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Abstract—This research study had investigated the effect of CEO and CEO/Chairman duality roles to CEO compensation, using accounting 
performance as an independent variable. The total of one hundred and twenty companies was selected through stratified sample method from 
Toronto Stock Exchange (TXS/S&P) companies. The sampled data were collected from 2005 to 2010. The quantitative research method was 
selected for this research study. The total of six statistical models was developed to address the research question of this study. That is, is there 
a relationship between CEO compensation, and CEO and CEO/Chairman duality roles?. It was found that there was a relationship between 
CEO salary, CEO bonus, CEO total compensation, and CEO and CEO/Chairman duality roles. The correlations between CEO compensation 
and accounting performance were ranged from weak to strong ratios, under both types of role. More importantly, it was found that, companies 
where CEO/Chairman duality role existed had received higher compensation than companies where the only CEO role was placed. 
 
Index Terms— CEO compensation, accounting performance and compensation, TSX/S&P CEO compensation, CEO duality and compensation, 
net earnings and CEO compensation, and market activities and CEO compensation. 
 

——————————      —————————— 

1 INTRODUCTION                                                                

his study was conducted due to over the past decade, Cana-
dian public had raised concerns of bonuses declared to CEOs 

when firms had negative earnings. As such, failure to understand 
the determinants of CEO compensation from the public had led 
blaming CEOs of rent grabbing (maximizing compensation with-
out maximizing stockholders’ wealth through misused of its pow-
er towards board). Thus, these ever growing concerns bring to the 
foreground conclusion the need to further study CEO compensa-
tion system. As such, this article will focus on one interesting as-
pect of Canadian executive compensation study, that is, the im-
pact of CEO and CEO/Chairman duality roles towards determin-
ing CEO compensation. This interesting and important study in 
the executive compensation area will reveal some scientific meth-
odologies or trends to understand the nature of CEO contract 
under respective CEO roles. The Canadian equity market 
(TSX/S&P) will be selected for sample population. From previous 
studies, the correlations between CEO compensation and CEO 
and CEO/Chairman duality roles were found weak. Overall, pur-
pose of this research is to investigate in clear terms the extent and 
nature of the relationship between CEO compensation and CEO 
and CEO/Chairman duality roles in TSX/S&P companies. 

The most researched topics in executive compensation 
are between CEO compensation and firm performance. This re-
search will use eight variables of firm performance, that is, return 
on assets (ROA), return on equity (ROE), earnings per share 
(EPS), cash flow per share (CFPS), net profit margin (NPM), book 
value per common stocks outstanding (BVCSO), and market val-
ue per common stocks outstanding (MVCSO); and two control 
variables,  CEO/Chairman and CEO roles, to understand the ex-
tent and nature of influence of CEO and CEO/Chairman duality 
roles in CEO compensation.  

 
 

2   LITERATURE REVIEW 
 

2.1 CEO COMPENSATION, AND CEO AND CEO/CHAIRMAN 
DUALITY ROLES 
CEO duality is an important structural measure of the relative 
power of CEO over the board of directors (Finkelstein/D’Aveni 
1994). Several studies in the United States have found that CEO 
duality is a significant predictor of executive compensation levels 
(e.g. Core et al. 1999, Fulmer 2009). Core et al. (1999) reported 16% 
pay premium and Sridharan (1996) 18% premium for cash com-
pensation. This large difference lends support to the idea that 
incumbents of the dual role exercise strong power to tweak their 
compensation package in their favor. Similarly, Hengartner and 
Ruigrok (2010) find that when CEOs also hold the position of 
board chairman, CEO compensation is higher by 24%. Aiyesha, 
Dey, Ellen, Engel, and Xiaohui, Liu (2011) find that pay-
performance sensitivity in CEO compensation contracts are signif-
icantly lower following a split in the CEO and chairman positions, 
and significantly higher following a combination in these posi-
tions. 
 
1.2 CEO COMPENSATION AND ACCOUNTING 
PERFORMANCE LINKAGE 
Henderson and Fredrickson (1996) stated that while CEO total 
pay may be unrelated to performance, it is related to organiza-
tional complexity that they manage. This is supported by studies 
conducted by Murphy (1985), Jensen and Murphy (1990), and 
Joskow and Rose (1994). Jensen and Murphy (1990) argued that 
incentive alignment as an explanatory agency construct for CEO 
pay is weakly supported at best. That is, objective provisions of 
principal-agent contract cannot be comprehensive enough to ef-
fectively create a strong direct CEO pay and performance rela-
tionship. They have found that pay performance sensitivity for 
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executives is approximately $3.25 per $1000 change in the share-
holder wealth, small for an occupation in which the incentive pay 
is expected to play an important role. This is supported by the 
legendary work of Tosi, Werner, Katz, and Gomez-Mejia (2000), 
who stated that the overall ratio of change in CEO pay and 
change in financial performance is 0.203, an accounting for about 
4% of the variance. The estimated true correlation between CEO 
pay and return on equity is .212. And the estimated true correla-
tion between CEO pay and total assets is 0.117. Thus, these other 
financial measures account for less than 2% of variance in CEO 
pay levels. This weak relationship is explained by Borman & Mo-
towidlo (1993) and Rosen (1990), who stated that archival perfor-
mance data focuses only on a small portion of the CEO’s job per-
formance requirement therefore it is difficult to form an overall 
conclusion.  

