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Determinants of Acquiring CEOs’ Post-Acquisition Compensation
Student : Yu-chiao Lo Advisor : Jane-Raung Lin
Graduate Institute of Finance

National Chiao Tung University

Abstract

This study explores the determinants of executive compensation changes after
acquisitions. 1 employ panel data regression models with control of
industry-level and time-specific fixed,effects to evaluate the change of CEOs
compensation subsequent’“to aequisitions.»Through the pay-performance
sensitivity analysis, this'study finds that CEOs can earn more if the acquisition
is successfully completed (regardless--of firm performance. Further, bid
characteristics also matter: Acquiring firms'with the assistance of advisors or
having smaller relative deal size are more likely to compensate their CEQOs
more incentives. Finally, corporate governance mechanism plays a vital role in
aligning managers’ and shareholders’ interests. In particular, acquiring firms
that completed successful deals but with poor performance afterward may
compensate their CEOs less if they have strong corporate governance

mechanism.

Key Words: Acquisition; CEO Compensation; Bid Characteristics; Corporate

Governance; Firm Performance.
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l. Introduction

The separation of ownership and control has long been recognized as the source of
the agency problem between executives and shareholders since the publication of
Jensen and Meckling (1976). A vast of academic literature has focused much attention
on how managerial ownership and compensation design can effectively align manager
and shareholder interests. As new incentives instruments increase, the compensation
structure of top executives leads to many empirical studies that examine how the
payment method relates to firms’ performance, and how CEOs’ attitude toward
undertaking significant corporate resource allocation. This paper explores whether top
managers’ compensations have impact on their decision to make large external
investments, that is, acquisition. As Moeller, Schlingemann, and Stulz(2005) report,
acquisition decisions may be the most important corporate resource allocation plans
that managers make and may generate potential large destruction to firm shareholders,
it is necessary to understand top executives’,incentives in acquisition activities. If
CEOs receive unreasonable paynient after acquisitions, the shareholders’ rights and
firm values may be unpleasantly influenced. Thus,7this study aims to investigate
CEOs post-acquisition compensation change,-including: different factors such as firm
performance, deal characteristics; and-Corporate-governance.

CEOs pay-performance sensitivity.has been widely documented in many researches.
Datta, Iskandar-Datta, and Raman(2001) indicate that a strong positive relation exists
between acquiring CEOs’ equity-based compensation and merger performance.
Harford and Li (2007) find that managers are financially better off from making
acquisition decisions. However, only few studies discuss the differences in
pay-performance between successful and withdrawn bids. Thus this study divides the
acquisition deals into two groups: one is successfully completed transaction, and the
other is the deals that are finally withdrawn by the acquiring firms.

Next, bid characteristics include the unique features of every acquisition. This study
investigates the effect of cash payment, the use of advisors, and relative acquisition
size on CEOs compensation subsequent to acquisitions. As examined in
pay-performance sensitivity, this study also investigates the interactions between bid
characteristics and the status of an acquisition. How different the successful and
withdrawn deals behave in compensating their CEOs is studied in this paper.

Besides, this study focuses on the corporate governance mechanism. We employ
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G-index, which is constructed by Gumpers, Ishii, and Metrick (2003), to proxy for
corporate governance. It is an important factor to examine the incentive alignment
theory between shareholders and managers. Garvey and Milbourn (2006) further show
that only firms with weak shareholder protection exhibit strong asymmetry in
compensation benchmarking. And literatures also report that firms with weaker
corporate governance mechanism are prone to suffer larger losses from an acquisition
announcement. These arouse the interest of this study to make further research to
investigate whether the corporate governance mechanism provides sufficient
protection for shareholders and thus effectively supervise their CEOs.

The estimation results present several significant indications. First, acquiring
CEQ’s payment is more affected by firm’s negative return. That is, if the acquiring
firm has poor performance, its CEO suffers losses in compensation. Further, for
successful acquisitions, CEOs can earn more regardless of the performance of the
acquiring firms. In this situation, acquiring firms award CEOs for their outstanding
performance in the acquisition bid,

Moreover, the bid characteristics ishow significant-impact on CEOs compensation.
In a successful and cash payment acquisition,: CEOQs.earn less. The similar result
appears in the withdrawn and-cash, payment deals. CEOs are more likely to suffer
compensation losses if the acquisition’payment1s totally in cash. The use of advisors
also enhances CEOs post-acquisition-payments. The assistance of professional
advisors contributes to better evaluation for conducting an acquisition. CEOs may
earn more incentives for making the decision to consult advisors. The last bid
characteristic, relative acquisition size, implies that larger relative acquisition size
more likely results in acquisition withdrawn. CEOs, especially in successful
transactions, may suffer payment declines when the price of acquisition is much
higher compared to the acquiring firms’ market value.

Finally, this study verifies that corporate governance has significant impact on
CEOs’ post-acquisition compensation. For successful acquisitions with poor
performance, CEOs earn less if the acquiring firms have strong corporate governance
mechanism. Therefore, in this situation, corporate governance aligns CEO’s and
acquiring firm’s interests, which is consistent with previous corporate governance
literatures.

The remainder of this paper is organized as follows. Section Il describes the



literature review for managerial compensation and builds the hypotheses. Section Ill
presents the sample selection process, descriptive statistics, and design of empirical
models. Section IV summarizes the estimation result and examines the developed
hypotheses. In Section V, robustness check and present the regression result are
presented. Section VI concludes the findings in this study and suggests further

research directions.

Il. Literature Review and Hypothesis

After Jensen and Meckling (1976) present that the separation of ownership and
control leading to many potential conflicts of interest between shareholders and
corporate managers, many literatures have focused much attention on how to reduce
agency costs and align managers’ and shareholders’ interests. The explosive growth in
the grants of equity-based incentives (option and restricted stock grants) to corporate
managers (Murphy (1999)) has motivated extensive studies of the payment structure
of corporate CEOs. Defusco, et al,«(1990) report that the adoption of executive stock
options induces an increase in the’managerial risk-taking and transfers in wealth from
bondholders to stockholders. Yermack(1995)“analyzes.stock option awards to CEOs
and indicates that companies=tend to provide greater=incentives from stock options
when their accounting earnings Contain large-amounts.of noise.

In addition to the change in the payment-structure, the relation between managerial
incentives and corporate acquisitions has long been an issue for research. Since
corporate acquisitions are among the largest investments and can lead to heightened
conflicts of interest between managers and shareholders, many researchers design
various models to estimate the manager pay-performance sensitivities after acquisition
activities. Datta, Iskandar-Datta, and Raman (2001) report a strong and positive
relation existing between acquiring managers’ equity-based incentives and acquisition
performance. Bliss and Rosen (2001) show that CEOs’ wealth and compensation
usually increase after a large bank acquisition, even though the acquirors’ stock price
suffer from declining. Masulis, et al. (2009) examine how divergence between insider
voting and cash flow rights affect managerial extraction of private benefits of control.
They discover that as the divergence widens, CEOs receive higher compensation and
managers make shareholder value-destroying acquisitions more often. This study

includes three determinants that may have impact on CEOs’ post-acquisition



compensation. The first determinant is firms’ performance subsequent to acquisitions.
To further investigate post-acquisition pay-for-performance sensitivities, Harford and
Li (2007) explore how compensation policies following mergers affect a CEO’s
incentives to pursue a merger. Their results show that acquiring CEO’s pay and
overall wealth become insensitive to negative stock performance, while it rises in step
with positive stock performance, after conducting an acquisition. Comparing to taking
major capital expenditures, CEOs are more rewarded to undertake acquisitions.

This study examines whether acquiring CEOs’ compensation are sensitive to stock
performance after an acquisition. Are CEOs unaffected from companies’ poor

performance? The answer to this doubt leads to the first hypothesis:

(H1) Acquiring CEOs’ compensation are aligned with acquiror’s post-acquisition
performance. CEO earn more when the acquiring firm performs well, otherwise,

CEOs suffer decline in compensation as punishment of poor performance.

If hypothesis 1 is accepted, CEOs-need to take,theresponsibility of the acquisition.
If the performance is good, CEOsicanearn'mare. Otherwise, CEOs suffer declines in
compensation. This implies that the alignmentiof CEOs’ and shareholders’ interests
exists, which is consistent with many corporate governance literatures.

