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ABSTRACT 

This study examines the impact of the independent board, independent audit committee and institutional 

ownership on voluntary disclosure (by placing company size as a moderating variable) in Indonesia 

banking companies. Data collected from the annual report of banking companies listed on the Indonesia 

Stock Exchange throughout the year of study. Hypotheses developed to be tested with a variance based 

approach and the results were interpreted. The result has shown that the increase of independent board 

members and independent audit committee members tend to decrease the level of voluntary disclosure 

(although the impact is not significant). Independent board and independent audit committee performed this 

to reduce cost due to a high disclosure and to avoid the threat of high competition in banking companies. 

The other result has shown that institutional investors are considered more professional and powerful in 

supervising management to disclose more information to the public. The final section of the study's findings 

indicated that firm size cannot be as a moderating variable on the impact of the independent board, 

independent audit committee and institutional ownership toward voluntary disclosure. 

 

Keywords: voluntary disclosure, independent board, independent audit committee, institutional ownership, 

size. 
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1. Introduction 

 

One of the causes the Asian countries crisis is the low-level implementation of 

corporate governance. To anticipate the potential of such unwanted circumstances, 

Indonesia is implementing corporate governance by establishing one committee to 

manage the implementation of corporate governance and policy (Komite Nasional 

Kebijakan Tata Kelola Perusahaan - KNKCG) to formulate policy recommendations, 

initiate and monitor corporate governance improvements (Asian Development Bank, 

2000). Transparency is one of the corporate governance pillars. The company increases 

their transparency by disclosing more information to the public. Disclosure of information 
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is essential for banking companies as the main financial institution market and as the 

heart of economy in the country (Sihombing & Pangaribuan, 2016). 

Banking companies are expected to provide adequate voluntary disclosure to 

external parties. The voluntary disclosure will provide useful information to investors and 

creditors in creating more rational investment environment (Belkaoui, 2004). Voluntary 

disclosure is also considered as a mechanism to reduce information asymmetry between 

firm and investors (Akhtaruddin & Haron, 2010; Jiang et al., 2011). Voluntary disclosure 

reflects the transparency and accountability of management in performing a business 

operation (Akhtaruddin & Haron, 2010; Li et al., 2012).  

Conflicts arise when managers choose to disclose or not to disclose certain 

information. Such conflicts usually arise because of unfeasible information that reaches to 

the public, adequate disclosure will reduce conflicts between owners and managers as the 

agent (Al-Harun & Rouf, 2011). Not many companies in Indonesia are announcing their 

profits by including more detailed voluntary information, most disclosure of information 

is made on the classification of information that is common and concerns only about the 

background of the company (Wijantini, 2006). The achievement of voluntary disclosure 

at manufacturing companies listed on Indonesia Stock Exchange is only at an average of 

56%. Based on the assessment of the Organization of Economic Cooperation and 

Development (OECD) score, the average value of disclosure less than 60% indicates that 

the level of voluntary disclosure is at a low position (Utama, 2012). 

Some countries in Asia (including Indonesia) have dual board system, where on 

board there are two levels of supervisor, namely is the board of commissioner as 

supervisory board and board of director as the executive. In some countries outside of 

Asia, they use one-tier board system, there is only one executive supervisor that is the 

board of director (Huang, 2010). In this study the board is a board of commissioner, 

therefore the independent board is an independent board of commissioner. 

Voluntary disclosure of annual reports can be well established if there is an 

oversight body which is one aspect of corporate governance mechanisms. In the 

implementation of corporate governance, an instrument that is believed to have an 

important role in oversight function is the existence of the board (Fama & Jensen, 1983). 

IFCASI (2014) states that an independent board is a corporate supervisory organ that has 

no connection to the company except for supervisory functions. Independent board serves 

to monitor the financial reporting process and monitoring the transparency 

implementation through better disclosure of information to ensure the availability of clear 

and useful information (Forum for Corporate Governance in Indonesia, 2000). 

