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Abstract

Exploring directly the influence of CEO compensation, environmental, social, and governance disclosure on firm value and
exploring indirectly through integrated reporting is the aim of this research. All Asian companies that have registered
accounts in the database of integrated reporting examples make up the study's population. The study observes data from
2019 to 2023. Based on the data obtained and after going through the sample selection process, a total of 225 data points
were analyzed. A tool for data analysis used is WarpPLS version 7.0. The study's findings indicate that CEO compensation,
environmental, social, and governance disclosure directly affect firm value. Indirectly, integrated reporting disclosure
mediates the influence of environmental, social, and governance disclosures on firm value. However, integrated reporting
does not mediate the effect of CEO compensation on firm value. The R-squared value for the direct effect is very low, at
only 4%. The practical implications of this research highlight the importance of integrated reporting disclosure,
environmental, social, and governance disclosures, and CEO compensation in influencing firm value, as disclosure
enhances the company's image among stakeholders. Additionally, disclosure can serve as an indicator of the company's
sustainability performance in implementing strategies or policies, including those from regulators.
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1. Introduction

The International Monetary Fund (IMF) has released its latest economic report, which revised up its 2023 global
economic growth projection to 3.1% from the previous projection of 2.9%. This economic growth remains relatively low,
still below the average economic growth in 2000-2019, which was at the level of 3.8%. Amidst weakening global economic
growth, the region of the Asia-Pacific is considered better than developed countries. This is because the economic growth
in Asia-Pacific is expected to be more stable, while developed countries have experienced a deeper slowdown.
Additionally, the Asian region is a key driver of the global economy, and its role is becoming increasingly important.
Therefore, to attract investor interest in companies going public, these companies must demonstrate their value through
good corporate governance and performance.

According to Fama [1] the value of a company is reflected in its share price. A high stock price indicates a high
company value, whereas a low stock price indicates the opposite. Companies can attempt to enhance their value by
providing positive signals to investors, encouraging investment. These signals can take the form of good news or
information, such as increased sales, a higher number of company assets, increased profits, and strong financial
performance, all of which are reflected in the company's financial statements. Currently, investors are becoming more
discerning in their investment decisions; they not only analyze financial reports but also study non-financial reports,
including sustainability reporting, corporate governance reporting, and corporate social responsibility reporting. However,
not all companies in Asia present integrated reports that combine financial and non-financial information. Integrated
reporting (IR), developed by the International Integrated Reporting Council in 2013, refers to reports that integrate both
financial and non-financial data [2]. But until now, not all companies have implemented IR. South Africa is the only
country that obliges every company to implement IR [3].

According to 1IRC [2] the goal of IR is to provide insight into the relationships and resources that the organization uses
and is impacted by, collectively known as capital in the conceptual framework of integrated reporting. Even though IR has
benefits, there are two different views on IR. According to Lee and Yeo [3], one view explains that IR can provide
complete information so that information asymmetry can be reduced; this can later increase firm value. This view further
explains that IR can provide benefits for companies and stakeholders. This is in accordance with studies [4, 5]. Meanwhile,
another view explains that IR is a burden that must be borne by the company because the information provided by the
company helps competitors read the company's strategy, which can impact the company's value negatively. This view
supports a study by Landau et al. [6] which provides an explanation that market value is negatively affected by IR.

The explanation above indicates that the study of IR still requires further exploration. Regarding the implementation of
IR, this may depend on the policies issued by the Chief Executive Officer (CEQO), because the CEO has duties and
responsibilities in developing the company. If the manager does not maximize the company’s value, the CEO can provide
input to the manager because one of the CEQO's tasks is to evaluate the manager's tasks. One of the inputs that the CEO
gives to managers is to implement IR. IR is believed to be capable of increasing a company's value [3]. The management
makes decisions regarding the application of IR. The CEO only offers advice to the manager. On the other hand, the CEO
has a claim to payment from the business. The CEO's salary impacts strategic choices, which can, therefore, influence the
company's value. This is in accordance with Park and Byun [7] and Velte and Stawinoga [8], which clarify the favorable
association between manager compensation and business value. However [9] stated a different matter, CEO compensation
and firm value had no effect.

In addition to CEO compensation, there are non-financial factors that can impact firm value, namely other company
reporting disclosures. These disclosures are considered important because including and using ESG performance in
company management strategies can attract investment and increase company value Habib [10] and Rezaee [11]. This
explanation is confirmed by Eccles et al. [12], that in order for businesses to draw in long-term investors, ESG data must be
disclosed to stakeholders.