In addition to acquiring firm’s ¢post=acguisition performance, the status of an
acquisition also matters when it comes to compensating CEOs. Many literatures
address the research of successfully completed transactions but only few studies focus
on withdrawn acquisitions. This study includes both successful and withdrawn
acquisitions to make comparison and analysis. Previous studies indicate that managers
are more likely to withdraw acquisitions that generate less favorable market reactions.
(Luo(2005), Chen, Harford, and Li(2007), Paul(2007)). Masulis, et al. (2009) present
that acquiring firms with higher leverage are less likely to withdraw their proposed
deals. However, they do not assess the impact on CEQO’s compensation. In
withdrawn deals, CEOs may be punished for poor leading skills, or CEOs may be
unaffected since the withdrawn deals prevents the acquiring firms from great amount
of payment. On the other hand, does a successful acquisition promise the awards for
managers? Or does the extra cost of acquisition fee limit the CEOs’ compensation?

Accordingly, the second hypothesis investigates whether the deal status (Successful



or Withdrawn) of acquisition have impact on CEO incentives:

(H2) CEOs that complete successful acquisitions receive more incentives as their
rewards for accomplishing a deal, while the CEOs compensation in withdrawn

acquisitions is unaffected by the status of a deal.

Hypothesis 2 provides an assumption that CEOs’ compensation will increase after
successful acquisitions, but are not affected if the acquisitions are withdrawn.
Although in withdrawn cases, CEOs may be punished for poor leading performance,
the acquiring firms simultaneously prevent a large amount of payment, which may be
an increasing factor of CEOs’ payment. Thus this study suggests that CEOs’
compensation is not affected if the acquisitions are withdrawn.

Many academic researches show that bid characteristics play an important role in
acquisition assessment. Hayward (2002) employs different bid characteristics, such as
relative acquisition size, contested bid;-cash-payment, and use of advisor, to examine
whether acquisition experience eontributes to the:follewing acquisition performance.

To further investigate the-factors that may affect CEOs compensation in an
acquisition situation, this study‘includes-cash payment,-the use of advisor, and relative

deal size as the bid characteristics.variables to generate the following hypotheses:

(H3.1) Cash payment acquisitions have negative impact on CEO incentives. CEOs
receive less compensation after the acquisition if the payment method is merely in

cash.

Cash payment acquisition is defined as the acquisition that provides 100% cash
offer to the target firm. If the method of payment includes stock payment or a
combination of cash and stock, then it is not categorized as Cash Payment. Loughran
and Vijh(1997) suggest that stock financed acquisitions generated significantly lower
returns than cash financed ones. However, this study focuses on the substantial cash
outflow in acquisition deals, which may negatively affect CEOs’ compensation. The
hypothesis 3.1 thus presents a negative relation between cash payment and CEOs’

compensation.



(H3.2) The use of advisor helps increasing CEO compensation since the advisors can
provide professional assistance and enhances the feasibility and profitability analysis

when undertaking an acquisition. These may generate the more incentives for CEOs.

Hypothesis 3.2 shows the use of advisor may enhance CEOs’ compensation. Since
hiring professional advisors generally provide the acquisition with better and
facilitated evaluation, acquiring firms may award CEOs for making the decisions of
using advisors. Thus the hypothesis suggests a strong positive relation between CEOs’

compensation and the use of advisor.

(H3.3)Relative deal size is negatively related to CEO payment. Since the
disgorgement of acquiror’s fund may be unbalanced, the larger the relative

acquisition size, the fewer the CEOs compensation.

Relative deal size is the final purchase price-of the acquisition as a percentage of
the market capitalization ofsthe—acquiring \firm*, at the time of acquisition
announcement. Thus, relative-dealvsize counters for the importance of the deal. If
the relative size ratio is large,\the, acquiring firm tolerates higher pressure of the
acquisition. In the mean while; thesfund “requirements of acquisitions with high
relative deal ratio may result in<negative<influences on CEOs’ compensation.
Hypothesis 3.3 depicts that CEOs who conduct acquisitions with larger relative deal

sizes may suffer compensation declines.

Moreover, the relation between corporate governance and CEOs compensation has
long been discussed from many literatures. Core, et al. (1999) show that there is an
association between the level of CEO compensation and corporate governance. They
suggest that firms with weaker governance have greater agency problems and CEOs
in such companies may extract greater compensation. Harford and Li (2007) report
similar result that bidding firms with stronger boards retain the sensitivity of their
CEOs’ compensation to poor performance following the merger. Basu, et al. (2007)
point out that top executive pay is higher in firms with weaker corporate governance
mechanism in Japan.

Corporate governance does matter when it comes to executive payment while the



method of corporate governance evaluation varies. Gumpers, Ishii, and Metrick (2003)
construct a broad index, G-index, of antitakeover provisions with five governance
rules (delay, protection, voting, state, and other) for a total of 24 possible provisions.
Higher G-index value represents that the shareholders have lower power in
comparison with managers, and vice versa. This study employs G-index as the proxy
of corporate governance to evaluate the change of CEOs compensation after an

acquisition. Thus, the fourth hypothesis is developed as follows:

(H4) CEOs receive more incentives after an acquisition if the acquiring firms have
higher G-index, that is, with weaker corporate governance mechanism. On the

contrary, acquirors with lower G-index compensate more to their CEOs.

In hypothesis 4, G-index provides the link between corporate governance mechanism
and CEOs’ compensation. Acquiring firms with lower G-index are less likely to
compensate their CEOs with substantial-incentives after the acquisition due to the
better quality of corporate governance mechanism.-On the other hand, acquiring
CEOs can earn more if the acquiring:companies-have higher G-index since CEOs

have much power compared td.shareholdérs” in these situations.

I Sample and Empirical Design

1. Sample Selection

The original sample includes all completed and withdrawn U.S. acquisitions
with announcement dates between January 1, 1993 and December 31, 2006 and
with the deal value over 1 million US dollar as identified from the Mergers and
Acquisitions database of SDC (Securities Data Company). The first step retrieves
45046 successful deals and 4632 withdrawn cases. Since the acquiring firms must
have available accounting information from Compustat, and executive
compensation data from Standard and Poor’s ExecuComp for analysis, this
screening process leads to 5776 successful deals and 410 withdrawn deals,
respectively. This study further omits the repeated deals from the same company
that has the same completed or withdrawn year. That is, if the acquiring firms
successfully complete several deals in the same year, then we exclude the repeated

deals. The final acquisition sample consists of 3725 successful deals and 252
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withdrawn deals.

In addition, this study retrieves the information of G-index from the IRRC
(Investor Responsibility Research Center) database to investigate the relation
between anti-takeover provisions and CEOs’ payoff. The IRRC database
provides annual data for the years 1990, 1993, 1995, 1998, 2000, 2002, and 2004
on corporate antitakeover provisions for about 1,500 firms primarily drawn from
the S&P 500 and other large corporations. After combining the G-index data, the
sample includes 1477 successful deals and 91 withdrawn deals for examining the
sensitivity of anti-takeover provisions and CEOs’ compensation.

Table 1 summarizes descriptive statistics of the sample of 3725 successful bids
and 253 withdrawn deals. Panel A reveals that acquisitions tend to be highly
cyclical and related to business expansion cycle. During the dot-com bubble
period (1997-2000), the number of successful and withdrawn acquisitions both
increased apparently. Companies engaged in acquiring activities thus stimulate
the amount of bids. Particularly—for-withdrawn transactions, in 1999, the
percentage of withdrawn casesyraised drastically*almost twice as much as in the
previous year, which corresponds o 'the explosion period of internet bubble.
Besides, the sample peried| coincides‘with.the aggregate merger wave. Panel B
gives an industry breakdown\of<corporate-acquisitions. The industries with the
largest number of transactions are;business'services, and the percentage is around
15% in both successful and withdrawn samples. This is consistent with the
finding in Bliss and Rosen(2001) that the business service industry experiences

massive consolidation over the sample period.

--- Insert Table 1 Here---

2. Sample Characteristics
In Table 2, panel A reports financial information and CEO compensation
measured both at the fiscal year-end prior to the announcement of acquisitions,
and the year after the acquisition completion. For both successful and withdrawn
deals, the median acquiring firms in the prior year of acquisition announcement
are quite large, with book value of total assets equivalent to 1.145 billion in

successful deals and 1.538 billion in withdrawn deals, respectively. Acquiring



firms also perform well, with averagely high sales growth rate and annual stock
return compared to contemporary market returns. The median value of sales
growth rate is around 12% for both successful and withdrawn transactions. The
stock return prior to bid announcement year are 15.2% and 17.9% in median
values for successful and withdrawn deals, respectively, which are significantly
greater than the market return.

