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ABSTRACT

This study examines the relationship between CEO Remuneration and Company
Performance of 130 Public Listed Companies in Bursa Malaysia for the year of 2019,
after the introduction and adoption of Malaysia Code on Corporate Governance 2017
(“MCCG 2017”). The study employed both the Accounting Based Method (by using
EBITDA and EPS) and market related based method (by using P/E Ratio and TSR)
across all the 13 Business Sectors (since 24/09/2018) of Companies Listed in the Main
Board of Bursa Malaysia by the Criteria of selecting the Top 10 Market Capitalisation

Companies from each of the business sector respectively.

The main objectives of the study are to examine the relationship between CEO
Remuneration in Malaysia versus Company Performance in maximising shareholders’
value and minimising the Agency Conflict in particular with regards to EBITDA, EPS,
P/E Ratio and TSR post MCCG 2017.

The secondly objectives of the study are to determine the effect of Firm Size, Company
Financial Leverage and Liquidity (acting as Control variables/Moderator) in relation to

Company Performance and CEO Remuneration.

Our study found that there is a significant relationship between CEO Remuneration and
Company Performance in term of EBITDA and EPS (both Accounting Based Method)
and Firm Size have a significant relationship with Company Performance in term of
EBITDA. However, the study also indicated to us that there is an insignificant
relationship between CEO Remuneration and Company Performance in term P/E Ratio
and TSR (both Market Related Based Method) in Malaysia.

XV



Furthermore, our study confirms and consistent with the finding of previous study that
Company Financial Leverage have a negative relationship and impact on Company
Performance in term of EBITDA, EPS and P/E Ratio. Notwithstanding that, the study

has shown to us Company Financial Leverage have a positive relationship with TSR.

Nevertheless, Liquidity in term of Current Ratio is found to be insignificant to

Company Performance in term of EBITDA, EPS, P/E Ratio and TSR.

In addition, this study indicates to us that the Agency Problem or Conflicts could be
miniﬁlise by tying CEO Remuneration with Company Performance consistent with the
Pay to Performance Framework in order to align the Top Management interest with
Shareholders’, interest and to create a ‘“win-win’ situation for both besides maximising

Shareholder’s value and wealth.

Finally, the Resender has observed that changes introduce by MACC 2017 especially in
respect to Transparency, Disclosure of Top Management Remuneration, Linkage
between CEO Remuneration and Company Performance has been followed by most of
the Public Listed Companies in Bursa Malaysia. Adherence to these best practices in
MCCG 2017 is align with the Shareholders’ interest and has greatly enhance the

shareholders’ value and wealth in Malaysia.
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CHAPTER 1 — RESEARCH OVERVIEW

1.0 INTRODUCTION

1.0.1 Malaysia — An emerging economic

Malaysia is an emerging economic market in Asia undergoing rapid economic development over the
past five decades. Malaysia GDP per capita for the year of 2019 is 11,414.21 USD (2019), compare
with some Asian countries like Indonesia 4,135.57 USD (2019), Philippines 3,485.08 USD (2019),
Thailand 7,806.74 USD (2019) and Vietnam 2,715.28 USD (2019). (World Bauk, 2019).

According to Department of Statistic Malaysia, Malaysia overall GDP has contracted a 4.3% growth in
the year of 2019 and a 5.3% growth in the year of 2020. (Department of Statistic Malaysia, 2021)
The Gross Domestic Product (GDP) per capita is the national output, divided by the population,

expressed in U.S dollars per person, for the latest year when data is publishing.

1.0.2  Financial Crisis in Malaysia & the around the world

Since the Asian financial crisis in 1997/98 which is deemed as one of the worst economic crises
Malaysia has ever faced and the global financial crisis of 2008/09, Malaysia economic has suffered a

great recession in both the financial crisis and our investment market had suffered huge losses.

However, it was reported that despite the economic recession and public listed companies did not
performing well, Top Executives and Senior Management of the public listed companies around the
world were still received a handsome pay cheque in the form of their remuneration even though
companies had been reported suffered losses. Thus, the issue of top management remuneration,
especially the Chief Executives Officers’ remuneration in the Public Listed Companies has been
attracting great public interest and concern around the world including Malaysia and the debate on top

management remuneration has since become a phenomenon in Malaysia and around the globe.
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1.0.3 Corporate Governance in Malaysia — Malaysia Code of Corporate Governance (MCCG)

Corporate governance is paramount to listed companies and the broader economic development.
Hence, shortly after the 1997/98 Asia financial crisis, in the year of 2000, the first Malaysian Code on
Corporate Governance (MCCG 2000) introduced in Malaysia. The Malaysian Code on Corporate
Governance (MCCG), issued in March 2000, marked a significant milestone in Malaysian corporate
governance reform, Since then, the Regulator in Malaysia in particular Bursa Malaysia has play a very
active role to enhance corporate governance in Malaysian investors’ market and the MCCG 2000 was
subsequently replaced by the revised Codes in 2007 (MCCG 2007), thereafter it was revised in 2012
(MCCG 2012) and the latest being the Malaysian Code on Corporate Governance revised and released
in April 2017, (MCCG, 2017)

The MCCG 2017 had put greater emphasis on the importance of Top Management’s remuneration in
the Public Listed Company in particular with regard to the disclosure of the Senior Management
remuneration and required that policies on senior management remuneration to be made through a
transparent and independent process. In addition, the top management remuneration must be able to
link to and commensurate with the individual performance and performance of the company beside
able to attract and retain talent in the company. All of these were incorporated in the new set of best
practices for corporate governance and has been included into Principles A, Board Leadership and

Effectiveness, which is comprise of; -

. Board Responsibilities
. Board Composition
. Remuneration

As far as the Remuneration is concerned, under Principle A, Practice 6.0, 6.1 & 6.2, MCCG 2017 have
contemplated that the company Directors’ remuneration to be well structured and linked to the
companies’ Performance. The composition of remumeration of directors and senior management must
take into account the company’s desire to attract and retain the best talent in the board and company’s

long-term objectives and success. Hence, MCCG 2017 stipulated that all policies and decisions on
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remuneration must made through a transparent and independent process and are to be periodically

reviewed and made available on the company’s website.

In addition, under Practice 7.0, MCCG 2017 required the company to take steps to ensure that all
company Stakeholders must be able to assess whether the remuneration of directors and senior
management is commensurate with their individual performance from the perspective of the

company’s performance.

Further, Practice 7.1 of MCCG 2017 required company to disclose on a named basis the remuneration
of individual directors and breakdown of the remuneration, which shall include fees, salary, bonus,

benefits in-kind and other emoluments.

Moreover, Practice 7.2 of the MCCG 2017 further call for the board to disclose on a named basis the
top five senior management’s remuneration component including salary, bonus, benefits in-kind and
other emoluments in bands of RM50,000.

Finally, MCCG 2017 goes one-step further under Practice 7.3 to encourage company fully disclose the

detailed remuneration of each member of senior management on a named basis. (MCCG, 2017)

Therefore, as far as MCCG 2017 is concerned, it is important and in the interest of all the companies’
shareholders, investors and stakeholders to keep an eye on whether remuneration paid to the top
management and CEO of the public listed companies in Malaysia are in relation to their individual and

company performance and aligned with the interest of sharecholders.

1.1 Purpose

The purpose of this research study is to examine the relationship between Chief Executive
Officers (CEOs) Remuneration (also known as “Compensation” or “Pay”) and their company
(Organizational/firm) performance of the Public Listed Companies listed in Bursa Malaysia in
particular after the introduction of MCCG 2017. This research will be focusing on a wide

variety of industries and across all the 13 business sectors classification as announced and
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introduce by the Bursa Malaysia on 24/9/2018. The 13 sectors of business in Bursa Malaysia

are as follows: -

i) Construction sector

ii)  Consumer Products and Services

iii) Energy Sector

iv)  Financial Services Sector

v)  Health Care Sector

vi) Industrial Products and Services Sector
vii) Plantation Sector

viii) Property Sector

ix) Real Estate Investment Trusts Sector
x)}  Technology Sector

xi) Telecommunications & Media Sector
xii) Transportation & Logistics Sector
xiii) Utilities Sector

The research is based on the financial year of 2019 of 130 companies listed in Bursa Malaysia
with the latest and recent data available from companies Annual Report, Bursa Malaysia
reports, Securities Commission reports, MSWG reports, data from Bloomberg terminal and
also from others relevant resources. The Researcher will select 10 companies from each
business sector above and the selection criteria will base on the Top 10 market capitalisation
companies from each of the 13-business sector. The researcher has chosen this selection
criterion because the top market capitalisation companies often represented the highest market
shares in their own and respective sector besides it gives the opportunity for the researcher to
investigate the relationship between CEQ remuneration against their companies’ performance
across all the business sector in Bursa Malaysia in order to give a wide and holistic view on

the subject matter being study.

