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ABSTRACT

This research explores the determinan analysis of remuneration for Directors and
Commissioners in banking industry which is listed in Indonesia Stock Exchange for period
2004-2009. The determinan factors of the remuneration for Directors and Commissioners
are bank performance, structure of ownership, and the proportion of relation between the
Directors and Commissioners to that of the owner of the company.

The bank performances are Return On Asset (ROA), Return On Equity (ROE), Net
Interest Margin (NIM), Loan to Deposit Ratio (LDR), Non Performing Loan {(NPL),
Capital Adequacy Ratio (CAR), and Earning Per Share (EPS). The result shows that the
important determinant of Directors and Commissioners remuneratigmare Return On Asset
(negative association), Return On Equity (positive associatidy), W Interest Margin
(positive association), Loan fo Deposit Ratio (positive associatiin)s Now Derforming Loan
(positive association), Earning Per Share (positive assagimtiol favil tructure of
ownership (positive association), and foreign ownership (051 m!' cﬁ‘mcm@
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1. Introduction

The financial crisis in Asia in mid-1997 have an impact on the economic
performance of countries in Southeast Asia, including Indonesia. The banking sector is one
industry that experienced a crisis caused by the Asian financial crisis. Implementation of
appropriate corporate governance that are not considered as one of the causes of the
financial and economic crisis. (National Committee for CorporatmmGovernance, 2004).
Banking as an intermediary institution in conducting its busme;“.s autwmes rely on public
funds and trust from both inside and outside the country‘ il mdustry m@hhe rules are
quite strict and attention from the govemment Tile ln‘c.omsmn @m’nen‘[ through the
relevant authorities such as the Mmlstrv ofd rmnc’c Cap1t @Iket Supervisory Agency
and Financial Institution (Bapgpam_-._,Kj, mdoqg;sla %’Jﬁxchange, Bank Indonesia
(Central Bank of the Republié of In.ddnasiaj; o@ee the implementation of corporate
governance practices in 'Cam]aanies. C_“fo.rpor@vemance principles require the disclosure
of remuneration_for directors aid tq@kssmners (“directors commissioners™), which is

ssessment OQ corporate performance. This was confirmed in

No.8/4/PBY2000§ B Intonesia Regulation on Implementation of Good Corporate

Governance s,,_-.ﬂnd. revealed the implementation of good corporate governance in
the Annual Rep-ort in accordance with the Decision of the Capital Market Supervisory
Agency and Financial Institution KEP-134 / BL/2006 on Requirement for Annual Report
for the Issuer or Public Company. Board of Commissioners on remuneration issues related
to problems in the agency (agency problems). Agency theory states that there is a conflict

of interest between principal and agent. As agents, managers are morally responsible for

optimizing the benefits of sharecholders (principals). While managers also have an interest

Organized by :

Department of Accounting FEUI

Center For Accounting Development FEUI

Paost Graduate Program in Accounting FEUI
Master in Accounting Program FEUI

Profession Education Program in Accounting FEUI




| Accounting The 3™ Accounting & The 2™ Doctoral Colloquium

confFeErence Bridging the Gap between Theory, Research and Practice :
IFRS Convergence and Application

dOCI:Of'F.II Faculty of Economics Universitas Indonesia

colloquium Bali-Indonesia, 27 - 28 Oktober 2010

to maximize their personal welfare (Jensen & Meckling, 1976). To overcome the problem
of differences of interest, agency theory suggests that the interests of managers and
sharcholders will be consistent if the compensation for the managers associated with firm
performance (Murphy, 1985).

Bank performance is a fine achievement by the company within a certain period
which reflects the health of banks according to the Decree of themMinister of Finance
No.740/KMK.00/1989. Bank soundness according to Baﬁk - _'Ind@_;lesia Regulation
No.6/10/PBI/2004 about the rating system of banks, to fl'ﬁ?%cSS:%ijJ & asp&t affect the
condition and development of a bank, namely capitaii (Ca;ﬁtal_), i@?:e assets (Assets),
management (Management) , proﬁta?i_lity_ (Ilarrm'lg) m%@tty (Liquidity) 1s usually
called y 4 F nco CAMEL.
Owmership structure is crucial fd‘1e in égenq}f cc@ Agency conflict emerging from the
separation between ownér-s}ﬂfp by managcﬁ'@f the fund. Unlike many companies in the
United States and UK are morc ﬂlﬁpe wnership structure, many Asian companies are

OUFG:. Ulup&2009), which conducts research on public companies

e1e are other factors that encourage the provision of more optimal
executive co ont gbﬂxemance practices of the Board of Commussioners relationships
with shareholdérs and ownership structure (family ownership structure and foreign
ownership structure). Based on the description above, the problem in this research are:
How direct effect between bank performance, ownership structure and the proportion of
relations between Directors and Commussioners to that of the owner of the company on

Remuneration of Directors and Commissioners?