Panel B shows the frequency of bid characteristics for cash acquisition and the
use of advisors. For successful deals, the percentage of cash acquisition is higher
than that of withdrawn deals. Nearly forty-five percent of successful deals in this
sample are 100% cash transactions. The same situation also appears in the second
characteristics, the use of advisors. The percentage of consulting advisors is
slightly higher for acquiring firms that completed successful deals.

In Panel C, the summary statistics of another bid characteristic, Relative
Acquisition Size, is reported. Panel C presents the extreme conditions, 5" and 95"
quantiles, to examine the change of-Relative/Acquisition Size ratio in the sample.
Since the Relative Acquisition Size IS defined\as, the deal value divided by the
market value of the bidders; the ratio repreSentssthe-importance of the deal for the
acquirors. In the 5™ quantile group,-thefe issno significant difference between the
successful and withdrawn cases. However; as the'quantile increases (the relative
acquisition size rises), the ratio”in withdrawn transactions is apparently higher
than in successful deals. The relative size ratio is around 0.3 in withdrawn cases in
median; whereas the successful deals has 0.04 in median value. In 95" quantile,
the relative size ratio in withdrawn deals is three times more than that in
successful cases. The mean value of relative size ratio also shows similar result.
This indicates that in the withdrawn situations, the relative acquisition size is
much higher compared to the successful cases. This corresponds to our intuition
that the company suffers from larger risks when conducting larger acquisition
plans. If the agcuiror has no sufficient preparation or capability, then the deals are

more likely to be withdrawn or halt.

--- Insert Table 2 Here---



Since the relation between CEOs compensation and corporate governance is
another focal point in this study, Table 3 presents the G-index of acquiring firms
for successful and withdrawn deals. Panel A shows the frequency of G-index.
After requiring the G-index data, the sample size shrinks to 1477 and 91 for both
successful and withdrawn transactions compared to original sample. For both
successful and withdrawn transactions, over half of the sample acquirors have the
G-index value in the range from 7 to 10. However, to further analyze the
distribution in withdrawn deals, more acquirors have higher G-index compared to
successful transactions. Nearly 17% of the sample in withdrawn cases have the
G-index over 13, while 12.5% in successful cases. From Gumpers, Ishii, and
Metrick (2003), the higher the G-index, the weaker the corporate governance, so
acquirors with weaker supervising regulation are prone to withdraw acquisitions.

Further, Panel B presents the average return from different G-index level in
successful and withdrawn deals. Following the previous studies (Gompers, Ishii,
and Metrick(2003), Core, Guay,-and Rusticus(2006)), this study separates the
sample into Dictatorship (High G=index) and, Democracy (Low G-index) groups.
The Dictatorship groups indicates that their-managers have strongest power, and
with High G-index (G-index>14), . whereas.the Democracy groups has strongest
shareholder power with Low, G-index (G=index<5). From Table 3, the average
positive return of Low G-index (Democracy) group are both much higher than that
in High G-index (Dictatorship) group regardless of successful or withdrawn cases.
This is in line with the previous literature that companies with higher G-index are
more likely to earn less (Harford, Mansi et al. (2008)). However, due to the
limited withdrawn sample, the results from negative return do not show the

consistency.

--- Insert Table 3 Here---

Empirical Design

This study includes thousands of acquisition deals from different industries and
the sample period is from 1993 to 2006, so the sample data is a combination of
cross-sectional and time-series types. This study employs panel data models to

evaluate the relation between CEOs compensation and firm performance, bid
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characteristics, and corporate governance after an acquisition. To model fixed
effect, in panel data, dummy variables in the OLS model that present the
industry-specific and time-specific fixed effect in the intercept terms are
incorporated. This study employs two-way fixed effect model that both
considering industry and year fixed effect to formulate the following estimation
models. In the next section, panel data set is used to introduce regression models
for evaluating the sensitivity of CEOs compensation with firm performance, bid

characteristics, and corporate governance.

Regression Models and Variable Definition
4.1 Firm Performance and CEO compensation after an acquisition
Equation (1) is the regression model for examining the impact of firm
performance on CEOs’ compensation.
Pay;c = ag + finqustry + fi + B1Sales;; + B,SalesGrowth;; + B3ROA;;
+ B4SucAcq i +9BsWithAcqs 4 B PositiveReturn;;

+ B;NegativeReturn, +{BsSucAcqy;; * PositiveReturn;;

+ BoSucAcqg ;; * NegativeReturn;, +:3,,WithAcq;;
* PositiveReturn{e+ 4 WithAcqj;* NegativeReturn;; + ;¢ (1)

The left-hand-side variable is‘theilogarithm of CEO’s total pays in
company i for year t, and the right-hand-side are the firm characteristics
variables and deal status dummies applied as the independent variables.
This study estimates the model based on panel data set that includes all
ExecuComp firms over the entire sample period. The estimation takes
industry and vyear fixed effects into account to examine both
individual-specific effects and time effects. This study includes 48
Fama-French industry dummies (Fama and French (1997)) to control for
the difference in the demand for managerial talent.

This study expects that larger firm with higher growth opportunities will
demand higher quality managers and thus will offer higher pay. This study
proxies firm size and growth opportunities by logarithm of sales and sales
growth rate respectively. Previous literatures suggest that the level of

executive pay should be an increasing function of firm performance. Thus
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this study employs ROA and the annual stock market return to evaluate the
sensitivity between firm performance and CEO pay. Since the positive and
negative returns may result in different consequence when it comes to CEO
incentives evaluation, this study divides the returns into two categories:
Positive Return and Negative Return. Positive Return (Negative Return) is
the fiscal year stock return from year t-1 to t if the stock return is positive
(negative), and it is set to zero otherwise. This contributes to clarifying the
pay-performance sensitivities. If the coefficient of negative return is
positive, the CEO compensation is accordingly declined with firm
performance.

Moreover, to assess the pay differential that acquiring CEOs realize after
the acquisition, this study introduces the variable Acq to denote the year
after the deal completion year. This study expects that under different
situations, the composition and policy for CEO incentives may differ
accordingly. Thus this study employs-SucAcg, and WithAcq to denote the
year after the completion year of-successful.deals and the withdrawn deals
respectively. That is, SucAcqy; IS equal-to1ifthe company i conducted a
successful acquisition dealthat completed at year t=1, otherwise the value is
set to 0. The same rule applies\to WithAcq ;..

To capture the possible differentialsensitivity of pay to performance for
sample firms after the acquisition in different situations, this study creates
the interaction term of the return variables and the acquisition indicator
variables. The interaction term, SucAcq j; * PositiveReturn;, , for instance,
represents the group of firms that completed a successful acquisition with
positive stock return. Four interaction terms are thus appear in the model
since there are two deal status indicator variables and two return variables.

4.2 Bid Characteristics and CEO Post-Acquisition Incentives

Bid characteristics play an important role in acquisition evaluations. Previous

literatures include bid characteristics to assess the post-acquisition firm

performance. This study further examines the post-acquisition payment sensitivity.

Equation (2) to (4) shows the modification of equation (1) by adding different bid

characteristics into the original regression model.
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Paylt == (XO + findustry + ft + Blsaleslt + staleSGFOWthlt + B3R0Alt
+ B4SucAcq ¢ + BsWithAcq;; + BgCashii_1
+ B7SucAcq i, * Cash,,_, + BgWithAcq j = Cash,,_, +e;; (2)

Payi; = o + finqustry + fc + B1Sales;c + B,SalesGrowth;; + B3ROA;
+ B4SucAcq ;¢ + BsWithAcq;; + BgAdvisor;_;
+ B7SucAcq j; * Advisor,,_, + BgWithAcq i * Advisorj;_,
+ et 3)

Payic = ag + finqustry + fi + B1Sales;; + B,SalesGrowth;; + B3ROA;;
+ B4SucAcq ¢ + BsWithAcq;, + BgRelativeAcqSize;;_¢
+ B7SucAcq i * RelativeSize,,

+ BgWithAcq i * RelativeSize,

+ eyt (4)

The first introduced characteristics variable-in equation (2) is Cash. Cash is a
dummy variable whose valug is equal-to one if the-acquiring firm conducts 100%
cash offer to acquire the target: firm.“If“the” method of payment includes stock
payment or a combination of cash-and:stoek; the Cash variable takes the value of
0. The past research suggests that stock financed acquisitions generated
significantly lower returns than cash financed ones (Loughran and Vijh, 1997).