The Research believe that there is evidence to support the CEQ remuneration with their

companies’ performance in Malaysia Corporate business and there is a significant role for
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1.1.2

1.2

Corporate Governance Mechanisms especially MCCG 2017 to reduce the Agency conflicts
between Top Management/CEQ and shareholders’ interest in order to maximise the

shareholders’ value and wealth.

Summary of Layout

This Research paper can be segmented into 5 main chapter.

Chapter 1 intend to elaborate on the Research Background, Problem Statement, Research
Questions, Research Objectives and Significance of Study.

Chapter 2 will account for the Literature Review on Theoretical Model, Hypotheses

Development and Conceptual Framework.

Chapter 3 shall describe the Research Methodology employed in this Research.

Chapter 4 proposed to reveal the data analysis and the interpretation to the results obtained
using SPSS software. These results obtained will be able to answer the Research Questions

and Research Objectives.

Chapter 5 is the discussion and conclusion of the study, discussions on the summary of the
test and findings, hypothesis tests, limitation of the research, recommendation and direction of

the future research and finally the conclusion of the research.

RESEARCH BACKGROUND

Every company needs CEO to run daily operation of the company’s business activities.
CEOs appointed by Board of Directors and they are the highest level of executive in a
company. CEQs are not owners of the company but they are entrusting with the highest
position and responsibilities to carry out the high-level strategies, corporate and operation’s

decisions and running the whole company for and on behalf of all the sharcholders as
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Principal and owner of the company. In return, CEQ often received a handsome reward in
terms of remunerations for their service rendered. Therefore, CEO remuneration is always a
hot and contentious issue among shareholders and investors. Contentions issues surrounded
CEO Remuneration among others include the followings: -

(i) What 1s the right and fair remuneration or “reward” to company CEO?

(ii) Are CEOs high remuneration aligning to their company performances?

(iii) Did our CEOs perform better with higher remuneration?

(iv) Is our CEOs overpaid but underperformance?

(v} How do CEQO Remuneration and Company Performance maximizing shareholder value

and minimising the agency conflicts?

CEO Remuneration, Agency Conflicts and Governance Mechanisms

As CEO Remuneration often included and based on incentive schemes, which is, in turn and
usually depend on and related to their firm performance, CEO may choose to make short term
financial and investment decision to make short-term profit in order to enhance Company’s
Performance. This would create conflict of interest between Top Management (CEO) and
shareholders, which is call Agency Problems or Agency Conflicts.

Therefore, throughout the years and decades, the relationship between CEO Remuneration
and their firm performance has been one of the most widely studies and debated in the
Corporate Governance Literature. (Jensen and Murphy, 1990); (Li et al., 2013); (Dodonova
and Khoroshilov 2014); {Ashley, 2015).

The relationship between CEO Remmneration and company performance is derived from the
famous economic theory of ‘Agency’ or more commonly known as “Agency Theory”

(Holmstrom,1979); (Grossman and Hart,1983). Agency theory described the intimate
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relationship between Principal and Agent, whereby in the corporation, the owners (known as
‘shareholders’) entrust responsibility to Executive Manager/CEOs (known as ‘Agent’) to
operate and control of the corporation daily affairs and business activities in the interest of the

Principal (shareholders) under the division or separation of ownership from the Management.

Principal and Agent relationship often create a ‘problem’ or ‘conflict’ known as ‘Agency
Problem. (Jensen and Meckling,1976). This simply because Executives/Managers are likely to
pursue their own self-interest, goals, investment, objectives and so on which may not benefit
the shareholders and/or may not protecting the shareholders’ interest (Adjel-Mensah et al,
2015).

In order minimise the ‘Agency Conflicts® and to protect the shareholders interest with the
ultimate goal to maximise the shareholders’ value and wealth, an incentive scheme or
compensation contract has been designed to align the interest of Agents (Managers/CEOs)
with the Principals (sharcholders). This incentives and compensation structure could link
managers’ pay to performance (Jensen and Meckling, 1976). By linking remuneration to
performance, Agency Conflicts could iron off to the interest of the Principal and
Shareholders.

A number of studies find a positive link between the CEOs Remuneration with the company
performance that is consistent with the agency theory. (Conyon & He, 2011), (Raithatha &
Komera, 2016), (Kent, Kercher, & Routledge, 2018); and (Sheikh et al., 2018).

Putting all the above comments, claims, arguments and empirical study on mind, this paper
wish to investigate the relationship between CEO Remunerations and their company
performance in an emerging market, by focusing on the Malaysia perspective and its local

context.
Majority of the previous research and studies have been focus on developed countries such as

UK or US economic market and/or based on the Sarbanes Oxley Act but not on developing

country such as Malaysia, Hence, in this study, Malaysia is select because it is the model of
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1.3

an emerging market and possessed a developing business sectors economy as mirror by the

Public Listed Companies in Bursa Malaysia.

PROBLEM STATEMENT

The issue of CEO Remuneration has drawn intensive public aftention and been widely
reported in the media and press both in the developed countries and emerging countries after
the severe financial crisis mentioned earlier and the collapsed of the large firm such as Enron,
WorldCom, and Lehman Brothers etc.

Previous research and studies abroad have found that firm performance could be label as
uncertainty and inconclusive. This is because some studies had found a significant positive
relationship between Executive Remuneration and their Firm Performance (Ntim et al., 2015);
(Raithatha and Komera,2016); (Sheikh et al. 2018), but some others research and studies had
found a weak relationship between them (Chen et al. 2011), (Haron,2018). Yet, some
researcher found a negative relationship (Khan & Vieito,2013), (Faria et al.,2014) while

others had even found no significant relationship among them (Canyan and He, 2011).

Majority of the researcher aboard tend to believe that there is a positive relationship between
CEO pay and company performance because when the performance of the company increases
then the CEO pay would increase too due to the direct related of the firm profitability and
CEO remuneration. (Sigler, 2011); (Ntim et al., 2015); (Raithatha and Komera,2016); (Sheikh
et al., 2018}

Earlier research and studies in Malaysia have found some evidence that there is sort of
relationship between Top Management and CEO remuneration with company performance.
For examples, Ismail S. et al., (2014) had found that there is a significant relationship between
CEO remuneration and company performance. They also found that company are willing to
pay more remuneration to their CEO in order to motivate them to work harder to increase

company performance. Haron H & Akhtaruddin M. (2013), investigate the relationship of Top
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Management remuneration with Firm Size & financial Leverage found that Firm Size is
positively related to the top executive’s remuneration at 5% significant level, meaning that the
larger the firm size then the top management remuneration is more lucrative. The study also

found that financial leverage is negatively related to the company performance.

At the same time, Zandi G. et al., (2019) examine the relationship between CEQO remuneration
and company performance in term of ROA, ROE & Profit Margin found that there is a
significant relationship between company performance & CEO Remuneration. The researcher
also stated that Agency Conflicts between shareholders and Top Management can be mitigate
by enhancing Top Management remuneration packages and by doing so, it will align the top
management interest with the shareholder’s interest. Ahad M.N. et al., (2018) investigating
the relationship between Top Executives remuneration and company performance in term of
ROA & ROE using 15 Government Link Companies in Bursa Malaysia had found that Top
Executives remuneration is significant related to company performance. Mohamad S. et al,,
(2020) examine the relationship between Corporate Governance structure and company
performance using Tobin’s Q and ROA found that there is a significant relationship between
Corporate Governance and company performance. The study also found that Firm Size (using
log of Total Assets) (as a control variable) has a significant relationship with company
performance while financial leverage (as a control variable) have a negative relationship with

company performance.

According to Sadiq et al., (2019), large company are usually well established and are able to
produce more profits and thus large company is expected to have positive relationship with

company performance.

