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Abstract 

Corporate disclosure practice of internal control in Indonesia remains non-mandatory and 

limited in nature. This study was conducted to analyze the level of internal control disclosure in 

the annual reports of Indonesian public corporations and identify its consequences on the 

firm’s market performance and financial information quality, which was differentiated by 

corporate governance index. This index refers to the Corporate Governance Perception Index 

released by the Indonesian Institute for Corporate Governance in 2014 and 2015. Based on the 

conducted content analysis, it can be concluded that the disclosure of internal control by public 

corporations in Indonesia is still at an intermediate level. The influence of extensive internal 

control information disclosure on market performance is strengthened by the accounting 

information quality. And the influence of the relationship between extensive disclosure and 

firm performance is different between CGPI-indexed companies and those which are 

unindexed by CGPI. The findings of this research contribute to future researches related to 

internal control disclosure. Limitations and suggestions can be found at the end of this study. 
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1. Introduction 

Internal control is widely defined by Ghosh & Lubberink (2006) as a process performed by a 

company’s board of directors, management, and other personnel which is designed to give 

adequate certainty regarding (1) the company’s operation effectiveness and efficiency, (2) 

reliability of financial statements, and (3) compliance with the applicable law and regulations. 

From this definition, it is expected therefore that the information about the application of a 

company’s internal control would be quite helpful for stakeholders to find out the 

effectiveness of the company’s business process. Nevertheless, the access to such information 

on internal control condition is not easy to get since the arrangement related to disclosure of 

internal control information has not been governed in detail. As a result, the practice of 

disclosure regarding the internal control of companies in Indonesia is still varied. In this 

country, the information on internal control is presented only in such sections as statement of 

management responsibility and the assessment made by the management on the effectiveness 

of company’s internal control over the financial statements, yet some companies have 

presented the information on internal control adequately (Sjarief & Weli, 2016).  

The presentation of information on internal control by a company is a part of good 

governance which includes fairness, transparency, accountability and responsibility. This can 

be done by presenting information adequately to stakeholders. Therefore, the application of 

good governance is expected to influence the quality of financial information (Agyei-Mensah, 

2016; Mensah, Aboagye, Addo, & Buatsi, 2003). In line with the transparency principle 

companies are expected to make a disclosure on important information the stakeholders need 

to know, including the company’s internal control condition. The objective of application of 

internal control by a company is to have a reliable reporting system (other than the operation 

efficiency and effectiveness as well as assurance of compliance with the applicable law and 

regulations), thus internal control is believed to have some influence on the quality of the 

company’s information presented in the form of financial statements. Therefore, the 

company’s successful application of good governance can be seen from the internal control 

system disclosed transparently as well as other financial information which can be used by the 

stakeholders. 

The previous studies in Indonesia about the application of internal control system of a company 

and the good corporate governance practices find that they have some influence on the 

prevention of fraud, particularly in the presentation of financial statements (Pratolo S, 2007; 

Gusnardi, 2011; Suyono & Hariyanto, 2012; Sari, 2012). The presentation of information to 

stakeholders constitutes an important part, considering their interest in their investment 

activity in the company. This is because a decision to make investments is mostly made based 

on the financial information the company presents. Hence, the presentation of financial 

statements highly influences investors’ decision and trust. Therefore, the company ought to 

present high-quality financial statements in order to reduce information asymmetry between 
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the company’s stakeholders as illustrated in agency theory (Watts & Zimmerman, 1986). 

Otherwise, information asymmetry would cause conflict of interest which result in excessive 

exploitation of company’s resources and in the end it will harm many parties.  

To prevent managers from exercising opportunistic behavior, agency theory recommends 

companies to establish an effective monitoring mechanism. As one of monitoring 

mechanisms, corporate internal control system is formed to minimize any possible fraud 

potential in the company. Results of previously conducted empirical studies indicate that the 

quality of financial statements increases when the corporate internal control system improves 

(Lambert, Leuz, & Verrecchia, 2007; Ashbaugh-Skaife H. , Collins, Kinney Jr, & LaFond, 

2008). Furthermore, high-quality reports will increase investment efficiency (Lambert, Leuz, 

& Verrecchia, 2007; Biddle, Hilary, & Verdi, 2009). In turn, the efficiency of the investments 

made by investors will lift the company’s value as reflected from the company’s share price. 

