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ABSTRACT

In this dissertation, I investigate the magnitude, determinants, and consequences of equity

grants to target firm CEOs prior to acquisitions. The board can use equity grants to

compensate the CEO for selling the firm and increase his incentive to negotiate a better

price with the acquirer, resulting in a higher premium. An opportunistic CEO can obtain

equity grants to increase his share of takeover gains, and when the costs of opportunism

exceed the benefits of incentive alignment, takeover premiums will be lower. I find that

unexplained grants do not increase prior to an acquisition. However, I do find that board

independence is associated with larger grants in the year before the acquisition for target

CEOs and smaller grants in earlier years. In general, board independence is negatively

associated with equity grants in target but non non-target firms. Further, I find that

abnormal equity grants predicted by governance factors are positively associated with

total takeover premiums. Overall, the evidence suggests that equity grants to target CEOs

prior to a takeover are consistent with incentive alignment in the takeover process. There

is no evidence to suggest that target CEOs use their power to obtain excessive grants at

the expense of shareholders.
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1. INTRODUCTION

Target company executives and directors usually plan for and negotiate the firm’s

sale months in advance of the first public announcement. The target’s outside directors

face increased scrutiny from shareholders in a takeover, while the target CEO often plays

a pivotal role in coordinating and negotiating the deal. Directors have an incentive to

ensure that the CEO’s interests are aligned with shareholders in the takeover process, and

the CEO has an incentive to use his power to extract rents through changes to

compensation contracts. Incentive problems are likely to be especially acute in a merger,

and as the odds of a takeover increase, the structure of the executive’s incentive contract

is likely to change. In this dissertation, I focus on the primary component of the CEO’s

incentives, equity, and investigate the following questions: Do equity grants to target

CEO’s increase prior to a takeover? What are the determinants of equity grants to target

CEO’s prior to a takeover, and are they different from prior years or non-target firms?

Are pre-acquisition grants to target CEOs associated with subsequent takeover

premiums?

In a control transaction, the board of directors faces the problem of motivating the

CEO to negotiate a deal that is in the best interests of shareholders. First, because selling

the firm could mean forgoing substantial private benefits, the CEO must be given the

incentive to sell if doing so makes shareholders better off than remaining independent.

Second, because the CEO can potentially tradeoff takeover premium for private gain in

merger negotiations, the CEO must have the incentive to get the highest value for the

target’s shares once the decision to sell the firm is made. Equity-based compensation can
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address these issues by 1) providing compensation whose value is in part contingent on

the takeover occurring, and 2) increasing the extent to which the CEO’s wealth varies

with the acquisition price. To the extent boards’ equity granting decisions align

incentives within the takeover setting, they should correlate positively with subsequent

takeover premiums. But the CEO can extract rents by influencing the board to grant

excessive equity with the sole intention of increasing his share of the acquisition

premium accruing to target shareholders. Additionally, equity grants could create

incentives for the CEO to accept less favorable terms as a way to ensure the sale is

completed (Cai and Vijh 2006). If the cost of granting equity to the target CEO exceeds

the benefit in a control transaction, the association between equity grants and takeover

premiums should be negative.

Using a large sample of completed acquisitions announced between 1994 and 2005, I

document the distribution of equity grants leading up to the takeover and find that grants

appear to increase leading up to the takeover, but that abnormal grants in the pre-

acquisition year are not significantly different from zero when controlling for temporal

and cross-sectional effects. This suggests that equity awards to CEOs do not

systematically increase beyond what is predicted by observable economic factors.

I find that abnormal grants in the pre-acquisition year, adjusted for prior years, are

positively associated with board independence, and weaker evidence that these abnormal

pre-acquisition grants are higher when the firm does not have a poison pill or a staggered

board. These results suggest that better governed firms increase equity grants prior to the
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takeover, and that powerful CEOs do not use their power to obtain more target equity to

increase private gains.

I then extend the analysis by examining the structural determinants of equity grants to

target CEOs relative to prior years. I find that equity grants are decreasing in board

independence in the years leading up to the takeover, but that grants are increasing in

board independence in the pre-acquisition year. One interpretation of this result is that

agency issues in target firms cause more independent boards to make smaller equity

grants, but when a takeover is imminent, independent boards are more likely to use equity

grants to ensure that the CEO is sufficiently motivated to maximize share value.

I also investigate the determinants of equity grants to target and non-target CEOs. I

find that the existence of a golden parachute plan is positively associated with equity

grants in both target and non-target firms. I find little evidence that governance attributes

have a consistent association with equity grants in non-target firms, however, board

independence appears to play a stronger role in determining equity compensation in

target firms.

Finally, I investigate the relation between pre-acquisition grants and acquisition

premiums. If equity grants reduce agency costs associated with a takeover, they should

have a positive correlation with takeover premiums. But if CEOs use their power to

obtain grants solely in order to increase their share of the premium, or if grants induce

risk-averse behavior not foreseen by the board, the association should be negative. Since

observed grants are likely to reflect both rent extraction and incentive alignment, the

empirical association between grants and premiums reflects the dominant effect.
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I partition a measure of abnormal grants into those explained and unexplained by

governance attributes. Governance-related grants have a significant positive association

with total premiums (target firm returns prior to announcement through completion) for

two of the three equity grant measures used in the study. Increasing the CEO’s fractional

share of changes in firm value by an increment of 0.01% (one-tenth of the median grant)

leads to a 0.77% larger premium. When the acquisition premium is measured surrounding

the announcement only, there is no significant association between grants and premiums.

Overall, there is no evidence to suggest that target CEOs systematically use their

power to increase equity holdings prior to takeovers. In fact, the results suggest that

significant agency issues during a takeover are resolved by making larger grants to the

target CEO. Such grants are likely to motivate the CEO to get the deal through and

reduce the incentive to accept a lower premium in exchange for non-equity based

compensation.

This dissertation makes several contributions. First, it extends prior literature on the

role of target CEO equity holdings by considering the role of a major component of

equity held prior to the deal: equity grants made in the year prior to a merger

announcement. Second, this dissertation contributes to research on the economic

determinants of equity-based compensation by considering whether a specific event with

potentially acute agency issues and substantial implications for shareholder wealth affects

the structure of equity grants to CEOs. Third, this dissertation examines the shareholder

wealth effect of equity grants within a takeover setting, and extends prior research on the

association between grants and subsequent accounting or long-run stock returns. Fourth,
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this dissertation contributes to the discussion over compensation made to target managers

prior to takeovers. Shareholders have questioned well-timed grants made prior to a tender

offer, but the SEC recently proposed to respect such transactions under certain

conditions. Thus, this dissertation provides evidence on the extent to which such private

information-driven grants enhance or destroy shareholder wealth in takeovers. 
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2. THEORETICAL DEVELOPMENT

2.1. Incentive issues in target firms

CEOs have significant firm-specific human capital invested in the firm. The value of

this capital is realized in the form of cash compensation, stock and option gains, and

other pecuniary and non-pecuniary benefits. The CEO has an incentive to resist an

acquisition if not compensated for his expected loss from giving up these future

payments. Because target shareholders usually gain from an acquisition, Jensen (1988)

and Knoeber (1986) argue that shareholders have an incentive to write a contract which

holds the CEO indifferent to selling the firm. Lambert and Larcker (1985) find that

investors react positively when the firm adopts a golden parachute, which suggests that

these contracts reduce agency costs in many firms.1

Change-in-control agreements are often entered into at the time the employment

contract is written and typically specify payment of a fixed multiple of prior salary and

bonus if the executive is dismissed or resigns within a certain period of time after a

change in control.2 The payment demanded by the CEO to make him indifferent to

selling the firm at a point in time is likely to deviate from what is specified in the

contract. Rather than continuously re-write the change-in-control agreement, the target’s

board could implicitly agree to compensate the CEO in the event of an actual sale.

Hartzell, Ofek and Yermack (2004) find that 12% of target CEOs in their sample

1 Lambert and Larcker (1985) note that the positive reaction could be due to investors anticipating an
acquisition from the disclosure of the contract adoption. However, Machlin, Choe, and Miles (1993) find
that the adoption of a golden parachute contract does not signal an impending takeover.
2 A “change-in-control” is defined by the terms of the agreement, and can be triggered by the acquisition of
at certain percentage of voting stock by an acquirer or the replacement of a minimum percentage of board
within a single year, among others.
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received supplemental cash awards at the completion of the deal, and that such awards

were negatively associated with estimated proceeds from existing change-in-control

agreements. Lambert and Larcker (1985, fn. 2) note, in a general sense, that equity gains

also compensate the target CEO for selling the firm.

The first prediction which arises is that boards grant the CEO equity prior the

takeover as compensation for selling the firm. The compensation feature is driven by the

premium which will accrue to equity granted prior to the acquisition announcement, as

acquiring firms often pay target shareholders control premiums in excess of 30%. Equity

values for target firms often fall back to pre-offer prices if an offer is cancelled, thus, this

premium depends on the takeover actually occurring.3

The increased liquidity of target firm equity in a takeover also facilitates the use of

stock and options as compensation. Most target CEOs leave the firm either at the

takeover or within two years (e.g. Agrawal and Walkling 1994 and Hartzell et al. 2004),

vesting restrictions on the CEO’s stock and options will normally be lifted upon a change

in control, and target CEOs will likely divest most of any acquirer equity received in the

transaction (Cai and Vijh 2006). If target CEOs are not restricted from selling acquirer

equity after the merger, they can usually realize the gains immediately which should

reduce the “executive discount” on firm-specific equity.4

3 For a sample of 54 failed deals during the same time period, the mean (median) market-adjusted stock
return was -0.026% (-0.027%) (Results not tabulated). Returns to failed deals are measured beginning 20
days prior to announcement date and ending five days after the offer is withdrawn.
4 But note such agreements entered into by Jeffery Kilts, CEO of Gillette, which was acquired by Procter
and Gamble. According to SEC filings, Kilts stock and option holdings in Gillette were converted into
stock and options of P&G. As a condition of the sale, Kilts agreed not to sell any P&G stock nor exercise
any option for 18 months following the completion of the acquisition.
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Once the decision to sell the firm is made, the target’s directors have a duty to get the

highest value reasonably achievable for shareholders. Directors can face legal liability for

accepting inferior offers.5 Because the target CEO is often closely involved in

negotiations with the acquirer, outside directors must care about whether the CEO has the

proper incentives to negotiate the best deal for shareholders. Hartzell et al. (2004) find

evidence that suggests target CEOs accept lower acquisition premiums to acquire greater

personal benefits, such as an executive job or board seat with the acquirer. Cotter,

Shivdisani and Zenner (1997) find that targets with more independent boards receive

higher takeover premiums, consistent with outside directors exercising their duties in a

takeover. In addition, Song and Walking (1993) and Stulz, Walkling and Song (1990)

find that takeover premiums are positively related to executive stock holdings in

successful tender offers. The cumulative evidence suggests that the board can strengthen

the CEO’s incentive to work hard for shareholders by increasing the equity holdings of

the CEO, and leads to the prediction that boards grant equity prior to the takeover to

increase the merger gains accruing to target shareholders.

2.2. Opportunism and equity grants

The first two predictions, that boards grant equity to compensate the CEO for selling

the firm and to motivate the CEO to negotiate the best price for shareholders, are based

on the notion that the target’s board can and does award the CEO equity to maximize

shareholder wealth in a takeover. However, Bebchuck, Fried, and Walker (2002) argue

5 See Chapter 19 of Gilson and Black (2000) for additional discussion on the duties of the target’s directors
in control transactions. 



15

that top managers exercise some control over their compensation, and can influence the

timing and amount of equity granted by the board in order to maximize their personal

wealth at the expense of shareholders. In a takeover setting, opportunistic grants occur

when the manager uses his power to obtain excessive equity-based compensation prior to

the public announcement of an acquisition. For a large sample, Hanlon et al. (2003) find

no evidence that equity grants are associated with corporate governance. However, if

takeovers targets have greater agency issues with respect to equity-based compensation,

an association between governance and equity grants could be present for this group of

firms.

Prior work suggests that managers influence the value of their option awards.

Yermack (1997) finds that executives accelerate the timing of unscheduled grants to

precede good news and delay grants to follow bad news. Aboody and Kasznik (2000)

conjecture that firms manipulate disclosure releases surrounding scheduled grant dates,

and find evidence that managers delay good news and accelerate bad news relative to a

scheduled option grant. Lie (2005) speculates that some firms backdate the option grant

date to coincide with low points in the firm’s stock price, and both Lie (2005) and

Narayanan and Seyhun (2005) present evidence consistent with the backdating

hypothesis.