However, the researcher had noted that all the above Malaysia studies were carry out using
the dataset with all the independent and dependent variables of Pre-MCCG 2017. For
instances, Ismail S. et al., (2014) study was based on 100 sample companies from Consumer
Product sector from Bursa Malaysia for the period of 2006 to 2010. Haron H. & Akhtarrudin
M. (2013) study the sampie of 120 companies from Bursa Malaysia in the year of 2015.
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Meantime, Zandi G. et al, (2019) study 96 companies of non-financial sector in Bursa
Malaysia using the dataset from the year of 2011 to 2016. Ahad M.N. et al., (2018) had use
the dataset of GLC companies in Bursa Malaysia for the year of 2013-2017 and employed
MCCG 2012 as the guidance for the study. Finally, Mohamad S. et al,, (2020) had use the
sample data of 180 public listed companies from Bursa Malaysia for the period of 2013-2017
based on the earlier MCCG 2012.

Meanwhile, in the year of 2017, after the introduction and implementation of MCCG 2017,
the highest and Top 3 paid CEC among the Public Listed Companies according to Bursa
Malaysia 2017 Annual Report were as follows: -

Name Company Name Annual Remuneration (RM)
1. Tan Sri Lim Kok Thay Genting Berhad 168.0 million
2. Tan Sri Shahril Shamsuddin Sapura Energy Berhad 84.24 million
3. Datuk Tony Tiah TA Enterprise Berhad 37.60 million.

A year after the introduction of MCCG 2017 and in the year of 2018, the Top 3 highest paid

of Public Listed Companies listed in Bursa Malaysia were as follows: -

Name Company Name Annual Remuneration (RM)
1. Tan Sri Lim Kok Thay Genting Berhad 183.0 million
2. Tan Sri Shahril Shamsuddin Sapura Energy Berhad 71.92 million
3. Tan Sri Dato’ Lee Shin Cheng | IOI Corporation Berhad 68.70 million

However, highest paid CEO or higher Remuneration does not necessarily mean that the
company is financially performing very well. For instance, from the above scenario, CEO of
Genting Berhad took have RM183.0 million for the financial year of 2018 compare with
RM168.0 million for the financial year of 2017. This mean there is an increase of RM15.0
million of 9.0% in term of CEO Annual Remuneration paid to Tan Sri Lim Kok Thay but it
was reported that Genting Berhad’s net profit fell 5.5% compared to the financial year of
2017. It was further reported that the total returns to Genting Berhad shareholders fell

Page 10 of 386



tremendously for 32% in 2018 compare to a year ago. This scenario had shown a negative

relationship between the CEO remuneration and Genting performance in 2018.

Another example is the case of Sapura Energy Berhad, CEO of Sapura Energy Berhad was
paid a total compensation of RM84.24 million and RM71.92 million respectively in the
company’s financial year of 2017 and 2018. However, over the same period, Sapura Energy
Berhad reported had suffered losses but the CEO of the company was still handsomely paid
and shareholders may feel aggrieved on this matter. This again shown a negative relationship

between the CEO remuneration and Company Performance in Malaysia.

Notwithstanding that, CEO of TA Enterprise Berhad and CEO of I0I Corporation Berhad,
who received much less remuneration than the CEO of Genting Berhad & Sapura Energy
Berhad had successfully delivered a total sharcholder’s return (TSR) of 11.0% and 6.70%

respectively to their shareholders, which is positively related to their company performance.

On the other hand, over the last two (2) decades, there has been a public perception that Top
Management is overpaid (Martin et al. 2019). Gill at al. (2018) stated that CEO pay has
become a very controversial topic in the corporate world. As such, some academician and
commentators started to argue that one of the ways to increase company performance is to
increase the CEO Remuneration. However, this argument was not agreed by others
academician and commentators who contend that increment in CEQ Remuneration may not

and does not necessarily increased the company performance.

Because there is no single or standard yardstick of “too high’ or “too low’ and one size does
not fit all. Hermalin et al., (2017) had argued that CEQ’s compensation should be align with
the performance of their firm. Therefore, to deter excessive compensation paid to CEO, there
is increasing call for an Incentive Compensation Scheme, which must ties the CEO pay to the
shareholders” wealth. According to Malik et al. (2019), by linking CEQ pay/compensation to
firm performance, CEO will be more responsible and accountable to their actions and
decisions and thus would always behave and act rationally and responsible in their investment

decisions to maximise company performance and shareholders’ wealth. This action will also
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1.4

14.1

1.4.2

help to minimise the agency conflicts between the Principal and Agent and reduce the Agency

Costs.

All of the above factors had stir up the interest of the Researches to study and examined the
relationship between CEO remuneration and Company Performance in Malaysia, especially
after the introduction and implementation of MCCG 2017 in order to find out the true effects
and implications of MCCG 2017 on CEO remuneration and company performance in Bursa

Malaysia.

RESEARCH OBJECTIVES

General Obiectives

The aim of this research is to investigate and examine the relationship between CEQO
Remuneration and their company financial performance post MCCG 2017, using the latest
dataset available (2019) and by emploving both the Accounting Based Method and Market
Related Based Method across all the 13 business sectors (since 24/09/2018) of the Malaysian
Public listed Companies listed in the Main Board of Bursa Malaysia by selecting the Top 10

Market Capitalise Companies from each sector respectively.

Specific Objectives
Main Objectives

The following detailed objectives derived from the general objectives stated above and are as

follows: -
1) To examine the overall relationship between CEO Remumeration and Company

Financial Performance in maximizing shareholders’ value and minimising the Agency

Conflicts.
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2) To examine the relationship between CEO Remuneration and the Company
Performance in term of Earnings before Interest, Taxes, Depreciation and Amortisation
(EBITDA),

3) To examine the relationship between CEO Remuneration and the Company
Performance in term of Earning per Share (EPS).

4) To examine the relationship between CEO Remuneration and the Company
Performance in term of Price Earnings Ratio (PE Ratio).

5) To examine the relationship between CEO Remuneration and the Company
Performance in term of Total Shareholder Return (TSR).

Secondary Objectives

6) To determine the relationship between Firm Size with CEO Remuneration.

7) To determine the relationship between Company Financial Leverage with CEO
Remuneration.

8) To determine the relationship between Company Liquidity with CEO Remuneration.

9) To determine the relationship between Firm Size with Company Performance in term of
EBITDA,

10) To determine the relationship between Company Financial Leverage with Company
Performance in term of EBITDA.

11) To determine the relationship between Company Liquidity with Company Performance

in term of EBITDA.
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12)

13)

14)

15)

16)

17)

18)

19)

20)

To determine the relationship between Firm Size with Company Performance in term of
EPS.

To determine the relationship between Company Financial Leverage with Company

Performance in term of EPS.

To determine the relationship between Company Liquidity with Company Performance
in term of EPS.

To determine the relationship between Firm Size with Company Performance in term of
PE Ratio.

To determine the relationship between Company Financial Leverage with Company

Performance in term of PE Ratio.

To determine the relationship between Company Liquidity with Company Performance
in term of PE Ratio.

To determine the relationship between Firm Size with Company Performance in term of
TSR.

To determine the relationship between Company Financial Leverage with Company

Performance in term of TSR,

To determine the relationship between Company Liquidity with Company Performance
in term of TSR.
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RESEARCH QUESTION

Based on the above research objectives, this investigation paper is aim to determine the

answer for the following inquires: -

Main Research Question

1y

2)

3)

4)

Does the CEO Remuneration have a significant relationship with company performance
in relation to Earnings before Interest, Taxes, Depreciation and Amortisation
(“EBITDA”)?

Does the CEO Remuneration have a significant relationship on company performance

in relation to Eaming per Share (“EPS™)?

Does the CEQ Remunecration have a significant relationship with the company

performance in relation to Price Earnings Ratio (“PE Ratio™)?

Does the CEO Remuneration have a significant relationship on company performance
in relation to Total Shareholders Return (“TSR”)?

Secondary Research Questions

5)

6)

7

8)

9

Does Firm Size have a significant relationship with CEQ Remuneration?

Does Company Financial Leverage have a significant relationship with CEO

Remuneration?
Does Company Liquidity have a significant relationship with CEQ Remuneration?