In addition, Rezaee [11], Malik [13] and Eccles et al. [12] also explained that analysis of ESG provides an overall
view of potential environmental and social risk areas. It also offers opportunities for companies in changing markets
quickly. Companies that concentrate on investments in ESG can reduce costs, increase productivity, reduce potential risks,
provide opportunities to generate income, and increase revenue and long-term sustainability. This is in accordance with the
study Siew et al. [14] which explains that non-financial reporting has an effect on the financial performance of construction
companies. Likewise with Habib and Mourad [15], Ademi and Klungseth [16], Ahmad et al. [17], Adegbite et al. [18],
Zhao et al. [19], Hu et al. [20], Qiu et al. [21], Han et al. [22] and Barnett and Salomon [23] which asserts that financial
performance and ESG disclosure are positively correlated, so that it can provide benefits to decision makers, companies,
and managers. However, studies Wasiuzzaman et al. [24], Chen et al. [25] and Smith et al. [26] demonstrate the link
between environmental disclosure and poor financial results. Likewise with Velte [27], Sassen et al. [28] and Elsayed and
Paton [29] which stated that there was no significant impact of ESG disclosure on Tobin's Q.

Based on the previous elaboration, studies related to this matter are still important to explore. The research attempts to
answer whether CEO compensation, environmental, social, and governance disclosures affect company value, either
directly or indirectly through IR.

2. Literature Review
2.1. Stakeholder Theory

The pioneers of stakeholder theory are [30]. Stakeholder theory explains that a standing company must share benefits
with all its stakeholders because companies operate not only to fulfill their own interests. Stakeholder theory emerged to
understand and fix problems. Therefore, companies need support from stakeholders to maintain their existence. When a
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company discloses information through non-financial reports, such as social and environmental responsibility, stakeholders
are considered the main focus in order to maintain the relationship between stakeholders and the company. This is in line
with Hill and Jones [31] which explains information that must be received in the relationship between stakeholders.
Likewise, [32] who managed to provide evidence, companies must try and be serious in building and maintaining these
relationships, because they are social and environmental elements of the company. Stakeholder theory argues that corporate
social responsibility practices can help organizations improve their relationships with stakeholders [33-35].

2.2. Signaling Theory

The purpose of company reports is to provide information related to the activities of companies and to send signals to
stakeholders about other aspects, such as the company's concern for the surrounding environment, social responsibility, and
so on. These signals are expected to be positively received by the market. In turn, they influence the market performance of
a company, which is reflected in the company's stock price. Thus, signal theory emphasizes that companies are likely to
present more complete information to gain a reputation and, consequently, better profits than companies that do not
disclose such information. This transparency can attract investors. Investors require complete and accurate information to
make informed investment decisions. Pragmatic accounting theory underpins signaling theory. The disclosure of non-
financial reports is one of the signals conveyed by companies. The disclosure of non-financial reports is expected to result
in changes in the company's stock price.

2.3. Direct and Indirect Effects of CEO Compensation on Firm Value

Stakeholder theory provides an explanation that companies operate not only to fulfill their own interests. So they need
support from their stakeholders. For this reason, the company must provide information to stakeholders, which can later be
used as the main consideration in order to maintain the relationship between stakeholders and the company. The
information provided is not only in the form of financial reports but also in non-financial reports. This information is
expected to provide a signal to stakeholders to make investment decisions. The information submitted by the company
depends on the company's management policy. This is in accordance with Simnett and Huggins [36] which explains that
managerial decisions affect company performance. Meanwhile, the decision quality taken does not only depend on the
ability of the company's management. Compensation given to management also affects decision-making. In turn, it will
create value for shareholders. The indication is in accordance with Park and Byun [7] explaining that manager
compensation positively affects company value. Likewise with Velte and Stawinoga [8] found that CSR positively affects
financial performance, which is more prominent due to CEO power.

Indirectly, the effect of CEO compensation and firm value can also be mediated by corporate reporting. The reporting
that combines financial and non-financial information is called IR. IR is believed to provide company information, both
financial and non-financial, which is used as a signal for its stakeholders, potentially leading to an increase in company
value. This explanation is in accordance with Shim and Kim [37], which explains that the SOX Law has an impact on
reliable financial reporting because it requires a stronger internal control system that it encourages CEOs to increase
shareholder value. Therefore, in implementing integrated reporting, a reliable financial reporting system can be a proxy.

Then the hypothesis is:

H:: CEO compensation has a significant effect on firm value.

Hy: The effect of CEO compensation on firm value is mediated by integrated reporting.