Benefits expected from this research include providing information on the extent of
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disclosure of remuneration of Directors Commissioners study, the performance of banks,
ownership structure, directors and commissioners of the relationship with shareholders at
the banking company listed on the Indonesia Stock Exchange for academic development. It
can be anticipated for the Bank Indonesia and the Capital Market Supervisory Agency and
Financial Institution (Bapepam-LK) to review the re-implementation of regulations related
to the implementation of Good Corporate Governance, espegmily those related to
transparency of bank performance, ownership structure and tha -propqrtic')n of relations

between Directors and Commissioners to that off the™ Swiier 6@116 company.

2 Related literature o a2l \ Hy sis Development

2.1. Effect of Performance __Qn":R_emlinem"tiqn of dgrectors and Commissioners in

vidence startiig \'the emergence of conflicts of interest between

Banking

not only be a:nage’iﬁent and shareholders, but between the management together
with its sharehoiders as the agent of depositors as principal (Rossieta, 2003). To overcome
the problem of divergence of interests between management and sharcholders, agency
theory requires compensation linked to company performance can result in management
with shareholder interests will be consistent (Murphy, 1985).
Several studies have shown that the remuneration of directors of commuissioners dealing

with corporate performance. Performance measurement used to use accounting-based
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performance and market-based performance (Conyon, 1997; Hassan et al., 2003; Abdullah,

20006; Kato & Kubo, 20006; Unite et al., 2008).

Research related to the relationship between performance and remuneration of directors of
the Australian banking company conducted Doucouliagos et al. (2007). The research
concludes that the impact of the banking company's performance against the remuneration
of the CEO (Chief Executive Officer) is more direct and strongas than the relationship
between bank performance to remuneration of directors of 00§1ﬁ4SSi§)1jéifS Y(T;he board of

In table 2.3. The following are summaries of [¥csedivh on.I%géffect of company

directors).

performance against the remuneration of dirg@iais Eeliﬁ?sari \Q

TS0 1

Previous Study abfil Retaia bl oen B Performance with

RemuneratiGii fior DISeors. ommissioners
Researcher  Dependent . Indeperiiiént Viri 4 Data State
Variables 1 | &)
Conyon, Cash Market retu@‘iﬁ’n size, sales, 213 UK
(1997) te ation theTeIin ion committee as  companies
\ a dumg@ rariable, the (1988-
separation of the CEO with the  1993)
Chairman as a dummy variable
Hassan et Cas Netincome, ROE, ROA, EPS, 100 firms  Malaysia
al. (2003) muncgMon’ ' company size, turnover (1996-
1998)
Abdullah CasSh ROA, commissioner of 164 Malaysia
(2006) remuneration  directors structure, ownership ~ companies
structure, board of (2000-
COMIMISSIoNers 2001)
Doucouliag (1) cash ROA, ROE, EPS, sharecholder 10 banks  Australia
os et al. remuneration return, board size, meeting, (1992-
(2007) (2) stock Composition, committes, board 2005)
option turnover, age of CEO,

company size, Tevenue.

Source: Prepared from various sources.
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Based on the description above, the research suggests there is positive performance
of banks in Indonesia Stock Exchange on the remuneration for directors and
COMIMISSIONETS. Thus, the hypothesis:

Hlo: The performance has no effect on directors remuneration of commissioners.

Hla: The performance has a positive influence on directors remuneration of

COMIMISS10Ners.
2.2.  Effect of the proportion of family ownershlp strll‘cture oi e muneration
for Directors Commissioners in Banking A &

Agency conflict arises because the sqmratlmi of 0 @p and management of the
firm (Jensen & Meckling, 1976_):--;!}1,___&13 SoiPany s bx@rship structure that spreads like
many companies in the United ISta,tes and fknb'rr%&éhe owner of the management controls
to be weak lead agenéy cenflict 18 lru@' tends to increase the remuneration of

management wi tbemg notiee t:l b@owner (Core et al., 1999; Chalmers et al., 2006 ).

Unlike the gompalRy's Wner-s]:up structure in Asia, which is majority owned by the family:.
Owner of the coMipany’y callirol of agency conflicts between shareholders and management
will be low. P rﬁ.anagement remuneration is not excessive. This is evidenced by
several previoué studies in Asia. Previous research in Japan, Korea, China and the
Philippines revealed the same results associated with the ownership structure of the
relationship between the remuneration of management.