In acquisition cases, the advisor firms play an important role. An acquiring firm
may lack of acquisition skills and thus use an advisor to assist on the transaction.
For more important deals, acquiring firms are more likely to employ professional
advisor firms to assist them. Thus this study introduces the second indicator
variable, Advisor, to examine whether the use of advisor firms affect CEO
compensation. Advisor is set equal to one if the acgiror uses the advisor service,
and equal to zero, otherwise. Equation (3) presents the regression model that
includes Advisor dummy.

The third deal characteristics variable is RelativeAcgSize. RelativeAcqSize is the
final purchase price of the acquisition as a percentage of the market capitalization
of the acquiring firm at the time of acquisition announcement. For acquiring firms,

RelativeAcqSize counters for the importance of the deal. That is, the higher the
13



RelativeAcqSize ratio, the more important the acquisition. If an acquiring firm
decides to acquire a company that is much bigger than itself, this may arouse the
disgorging issues of firms’ available fund. If the Relative Size is extremely large,
the CEO compensation may be inevitably influenced, both in the composition
structure or the way of payments. Equation (4) consists of RelativeAcgSize for
estimation.
4.3 Anti-takeover Provisions and CEOs Compensation After The
Acquisition
This study further examines the relation between anti-takeover provisions and
CEOs compensation. The boards have the power to decide the structure of CEO
compensation, and even to provide downside protection of CEO when it comes to
unpleasant situations. Therefore this study uses the corporate governance proxy to
investigate the possible changes in CEO compensation after an acquisition. In
previous literatures, many researchers used different proxies for measuring the
level of corporate governance,«Gompers;=Ishii, and Metrick(2003) constructed a
broad index, G-index, of antitakeover provisions using five governance rules for a
total of twenty four possiblewprovisions:”Thesfive governance rules are delay,
protection, voting, state, and, other.-The index employs a point scale from one to
twenty four. For every firmthe index adds one-point for every added provision
that restricts shareholder rights, which-means the managerial power is enhanced.
The index with highest value has the weakest shareholder rights, and the index
with lowest value has the strongest shareholder rights. The G-Index is pervasively
used in measuring the power between shareholder and CEOs, thus this study
employs G-index as corporate governance proxy for the following estimation.
Equation (5) shows the regression model considering corporate governance proxy.
Payic = ag + finqustry + ft + B1Sales;; + B,SalesGrowth;; + B3ROA;¢
+ B,SucAcq ¢ + BsWithAcq;; + BgGIndex;,
+ B7SucAcq j; * GIndex,, + BgWithAcq j; * GIndex;;
+eit (5)

To further investigate the effect of firm performance, this study also includes
the PositiveReturn and NegativeReturn variables to examine the interaction impact
on CEO payoff. Equation (6) includes the both GIndex and the interaction terms.
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V.

Payj = ap + finqustry + fi + B1Sales;; + B,SalesGrowth;; + B3ROA;;
+ B4SucAcq i; + BsWithAcq;; + B¢GIndex;;
+ B7SucAcq j; * GIndex,, + BgWithAcq j; * GIndex;;
+ SucAcq j * PostiveReturn; * GIndex,,
+ SucAcq j; * NegativeReturn;; * GIndex;,
+ WithAcq j; * PostiveReturn;; * GIndex,,

+ WithAcq j; * NegativeReturn; * GIndex,, + ej; (6)

Empirical Results

This study consists of three main regression results for previous estimation
models. Firstly, this study examines the CEO pay-performance sensitivities,
including bidders’ post-acquisition stock performance. And the second model
considering three bid characteristics-inpanel data regressions. Cash payment, the
use of advisor, and relativesacquisition size are\the factors that may affect CEOs
pay after acquisitions. The final part 1 this- section discusses the corporate
governance role in compensating ‘CEQS after an /aequisition. This study employs
G-index to proxy the corporate” ‘governance ‘factor and to investigate how
anti-takeover provisions affect managers>post-acquisition payment.

Changes in CEO Pay-Performance Sensitivity after an Acquisition

The first factor examined is bidders’ post-acquisition performance. Since there
is no reason to believe that compensation will be symmetrically set for positive
and negative performance, | include the dummy variables to distinguish the
relation between CEO wealth and firm performance. In addition, the status of
acquisition also has different impacts on CEO incentives. Whether an acquisition
is successful or is withdrawn may affect the policy or composition of CEO
compensation. Thus Table 4 presents the results of the equation (1).

In Table 4, the first column has the time fixed effect and the second column
includes the industry fixed effect, while the third column has both two-way fixed
effects. As the fixed effect increases, the adjusted R square reaches 0.34 from 0.28,
which symbolizes the increase of explanatory power. Across the three models,

sales and salegrow are positively and significantly related to executive
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compensation. This corresponds to agency theory that the level of CEO pay
should be an increasing function of firm performance. Firms with larger sales and
higher potential to grow are inclined to offer higher compensation for exceptional
managers. Further, to investigate the coefficient of return variables, the result
shows that CEO pay is more strongly related to negative returns rather than
positive returns. Thus CEOs pay is more likely to be lowered after poor returns.
This is line with our intuitive that CEOs will be penalized for poor performance.
The result also matches the hypothesis 1 that acquiring CEOs’ compensation is
aligned with firm performance.

However, the negative coefficient on the interaction of negative post-acquisition
stock returns for successful deals (SucAcq ;; * NegativeReturn;,) indicates that
for successful cases, the acquiring CEO can earn more even the firm suffers from
negative returns. For successful cases, both the positive return and negative return
significantly contributes to CEO pays, which can be regarded as the firms award
their CEQOs for achieve an  acquisition—goal successfully. Nevertheless, the
interaction terms in withdrawn cases do.notishow, significant result compared to

successful deals.

~<2|nsertTable/4 ‘Here---

Bid Characteristics and CEO Pay after the Acquisition

The above result shows that the status of acquisition and the post-acquisition
firm performance has impact on CEO compensation. To further investigate how
other factors may influence CEO pay under the merge situations, this study
employs bid characteristics to examine the sensitivity of CEO post-acquisition
compensation. Three bid characteristics included are Cash, the Use of Advisor,
and Relative Acquisition Size. To examine whether the interactions have any effect
on compensation and wealth changes, equation 2 to 4 are constructed to undertake
panel data regression. In particular, this study also introduces the industry and
year fixed effects to prevent fluctuations. Table 5 summarizes all the regression
result of equation 2 to 4.

As in the above section, the following regression also includes the interaction
term to examine the differences between successful deals and withdrawn cases.

First, the result of Cash regression model shows that no matter in successful or
16



withdrawn cases, the CEO compensation is negatively affected according to the
negative coefficient of the interaction terms (SucAcg*Cash and WithAcg*Cash).
Although the result is not very significant, it still provides the direction of what
will happen to CEO pay if the acquiror decides to conduct a 100% cash
acquisition program. The negative relation between cash acquisition and CEO pay
may result from the fund disgorge effect. If the firm conducts a cash acquisition,
then it needs much fund to pay, which may result in unpleasant decline in CEO
pay. This corresponds to hypothesis 3.1 that cash payment has negative impact on
CEOs payment. However, the acquiror firm may compensate their CEO in another
way, for example, the employee options. Thus the decomposition of these CEO
pay can help to declare the changes in CEO pay after a cash acquisition.

Next, the advisor indicator variable presents a strongly positive relation with
CEO pay, which means that the use of advisor enhances CEQ’s compensation.
The possible explanation is that advisor companies provide sufficient and
professional services during,sthe=-dealing<period, which also intensify the
confidence of the acquiring firm=to make \a ‘'geod deal. This confidence may
become the trigger of paying'more incentives to CEO. No matter the outcome is
successfully acquired or net, the CEQ“will"be compensated from the adoption of
advisors. Hypothesis 3.2 that regards advisor asfositive factor of CEOs payment
is thus accepted.

