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Abstract Keywords

Each country has different characteristics regarding the corporate QOV?rnan.C e CEO
organizational behavior of its executives; Japan, Sweden, America, ~ compensation; family
Norway and other countries have different patterns of  ©wnership; agency theory
compensating CEOs. This article is intended to explain the

relationship between financial performance (ROE and ROA) and JBIRCU

non-financial variables (Family ownership and CEO Power) on

CEO compensation. The sample used in this research is 41

companies listed on the Indonesian stock exchange in 2017 — 20109.

The method used is quantitative with multiple regression analysis.

The results of the analysis show that ROE, Family Ownership, and

CEO Power have a positive and significant effect on CEO

Compensation, while ROA has a negative and significant effect on

CEO Compensation.

l. Introduction

The topic that gets a lot of attention in the executive compensation relationship is the
influence between company performance and CEO compensation. Although executive
compensation and firm performance have been the subject of debate among academics,
however, there is little agreement on the exact nature of such a relationship, further
detailed research is needed to clearly understand the extent of the relationship between
these variables.

This research will focus on two aspects of company performance, return on equity
(ROE) and Return on Assets (ROA). That is, to understand the nature and extent of the
relationship between CEO compensation, Return on Assets (ROA), and ROE. Several
previous studies have shown the correlation between CEO compensation and return on
equity ranges from nil to a strong relationship. This inconsistent finding becomes the basis
for re-examination of the relationship between the two variables using different samples.

In addition to financial matters in relation to decisions on CEO Compensation, this
study also investigates the relationship between the choice to integrate non-financial
performance measures into the CEO bonus plan, two non-financial variables in corporate
governance that will be tested next are CEO Power. And Family Ownership. Agency
theory holds that any cost performance measure that is slightly informative about an
agent's effort will increase the efficiency of contracting with agents (Jensen and Meckling,
1976; Holmstrom, 1979; Hemmer, 1996; Prendergast, 1999; Murphy and Oyer, 2001).
This study contributes to the literature in several ways. First, it requires a perspective that
integrates non-financial performance measures into CEO bonus plans that allow for a more
refined and balanced assessment of CEO performance, thereby improving corporate
governance. Financial statements are basically a source of information for investors as one
of the basic considerations in making capital market investment decisions and also as a
means of management responsibility for the resources entrusted to them (Prayoga and
Afrizal 2021). Financial performance is a measuring instrument to know the process of
implementing the company's financial resources. It sees how much management of the
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company succeeds, and provides benefits to the community. Sharia banking is contained in
the Law of the Republic of Indonesia No.21 of 2008 article 5, in which the Financial
Services Authority is assigned to supervise and supervise banks. (Ichsan, R. et al. 2021)

Non-financial performance measures are assumed to facilitate directors' assessment
of personal managerial information so as to more closely monitor executive decision-
making processes. Second, the empirical analysis of the bonus component is particularly
interesting because there is a risk-incentive trade-off as has been documented in many
performances measurement models (eg, Holmstrom, 1979; Banker and Datar, 1989;
Feltham and Xie, 1994). This model suggests: that the ideal performance measure should
reflect the manager's contribution to firm value, without factors beyond managerial control,
but also include the effect of current actions on the level of future profitability for the firm.
However, few empirical studies have addressed this issue (lttner et al., 1997; Said et al.,
2003; 2005; Krolick, 2005). Third, assessing the CEQ's contribution to nonfinancial
aspects of firm value implies the use of private information that cannot be verified by
external parties, such as minority shareholders.

Based on the previous findings as explained in the previous paragraph, this article
will further describe the relationship between financial performance as measured by ROA
and ROE and non-financial factors described by family ownership and CEO Power on
executive remuneration or CEO Compensation.

1. Review of Literature

2.1 Agency Theory

Agency theory was proposed by Jensen and Meckling (1976). The assumption in this
study is that an entity is separate from its owner. An agency relationship is a contract
between one or more people (principal) and another person (agent) to act according to their
interests, including delegating decision-making authority to agents. If both parties
(principal and agent) are assumed to maximize personal interests (utility maximizer), there
is a good reason that the agent does not always act in accordance with the wishes of the
principal. This conflict is trying to be minimized through agency costs, namely the sum of
monitoring expenditures by the principal, bonding costs by agents, and residual losses. The
principal incurs supervision fees to ensure that the agent has acted in accordance with his
wishes (Jensen and Meckling, 1976). An example of this cost is an audit of financial
statements by an outside party and sent to the owner. This audit fee is assumed to be an
expense for the principal because it is not an operational cost and this additional cost will
reduce the company's net profit. Engagement costs are incurred by the agent to ensure that
if the agent has taken the optimal decision from the principal's point of view, he will
receive appropriate compensation (Jensen and Meckling, 1976). Executive compensation is
a form of contracting cost by the agent.