Additionally, the application of good corporate governance will also drive the company’s 

management to make an extensive information disclosure with no exception on the internal 

control system. This efforts is consistent with the signaling theory where the management 

will disclose their internal control condition to the public as a signal of effectiveness in 

running their business operation. 

Based on this background, this research will analyze the influence of a company’s financial 

statements quality and corporate governance quality on the relationship between internal 

control information disclosure level and market performance. The corporate governance 

quality in this research will use the index issued by The Indonesian Institute for Corporate 

Governance (IICG 2015), assuming that any company indexed therein is the one with good 

corporate governance quality. From there, the questions of this research can be formulated as 

follows: 

1. How is the disclosure level of information on internal control in the annual reports of 

those companies indexed and non-indexed by IICG? 

2. How is the relationship between the quality of financial information and the market 

performance of public companies with extensive disclosure of information on internal 

control in their annual reports? 

3. Is the relationship between the quality of financial information and the market 

performance of public companies with extensive disclosure of information on internal 

control in their annual reports different between those indexed and non-indexed by IICG?  

2. Literature Review and Hypothesis 

The theories underlying this research are Agency Theory and Signaling Theory. The concept 

of Agency Theory is used to explain the disclosure of relevant information on the company 

transparently by the management and it is intended to reduce any conflict of interest and 

decrease any uncertainty in the presentation of information. Thereby, it could create a harmony 

of interets which can reduce earnings management. Meanwhile, Signaling Theory is used to 

explain the management behavior in presenting their financial information as a signal to the 
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investors to convince them about the company’s good condition, including their financial 

performance and corporate governance. Thus, good governance can be used as a signal which 

indicates the absence of manipulation to the revenues by the company as presented in their 

financial information and therefore this signal is expected to decrease any information 

asymmetry in the market.  

2.1 Disclosure of Internal Control Information 

Information on a company’s internal control condition can only be discovered in such 

sections as Statement of Management Responsibility and the Assessment Made by the 

Management on the Effectiveness of the Company’s Internal Control over the Financial 

Statements, attestation report in the management assessment of the company’s internal 

control over the financial statements by public accountant. Such information has not been 

sufficient even though disclosure has been governed by the government in the Regulation 

Number X.K.6 of attachment to Decision of Bapepam Chief and LK Number: 

Kep-431/BL/2012 concerning the submission of Annual Reports of Issuers or Public 

Companies. Such arrangement only implies the explanation of internal control applied by 

companies at least about financial and operational controls as well as compliance with other 

regulations of law, the review made by the companies in relation to the effectiveness of their 

internal control system. The response to this decision of BAPEPAM has resulted in varied 

disclosure among companies (Sjarief & Weli, 2016). This is consistent with Schneider & 

Church’s (2008) opinion which states that the disclosure of internal control condition in 

financial statements has resulted in quite long debates or pros and cons among elements. The 

variations in research findings about disclosure are interesting topics to be studied, especially 

in Indonesia because disclosure methods and formats are still voluntary. Of course, this 

voluntary disclosure will be affected by some conditions that ultimately benefit the users. 

Results of previous empirical studies on disclosure of internal control condition in financial 

statements indicate that it influences the decisions made by investors (Rose, Norman, & Rose, 

2010; Lopez, Vandervelde, & Wu, 2009; Waller & Whittington, 2008; Holt & DeZoort, 2009) 

and creditors (Schneider & Church, 2008; Kim, Song, & Zhang, 2011). Nevertheless, other 

studies find that disclosure of a company’s internal control weakness has no influence on the 

intention to invest, yet it influences the investment decision (Schneider A., 2009). Therefore, 

this issue becomes interesting to study to see how information on internal control given by 

companies in Indonesia has been responded to by their stakeholders. 

2.2 Financial Information Quality  

Financial information quality is a topic many studies have discussed due to some scandals of 

financial statements. Financial information quality has been defined differently by several 

experts for there has been no right definition for financial information quality. Nevertheless, 

IASB has determined on the components of accounting quality which consists of relevance, 

faithful representation, comparability, verifiability, timeliness, and understandability. 

