the mining
company will make disclosures in its financial statements and allocation of these costs can affect the
company's net profit. Thus, the next hypothesis would be as follows:

H; = Provision for Environmental Management and Reclamation will positively affect the
Company's Net Profit

All activities to ensure and protect the safety and health of workers through prevention of
occupational accidents and occupational diseases referred to as Occupational Health and Safety
System (K3) which are regulated in Government Regulation No. 50 of 2012. Lost Tinf€) Injury
Frequency Rate (LTIFR) is a measurement for the safety performance of a company. LTIFR refers to
the number of injuries (lost time) in a given accounting period, relative to the total number of hours
worked in that period (Safe Work Australia, 2017). The LTIFR calculation measures the number of
time lost injuries per million hours worked during the accounting period. LTIFR is widely used by
companies as a safety performance measurement for the company's Occupational Safety and health
system, the lower the LTIFR score to near zero indicates that the company has a good safety
performance. Companies generally have certain funds allocated to achieve zero accidents. The lower
LTIFR score owned by a company, the loss suffered by the company will decrease due to the loss of
employee work hours along will become smaller and the costs that must be incurred by the company
to be responsible for workplace accidents suffered by its workers will also become smaller or even no
more. Thus the LTIFR score can atffect the company's net profit.

H; = Lost Time Injury Frequency Rate will positively affect the Company's Net Profit.

According to Raymod A. Noe, John R. Hollenbeck, Barry Gerhart, and Patrick M. Wright in
their book entitled "Human Resource Management: Gaining a Competitive Advantage", defines
development as an increasing in the ability of employees to meet the job changing requirements and
client demands because they have acquired skills, behavior and knowledge. Development that helps
employees prepare themselves in the future refers to formal education, work experience, ability to
establish relationships, personality assessment, and capacity building. Companies generally provide
various training for their employees to avoid the occurrence of risks due to the ignorance of
employees, especially if it is related to employee health and safety (Noe, Hollenbeck, Gerhart, &
Wright, 2014). The costs incurred by the company to conduct training and development for its
employees can affect the company's operations, especially on the company's net profit.

H4 = Training and Development Cost will positively affect the Company's Net Profit
5
According to !he World Business Council for Sustainable Development (WBCSD), through
its publication "Making Good Business Sense" defines CSR as a continuing commitment by business
to behave ethically and contribute to economic development while improving the quality of life of the
workforce and their families. well as of the local community and society at large. Companies,
especially those who engaged in the mining sector, in general, are always allocated a budget to carry
out CSR activities which have become the companies obligations as stated in UU No. 40 of 2007




7
about Limited Company. The costs incurred by ge company's CSR activities could affect the
comjhy's net profit. Based on the results from previous research conducted by Samra Kiran from
City University of Science and Information Technology, Shahid Jan of Abdul Wali Khan University,
Farzana Shaheen from the University of Peshawar showed that there was a positive correlation
between CSR and net profit and net profit margins of the company, but there were insignificant impact
of CSR activities on company profitability (Kiran, Kakakhel, & Shaheen, 2015).

Hs = Corporate Social Responsibility Cost has a positive effect on the Company's Net Profit.

Methods

The data used in this stu§ were derived from the annual report and sustainability report of
mining companies obtained from the Indonesia Stock Exchange web site (www.idx.co.id) and from
the websites of each company. The population in this study were 48 mining companies listed on the
Indonesian Stock Exchange (BEI) in 2008 to 2017. Determination of the sample in this study was
carried out by using the pupossive sampling method with the first condition that the companies should
be registered on the Indonesia Stock Exchange from 2008-2017, the second condition is companies
that had published the annual report and sustainability report on the company's website or IDX
website during the 2008-2017, and the third condition is companies that are not delisted during the
period 2008-2017, and the last condition is companies that have a complete data needed in this study.
From the results of purposive sampling, there are 31 companies from 48 Mining companies that can
be sampled in this study. The total amount of data in this study with 10 years of observation period
was 310 (n = 310). This study uses multiple linear regression analysis with Ordinary Least Squares
(OLS) estimation method and uses a semi-log regression model. The equation model for multiple
linear regression with semi-log regression models in this study are as follows:

LnY = o + BX; + pXo+ PXs+ X+ X5+ ¢

Ln = Logaritma Natural X2 = Provision for Enviromental Management
Y =Net Profit and Reclamation

o = Konstanta X3 = Lost Time Injury Frequency Rate

B = Koefisien X4 =Training and Development Cost

X, = Enviromental Risk Disclosure X5 = Corporate Social Responsibilty Cost

Results and Discussion

1. Classical assumption test results

Tabel 1. Normality Test Tabel 2. Heterokidasticity Test
One-Sample Kolmogorov-Smirnov Test Coefficients?®
Unstandardized Unstandardized | Standardized
Residual Coefficients Coefficients t

N 310 Sid
Normal Paramerers>® | Mean 0000000 | | Model B Error Beta Sig.