An independent party is required for proper supervision. Based on the regulation 

set by the financial supervisory body in Indonesia, stated that the independent audit 

committee is a function that must be established to conduct oversight, the function is a 

party that has no personal interest in the entity and who work through the responsibility of 

management, shareholders, business relations or family relationships (Otoritas Jasa 

Keuangan, POJK No. 55/POJK.04/2015). The Board is authorized to appoint and 

establish audit committees in assisting supervisory duties (Otoritas Jasa Keuangan, POJK 

No. 33/POJK.04/2014). The audit committee also serves as a monitor for implementation 

of information disclosure mechanisms to improve the quality of information flows 

between owners and managers (Rouf, 2011). The audit committee also serves as a 

monitor for implementation of information disclosure mechanisms in order to improve 

the quality of information flows between owners and managers (Rouf, 2011). When there 

is a high level of independent audit committee member, it will give in a better committee 

audit commitment so that the supervisory function becomes more optimal (Pangaribuan, 

2016). 
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Another factor expected to increase voluntary disclosure in an annual report is 

institutional ownership. Institutional ownership can reduce conflicts of interest between 

managers and shareholders through reducing opportunistic attitude of managers (Arouri et 

al., 2014). Institutional ownership has the power by providing incentives to motivate 

management to disclose quality of financial reports (Mokhtari & Makerani, 2013). 

Another point concern with disclosure is that there is a wide difference of 

disclosure practice between small companies and the large ones. The large companies 

tend to make a better voluntary disclosure because they have the good news to deliver to 

the public (Kaya, 2014). Transparency through information disclosure can increase 

company's readiness to compete regionally as well a globally. Voluntary disclosure is 

considered important for research since voluntary disclosure can provide adequate 

information and is expected to support the achievement of sustainable economic growth. 

Based on the description, it is deemed very important to conduct the more in-

depth study on the impact of the independent board, independent audit committee and 

institutional ownership on voluntary disclosure in Indonesian banks. This study places 

firm size as a moderator variable to determine whether the firm size can strengthen or 

weaken the influence of independent board, independent audit committee and institutional 

ownership on voluntary disclosure in Indonesian banks. 

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT 

Corporate governance is a system that regulates and controls parties within the 

company which creates added value for all stakeholders. Corporate governance provides a 

balance between parties who have authority (Monks & Minow, 2011). One of the 

characteristics as a guide to know that corporate governance has been applied properly is 

the existence of adequate disclosure of information, where information owned by 

management is relatively balanced when compared with information in the market. 

The information disclosed is beneficial for potential investors and creditors in 

making their investment decisions. Voluntary disclosure is a disclosure that is more than 

just required (Sanjaya & Young, 2012). Voluntary disclosure is regarded to fill up the 

information needed by stakeholders so as to reduce information asymmetries between 

companies and stakeholders (Jiang et al., 2011). Some companies refuse to perform 

voluntary disclosure because it is seen that competitors can benefit from information 

disclosed to the public. Extensive voluntary disclosure of information also seems likely to 

lead to high cost (Hendriksen & Breda, 2001; Beattie & Thomson, 2007). 

 

Independent Board and Voluntary Disclosure 

The implementation of corporate governance regulates the existence of the board 

to reduce conflict of interest risk between investors and management by conducting 

supervision in accordance with firm regulations (IFCASI, 2014). The Board is 

responsible for ensuring the balance of management and shareholder interests, as well as 

monitoring the implementation of corporate governance through the performing of 

transparency principles about company information (Forum for Corporate Governance in 

Indonesia, 2000). 

An independent board is a company organ that has no company share, has no 

affiliation or business relationship with the company and is not the member of the 

company's management. Indonesia regulation stipulates that the number of board 

members must consist of at least two members and the composition of independent board 

members of an enterprise at least 30% of the total number of existing members (Otoritas 

Jasa Keuangan, POJK No. 33/POJK.04/2014). The independent member does not come 

from a consulting agency or public accounting firm that serves the company (IFCASI, 

2014). 
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Independent board functions to monitor and control the actions of directors for 

their opportunistic behavior (Jensen & Meckling, 1976). There is a significant positive 

correlation between the proportions of independent board members with voluntary 

disclosure (Chakroun, 2013). Another study suggests that independent boards affect 

voluntary disclosure (Nandi & Gosh, 2012). Another study conducted to investigate the 

impact of board proportion on voluntary disclosure found that the proportion of 

independent board members had no significant impact on voluntary disclosure (Aboagye 

et al., 2012; Habbash et al., 2016). 