This accounting quality reflects the quality of the financial information presented by the 

company. However, the measurement frequently used in assessing accounting quality in 
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previous studies is earning management. Earning management is a judgement made by 

managers in the process of preparing financial statements, such as the selection of 

depreciation method, receivable reserve method, and inventory assessment. In turn, the 

financial statements will present misleading performance information for stakeholders.  

That is why this research will assess the financial information quality using earning 

management measurement as seen from the discretionary accruals. Accounting accruals are 

the difference between earnings and cash flow from the operation activities, consisting of 

discretionary and non-discretionary accruals. Discretionary accruals occurs when the 

managers transfer the profit of another period using an accounting method. As a consequence, 

the use of disretionary accruals will influence the quality of financial statements information. 

The lower the discretionary accrual, the better the statements quality would be, and vice versa. 

The problem is that high-quality financial statements should actually illustrate the company’s 

overal performance as reflected in the company’s quality profit for the current time and it can 

be an good indicator in the future (Lev & Thiagarajan, 1993; Penman & Zhang, 1999; 

Richardson, Sloan, Soliman, & Tuna, 2001; Beneish & Vargus, 2002; Rhichardson, 2003), in 

addition it also reflects a good operation cash flow (Dechow and Dichev 2002; Cohen, 2003). 

2.3 Extensive Disclosure of Internal Control Information and Financial Information Quality 

A good internal control will result in reliable financial statements, when all of the company’s 

personnel including those individual involved in the accounting procedures have followed the 

internal control principles as their work guidelines. This gives certainty of the achievement of 

effectiveness of corporate internal control system which can improve the reliability of 

financial statements and in turn would reduce the risk of material misrepresentation or fraud. 

The same applies to the business operation survival because all business activities the 

company performs have been complied with the guidelines in the predetermined principles. 

Therefore, a good internal control system is a reflection of a good corporate governance. To 

the contrary, when there is a failure in implementing this internal control, it will then give a 

significant contribution to a poor corporate governance (Njanike, Mutengezanwa, & 

Gombarume, 2011; Dănescu, Prozan, & Dănescu, 2011). Hence, internal control system can 

give an assurance of reliable financial statements, efficient and effective operation and 

compliance with the law and regulations (Suyono & Hariyanto, 2012) and likewise the 

quality of information revealed by the company (Michelon, Bozzolan, & Beretta, 2015).  

The quality of corporate governance implementation is highly determinant to the 

transparency of information provided by the company because the principles of corporate 

governance include such matters as fairness, transparency, accountability and responsibility 

which are related to information disclosure. These principles should be able to ensure that the 

shareholders get their rights of obtaining accurate and timely information. This way the 

company would seem to have indicated their good faith in making the disclosure accurately, 

timely and transparently to all information on the firm performance, ownership and 

stakeholders. Hence, Corporate Governance is a guideline for managers to manage the 

company using the best practices and to make financial decisions from which the stakeholder 

could benefit.  
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To lower the management tendency to make an earning management, the monitoring 

mechanism of the corporate governance system plays an important role. Previous studies 

show that the good governance practice will have something to do with effective internal 

control system, thus the management would behave in a way which follows the applicable 

mechanism (Agyei-Mensah, 2016; Fathi, 2013; Chang & Sun, 2008; Jiang, Lee, & 

Anandarajan, 2008; Mensah, Aboagye, Addo, & Buatsi, 2003). Therefore, it is of utmost 

importance for the stakeholders to receive the certainty of good practice from the 

management through the information disclosed in regard to the application of governance and 

the internal control system implemented by the company.  

Considering the detrimental effect of failing to implement an internal control on the corporate 

governance (Njanike, Mutengezanwa, & Gombarume, 2011), there is a need to widely and 

adequately implement internal control to reach a good corporate governance (Dănescu, 

Prozan, & Dănescu, 2011). This internal control can provide an assurance of reliable financial 

statements, efficient and effective operations pursuant with the law and regulations (Suyono 

& Hariyanto, 2012). Therefore, when the internal control in an organization is managed well, 

the right and appropriate good governance practice can automatically be improved. 