Std. Deviation 92209108 | | 1 (Constant) 744 058 12,829 000
D oEEaT Sk 067 ERD 036] 072 030| 505 614
DR Positive 050 PEMR 2322E.7| 000 02| 1.429| 154

Negative 067 LTIFR “119] 127 056| 038 340
Tost Statistic 067 T&D COST | -6,065E-7| 000 010] -324] 746
Ay o e o2 CSR COST | 8,330E-8] 000 012| 100|840
Monte Carlo Sig. (2- | Sig 1184
tailed) 95% Confidence | Lower Bound 12| a Dependent Variable: ABS_RES9

Interval | Upper Bound 125

Source: SPSS 25 (2018)
Source: SPSS 25 (2018)




Tabel 3. Autocorrelation Test & Model Summary

Model Summary®

Adjusted R Std. Ervor of the
Model R R Square Square Estimate Durbin-Watson
1 5350 286 274 02064 1.957

Pred
a P

: (Constant), Coorp Social Responsibality Expense, Traming and Development
Expense, Environmental Risk Disclosure, Lost Time Injury Frequency Rate, Provision for

Envi 1 M and Recl

b. Dependent Variable: Ln_NP

Source: SPSS 25 (2018)
Tabel 4. Multicollinearity Test & Coefficients

Coefficients®
T dardized dardized
Coefficients Coefficients t Collinearity Statistics
Model B Std. Error Beta Sig. Tolerance VIE
1 (Constant) 4,532 094 48,271 000
ERD 404 117 175 3461 001 915 1,003
PEMR 1.083E-6 000 226 4.116 000 479 1.283
LTIFR 1.131 .206 280 5487 000 904 1,106
T&D COST | -7.891E-6 000 -112 -2.264 024 962 1.040
CSR COST 1,533E-6 ,000 117 2,161 ,031 ,B08 1,238

a. Dependent Vanable: Ln NP
Source: SPSS 25 (2018)

2. Results of hypotheses testing

Based on table 3, the R value of 0.535 or 53.5% is the correlation coefficient which shows
the level of relationship between Environmental Risk Disclosure (X;), Provision For Environmental
Management and Reclamation (X), Lost TIm Injury Frequency Rate (X;), Training and Development
Cost (X4), and Corporat@Pocial Responsibility Cost (Xs) with the Company’s Net Profit (Y). The R
Square value of 0.286 indicates that the independent variable taken in this study has a level of
relationship with the dependent variable of 28.6% and the remaifelg 71.4% is influenced by other
variables not stated in this study. The Adjusted R Square value is 0.274 which indicates that the
variatiofJor fluctuation of the Dependent Variable (Y) is influenced by Independent Vg}iables (X) by
27.4% . The constant value of 4.532 shows that if the variables X, X5, X3, X4, and X5 have a value of
1 or no change, then Net Profit (Y) is IDR 4.532.

The first hffothesis states that Environmental Risk Disclosure positively affect the
company's Net Profit. Based on the results of hypothesis testing in table 4, it can be cdiluded that the
first hypothesis (H,) is accepted, so it can be sfflied that environmental risk disclosure has a significant
positive etfect the company's net profit with a t-count value that is greater than the t-table value (3.461
<1.968) and a significant value smaller than the significance level (0.001 > 0.05). Environmental risk
disclosure that has been measured using a dummy scale shows that there are as many as 205 out of
310 or 66.1% of companies that have carried out environmental risk disclosure in their reports.
Companies that already have an environmental risk disclosure provide a positive signal for investors,
stakeholders, and society because the company is considered to know well what risks are faced in its
operational activities and has a good strategy for managing those risks. With a good risk management,
the companies can maximize their operational activites without worrying about the risks they might
face, so this condition will lead to an increase in profits eam by the companies.

The second hypothesis states that Provisih for Environmental Management and
Reclamation positively affect the company's Net Profit. Based on the results of hypothesis testing in
table 4, it can be concluded that the second hypothesis (HB is accepted, so it can be stated that
Provision for Environmental MiEBagement and Reclamation has a significant positive effect on the
company's Net Profit with a t-count value greater than the t-table value (4.116> 1.968) and a
significant value smaller than the level significant (0.000 <0.05). Provision for Environmental
Management and Reclamation which has been measured using a nominal scale in millions of rupiahs
shows that in the last 10 years, the average provision for Environmental Management and
Reclamation owned by mining sector companies that are sampled in this study is IDR 104,118.94




million. With the allocation of special costs for environmental management and reclamation,
companies will disclose it in their financial statements and these costs must be recognized as
envir@@mental/ reclamation expenses and liabilities. Signaling theory explains an effort to provide a
view about the company's prospects in the future from management to investors (Effendi, 2016)
(Brigham & Houston, 2014). Companies that already have a Provision for Environmental
Management and Reclamation give a positive signal to investors, stakeholders, society, government
and consumen because the company is considered to have a good responsibility to the environment in
which they operates. The company does not only exploit the environment but also responsible for any
damage that has been caused by the company. This condition will lead to an increase in profits earn
by the company because they business can running smoothly.