2.4. Direct and Indirect Effects of Environment, Social, and Governance Disclosure on Corporate Values

Companies are encouraged to perform financial reporting. This financial reporting includes not only financial reports
but also non-financial reports. The market is increasingly paying attention to environmental issues, prompting companies to
disclose environmental information that can signal their commitment to stakeholders. Publishing ESG reports enhances the
company's accountability and positively influences investor and stakeholder perceptions. According to stakeholder theory,
high compliance with environmental disclosure requirements improves the company's reputation, which is associated with
increased efficiency. Consequently, this leads to better environmental sustainability performance [38] and can ultimately
increase company value. Additionally, disclosing environmental information through IR can further enhance company
valuation, as IR includes environmental data that contributes to the overall perception of the company's value.

Social performance reflects how and to what extent a company has translated its social objectives into practices. The
theoretical framework used to determine the association between ESG and social sustainability performance is stakeholder
theory, which aims to provide signals to its stakeholders. A company integrates ESG into its operating policies and
practices to achieve or sustain legitimacy. They recognize that conforming to stakeholder norms and expectations will
result in better access to resources. Having good relationships with various stakeholder groups can improve long-term
social sustainability performance by helping to develop and maintain valuable intangible assets [38], which can later
increase corporate value.

In addition, a company is also encouraged to disclose governance information because, currently, the market is paying
more and more attention to governance issues. Therefore, companies must carry out organizational transparency. It is
related to shareholders and the board of directors, compensation of executives, and diversity of the board. Voluntary
issuance of ESG reports, in addition to their mandatory financial reports, can reduce information asymmetry and lessen
investors' and stakeholders' positive perceptions of corporate accountability. Based on stakeholder theory and to provide a
signal to its stakeholders, the more transparent and accountable the company, the higher the compliance with governance
disclosures. It can improve the company's reputation, which is associated with high corporate efficiency, thereby increasing
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its governance performance, which has an impact on firm value. This explanation is used as the basis for building a
hypothesis, so the hypothesis is:

Hs: Environment disclosure has a significant effect on company value.

Ha: The effect of environmental disclosure on firm value is mediated by integrated reporting

Hs: Social disclosure significantly affects firm value.

He: The effect of social disclosure on firm value mediated by integrated reporting.

H7: Governance disclosure significantly affects on firm value.

Hs: The effect of governance disclosure on firm value is mediated by integrated reporting.

3. Method

This type of research is quantitative; secondary data is used as a source of information. The secondary data was
obtained from Bloomberg (www.bloomberg.com). All go-public companies located in Asia are used as research objects.
However, the sampling process uses predetermined criteria, namely, go-public companies registered in the integrated
reporting database (https://fexamples.integratedreporting.org/ir-reporters/?app_region=24), and provides complete data
successively from 2019 to 2023. WarpPLS is used as a data analysis tool. Testing the goodness of fit of the structural
model is one of the stages used in testing the hypothesis.

Measurement of each variable of CEO compensation, environmental disclosure, social disclosure, governance
disclosure, IR, and company value proxied by Tobin's Q is: for CEO compensation, it is measured by using the natural
logarithm. It is the total annual salary plus bonuses earned in the fiscal year Javeed and Lefen [39] and Shim and Kim [37].
The variables of environmental disclosure, social disclosure, and governance disclosure are based on scores obtained from
Bloomberg [40]. Environmental disclosure is measured from environmental data, taking into account various inputs
including emissions, materials, and water pollution [40]. The social disclosure score is used to measure social performance.
These data include employee policies, products, and social impacts [40]. Data containing information, among other things,
about the structure and operations of the board, executive salaries, and board committee activities are used to measure
governance disclosure [40].

The IR is measured by a measurement index by assigning a score, which is the proportion of disclosed items in the IR
divided by the total items in the IR. Firm value is proxied by Tobin's Q. The formula is (MVS + D) / TA [41]. MVS is the
market value of all outstanding shares, calculated as the company's share price multiplied by the number of outstanding
shares. TA represents the company's total assets, and D is the company's total debt.

4. Results and Discussion

Data that passed the selection to be used as research samples totaled 225 observational data points. The data were
obtained from companies registered in the integrated reporting database (https://examples.integratedreporting.org/ir-
reporters/?app_region=24). The years of observation for the data used are 2019-2023. To process the data for analysis of
research findings using WarpPLS, the processing results of the tool are presented in Table 1.

Table 1.

Goodness of fit model struktural.
Criteria Parameter Annotation
APC 0.229 P<0.001 Accepted
ARS 0.512 P<0.001 Accepted
AARS 0.501 P<0.001 Accepted
AVIF 1.319 Ideally
GoF 0.716 Large
SPR 0.778 Accepted
RSCR 0.961 Accepted
SSR 0.889 Accepted
NLBCDR 0.778 Accepted

Source: Processed secondary data, 2024.