Does Firm Size have a significant relationship with Company Performance in term of
EBITDA?

Does Company Financial Leverage have a significant relationship with Company
Performance in term of EBITDA?
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10)

11)

12)

13)

14)

15)

16)

17)

18)

19)

Does Company Liquidity have a significant relationship with Company Performance in
term of EBITDA?

Does Firm Size have a significant relationship with Company Performance in term of
EPS?

Does Company Financial Leverage have a significant relationship with Company

Performance in term of EPS?

Does Company Liquidity have a significant relationship with Company Performance in
term of EPS?

Does Firm Size have a significant relationship with Company Performance in term of
PE Ratio?

Does Company Financial Leverage have a significant relationship with Company

Performance in term of PE Ratio?

Does Company Liquidity have a significant relationship with Company Performance in
term of PE Ratio?

Does Firm Size have a significant relationship with Company Performance in term of
TSR?

Does Company Financial Leverage have a significant relationship with Company

Performance in term of TSR?

Does Company Liquidity have a significant relationship with Company.Performance in
term of TSR?
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1.6

SIGNIFICANT OF STUDY

The significance of this study can be summarised and explained as follow: -

1

2)

3)

4)

5)

This research paper examines the direct one to one relationship between CEO
remuneration and their Company Performance of the Public Listed Companies in Bursa
Malaysia post MCCG 2017.

This research paper further examined the effects of the control variables such as Firm
Size, Financial Leverage and Liquidity on CEO Remuneration and Company
Performance post MCCG 2017.

This paper documented information and evidence for the ‘Pay to Performance’ model
between CEOs remuneration and company performance across all the 13 business
sectors of Public Listed Companies in Bursa Malaysia post MCCG 2017 and provide a
better understanding of all business sectors in Bursa Malaysia in relation to CEOs

Remuneration and Company Performance after the implementation of MCCG 2017.

Majority of the previous studies were using many Independent Variables to one
Dependent Variable relationship, i.e. many Independent Variables such as the Board of
Directors, Board Size, Firm Size, Number of Independent Directors, Number of Female
Directors, CEQO Tenure, CEQ Duality, CEO Shares Ownership e¢tc. being the
Independent Variables and the company performance as the Dependent Variable.
However, in this study, the researcher only attempt to examine one to one relationship

between CEO Remuneration against Company Performance.

This study applying both the popular Accounting Based Method and Market Based
Method and in particulars measurable in terms of Earnings Before Imterest, Taxes,
Depreciation and Amortisation (EBITDA) — Accounting Based Method, Earning Per
Share (EPS) — Accounting Based Method, Price Earnings Ratio (PE Ratio) — Market
Based Method and Total Shareholder Return (TSR) — Market Based Method.
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1.7

6)

7

8)

This study contributes to the existing studies on Corporate Governance in Malaysia in
particular the MCCG 2017 which had put greater emphasise on the importance of full
disclosure and transparency of top management/CEO Remuneration and highlighted the
needs for the top management/CEC Remuneration to commensurate with their

Company Performance.

Majority of the researches in the field of CEO compensation and its effect on firm
performance have been conducted in the developed countries in particular UK and US
but only a handful or similar research have been done in the emerging market,
specifically in Malaysian market or Bursa Malaysia. However, the researcher had
noticed that prior study on Bursa Malaysia had based on the earlier dataset and pre
MCCG 2017.

Private Investors, Institutional Investors, Policy Maker, Board of Directors,
Remuneration Committee, Audit Committee, Sharcholders, Stakeholders who have
vested interest in the CEO Remuneration and Company Performance will find this
research useful and significant because it examines the relationship between the CEO
Remuneration and company financial performance across all 13 business sectors in
Bursa Malaysia post MCCG 2017 based on two popular measurement methods, namely

accounting based method and market related based method.

CHAPTER LAYOUT

The entire research paper comprises of 5 chapter. These 5 chapter shall be interrelated and

connected throughout the whole study and there are presented into the following Chapters: -

Chapter 1 — Introduction

In chapter 1, the research paper shall introduce the overall study theme, explained the

Research Background, described the Problem Statement, identify the justify the significant of

study and wrap up with a Conclusion.

Page 18 of 386



Chapter 2 — Literature Review

In Chapter 2, Researcher shall investigate the relationship between CEO Remuneration and
their firm performance. Literature Review and related studies on the CEO Remuneration and
firm performance will be examine here. It will also include Corporate Governance literature
to examine how CEQ compensation affected and associated with the Principle in Corporate

Governance in particular post MCCG 2017.

The relevant scholar and journal article publication from various sources will be use as
references in review the literature on the nexus between CEO Remuneration and firm
performance and to support the relevant Theoretical Model and Financial Theories.
Researcher shall also perform a Conceptual Framework to demonstrate the relationship
between the Independent Variable and Dependent Variable. Finally, yet importantly,
researcher intend to set out the Development of Hypothesis and the relevant Hypothesis of

Study in this chapter.

Chapter 3 — Research Methodology

Chapter 3 shall describe the Research Methodology and Procedures. It shall incorporate the
Research Design, Data Collection Methods, Sampling Design, Sampling Technique, Sample
Size, Data Processing and Data Analysis using SPSS Statistic Software by conducting test on
Descriptive Analysis, Reliability Test, Simple Linear Regression, Multiple Regression and

Pearson’s Correlation Coefficient Analysis.

Chapter 4 —Data Analvsis and Interpretation of the Results

Chapter 4 will reveal the data analysis and the interpretation to the results obtained using
SPSS software. These results obtained will be able to answer the Research Questions and

Research Objectives.

Page 19 of 386



18

In order to determine the relationship between the variables, it will start with Descriptive
analysis to be followed by Correlation Analysis and then by the Regression Analysis with
explanations on the linear relationship between the independent, dependent and also
moderator/ control variables for the precise understanding on the variables presented on this

study.

Chapter 5 - Discussion on findings, Summary of Hypothesis, Limitation. Recommendation
and Conclusion,

Chapter 5 is the discussion and conclusion of the study, in this chapter the researcher will
discuss the summary of the test and findings, hypothesis test, limitation of the research,
recommendation and direction of the future research and finally the conclusion of the

research.

CONCLUSION

It kas been a hot contentious issue among investors, shareholders, stakeholders and public
about the relationship between CEO Remuneration and their firm performance both abroad
and in Malaysia. This issue has been broadly reported both in electronic and printed media
especially at the time of economic downturn or financial crisis. Some studies had suggested
that the CEO Remuneration should be link or aligned with their company performance and
performance is an important factor in determining CEQ compensation (Hermalin et al., 2017),
(Murphy 1985); (Couglan and Schmid 1985); (Jensen and Murphy 1992).

This study made an attempt to examine the relationship between CEO Remuneration and
company performance post MCCG 2017 through corporate governance parameter, especially
on Practice and Guidance listed in MCCG 2017 and with particular regards to the Intended
Outcome 6.0 and 7.0, Practice 6.1, 6.2, 7.1, 7.2 and Step Up Practice 7.3 across all the 13

business sectors classification of public listed companies in Bursa Malaysia.
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CHAPTER 2 - LITERATURE REVIEW

2.0

2.1

INTRODUCTION

This chapter provide the literature review of the relationship between CEO Remuneration and
firm performance. The first part will present the relevant Theoretical Model and Financial
Theories applicable to CEQ Remuneration followed by review of the relevant literature. The
Second part is the review literature on the Dependent Variable and Independent Variable
followed by the development of Conceptual Framework, Hypothesis Development and finally
a Conclusion to the Chapter 2.

Review of Literature

Relevant Theoretical Model and Finance Theories.

1)  Corporate Governance

Corporate Governance can be defined as a set of rules, practices and processes used to
manage and control the running of a company. Therefore, Corporate Governance
consists of policies, laws, rules, regulations, management and professional practice,

guidance and code of ethics.

According to Buallay et al. (2017), Corporate Governance consists of framework of

rules to grant transparency and fairness between company and shareholder.

Bhasin (2010) stated that Corporate Governance acted as the supervision mechanism on

the relationship between the Company Managers, Shareholders and its Investors.