The previous empirical studies testing the relationship between internal control disclosure 

and corporate governance generally relate them to a governance mechanism, such as 

monitoring by board of commissioners (Owusu-Ansah & Ganguli, 2010; Deumes R. W., 

2000; Michelon, Bozzolan, & Beretta, 2015; Deumes & Knechel, 2008; Jianfei & Yiran, 

2011). Results of these studies also indicate different findings thanks to the use of different 

governance characteristic variables. However, they give a clue that there is a strong 

relationship between monitoring and the information disclosed by the company (Altamuro & 

Beatty, 2010; Michelon, Bozzolan, & Beretta, 2015). That is why this research will analyze 

the relationship between a company’s extensive internal control disclosure and its financial 

information quality. It is expected that extensive disclosure of the company's internal control 

conditions relates to the quality of the financial information submitted by the company. This 

can happen given the concept of transparency of good corporate governance as well as the 

signaling theory underlying this research. 

2.4 Financial Information Quality and Market Performance 

One of the means one can use to realize information transparency is financial statements. The 

information presented therein will be used by stakeholders to make many important decisions. 

The financial information required by their users is the high-quality one which will enable 

them to make insightful decision and to explain or predict the share price and return (Bernard 

& Stober, 1989). When the presented information fails to show the real fact about the 

management performance, it can mislead their users. 

Earning management in the reported profit information causes the failure of these financial 

statements to focus on the general needs of their users, they rather move towards the interest of 

certain parties. Hence, high-quality accounting profit information should reflect the company’s 

real financial performance. Nevertheless, results of previous studies show that some 

managements try to make earning management due to the application of accrual concept in 
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accounting, making the financial information quality biased, and failing to reflect the 

company’s real performance accurately. Meanwhile, accurate information is expected to be 

helpful for the company both for now and in the future and it can even reflect the earning 

continuance (Dechow & Schrand, 2004; Penman, 2007; Tong & Miao, 2011).  

Companies with good governance is expected to receive positive response from their 

stakeholders. It can be understood when it is related to the function and objective of applying 

good corporate governance, i.e. to provide certainty that the business process practiced is in 

compliance with the applicable regulations and provisions. Thereby, it will reduce the risk of 

making incorrect decisions and this will influence the company’s value. Previous studies 

reveal that there is some relationship between financial information quality and market 

performance. The market performance which is valued with the future share price is 

influenced by low financial information quality (Siagian, Siregar, & Rahadian, 2013; Chan, 

Chan, Jegadeesh, & Lakonishok, 2001; Suranta & Midiastuty, 2005). 

2.5 Corporate Goverance Perception Index (CGPI)  

In this research the Corporate Governance quality is seen from the Corporate Governance 

Perception Index (CGPI). CGPI is an annual program from Indonesian Institute Corporate 

Governance (IICG) who perform some assessments and rank the application of GCG in 

companies in Indonesia since 2001(www.iicg.org). Such ranking is of volunteer nature where 

the company’s participation is elective and voluntary without being underlain by the drive to 

comply with some rules (mandatory) and considering the company’s internal preparedness 

(selective) in deciding to participate in CGPI based on the assessment themes. The 

assessment criteria consist of self-assessment, document assessment, paper assessment and 

observation.  

The assumption underlying this research to use CGPI is that the companies participating in 

this ranking program are those with good corporate governance, hence they voluntarily take 

part in this ranking program. Thus, it is assumed that the companies indexed by CGPI are 

those with better corporate governance. High-quality Corporate Governance indicates that the 

companies manage their resources more transparently and it is a promotion to the business 

process efficiency. In addition, the internal control principles which constitute the functions 

of corporate governance are believed to influence the financial statements quality, leading to 

information contained in financial statements being capable of showing the performance 

achieved by the company. This way their stakeholders can use this information for 

decision-making. This investor’s trust level has positive relationship with market 

performance.  

Based on the description above, the research hypotheses can be formulated as follows:  

H1: Extensive internal control information disclosure has some influence on the firm 

performance which is moderated by financial information quality. 