APC value is 0.229 with a P value < 0.001 according to fit criteria < 0.05, so it is said that this result is accepted
because it meets the established fit criteria. The Average R-squared (ARS) value is 0.512 with a P value < 0.001, indicating
that the result is accepted. Similarly, the Average Adjusted R-squared (AARS) is 0.501 with a P value < 0.001, which,
according to the criteria of p < 0.05, means that this result is accepted. The Average block VIF (AVIF) value shows a result
of 1.319, with fit criteria accepted if <= 5, and ideally if <= 3.3, indicating that the result is ideally acceptable. The
Tenenhaus GoF (GoF) value in this model is 0.716, with fit criteria classified as large (>= 0.36), since the value exceeds
this threshold. The R-squared contribution ratio (RSCR) value is 0.979, with fit criteria accepted if >= 0.9, and ideally if
equal to 1, so this result is accepted. The following is the result of research data processing, which can be indicated in
Figure 1.
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Figure 1.
Research result.

Figure 1 shows that firm value is affected by CEO compensation, meaning that firm value will increase if CEO
compensation is high, and vice versa, firm value will decrease if CEO compensation is low. This argument is in accordance
with Simnett and Huggins [36], which states that managerial decisions can affect company performance. This means that
quality managerial decisions do not only depend on the capability of the company’'s management, but compensation will
stimulate the CEO to make the right decisions to create shareholder value. This aligns with stakeholder theory, which states
that companies must provide information to their stakeholders because companies cannot operate without stakeholders. The
information submitted by the company is expected to signal to its stakeholders. This study is in line with Park and Byun
[7], which in their study stated that there was an effect of manager compensation and company value. Likewise, [8] his
study states that there is an influence between CSR and positive financial performance that is more prominent by CEO
power. However, the results of this research are not the same as the study by Basuroy et al. [9], which states that CEO
compensation has no effect on firm value.

While CEO compensation can also be indirectly related to firm value, this relationship is mediated by IR. IR is a tool
that integrates multiple reports involving organizational strategy, governance, performance, and prospects. It operates
within the context of the external environment, contributing to value creation in the short, medium, and long term. The
relationship between CEO compensation and firm value can be mediated by IR, aligning with signaling theory. IR serves as
a signal from the company to its stakeholders, providing information that assists in investment decision-making. It reduces
information asymmetry between principals and agents, supporting [37] empirical evidence indicating that CEO
compensation largely influences market-based performance in the pre-SOX period. This study confirms the impact of the
Sarbanes-Oxley (SOX) Act, which mandates a stronger internal control system and reliable financial reporting.
Consequently, a framework exists linking CEO compensation to corporate value, mediated by stronger internal controls
and a reliable financial reporting system.

This study also shows that non-financial reporting, including environmental disclosure, social disclosure, and
governance disclosure, also has a direct impact on company value and indirectly through IR. This means that the
importance of non-financial reporting is to increase company value. Stakeholders, especially investors, are becoming
smarter and more discerning in making investment decisions. The basis for their decision-making is not only based on
financial reports but also on non-financial reports disclosed by companies, including environmental disclosures, social
disclosures, and governance disclosures. This explanation is in accordance with Siew et al. [14] that non-financial reporting
has an impact on company performance. The results of this study are the same as Habib and Mourad [15], Ademi and
Klungseth [16] and Ahmad et al. [17] which state that ESG disclosure affects the financial performance of a company.
Moreover, this explanation also supports stakeholder theory and signaling theory. Stakeholder theory explains that
companies cannot operate in isolation; therefore, companies must provide information to their stakeholders. The
information conveyed by the company is used as a corporate signal for its stakeholders, and it is hoped that, with the signal
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given by the company, the market will react in a way that can increase the company’s value. However, the study is not the
same as Velte [27], Sassen et al. [28] and Elsayed and Paton [29], which state that ESG performance has no effect on firm
value. It is proxied by Tobin's Q.

4. Conclusion

This study emphasizes the importance of non-financial reporting in enhancing company value. Whether directly or
indirectly, disclosures related to the environment, social issues, governance, and CEO compensation can influence a
company's value. Indirect effects occur through investor relations, where these disclosures impact perceptions and decision-
making. Consequently, all companies should prioritize non-financial reporting, as it significantly affects company value.

The R-squared value in direct testing is very low, at only 4%, which is a limitation of this study. Suggestions for
further research include modifying the research model and, if necessary, adding moderating variables such as national
culture, since each country has a different culture in implementing IR. Additionally, analysis tools can be developed using
SEM to obtain better results. The practical implications of the study for companies emphasize the importance of non-
financial reporting to reduce information asymmetry, thereby providing signals to stakeholders that can help increase
company value. For regulators, this research can contribute ideas for formulating policies to improve the non-financial
reporting of companies in Asia.
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