The third bid characteristic model is to examine the RelativeAcqSize factor. In
Table 4, the significantly negative coefficient shows that the deal size indeed have
impact on CEO pay. As the importance of the deal increases, the supplanting
effect becomes more serious. Relatively larger deals are more likely to be
withdrawn, consistent with the evidence reported by Luo(2005) and Masulis,
Wang et al. (2009). The acquiror needs to offer sufficient fund to complete the
deal but in the meanwhile the acquiring CEO may receive fewer incentives due to
the short of fund. To further investigate the interaction term, the successful deals
with larger relative acquisition size are more likely to decrease their CEO pay,
while the withdrawn cases do not suffer the same consequence. Because the
successfully acquisition results in substantial cost after the acquisition, the impact
on CEO pay is more strong compared to the withdrawn deals. Hypothesis 3.3 that

relative deal size is negatively related to CEO’s compensation is partly accepted in
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the situation of successful deals.

---Insert Table 5 Here---

. Anti-takeover Provisions and Post-Acquisition Pay-For-Performance

The final part of this section discusses the role of corporate governance in
CEOs compensation subsequent to acquisitions. As previously addressed, this
study employs Gumpers, Ishii, and Metrick’s G-index as the proxy of corporate
governance effect and construct equation 5 and 6 to examine the role of corporate
governance. Equation 5 includes only the G-index value and the interaction effect
between the status of bid and G-index. Equation 6 adds positive (negative) return
interaction terms for further investigation.

Since the G-index counts for the power of shareholder, the higher G-index
value implies that the managers can dominate more resources, and they may even
treat themselves with more incentives:~From hypothesis 4, in post-acquisition
period, CEOs from higher ‘G=index  firms ‘are, more likely to earn much
compensation due to the Jackwof strong-supervising power. However, Masulis,
Wang, and Xie(2007) suggest that'the-G-index is related to stockholder reaction of
merger announcements, with higher G=index" firms suffering larger losses on the
announcement of a takeover attempt=Harford et al. (2008) also shows that firms
with weaker corporate governance have lower cash holdings. Though CEOs in
firms with higher G-index have more power to raise their own payoff, they may
face fund shortage problem when their companies are suffering large losses after
an acquisition.

Table 6 summarizes the result of estimation models considering G-index. Model
1, the first column, includes only G-index, without interaction term. It indicates a
negative coefficient on G-index variable. This is contrast to hypothesis 4 that
CEOs earn more if the company has higher G-index. However, this corresponds to
the previous literature that firms with higher G-index may suffer large losses from
acquisition announcement, and thus have negative impact on CEOs compensation.

However, to further check the model 2, the withdrawn deals have no negative
coefficient in G-index interaction term as in successful cases. Since bidding firms

with weak corporate governance are not encountering large losses due to the

18



withdrawn announcement, their CEOs are also prevented from compensation
declines. When it comes to the relation between return and CEO compensation
considering G-index, model 4 shows a complete result. A significant and positive
coefficient in SucAcg*NegRet*GIndex implies that the shareholders’ role is more
important in the acquisitions that are successfully completed but with poor
performance. In this situation, CEOs can earn more if the firm has lower G-index,

that is, shareholders have weak supervising power.

--- Insert Table 6 Here---

V. Robustness Analysis

In this section, robustness tests are designed to investigate more details between
CEO’s payment and related determinants. First, decomposing CEOs’ compensation
and undertaking panel regressions _asjin, previous sections to examine the
pay-performance sensitivities and probable changes of executives’ compensation
structure. Next, to make further research in-bid characteristics, this study introduces
two new indicator variables:=Hostile and Contested to investigate whether CEO’s
compensation is affected by a hostiletakeover-ora competitive bid.

1. Decomposition of CEOs’ Compensation
For better understanding of CEOs’lincentives after a merger, this section
decomposes managers’ compensation into salary, bonus, options, and other
payments and conduct panel data regressions by using the natural log of CEOs’

incentives as the dependent variables.

---Insert Table 7 Here---

In Table 7, model 2 to model 5 present the estimation result. In addition, this
section also uses the percentage change of total payment as the dependent variable.
However the unreported result shows that the explanatory power is too poor and
no significant impact exist. The first column in Table 7 reviews the regression
result from previous section, which uses the logarithm of CEOQO’s total
compensation as the response variable. To compare the explanatory power, Model
4(Option) has the highest adjusted R squares, which is nearly 0.4, where Model
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5(Other Compensation) has lowest explanatory power. Next, the coefficient of
LnSales in each model is significant and positive, which is similar to the
regression result of total payment.

Companies with larger sales are willing to compensate their CEOs in many
payment forms. The ROA also shows significantly positive relation with bonus
and options. This corresponds to previous literatures (Lewellen et al.(1987), Smith
and Watt (1992), Gaver and Gaver(1993), Mehran(1995)) that firms with larger
growth opportunities tend to pay more stock-based compensation to their
managers for the purpose of interests alignment. In successful deals, CEOs receive
positive but not significant excess payment in all forms. However, in withdrawn
cases, CEOs earn less option awards. To check the firm performance variables, the
result reports that negative returns destroy CEOs’ salary, bonus, option, and total
payment as described in the previous section. That is, managers suffer incentive
declines if firms perform poorly. Moreover, the firms that completed successful
deals and with positive return waise~their~CEQs’ bonus and options. The use of
equity-based compensation*s’aimed to Inspire.managers to work hard for firm
performance and future awards: ‘In° withdrawnscases, CEOs receive lower salary
and bonus regardless of the firm performance while option grants to these CEOs
are increasing. However, the\interaction terms“of withdrawn and performance
show insignificant results.

To summarize, Table 7 provides a more sophisticated discussion of CEO’s
pay-performance sensitivity after an acquisition. The result extents the original
model and develops comprehensive analysis of different incentive mechanisms.
More Implications in Bid Characteristics

In addition to the three bid characteristics indicated in previous sections, this
section employs another two indicator variables, hostile takeover and contest bid,
to examine the possible effects on CEOs compensation. Hostile takeover is a
dummy variable set to one when the acquisition is conducted in a hostile manner.
A hostile deal in SDC M&A database is defined as the case that the board
officially rejects the offer but the acquiror persists with the takeover. Contested
bid is also an indicator variable that equals to one if the acquirors encountering
competitors in the process of acquisition, and set to 0 otherwise. This factor is

often found to reduce acquiror return since the price of the target is bid up in these
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situations (Hayward and Hambrick, 1997). In Table 8, panel A shows the
frequency of these two characteristics in the study sample. It is apparent that in
withdrawn deals, the ratios of hostile takeover and contested bid are much higher
compared to those in successful deals. In the case of withdrawn deals, relatively
more transactions have the hostile takeover or competitive bid features. This result
is similar to the study of Kau et al. (2008) and Masulis et al. (2009) that hostile
bids and competitive bids are more likely to be withdrawn.

Next, we conduct similar panel regressions as in the previous section and the
panel B summarizes the result. The positive and significant coefficient of Hostile
variable indicates that CEOs receive more incentives if the acquiring firms
undertake a hostile takeover. However, after considering the acquisition status,
CEOs are not treated indifferently in hostile takeovers. Though the insignificant
coefficients of the interaction terms (SucAcg*Hostile and WithAcg*Hostile) show
weak explanatory power, the result describes that CEOs suffer compensation
losses after a successful and hostile-acquisition., The reason may be that firms start
to encounter problems after‘a hostileracquisition.and thus result in negative impact
on CEOs compensation. In contrast, the~hostile-takeovers that are withdrawn do
not have negative effect on"CEQOs  total’compensation.

Further, Model 3 and Model* 4 provide~the results that contested bids have
positive impact on CEOs’ compensation:TFhough previous literature indicates that
competitive bids are more prone to be withdrawn, the competitiveness
simultaneously implies the possible potential of the acquisitions. If acquiring firms
successfully acquired the bid after competition, the value of the acquisition may
possibly contribute to firm performance, and result in the increase of CEOs’
payment. However, the results are both not significant at all.

To summarize, in comparison with the three bid characteristics, cash payment,
the use of advisors, relative deal size, used in previous sections, hostile takeovers
and contested bid provide less explanatory power in evaluating CEOs’

post-acquisition payment.

---Insert Table 8 Here---
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VI. Conclusion

In their comprehensive examination of CEO pay, Harford and Li (2007) report that
‘CEO’s wealth rises in step with positive stock performance after a merger’, and
corporate governance plays an important role to ‘retain the sensitivity of bidding
CEOs’ compensation to poor performance following the acquisition’. The findings in
this study are similar. After collecting acquisition and CEOs’ compensation data from
1993 to 2006, this study investigate the different triggers that may change CEOs’
payment after mergers.