Jensen and Murphy (1990) find in their study that CEO 
received an average pay increase of $31,700 in years when share-
holders earned a zero return, and received on average an addi-
tional 1.35¢ per $1,000 increase in stock holder’s wealth. These 
estimates are comparable to those of Murphy (1985 and 1986), 
Coughlan and Schmidt (1985), and Gibbons and Murphy (1990), 
who found pay-performance elasticity of approximately 0.1, that 
is, salaries and bonuses increased by about one percent for every 
ten percent rise in value of the firm. Additionally, they find that 
an average pay increase for CEOs whose stockholders gain $400 
million was $37,300, compared to an average pay increase of 
$26,500 for CEOs whose stockholders lose $400 million. Jensen 
and Murphy (1990) explained this weak pay-performance sensi-
tivity to boards having good information regarding managerial 
activity therefore weight on output was small relative to weight 
on input. 

On the other hand, Jensen and Zimmerman (1985) ar-
gued that the evidence was inconsistent with the view that execu-
tive compensation is unrelated to firm performance and that ex-
ecutive compensation plans enrich managers at the expense of 
shareholders. This argument was supported by Mehran (1995) 
who reported that CEO pay structure was positively related to 
same year performance. In addition, Gibbons and Murphy (1990) 
also find in their studies that CEO salaries and bonuses are posi-
tive and significant related to firm performance as measured by 
return on common stock. That is, CEO pay changes by about 1.6% 
for each 10% return on common stock. In addition, they found 
that CEO cash compensation is positively related to firm perfor-
mance and negatively related to industry performance, ceteris 
paribus. Similarly, Antle and Smith (1986) find no relation be-
tween salary, bonus, and industry returns. Blanchard, Lopez-de-
Silanes and Shleifer (1994), and Bertrand and Mullainathan (2001) 
find that CEO cash compensation increases when firm profits rise 
for reasons that have nothing to do with managers’ efforts. 

 
3  RESEARCH METHODOLOGY 

This research study will be numerical, objective, descriptive, and 
demands clear results as such, quantitative research method will 
be selected. The longitudinal study method will be selected to 
collect historical financial data from 2005 to 2010. The stratified 
sample method will be selected to obtain a total sample popula-

tion of one hundred and twenty companies from TSX/S&P index 
companies. For statistical tests, CEO compensation will be as-
signed as dependent variable, CEO and CEO/Chairman duality 
roles will be assigned as control variables, and accounting per-
formance will be assigned as independent variable. The total of 
six statistical models was developed to answer research question 
of this study. The survey method will be adopted to collect histor-
ical data. The inferential statistical method, that is, linear regres-
sion method, will be used to obtain results. The 95% confidence 
level will be assumed for all statistical model tests. 
 

4  DATA FINDINGS AND CONCLUSIONS 
 

DATA FINDINGS 
 

4.1 CEO COMPENSATION, ACCOUNTING PERFOR-
MANCE, CEO AND CEO/CHAIRMAN DUALITY ROLES 
 
The following were analysis of variance (ANOVA) results of the 
relationships between CEO salary, CEO bonus, CEO total com-
pensation, CEO, and CEO & Chairman in companies: 
 