H2: CGPI Index has some influence on the relationship between extensive disclosure and 

firm performance.  

http://www.iicg.org/
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3. Research Method 

The population of this research is 12 companies indexed by CGPI and they are compared to 

37 control companies unindexed by CGPI for the assessment of fiscal years 2014 and 2015 

by IICG (The Indonesian Institute for Corporate Governance), hence they make up for 98 

research samples. The control companies are selected randomly, yet they are chosen 

according to the industry or characteristics of those indexed. The data are collected and 

processed using quantitative content analysis. Quantitative content analysis is used to dissect 

the text content in those companies’ annual reports regarding their internal control systems 

according to the index list in the list of disclosure item of internal control system they have 

made. The data are analyzed using descriptive statistics to illustrate and describe the general 

picture and every research variable by seeing the score of each disclosure item. The 

hypotheses are tested using Multiple Regression Test and the Moderation is tested using 

Sub-Group Test which is done using IBM SPSS 22 program. 

4. Operationalization of Variables and Their Measurement 

4.1 Internal Control System Disclosure  

In accordance with the provisions of Bapepem X.K.6 2102, the items of internal control 

disclosure required to be included at least about a) financial and operational controls, and the 

compliance with other regulations of law; and b) review of the effectiveness of internal 

control system. From this fact, the internal control disclosure level in this research is 

measured using unweighted index or using Dichotomous Score. Finally, the items of internal 

control disclosure are assessed using the instruments adopted from Van de Poel & 

Vanstraelen (2011) research. 

4.2 Quality of Financial Information 

Financial information quality is measured by discretionary accrual which is counted using the 

difference between total accrual and non discretionary accrual, estimated using The Modified 

Jones Model as explained by Dechow, Sloan, & Sweeney (1995). In this measurement, 

earnings are said to be of quality when they have small total accrual change, which assumed 

as a change of discretionary accrual. The closer the discretionary accrual value to zero, the 

higher the reported earning quality. A discretionary accrual close to zero shows the low 

earning management.  

4.3 Market Performance 

Market performance is used to measure the company’s achievement from external 

perspective or assessment by the market. Thus, this research will use Tobin’s Q assessment, 

where the market assessment is done to the company’s assets and debts. The principle of 

Tobin’s Q is when the share which will deliver profit in the future is sold at a price higher 

than the investment cost, then the company receives incentives to produce a new investment 

model. The greater the Tobin’s Q value the better the company’s growth prospect and the 

greater their intangible assets.  
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5. Results and Discussion 

5.1 Extensive Internal Control Disclosure 

Extensive internal control information disclosure is distinguished into 2 (two) parts, namely: 

1) financial and operational internal control information and the compliance with other 

regulations of law, 2) information related to the review of effectiveness of internal control 

system. There are only 2 (two) items in the first part disclosed by all companies, i.e. about the 

activity of managing risks (A5) and compliance with audit committee (A6). The same applies 

to B where only 2 items are disclosed by all companies, they are the Role of board of 

commissioners (B2) and the Role of audit committee in corporate internal control system 

(B3). The results of score calculation show that the item on Significant change in the internal 

control system is not found in all companies (A10), while the item on specific risks (A9) is 

disclosed only by 12% of these companies. The information on review activities which are 

very rarely disclosed is the one on the company’s policies which refer to adoption of 

international standards, guidelines or criteria of internal control such as COSO (B10), the 

Role of external auditor in corporate internal control system (B4) and There is a discussion 

on internal control in the meetings of board of directors/commissioners (B6). Other items 

have not been disclosed in detil by almost all companies. Detailed descriptions on the items 

disclosed by these companies can be seen in Tables 1a and 1b. 