Corporate Governance plays an important role in enhancing transparency of the firm'’s

performance and safeguarding of the shareholders’ interest.
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Shivani et. Al, (2017) found that Corporate Governance structure help the company to
perform better through quality decision making while Cheong YL, Stouraitis A, Tan W,
(2010) found that a good Corporate Governance is associated with both higher stock

return and lower company risk.

A company which applied the core principles of good Corporate Governance namely (i)
Fairness, (i) Accountability, (iii) Responsibility and (iv)Transparency will outperform
other companies and be able to attract more investors to finance the company for a

greater growth.

In Malaysia, the Malaysia Code of Corporate Governance (MCCG) was introduce in the
year of 2000 as the Corporate Governance framework to promote Fairness,
Transparency, Accountability and to instigate a culture of good governance amongst
Malaysian Companies. MCCG applies to all public listed companies but non listed
entities including private limited companies, enterprises, small and medium enterprises

(SMES) and licensed intermediaries are encouraged to embrace the code.

MCCG has been continuously revised over the year since it was first introduce with
revision in MCCG 2007, MCCG 2012 and the latest revision was done in 2017. MCCG
2017 had adopted to the local business environment and changes to ensure its

sustainability in the Corporate Governance culture. (MCCG, 2017)

MCCG 2017 now employed the ‘CARE’ approach (Comprehend, Apply, Report and
Explain) with three (3) major Principles (Principle A, B and C)).

Principle A is intended to enhance and strengthen the Board Leadership and
Effectiveness and focus on the Board Responsibilities, (Part I), Board Composition
(Part II) and Remuneration for Tep Management (Part I1I).

Part III of Principle A has put greater emphasis on Senior Management Remuneration

including CEQ Remuneration and as stated in Intended Outcome No.6.0 that
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2)

Remuneration Policies and Decision shall made through a Transparent and Independent
process and take into account of the company’s desire to attract and retain talent and
performance of the company. Under Intended Outcome No. 7, the Remuneration of
Senior Management must be commensurate with their individual performance and
taking into consideration of the company’s performance as a whole, it must be able to
assess by all stakeholders.

Agency Theory

Agency theory was first introduced by Stephen Ross and Barry Mitnick in 1973 to deals

problems that arise from an agency relationship.

Figure 2.1 — Agency Theory Model/Principal — Agent Relationship Model

Hires

h 4
Principal | ‘ Agent
Self Interest < Self Interest

Perform

Sources: Developed for the Research

Agency Theory in the simple term means the relationship between the Principal and
Agent. The agency relationship commonly arises in the situation between shareholders
as Principal and Company Executive, Managers, CEO as Agents. Agency theory is used
to explain resolve Principal Agent relationship. Agency relationship will appear when
the company (Principal) hires a person (Agent) to perform any business activities on

behalf of the company.
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3)

According to Donaldson and Davis (1991), agency theory is concerned with resolving
problems that exist in the agency relationship, such as between shareholders (Principal)
and CEOs (Agent). Fana and Jehsen (1983), stated that since Manager (Agent) make
important decisions on behalf of shareholders (Principal) but they are not receivers of
dividends and not in risk with their decisions thereby causing agency conflicts. Duru at
al. (2016) argued that since Managers are not owner of the firm and don’t get the
income earned by the firm, they do not put best efforts to increase the company income.
Mukherjee et al. (2018) explained the Agency theory as the conflict that arises between

the principal and agent for their own benefit or self-interest.

In the organisation, when agency conflict exists, agency cost would arise. According to
Saltaji (2013) agency cost is the cost incurred to control, monitoring, reward and
measure the managers’ (Agent) behaviours. In order to minimise the agency conflict
which will in turn give rise to agency cost, company usually offering exira incentives
and bonuses to the Manager to motivate them to act on the best interest of shareholders.
Ismail S.et al. (2014) and Malik et al. (2019) both argued that the Agency
Conflict/Agency Problem could be solved by linking the CEO’s pay to their firm

performance.

Optimal Contract Theorv

Optimal Contract means a contract that minimise costs to the lowest possible level for

all parties,

Optimal contract theory suggest that a company must provide incentives that will induce
the Managers/CEOs to expand their efforts as well as motivate them to make decisions
in the shareholders’ interest.

According to Shaw (2011), offering an optimal contract to the right CEO will motivate
the CEO to create shareholder value and wealth.
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4)

Stewardship Theory

Figure 2.2 — Stewardship Model

Shareholder Empower and Trust Intrinsic and

Profit & Return Shareholders @ WD}E'XMSIC Motivation

Protect and Maximise Sharecholder Wealth

Sources: Abduliah, H., and Valentine, B. (2019)

Stewardship Theory is a framework which argue that people are intrinsically motivated
to work for others or for organisation who appointed them to accomplish the task and

obligations to which theory are entrusted. (Caldwell C., et al. 2008)

According to Stewardship Theory, if Managers are left to their own devices, they will
indeed act responsibly and in the best interest of shareholder (Donaldson and Davis
1991).

Stewardship Theory present a contrasting view from the Agency Theory as it suggested
that Managers are trustworthy and faithful to their Principal, hence there will not be an
agency cost. (Donaldson 1990).

Stewardship Theory stated that managers and CEQ are the steward of the company and
they will act in the company’s interest and not their own interest as they view the
company as an extension of themselves and will strive to achieve long term success
which in turn will maximise the shareholder value/wealth. (Davis, at al., 1997).

However, this view is in the minority as most of the investors believed that if
Managers/CEOs are left on their own will and unchecked, they will often use the
company resources for their own need and interest and would not act to maximise the

shareholder value.
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5)  Managerial Power Theory

Figure 2.3 — Managerial Power Model

Managerial Power

Managerial Power Equation

Position Power +

® Reward
. Legitimacy
e Punishments

e Information

Figure 2.4 — Sources of Managerial Power

Managerial Power Theory believe that the executive and CEO compensation is often
excessive when compared with a hypothetical contact. This is because that the
Executives and CEO pay does not always correlated to their performance. According to
Uam Essen, Otten, and Carberry (2015), CEOs have so much powers and influences

over their Board of Directors that they can determine their own compensation, even if it

is in excess of the optimal contract.
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6) Labour Market Theory

Labour Market Theory explained how wages are determined and has workers are

allocated to different job.

Figure 2.5 — Labour Market Model

Supply of Labour

Wages Rate

Equilibrium

Demand of Labour

Amount of Labour

In a Perfect Labour Market, prospective employees and employers meet in the market
place to negotiate labour in exchange of wages/compensation. The market is perfectly
competitive and there are sufficient competitors for both labour and employers and each
party have equal bargaining powers. In this scenario, the market will dictate a fair wage
in exchange for the labour. This will result in where the maximum wages that an
employer will pay equals to the minimum amount of wages a prospective employee will
receive in exchange of his labour. Therefore, the labour market theory argued that
employers compete to hire the best workers and workers compete for the most
satisfying job. In the labour market, the exchange relationship is between the company
who wish to employ labour to produce output, and workers who are prepared to work at
the market wage rate. Shaw (2011) stated that Labour Market Theory create a natural
supply and demand relationship.
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7)  Benchmarking Theory
Figure 2.6 — Benchmarking Process Model

Benchmarking is a process of measurement of own self company’s performance and
success against competitors to discover if there is a gap to improve self-company
performance. According to Holmstrom and Kaplan (2001), benchmarking is the practice
of determining own company CEO remuneration in comparison with CEO remuneration
of others similar public enterprise and is the most convenient way to ensure that the
CEO compensation is adjusted for CEO talent, changes in the supply and demand forces

and to establish CEQO’s reservation wage

2.2 Literature Review on Remuneration and Company Performance

2.2.1 Monetary Remuneration

CEQ are compensated in many different ways and methods, for example in Malaysia, the

most common methods included but not limited to base salary, cash, bonus, employee perks
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and benefit such as using of corporate aircraft, premiums, life insurance policy, allowances
which including car allowance, house/accommodation allowances, share options incentives

and others non-monetary compensation as well.

This Research paper shall focus only on monetary compensation especially on short term
monetary compensation such as base salary, cash, bonus, allowances, perquisite etc. because
short term monetary compensation is easy to quantify and having its value in present terms
unlike long term compensation which is difficult to quantify. Furthermore, previous studies in
this field had also used short-term monetary compensation. (Jensen and Murphy, 1990},
(Shaw, 2011), and (Theku, 2014).