Table 1 – ANOVA  

CEO & 
CHAIRMAN 
ROLE 

Salary Bonus Total Compen-
sation 

Accounting 
Performance F(8,291)=35.359 F(8,262)=80.968 F(8,288)=68.533 

  p=.000  p=.000 p=.000 

  R2=0.493 R2=0.712 R2=0.656 

CEO ROLE Salary Bonus Total Compen-
sation 

Accounting 
Performance F(8,377)=23.804 F(8,363)=28.546 F(8,377)=50.218 

  p=.000  p=.000 p=.000 

  R2=0.336 R2=0.386 R2=0.518 

 
The results had shown that there was a relationship between CEO 
salary, CEO bonus, CEO total compensation, and accounting per-
formance, both under CEO/Chairman duality and CEO roles. In 
CEO/Chairman duality role companies, between CEO salary and 
accounting performance was .493, as such characterized as a good 
statistical model. Thus, it had indicated that accounting perfor-
mance variables had a material impact on CEO salary. Between 
CEO bonus, CEO total compensation, and accounting perfor-
mance were .712 and .656, as such characterized as strong statisti-
cal models. Thus, it had indicated that CEO bonus and CEO total 
compensation (includes long-term benefits) models had strongly 
influenced by accounting performance. In contrast, in CEO role 
companies, between CEO salary, CEO bonus, and accounting per-
formance were .336 and .386 respectively, as such characterized as 
moderate statistical models. Thus, these models had indicated 
that accounting performance had moderate impact on CEO short-
term compensation. Between CEO total compensation and ac-
counting performance was .516, as such characterized as a good 
statistical model. Thus, it had indicated that accounting perfor-
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mance had material influence to CEO total compensation. That is, 
long-term CEO compensation had played an important role to-
wards this model. Overall, relative to the CEO single role, 
CEO/Chairman duality role had a material effect on both short 
and long-term CEO compensation models, which had indicated 
that perhaps due to holding additional power as chairman was 
able to influence the board towards determining his desired com-
pensation. 
 
Table 2 – Correlations  

CEO 
ROLES 

Salary Bonus 
Total Com-
pensation 

CEO 
& 
Chai
rman 

CEO 

CEO 
& 
Chai
rman 

CEO 

CEO 
& 
Chai
rman 

CEO 

Return 
on 
Assets  

.132 .027 .169 .007 .123 -.03 

Return 
on 
Equity 

.012 .081 .048 .123 -.022 .082 

Earn-
ings 
Per 
Share 

.100 -.049 .054 -.007 .062 -.007 

Cash 
Flow 
Per 
Share 

.008 .063 .054 .033 .035 .005 

Net 
Profit 
Margin 

.381 .490 .452 .592 .484 .640 

Com-
mon 
Stock 
Out-
stand-
ing 

.474 .414 .554 .365 .537 .495 

Book 
Value 
of 
Com-
mon 
Stock 

.535 .440 .688 .441 .688 .572 

Market 
Value 
of 
Com-
mon 
Stock 

.655 .383 .768 .368 .741 .425 

 
The above table 2 illustrated the correlation results between sub-
variables of CEO compensation and sub-variables of accounting 
performance, under CEO/Chairman duality and CEO roles sce-
narios. In CEO/Chairman duality role companies, it had shown 
that there were weak correlations existed between CEO salary,  
return on equity (ROE), return on assets (ROA), earnings per 
share (EPS), and cash flow per share. That is, the correlations 
were, .132, -.012, .100, and .008, respectively. Similarly, in CEO 
single role companies, the correlations between CEO salary, re-
turn on equity (ROE), return on assets (ROA), earnings per share 
(EPS), and cash flow per share, were characterized as weak ratios. 
That is, the correlations were .027, .081, -.049, and .063, respective-

ly. Thus, in both types of role, these balance sheet related items 
had nil to negligible impact towards determining CEO salary, 
perhaps board did not consider these sub-variables as true per-
formance criteria of CEO effort. In CEO/Chairman duality com-
panies, the correlations between CEO salary, net profit margin, 
common stocks outstanding, book value per common stock, and 
market value per common stock were characterized as moderate 
ratios. That is, the correlations were .381, .474, .535, and .655, re-
spectively. Similarly, in CEO role companies, the correlations be-
tween CEO salary, net profit margin, common stocks outstanding, 
book value per common stock, and market value per common 
stock, were characterized also as moderate ratios. That is, the cor-
relations were .490, .414, .440, and .383, respectively. Thus, these 
results had shown that earnings related variable such as, net prof-
it margin and market price of the stock had consistently influ-
enced CEO compensation, under both roles.  

In CEO/Chairman duality role companies, the correla-
tions between CEO bonus, return on equity (ROE), return on as-
sets (ROA), earnings per share (EPS), and cash flow per share, 
were characterized as weak ratios. That is, the correlations were 
.169, .048, .054, and 054, respectively. Similarly, in CEO single role 
companies, the correlations between CEO bonus, return on equity 
(ROE), return on assets (ROA), earnings per share (EPS), and cash 
flow per share were also characterized as weak ratios. That is, the 
correlations were .007, .123, -.007, and .033, respectively. Thus, in 
both types of role, CEO bonus compensation was weakly influ-
enced by assets and earnings related criteria. In CEO duality 
companies, the correlations between CEO bonus, net profit mar-
gin, common stocks outstanding, book value per common stock, 
and market value per common stock, were characterized as good 
to strong ratios. That is, the correlations were .452, .554, .688, and 
.768, respectively. However, it was found that, in CEO role com-
panies, the correlations between CEO bonus, net profit margin, 
common stocks outstanding, book value per common stock, and 
market value per common stock were characterized as moderate 
to good ratios. That is, the correlations were .592, .365, .441, and 
.368, respectively. Thus, these results had shown that companies 
where CEO/Chairman duality role existed had a relatively supe-
rior influence than in companies where CEO single role existed 
towards CEO bonus compensation.  In particular, market value 
per common stock which had a ratio of .768 under CEO/Chairman 
duality role relative to a ratio of .368 under CEO role. As such, it 
had indicated that higher-risk-reward system was placed by the 
board for CEO/Chairman duality position then under CEO stand-
alone position. In addition, increased power under 
CEO/Chairman duality role may also had played an important 
role towards high compensation declared by the board. 