 

Table 1a. Disclosure items of financial and operational internal control information and the 

compliance with other regulations of law 

Code Internal Control Items N Percent 

A5 Risk Management Activities 49 100% 

A6 Audit Committee 49 100% 

A4 Internal audit function in corporate internal control system 48 98% 

A8 Whistleblower system 42 86% 

A7 Company’s Code of Conduct 40 82% 

A2 Internal control coverage 35 71% 

A1 Internal control description 34 69% 

A3 Internal control objectives 33 67% 

A9 Specific risks 6 12% 

A10 Significant change in corporate internal control system 0 0% 

Average 17 69% 
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Table 1b. Disclosure items of information related to the review of effectiveness of internal 

control system 

Code Internal Control Items  N Percent 

B2 the Role of board of commissioners in corporate internal control system 49 100% 

B3 the Role of audit committee in corporate internal control system 49 100% 

B5 the Statement of manager assessing the quality of financial statements 48 98% 

B8 The management’s responsibility in relation to the application of internal control  48 98% 

B9 There is a statement of internal control in the financial statements  48 98% 

B7 The assessment of the internal control system effectiveness 47 96% 

B1 Management Statetment of the internal control system effectiveness 46 94% 

B10 

The company’s policies which refer to adoption of international standards, guidelines or 

criteria of internal control such as COSO 26 53% 

B4 The Role of external auditor in corporate internal control system 12 24% 

B6 

There is a discussion on internal control in the meetings of board of 

directors/commissioners 7 14% 

Average 19 78% 

 

Furthermore, when viewed from the disclosure practice by these companies regarding their 

internal control conditions as summed up in Table 2, it can be seen that only 66 companies 

(67.3%) have the index scores equal to and more than 0.75. This number tells that not all 

companies have disclosed all items of internal control under assessment or, in other words, 

the disclosure level in public companies in Indonesia is relatively medium. The description of 

relationship between extensive internal control disclosure and accounting quality variables, 

and between firm performance and CG index variables can be seen in the summary presented 

in Table 2. 

 

Table 2. Crosstabulation 

  

Accounting Quality Firm Performance CGPI Index 

< = 0 > 0 Total < 1 1 - 1.5 > 1.5 Total No Yes Total 

Disclosure 

Indeks 

0.35 - 0.54 8 0 8 2 0 6 8 8 0 8 

0.55 - 0.74 17 7 24 6 16 2 24 43 3 46 

0.75 - 0.95 44 22 66 10 46 9 65 24 20 44 

Total 69 29 98 18 62 17 97 75 23 98 

 

5.2 Assumption Test 

Before conducting the statistic testing for hypotheses, assumption test has been performed on 

the research data. After excluding several outlier data, the final number of processable data 

becomes 85 from initially 98.  
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Autocorrelation Test 

The autocorrelation testing is done by seeing the Durbin-Watson (DW) value, and the results 

of SPSS output gives a DW value of 1.758. This value is greater than du (1.5752) and less 

than 4 du (2.4248). Therefore, it can be concluded that there is no autocorrelation (dl and du 

values for independent variables amounting to 3 and the sample amounting to 85 are 

dl=1.5752 and du= 1.7210).  

Heteroscedasticity test 

The heteroscedasticity test is done by vieweing the scatterplots graph, whether the points 

spread randomly above and below 0 in Y axis. The results of scatterplots graph (see appendix) 

generated by SPSSS indicate that the points spread randomly above and below 0 in Y axis, 

thus it can be concluded that there is no heteroscedasticity occuring. In addition to a graph, 

the results Spearman’s Rho correlation coefficient test also shows that there is no 

heteroscedasticity issue in the regression model because the extensive variable correlation 

value with Unstandardized Residual has a significance value (p-value) greater than 0.05. 

Normality Test 

Based on the normal plot graph of SPSS output, it can be concluded that the model meets the 

normality assumption because the data spread around the line and follow the diagonal line 

direction which shows a normal distribution pattern. Meanwhile, the results of 

Kolmogorov-Smirnov normality test show that the Asymp. Sig. (2-tailed) value is 0.173. 

Since this Asymp. Sig. value is greater than 0.05, it can then be concluded that the data are 

distributed normally. 

Judging from the results of assumption test above, it can then be concluded that the data can 

be used for testing the hypotheses with regression model.  

5.3 Hypothesis Test 

Using sub-group moderation analysis, the SPSS output of model summary for DQ0=1 (low 

Discretionary accruals) indicates an Adjusted R
2
 value of 0.141, while for DQ0=0 (high 

Discretionary accrual) the Adjusted R
2
 value is 0.116. Because the Adjusted R

2
 DQ0=1 value 

is greather than that of Adjusted R
2
 DQ0=0, it can then be concluded that financial 

information quality (DQ0) variable is the moderating variable. In other words, the influence 

of extensive internal control information disclosure (extensive) on market performance (T0) 

in companies with low discretionary accrual (DQ0=1) is stronger than in companies with 

high discretionary accrual (DQ0=0).  