Defendant Variable — Company Performance

Company Performance is an assessment on how well a company or organisation doing in their

market performance, financial performance and shareholders value performance.

Figure 2.7 — Company/Organisation Performance Model

Financial Performance

How is the company Has the company gained or Is the company maximising

Financial health? lost its market share? its shareholders value?
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According to Griffin, M., (2003), Company Performance refer to the ability of the company
or organisation to meet the need of its stakeholders and its own need for survival while
Carton, R.B., (2004) stated that company/organisation performance is based on the premise of
using human, physical and capital resources in order to achieve a common purpose.

A Company’s Performance can be measured by using two (2) main method of measurement,
which are Accounting based performance measurement and Market related based
performance measurement. Accounting based performance measurement is based on variables
from company financial reports and statements, whereas Market related based performance
measurement take into the consideration of the market value of the company. (Carton and
Hofer, 2006). Examples of Accounting based performance are such as measurement in terms
of ROA, ROE, ROI, Nett Profit, EBITDA and EPS and examples of Market related based
performance including measurement of P/E Ratio, TSR, Economic Value Added (EVA),
Market Value Added (MVA) and Tobin’s Q Ratio.

Measurements for Company Performance

According to Steyn (2015), it is necessary to establish a suitable measure for company
performance in order to examine the relationship between Managers Compensation and
Company Performance. Earlier studies by Barber, Ghiselli and Deale (2006), Jensen and
Murpy (1990), Lewellen and Huntsman (1970) and Masson (1970) had all used Accounting

Based Performance measurement.

However, it is argued that no single measurement of company performance could capture and
accountable for the overall company performance effectively. (Li and Ye, 1999), (Ibrahim et
al., 2010), (Abu-Shanab et al., 2015), (Masa’deh at al., 2015).

In this paper, Researcher shall examine the relationship between CEO Remunerations and
Company Performance using both the Accounting Based Performance measurement and

Market Based Performance measurement,

Page 30 of 386



224

2.2.5

Dependent variable — Total Shareholder Return (TSR)

Figure 2.8 — Total Shareholder Return Model

Total Shareholder Return (TSR) simply means measurement of the company’s stock and
share over time, It comprises company’s share price appreciation (Capital gain) and all the
dividends paid to the shareholders. TSR show the total return of the investment to the
shareholder expressed in percentage over a year. As such, TSR combine price appreciation
and dividend paid to shareholder which may generated returns for shareholder for investing
funds in the company including profit from selling their share. Harfood, Mansi and Maxwell
(2008), argued that poor Corporate Governance will results in low dividend pay-out, lower the

share price and investors will lose confidence in the company.

Steyn (2015), claimed that Total Shareholder Return (TSR) is the most direct measurement of
shareholder wealth while O’Neil and Iob (1999), argued that TSR is regarded as the best
indicator of the company performance because TSR comprise and combine capital growth

and cash flow.

Dependant Variable — Price to Earnings Ratio (P/E) (PER)

P/E Ratio is the ratio of a company’s share price to the company’s earnings per share. It
relates a company’s share price to its earning per share ability, which may uvse to predict the
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company’s future profitability. P/E Ratio is used to find out whether the company’s share
price is overvalued or undervalued. According to S.F.F., (2019), P/E Ratio explains the
relationship between the market value of a firm and its net profit.

Shen (2000) states that both investors and analysts are able to use P/E Ratio to determine
whether the individual stocks are reasonable priced. P/E Ratio of a company indicates how
much of dollars® investors are willing to pay for a dollar of the company’s earnings per share.
A higher P/E Ratio show that investors are willing to pay more dollars into the company’s
share price today because expectation of higher earnings in the future. However, a very high
P/E Ratio does not always mean higher return in future as it may be caused by the overvalued
stocks. Muthni (2003) stated that as a rule of thumb, the higher the P/E Ratio the more
precarious the share price and that if the whole market is trading on high P/E Ratio, the

market is probably overrated and may be ready for a correction.

Dependent Variable — Earning Per Share (EPS)

Earnings Per Share (EPS) is the ratio of the company’s net profit to the number of its
outstanding share which use to measures the profitability of a company and therefore EPS is
the Net Profit less dividends over average outstanding of common shares and it symbolised
that part of profit attributed to each ordinary share. As such, a higher EPS means a company is

more profitable and can paid out more monetary to its shareholders.

According to Umar and Musa (2013), EPS is the measurements of managerial efficiency as
well as firm performance. Shaw (2011) used EPS in pay — performance study, he argued that
share performance allows investors to evaluate how a company performance can translate in

shareholder’s value.

Dependent Variable — EBITDA

Earnings Before Interest, Taxes, Depreciation and Amortisation (EBITDA) simply means a

company’s current operating profitability before interest, taxes, depreciation and amortisation.
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EBITDA present the company core financial performance by omitting out: -

(i) Interest — Which is essentially relates to costs,

(ii) Taxes — Levies in the state budget which are not relevant in assessing the performance

of business, and

(iii) Depreciation and Amortization — These are costs for the use of tangible and intangible
assets. In fact, they signify a process of gradually writing off initial cost of an asset over
certain numbers of years and therefore could be excluded when assessing financial

performance in a year.

Mc Clure (2006) argued that EBITDA is more clearly reflects a company’s operation by
excluding all the expenses that obscure the way the company is truly performing. According
to Martins (1998), EBITDA directly correspond to the cash that a company operational assets
really produce and its constitutes the company’s profit before interest rates, income tax,
depreciation and amortisations. EBITDA can be used to show a company true operating
performance, as stated by Greenberg (1998) EBITDA after a clearer picture of a company
operations by removing expenses that can distort the actual quality of the business’

performance.

In this stady, EBITDA is chosen by the Researcher as one of the measurement for the
company performance to test the ability and quality of the CEO leadership toward maximising
shareholder value and in order to measure whether the CEOs Remuneration commensurate
with their individual and company performance based on a simple, fast, true and actual
operating performance method by eliminates those expenses that are beyond the control of the
CEO such as interest rates, income tax, depreciation and amortization. Therefore, it is argued
that EBITDA is a useful tool to evaluate the ability and quality of CEO on individual
performance and according to Santana and Lima (2004), EBITDA can be considered as a

financial benchmark for company comparison.
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Control Variables

Variables such as Firm Size, Financial Leverage and Liquidity are important in the
investigation of CEO Remuneration and Company Performance because these are the control
variables that influence the performance of the company and affect the CEQ Remuneration.
(Ntim et al., 2015).

Firm Size is the logarithm of the book value of total debt plus the market value of the equity.
It is also defined as the natural log of total assets. (Irene et al. 2014), (Yermack, 1996). In the
usual circumstances, large firm would be able to perform better financially because of the size
of their business which enable them to obtained and gathered resources more efficient,
effectively, economical and speedy. On top of that, big firm is able to undertake mass
production and thereby reducing the cost of their products and giving them more advantages
in the market competition. According to Aggarwal et al. (2012) and Lien & John (2015),
bigger firm would be able to achieve economies of scale and thus can obtained a higher
performance and able to pay a higher remuneration to their CEQ. In regards to the company
performance, Jensen et al. (1997) has found that firm size is significantly related to company
performance using price to book value. Michelson et al., (2000) had also found that firm size
has a significant relationship with company performance but the market return is higher for
small companies than for big companies. In Malaysia, Haron H. & Akhtarruddin M. (2013)
when study the sample of 120 public listed companies in Bursa Malaysia had found that firm
size has a positive significant relationship with the company performance, while Mohamad S.
et al., {2020) using firm size as a control variable has found that firm size has a positive
relation with company performance. According to Sadiq et al., (2019) large firm is usually
well established and able to produce more profits and thus firm size is expected to have a

positive relationship with company performance.