In the following case, shareholders alleged that target executives obtained

opportunistic equity awards prior to the announcement of an acquisition. But evidence

that these shareholders where actually harmed is not clear. According to SEC filings,

GEC representatives contacted Fore Systems’ CEO Thomas J. Gill on March 4, 1999 to
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determine whether he would be interested in selling the firm to GEC. On March 17, the

parties signed a confidentiality agreement related to the acquisition. On April 6,

representatives from GEC and Fore Systems discussed the general terms and structure of

the potential acquisition. On April 7, the Fore Systems’ board of directors granted a total

of 1,300,000 stock options to top management at exercise prices ranging from $13.44 to

$20.56 per share. On April 10, GEC made a written proposal to acquire the company.

The boards of both companies approved the merger at $35 per share in cash on April 26,

and the deal was then announced to the public.

Certain groups of Fore Systems’ shareholders subsequently sued GEC, Fore Systems,

and the individual executives and directors claiming that the option grants were made

“with the sole objective of providing [the executives] with windfall profits from the

anticipated cash-out of those options upon the sale of Fore” and that “GEC was aware of

the issuance…and paid [the executives] a total of $26,065,050 for said option shares, in

order to secure their support and approval of its tender offer.” (Millionerrors Investment

Club v. General Electric, 2000 U.S. Dist LEXIS 4778). The plaintiffs asserted that the

$26 million paid to the executives as a result of the option issuance would have been paid

to the shareholders had the well-timed grant not been made. They argued that the grant

and subsequent liquidation of target stock options increased the amount that target

executives received for their shares, and that GEC thereby violated provisions under

section 14(d) of the Securities Exchange Act (which requires that all holders of the

target’s securities get the best price offered to any other shareholder in a tender offer).
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The courts sided with shareholders in this and similar cases at the time, but a recent

proposal by the SEC would make such grants legal in most situations.6

The discord between the SEC and shareholders on this issue suggests that private

information-driven grants, as in the Fore Systems case, are not de facto opportunism if

the result is an increase in shareholder wealth. Empirical evidence on the extent to which

grant structure and other incentive contracts are influenced in anticipation of a takeover is

important for making inferences about optimal contract design and policy making. In

order to say even more about the extent to which incentive alignment or opportunism

dominates observed compensation practices prior to a takeover, it is important to

document the empirical relation between pre-announcement grants and subsequent

takeover premiums.7

2.3. Prior research on the relation between equity holdings and acquisitions

This study is related to prior research on the association between managerial equity

holdings and the takeover process. An early line of this research focused on the role that

executive stock ownership plays in determining the likelihood of being acquired and the

premium received from the acquirer. For example, Mikkelson and Partch (1989) find that

firms with lower managerial ownership are more likely to become the target of a control

6 Ebert (2002) summarizes the legal issues associated with compensating a target manager during a tender
offer. However, the SEC released a proposal on December 15, 2005 which would create an exemption from
14(d) for transactions between the board and managers relating to compensation and incentives granted
during a tender offer. The SEC noted that such transactions were never intended to be interpreted as
additional payments for existing equity. Transactions between the board and managers will usually be
acceptable as long as they relate to compensation for past or future services, are not based on the
shareholdings of the executive, and are granted by a compensation committee composed entirely of
independent directors.
7 Core et al. (1999) and Hanlon et al. (2003) make a similar point when examining the association between
compensation and governance.
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attempt. Hadlock, Houston and Ryngaert (1999) and Song and Walkling (1993) find that

firms with lower managerial ownership are more likely to be acquired. This evidence has

been interpreted as entrenched CEOs using their power to block potential takeovers. The

evidence also suggests that when a takeover attempt becomes public, targets with higher

managerial ownership put up less resistance and are able to obtain larger premiums

(Cotter and Zenner 1994, Song and Walkling 1993, and Stulz, Walkling and Song 1990).

This implies that, once in a control transaction, managerial stock ownership aligns

incentives and increases shareholder wealth.

Given the increase in option compensation over the last two decades, recent research

has focused on the effect of option holdings alone or the entire portfolio of stock and

options held by the manger. In explaining the increase in takeover activity and executive

option awards during the 1990s, Kahan and Rock (2002) conjecture that boards have

made managers more receptive to selling the firm by increasing option incentives and

including change-in-control provisions which lift restrictions on unvested stock and

options if the firm is acquired. But Coates and Kraakman (2004) find only limited

evidence that CEO option portfolio holdings are positively associated with the decision to

sell.8

Cai and Vijh (2006) argue that CEOs are motivated to sell the firm in order to realize

the executive discount on their equity holdings. Similar to Meulbroek (2001) and Hall

and Murphy (2002), they note that the executive’s value of her stock and options is likely

8 Coates and Kraakman (2004) do find that the association between the option portfolio and the probability
of being acquired is greater for low-risk than for high-risk firms. This is consistent with options having a
greater value to the CEOs from selling the firm when firm risk, hence the value of the options from
remaining independent, is low.
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to be less than the market value of the securities they hold because CEOs are under-

diversified and face liquidity restrictions on their holdings. Cai and Vijh argue that the

larger this discount, the more likely the CEO is to sell the firm, speed up the acquisition

process, and accept a lower premium. Their evidence is consistent with all three

predictions. The findings in Cai and Vijh (2006) provide tension for the prediction that

boards increase grants to align incentives in the takeover. That is, boards may actually

reduce equity awards to avoid making the CEO more risk-averse in the takeover process.

In general, the prior literature suggests that the existing equity portfolio of the target

CEO is relevant to the takeover process, and that stock and option holdings may have

unique effects. Interestingly, pre-acquisition year grants represent, on average, 24% of

total equity incentives held by the CEO at the end of the year. In cases where target

managers and directors anticipate a takeover, the factors which explained observed grants

in the pre-acquisition year may differ from those which explain grants in prior years.

Thus, analyzing the separate effects of current grants and existing equity incentives is

warranted.

2.4. Private information in takeovers

Both the nature and timing of the target’s information about the sale are important to

the relation between takeovers and equity grants. Clearly, the target’s board requires time

to adjust the CEO’s equity incentives if an increase in the likelihood of a sale makes a

change in the CEO’s equity holdings appropriate. Likewise, the target CEO needs time if
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he is to extract rents by acquiring excessive equity awards.9 Obserbavable responses

should be more likely when information about the takeover is specific and timely.

Acquisition-related SEC filings reveal that top executives and directors of the target

are often involved in the sale process months in advance of the deal’s first public

announcement. They often respond to private inquiries from interested acquirers or

actively seek an acquirer as part of corporate strategy. Most deals appear friendly, and

background disclosures indicate that the target CEO is usually engaged in negotiations

with the eventual acquirer throughout the process. As the deal is not normally made

public until the terms of the agreement have been finalized, outside shareholders are often

unaware of the private negotiations between the target and acquirer until the actual public

announcement.10

For a subset of firms in my sample, the median time between the private initiation of

the deal and the public announcement is almost five months. This is likely to be a biased

estimate of how early target executives and directors prepare for the sale of the firm, as

target insiders are likely to know the firm is “in play” long before a specific acquirer is

9 The maintained hypothesis throughout the dissertation is that the board and CEO know about the firm’s
sale far enough in advance to influence compensation. This will obviously not be the case for some sample
firms, which introduces noise into the analysis and biases against finding the predicted results. However, it
is likely that some CEO’s are likely to manipulate the timing of a deal around their compensation.
10 According to Gilson and Black (2000, p. 1192), “an issuer does not have an affirmative duty to disclose
preliminary merger negotiations, simply because these negotiations are material…the issuer may delay the
disclosure of any information about material merger negotiations for a valid business purpose, such as the
risk that premature disclosure would jeopardize the deal, and respond to queries with silence or a statement
of ‘no comment’.” However, the SEC requires ex post disclosure of private communications between the
target and acquirer during the acquisition process as part of regulatory filings made in connection with a
merger or tender offer. Described in Appendix A, this data can be used to gain insight into the takeover
process occurring before the deal becomes public. Boone and Mulherin (2006) utilize this data to provide
additional evidence on the extent of competitiveness in the takeover market.
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identified. Target initiated deals are likely to be the best of example of this, and nearly

three out of ten deals in the sample are initiated by the target firm.

2.5. Limitations

A major limitation of the dissertation is related to the extent to which equity grants, as

measured, are able to reflect information about the takeover. For the majority of my

sample period, grants were reported annually on Form 5, and there is normally not an

updated report of recent grants upon the close of the deal. Because there may be a

substantial time lag between the last actual grant date available and the announcement

date of the acquisition, a nontrivial number of grants were probably made when the target

may not have been actively planning for a takeover.11

A second limitation is related to the CEO and board’s perceived litigation risk from

making timely grants. Beginning in the late 1990s, the courts appeared to agree that

equity grants and other forms of compensation made around tender offers were illegal.

This development could affect subsequent use of equity grants.12 It is also unclear the

extent to which such grants constitute insider trading. Prior to 2000, the SEC had never

pursued a timely grant under insider trading laws. However, the recent controversy

11 Beginning on August 29, 2002, equity grants to executives must now be reported on Form 4, which must
be filed within two days after the grant date. The requirement was instituted by amendments to Section
16(a) of the 1934 Exchange Act as a result of provisions in the Sarbanes-Oxley Act of 2002. As the number
of takeovers occurring during this period increase, it will be possible to exploit the new grant reporting
requirements to obtain timelier grant measures.
12 Alternatively the parties could avoid structuring the deal as a tender offer in order to avoid violating the
Williams Act provisions.
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surrounding backdating is moving the SEC to more rigorously address the legality of

grants made in anticipation of good news disclosure.13

2.6. Progression of analysis

To provide evidence on the relation between takeovers and equity grants to target

CEOs, the empirical analysis proceeds as follows. First, I document the distribution of

equity grants to a large sample of target CEOs over the years leading up to a takeover. If

the target’s management and board have private information about a potential takeover,

and equity grants to the CEO systematically increase, then I should observe a shift in the

distribution of equity grants as the target approaches takeover. Second, I investigate the

determinants of equity grants to target CEOs. If grants are driven by golden-parachute

type compensation, they should be related to the CEO’s loss from the takeover. If grants

are driven by CEO power, they should be a function of the governance structure of the

firm. If the economic and governance-related determinants of equity grants in the pre-

acquisition year are different from prior years, as suggested by these predictions, a

structural shift in the determinants of equity grants should be observed. Third, I provide

evidence on extent to which the determinants of equity grants to CEOs differ

systematically between target and non-target firms. Finally, I investigate the association

between pre-acquisition equity grants and acquisition premiums. This final analysis deals

directly with the effect on shareholder wealth by providing evidence on whether incentive

alignment or opportunism dominates observed equity grants.

13 See, for example, “Analog Devices Settles SEC Probe” Wall Street Journal Nov 16, 2005, pg. B2.
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3. EMPIRICAL METHODOLOGY AND RESULTS

3.1. Data and sample

I obtain a sample of completed acquisitions of U.S. public companies announced

between 1994 and 2005 from the SDC Mergers and Acquisitions database. I select this

period because executive compensation and governance data is readily available for a

large number of target firms. In order for a transaction to be included in my sample, I

require the following: the acquirer did not own a majority interest prior to the acquisition,

the target was not bankrupt at the time of the acquisition, the acquirer and target are both

covered by CRSP and Compustat, and the target CEO has at least two years of executive

compensation data available on ExecuComp, inclusive of the pre-acquisition year.14

I obtain CEO compensation amounts and stock and option holdings prior to the

acquisition from the ExecuComp database. For a subsample of takeovers announced

between 1996 and 2000 (the background sample), I obtain data on the approximate date

the sale process was privately initiated and whether or not the target initiated the process.