First this study examines executive pay-performance sensitivity after an acquisition.
The result finds that CEO’s payment is more negatively affected if the acquiring firm
has negative return after the acquisition. This corresponds to our intuitive that CEO
earns less if firm has poor performance. In addition to stock return, this study also
divides the deals into two groups according to their status to distinguish the
differences between successful and withdrawn transactions. The results indicate that
in successful acquisitions, CEQs “Ccan earn me@re payment no matter the firm
performance is good or not. CEOQs may be compensated for their accomplishment to
achieve a successful transaction.

Further, three bid characteristics/ cashy-adviser, and relative acquisition size, are
included to explore the relation between CEOs’ .compensation and the conditions set
in a bid. In successful and cash payment deals, CEOs earn less after the transaction.
The possible explanation is that acquiring firms may have fund shortage after
purchasing a target with cash, thus have a decline pressure on their CEOs’
compensation. On the other hand, CEOs in withdrawn and cash payment cases also
suffers decreasing payment. It may be regarded that the acquiring firm has insufficient
cash to realize the acquisition with cash payment announcement, and this problem
may also have negative impact on CEOs’ compensation.

The use of advisor adds professional assistance for acquiring firms when
conducting an acquisition. The regression consequences present that the use of
advisors enhances CEOs payment regardless of the status outcomes (successful or
withdrawn). Since the adoption of advisors may reflect CEOs decision-making and
leading skills, the acquiring firm may also compensate their CEOs for hiring
professional advisors.

The last bid characteristics regression result show that relatively larger deals are
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more likely to be withdrawn. For acquiring firms with greater relative acquisition size
and successfully completed a deal, their CEOs suffer payment declines. Since the
bidding firm should pay substantial amount for a successful transaction with relatively
larger acquisition size, it may face the fund shortage, and thus decrease CEO’s
compensation.

The final discussed subject in this study is the relation between corporate
governance and CEO’s post-acquisition compensation. Consistent with previous
literature (Masulis, Wang et al. (2007)), firms with weaker governance suffers losses
from acquisition announcement and their CEOs are also more likely to encounter
payment declines. In particular, corporate governance is more important in the
situation that acquiror completes a successful transaction but with poor
post-acquisition performance. CEOs in firms that accomplish successful deals but
result in unpleasant performance are prone to earn more when the corporate
governance mechanism is weak.

This study documents possiblesfactors—that{may affect CEOs’ post-acquisition
payment and complements recent researches of, executive compensation. However,
there are still aspects that are’ deserved further study. One possible direction is to
further investigate withdrawn=cases. Since there are-few literatures discussing the
withdrawn bids, to explore the related«factors'that arouse a withdrawn deal contributes
to making acquisition decisions. " Furthermore, *current compensation schemes of
executives are still inefficient to solve the agency problems. How to align both
shareholders’ and managers’ rights under different acquisition conditions is always an
important issue. Besides, the mechanism to measure corporate governance varies, thus
using different measurements for corporate governance proxies are good methods to
sophisticate this study.

To summarize, this study enhances not only our understandings of the determinants
of executive compensation considering acquisition events, but also highlights the

importance of corporate governance in solving agency problems.
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Table 1: Distribution of Corporate Acquisitions across Time and Industries,

1993-2006.
The sample consists of 3725 successfully completed bid and 252 withdrawn deals with deal value
over 1 million U.S. dollar. The sample period is during January 1, 1993 to December 31, 2006.
The acquirors are listed in Mergers and Acquisitions database from Securities Data Company and
have executive compensation data in Standard and Poor’s ExecuComp database. The industry
classification follows Fama and French(1997).

Panel A: Distribution By Year

Successful Cases Withdrawn Cases
Year Frequency %  Frequency %
1993 136 3.65 10 3.97
1994 203 5.45 12 4.76
1995 224 6.01 18 7.14
1996 265 7.11 21 8.33
1997 277 7.44 19 7.54
1998 311 8.35 16 6.35
1999 328 8.81 32 12.7
2000 314 8.43 45 17.86
2001 256 6.87 19 7.54
2002 267 7.17 10 3.97
2003 286 7.68 14 5.56
2004 276 7.41 14 5.56
2005 306 8.21 11 4.37
2006 276 7.41 11 4.37
Total 3725 100.00 252 100.00
Panel B: Distribution By Industry

Industry Frequency %  Frequency %
Agriculture 13 0.35 0 0.00
Aircraft 36 0.97 5 1.98
Almost Nothing 11 0.30 1 0.40
Apparel 51 1.37 4 1.59
Automobiles and Trucks 77 2.07 8 3.17
Banking 135 3.62 6 2.38
Beer & Liquor 2 0.05 0 0.00
Business Services 565 15.17 38 15.08
Business Supplies 51 1.37 0 0.00
Candy & Soda 17 0.46 2 0.79
Chemicals 110 2.95 10 3.97
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Table 1, Panel B-- Continued

Coal 5
Communication 91
Computers 174
Construction 38
Construction Materials 84
Consumer Goods 63
Defense 20
Electrical Equipment 19
Electronic Equipment 352
Entertainment 13
Fabricated Products 5
Food Products 67
Healthcare 78
Insurance 124
Machinery 96
Measuring and Control Equipment 95
Medical Equipment 133

Non-Metallic and Industrial MetaliMining 9

Personal Services 36
Petroleum and Natural Gas 209
Pharmaceutical Products 154
Precious Metals 7
Printing and Publishing 45
Recreation 33
Restaraunts, Hotels, Motels 59
Retail 143
Rubber and Plastic Products 15
Shipbuilding, Railroad Equipment 1
Shipping Containers

Steel Works Etc 61
Textiles 21
Tobacco Products 2
Trading 103
Transportation 55
Utilities 146
Wholesale 93
Total 3725

0.13
2.44
4.67
1.02
2.26
1.69
0.54
0.51
9.45
0.35
0.13
1.80
2.09
3.33
2.58
2.55
3.57
0.24
0.97
5.61
4.13
0.19
1.21
0.89
1.58
3.84
0.40
0.03
0.21
1.64
0.56
0.05
2.77
1.48
3.92
2.50

100.00 252

13
3
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5

0.00
3.97
3.17
1.19
1.98
2.38
1.19
0.79
4.76
0.00
0.00
1.59
1.59
2.78
2.38
5.16
5.16
0.40
0.00
3.17
2.78
0.00
0.40
1.19
2.38
5.16
1.19
0.00
0.40
1.59
0.40
0.40
0.79
3.57
6.75
1.98
100.00
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Table 2: Descriptive Statistics of Acquiring Firms

Panel A presents the summary statistics of the sample as in Table 1, which consists of 3725 successfully completed bid and 252 withdrawn transactions announced
between Jan 1, 1993 and Dec 31, 2006. All data are obtained at the year-end either before the announcement year or after the acquisition completion. Variables in firm
characteristics and CEO compensation are measured in millions unit. Panel A summarizes the median, 5™ and 95" percentile values. Sales is the market value of total
sales in year t. Assets is the book value of total assets in year t. SalesGrowth is the change ratio of total sales from year t-1 to t. ROA is the accounting return on assets,
calculated as the earnings before interest and taxes to total assets. Return is the annual stock return during the fiscal year. CEO compensation variables include annual
Salary and Bonus. Option is the value of options granted in year t. Total Pay is the sum of salary, bonus, other annual compensation, value of restricted stock granted,
value of new stock options granted during the year, long-term incentive payouts, and all other compensation. In Panel B, the sample shows the frequency and percentage
of cash payment and the use of advisors in both successful and withdrawn samples. Panel C demonstrates the distribution of relative acquisition size. Relative acquisition
size is the deal size divided by the market value of the bidder. Panel C uses the extreme quintiles to investigate the variances in different relative deal size.