Basu et al. (2006) who examined public companies in Japan have discovered there

1s a stronger relationship between company performance to compensation, the company is
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not affiliated with a keiretsu. Kato et al. (2006) found that there was a stronger relationship
between the performance of Korean firms with compensation, on non-chaebol firms.

Kato and Long (2005) found that in China, there 1s a stronger relationship between
company performance to compensation, the company's ownership structure does not
belong to the majority sharecholder of the government (non-state). Umite et al. (2008)
concluded that in the Philippines, there is a stronger relation_sllip-. between corporate
performance and compensation at companies that are not afﬂha*edWlth ‘the ownership
structure of the family group. This happens because the fanuly mynemh@rwlrcmre serves
as the control and supervision mechanisms that._s&Ongl.S* mﬂur&g management to
achieve corporate objectives (goals). In othe? Wm‘cls the f: @V shareholders to provide
compensation to the management notorﬂy Unperfmma@ﬁon other things that point is
reached the interest of shareholaéfs--' N A 4 %‘ﬁv

Unlike previous fesaaaft_:h, resesivh i@fmesia on the structure of ownership to the

remuneration of directors of comnﬁ's@rs conducted Ulupu (2009), the research show

i orﬁ'on of fa$y in the company is; and the lower the compensation
for the dir§ctors niissioners will be. This means that in the event that the family
only acts as er -and:they have low involvement in the company;s management, the
compensation fo-r the directors and commissioners will be more optimal. In other words,
the family, as the owner, has an effective control towards the compensation for the

directors and commissioners. Table 2.2. The following summarizes the research on the

ownership structure and the remuneration of management in Asia:
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Structure of Owner ship and Executive Compensation

Tabel 2.2.
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Researcher Dependent Independent Variables Data State
Variables
Basu etal. Executive ROA, return, sale, human 174 firms  Japan
(2006) compensati  capital variable (age, tenure, (1992-
on education), dummy ownership  1996)
variable (keiretsu and non
keiretsu firm) | governance
variable. y
Kato & Executive Change in ROA, rate growth of (J898-5 %, China
Long compensati  sales, dummy variable negatife 20020 p
(2005) on profit, dummy ownership 40 W y Y"
variable (owned by governnfoiit " W @
and non government) : A 4 ,(Y"
Katoetal. Executive  Stockreturn, ROA, ratt of 24 Yy‘ Korea
(2006) compensati  growth of sales, firni §ivs, anies
on dummy ovahersilp Vo, g 98-
(chaebaf Widbion fholin), & 001)
Unite etal. Executive  Stocidiptig, XK@Y, fith: 'sizGD 125 Philippines
(2008) compensati  difiiiiy oWl Wir Z?(? companies
on (famiy Bgm o rzo&l 'y (2001-
firm) X 2002)
" _ Q& 148
— é companies
| é (2002-
_ O 2003)
Ulupw 7h@Bodd ROA, SD ROA, market 154 firms  Indonesia
(2009) , tgr Ladjusted returns, growth, risk,  (2004-
repunenfti | family ownership structure, the  2006)

" structure of foreign ownership,
the proportion of the number of
directors associated with the
owner of commissioners

Source: Prepared from various sources.

Suspicion of this research is that the agency relationship in the banking company is
the agency relationship between shareholders, together with management (in this study
represented by the board of commissioners) as an agent with the depositors as principal.

Therefore likely that the family shareholders choose the directors of commissioners who
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are considered able to meet the interests of sharecholders, such as providing credit to the
group of shareholders. One way to motivate management to work in accordance with the
interests of shareholders is an increase in remuneration. From the shelf above, this study
proposed the following hypothesis:

H20O: The proportion of family ownership does not affect the remuneration of Board of
Commissioners.

H2A: The proportion of family ownership has positif influerit g thie ¥emuneration of

Directors of Commissioners. . N @

2.3. Effect of the proportion of foreign owneréﬁip_tstruct f the Remuneration for
Directors and Commissioners & . Co$
Separation of ownership aﬁdumﬂnﬁfg@ﬂ_lﬁﬁf ce@gj‘l’y led to the emergence of agency
conflict (Jensen & M"ecklinfg, 1978 fi‘Stw@ institutions to monitor foreign investment

compared domestic ins&tutj@(l(hanna & Palepu (1999) in Ulupw (2009)).