In CEO/Chairman duality role companies, the correla-
tions between CEO total compensation (salary, bonus, and long-
term benefits), return on equity (ROE), return on assets (ROA), 
earnings per share (EPS), and cash flow per share, were character-
ized as weak ratios. That is, where companies had a CEO duality 
role companies, the correlations were .123, -.022, .062, and .035, 
respectively. Similarly, where companies had a single CEO role, 
the correlations between CEO total compensation, return on equi-
ty (ROE), return on assets (ROA), earnings per share (EPS), and 
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cash flow per share, were also characterized as weak ratios. That 
is, in CEO role companies, the correlations were -.03, .082, -.007, 
and .005, respectively. As such, under both roles, it had shown 
that CEO total compensation as a single total compensation statis-
tical model amount cannot be interpreted accurately using ac-
counting performance as an independent variable, as it had pro-
vided conflicting results relative to results obtained under salary 
and bonus statistical models. In CEO duality companies, the cor-
relations between CEO total compensation, net profit margin, 
common stocks outstanding, book value per common stock, and 
market value per common stock were characterized overall as 
moderate to strong ratios. That is, the correlations were .484, .537, 
.688, and .741, respectively. Similarly, where companies had a sin-
gle CEO role, the correlations between CEO total compensation, 
cash flow per share, net profit margin, common stocks outstand-
ing, book value per common stock, and market value per common 
stock were characterized as moderate to good ratios. That is, the 
correlations were .640, .495, .572, and .425, respectively. Relatively, 
under CEO total compensation statistical model, CEO/Chairman 
duality role had again demonstrated high compensation due to 
additional powers its hold.  
 

5  CONCLUSION 
Overall, under both respective CEO/Chairman duality and CEO 
roles, it was found that there was a relationship existed between 
CEO salary, CEO bonus, CEO total compensation, and accounting 
performance. Under both roles, it was found that there were weak 
correlations existed between CEO salary, CEO bonus, CEO total 
compensation, return on assets, return on equity, earnings per 
share, and cash flow per share. However, under both roles, the 
correlations between CEO salary, CEO bonus, CEO total compen-
sation, net profit margin, common stocks outstanding, book value 
per common stock, and market value per common stock were 
ranged from moderate to strong ratios. As such, under both roles, 
the extent of correlations between CEO compensation and ac-
counting performance had depended on the particular variable 
used. Overall, it was found that, companies where CEO/Chairman 
duality role existed had received high compensation then under 
single CEO role. 
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7  APPENDIX 

 
Operational Hypothesis Statement  
H0: There is no relationship between CEO compensa-

tion, and CEO and CEO/Chairman duality roles, 
using accounting performance as independent 
variable? 

H1: There is a relationship between CEO compensa-
tion, and CEO, and CEO/Chairman duality roles, 
using accounting performance as independent 
variable? 
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To address this Operational Hypothesis Statement, sepa-
rate models were developed for each dependent variable: 
 
Firm performance 
Salary:  
Y1=c+ B1X1+B2X2+B3X3+B4X4+B5X5+B6X6+B7X7+B8X8 +ϵ  
Bonus:  
Y2=c+ B1X1+B2X2+B3X3+B4X4+B5X5+B6X6+B7X7+B8X8+ϵ  
Total Compensation: 
Y1=c+ B1X1+B2X2+B3X3+B4X4+B5X5+B6X6+B7X7+B8X8 +ϵ  
(Y1=Salary; Y2=Bonus; Y3=Total Compensation; c=constant 
predictor; B1=influential factor for ROA; B2=influential 
factor for ROE; B3=influential factor for EPS; B4=influential 
factor for CFPS; B5=influential factor for NPM; 
B6=influential factor for CSO; B7=influential factor for 
BVCSO; B8=influential factor for MVCSO; and ϵ=error).  
Let X1=Value of ROA; X2=Value of ROE; X3=Value of EPS; 
X4=Value of CFPS; X5=Value of NPM; X6=Value of CSO; 
X7=Value of BVCSO; B8=Value of MVCSO 
All six models assumed to have a confidence level (α) of 
5%. 
 
 
 
 
 

 