Leverage refer to the book value ratio of Total Debt to Total Assets. A company with a higher
financial leverage means that company incurred more debt in financing and are therefore
burden with more fixed contractual obligations to repay back its debts. Hence, company with

high financial leverage ratio is expected to lower company performance. Research done by
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Akinlo (2012) has found that financial leverage has a negative relationship with company
performance. At the same time, Erdogan E.O. et al., (2015) also found that there is a
significant negative relation between financial leverage and company performance. In
Malaysia, Haron H. & Akhtarrudin M. (2013) using financial leverage as a control variable in
their study to determine the top management remuneration has found that financial leverage is
negatively related to company performance while Mohamad S. et al.,, (2020) stated that
company do not supporting the idea of increasing company’s’ debt by borrowing and found
that financial leverage has a negative relation with company performance. This is consistent
with the early research done by Hanniffa & Hudaib (2006) and the recent studies carried out
by Zandi et al. (2019) and Kalabeke et al. (2019) and Ramlan H. (2020) whereby all the
researcher had found a negative relationship between financial leverage and company

performance.

Liquidity refer to the ratio of Current Assets to the Current Liabilities. Company with high
liquidity and a high current ratio is expected to have no cash flow problem, as the company is
able to absorb economic shocks and financial distress. Thus, the company is able to perform
better and produce more profitability, which at the end will generate more income to company
and the company will be able to paid a higher CEO remuneration. On the other hand,
company with a low liquidity would be facing a serious cash flow problems and risks and
therefore having a low performance and it may affect and lower the CEO remuneration.
Karani (2014) found that there is a positive relation between liquidity and company
performance. Kyule (2015) stated that company liquidity affects the company performance
while Rudin (2016) and Jahan (2017) both found that liquidity have a significant effect on
company performance in term of ROA. Meanwhile, Malaysian researcher, Ramlan H. (2020)
has also found that liquidity has a positive relationship with the company performance using

ROA measurement.

Page 35 of 386



2.2.8

229

Relevant Theoretical Model/Framework

Figure 2.9 Theoretical Framework

Independent Variable
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Dependent Variable
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Source: Developed for Research
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The above conceptual framework was developed to answer the research questions and to meet

its research objectives of this study.

Bearing in mind the Conflict of Interest between shareholders and Executives/CEOs together
with all the relevant theoretical model and the Principles of Corporate Governance as
illustrated above, in this study the researcher is going to examine the relationship between
CEO Remuneration as Independent Variable and Company Performance as Dependent
Variable which shall be measure in term of EBITDA, (Accounting Based Performance) EPS
(Accounting Base Performance), P/E Ratio {(Market Based Performance), and TSR (Market

Based Performance).

Furthermore, this paper also examines the effect of Firm Size, Financial Leverage and
Liquidity of the company as confrol variables on CEO Remuneration and Company

Performance,

Hypothesis Development

(1) Independent Variable
The Independent Variable for this study shall be CEO Remuneration focus on short

term monetary compensation which shall include basic salary, cash, bonus, other fixed
benefits, allowances, perquisites, statutory confribution like EPF and Sosco

contributions but does not include share scheme, share option or share incentives.

(2) Dependent Variabies
The Dependent Variable in this study shall be on Company Financial Performance

focus on: -

(i) Earnings Before Interest, Taxes, Depreciation and Amortisation (EBITDA) — an

Accounting Based Performance

(i) Earnings Per Share (EPS) — an Accounting Based Performance
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(iii) Price Earnings Ratio (PE Ratio) —a Market Based Performance
(iv) Total Shareholder Return (TSR) — a Market Based Performance

Control Variables
® Firm Size — Logarithm of the book value of total debt plus the market value of

the equity. It is also defined as the natural log of total assets.

(i)  Leverage — It is the book value ratio of total debt to total assets.

(iii)  Liquidity — Ratio of current assets to the current liabilities, a current ratio.

Hypothesis of Study

Empirical studies were carried out previously by many Researches to investigate the
relationship between CEQO Remuneration with the Firm Performance. However, it had
shown different results and finding among different countries and under different
market economic situations. Under the Agency Theory, there is incentives for CEO to
achieve corporate success by linking the CEO remuneration to the company

performance.

Earlier studies by Jensen and Murphy (1990), Murphy (1999) and Core et al. {1999} in
the US economic had shown a significant positive relationship between CEO
pay/Remuneration and company performance. Moreover, Lewellen, Laderer, Martin
and Blum (1992) found that those companies which pay their CEO better did perform
better. In addition, according to Al Shammari et al. (2018), by aligning managerial
interest with shareholders, company can minimise agency cost and gives a positive

relationship for the role of pay-performance link.

As such, the researcher believed that in the context of the Malaysia emerging market,

public listed companies in Bursa Malaysia are expected to have a significant
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relationship between CEO Remuneration and Company Performance in particular with

the regard to EBITDA, EPS, P/E Ratio and TSR.
Therefore, this study proposed the following hypothesis: -

Main Hypothesis

(1) Hypothesis 1 ~ There is a significant relationship between CEQ Remuneration
company performance in term of Earnings Before Interest, Taxes, Depreciation
Amortisation (EBITDA).

(2) Hypothesis 2 — There is a significant relationship between CEQ Remuneration

company performance in term of Earning Per Share (EPS).

(3) Hpypothesis 3 — There is a significant relationship between CEQ Remuneration

company performance in term of Price Earnings Ratio (PE Ratio).

(4) Hypothesis 4 — There is a significant relationship between CEQ Remumeration
company performance in term of Total Shareholder Return (TSR).

Sub Hypothesis

(5 Hypothesis 5 — Firm Size has a significant relationship with CEO Remuneration.

and

and

and

and

and

(6) Hypothesis 6 — Company Financial Leverage has a significant relationship with CEO

Remuneration.

(7) Hypothesis 7— Company Liquidity has a significant relationship with CEO

Remuneration

(8) Hypothesis 8 — There is a significant relationship between Firm Size and Company

Performance in term of EBITDA.

(9) Hypothesis 9 — There is a significant relationship between Company Financial Leverage

and company performance in term of EBITDA.
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(10) Hypothesis 10 — There is a significant relationship between company Liquidity and

company performance in term of EBITDA.

(11) Hypothesis 11 — There is a significant relationship between Firm Size and company

performance in term of EPS.

(12) Hypothesis 12 — There is a significant relationship between Company Financial Leverage

and company performance in term of EPS.

(13) Hypothesis 13 ~ There is a significant relationship between company Liquidity and

company performance in term of EPS.

(14) Hypothesis 14 - There is a significant relationship between Firm Size and company

performance in term of PE Ratio.

(15) Hypothesis 15 —. There is a significant relationship between Company Financial Leverage

and company performance in term of PE Ratio.

(16) Hypothesis 16 - There is a significant relationship between Company Liquidity and

company performance in term of PE Ratio.

(17) Hypothesis 17 — There is a significant relationship between Firm Size and company

performance in term of TSR

(18) Hypothesis 18 — There is a significant relationship between Company Financial Leverage

and company performance in term of TSR.

(19) Hypothesis 19 — There is a significant relationship between Company Liquidity and

company performance in term of TSR.
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CHAPTER 3 - METHODOLOGY

3.0

3.1

INTRODUCTION

This chapter describes the methodology in the process of selecting samples, collecting data
and analysing the data collected. This is presented in six (6) sections in this chapter with the
sequence of (i) Research Design, (ii) Data Collection Methods, (iil) Sampling Design, (iv)
Research Instrument, (v) Construct Measurement, (vi) Data Analysis and Conclusion.

Research Design

The aim for this research is to examine the relationship between CEQ Remuneration and
Company Performance post MCCG 2017. The study will be focused on all 13 business
sectors of Public Listed Companies in Bursa Malaysia by selecting Top 10 Companies by
Market Capitalisation from each sector in the year of 2019 from the latest public records
available after the introduction of MCCG 2017.

According to William (2007), quantitative research method is suitable when the data and
information gathered for the research could be quantified to support or refute hypothesis in a

statistical analysis.

The data collected in this study is quantifiable and statistical analysed to support the
hypothesis formulated. Hence this research will be using quantitative research method.

According to Leedy and Ormond (2001), there are 3 types of a quantitative research, namely
(i) Descriptive (ii) Experimental and (iii) Causal. For the purpose of this study, Descriptive
Analysis will be employed to describe the state of affairs as it is in the present which is

commonly used in the business research (Kothari, 2004).
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Data Collection Method

3.21 Secondary Data

Secondary Data refers to the data or information which is already existed but has not
been primarily collected whereas primary data or information does not exist until and

unless it is generated through research process. (Lancaster, 2019).