Researgh Co ; (.1999) states that companies that have strong controls to have
company ag_efno-*jf.relationsl']ip between shareholders, together with management
(in this stud-y represented by the directors of commissioners) as an agent with the
depositors as principal. Foreign shareholders choose the board of commissioners is
likely to be able to meet the interests of shareholders. Shareholders with the intention of
management to motivate management to act in accordance with the interests of
shareholders, by way of increased remuneration. Ulupw Research (2009) states that the

higher the higher the proportion of foreign ownership control of the Board of
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Commissioners Board of Commissioners that the increase of compensation lower than
the increase in performance or in other words not excessive. This means that the study
states that the proportion of foreign ownership role is to promote optimal compensation
for the Board of Commissioners. Conclusion The study showed that the structure of
foreign ownership has a negative effect on the compensation of Directors
Commissioners In this study, a prediction that the greater confrglwef foreign owners of
management companies and owners only act as a shareholdér gency vonflicts (agency
conflict) 1s low, and remuneration (cost of agency) tojb'e é.p_tjmsd. T@Y; hypothesis
as follows: 4 . | {5’

H3o0: The proportion of foreign_fﬂ.owner’%hiﬁu dﬂ'db rﬁ@ct the remuneration for
Directors and Commissioners, & | . CO

H3a: The proportion of foréign Gﬁﬁiefship[bosﬁ@legatif influence on the remuneration
of Directors of Commite leners. _ Q)Q

é\

f f§mily relationships with members of the board of commissioners

of othdy meigbers ¢f thie board of commissioners and / or shareholders of the bank

against e .remuneration of Directors Commissioners

Bebchuck and Fried (2002) states that if the top management team and / or
commissioners have relationships with one of the founding family who has control of
the commissioner, the management team will be easier to influence the decision on
remuneration for management (Ulupui, 2009). Research on Taiwan done by Yeh

(2001) and the result is an increasingly large proportion of family relationships in the

directors and commissioners of the cause of low performance of the company (Ulupu,
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2009). Research related to famuly relationships between directors of commissioners
with members of the board of directors and / or commissioner and the controlling
shareholders in public companies in Indonesia do Ulupw (2009). The result is a board
of commissioners in connection with the owner to show a positive effect on the
compensation board of commissioners. So research 1s suspect if the owner controls the
company and high involvement in management, resulted in the argence of the owner
of the agency's relationship with management as agents tend.to engag:. I acts of moral
hazard and asymetry information on depositors as pnm‘lpal ( R%ﬂl:la@ﬁg One form
of agency cost in relation to remuneration Wh1 011 1s IlOT optmi?; xcessive. Thus, the
following hypothesis: 2 4 s _ \Q

H4o: Proportion of the 1nv01vement o) i OWIST t@ﬁﬁs directors of commissioners
did not affect the | remunemtlu] @ Directors of  Commissioners.
H4a: The proportion Ol mwners o ;ag@%rectors of the involvement of a positive

influence on

remuneration ol g@lissioners Board of Commissioners.

N

3.1. Data an

Data useci in the form of primary data and secondary data. The primary data in the
form of literature that is required in the preparation of materials research and theoretical
framework to analyze the discussion of research findings. Secondary data from financial
reports and statements of good corporate governance. Type of sample is purposive

sampling with the following criteria:
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(1) Registered as a public company in Indonesia Stock Exchange (IDX) from 2003 until
2009. Companies engaged in the banking industry in Indonesia Stock Exchange during the
period 2003-2009.
(11) The annual report for the year 2004-2009 is available. In the annual reports have
included the audited Financial Statements and Report of Good Corporate Governance.

(111) There 1s a completeness of data needed in a row gdmmm 2003 to 2009.

3.2. Research Model V W @Yv

Tests on the hypothesis proposed in this resedrcii il be i cted using multiple
regression analysis (multiple regressionjywithfiie foiluwmg % on:

LN (DKREM;(;) = &ig-1) + b1 Ra-’-l,n,;) W 1')3 ROE f'f‘r.j%bj NIM ifi-1) + b4 LDR -1 + b5
NPL;({.I)‘F bg CAR ift-1) & b7EPS 11} +..b-3l; SA’EL;{{'Q%A jf+

bigDK y +by; LN(ASSED x+ e i Q%

The modgliin this study’ -refe,@\er previous studies that analyze the relationship

forfhance, owner%u'p structure, directors and commussioners of the

relationshig wittharelfoldirs on the remuneration of directors of commissioners (Ulupui,

2009).
3.3. Definition and Measurement of Variables
Dependent Variable Remuneration Board of Commissioners

Total remuneration of directors of commissioners (DKREM) used in this study is

the total remuneration of banking companies in Indonesia Stock Exchange (BEI) between
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the years 2004 to 2009 as stated in the audited Financial Statements by Independent
Auditors.
Independent Variables Bank Performance (t-1)

This study uses bank performance period the previous year. Bank performance is
obtained from the Annual Report each bank in the Financial Highlights. This study uses
seven bank performance ratios: the Return On Assets, Retum__On Equity, Net Interest
Margin, Loan to Deposit Ratio, Non-Performing Loans, Caju:i'tﬁl-lﬁdﬂlciﬁacy Ratio, and