For a second subsample which encompasses more firms over a longer period (the

governance sample), I obtain data from the Investor Responsibility Research Center

(IRRC) on the existence of golden parachutes, poison pills, the independence and

classification (staggered vs. not) of the board, the Gomper, Ishii and Metrick (2003)

governance index, and the age of the CEO.15

14 The pre-acquisition year is defined as the last fiscal year with available data ending no later than the
second full month following the announcement date of the acquisition. This timing is chosen to increase the
likelihood that the equity grant coincides with the CEO’s and board’s knowledge of the acquisition.
15 CEO age and board composition is obtained from the IRRC Directors file, which is available from
WRDS beginning with the year 1996.
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Panel A of Table 1 reports the 12 Fama and French industry classifications for the

447 completed acquisitions with sufficient data to be included in the sample. With the

exception of financial firms, which experienced active consolidation activity in the late

1990s, the industry distribution of target firms appears similar to the distribution of firms

covered by ExecuComp over a similar time period. Panel B presents the distribution of

acquisitions by the calendar year in which the deal was announced. The trend in the

number of deals per year is consistent with the broader trend in merger activity over the

period.

Panel A of Table 2 presents data on acquisition characteristics for sample deals. The

target’s mean (median) market-adjusted announcement return beginning 20 days before

the SDC announcement date and ending five days after is 26.1% (21.3%), consistent with

prior research (e.g. Andrade, Mitchell, and Stafford 2001). The total market-adjusted

acquisition premium, measured from 20 days prior to the announcement date through

deal completion, is 30.7% (26.8%). The median ratio of target equity deal value to

acquirer equity market value measured 20 days before the announcement of the

acquisition (RelativeSize) is 0.307 and suggests that the acquisition tends to be material

for the acquiring firm, but is not surprising given that ExecuComp covers larger firms.

Based on SDC classifications, 9.4% of the completed deals had a competing bid, and 4%

of the deals were considered hostile.16 Target shareholders were paid solely in cash

(stock) in approximately 28% (43%) of the transactions, the remainder being a

16 SDC classifies an acquisition with a competing bid based on publicly disclosed offers. This does not
capture multiple private bids which are likely to occur in many of the acquisitions which are conducted
through auctions (Boone and Mulherin 2006). SDC classifies a transaction as hostile if the board officially
rejects the offer.
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combination. For over half of the firms in the background sample, there were at least 139

days between the initiation date of the deal, described in Appendix A, and the

announcement date of the acquisition reported by SDC.

In panel B of Table 2, I present summary statistics for target firm characteristics in

the pre-acquisition year as well as those for a large comparison sample of non-target

firms. Significance levels reported are for the difference in mean (median) between the

target and non-target sample. The median market value of target equity (MVE) at the

beginning of the acquisition year is $861 million, is significantly smaller than the median

for non-acquired firms of $1.119 billion over a similar time period. The median target’s

earnings before interest and taxes divided by total assets (EBIT) of 8.2% is larger than the

median target’s EBIT for the prior year, but significantly smaller than the median EBIT of

8.8% for non-target firms. Stock return performance also indicates underperformance

relative to non-target firms. The mean (median) market-adjusted 12 month stock return

(Return) ending in the sixth month of the acquisition year is -0.6% (-7.4%) for target

firms compared to 9.4% (-0.4%) for non-target ExecuComp firms.17 Stock return

volatility is not significantly different between the groups.

3.2. CEO characteristics

CEO characteristics for target and non-target firms are presented in panel C. The

median CEO has been in office at least six years at the end of the pre-acquisition year,

similar to CEOs of non-target firms. However, the average tenure for target CEOs of

17 This six-month lagged return is used to ensure that stock return variables do not capture news about the
acquisition.
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7.615 is significantly smaller than the average tenure for non-target CEOs of 8.724 (p <

0.01). Total compensation is not significantly different between the two groups. Panel D

indicates that the average target CEO owns 2.18% of his firm’s stock, while the average

non-target CEO owns 3.20%. The lower average ownership level for target CEOs is

significant at the 1% level and consistent with prior research (Mikkelson and Partch

1989).

The results in panel D also indicate that target CEOs are more likely to have a golden

parachute plan than non-target CEOs (70.6% vs. 59.3%, p < 0.01), consistent with

findings in Agrawal and Knoeber (1998). Using a sample of transactions from 1995

through 1997, Hartzell et al. (2004) find that 69% of target CEOs are covered by change-

in-control agreements, with a median expected payment of $0.90 million. For my sample,

the median expected payout assuming a multiple of three times salary and bonus reported

in the acquisition year is $2.10 million.18

3.3. Measuring equity incentives to target firm CEOs

My research focus is target CEO equity grants. To estimate the magnitude of these

grants on a comparable basis over time and across target and non-target firms, I rely on

three measures of equity incentives used in the executive compensation literature. The

first two measures are based on the sensitivity of the CEO’s wealth to a change in the

18 Estimated payout based on typical provision of three times bonus and salary, multiplied by actual bonus
and salary for the acquisition year. Many of these agreements also provide for accelerated vesting of
pension benefits and restricted stock and options, extended medical coverage, or continued use of a
company vehicle, among other things. Further, these payments are often “grossed-up” to the extent the
CEO incurs a tax on excess parachute benefits. While the gains from alternative sources are significant, the
estimated value based on current compensation appears to be a reasonable approximation for making cross-
sectional comparisons.
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stock price of the firm (also known as the pay-performance sensitivity). Following Core

and Guay (1999), EquityGrant_%PPS is defined as the dollar change in grant value given

a 1% increase in stock price, or:

( )[ ]
100

StockPrice
tedSharesGranntedOptionsGraδPPStEquityGran ⋅+⋅=%_

The methodology for estimating δ, the first derivative of option value with respect to a

change in stock price, is detailed in Appendix B. Stock price is measured at the grant date

and is reported by ExecuComp. The mean (median) value of EquityGrant_%PPS for the

full sample of target CEOs in the pre-acquisition year is $41,205 ($11,339). That is, the

average pre-acquisition grant increases in value by $41,205 for every 1% increase in

stock price. This distribution is similar to the mean and median for non-target firms in the

sample.

I estimate the second measure of grants following Jensen and Murphy (1990) and

Yermack (1995). Specifically, EquityGrant_$PPS is defined as the dollar change in

managerial wealth given a $1,000 change in firm value, or:
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This measure is similar to percentage ownership, and captures the CEO’s fractional share

of dollar increases in equity value.19 The mean value of EquityGrant_$PPS for the full

sample of target CEOs in the pre-acquisition year is 2.311. That is, for every $1,000

19 Baker and Hall (2004) note that the appropriate measure of incentives depends on the question asked.
They suggest that for CEO actions which affect percentage returns, such as reorganizations, measuring
incentives as the dollar change in value of the executive’s equity-based incentives given a 1% increase in
stock price is most appropriate. However, if CEO actions are related to dollar returns, such as consumption
of perquisites, the appropriate measure is based on dollar changes in stock price. Because the questions in
this dissertation involve potentially both of these actions, I examine the effects using both constructs.
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increase in market capitalization, CEO wealth increases by $2.31 as a result of the grant.

Alternatively, it implies that the annual grant increases the CEO’s fractional share of

firm-wide equity gains by 2.31/1,000 or 0.231 percentage points. The median

EquityGrant_$PPS is 1.099 for target CEOs and is significantly larger than the median of

0.779 for non-target CEOs (p < 0.01).

The third estimate, EquityGrant_MIX, is the intensity of equity-based compensation

relative to total compensation, and unlike the first two measures, takes into account

variation in cash compensation. It is equal to the Black-Scholes value of options on the

grant date, plus the value of restricted stock granted as reported by the firm, divided by

the sum of cash salary and bonus, and the value of option and restricted stock awards for

the year (TotalCompensation): 

 
nsationTotalCompe

MIXtEquityGran
stockrestrictedofValue
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_
+

−

=

The average (median) compensation mix for target CEOs is 0.430 (0.462) and is larger,

though not significantly so, than the average and median CEO compensation mix in non-

target firms of 0.418 (0.446). In summary, target CEOs receive larger grants at both the

mean and median compared to CEOs of non-target firms for all measures. However, the

difference is only significant for the median EquityGrant_$PPS, the dollar change in

grant value for a $1,000 change in the firm’s equity value.

3.4. Measuring portfolios
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Prior research suggests that the CEO’s portfolio of stock and options is likely to

influence the takeover process as well as current year grants (e.g. Cai and Vijh 2006 and

Core and Guay 1999). To control for the incentives provided by the CEO’s portfolio

holdings, I form estimates of the CEO’s equity holdings corresponding to the

construction of the equity grant variables described above.20 To calculate the sensitivity

of the executive’s portfolio to a change in stock price, I use the one-year approximation

method described in Core and Guay (2002) to estimate exercise price and time-to-

maturities for options held by the CEO at the beginning of the year.

EquityPort_%PPS (EquityPort_$PPS) is the sensitivity of the CEO’s beginning

equity portfolio to a 1% ($1,000) change in equity value, where equity value and CEO

holdings are measured at the beginning of the grant year. EquityPort_MIX is equal to the

value of the beginning portfolio at the start of the year scaled by ten times prior year cash

salary and bonus. In some tests, I allow for separate effects of stock and option holdings

by decomposing each of the portfolio measures into their respective components.

The distributions of the beginning portfolio constructs are reported in panel C. The

average (median) sensitivity of CEO wealth to a 1% change in stock price at the

beginning of the year, EquityPort_%PPSt-1, is $403,304 (151,636), and is significantly

smaller than the average (median) sensitivity for non-target CEOs of $1,333,294

($181,171). Both EquityPort_$PPS and EquityPort_MIX exhibit similar differences at

the mean, but not at the median. In terms of the mix between options and stock in the

20 For example, if the dependent variable is the sensitivity of grant value to a 1% change in stock price, the
portfolio variable is measured as the sensitivity of the stock and/or option holdings to a 1% change in stock
price.
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CEO’s portfolio, options account for 58.6% (66.4%) of the target CEO’s mean (median)

total portfolio incentives. This is significantly larger than the mean (median) fraction for

non-target CEOs of only 52.4% (58.9%). That target CEOs have a larger portion of total

incentives from stock options is consistent with the argument that these CEOs may seek

out a takeover as a way to relieve restrictions and liquidity concerns (e.g. Cai and Vijh

2006).

3.5. The time-series of equity grants to target CEOs

I next document the time-series of equity grants leading up to the takeover for target

CEOs in office at least two years at the end of the pre-acquisition year. I include all

available data up to four years prior to the takeover announcement. Raw measures of

EquityGrant_%PPS, EquityGrant_$PPS, and EquityGrant_MIX, are reported in panel A

of Table 3. Following each of these measures, I report the mean and median annual

difference in the grant and the abnormal grant based on the residual from a large sample

regression. The annual difference approximates unexpected grants in the pre-acquisition

year if prior year equity grants are an appropriate expectation for current year grants.

However, changes in both economic and firm-specific conditions over time suggest that

prior period grants may be inappropriate benchmarks in this context.

There are at least two reasons why annual differences are not well-suited to capture

abnormal grants. First, it is well documented that equity grants increased over the 1990s

(Hall and Murphy 2003), and a large number of acquisitions in the sample occurred

during that time. Measuring year-to-year changes within the firm is problematic if the
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temporal trend is economy-wide. Second, the same factors associated with becoming a

takeover target may also determine equity grants even in the absence of an acquisition.

To avoid attributing an otherwise predictable increase in equity awards to information

about the takeover itself, it is important to measure grants controlling for economic

characteristics which are both associated with equity grants and the decision to sell.21

I deal with this issue by using the entire sample of ExecuComp CEOs with available

data to estimate the following regression:
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EquityGrant represent either EquityGrant_%PPS, EquityGrant_$PPS, or

EquityGrant_MIX. ExcessGrant is the firm-specific residual from this model and is

interpreted as the equity grant in a given year not explained by economic factors

associated with the equity granting decision (also referred to as the abnormal grant). The

explanatory variables are included to be consistent with prior research (e.g. Core and

Guay 1999, Yermack 1995). MVE is the market value of equity and proxies for the

monitoring environment of the firm. Book-to-Market is book value divided by market

value of equity and proxies for growth opportunities. Current and lagged market-adjusted

stock returns (Return) and current and lagged EBIT control for the effect of market and

accounting-based performance. The standard deviation of daily returns controls for the

21 For example, a common reason for putting the firm in play is that the target believes the stock is
undervalued, and that finding a buyer is the best alternative to increase shareholder wealth. Prior research
provides consistent evidence that equity grants are related to book-to-market and prior performance. If the
undervaluation affects the decision to sell, and variables associated with the undervaluation affect equity
grants (e.g. book-to-market and prior performance), then it becomes necessary to control for these effects.
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association between firm volatility and equity-based compensation. Tenure is the number

of years in office and controls for incentive problems associated with managerial horizon

(Gibbons and Murphy 1992). Lagged equity incentives (EquityPortt-1), whose

construction corresponds to the dependent variable, controls for the effect of existing

incentives on the current grant decision (Core and Guay 1999). Finally, I include year

dummies and industry dummies based on the 12 Fama and French classifications to

capture temporal and industry specific differences in the use of equity-based

compensation.