The bonus plan hypothesis states that the presence of bonuses for agents will reduce
agency costs. However, contracts between principals and agents are often not published, so
researchers use proxies to measure the factors that influence remuneration schemes. It is
important to balance the pros and cons of compensation schemes. A good compensation
system can make the agent act best in managing the company on behalf of the principal.
The bad side of the remuneration scheme is that it makes agents act opportunistically or
experience enormous pressure from the principal in carrying out their duties. There are
several things that can affect the amount of company compensation, including company
characteristics. The characteristics of the company can be in the form of company size,
company sales, and the set of investment opportunities. Smith and Watts (1992), Gaver and
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Gaver (1993) and Ho, et al. (2004) have shown that there is an influence between firm size,
firm sales, and the set of investment opportunities on the firm's compensation scheme.

2.2 Relationship between Company Performance and Executive Compensation

In the concept of agency theory, there is a delegation of authority given by the owner
to the executive to manage and make decisions on behalf of the owner. Therefore, the
agent appointed to manage the information company is more than the principal. This can
provide a gap for agents to manipulate data and information about the company which
causes the delivery of information to the principal to be inversely proportional to actual
conditions, causing information asymmetry. Information asymmetry arises as a result of
the emergence of a conflict of interest. Information asymmetry between agent and
principal encourages executives to take opportunistic actions, namely increasing their
personal benefits. According to Suherman et al., (2015) the provision of compensation is a
form of the owner's effort to prevent executive opportunist behavior.

Principal monitors the company's performance that has been achieved by the
executive to align the compensation. When the company's performance increases, the value
of the company will increase and the welfare of shareholders will also increase so that
executives as agents will be given higher rewards for their achievements. Therefore,
executives will be motivated to increase productivity and produce high performance for the
company so that the compensation obtained will be greater. Ghozali's research results
(2015); Mardiyati et al., (2013) stated that company performance always affects executive
compensation positively. Based on these thoughts, the following hypothesis is proposed:
H1: Company performance has a positive effect on CEO compensation

2.3 Relationship of Institutional Ownership with Executive Compensation

The existence of institutional investors plays a role in monitoring or supervising
every decision taken by agents so as to prevent agency conflicts from arising. Agency
conflict arises when the principal and the agent want to increase their respective personal
benefits. The principal expects a high return on the investment invested, while the agent
wants the maximum reward.

Institutional ownership indicates a good corporate governance mechanism that
functions to monitor management performance. If the executive works optimally and can
increase the value of the company, then the executive will be given high rewards for his
performance that has fulfilled and increased the prosperity of shareholders. So that
executives will always be motivated to increase productivity so that the compensation
received is also greater. Research by Victoravich et al., (2012) states that institutional
ownership has a positive relationship to executive compensation. Based on these thoughts,
the following hypothesis is proposed:

H2: Institutional ownership has a positive effect on CEO compensation

2.4 Power Theory, Remuneration Scheme and Company Characteristics

Power theory on executive remuneration states that the amount of managerial
compensation is more a reflection of opportunistic behavior than an efficient agency
contract (Scott, 2012:407). This is because top management has enormous power to
manage the company, including determining its own payroll. The more powerful an
executive is, the greater the salary and facilities he will get from the company. This power
can only be limited under certain conditions. Surveys in the United States show that the
smaller the institutional ownership, the greater the remuneration of top management
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(Bebchuck, et al., 2002). This means that institutional ownership can control the amount of
managerial compensation.

Based on the results of this research, the next hypothesis in this research is as
follows;
H3: CEO Power has a negative effect on the decision for CEO Compensation

I11. Research Method

The objects of this research are companies listed on the Indonesia Stock Exchange in
the period 2017 to 2019, from various industrial sectors. Sampling using random sampling.
The data used is secondary data by taking a sample of 41 company financial statements for
the period 2017 — 20109.

This study uses a Causal Explanatory approach. Causal is a variable that affects other
variables (Cooper & Schindler, 2011). The purpose of explanatory research is to explain
the relationship between variables and research phenomena (Cooper & Schindler, 2011).
Thus, Causal Explanatory is to explain the relationship between variables and hypothesis
testing that has been formulated previously so that it can explain various events and
phenomena objectively. The analytical tools used are multiple linear regression and
literature study.