Earning Per Share.  In table 3.1. The following is a Wr«iy"'of-t.;:ﬁlamgtingﬁgr;tio of bank

performance that is used greeting this research: 0~ ‘{st
4l ahil' S L \'
Bauk Pertormance Ra %ﬁ
Ratio & U %‘Formula
1. Return On Asset (ROA) ' RQA ‘k Profit after tax
. % verage total assets
2. Return On Equity (ROEL : & = Profit after tax
- erage core capital
e. WIM = Net interest income

Average earning assets

LDR = Credit / third party funds

NPL = Z (Credit in the quality of
Substandard, Doubtful Loan Loss /
Total loans issued X

6. Capital Adequacy Ratio (CAR) CAR = Capital / risk-weighted assets

7. Earning per Share (EPS) EPS = Profit after tax
Number of shares

Source: CAMEL ratios soundness of commercial banks (after processed)

Ownership Structure of Family Variables
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This study uses the structure of family ownership and foreign. The proportion of family
ownership (skel) 1s the proportion of the ultimate sharecholder affiliated with the individual
/ family ownership of business groups. Family ownership structure has been discussed by
previous researchers. Obtaining information about whether the bank including family
structure and foreign ownership in accordance with the method searches performed Ulupw
(2009) as 4 follows:
1) Imtial search data can be obtained by shareholders at the Mmual Report of Bank of
Audited Financial Statements by Independent Auditors. £ Nutas‘ te “1@&1 Statements
on Capital Stock section which shows the ownershlp of ba.nlf shizé’) Usually the initial
search, only found in the form of 1nst1tut10nal share:holders @nd out more information
at the end of the shareholders of thesebankc, 5O (HF ue%search See Part I: Establishment
and Public Information in Notéé 10 Fir..l'anci'{‘l 'S“@en‘cs which include the establishment
number and the number & Sempany mn‘ck@ents on the State Gazette of the Republic

of Indonesia and_the Sunplemc,m Sh@) The next search is on State Printing Library.

th Sta.te Gazette (TBN) of the ultimate shareholder of the bank.
11 Bt the ultimate shareholder of the bank; 4) Last search was
information ariQuly 'p..rint and electronic media regarding the ownership structure of
both family and -st:rangers; 5) Search examples the structure of family ownership / foreign
contained n the Appendix.
Foreign Ownership Structure Variable (SA)

The proportion of foreign ownership (SA) 1s the proportion of the ultimate

sharcholder when the bank affiliated with the individual / foreign institutions, means

including in the foreign ownership structure. Tracing the foreign ownership structure
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similar to the way search family ownership structure.
Directors and Commissioners (DK)

The proportion of family relationships between directors and commissioners and /
or directors and commissioners with the ultimate shareholder (DK). Tracing method 1s as
follows: 1) See the Annual Report of the banking company at the Corporate Governance:
Board of directors and commissioners of family relationships w1th mgmbers of the board of
directors and / or other commissioners as well as with the conr:r.nﬁll'ljﬂg slh..ﬁjreholder; 2y Te
search further: after knowing the name of the individuaf féhafél'_lal':de.rs @tgvbank by the
end of a family tracing and foreign ownership Smmﬁﬁ‘é, "aﬁd theri (S'are it with the name
board of commissioners; 3) The fan’ulv nagis d\ii%:é'sliéwr-s_ co Qsioners with the ultimate
shareholder is considered as famlly Iellﬂ"‘ﬂshl PS;' Mﬁm step is to search for
information based oﬁ : .bgt'h . 9 %@ and electronic media.
Variable Control CompaiiSize (A1) Q)Q

Firm size _yvariable 1s U508 a@ontrol variable given the greater asset of the

company reriuneration of directors commissioner regardless of performance

achieved

4. Result Analy -sis
4.1. Overview of Research Sample

This study uses the population of all banking companies listed in Indonesia Stock
Exchange for the period 2004-2009. However, financial data should be prepared by the

researchers started from the year 2003-2009, this happens because the researchers wanted
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to see the lagged effect of bank performance model of the previous period. Financial data
obtained from annual reports from the Indonesian Stock Exchange website, www.idx.co.1d.

Data obtained from several companies companies concerned site. Sample list of
banks listed on the Indonesia Stock contained in Appendix 2. The following table shows

the sample selection process until there are 133 observations made in this study:

Table 4.1.
Sample Selection Process
Data Nuggilits, off obf-:arva {7
The number of banks listed observation in BEI y W™
Total obervasi for banks in acquisition (Lippo 2 : ) )
bank) in the period 2004-2007 N &
Number of bank observations delisting R, "&3’
Bank Arta Niaga Kencana period 2006 4 \'
Number of bank observations delistiné = / : $
Bank Buana Indonesia during the, peﬂoa ’7”)04—
2007

Number of bank observations are 11100mple’re . ﬂ(sv (12)
financial data %
The total sample used in tdstudy Q)%
Outlier 4
The total sampl

133

7
din the empmca]&hg 126

study model free from multicollinearity, heterokedastis, and autocorrelation. Classic

assumption test results can be seen in the appendix.