In addition to the equity grant measures described earlier, I also report the number of

options granted and abnormal cash compensation.22 Although cash compensation is not

the focus of this dissertation, the CEO has an incentive to increase salary and bonus prior

to the merger. For a CEO with a typical provision to receive three times salary and bonus

following a change-in-control, a one dollar increase in cash pay in the pre-acquisition

year results in a three dollar increase in the pre-tax severance payment. Alternatively,

some CEOs may find it more profitable to give up cash compensation in exchange for

equity awards through ad hoc negotiation with the board or through a formal program.23

22 Abnormal cash compensation is estimated using the firm-specific residual from annual regressions of
salary and bonus on market value, book-to-market, prior stock and accounting returns, and industry
dummies.
23 An example of a formal program, Case Corporation “permits participants to exchange part of or their
entire annual cash bonus for shares of common stock equal in value to 133 1/3% of the foregone cash
award.” (Case Corporation Proxy Statement, May 12, 1999). In a separate example, Rubbermaid’s
compensation committee approved a new program which allowed an executive to elect to receive stock
options in lieu of cash compensation, performance shares, and the accrual to the executive’s supplemental
retirement plan. The plan was approved in 1997 prior to the acquisition of Rubbermaid by Newell Co.
which was announced in 1998. In 1997, all Rubbermaid executives, including the CEO, exercised this
option. In another instance, approximately eight months before the acquisition of Santa Fe Snyder Corp by
Devon Energy was announced in 2000, the CEO of the target agreed to receive restricted stock in exchange
for terminating his employment agreement which provided severance pay under certain conditions if the
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In panel A of Table 3, I present the mean and median grant variables for the 447

CEOs listed in the pre-acquisition year using all available data for that CEO up to four

years prior to the takeover. For ease of exposition, I focus the discussion on median

values. The first three variables are based on EquityGrant_%PPS. In the pre-acquisition

year, EquityGrant_%PPS is smaller than the prior year, but larger than earlier years. The

median annual difference is insignificantly different from zero. More notably, the median

ExcessGrant_%PPS is smallest in the pre-acquisition year. Similar patterns are apparent

for the median difference in EquityGrant_$PPS and ExcessGrant_$PPS. Results are

qualitatively similar when using compensation mix variables.

The initial evidence in panel A provides no support for the notion that equity grants

systematically increase in the pre-acquisition year. However, of the 447 CEOs who were

in the position for the last two years prior to the acquisition, nearly 37% were in office

four years or less at the pre-acquisition year. These newer CEOs may have been brought

in by the board with the primary purpose of selling the firm, in which case equity granted

just prior to the takeover is not necessary if the CEO and board contract on that task at the

outset. To control for this, I report results for a constant subsample of 174 CEOs who

were in the position for at least five years ending in the acquisition year and for which I

have compensation and ownership data for all five years.

In panel B of Table 3, I explore the time trend of equity grants for this subsample.

Median total equity grants for all three measures are largest in the pre-acquisition year.

The annual differences reveal a more significant median increase in the pre-acquisition

firm was acquired. The value of the restricted stock received based on the acquisition price was over $4.5
million, which was nearly 4.5 times the CEO’s highest salary and bonus over the prior three years.
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year for EquityGrant_%PPS, but not for EquityGrant_$PPS or EquityGrant_MIX.

Finally, the median ExcessGrant variables in the pre-acquisition year do not reflect

systematic differences from the median ExcessGrant variables in prior periods.

3.6. Explaining variation in abnormal grants in the pre-acquisition year

Although total equity grants seemingly increase for target CEOs leading up to the

takeover, unexplained grants calculated using residuals obtained from large-sample

regressions provide little or no evidence of a takeover-based increase in equity grants

prior to an acquisition. This may not be surprising if information constraints limit the

firm’s ability to influence option grants, if SEC reporting requirements limit the

disclosure of the most timely option grants, if legal considerations mitigate the firm’s

response, or if the effect of an anticipated takeover is already captured by the explanatory

variables in the grant model.24 Further, an anticipated takeover may lead some firms to

make significant increases in their equity grants, while others may cut them.

Understanding the factors which cause these changes is important to our understanding of

compensation in general and how boards and executives respond to a takeover, and will

be addressed in the remainder of the dissertation.

In Table 4, I examine the extent to which unexplained grants in the pre-acquisition

year can be explained by some of these limiting factors. Because a firm’s unexplained

grants obtained from (1) are correlated over time, I adjust the CEO’s abnormal grant in

24 Palepu (1986) finds that models of predicting takeover targets, which are based on observable economic
characteristics, do not perform well. Thus, it is unlikely that the insiders’ private knowledge of the takeover
is captured by the explanatory variable in (1).
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the pre-acquisition year by subtracting the average abnormal grant over the prior three

years, i.e.: 25
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This adjustment backs out the abnormal component of equity-based compensation to the

CEO that persists over time and is expected to better capture the component of equity

grants in the pre-acquisition year attributable to information about the takeover. The

distribution of these adjusted abnormal grants, reported in panel A of Table 4, indicates a

weak negative abnormal component. However, the adjusted abnormal grant measures are

never significantly different from zero at the mean, and significantly negative at the

median only for ExcessGrant_%PPS.

To investigate whether adjusted abnormal grant can be explained by takeover-specific

factors which could affect the propensity to issue additional equity prior to a takeover, I

estimate the following regression:

µα
αα
ααα

++
++
++=

2000afternAcquisitiontannouncemeand

initiationbetweendays#

ustedAdj

5

43

210

rTenderOffe

iatedTargetInitAllStocktExcessGran

(2)

In a stock deal, the negotiated premium could be at risk to the extent the CEO retains

acquiring firm equity after the takeover. If the CEO can anticipate this and shift out of

equity compensation, the coefficient on AllStock should be negative. Alternatively,

Shleifer and Vishny (2003) argue that overvalued targets are more likely to be paid with

25 The parameter estimates from estimating an AR(1) model of abnormal grants for target CEOs is 0.17 (t-
stat = 3.95) using ExcessGrant_%PPS, and 0.23 (t-stat = 5.42) using ExcessGrant_$PPS.
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acquirer stock. If overvalued firms also make larger equity grants, the coefficient on

AllStock could be positive.

Several of the takeovers in the background subsample appear to be initiated by the

target firm. The prior literature, in general, is silent the factors which drive some firms to

solicit bids from potential acquirers, whereas others decide to sell following an

unsolicited offer. In target initiated deals, one could argue that incentives to sell the firm

are already in place, which means that pre-announcement grants are less likely to be

driven by incentive alignment concerns. On the other hand, target initiated sales begin

earlier relative to the announcement date (an average of 234 days for target initiated deals

versus 212 for the others), and the CEO is better able to control the timing of the process.

These CEOs may have greater ability to obtain opportunistic grants relative to a CEO

who is surprised by (though not necessarily opposed to) an unsolicited bid. The

coefficient on TargetInitiated tests whether abnormal grants are systematically different

for target CEOs which initiate the deal.

Equity grants are made throughout the pre-acquisition year, and can potentially occur

several months before the actual announcement of the deal. If observed grants reflect

private information about a takeover, they should be less likely in firms when the

initiation date precedes the announcement date by a very short window. To capture this

effect, I include the number of days between the private initiation date and the public

announcement date, and expect the coefficient to be positive.

Finally, option grants and other pre-takeover compensation in target firms came under

scrutiny by shareholders around the end of the 1990s, and managers and boards may have
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perceived greater legal risk to making pre-takeover awards after 2000. The legal focus at

the time arose within the context of a tender offer, and coincided with the general shift in

governance following the failure of a number of large corporations. I include the

indicator variable TenderOffer to control for the deal structure on pre-merger grants, as

well as an indicator variable if the announcement was made in 2000 or later.

The results reported in panel B of Table 4 are for the sample 193 CEOs in the

background sample with sufficient data to calculate the adjusted ExcessGrant. 26 AllStock,

is negatively associated with all three measures, but the significance is marginal at best

with t-statistics ranging from 1.37 to 1.62. Target initiated deals have significantly

smaller CEO grants measured by ExcessGrant_$PPS, but not the others.

ExcessGrant_%PPS is significantly smaller in tender offers. Both of the adjusted

ExcessGrant_$PPS and ExcessGrant_MIX are positively associated with the number of

days between the initiation date. The data are weakly consistent with the idea that legal

and logistical constraints affect the extent to which CEOs receive unexpected grants prior

to a takeover.

3.7. Does governance explain abnormal grants in the pre-acquisition year?

I now turn to an investigation of the effect of governance attributes on the adjusted

abnormal grants. I regress the adjusted ExcessGrant variables on indicator variables for

whether or not the CEO is also the chairman of the board (Chairman), the existence of a

classified board (ClassBoard), and the existence of poison pill provisions (PoisonPill).

26 Calculation of adjusted abnormal grants requires at least three consecutive years of data on ExecuComp,
ending in the pre-acquisition year.
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CEOs who also chair the board are likely to have significantly more control over the firm.

Faleye (2006) provides evidence that firms with classified (or staggered) boards have

more agency problems and reflect a lower market valuation. Poison pills often give the

target shareholders the right to buy target equity at significantly discounted prices, and

shield management from unwanted acquisition bids. I also include the percentage of

directors classified as outsiders (%BoardInd) as prior research finds that firms with more

independent boards suffer fewer agency problems. Finally, I include the Gompers et al.

(2003) governance shareholder rights index (GIndex) to capture the overall shareholder

rights environment not captured by the other variables. GIndex is constructed such that it

is decreasing in shareholder rights.

If grants are not associated with agency problems within the firm, there should be no

relation between governance attributes and equity grants. But an association should exist

if opportunistic CEOs use their power in poorly governed firms to obtain excessive grants

prior to the acquisition to increase their share of the premium. This prediction, while

intuitive, does not rely on a prior theoretical or empirical foundation. While equity has

significant value, target CEOs may be better off using their power to extract rents in other

forms, for example, by negotiating larger cash payments or holding out for a better

position with the acquirer. In other words, opportunistic CEOs may actually desire

smaller grants. Evidence on the relation between pre-acquisition grants and governance

sheds light on the preferences of entrenched target CEOs.

I first focus on the subset of 253 CEOs in the governance sample with board

independence data and sufficient data to calculate the adjusted abnormal grant. The
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results for these CEOs are reported in the first three columns of panel C in Table 4. The

coefficient on %BoardInd is positive in all three adjusted ExcessGrant regressions, and

significant in the ExcessGrant_$PPS (coeff. = 5.739, t = 2.62) and ExcesssGrant_MIX

(coeff. = 0.364, t = 2.63) models. The results provide no support for the hypothesis that

CEOs use their strength to obtain more grants. Rather, the evidence is consistent with

larger abnormal grants in the pre-acquisition year being associated with a greater

presence of outsiders on the board.

In the second three columns, I narrow the sample to the subset of CEOs who were in

office at least six years at the end of the pre-acquisition year (the median tenure of target

and non-target CEOs). This group could potentially have stronger incentive problems as

they likely have more influence on the board, worry less about the labor market

implications of their actions relative to new CEOs, and were probably not hired with the

task of selling the firm. The results imply that CEOs who are chairman tend to have

larger abnormal grants, but that the coefficient on Chairman is only significant when

ExcessGrant_$PPS is the dependent variable (coeff. = 2.623, t = 2.10).

ExcessGrant_%PPS is significantly smaller in firms with poison pills (coeff. = -44.803 t

= -2.03). The coefficient on ClassBoard is negative and significant in all three models.

The association between board independence and adjusted abnormal grants is positive

and significant in all three models, with coefficient magnitudes one to three times those

reported for the full sample. While GIndex is also positively associated with equity

grants, it is significant only for ExcessGrant_MIX (coeff. = 0.019, t = 1.68).
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While there are indications that CEOs with more power get larger awards in the long

tenure sample, the associations are relatively weak. The evidence more strongly supports

the interpretation that firms with better governance make larger grants to the CEO prior

to a takeover. The strongest effects arise from board classification and composition, and

the magnitudes of the effects are larger for CEOs in office at least six years at the

takeover.