Panel A=Sample:Qverview

Successful Deals

Withdrawn Deals

Announcement Year-1

Completion Year+l

Announcement Year-1

Completion Year+1

5th Pct  Median 95th Pct 5th Pct  =Median 95th Pct " 5th Pct Median  95th Pct  5th Pct Median 95th Pct

Firm Characteristics

Sales 107 1145 22956 70 1430 29389 123 1538 25363 0 1809 30251
Assets 139 1402 34369 102 1797 41941 159 1539 37478 0 2063 45894
SalesGrowth  -0.162 0.121 0.901 -0.181 0.113 0.641 -0.143 0.118 0.801 -0.266 0.087 0572
ROA -0.071 0.052 0.169 -0.121 0.043 0.153 -0.033 0.053 0.163 -0.112 0.040 0.142
Return -0.418 0.152 1.263 -0.576 0.071 0.932 -0.419 0.179 1.193 -0.486 0.037 0.872
CEO Compensation

Salary 0.215 0.597 1.200 0.240 0.650 1.300 0.275 0.571 1.283 0.246 0.650  1.275
Bonus 0 0.450 2.769 0 0.367 2.766 0 0.538 3.000 0 0375 2701
Option 0 1.027 13.711 0 0.735 13933 0 0.881 14534 0 0.585  17.789
Total Pay 0.460 2.652 19.246 0.522 3.175 22,125 0.416 2.728 20.482  0.483 2.994  23.639
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Table 2 —continued

Panel B: Frequency of Cash and Advisor Indicator Variables.

Successful Deals Withdrawn Deals

Frequency % Frequency %
Cash 1553 44.63% 89 35.32%
Advisor 1303 37.44% 89 35.32%

Panel C: Distribution of Relative Acquisition Size Ratio

Quantiles Successful Deals Withdrawn Deals
5% 0.0014 0.0002
50% 0.0395 0.2924
95% 0.4190 1.3559
Mean 0.111 0.2932
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Table 3: Descriptive Statistics of Acquiring Firm with G-index Data

In panel A, the frequency of acquirors with G-index data shows the distribution in both successful and
withdrawn transactions. G-index is constructed by Gumpers, Ishii, and Metrick (2003) to evaluate the
antitakeover provisions of companies. G-index is pervasively employed to measure the power between
shareholders and managers. Panel B provides the average return of successful and withdrawn deals in
different G-index groups. Following previous literatures (Gumpers, Ishii, and Metrick (2003), Core,
Guay, and Rusticus(2006)) , High G-index is defined as the value of G-index over 14, and the G-index
value under 5 is categorized in Low G-index. Return is the yearly stock return of the company.
Negative (Positive) Return represents the average Negative (Positive) stock return in a year of the
acquiring company.

Panel A: Frequency of G-index in the Sample
Successful Deals Withdrawn Deals
G-index Frequency Percentage Frequency Percentage

2 2 0.1% 0 0.0%
3 10 0.7% 1 1.1%
4 28 1.9% 2 2.2%
5 49 3.3% 1 1.1%
6 90 6.1% 3 3.3%
7 137 93% 14 15.4%
8 201 13.6% 16 17.6%
9 232 15.7% 11 12.1%
10 221 15.0% 12 13.2%
11 189 12.8% 7 7.7%
12 135 9.1% 8 8.8%
13 105 7.1% 11 12.1%
14 45 3.0% 2 2.2%
15 19 1.3% 1 1.1%
16 13 0.9% 2 2.2%
17 1 0.1% 0 0.0%
Total 1477 100% 91 100%

Panel B: Aquiror’s Return in Different G-index Level for Successful and Withdrawn Cases

Negative Return Positive Return Return
High G-index -23.18% 34.19% 11.62%
Successful Deals ]
Low G-index -32.98% 55.14% 4.40%
) High G-index -18.67% 26.91% 8.24%
Withdrawn Deals ]
Low G-index -0.21% 54.15% 53.94%
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Table 4: Changes in CEO Pay-Performance Sensitivity after the Acquisition
Table 4 examines the relation between CEOs post-acquisition compensation and firm performance. The
data covers the period 1993 through 2006. The dependent variable is the natural log of CEOs total pays.
The control variables include the logarithm of firm sales, yearly growth rate of sales, and accounting
return on assets. SucAcq(WithAcq) is an indicator variable equals to one if the bidders undertake a
successful (withdrawn) acquisition. Positive Return (Negative Return) is the fiscal year’s positive
(negative) stock return if the return is positive (negative), it is set to 0 otherwise. Interaction terms are
denoted by SucAcg* and NegAcq*, and represents the interaction of the acquisition indicator variable
and the identified variables. Model 1 is one-way fixed effect model considering time-series effect.
Model 2 represents the control of industry fixed effect. Model 3 combines both time-series and
industry-specific fixed effect. *, **, and *** indicate significance at 10%, 5%, and 1%, respectively.

Dependent Variable: CEOs Total Pay (1) (2) 3)
5.45141***  526991***  539351***
Intercept
(<.0001) (<.0001) (<.0001)
0.35854***  0.40844***  (.39865***
LnSales
(<.0001) (<.0001) (<.0001)
0.00035***  0.00021***  0.00024***
SalesGrowth
(<.0001) (0.0096) (0.0029)
-0:00061 -0.00086* -0.00076
ROA
(0:2423) (0.0831) (0.1266)
0.06602%*, . -0.00658 0.00165
SucAcq
(0.0128) (0.7934) (0.9484)
) 0.04413 0.03040 0.03498
WithAcq
(0.6612) (0.7540) (0.7174)
N 0.00000208 0.00000232 0.00000236
PositiveReturn
(0.2623) (0.1944) (0.1848)
) 0.00414***  0.00326***  0.00469***
NegativeReturn
(<.0001) (<.0001) (<.0001)
N 0.00201***  0.0014***  0.00168***
SucAcqg*PositiveReturn
(<.0001) (0.0003) (<.0001)
) -0.00231**  -0.00138 -0.00226 **
SucAcg*NegativeReturn
(0.0289) (0.1695) (0.0257)
0.00084 0.00031 0.00072
WithAcqg*PositiveReturn
(0.7253) (0.8915) (0.7517)
0.00177 0.00154 0.00111
WithAcq*NegativeReturn
(0.6792) (0.7086) (0.7871)
Industry Dummy NO YES YES
Year Dummy YES NO YES
Adj R Square 0.2808 0.3336 0.3402
Number of Observation 23383 23383 23383




Table 5: Bid Characteristics and CEO Post-Acquisition Pay
This table reports regression results examining the relation between bid characteristics variables and
CEOs pay subsequent to acquisitions. Cash is an indicator variable that equals to 1 if the bid uses cash
payment. Advisor is also a dummy that examines whether bidders use advisor in an acquisition.
RelativeAcqSize accounts for the deal size divided by the bidders’ market value. Model 2, 4, and 6
consider the interaction effect of these bid characteristics and the status of acquisition. *, **, and ***
indicate significance at 10%, 5%, and 1%, respectively. All models include industry and time fixed

effects.
Dependent Variable:
CEOs Total Pay 1) @) ®3) 4) (5) (6)
int . 5.35531***  533426***  540827*** 540818***  541962***  5.42144***
nterce
P (<.0001) (<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
L nsal 0.32737***  0.32739***  (0.32156***  0.32155***  (.32473***  (.32383***
nSales
(<.0001) (<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
0.00016539  0.00016503  0.00008566  0.00008833  0.0001803 0.00018126
SalesGrowth
(0.4324) (0.4334) (0.6831) (0.6739) (0.3908) (0.3884)
ROA -0.00287***  -0.00286*** -0.00262*** -0.00262*** -0.0031***  -0.00315***
(0.0017) (0.0018) (0.004) (0.004) (0.0007) (0.0006)
SUCA 0.04216 0.0717 0:05283 0.04317 0.03984 0.06866*
UcAc
a (0.2121) (0,1224) (04265) (0.2903) (0.2373) (0.0617)
. 0.13878 0.27249* 0.14532 0.10108 0.15162 0.13615
WithAcq
(0.1596) (0.0516) (011392) (0.4046) (0.1238) (0.1745)
0.01955 0.03753
Cash
(0.4541) (0-2035)
-0.0606
SucAcq*Cash
(0.3299)
-0.26236
WithAcq*Cash
(0.1824)
0.18366***  0.17631***
Advisor
(<.0001) (<.0001)
] 0.02494
SucAcg*Advisor
(0.6985)
) ) 0.12405
WithAcqg*Advisor
(0.5469)
) ) -0.22261***  -0.19894***
RelativeAcqgSize
(<.0001] (0.0002)
. . -0.29263*
SucAcg*RelativeAcqSize
(0.0515)
. . . 0.05381
WithAcg*RelativeAcgSize
(0.6907)
Adj R Square 0.3022 0.3023 0.3081 0.3079 0.3049 0.3052
Number of Observation 23241 23241 23241 23241 23241 23241
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Table 6: Anti-Takeover Provisions and CEO Post-Acquisition Pay
This table includes GIM(2003)’s G-index variable as the proxy of corporate governance to examine
whether anti-takeover provisions affect CEOs pay after a merge. Model 1 includes G-index to evaluate
the relation between CEOs pay and corporate governance. Model 2 adds interaction terms of deal status
and G-index. Model 3 shows the interaction effects of firm performance and G-index. Model 4
combine G-index, firm performance, and deal status to investigate the interaction relation. *, **, and
*** ndicate significance at 10%, 5%, and 1%, respectively.