4.3. FEquation Regression Analysis and Testing Hypotheses In Partial
Based on test results SPSS 13 is contained in Table 4.8, then one obtains a multiple

linear regression equation as follows:
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LN DKREM = 3.670C + -0.327ROA + 0.014ROE + 0.056NIM + 0.014LDR —
0,062NPL + 0,005CAR + 0,001EPS + 0,607LN ASSET + 0,004 SKEL + 0,007 SA +
0,0230 DK

Multiple Regression Analysis of test results based on test results SPSS 13 1s shown

in Table 4.2. as follows:

Table 4.2.
Multiple Regression Analysia.. =
Variable Prediction t count Coefﬁci_:;mb ik S@
Constanta 3.690 mo &Wo*
ROA + 4721 el ‘{ 000*
ROE + 3.017 _ 0 014 Q 0.003*
NIM + A9 Wsc Y 0034
LDR 4 y £ YVa omt\ 0.000*
NPL - 500 ' 0.000*
CAR + L (S) 0.418
EPS + 2 (S 001 0.042*
DK R Q 619 % 0.230 0.537
SKEL S 0.004 0.043%*
SA + 0.007 0.000*
ot 0.607 0.000*
83 |
nig#ance 1o
gniffancefevil
3 7 st Results

From thé test results of multiple regression analysis, 8 (eight) than 10 (ten)
independent variables are statistically significant effect on the remuneration of directors is
the Return On Assets (ROA), Return On Equity (ROE), Net Interest Margin (NIM), Loan
to Deposit ratio (LDR), Non-Performing Loan (NPL), Earnming per Share (EPS), Family
Ownership Structure (skel), Foreign Ownership Structure (SA). While the two independent

variables, namely the Capital Adequacy Ratio (CAR) and variable relations commissioner
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directors with shareholders (DK) is not statistically significant. Further discussion of the
following analysis will focus on the results of multiple regression analysis, a statistically

significant effect on the remuneration of directors of commissioners.

5. Conclusions, Limitations, and Implications
5.1. Conclusion

This study aimed to analyze the determinant factor of thé baﬂkmg &b'missioner on
remuneration of directors listed on the Indonesia Stock Emnange ﬂwi‘n@wgeﬁod 2004-
2009. Adapaun factors analyzed in this study.i.s_ lhe peﬂbrmioéfzanks, as well as
aspects of good corporate governance c;t:ruomre@f[‘amﬂy Q@rship, foreign ownership
structure and the independence ofthe :boqfd o _;éom'i'-s.'s@lers who have family or financial
relationship with its shareholdelr's: 'T’hu\s...the_ _c@'ﬁcémé?:of this study is the performance of
banks, and foreign ovifna's}}@:p strulifire family have an influence on directors

remuneration of

issioners. é\

(NPL), Earm haf® "(..EPS) as well as the controlling variable size Banks (assets) is a
variable size WlﬁCh strongly affected the remuneration of directors of commissioners.
Findings influential Return On Equty (ROE) and Earming per Share (EPS) on
remuneration of directors in accordance with the research commissioners Doucouliagos et
al. (2007) in the Australian banking company that ROE and EPS has a significant positive
relationship to the remuneration of directors and commissioners. Throughout the

researchers knowledge, no previous research that uses variable ratio performance of the
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bank net interest margin (NIM), Loan to Deposit Ratio (LDR), Non-Performing Loan
(NPL) in determining the impact on directors remuneration of commissioners. However,
from 7 (seven) the ratio of bank performance that is used in the study found 6 (six)
variables that showed significant influences. This indicates that the remuneration of
commussioners on the board of directors of banking companies listed in Indonesia Stock
Exchange in the period 2004 - 2009 was influenced by the performames, of the bank.