3.1 Variable Operations

In this study, Return on Assets is measured by the ratio of profit to total assets,
Return on Equity is measured by the ratio of profit to total capital, company size is the
natural logarithm of total assets, family ownership is measured by total family ownership
of total shares, while CEO Power is the ratio of the CEO's total annual compensation
compared to the compensation for all boards of directors.

Based on the description of the variables and hypotheses developed, the regression
model to be tested in this study is as follows;

BONUSPLANIt = a0 + p1FOi, t + B2ROE, t + B3CEOPOWER, t — B4ROA +e
IV. Result and Discussion
4.1 Descriptive Statistic

Table 1. Statistic
CEOPower BonusPlan FO ROA ROE

N 141 141 141 141 141

41 41 41 41 41
Mean 57 10 12 18 113
Median 50 10 12 18 100

The table above shows that there are 141 data sets that were calculated in this study,
with 41 companies being the sample. In the CEO Power column, it can be seen that the
mean > median, which is 57 > 50, which means that the companies used in the sample in
this research tend to have a large CEO Power when compared to the overall average of the
sample. The bonus plan (CEO Compensation), FO (Family Ownership), and ROA (Return
on Asset) variables show that the average value and median value are the same, meaning
that the sample companies used in this research have relatively the same industrial scale.
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4.2 Classic assumption test
a. Normality Test

Table 2. Normality Test

One-Sample Kolmogorov-Smirnov Test
Standardized Residual

N 141
Normal Parametersa Mean .0000000

Std. Deviation .98561076
Most Extreme Differences  Absolute 112

Positive .087

Negative -112
Kolmogorov-Smirnov Z 1.333
Asymp. Sig. (2-tailed) .057
a. Test distribution is
Normal.

The table above shows the results of the Kolmogorov-Smirnov data normality test,
based on the data normality test, the Sig value is obtained. 0.057 > 0.05, which means that
the data in this study were normally distributed, thus the data used in this study met the
normal distribution requirements for the classical assumption test.

b. Multicollinearity Test

Table 3. Multicollinearity Test

Collinearity
Statistics

Model Tolerance VIF

1 (Constant)
FO 935 1.070
ROE 361 2.770
CEOPower .981 1.020
ROA .367 2.727

a. Dependent Variable:
BonusPlan

The classical assumption test requires that the data used must be free from
multicollinearity problems, the conditions for the multicollinearity-free test are tolerance >
0.01 and VIF <10.00. The table of multicollinearity test results in table 3 shows that the
variables FO, ROE, CEO Power, and ROA have tolerance values > 0.01 and VIF < 10.00,
thus the data used in this study is free from multicollinearity problems.
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c. Simultaneous Test

Table 4. R Square Test

R F Sig. F
Adjusted  Std. Error of cs:(rqluare Change  Change
Model R R Square R Square the Estimate ange
1 .612a .375 .356 100.363 .375 20.364 .000

From the results of the R Square test in table 4, it is found that the R value is 0.612,
meaning that the independent variable used in this study has an effect of 61.2% on CEO
Compensation (Bonus Plan) while the remaining 37.8% is influenced by other variables
not used in this study.

Table 5. F Test

ANOVA(b)
Model Sum of df Mean F Sig.
Squares Square
1 Regression 82.047 4 20.512 20.364 .000a
Residual 136.989 136 1.007
Total 219.035 140

Based on the F test table (Anova) in table 5 shows the value of Sig 0.00 < 0.05, this
indicates that the variables Return on Assets, Return on Equity, CEO Power, Size, and
Family Ownership simultaneously (together) have a significant effect. against CEO
Compensation.

4.3 Multiple Linear Regression Test

Table 6. T Test
Coefficients(a)

Unstandardized Standardized

Coefficients Coefficients
B Std. Error Beta T Sig.
(Constant) 3.705 .804 4.610 .000
FO 412 .062 464  6.617 .000
ROE .055 021 292  2.586 011
CEOPower .018 .004 304  4.440 .000
ROA -.030 .015 -225 -2.010 .046

The T test results in table 6 above show that partially the FO variable has a Sig value
of 0.00 < 0.05, with a beta coefficient of 0.412, thus the FO variable has a significant
positive effect on the bonus plan (CEO Compensation). The ROE variable has a Sig value
of 0.011 < 0.05, with a beta coefficient of 0.05, thus the ROE variable has a significant
positive effect on the bonus plan (CEO Compensation). The CEO Power variable has a Sig
value of 0.00 < 0.05, with a beta coefficient of 0.18. Thus, the CEO Power variable has a
significant positive effect on the bonus plan (CEO Compensation). The Return On Assets
variable has a Sig value of 0.046 < 0.05, with a beta coefficient of -0.30 thus the Return On
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Asset Power variable has a significant negative effect on the bonus plan (CEO
Compensation). From the results of the regression test also obtained a regression model on
the relationship of the independent variables; Return on Assets, Return on Equity, Size,
CEO Power and Family Ownership of the Bonus Plan, as follows;