In the next section, I extend the investigation into the determinants of equity grants by

examining structural differences in the determinants of equity grants to target and non-

target CEOs, as well as changes in the determinants of equity grants within target firms

leading up to the takeover. I expand the set of explanatory variables to include data on

CEO severance contracts and prior overcompensation.

3.8. The determinants of equity grants to target CEOs

In this section, I address the following questions: What are the determinants of equity

awards to target CEOs prior to a takeover? Is there a structural change in the

determinants of equity grants to target CEOs leading up the acquisition? Is there a

structural difference in the determinants of CEO equity grants between target and non-

target firms? The first and second questions provide evidence on the extent to which the

association between governance and equity-based compensation changes as the firm

approaches takeover. The third question provides evidence on the extent to which these

relations are systematically different between target and non-target firms. To provide
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evidence on these questions, I estimate the following regression which includes both

economic determinants and governance related attributes:
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The dependent variable is the total equity grant measure. I proposed earlier that one

reason why boards would grant equity prior to a takeover is to compensate the CEO for

his expected loss from selling the firm. While the CEO’s expected change in wealth

following a takeover is unobservable, factors such as the gain on pre-existing holdings,

the existence of a golden parachute plan, prior deferred compensation, and years until

planned retirement are likely to determine how much the CEO expects to lose or gain.

If gains to current grants and pre-existing portfolio holdings are substitutes in both

compensating the CEO for selling the firm and providing incentives to maximize

acquisition price, portfolio incentives should be negatively correlated with current grants.

Because prior research suggests that existing stock and option holdings may have unique

effects in the takeover setting, I include their separate effects using StockPort and

OptionPort.27

GoldenParachute is an indicator variable equal to one if the executive is covered by a

change-in-control contract, and zero otherwise. If equity-based premiums are used to

27 Note that a negative relation is also expected under the argument that boards actively manage equity
awards to achieve target portfolio incentives (Core and Guay 1999).
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provide compensation when the CEO is not covered by a golden parachute, the

coefficient on GoldenParachute should be positive. Year-to-Retire is the number of years

until the CEO turns 65. Whereas younger CEOs are asked to forgo more years in office, a

CEO about to retire gives up little, and in most cases gains, by selling the firm. Under the

argument that compensation demanded by the CEO is increasing in the length of time

until the CEO retires (Hartzell et al. 2004), the coefficient on Years-to-Retire should be

positive. ExcessCompensation is the residual from the following regression:
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If the board and CEO implicitly defer compensation, the amount deferred will be lost

unless the board makes it up to the CEO at the takeover (Knoeber 1986).

ExcessCompensation captures both over and under-compensation, and should be

negatively related to new equity grants if grants are used to compensate for implicitly

deferred compensation.

Under the argument that opportunistic CEOs take the transaction as given and use

their power to obtain more equity-based compensation prior to the deal announcement,

grants should be increasing in CEO power, all else equal. But it is likely that a CEO

could be better off using his power to extract rents through sources such as additional

cash compensation or other changes to the his contract. Theory is relatively silent on

CEO preferences between cash and equity in a control transaction, thus, empirical

evidence sheds light preferences of entrenched CEOs.
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Stock ownership is one proxy for CEO power. If CEOs use their power to get larger

grants, the coefficient on stock holdings (StockPort) should be positive. Similarly, if

CEOs who extract excessive compensation in the past are able to use their power to

obtain opportunistic grants prior to a takeover, the coefficient on ExcessCompensation

should also be positive. I also include five additional attributes of corporate governance

described earlier to proxy for degree of CEO entrenchment: Chairman, ClassBoard,

PoisonPill, %BoardInd, and GIndex. Because %BoardInd is only available for a subset

of firms covered by IRRC database, the regression is run with and without %BoardInd in

the model.

In panel A of Table 5, I report results of estimating a pooled time-series cross-

sectional model using the sample of target CEOs with sufficient data for at least two

years, including up to four consecutive years of data, ending in the pre-acquisition year.

To test whether equity grants in the pre-acquisition year are driven by factors related to

the takeover, I interact all variables, excluding the year and industry dummies, with an

indicator variable equal to one if the period is the pre-acquisition year. The coefficients

on the interactions test for structural changes in the determinants of equity grants between

prior years and the pre-acquisition year.

Because of data availability constraints, I assume that the firm-specific governance

attributes in the pre-acquisition year are stable over the four years leading up to the

takeover. Although the full model in (3) is estimated, I only report the results for the

variables of interest. The first three columns report results for the governance sample,
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and the last three columns restrict the governance sample to those with available data on

board composition.

For brevity sake, I discuss only the results from regressions where %BoardInd is

available. GoldenParachute is consistently positively associated with equity grants in

target firms. In years prior to the pre-acquisition year, the coefficient in the fourth column

indicates that CEOs covered by golden parachute receive grants whose value is $16,640

more sensitive to a 1% change in stock price relative to CEOs without such contracts.

However, the incremental effect on GoldenParachute in the pre-acquisition year is -

28.987 (t = -2.01). This shift in the relation supports the notion that grants in the pre-

acquisition year compensates the CEO for selling firm. Similar results are obtained when

the dependent variable is EquityGrant_%PPS, but the incremental association is marginal

at best (coeff. = -1.372, t = -1.60). When EquityGrant_MIX is the dependent variable, the

incremental coefficient on GoldenParachute in the pre-acquisition year is not significant.

The coefficient on %BoardInd prior to the pre-acquisition year is negative and

significant for both EquityGrant_%PPS and EquityGrant_$PPS. However, there is weak

evidence that the association is less negative in the pre-acquisition year. Although all

three incremental coefficients are positive, it significantly different from zero only in the

EquityGrant_$PPS model (coeff. = 5.05 t = 2.10). Overall, the results provide some

evidence that equity grants compensate CEOs who do not expect to receive golden

parachutes, and weak evidence that more independent boards make larger grants prior to

the acquisition.
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The earlier results in Table 4 indicate a substantial difference in the effect of

governance on the adjusted ExcessGrant for CEOs who were in office longer at the

acquisition. In panel B, I replicate the analysis for the subset of CEOs who were in office

at least six years at the end of the pre-acquisition year, and include up to four years of

data ending in the pre-acquisition year. Focusing the analysis on those firms with

available data on board independence, I find that while the incremental coefficient on

GoldenParachute is still negative, it is no longer statistically significant in any of the

regressions. Interestingly, I find that the effect of being chairman on equity grants is

negative and significant prior to the pre-acquisition year. But the incremental coefficient

on Chairman is positive and significant in the pre-acquisition year when

EquityGrant_%PPS and EquityGrant_$PPS are the dependent variables. This is

consistent with strong CEOs receiving larger equity awards in anticipation of a takeover.

I find that board independence is negatively associated with equity grants prior to the

pre-acquisition year when EquityGrant_%PPS and EquityGrant_$PPS are the dependent

variables, as before. More importantly, the incremental coefficient on %BoardInd in the

pre-acquisition year is now positive and significant across all three measures. More

independent boards make larger total equity grants, and increase the relative mix of

equity in total compensation. The results also reveal that the incremental effect of a

poison pill on EquityGrant_%PPS is more negative and significant (coeff. = -44.364, t =

-2.01) in the pre-acquisition year, which is consistent with a positive relation between

governance strength and equity grants prior to takeover. The coefficient on GIndex is

negative but insignificant in years prior to the acquisition year. In the EquityGrant_%PPS
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model, the incremental coefficient on GIndex in the pre-acquisition year is positive

(coeff. = 7.648, t = 1.85), and provides weak evidence that with poor governance firms

make larger grants prior to the takeover.

Overall, the data provide weak support for the argument that equity grants in the pre-

acquisition year are increasing in CEO strength. But the positive association between

Chairman and EquityGrant could be attributed to a golden-parachute type effect not

inconsistent with incentive alignment. In other words, if CEOs who are also chairman

give up more by agreeing to the acquisition, they require greater incentives to do the deal.

The consistently positive effect of board independence on observed grants suggest that

outside directors use equity grants to ensure the CEO’s interests are aligned in the sale

process.

3.9. The relative determinants of equity grants to target and non-target CEOs

Building on the findings in Hanlon et al. (2003), the results so far suggest that certain

dimensions of the governance structure of the firm influence equity grants in target firms.

This raises the possibility that the determinants of equity grants vary across types of

firms, and provides evidence for a group of firms in which agency issues associated with

equity grants are likely to be stronger. To test whether governance attributes affect equity

grants differently in target firms, I estimate (3) using a large sample of target and non-

target firms and interact the model variables with an indicator variable equal to one of the

firm is a target firm in the sample and was acquired over the next four years.
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The results are reported in Table 6. Only the coefficient estimates for the variables of

interest are reported, and I focus the discussion on the regressions in which %BoardInd is

available. The estimated coefficient for each variable is the effect for the non-target

firms. The coefficient directly below that is the incremental difference in the average

effect for target firms over the four years leading up the acquisition, inclusive of the pre-

acquisition year.

GoldenParachute is positively associated with all equity grant measure in non-target

firms. The coefficient in the EquityGrant_MIX model of 0.046 (t = 6.46) implies that

equity compensation as a fraction of total compensation is nearly 0.05 greater when the

CEO has a golden parachute. The association between golden parachutes and equity

compensation for target firms is not significantly different from non-targets. The

coefficients on PoisonPill and %BoardInd are positive and significant for non-target

firms when EquityGrant_MIX is the dependent variable. However, the incremental

coefficient on %BoardInd for target firms is negative in all models and significant in both

the EquityGrant_%PPS and EquityGrant_$PPS models. An interpretation is that agency

issues in target firms lead entrenched CEOs to obtain grants beyond what is predicted by

economic factors. Finally, the coefficients on Chairman, ClassBoard, and GIndex are

never significant for non-target firms, except when EquityGrant_MIX is the dependent

variable. In that model, Chairman has a weak positive incremental association for target

firms, while GIndex has a negative association

Overall, the evidence using a larger sample of non-target firms is consistent with

corporate governance having little association with observed grants for the large
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population of firms, controlling for economic determinants, and is consistent with the

findings in Hanlon et al. (2003). The results do suggest that that the association between

independent boards is different for target firms. The somewhat negative effect of

%BoardInd target firms suggests that the agency costs of equity differ systematically

between target and non-target firms.

3.10. The relation between grants and takeover premiums

In this section, I analyze the relation between equity grants and takeover premiums in

order to provide direct evidence on the extent to which pre-merger grants affect

shareholder wealth. Specifically, I estimate the following regression:
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Premium is either the announcement-period return beginning 20 days prior to

announcement and ending five days after (Premium-20,A+5), or the total acquisition

premium beginning 20 days prior to announcement and ending at deal completion

(Premium-20,C). I use the adjusted ExcessGrant described in Table 4 as the measure of

equity-based compensation. This measure controls for temporal and cross-sectional

factors and should best capture the takeover related component. Similar to Hanlon et al.

(2003) and Core et al. (1999), I partition the adjusted ExcessGrant into the components
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explained and not explained by governance by using the predicted values and residuals

obtained from the regression reported in panel C of Table 4.

I include both the stock and option portfolio incentives corresponding to the

ExcessGrant measure. In addition, I control for various deal and firm-specific attributes

expected to associate with takeover premiums (e.g. Schwert 1996). AllCash and AllStock

control for the effect of payment method on premiums, CompetingBid proxies for the

competitiveness of deal, Hostile controls for the effect of target’s attitude on deal

premiums, and TenderOffer control for the effect of deal structure. I also include firm

size, book-to-market, and lagged stock returns consistent with prior research.

The results from estimating a baseline model of (5) without equity grant and portfolio

variables is reported in Table 7. Target announcement window premiums in tender offers

are about 10.1% larger on average. Firm size is negatively associated with premium,

which is largely due to the fact that some of the large targets in the sample were party to a

“merger of equals”, in which little or no premium is paid to target shareholders. Hostile

deals result in significantly larger total premiums, but not announcement premiums. One

explanation is that the effect of target company resistance is most pronounced after the

deal becomes public. Finally, the coefficient on prior stock returns is negative and

significant in the total premium regression, but insignificant in the announcement

premium regression.