 

Independent Audit Committee and Voluntary Disclosure 

Sarbanes-Oxley obliged public companies to form an independent audit 

committee. Furthermore, the Indonesian financial inspection body stipulates that the audit 

committee should be established by the board. The committee is in charge of assisting the 

board in conducting control. It is further stipulated that the number of audit committee 

members in the firm shall consist of at least three persons and 30% of its members must 

be independent members (Otoritas Jasa Keuangan, POJK No. 55/POJK.04/2015). The 

audit committee is in charge to oversee the financial reporting process, establishing 

communication with external auditors, and ensuring that shareholders and creditors are 

able to receive financial information (Braiotta et al., 2010). 

Independent audit committee members are believed can perform better in their 

oversight tasks, including in reviewing the information released by management. The 

members undertake supervision to reduce the occurrence of errors and irregularities in 

financial statements (Rouf, 2011). The previous study has found that the presence of 

independent audit committee has a significant impact on voluntary disclosure (Madi et al., 

2014; Gantyowati & Nugraheni, 2014). Another study has found that independent audit 

committee has a positive relationship with voluntary disclosure (Rouf, 2011). Based on 

research conducted by Al-Janadi et al., (2013) there was no significant relationship 

between the proportions of the independent audit committee with voluntary disclosure. In 

another study, it was mentioned that an increase in the members of the independent audit 

committee does not mean that the more experienced audit committee members become 

increased as well (Adhikary & Mitra, 2016). 

 

Institutional Ownership and Voluntary Disclosure 

Entities or individuals who have shares of a certain company will have voting 

rights to take part in corporate decision making so that ownership structures can affect 

how the company operates. Institutional ownership is the percentage of shares owned by 

an institution divided by the number of outstanding shares (Mokhtari & Makerani, 2013). 

Institutional investors are the good corporate overseers, they are professional investors 

and experts in evaluating the company's financial performance and financial information 

(Crane et al., 2016). The presence of an institution in share ownership can monitor and 

limit the behavior of managers, influence the process of preparing financial statements 

and encourage management to present voluntary disclosures (Cornett et al., 2006). 

Institutional ownership is regarded as one of the most effective corporate 

governance mechanisms. Institutions usually have a large percentage of shares in a 

particular company, so that through the ownership of such shares will provide a strong 

power to monitor disclosure practices (Al-Harun & Rouf, 2011). Such great power can 

provide control over opportunistic behavior and profit manipulation performed by 

management (Mokhtari & Makerani, 2013). Institutional investors have a better access to 

professionals within the company, the circumstance provides distinct advantages to 

monitor and control corporate policies (Crane et al., 2016). Several studies have revealed 
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that there is a significant positive correlation between the percentage of institutional 

ownership and voluntary disclosure (Dulacha, 2007, Al-Harun & Rouf, 2011; 

Kangarlouei et al., 2013; Audra & White, 2015), while Azzam, (2010) said that 

concentrated institutional ownership has no significant impact on information disclosure 

and stock return. 

 

Firm Size as a Moderator Variable 
The large companies have good resources to collect data, to analyze data and to 

oversee the board in managing the presentation of better financial statements. The Large 

companies also have professional human resources in improving company performance 

(Botosan, 1997). The larger companies are often becoming the focus of society and 

government on wealth redistribution, taxes and institutional actions (Scaltrito, 2016). In 

this study, firm size is measured from the total assets of the company at the end of the 

accounting period (Alfraih & Almutawa, 2017). 

Company size is also often related to the company's ability to disclose 

information. The large companies tend to disclose more information because the 

company's ability can bear a high cost, while the small ones think that voluntary 

disclosure can threaten themselves in their competition (Scaltrito, 2016). Large 

companies tend to provide incentives for corporate managers to disclose more 

information than small companies (Karim et al., 2013). Firm size can moderate so that 

disclosure can be strengthened or weakened in the research model, the bigger the 

company the greater disclosure (Kaya, 2014). 