The SPSS output of model summary for CG=1 (CGPI-indexed) shows that the Adjusted R
2
 

value is -0.033, while for CG=0 (unindexed by CGPI) the value is 0.145. Because the 

Adjusted R
2
 CG=0 value is greater than that of Adjusted R

2
 CG=1, it can then be concluded 

that CG variable is a moderating variable. In other words, the influence of extensive internal 

control disclosure on T0 (market performance) in companies unindexed by CGPI (CG=0) is 

stronger than in companies indexed by CGPI (CG=1). However, the result of independent 

samples test on whether extensive internal control disclosure is different among the 
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IICG-indexed companies dan the unindexed one shows mean value difference for the variable 

of extent between both types of company (p < 0.05). The indexed company’s mean is higher 

than that of their unindexed counterparts, hence it can be concluded that the disclosure level 

of IICG-indexed company is more extensive than the disclosure level of those unindexed by 

IICG.  

5.4 Discussion 

The descriptive analysis result shows that the internal control information item related to 

Financial and Operational Control, and Compliance With Other Regulations of Law disclosed 

by all companies is the Activity of Managing Risks, and Compliance about the Existence of 

Audit Committee. Another item related to the Function of internal audit in the company’s 

internal control has been disclosed by almost all companies and only 1 company does not 

disclose it. Meanwhile, another information particularly regarding the Scope of Internal 

Control, Description of Internal Control System, and Objective of Corporate Internal Control 

System are disclosed only by less than 70% of the company sample. The information many 

companies do not disclose is about Specific Risks, where it is only disclosed by 12% of the 

sample companies.  

The next information about internal control information disclosure is related with the activity 

of Review of Effectiveness of internal control system. The item disclosed by all companies 

only deal with the Role of board of commissioners and the Role of audit committee in 

corporate internal control system. The item related to the Statement of manager assessing the 

quality of financial statements, management’s responsibility in relation to the application of 

internal control and Statement of internal control in the financial statements have been 

revealed by almost all companies and only 1 company does not disclose it. Likewise, the 

information about the existence of activity of assessing the effectiveness of internal control 

system and Statement from the management about the effectiveness of internal control have 

been disclosed by almost all sample companies and only 2 companies have not disclosed it. 

The information on the Company’s policy in reference to the adoptions of international 

standards, guidelines or criteria of internal control such as COSO is disclosed only by 26 

sample companies. Meanwhile, the information on the role of external auditor in corporate 

internal control system is revealed only 12 of sample companies while the item of the 

Function of internal audit in the company’s internal control has not been disclosed by 48 

companies. This shows that external auditor has not played a role yet in the corporate internal 

control system. The same applies to the item on the Existence of discussion on internal 

control in meetings of board of directors/commissioners which is disclosed only by 14% of 

the sample companies.  

This result indicates that these companies only suffice themselves by giving minimum 

response to what the Financial Services Authority (OJK) requires, i.e. in relation to internal 

control system and risk managemen in general. According to Regulation Number X.K.6 of 

attachment to Decision of Bapepam Chief and LK Number: Kep-431/BL/2012 on 

Submission of Annual Reports of Issuers or Public Companies, which governs, among other 

things, that the issuing companies must disclose their Internal Control System and risk 
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management, Code of Conduct and Corporate culture along with its implementation and 

Whistleblowing system. However, the analysis results show that Whistleblower and Code of 

Conduct are disclosed only by 85% and 82% of all samples. It can be understood since there 

has been no technical guidelines about the detailed information about internal control system 

they are required to disclose in their annual reports. 