In Table 8, I report the results from estimating the full version of (5). For simplicity, I

only report the results for the equity incentive variables. Panel A includes results when

Premium-20,A+5 is the dependent variable. The first three columns are for the entire sample
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with available data. The last three focus on the CEOs in office at least six years. The

adjusted ExcessGrant due to governance is positively associated with announcement

premiums, but not significantly so for either sample. The adjusted ExcessGrant_MIX not

explained by governance has a positive and significant association with announcement

premiums, but only for the CEOs in office at least six years.

In panel B, I report results for total acquisition premiums. For all CEOs, the adjusted

ExcessGrant explained by governance is positively associated with total premiums for all

measures, and significantly so for ExcessGrant_$PPS (coeff. = 0.059 t = 2.68) and

ExcessGrant_MIX (coeff. = 0.920 t = 2.05). For the subset of CEOs with at least six years

in office, the coefficients are again positive and somewhat larger, with significance

obtained for both ExcessGrant_$PPS (coeff. = 0.077 t = 2.33) and ExcessGrant_MIX

(coeff. = 1.158 t = 1.85). An economic interpretation of the coefficient on the adjusted

ExcessGrant_$PPS explained by governance is that increasing the CEO’s fractional share

of total equity gains by 0.01% (compared to the median grant of 0.11%), results in a

0.77% larger premium.

Interestingly, the coefficients on StockPort are consistently negative, although

marginally significant only with StockPort_$PPS in the announcement premium

regression using all CEOs (coeff. -0.001 t = 1.67). This is inconsistent with prior

literature which documents a positive association between ownership and premiums, but

is more consistent with the findings in Cai and Vijh (2006) which uses estimates of the

executive discount on equity. The coefficients on OptionPort are consistently positive,

but never significant.
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The results provide initial evidence that governance-driven equity grants prior to a

takeover are positively associated with shareholder gains. The results provide no support

for the notion that equity grants to target CEOs prior to a takeover harm shareholders.

Earlier results show that grants are increasing in board independence, and prior research

finds that independent boards are associated with higher premiums. The results are

consistent with the interpretation that boards, who usually delegate the negotiating task to

the CEO, use equity grants to ensure that the CEO has the right incentives to get the

highest price rather than sacrifice shareholder gains for private enrichment.
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4. CONCLUSION

I investigate the magnitude, determinants, and consequences of equity grants made to

target company CEOs prior to a takeover. Target CEOs and boards often engage in

private negotiations months before an official announcement. Although directors can face

substantial liability for the outcome of a takeover, the actual negotiation is often

delegated to the CEO, who will often step down as a result of the transaction. Thus,

agency issues are likely to be magnified in a control transaction, and increase the

potential payoff to providing correct incentives to the CEO.

Pre-acquisition grants could reflect incentive alignment by compensating the CEO for

selling the firm and increasing the CEO’s incentive to bargain for the highest price, as

well as rent extraction if powerful CEOs obtain excessive equity grants at the expense of

shareholders. The evidence suggests that target firm equity grants do not increase prior to

a takeover, on average, but that grants are positively associated with board independence

in the year prior to the acquisition. I also find evidence that governance attributes have a

stronger effect on CEO equity awards in target firms than in non-target firms.

To improve the inferences on the extent to which pre-acquisition equity grants are

dominated by incentive alignment or rent extraction effects, I investigate the relation

between acquisition premiums and abnormal grants explained by the governance

attributes. The findings provide modest evidence that when the premium is measured

from announcement until completion, abnormal equity grants explained by the

governance are positively associated with takeover premiums. When the premium is

measured over a fixed announcement window the association is still positive, but
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insignificant. The tests provide no evidence that pre-acquisition equity grants driven by

governance have a negative effect on premiums paid by acquirers.

Overall, there is no evidence that pre-takeover grants are dominated by opportunistic

behaviors by the target CEO. This may not be surprising if CEOs prefer to extract rents

via other sources. There is modest evidence that agency issues come into play which can

be at least partially resolved by making larger equity grants. This triangulate with prior

findings that premiums are increasing in both CEO stock incentives as well as board

independence. The findings are relevant to a recent SEC proposal which would make

such grants legal in the context of a tender offer, contrary to the arguments put forth by

target shareholders. The findings also contribute to our understanding of equity-based

compensation in general, and support the view that governance-driven grants increase

shareholder wealth in takeovers and suggest that the relation between equity awards,

governance, and future performance is likely to be context-specific.
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APPENDIX A

MERGER-RELATED DISCLOSURES ON BACKGROUND

The S-4 filing made in conjunction with a registration of securities in connection with

a merger requires that the acquiring firm “Describe any past, present or proposed material

contracts, arrangements, understandings, relationships, negotiations or

transactions…between the company being acquired or its affiliates and the registrant or

its affiliates, such as those concerning: a merger, consolidation or acquisition; a tender

offer or other acquisition of securities…” (Item 6, Form S-4). Disclosure requirements in

14A (proxy statement) and 14D (tender offer) filings are similar. The following excerpt is

from Eastman Chemical’s 14D filing on May 12, 2000 and illustrates the disclosure

required by the SEC. Parent refers to the acquirer, Eastman Chemical Co., and Company

refers to the target, McWhorter Technologies.

Parent continually evaluates and considers other businesses of varying
sizes as potential strategic partners and candidates for acquisition. In the
fall of 1999, Parent was approached by the Company's previous financial
advisor to determine whether Parent had any interest in a strategic
transaction involving the Company. Following additional conversations
between Parent and the Company's previous and current financial
advisors, on November 12, 1999, Parent and the Company entered into a
confidentiality agreement.

On December 13, 1999, Allan R. Rothwell, President of the Chemicals
Group of Parent, James P. Rogers, Senior Vice President and Chief
Financial Officer of Parent, and Bruce E. Moore, Vice President and
General Manager of Coatings, Adhesives and Specialty Polymers of
Parent, together with other members of Parent's senior management, met
with John R. Stevenson, Chairman of the Company Board, Jeffrey M.
Nodland, President and Chief Executive Officer of the Company, Louise
M. Tonozzi-Frederick, Chief Financial Officer of the Company, and the
Company's current financial advisor. This meeting continued to be
exploratory in nature, with the parties discussing in general terms the
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strategic benefits of Parent's proposed acquisition of the Company.
Following this meeting, members of Parent's senior management engaged
in a series of conversations with the Company's financial advisor
regarding potential valuations of the Company and other due diligence
matters.

In January 2000, Parent retained Chase Securities Inc. to provide financial
advice regarding a potential business combination with the Company.

On February 2 and February 3, 2000, members of Parent's management,
together with Parent's financial advisor, met in Chicago, at the offices of
the Company's outside legal counsel, with members of the Company's
management, together with the Company's financial advisor, and
commenced Parent's initial due diligence investigation.

In addition, on February 3, 2000, at a meeting of the Finance Committee
of Parent's Board of Directors (the "Parent Board"), Mr. Rogers briefed
the committee on the status of discussions between the Company and
Parent.

On February 17, 2000, Parent submitted a letter to the Company, through
the Company's financial advisor, indicating that Parent was considering a
transaction in which it would acquire all of the Company's issued and
outstanding Shares at a price of $20.00 per Share, subject to further due
diligence. Parent also requested a period of exclusive negotiations with the
Company.

If a disclosure indicates that the parties initially discussed a potential alliance or joint

venture, and later discuss the possibility of a merger, I use the date when the term

“merger”, “acquisition”, “business combination”, or similar expression was first used in

the disclosure. In the example disclosure contained here, I would use November 12, 1999

as my estimate of the initiation date, even though formal negotiations did not appear to

begin until sometime in early 2000. I classify a target as the initiator if the target firm

approached the acquirer about a possible transaction or sought out potential bidders
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through a third party. In this example, I would classify McWhorter Technologies as the

initiating firm.
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APPENDIX B

ESTIMATING THE SENSITIVITY OF STOCK OPTION VALUE TO STOCK PRICE

Following prior research, I estimate the sensitivity of the option value to stock price (i.e.

the option “delta”) as the partial derivative of the Black-Scholes option value with respect

to stock price:

)()( ZNee(StockPricValue)/ScholesBlack dT−=∂−∂=δ
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and

N = cumulative probability function for normal distribution
E = exercise price of option
P = market price of underlying stock
T = number of years until expiration
r = risk-free interest rate
d = expected dividend yield over life of options
σ = expected stock return volatility over life of options

I use the rate on a 10-year Treasury bond to estimate the risk-free rate. The dividend yield

is equal to the dividends paid in the prior year divided by the market value of equity at

the end of the year. The expected volatility is the annualized standard deviation of returns

based on the first 120 days of trading during the fiscal year.28 The remaining variables are

available from ExecuComp. I exclude option reloads consistent with prior research.

28 I measure volatility in the first half of the year since the acquisition announcement may occur in the last
three months of the firm’s fiscal year. Using volatility measured from the last half of the year could bias the
values of stock-options for target firms in the final year.
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Table 1
Industry and announcement year distribution for 447 completed acquisitions

announced between 1994 and 2005

Panel A: Industry
membership Target firms

All
ExecuComp

firms

Industry N % %
1 – Consumer non-durables 17 3.79% 6.86%
2 – Consumer durables 5 1.12 3.02
3 - Manufacturing 52 11.61 14.07
4 – Oil and Gas 26 5.80 4.19
5 – Chemicals and allied
products 12 2.68 3.41
6 – Business equipment 77 17.19 15.41
7 - Telecommunications 18 4.02 2.02
8 - Utilities 23 5.13 6.44
9 - Retail 33 7.37 12.32
10 - Healthcare 37 8.26 7.35
11 - Finance 91 20.54 13.52
12 - Other 56 12.50 11.41

447 100.00% 100.00%

Panel B: Year acquisition announced

Year announced N %
1994 12 2.68%
1995 35 7.81
1996 31 6.92
1997 54 12.28
1998 70 15.63
1999 69 15.40
2000 58 12.95
2001 30 6.70
2002 11 2.46
2003 22 4.91
2004 33 7.37
2005 22 4.91

447 100.00%
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Table 2
Descriptive statistics for transactions announced between 1994 and 2005

Panel A: Deal statistics

N Mean 10% Median 90%
Premuim-20,A+5 447 0.261 0.008 0.213 0.562
Premium-20,C 447 0.307 -0.040 0.268 0.668
RelativeSize 418 1.017 0.034 0.307 1.255
CompetingBid 447 0.094 0.000 0.000 0.000
Hostile 447 0.040 0.000 0.000 0.000
AllCash 447 0.282 1.000 0.000 0.000
AllStock 447 0.431 1.000 0.000 0.000
TargetInitiated 233 0.283 0.000 0.000 1.000
Days between FYE

of pre-acquisition
year and
announcement date 447 184 14 172 356

Days between
initiation date and
announcement date 233 218 39 138 462

Panel B: Target firm statistics in acquisition year

Target firms
(N = 447)

Non-target
ExecuComp firms

(N = 13,208)

Mean Median Mean Median
MVEt – 1 ($billion) 3.432 0.861 5.739b 1.119a

Book-to-Markett – 1 0.513 0.449 0.510 0.436
EBITt 0.079 0.082 0.086 0.088b

EBITt – 1 0.079 0.079 0.089c 0.089b

Returnt 0.006 -0.074 0.094a -0.004a

Returnt – 1 0.065 -0.014 0.106 0.000
σ(Return) 0.111 0.095 0.111 0.097
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Table 2 (cont’d)
Descriptive statistics for transactions announced between 1994 and 2005

Panel C: CEO statistics in acquisition year

Target firms
(N = 447)

Non-target ExecuComp
firms (N = 13,208)

Mean Median Mean Median
Tenure 7.615 6.000 8.724a 6.000
Salary 604.500 550.004 615.718 555.026
Bonus 654.950 308.378 673.240 350.000c

TotalCompensation 4,078.808 1,829.243 4,072.583 1,840.463
EquityGrant_%PPS 41.205 11.339 38.984 11.185
EquityGrant_$PPS 2.311 1.099 2.064 0.779a

EquityGrant_MIX 0.430 0.462 0.418 0.446
EquityPort_%PPSt – 1 403.304 151.636 1,333.294c 181.171b

EquityPort_$PPS t – 1 34.007 15.634 41.825b 15.066
EquityPort_MIX t – 1 4.202 1.526 7.133 1.513
OptionPort/EquityPort 0.586 0.664 0.524a 0.589a