Based on the above theoretical descriptions, this study builds the following 

research hypotheses: 

H₁: The proportion of independent board member has a significant impact on voluntary 

disclosure. 

H₂: The proportion of independent audit committee member has a significant impact on 

voluntary disclosure. 

H₃: The institutional ownership has a significant impact on voluntary disclosure. 

H₄: Company size can moderate the impact of the proportion of independent board 

member on voluntary disclosure. 

H₅: Company size can moderate the impact of the proportion of independent audit 

committee member on voluntary disclosure. 

H₆: Company size can moderate the impact of institutional ownership on voluntary 

disclosure. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research framework 
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The research framework in Figure 1 provides an overview of the research model 

built. This study places independent board, independent audit committee and institutional 

ownership as exogenous variables, a further voluntary disclosure is placed as an 

endogenous variable and firm size as a moderating variable in the model. 

 

2. Methodology 

 

This is an explanatory confirmatory study, hypotheses developed and tested aims 

to determine the direct impact of exogenous variables on endogenous variable conform to 

the research model built. The study also aims to examine the moderation effects of firm 

size on voluntary disclosure. The data used are secondary data namely from the banks' 

annual report, the data obtained from the website of Indonesia Stock Exchange for 

banking companies throughout the year of 2014-2016. There are 43 banks listed on 

January 2017, it is also found that there are 4 new banks listing between January 1, 2014, 

and December 2016, thus the sample in this study are 39 banks representing all banking 

company in Indonesia, for 3 years of observation data, thus there are 117 sample data to 

be observed and processed. Hypotheses testing for direct and moderation effect is 

performed with a variance based approach using smart PLS. 

Independent board is measured by the proportion of independent board members 

in the bank that is from the number of independent board members divided by the total 

board members (Chakroun, 2013). Independent audit committee is measured by the 

proportion of existing independent audit committee members that are from the total 

number of independent audit committee members divided by the total members of the 

audit committee (Al-Janadi et al., 2013). Institutional ownership is measured by the 

percentage of shares held by the institution that is the number of shares held by the 

institution divided by the total amount of outstanding shares (Chakroun & Matoussi, 

2012). Firm size is measured by the total assets of the firm in each observation period 

(Kaya, 2014). To avoid the big difference range of numbers between the variable of the 

firm size with other variables in the study, before hypothesis testing is done, total assets 

in this research must first be converted with natural logarithm. 

The calculation of voluntary disclosure scores is performed with content analysis 

approach that is by giving a score of 1 if the item disclosed and a score of 0 if the item is 

not disclosed by the company. Furthermore, the total items disclosed by the company is 

divided by the maximum total of all disclosure items. Voluntary disclosure items were 

adopted from previous research (Hossain & Reaz, 2007; Bhasin, et al., 2012) which has 

been adapted with the disclosure regulation in Indonesia, so there are 48 items of 

disclosure used in this study. The voluntary disclosure variable consists of 8 

classifications namely general corporate information, corporate strategy information, 

corporate governance information, financial performance information, risk management 

information, key non-financial information, corporate social disclosure and other 

information. 

 

3. Result 

 

There are 43 banks listed on the Indonesia Stock Exchange, four of which are 

listed the issuance of shares after January 1, 2014, so that 39 banks became the research 

samples during the 3-year, in total, there are 117 research observation data. 
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Descriptive Statistic 

Table 1 provides the research variable description data presented to determine the 

mean, minimum, maximum and standard deviation of research data. The average value of 

independent board members is 59%. The lowest and highest values of independent board 

proportions are 40% and 100%, respectively. These findings indicate that all banking 

companies in Indonesia have met the regulatory requirements of the Financial Services 

Authority, No. 33/POJK.04 / 2014 which requires 30% of independent board members of 

the total board members. 