The third hffothesis states that Lost Time Injury Frequency Rate positively affect the
company's Net Profit. Based on the results of hypothesis testing in table 4, it can be concluded thf the
third hypothesis (Hs) is accepted, so it can be stated that LosfJTime Injury Frequency Rate has a
significant positive effect on the company's Net Profit with a t-count value greater than the t-table
value (5.487> 1.968) and a significant value smaller than the significant level ( 0.000 <0.05). LTIFR
which has been measured by calculating the number of time lost injuries per million hours worked
during the accounting period shows that over the past 10 years, the average mining sector company
that sampled in this study had an average LTIFR score of 0.1422 and an average score the average is
still below the maximum standard of the international mining sector industry which is at a score of
4.9. With this score, it can be concluded that the mining sector companies in Indonesia alr@dy have
quite good safety performance. Signaling theory explains an effort to provide a view about the
company's prospects in the future from managenft to investors (Effendi, 2016) (Brigham &
Houston, 2014). Companies that have good safety performance will provide a positive signal for
investors, workers, and related parties because the company is considered to have good responsibility
for its employees, especially in terms of the safety and health of employees. This condition will make
the company's value and reputation more better in the eyes of investors and potential corporate
investors. With the lower LTIFR score, the accident compensation costs that must be paid by the
company will become smaller or even no more and the company’s operational activities can increase
until reach it’s maximum level, so this condition will lead to an increase in the company’s net profit.

The fourth Hgjothesis states that Training and Development Cost will positively affect the
company's Net Profit. Based on the results of hypothesis testing in table 4., it can be concluded that the
fourth Hpothesis (Ha) is rejected, so it can be stated that Training and DevelopmenffJCost variable
doesn’t has a positive effect on the company's Net Profit with a t-count value smaller than the t-table
value (-2.264> 1.968) and a significant value smaller than the significant level ( 0.024 <0.05). The
Training and Development Cost that has been measured using the nominal scale in millions of rupiahs
shows that in the last 10 years, the average Training and Development Cost owned by mining sector
companies that were sampled in this study was IDR 4 015.50 million. Companies that have adequate
Training and Development Costs provide a positive signal for investors because the company is
considered to have good and competent human resources. This condition will make the value and
reputation of the company more better in the eyes of investors and potential corporate investors, but
this cost is one component of the company's operational expenses so that the increase or decrease in
the amount of training and development costs will affect the net profit generated by th@Fompany.

The fifth hypothesis states that the Corporate Social Responsibility Cost has a positive effect
on the company's Net Profit. Based on the results of hypothesis testing it can be concluded that the
sixth hypothesis (Hs) is accepted, so it can be stated that le Corporate Social Responsibility Cost has
a significant effect on the company's Net Profit with a t-count value that is greater than the t-table
value (2.161 > 1.968) and a significant value smaller than the significant level (0,031 < 0.05). The
Corporate Social Responsibility Cost that has been measured using the nominal scale in millions of
rupiahs shows that in the past 10 years, the average Corporate Social Responsibility Cost owned by
mining sector companies that were sampled in this study was IDR 27,672.08 million. Companies that
have an adequate Corporate Social Responsibility Cost will give a positive signal to investors,
stakeholders, society, government and consumen because the company is considered to be more
concerned about t responsibilities it has towards the community and its surrounding environment
and this condition will give a positive impact on the company's reputation and will lead to an increase
in profits earn by the company because they business can running smoothly.




Conclusion

Based on B results of the 5 hypotheses testing, there are 4 accepted hypotheses and 1
hypothesis rejected. The results of this study indicate a significant positive influence from some offthe
adoption of SDGs-related accounting standards and its relevant costs on company’s net profit. The
results of this research show that the SDGs-based accounting standards and some of its relevant costs
can be applied by companies in Indonesia because it doesn’t have any impacts that can harm the
companies but even can give positive impacts to the companies. This research is expected to be useful
to increase knowledge and give a real picture for regulators, accountants and management on how to
prioritize the SDGs in Indonesia’s mining companies and provide an overview of how companies can
prioritize the SDGs targets properly and in accordance with applicable standards and regulations in
Indonesia.
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