The result of analysis of the moderating influence supports hypothesis 1, meaning that the 

influence of extensive internal control information disclosure on market performance is 

strengthened by the accounting information quality. High-quality financial statements as 

characterized by the low discretionary accrual value will increase the influence of extensive 

disclosure on market performance. This confirms the Agency theory which suggests that in 

order to reduce uncertainty in the presentation of information, the management ought to try to 

disclose the relevant information transparently. According to signalling theory, this research 

result indicates that those companies have given positive signal on the accounting information 

quality they have presented, thus the stakeholders respond to it in a positive way as shown by 

its influence on market performance. 

The result of analysis of the influence of CGPI index supports hypothesis 2, meaning that the 

influence of the relationship between extensive disclosure and firm performance is different 

between CGPI-indexed companies and those which are unindexed by CGPI. Nevertheless, 

this result does not prove that the indexed companies have better corporate governance than 

their unindexed counterparts. It means that the perception that indexed companies are those 

companies with better corporate governance is not proven. Thus, those unindexed companies 

do not necessarily have poorer corporate governance.  

6. Conclusion 

This research gives an empirical support to the relationship between extensive disclosure, 

particularly regarding internal control information, and market performance. The issuers 

respond positively to the requirement to disclose internal control information in their 

financial statements despite being less detailed. The influence of extensive disclosure on 

market performance is moderated by accounting information quality. The companies 

disclosing their internal control in detail/extensively show better market performance, 

particularly those companies with low discretionary accrual.  

In addition to its contribution to research related to internal control, this research has its 

limitation in its non-random sampling. This is because the research compare the condition 

between CGPI-indexed companies and their unindexed counterparts. The analysis results 

cannot be generalized and it is possible for them to be biased because CGPI index is 

voluntary, leading to the possibility that unindexed companies have equal or even better 

governance quality than the indexed ones.Therefore, there is a need to perform further 

research using other components of Corporate Governance assessment to obtain some results 

which reflect better the relationship between extensive disclosure and market performance.  
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Appendix 

SPSS Output  

 

Model Summary
b
 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .380
a
 .144 .134 .339122737 1.758 

a. Predictors: (Constant), luas 

b. Dependent Variable: T0 
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Correlations 

   luas Unstandardized Residual 

Spearman's rho luas Correlation Coefficient 1.000 -.096 

Sig. (2-tailed) . .384 

N 85 84 

Unstandardized Residual Correlation Coefficient -.096 1.000 

Sig. (2-tailed) .384 . 

N 84 84 
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One-Sample Kolmogorov-Smirnov Test 

  Unstandardized 

Residual 

N 84 

Normal Parameters
a,,b

 Mean .0000000 

Std. Deviation .33707364 

Most Extreme Differences Absolute .121 

Positive .121 

Negative -.049 

Kolmogorov-Smirnov Z 1.106 

Asymp. Sig. (2-tailed) .173 

a. Test distribution is Normal. 

b. Calculated from data. 

 

sampel DQ0 = 1 

Model Summary
b
 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .396
a
 .157 .141 .364377503 1.756 

a. Predictors: (Constant), luas 

b. Dependent Variable: T0 

 

sampel DQ0 = 0 

Model Summary
b
 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .384
a
 .148 .116 .296960832 1.495 

a. Predictors: (Constant), luas 

b. Dependent Variable: T0 

 

Sampel CG=1 

Model Summary
b
 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .127
a
 .016 -.033 .400668738 1.798 

a. Predictors: (Constant), luas 

b. Dependent Variable: T0 
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Sampel CG=0 

Model Summary
b
 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .398
a
 .159 .145 .321471763 1.840 

a. Predictors: (Constant), luas 

b. Dependent Variable: T0 

Independent Samples Test 

  Levene's Test 

for Equality of 

Variances t-test for Equality of Means 

  

  

95% Confidence 

Interval of the 

Difference 

  

F Sig. t df 

Sig. 

(2-tailed) 

Mean 

Difference 

Std. Error 

Difference Lower Upper 

luas Equal variances 

assumed 

5.756 .019 4.496 83 .000 .09087 .02021 .05067 .13107 

Equal variances 

not assumed 
  

5.816 65.642 .000 .09087 .01562 .05967 .12207 

Group Statistics 

 CG N Mean Std. Deviation Std. Error Mean 

luas 1 22 .8250 .05059 .01079 

0 63 .7341 .08972 .01130 
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