 

Table 1. Statistic descriptive 
 Mean Minimum Maximum Stdrd Deviation 

Independent Board  0.59 0.40 1.00 0.10 

Independent Audit Committee  0.95 0.50 1.00 0.11 

Institutional Ownership 0.63 0.00 1.00 0.31 

Firm Size (in IDR million) 124,196,692 1,641,451 1,038,706,009 226,714,741 

Voluntary Disclosure 0.67 0.38 0.85 0.10 

 

It was also found that the average value of independent audit committee members 

was 95%. The minimum value of the proportion of independent audit committee 

members was 50%, while the maximum value was 100%. These findings indicate that all 

banking companies in Indonesia have met the requirements of the Financial Services 

Authority regulation, POJK no. 55/POJK.04 / 2015 which requires that members of the 

independent audit committee have a minimum of 30% of the total members of the audit 

committee. 

Table 1 also shows that the average value of institutional ownership was 63%, 

with a minimum value of 0% which means that there are no banking companies that do 

not have institutional investors. The data also shows that there is a bank that is 100% 

owned by the institution. Improved institutional ownership is believed to improve 

supervision for the better, reduce conflicts of interest between owners and agents (Arouri 

et al., 2014), so as to improve the quality of information disclosure (Mokhtari & 

Makerani, 2013). In the same table, it is also found that the average firm size value 

proxied by the total asset (in millions) is Rp 124,196,692, the minimum value of Rp 

1,641,451 and the maximum value is Rp 1,038,706,009. The standard deviation value of 

firm size is Rp 226,714,740,560,869 greater than the mean value which means high data 

spreading occurs. 

It was also found that the average voluntary disclosure score was 67%, with a 

minimum value of 38% and a maximum value of 85%. High voluntary disclosure of 

information demonstrates the fulfillment of management commitment to the delivery of 

publicly available information so that it is expected to improve management's confidence 

in making investment decisions. It should also be noted that the overall data on the 

variables of this research (except for firm size variables) has a fairly good 

spreading/distribution of data, proving that the standard deviation value has a value 

smaller than the mean. 

There is a tendency that banking companies in Indonesia only reveal general 

informatio. Beattie & Thomson, (2007) and Gregory et al. (2004) argue that efforts to 

disclose specific information are perceived to pose a threat to business market 

competition and contain high costs, while companies may not obtain direct benefits from 

such disclosures. On the basis of cost and potential threats to the company, it is likely that 

fewer banking companies disclose information about financial performance, corporate 

governance information and risk management information. 
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Hypotheses Testing 

Table 2. Overview result 
 AVE Composite 

Reliability 

Cronbachs 

Alpha 

R Square 

Independent Board  1,00 1,00 1,00  

Independent Audit Committee 1,00 1,00 1,00  

Institutional Ownership 1,00 1,00 1,00  

Firm Size 1,00 1,00 1,00  

Voluntary Disclosure 1,00 1,00 1,00 0,461 

 

Table 2 shows that the reflective indicators of independent board proportions, the 

proportion of independent audit committees, institutional ownership, firm size (proxied 

by total asset value) and voluntary disclosure have met the loading factor requirement of> 

0.7, AVE and Cronbach's alpha> 0.5 values means that the model is worthy of further 

processing for hypothesis testing. The result of the coefficient of determination (R²) 

shows that the proportion of independent board members, the proportion of independent 

audit committee, institutional ownership, and firm size contributes 46.1% to voluntary 

disclosure, the remaining 53.9% is determined by other variables outside this study. Other 

variables that can determine high voluntary disclosure may be management commitment 

and effectiveness of corporate governance implementation. 

This research is conducted at the level of α = 5%, based on the rule of thumb inner 

test model, then the results are significant if t-count > 1.96. The research model is path 

analysis, there are 6 hypotheses developed to be tested with variance based analysis 

approach (using smart PLS). The results of testing the direct effects between variables can 

be found in Figure 2. 

The results of independent board testing of voluntary disclosure found that t 

statistics are valued at 0.138 which means that independent board has no significant 

impact on voluntary disclosure. The value of the path coefficient of -0.011 indicates that 

increasing independent board members can decrease the level of voluntary disclosure. 