The secondary data for this research will be collected from the relevant company’s
Annual Report, Bursa Malaysia Annual Report, Security Commission Annual
Reports and Company’s website. Relevant statistical data will also be gathered from
Bloomberg such as data on the dependent variable result. (For example: TSR, EPS
and PE Ratio). These data are reliable, easy to collect, inexpensive, convenient and

accessible by public.

Sample Design

A sample is a subset or part of a large population while the population is a group of entities

that share some commeon characteristic.

According to Sounders, Lewis and Thombhill (2016), sampling is the process of selecting a

sample from the population.

In this section, the researcher will present the Target Population, Sampling Element, Sampling
Technique and Sampling Size.

3.3.1  Target Population

The target population is a specific group of the population where the statistical data

or information are collected by the Researcher.
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In this study, the target population is all the Public Listed Companies at Bursa
Malaysia in the year of 2019, which will be a total of 920 Public Listed Companies
in Malaysia.

Sampling Elements

According to Williamson (2002), the individual member or a unit of the population is

called element,

There are 920 public listed companies at Bursa Malaysia. Due to economical,

practical and time factors, it is impracticable to study the entire population.

In this study, a total of 130 companies were chosen. The selection of companies is

based on Top 10 market capitalisation from 13 business sectors in Bursa Malaysia.

Sampling Technique

The sampling technique employed in this research is the Non Probability -
Judgmental or purposive sampling. The sample in this study were purposely selected
and gathered by the researcher based on the researcher case study purposes and
personal judgment. (Showkat & Parveen, 2017). The purpose of this study is to
examine the relationship between CEQO remuneration and company performance
across all the 13 business sectors available in Bursa Malaysia after the introduction
of the MCCG 2017 by selecting the top 10 companies based on market capitalisation
from each of the 13 business sectors to investigate whether there is a significant
relationship between CEO remuneration and company performance, not on a single

sector individually or on a particular sector only but on all of the sectors as a whole.

From the whole population of 920 companies, a sample of 130 companies is drawn

from all the 13 different sectors including Construction, Consumer Products, Energy,
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Financial Services, Health Care, Industrial Services, Plantation, Property Real Estate
(REIT) Technology, Telco, Transportation and Utilities Companies.

The researcher has chosen to use the year of 2019 as the sampling period mainly
because the researcher wishes to examine the relationship between CEO
Remuneration and company performance after the introduction and implementation
of MCCG 2017.

Furthermore, the researcher has preferred to use a cross sectional analysis for the
year of 2019 and not the panel data analysis for the year of 2018-2019 by reason that
panel data were usually collected over a long periods of times or over a few years,
for examples over some fixed periods of 5, 10 or 15 years rather than a single or two
years. Therefore, since the MCCG 2017 is only being introduce in the year 2017, it
will be more suitable and prudent to conduct a cross sectional study based on the
latest dataset (2019} available but not a panel data analysis of merely 2 years (2018-
2019).

In addition, as the data and information were gathered and collected in the mid-year
2020, the latest and available dataset for both the independent and dependent
variables were as at the end of 2019. Hence, this study was based on the latest dataset
available in company annual report, Bloomberg, Bursa Malaysia and all relevant data

bank and resources at the material time.

Sampling Size

The size of the sample is important to test the hypothesis and to establish an
association. According to Roscoe (as cited in Hill, 1998), the sample size of a
research should not be less than 30 and not larger than 500. Gay and Diehl (as cited
by Hill, 1998) suggested that a 10% of the population is sufficient for a descriptive

research.

Page 44 of 386



34

35

In this research, a total of 130 public listed companies will be selected from the
population of 920 public listed companies which represent 14.13% of the population
and more than 10% population shall be consider as adequate and reliable for the

study.

Research Instrument

This Research acquires its data from the company’s annual report, financial statement,
Securities Commission Report, Bursa Malaysia Report, Corporate Governance Report,

Companies Website and Bloomberg for the year of 2019.

The calculation of EPS, P/E Ratio and TSR will be calculated using Microsoft Excel. The
variables are subsequently inserted to Statistical Package for Social Science Software (SPSS)
Version 21 for the Descriptive Analysis, Reliability Test, Inferential Analysis and Pearson’s

Correlation Coefficient analysis.

Construct Measurement

This research is conduct with 4 dependent variables and 1 independent variable.

The origin of construct for this study is derived from past studies and as shown below.

Figure 3.1 - Table of Variables

Variables Forrmula Adopted from Sources
TSR SPn— SPn -1 Donaldson and David (1991)
SPn
EPS Nett Income Barako, Hancock, and Izan
(2006)
Outstanding Shares

Page 45 of 386



3.6

3.6.1

P/E Ratio Share Price Ohlson (1995)
Barako, Hancock, and Izan
Earning Per Share (2006)
EBITDA Net Income + Interest + Tax + Spanos and Lioukas (2001)
Depreciation + Amortization
CEO Remuneration Pay — Performance Buck et. al., (2008)

Data Analysis
Data Analysis is the process of summarise, transfer and transform the raw data collected by
the researcher into significant, useful and meaningful information to the study. (William G.

Zikmund, 2009).

In this research, SPSS Version 21 will be employed to generated results for the descriptive
analysis, reliability test and inferential analysis.

Descriptive Analysis

There are 2 major branches of statistics, namely (i) Descriptive Statistic and (ii) Inferential
Statistic. Descriptive statistics analysis involving measuring of data using tables, graphs and
basic descriptions of numbers. Descriptive Analysis also provides the measures of Tendency
(such as Mean, Mode and Medium), measures of Dispersion (such as Standard Deviation,
Coefficient) and Shapes (such as Skewness and Kurtosis) about the population being studies.
According to William G. Zikmund (2009), descriptive analysis helps to summarise and

transform the raw data into important information than can be easily understand and interpret.
In this study, the researcher will conduct descriptive analysis in this study to obtain the

Minimum, Maximum, Mean, Standard Deviation and Coefficient for the Dependent and

Independent Variables.
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Reliability Test

Reliability of the study means that the researcher will be able to perform the same analysis
over and over again and the outcome of the test will be similar throughout the process. (Hair,
Busg and Ortinan, 2002).

In this study, Analysis of Variance (ANOVA)/Anova Test is used to test the degree of
influence between dependent and independent variables, to determine the significance of the
results and to decide whether to reject or accept the hypothesis. If the price value is less than
0.05, the result is significant to explain the relationship that the independent variable has on

the dependent variables.

Inferential Analysis

Inferential statistics involves making a guess or guesses about a large group of data or
population from a smaller group of data called sample. It is contended that Sample should be
the representative of the Population. According to Hair (2007), researcher is able to sue a

sample to predict the characteristic of the population under Inferential Analysis.

In this study, researcher will conduct the following inferential analysis using SPSS Version 21
Software: -

(a) Simple Linear Regression Analysis;

(b) Multiple Regression Analysis; and

(¢) Pearson’s Correlation Coefficient Analysis.
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Simple Linear Regression Analysis

Simple Linear Regression Model is the simplest form of regression analysis. It used only one
independent variable (X) on the dependent variable (Y). Relationship between X and Y is
describe by a linear function. Any changes in dependent variable. The Simple Linear

Regression model that is appropriate to test Hypothesis 1, Hypothesis 2, Hypothesis 3 and
Hypothesis 4 is as follows:

(i) HI1-EBITDA=a+plog(CEO R)+¢&
(i) H2-EPS=0a+Blog(CEO R)+¢&

(iii) H3—PE Ratio = o +B log (CEO R) +&
(ivy H4-TSR  =a+Plog(CEQO R)+€

And where: -

CEO R = CEO Remuneration

a = alpha is constant
B = beta
€ = classical error term

EBITDA is Earnings Before Interest, Taxes, Depreciation and Amortisation
EPS is Earning Per Share

PE ratio is Price per Earning Ratio

TSR is Total Shareholders Return

Multiple Regression Analysis

Multiple Regression Analysis is used to predict the value of a Dependent Variables based on

the value of at least one Independent Variable and to explain the impact of changes in an
Page 48 of 386 '



Independent variable on the Dependent variables. As such, Dependent variables is the
variable we wish to predict or explain while the Independent variable is the variable used to
predict or explain the Dependent Variables and is presumed to be related to changes in the

independent variable.

The multiple linear regression models that is suitable to test the Sub Hypothesis 5 to sub
Hypothe