Panel D: Ownership and governance statistics

Target firms
Non-target ExecuComp

firms
Mean Median Mean Median

Ownershipt (%)* 2.175 0.376 3.096a 0.393
Chairman* 0.671 1.000 0.735a 1.000a

GoldenParachute** 0.706 1.000 0.593a 1.000a

PoisonPill** 0.576 1.000 0.568 1.000
ClassBoard** 0.574 1.000 0.601 1.000
%BoardInd*** 0.653 0.667 0.637 0.666
GIndex** 9.391 9.000 9.271 9.000

a,b,c difference between completed deals significant at the 1%, 5%, 10% level (two-
tailed t-test for means, sign test for medians)
All dollar amounts in thousands, unless otherwise specified. All variables defined in
Appendix A.
* Sample size of 447 and 13,208 for target and non-target ExecuComp firms,
respectively
** Sample size of 371 and 10,864 for target and non-target ExecuComp firms,
respectively
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*** Sample size of 325 and 8,868 for target and non-target ExecuComp firms,
respectively
Premium is the cumulative value-weighted market-adjusted stock returns for the target
firm. RelativeSize is the deal value of the target, divided by the acquirer’s market
value five days prior to the announcement. CompetingBid is an indicator variable
equal to one if the there is more than one publicly disclosed bid for the target firm.
Hostile is an indicator variable equal to one if the target board opposed the final offer.
AllCash is an indicator variable equal to one if the consideration is 100% cash.
AllStock is an indicator variable equal to one if the consideration is 100% acquirer
stock. TargetInitiated is an indicator variable equal to one if the merger disclosures
indicate that the target initiated takeover proceedings.
MVE is the market value of equity at the end of the year. Book-to-Market is the book
value of equity divided by market value of equity at the end of the year. EBIT is
earnings before interest and taxes. Return is the annual value-weighted market-
adjusted return ending in the sixth month of the year. σ(Return) is the standard
deviation of daily returns for 12 months ending in the sixth month of the current year.
Tenure is the number of years in office of the CEO, rounded up the next whole year.
Salary (Bonus) is cash salary (bonus) for the year. TotalCompensation is the sum of
cash and equity compensation for the year. EquityGrant_%PPS (EquityGrant_$PPS)
is the change in grant value given a 1% ($1,000) increase in stock price.
EquityGrant_MIX is the total value of equity compensation divided by
TotalCompensation. EquityPort_%PPS (EquityPort_$PPS) is the change in portfolio
value given a 1% ($1,000) increase in stock price. EquityPort_MIX is the value of the
equity portfolio divided by ten times cash compensation. OptionPort/EquityPort is the
portfolio incentives from options divided by total equity incentives.
Ownership is the total percentage of outstanding common stock owned by the CEO.
Chairman is an indicator variable equal to one if the CEO is also the Chairman of the
Board. GoldenParachute is an indicator variable equal to one if the firm has change-
in-control agreements with its top executives. PoisonPill is an indicator variable equal
to one if the firm has a poison pill amendment. ClassBoard is an indicator variable
equal to one if the firm has a classified board. %BoardInd is the number of outside
directors divided by the total number of directors. GIndex is the Gompers et al. (2003)
shareholder rights index.
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Table 3
Equity grants to target CEOs prior to acquisition

Panel A: Equity grant values for target firm CEOs

Year relative to pre-acquisition year
-3  -2  -1  0

EquityGrant_%PPS Mean 29.646 35.572 33.125 41.205
Median 9.385 9.526 12.555 11.339

∆EquityGrant_%PPS Mean 6.370 -4.447 -4.881 5.756
Median 1.241a 0.000 0.580a 0.002

ExcessGrant_%PPS Mean 5.399 9.124c 0.764 6.051
Median 0.996 -1.066 -4.213b -4.464b

EquityGrant_$PPS Mean 2.705 2.831 2.411 2.311
Median 0.725 0.976 1.031 1.099

∆EquityGrant_$PPS Mean 0.107 -0.389 -1.052b -0.756b

Median 0.017c 0.000 0.000 0.000

ExcessGrant_$PPS Mean 0.667 0.601c 0.168 0.023
Median -0.431a -0.599a -0.553a -0.663a

EquityGrant_MIX Mean 0.400 0.411 0.434 0.430
Median 0.404 0.442 0.461 0.462

∆EquityGrant_MIX Mean 0.023 -0.021 -0.015 -0.024
Median 0.009a 0.000 0.000 0.000

ExcessGrant_MIX Mean 0.041c 0.030c 0.029c 0.013
Median 0.051b 0.054c 0.048a 0.037a

Number of Options
Granted Mean 205.873 210.898 181.060 179.909

Median 70.000 60.000 64.500 65.000

ExcessCash Mean 58.053 88.167 112.802b 58.154
Median -43.967 -46.919 -93.850b -87.997a

N = 174 248 346 447
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Table 3 (cont’d) Equity grants to target CEOs prior to acquisition

Panel B: Equity grant values for 174 target-firm CEOs

Year relative to pre-acquisition year
-3  -2  -1  0

EquityGrant_%PPS Mean 29.646 35.708 36.442 42.467
Median 9.385 9.303 13.013 13.820

∆EquityGrant_%PPS Mean 6.370 5.943 0.734 6.025
Median 1.241a 0.001 0.945a 1.205a

ExcessGrant_%PPS Mean 5.399 6.105 1.236 1.444
Median 0.996 -7.644 -8.546b -7.602b

EquityGrant_$PPS Mean 2.705 2.622 2.242 2.416
Median 0.725 0.901 0.933 1.115

∆EquityGrant_$PPS Mean 0.107 -0.075 -0.379 0.174
Median 0.017c 0.000 0.012 0.007

ExcessGrant_$PPS Mean 0.667 0.535 0.106 0.253
Median -0.431a -0.606a -0.569a -0.594a

EquityGrant_MIX Mean 0.400 0.396 0.422 0.441
Median 0.404 0.405 0.448 0.467

∆EquityGrant_MIX Mean 0.023 -0.003 0.025 0.018
Median 0.009a 0.000 0.000 0.008

ExcessGrant_MIX Mean 0.041c 0.014 0.019 0.020
Median 0.051b 0.043 0.041c 0.032

Options Granted Mean 205.873 201.229 184.710 179.427
Median 70.000 60.000 62.000 85.000

ExcessCash Mean 58.053 134.687c 239.717b 167.387c

Median -43.967 -35.618 -107.156 -70.681

N = 174 174 174 174

a,b,c imply significance at 1%, 5%, 10% levels using two-tailed t-test (means) and sign
test (medians)
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This table documents the annual equity grant to all target CEOs in office at the end of
the pre-acquisition year. Panel A includes all available data for CEO’s listed in pre-
acquisition year. Panel B focuses on the subsample of CEOs who have been in office at
least five years at the acquisition and who have a full five years of data.
EquityGrant_%PPS (EquityGrant_$PPS) is the sensitivity of grant value to a 1%
($1,000) change in stock price. EquityGrant_MIX is the value of equity grant divided
by the sum of cash and equity compensation for the year. ∆EquityGrant_ is the CEO-
specific annual difference in the respective grant value. ExcessGrant_ is the residual
from a pooled regression of EquityGrant_ on market value, book-to-market, current
and lagged stock return, current and lagged accounting return, standard deviation of
returns, CEO tenure, equity portfolio incentives, and year and industry dummies.
OptionsGranted is equal to the raw number of stock options granted during the year.
ExcessCash is the residual from a regression of total cash compensation on market
value, book-to-market, current and lagged stock returns, current and lagged accounting
returns, and year and industry dummies.
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Table 4
The effect of governance and takeover attributes on excess equity grants to target

CEOs in pre-acquisition year

Panel A: Distribution of adjusted abnormal grants

All CEOs
(N = 347)

CEOs in office at
least six years

(N = 233)
Adj. ExcessGrant Mean Median1 Mean Median1

_%PPS 1.871
(0.37)

-6.922
0.001

-4.050
(-0.65)

-8.334
0.001

_$PPS -0.120
(-0.44)

-0.054
0.452

-0.189
(-0.47)

-0.083
0.081

_MIX -0.014
(-0.87)

-0.010
0.237

-0.020
(-0.98)

-0.013
0.444

Panel B: Deal related determinants of adjusted abnormal grants for 193 CEOs
with background data

Dependent variable =
Adjusted ExcessGrant

Variable _%PPS _$PPS _MIX
Intercept 20.573

(1.62)
0.602

(0.86)
0.025

(0.60)

AllStock -20.565
(-1.41)

-1.05
(-1.37)

-0.077
(-1.62)

Target Initiated -1.968
(-0.14)

-1.444
(-1.85)

-0.021
(-0.44)

TenderOffer -31.222
(-1.86)

-1.133
(-1.23)

-0.004
(-0.07)

Days between
initiation and
announcement

-0.001
(-0.35)

0.004
(2.48)

0.001
(1.78)

Announced after
2000

-15.870
(-1.02)

-1.041
(-1.22)

-0.050
(-0.99)

Adjusted R2 0.004 0.042 0.013
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Table 4 (cont’d)
The effect of governance and takeover attributes on excess equity grants to target CEOs

in pre-acquisition year

Panel C: Governance-related determinants of adjusted abnormal grants

All CEOs with available data
(N = 253)

CEOs in office at least six
years at the acquisition

(N = 142)
Dependent variable = adjusted ExcessGrant

_%PPS _$PPS _MIX _%PPS _$PPS _MIX

Intercept -27.101
(-0.79)

-4.376
(-2.57)

-0.165
(2.81)

-
106.097
(-2.53)

-9.612
(-3.94)

-0.399
(-3.59)

Chairman -4.372
(-0.28)

0.313
(0.40)

-0.011
(-0.21)

31.674
(1.48)

2.623
(2.10)

0.007
(0.12)

PoisonPill -17.103
(-1.08)

-0.613
(-0.78)

-0.027
(-0.56)

-44.308
(-2.03)

-1.859
(-1.46)

-0.044
(-0.76)

ClassBoard -14.304
(-0.89)

-0.923
(-1.18)

-0.048
(-0.99)

-35.543
(-1.75)

-2.055
(-1.73)

-0.091
(-1.68)

%BoardInd 32.961
(0.74)

5.739
(2.62)

0.364
(2.63)

99.185
(1.86)

11.631
(3.75)

0.396
(2.83)

GIndex 3.328
(1.04)

0.111
(0.70)

0.011
(1.08)

6.307
(1.51)

0.186
(0.77)

0.019
(1.68)

Adjusted R2 0.000 0.016 0.027 0.043 0.113 0.055
1p-value of sign test reported in italics for medians
t-statistics in parentheses
This table documents the relation between the adjusted excess grant to target CEOs
in the pre-acquisition year. The sample is limited to the CEOs with data for four
consecutive years, and who have sufficient data for the respective model variables.
The adjusted excess grant is equal to the excess grant for the pre-acquisition year,
divided by the average excess grant for the prior three years. AllStock is an indicator
variable equal to one if the consideration is 100% acquirer stock. TargetInitiated is
an indicator variable which takes a value of one if the background section of the
merger filings indicates the target initiated takeover process. Days between initiation
and announcement document the time between when the target became privately
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aware of the takeover attempt and the public announcement of the deal. Announced
after 2000 is an indicator variable if the deal was announced after January 1, 2000.
GoldenParachute is an indicator variable equal to one if the firm has a change-in-
control agreement with its top executives. Chairman is an indicator variable equal to
one if the CEO is also the Chairman of the Board. PoisonPill is an indicator variable
equal to one if the firm has a poison pill amendment. ClassBoard is an indicator
variable equal to one if the firm has a classified board. %BoardInd is the number of
outside directors divided by the total number of directors. GIndex is the Gompers et
al. (2003) shareholder rights index.
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Table 5
Test for structural differences in the relation between governance and equity grants for target firms in pre-acquisition year

Panel A: CEOs in office in pre-acquisition year
Dependent variable = EquityGrant

Variable _%PPS _$PPS _MIX _%PPS _$PPS _MIX

StockPort -0.012 (-1.57) 0.006 (1.36) -0.002 (-1.47) -0.022 (-2.00) 0.004 (0.72) 0.001 (0.21)
x Pre-acquisition 0.006 (0.53) -0.008 (-0.88) 0.000 (0.08) 0.012 (0.76) -0.012 (-1.08) 0.001 (0.45)