Existing boards lack in motivating management to make high voluntary disclosures with 

high disclosure considerations may pose a threat to business competition and may 

increase disclosure costs. The test results show that H1 is rejected, the independent board 

has no significant impact on the increase of voluntary disclosure. These findings are in 

line with previous studies which state that the board has no significant impact on 

voluntary disclosure (Aboagye et al., 2012; Habbash et al., 2016). However, the results of 

this study are not in line with previous studies which show that independent audit 

committees have a significant impact on voluntary disclosure (Nandi & Gosh, 2012; 

Chakroun, 2013). 
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Figure 2. Full diagram  

 

The relationship between the independent audit committee and voluntary 

disclosure found that the path coefficient is negative, with a value of -0.007 with t count 

0.104 then H2 rejected. Negative values on the path coefficient indicate that an increase 

in the independent audit committee may decrease the level of voluntary disclosure. In line 

with the direction of the independent board on the findings above, the increase in the 

number of independent audit committee members does not tend to increase voluntary 

disclosure, due to the consideration that disclosure of high information can contain high 

costs and can increase competition opportunities. At count less than 1.96 indicates that an 

independent audit committee board has no significant impact on voluntary disclosure. The 

results of this study are in line with previous research which states that the independent 

audit committee has no significant impact on voluntary disclosure (Bedard & Gendron, 

2010), but this study contradicts the results of other studies (Rouf, 2011; Madi et al., 

2014; Gantyowati & Nugraheni, 2014). 

Institutional ownership has a significant impact on voluntary disclosure with a 

path coefficient of 0.193 and t count of 3.005, then H3 is accepted. A positive-value 

coefficient indicates that institutional ownership is alongside the direction of movement 

of the increase of voluntary disclosure. The results of this study are in line with previous 

research which states that the higher the percentage of shares held by institutional 

shareholders, the higher the level of voluntary disclosure. The institutional shareholders 

are professional investors and have strong influence so as to be more capable in directing 

management to perform higher voluntary disclosures (Al-Harun & Rouf, 2011; 

Kangarlouei et al., 2013; Audra & White, 2015). The results of this study are inconsistent 

with findings which state that institutional ownership has no significant impact on 

voluntary disclosure (Azzam, 2010). 

The first moderator test results show that the path coefficient value is -0.011 and 

the statistic t value is 0.104 (0.104 <1.96) which means that the firm size variable cannot 

moderate the influence of the proportion of independent boards toward voluntary 

disclosure, which indicates that H4 is rejected. The second calculation result indicates that 

the coefficient path value of 0.004 and the statistic t value of 0.092 (0.092 <1.96) means 

that the firm size variable cannot moderate the influence of the proportion of the 

independent audit committee on voluntary disclosure, indicating that H5 is rejected. The 

result of the third calculation test found that the value of path coefficient is -0.108 and t 

statistic is 1,442 (1,442 <1,96), which means that firm size variable cannot moderate the 

influence of institutional ownership on voluntary disclosure, which indicates that H6 is 
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rejected. This study shows that firm size is not determinant in strengthening or weakening 

the determination of voluntary disclosure in banking companies in Indonesia. 

   

4. Conclusion  

 

This study has shown that independent board and independent audit committees 

have no significant impact on voluntary disclosure. This is because independent board 

members and independent audit committee members who are right-handers of the board 

assume that voluntary disclosure can benefit competitors and pose a high level of 

competition. Independent boards and independent audit committees also pay attention to 

the costs incurred by management efforts to disclose voluntary disclosures. Such 

considerations may encourage them to suggest that management not make high voluntary 

disclosures given the risk of misuse of disclosed information and costs incurred. This 

indicates that there is still a need for better oversight of independent boards and 

independent audit committees in an effort to increase public disclosure to stimulate the 

stock market and investor protection in Indonesia's stock market, particularly in the 

banking industry. 

The study also found that the higher the percentage of shares held by institutions 

in a banking company, the higher the level of voluntary disclosure by management with a 

significant level of influence. Institutional investors can monitor, limit and influence the 

behavior of managers to disclose more information to the public so that institutional 

ownership can significantly influence voluntary disclosure. This study also proved that 

firm size can not strengthen or weaken the influence of independent board, independent 

audit committee and institutional ownership on voluntary disclosure. Further studies are 

required to find moderating variables (eg culture or belief) and variables that can 

influence voluntary disclosure in banking companies in Indonesia because good 

disclosure leads to transparency that benefits the various parties. 
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