Dependent Variable: CEOs Total Pay 1) 2 3) 4
Intercent 6.2281***  6.22634*** 6.22496*** 6.24627***
P (<.0001)  (<.0001)  (<.0001)  (<.0001)
InSales 0.32886*** 0.32881*** 0.32876*** (.32889***
(<.0001)  (<.0001)  (<.0001)  (<.0001)
SalesGrowth 0.00126*** 0.00126 *** 0.00125*** (.00126***
(0.0012) (0.0012) (0.0014) (0.0012)
ROA -0.00324** -0.00324** -0.00348** -0.00286**
(0.018) (0.0182)  (0.0132)  (0.0402)
-0.0198 -0.0091 -0.01836 -0.10413
SucAcq
(0.6908) (0.9624) (0.7126) (0.1094)
0.06556 0.03865 0.06618 0.20161
WithA
1At (0.6748)7.(0.9544)  (0.6689)  (0.3869)
GlIndex -0:01432 -0.01411 -0.01413 -0.01564*
(0:101) (0:1488) (0.1093) (0.0746)
-0.00112
SucAcq*Glind
HeAcqTisindex (0.9541)
0.00287
WithAcq*GInde
A X (0.9672)
0.0000132
PosRet*Gl
osRet*GlIndex (0.7705)
0.0001067
NegRet*GInd
egRet*GIndex (0.5194)
0.000154
SucAcq*PosRet*GlInd
ucAcq*PosRet*Glndex (0.1416)
0.000566*
SucAcg*NegRet*GIndex (0.0573)
. 0.000196
WithAcg*PosRet*Glndex (0.6681)
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Table 6 — continued

Dependent Variable: CEOs Total Pay Q) 2 3) 4
0.00125
WithAcg*NegRet*GInde
HACGTINEG X (0.3309)
Adj R Square 0.2639 0.2633 0.2635 0.2812
Number of Observation 2717 2717 2717 2717
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Table 7: Changes in the form of CEOs’ Compensation after Acquisitions
Table 7 includes five models to estimate the possible change of CEOs’ incentive structure after a
merger. Model 1 use the natural log of total payment as the dependent variable. Total payment is the
sum of salary, bonus, other annual compensation, value of restricted stock granted, value of new stock
options granted during the year, long-term incentive payouts, and all other compensation. Through
model 2 to model 5 consist of the log of CEOs salary, bonus, option, and other compensation. LnSales
is the natural logarithm of firm’s sales. SalesGrowth represents yearly growth rate of sales for a bidder.
ROA is accounting return on assets. SucAcq(WithAcq) is an indicator variable equals to one if the
bidders undertake a successful (withdrawn) acquisition. Positive Return (Negative Return) is the fiscal
year’s positive (negative) stock return if the return is positive (negative), it is set to 0 otherwise.
Interaction terms are denoted by SucAcg* and NegAcqg*, and represents the interaction of the
acquisition indicator variable and the identified variables. All models employ time-series and industry
fixed effect with panel data regressions. *, **, and *** indicate significance at 10%, 5%, and 1%,

respectively.

Dependent Variables: (DTotalPay  (2)Salary (3)Bonus (4)Option (5)Other
5.39351***  5.0638***  3.7427***  5.43203*** 1.00129***
Intercept
(<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
0.39865*** _ ¢0.1986#%*  0.40002*** 0.29616*** 0.4526***
LnSales
(<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
0.00024**%—-0.00021** %, 0.00055*** 0.00036*** -0.00012
SalesGrowth
(0.0029) (0.0242) (0.0029) (0.0076) (0.4631)
ROA -0.00076 -0.00031 0.001 0.00109**  -0.00373***
(0.1266) (0.4482) (0:1997) (0.0209) (0.0005)
0.00165 0.00306 0.02561 0.01892 0.06779
SucAcq
(0.9484) (0.8452) (0.3959) (0.3963) (0.1273)
) 0.03498 0.10812* 0.15578 -0.13845 0.12691
WithAcq
(0.7174) (0.075) (0.1821) (0.1188) (0.4548)
. 0.00000236  -0.0000003 0.0000001  -0.0000007 -0.000002
PositiveReturn
(0.1848) (0.7405) (0.9508) (0.5835) (0.5297)
) 0.00469***  0.0003 0.00548***  0.00485*** -0.00024
NegativeReturn
(<.0001) (0.4373) (<.0001) (<.0001) (0.7894)
o 0.00168***  -0.00041*  0.00051 0.00022 -0.00142**
SucAcq*PositiveReturn
(<.0001) (0.0611) (0.2337) (0.4722) (0.0431)
) -0.00226 **  0.000538 0.00371**  0.00197**  0.00435**
SucAcqg*NegativeReturn
(0.0257) (0.4791) (0.0112) (0.0307) (0.0171)
) N 0.00072 -0.000265 -0.00154 0.0056** 0.00088
WithAcqg*PositiveReturn
(0.7517) (0.8379) (0.536) (0.0112) (0.826)
0.00111 0.0038 0.00361 -0.00027 0.00683
WithAcq*NegativeReturn
(0.7871) (0.1695) (0.4978) (0.9423) (0.395)
Adj R Square 0.3402 0.3317 0.3561 0.3923 0.2122
Number of Observation 23383 23383 23383 23383 23383
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Table 8: Hostile Takeover and Contested Bid

The sample in panel A includes 3725 successful deals and 252 withdrawn takeovers with the
announcement date during 1993 to 2006. Hostile Takeover is a bid that the board officially rejects the
offer but the acquiror persists with. Contested Bid is the acquisition that the acquirors still have other
competitors during the process of bidding. Panel A shows the frequency and percentage of the bid
characteristics in the sample. In Panel B, the result is from panel data regression, with the control of
fixed firm-level and fixed time-specific effects. Hostile is a dichotomous variable coded 1 when the
deal is undertaken unfriendly and 0 otherwise. Contested is a dummy that equals to 1 if the bidders
encountering other competitors in the same acquisition, and is set to O otherwise. The SucAcgq* and
WithAcg* represent the interaction effect of the acquisition indicator variables and the identified
variables. Model 2 and Model 4 both consist of interaction terms while Model 1 and Model 3 purely
include hostile takeover and contested bid dummies. *, **, and *** indicate significance at 10%, 5%,
and 1%, respectively.

Panel A: Frequency of Hostile Takeover and Contested Bid

Successful Deals Withdrawn Deals

Frequency % Frequency %
Hostile Takeover 20 0.5369 22 8.7302
Contested Bid 49 1.3154 44 17.4603
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Table 8—Continued

Panel B: Panel Data Regression Result

Dependent Variable:

1) ) @) (4)
CEOs’ Total Compensation
5.31602***  5.31598***  530395***  5.30494***
Intercept
(<.0001) (<.0001) (<.0001) (<.0001)
0.33202***  0.33198***  0.33317***  (.33308***
InSales
(<.0001) (<.0001) (<.0001) (<.0001)
0.000384* 0.000382* 0.000381* 0.000379*
SalesGrowth
(0.0632) (0.0642) (0.0654) (0.0664)
ROA -0.00261***  -0.00259***  -0.00264***  -0.00263***
(0.0069) (0.0071) (0.0064) (0.0066)
0.03858 0.03983 0.03759 0.03748
SucAcq
(0.2591) (0.2454) (0.2719) (0.2771)
] 0412602 0.11598 0.13105 0.11904
WithAcq
(0.2109) (02538) (0.1935) (0.2422)
) 0:4269%%* 0.43674**
Hostile
(0.0049) (0.0105)
) -0.18433
SucAcqg*Hostile
(0.6324)
060287
WithAcg*Hostile
(0.4218)
0.05241 0.03934
Contested
(0.5906) (0.7272)
0.0087
SucAcqg*Contested
(0.9691)
] 0.62438
WithAcg*Contested
(0.3946)
Adj R Square 0.2809 0.2807 0.28 0.2798
Number of Observation 23413 23413 23413 23413
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