Bank size (assets) which have a positive influence ori .dir»;c't'ols yemuneration of
commussioners is the result of research in accordance with | pre’;él{?l-ls-rQS'e@ Many studies
have found that company size (assets) has a posmw @ﬂeCl (:umrm‘i Qrs the remuneration
of directors (Conyon et al., 1994; Convon, 1907 I—Idssan , 2003; Abdullah, 2006,
Doucouliagos et al., 2007, Umtg o al O BOSE Ulupw, @80 . So the researchers insert the
variable bank size (assets) as cc;ritml' vaﬁébl?'s.. 6

Return On Assets i this resear:@ a significant negative influence on the

remuneration of

irectors of colil:zrﬁ-s‘s@s. Stmilar results occurred in the study Abdullah
(2006) whyf exarly puﬂhc companies in Malaysia in the period of 2003. Abdullah
yicant negative ROA is because in those days was a period after the
€Conomic cri % so.that the value of ROA is still experiencing temporary negative
conditions sharéholders can increase the remuneration of management to maintain the
condition of the company a going concern. Unlike some of Abdullah (2006), ROA 1is
significantly negative value on the banking companies which go public in Indonesia are:
1. Unlike other industries, the government strict oversight of the banking industry. This is
done either by Bank Indonesia and by the Capital Market Supervisory Agency.

2. When the value of ROA has decreased, the Bank Indonesia as the shareholder instructs
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regulators to take immediate decisions to improve bank performance. One such decision is
to change the position of commissioner of the composition of the board of directors of the
New COMIMISSIONETS.

3. Impact of reimbursement for a new team of commissioners of directors is greater
remuneration with expectations, new management can contribute to a better performance
improvement.

Family structure ownership and foreign ownershlp have<r1 olgﬂltLCﬂIli impact on the
remuneration of directors. This indicates that there are’ ageﬂcies‘ y In@esms banking
relationship is the relationship between sharehe];d*‘ers, t@'geﬂrer W?h,&nanagement as the
agent of depositors as principal (Rossieta 2003')\...;?3i¢s:'vs\fe all @v the funds derived from
essentially limited to shareholders ammmted oy o le@ of CAR that is only 8% of all
existing capital, while the rest 190 depf.'t.»itorcqo ds. This means that when the bank
experienced financial prol)lems, for ah&rehv@&s 1s not too risky small relative risks for

<Q

depositors when the bank experi-me'e@ncial problems. Insurers greatest risk when the

bank experfence cial| problems 1s the depositor. Meanwhile, both shareholders and
¢ opportunity to influence the board of commissioners, by
rearnuﬂeration to meet the interests of shareholders, such as depositors'
funds disbursed -to the business group. Small coefficient on both variables are SKEL and
SA as a proxy of the ownership structure indicates that the banking regulator, Bank
Indonesia, in this case, had done enough effective oversight mechanisms in the banking
industry, seen from the low level of influence associated with the ownership structure of
the remuneration dirkomsaham. The conclusion is reinforced by other empirical evidence

in this study namely the relationship of directors and shareholders of commissioners has no
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effect on directors remuneration of commissioners. Variable family relationships between
directors of commissioners to the shareholder which 1s a proxy of corporate governance has
no effect on directors remuneration of commissioners. This indicates that the regulator in
this case, Bank Indonesia has conducted monitoring mechanisms for the implementation of
good corporate banking governnace. Thus the conclusions of this study is the performance
of banks, and foreign ownership structure and family have angmfluence on directors

remuneration of commissioners.

5.1. Research Limitations N 4 &
After doing some research, these E_tre"ﬁ'mﬂéﬁ_:iental g %rences in the reporting of

remuneration in the Annual Repq;_,r-t'&;f B @V In ﬂ_le-"o‘%rvation period 2004 - 2006, prior
to the issuance of Bank Indonesia R.ﬂglﬂ&fl_m] _'N@Y]'BIQOO(S regulations concerning the
implementation of Good"Cur'[;:orate GQ?@I@'OI Banks and revealed the implementation

of good corporate governance 1 @1 Report in accordance with the Decision of the

e 'sof.y Agency and Financial Institution No.KEP-134/BL/2006 on
Requiremeht for ugl Réport for the Issuer or Public Company. In the period before the
regulations ucdt 1'ﬁany banks which only include the remuneration of directors
commissioner orﬁy in the Audited Financial Statements by Independent Auditors.

After the regulation was 1ssued in 2006, there were 17 banks that consistently report
on remuneration in the Corporate Governance Report. After closer examination, many of
the remuneration of data contained in the Financial Statements differ from the one listed in

the Corporate Governance Report. The difference occurs because the composition of

remuneration in the Corporate Governance Report includes:
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1) Remuneration includes wages, bonuses, regular allowances, bonuses, and other
facilities in the form of non natura.
2) Other facilities in kind such as housing, transportation, health, and so forth.

While remuneration contained in the Financial Statements in the form of salaries
and allowances alone. This study uses only the remuneration of directors of the
commussioners listed in the Financial Statements contained in ﬂ:}_e- independent Auditor's
Report so. So it does not show the cash remuneration, bonuse:s,: allowzrmes, bonuses, and
other facilities received by the l:‘si?-a'rd-.ll_\' ﬁf ' @g;]missioners.