BONUSPLANIt = 3.70 + 0.412FOi, t + 0.55ROE, t + 0.18CEOPOWER, t — 0.30ROA
+e

a. Family Ownership

The FO variable has a Sig value of 0.00 < 0.05, with a beta coefficient of 0.412, thus
the FO variable has a significant positive effect on the bonus plan (CEO Compensation),
meaning that the greater the family ownership in a company, the greater the effect on CEO
Compensation. This contradicts the findings of Miyienda, Oirere, and Miyogo (2013), and
Raithatha and Komera (2016) who found the relationship between the two variables was
not significant.

b. Return on Equity

The ROE variable has a Sig value of 0.011 < 0.05, with a beta coefficient of 0.05,
thus the ROE variable has a significant positive effect on the bonus plan (CEO
Compensation), meaning that the greater the rate of return on capital on operating profit in
a company, the greater the effect on the CEO. compensation. In her research results, Nulla
(2013a; 2013b) argues that there is no significant relationship between ROE and CEO
Compensation, both on the scale of Small, Medium, and Large Companies, as well as
energy and mining companies. The results of research in Indonesia are linear with the
findings of Randoy and Nielsen (2002) in Sweden, that ROE has a significant effect on
CEO compensation.

c. CEO Power

The CEO Power variable has a Sig value of 0.00 < 0.05, with a beta coefficient of
0.18, thus the CEO Power variable has a significant positive influence on the bonus plan
(CEO Compensation), meaning that the greater CEO Power or the influence of the board
of directors in a company, the greater the influence. on CEO Compensation, this is in line
with the findings of Abernethy, Kuang and Qin (2015) on the relationship between CEO
Power and compensation in the form of stock options, indicating that CEO Power has a
significant influence on being able to limit compensation through the design of its
performance contract, whether the compensation is given through In line with that, Cheng
(2010) in his study of the CEO's opportunistic behavior to obtain economic benefits from
the company stated the same thing that CEOs can manipulate their compensation to get
economic benefits that are higher. more much through the repurchase of the Company's
shares.

d. Return on Asset

The Return on Assets variable has a Sig value of 0.046 < 0.05, with a beta coefficient
of -0.30 thus the Return on Asset Power variable has a significant negative effect on the
bonus plan (CEO Compensation). Financial performance which is manifested in
profitability, through the return on assets variable does not have a significant relationship
with CEO Compensation (Bonus Plan), this is in line with the findings of Duffhues and
Kabir (2008), Fernandes (2008), and Ozkan (2007) who reveal this Similarly, according to
the researchers, CEO compensation burdens the company's finances, so that the company's
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overall financial performance becomes irrelevant when CEO costs increase as the
company's performance increases. Meanwhile Ghosh (2006), Miyienda, Oirere, and
Miyogo (2013), and Raithatha and Komera (2016) found the same thing about the
relationship between these two insignificant variables, but they put forward different
arguments, that most CEOs are as well as the shareholders/owners of the company, the
incentives for them to improve their performance are irrelevant and unnecessary.
Meanwhile in Norway, Randoy and Nielsen (2002) said that if the culture of the socialist
society causes there is no significant relationship between the CEO Compensation and
Company Performance (ROA) variables.

Different findings were presented by Zoghlami (2010) in his research on Companies
that were founded in France, Zoghlami (2010) found that CEO compensation has a
significant influence on the company's performance even if the company is a family
company, similar things are also found in Japan, Kato and Kubo (2003) found that
company performance and CEO bonuses have a positive relationship, in fact managerial
behavior in Japan is more responsive to salary-based bonuses than wages.

V. Conclusion

Based on the results of multiple regression testing, it shows that the Family
Ownership variable has a significant effect on CEO Compensation, CEO Power has a
significant effect on CEO Compensation, Return on Equity has a significant effect on CEO
Compensation, Return on Assets has a significant negative effect on CEO Compensation.

The results of this research show that CEO compensation/executive remuneration is
influenced by non-financial factors, namely CEO power and family ownership, while
financial performance affects decisions on CEO compensation/executive remuneration
only if financial performance has an impact on the rate of return on capital/company size.
no, the effect is not significant. Thus it can be understood that this finding is relevant to
agency theory that the goal of management is to maximize the welfare of the owners of
capital (which is represented through the growth of equity value), and there is a trade-off
between the agent and the principal, which is 'resolved' through the assessment of
performance compensation (For the board of directors) based on firm size.
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