Relations with shareholders directors oqmﬁﬁ'ssieﬁers W:k@?;)e traced in this
study 1s the family relationship and ﬁnanmal rg_élatio ih@ Though it 1s probable
sharcholders choose the directo__r_:_s- a:mcl epmj:_ris:'signc.fs.%represent their interests did not

come from a family relationsiiy QI.. ' ﬁ'ﬂﬂﬁéi&?&lﬁomIﬁp, but friendship or other

relationships that are not revlaled in the p@m.

N
S

directors of d_id a..unique industry that is the banking industry. And the extent to
which disclosuré of directors remuneration of commissioners in the period 2004-2009. So
that it can provide benefits to the disclosure of directors remuneration of commissioners in
the future. Disclosure of directors relations commissioner of the shareholders, other than a
fammly relationship and financial relationship in detail to demonstrate the independence of

directors in managing the banking commissioner. This research also contributes to

academics by showing that the performance of the banking industry, foreign ownership
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structure and the family has a different effect than the remuneration of Directors
Commissioners previous research, and found no influence of directors commissioner
relationship with its sharecholders on the remuneration of directors of commissioners.
Another implication for academics is a result of this study showed the number of registered
banks, mergers / acquisitions as well as the Indonesian Stock Exchange delisted in 2004-
2009 that revealed the remuneration of directors of commissioners smmseful for subsequent
research to understand the condition of bank performance, ovsflierslhip S_ITtictllre, directors
and commissioners of the relationship on the remmeraﬁal of..gi_tre_clors @Ommissioners.

Implications for Bank Indonesia and th¢ ,Qabi'tai Marke@visory Agency and
Financial Institution {Bapepam-LK) 19 B agiié Indunes&a plemented an effective
monitoring mechanism on the 1mplemcnt1t10n ol sﬁ@ral re bankmenelaah ownership
rules for banks to disclose morle de’r.ﬂiléd re_laﬁb‘%@g‘meen the board of commissioners
and shareholders. Meng'aeasi and implerjlia@%n of good corporate governance. This 1s

based on research which found l‘imtl@v coefficient value on the results of investigation

gl commissioners. But there was no influence relations
comimnissione O wi‘t'h shareholders against directors remuneration of commissioners.
This could happén because of relationships with shareholders directors commissioners are
seen in this study is the financial and family relationships are revealed in the publication.
Whereas most likely shareholders will choose the directors of commissioners who will
work in accordance with the interests of shareholders.

The results of this study indicate that agencies in the Indonesian banking

relationship 1s the relationship between the shareholders together with the management of
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depositors. Regulatory oversight is essential to avoid moral hazard by action of
shareholders together management of depositors so detrimental as was the case at the end

of September 2008 the Bank Centaury (Infobank, 2009).
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APPENDIX 1
Preliminary test results of multiple regression SPSS 13

Variables Entered/Removed

Variables Variables
Model Entered Removed Method
1 dk, sa, roa,
nim, car,

Idr, asset, . | Enter
npl, eps,,
skel, roe

a. All requested variables entered.
b. Dependent Variable: dkrem

Model SummargP _ ‘@
Adjusted [ Sie: Enor SF | ‘%Ebm-

Model R R Square | R Squaif | the Estiilite atson
1 ,9457 ,893 883 A ,407, 1,320

a. Predictors: (Constant), dlg. sa r:aa nlm cax Idr a@pl eps, skel, roe

b. Dependent Varlable dkrarn

= AN)
S S
Model Squares | @ Mean Square B Sig.
. 15@,516 0 11 14,411 86,871 ,0002
g 18,911 114 166
‘17?:,_427 125
t)dl=’ sa, roa, nim, car, Idr, asset, npl, eps, skel, roe
Ie:{cji_.[ﬂ";em
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Coefficients®
Unstandardized Standardized
Coefficients Coefficients Collinearity Statistics
Iodel B Std. Emor EBeta t Sig. Tolerance WIF
1 (Constant) 3670 995 3,600 000
roa -327 069 391 4721 000 136 7,335
roe 014 005 234 3,017 003 156 6407
nim 056 026 092 2142 034 511 1,957
Idr 014 003 193 4,698 000 555 1,803
npl -062 014 -192 4 360 000 480 2,083
car 005 008 031 813 418 631 1,586
eps 001 007 102 2,061 N 381 2626
asset 607 031 895 19,430 AV 44 2,267
skel 004 002 108 2049 | 5 g [ 337 2,971
sa 007 007 210 5202mn © MO ¥y ?p 1,748
dk 230 371 025 A=) e BET 'QX\QSS 1,759
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