OptionPort 0.074 (6.00) 0.093 (6.16) 0.003 (1.19) 0.073 (5.39) 0.075 (4.71) 0.003 (1.02)
x Pre-acquisition 0.001 (0.60) 0.010 (0.42) 0.005 (0.88) -0.003 (-0.17) 0.001 (0.03) 0.006 (0.98)

GoldenParachute 12.723 (1.67) 1.147 (2.46) 0.078 (3.02) 16.640 (1.91) 1.289 (2.49) 0.068 (2.40)
x Pre-acquisition -18.784 (-1.51) -0.908 (-1.19) -0.028 (-0.66) -28.987 (-2.01) -1.372 (-1.60) -0.020 (-0.43)

Years-to-Retire 0.231 (0.58) -0.002 (-0.09) 0.000 (0.06)
x Pre-acquisition -0.727 (-1.04) -0.029 (-0.69) 0.001 (0.45)

ExcessCompensation 0.001 (1.22) 0.001 (2.57) -0.000 (-0.71) 0.001 (0.96) 0.001 (2.38) 0.000 (0.83)
x Pre-acquisition 0.005 (3.96) 0.000 (0.01) 0.000 (1.32) 0.005 (3.69) -0.000 (-0.16) 0.001 (0.76)

Chairman -8.778 (-1.14) -0.619 (-1.30) -0.010 (-0.39) -7.510 (-0.87) -0.431 (-0.83) -0.005 (-0.17)
x Pre-acquisition 6.660 (0.55) 1.343 (1.78) -0.025 (-0.62) 10.719 (0.75) 1.195 (1.40) -0.035 (-0.76)

PoisonPill -1.947 (-0.26) 0.072 (0.16) 0.017 (0.66) 1.744 (0.21) 0.496 (0.98) 0.014 (0.53)
x Pre-acquisition -4.691 (-0.39) -0.471 (-0.64) 0.002 (0.05) -8.084 (-0.59) -0.731 (-0.88) 0.006 (0.14)

ClassBoard -0.513 (-0.07) 0.341 (0.75) 0.001 (0.05) -2.092 (-0.23) 0.277 (0.57) -0.013 (-0.49)
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x Pre-acquisition -5.412 (-0.47) -0.712 (-0.94) -0.043 (-1.05) -3.412 (-0.21) -0.908 (-1.10) -0.041 (-0.90)

%BoardInd -52.348 (-2.15) -5.649 (-3.85) 0.070 (0.89)
x Pre-acquisition 33.465 (0.84) 5.051 (2.10) 0.205 (1.58)

GIndex -1.495 (-0.97) -1.272 (-1.33) -0.004 (-0.82) -1.714 (-0.98) -0.073 (-0.71) -0.001 (-0.16)
x Pre-acquisition 2.153 (0.84) 0.118 (0.74) 0.008 (0.85) 3.330 (1.12) 0.109 (0.62) 0.005 (0.48)

N 1,028 1,028 1,028 904 904 904
Adjusted R2 0.315 0.168 0.213 0.319 0.158 0.204
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Table 5 (cont’d)
Test for structural differences in the relation between governance and equity grants for target firms in pre-acquisition year

Panel B: CEOs in office at least six years at acquisition
Dependent variable = EquityGrant

Variable _%PPS _$PPS _MIX _%PPS _$PPS _MIX

StockPort -0.013 (-1.38) 0.013 (1.84) 0.001 (0.25) -0.026 (-1.99) -0.001 (-0.02) -0.001 (-0.02)
x Pre-acquisition 0.004 (0.32) -0.015 (-1.04) 0.002 (0.49) 0.014 (0.72) -0.008 (-0.55) 0.004 (0.82)

OptionPort 0.061 (4.48) 0.083 (4.17) 0.016 (2.48) 0.062 (4.58) 0.061 (2.88) 0.015 (2.30)
x Pre-acquisition 0.023 (1.29) 0.004 (0.98) -0.006 (-0.66) 0.019 (0.98) 0.031 (0.83) -0.001 (-0.38)

GoldenParachute 10.768 (1.09) 1.465 (1.99) 0.111 (3.24) 14.336 (1.26) 1.447 (1.77) 0.101 (2.68)
x Pre-acquisition -4.972 (-0.29) -1.106 (-0.86) -0.065 (1.06) -11.996 (-0.99) -1.862 (-1.25) -0.031 (0.45)

Years-to-Retire 0.140 (0.32) 0.008 (0.25) 0.001 (0.81)
x Pre-acquisition -0.902 (-1.09) -0.049 (-0.83) -0.001 (-0.43)

ExcessCompensation 0.001 (1.04) 0.001 (2.45) 0.000 (0.65) 0.000 (0.56) 0.001 (1.41) -0.000 (-0.65)
x Pre-acquisition 0.001 (0.70) 0.000 (0.49) 0.000 (0.85) 0.002 (1.19) 0.000 (0.50) 0.001 (0.90)

Chairman -20.386 (-2.02) -2.014 (-2.68) -0.074 (-2.11) -20.046 (-1.75) -1.914 (-2.35) -0.072 (-1.90)
x Pre-acquisition 45.435 (2.56) 3.720 (2.80) 0.011 (0.17) 44.706 (2.06) 3.674 (2.36) 0.008 (-0.45)

PoisonPill 10.214 (0.99) 0.463 (0.42) 0.051 (1.42) 17.195 (1.40) 1.333 (1.30) 0.047 (1.16)
x Pre-acquisition -29.568 (1.68) -1.123 (-0.85) -0.005 (0.09) -44.364 (-2.01) -1.453 (-0.92) -0.013 (-0.19)

ClassBoard 8.371 (0.91) 0.494 (0.81) 0.033 (1.03) 9.278 (0.91) 0.939 (1.28) 0.022 (0.67)
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x Pre-acquisition -24.964 (1.47) -0.116 (-0.09) -0.047 (0.80) -21.274 (-1.11) -1.193 (-0.85) -0.047 (-0.73)

%BoardInd -64.435 (-2.07) -8.844 (-3.94) 0.058 (0.56)
x Pre-acquisition 94.292 (1.69) 10.640 (2.60) 0.430 (2.30)

GIndex -2.688 (-1.40) -0.203 (-1.42) -0.013 (-1.99) -2.822 (-1.28) -0.154 (-0.98) -0.010 (-1.40)
x Pre-acquisition 5.902 (1.69) 0.211 (0.80) 0.021 (1.77) 7.648 (1.85) 0.225 (0.76) 0.017 (1.27)

N 622 622 622 543 543 543
Adjusted R2 0.288 0.166 0.199 0.292 0.158 0.189
t-statistics in parentheses
This table presents the results from estimating Eq. (3) in the text for all target firms with CEO data in the pre-acquisition
year, up to three years before the pre-acquisition year. The full model was estimated, but only the portfolio and governance
results are reported. Each variable, with the exception of year and industry effects, is also interacted with an indicator
variable equal to one if the year is the pre-acquisition year. StockPort (OptionPort) is the stock (option) portfolio
incentives at the beginning of the year measured corresponding to the dependent variable. GoldenParachute is an indicator
variable equal to one if the firm has a change-in-control agreement with its top executives. Years-to-Retire is equal to 65
less the CEO’s age at the acquisition. ExcessCompensation is the residual from estimating a prediction model of total
compensation described in the text. Chairman is an indicator variable equal to one if the CEO is also the Chairman of the
Board. Chairman is an indicator variable equal to one if the CEO is also the Chairman of the Board. PoisonPill is an
indicator variable equal to one if the firm has a poison pill amendment. ClassBoard is an indicator variable equal to one if
the firm has a classified board. %BoardInd is the number of outside directors divided by the total number of directors.
GIndex is the Gompers et al. (2003) shareholder rights index.
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Table 6
Test for structural differences in the relation between governance and equity grants for target and non-target firms

Dependent variable = EquityGrant
Variable _%PPS _$PPS _MIX _%PPS _$PPS _MIX

StockPort -0.001 (-11.66) -0.001 (0.95) -0.034 (-19.43) -0.001 (-11.35) -0.001 (-1.62) -0.003 (-16.46)
x Target firm -0.005 (-2.41) 0.005 (2.69) 0.002 (2.68) -0.007 (-2.83) 0.006 (2.44) 0.001 (1.82)

OptionPort 0.037 (26.65) 0.074 (23.74) 0.003 (8.43) 0.039 (22.24) 0.071 (19.87) 0.003 (7.88)
x Target firm -0.017 (-3.53) 0.028 (3.66) 0.001 (0.31) -0.025 (-4.50) 0.038 (4.12) 0.000 (0.01)

GoldenParachute 6.070 (2.96) 0.247 (2.99) 0.051 (8.35) 6.565 (2.50) 0.354 (3.72) 0.046 (6.46)
x Target firm 0.726 (0.14) 0.027 (0.13) 0.012 (0.73) 0.348 (0.05) 0.018 (0.07) 0.004 (0.21)

Years-to-Retire -0.074 (-0.61) 0.001 (0.14) 0.001 (2.26)
x Target firm 0.274 (0.70) -0.011 (-0.78) -0.001 (-0.52)

ExcessCompensation 0.001 (6.49) 0.000 (2.14) -0.000 (-1.88) 0.001 (4.29) 0.000 (1.75) -0.000 (-2.93)
x Target firm -0.001 (-1.19) 0.001 (1.19) 0.001 (0.42) -0.000 (-0.65) 0.001 (1.12) 0.001 (0.52)

Chairman -0.848 (0.39) 0.071 (0.82) -0.006 (-1.01) -1.684 (-0.62) 0.083 (0.86) -0.002 (-0.22)
x Target firm 0.755 (0.14) -0.165 (-0.77) -0.001 (-0.05) 5.277 (0.70) 0.052 (0.20) 0.032 (1.62)

PoisonPill -1.377 (-0.65) -0.048 (-0.57) 0.024 (3.85) -1.531 (-0.57) -0.132 (-1.37) 0.012 (1.87)
x Target firm -2.399 (-0.43) -0.343 (-1.55) -0.017 (-1.05) 3.668 (0.48) -0.272 (-0.99) 0.002 (0.10)

ClassBoard 1.061 (0.50) 0.039 (0.47) 0.007 (1.13) 2.259 (0.85) 0.039 (0.41) 0.005 (0.66)
x Target firm -0.700 (-0.13) 0.078 (0.36) -0.008 (-0.49) -4.556 (-0.59) -0.127 (-0.46) -0.015 (-0.74)
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%BoardInd 2.273 (0.32) -0.105 (-0.42) 0.134 (6.82)
x Target firm -44.792 (-2.26) -1.193 (-1.65) -0.059 (-1.10)

GIndex -0.234 (-0.52) 0.009 (0.47) 0.000 (0.17) -0.458 (-0.81) 0.013 (0.63) 0.000 (0.05)
x Target firm -1.751 (-1.51) -0.043 (-0.95) -0.006 (-1.69) -2.555 (-1.55) -0.061 (-1.03) -0.008 (-1.72)

N 11,521 11,524 11,470 8,717 8,720 8,678
Adjusted R2 0.264 0.166 0.250 0.268 0.156 0.247
t-statistics in parentheses
This table presents the results from estimating Eq. (3) for all firms with available data covered by ExecuComp. The full
model was estimated, but only the portfolio and governance results are reported. Each variable, with the exception of year
and industry effects, is also interacted with an indicator variable equal to one for target sample firms acquired during the
next four years. StockPort (OptionPort) is the stock (option) portfolio incentives at the beginning of the year measured
corresponding to the dependent variable. GoldenParachute is an indicator variable equal to one if the firm has a change-in-
control agreement with its top executives. Years-to-Retire is equal to 65 less the CEO’s age at the acquisition.
ExcessCompensation is the residual from estimating a prediction model of total compensation described in the text.
Chairman is an indicator variable equal to one if the CEO is also the Chairman of the Board. Chairman is an indicator
variable equal to one if the CEO is also the Chairman of the Board. PoisonPill is an indicator variable equal to one if the
firm has a poison pill amendment. ClassBoard is an indicator variable equal to one if the firm has a classified board.
%BoardInd is the number of outside directors divided by the total number of directors. GIndex is the Gompers et al. (2003)
shareholder rights index.
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Table 7
Determinants of acquisition premiums to 447 target firms

Dependent variable =
PremiumA-20,A+5 PremiumA-20,C

Intercept 0.389
(5.11)

0.419
(3.76)

AllCash 0.043
(1.31)

0.018
(0.39)

AllStock -0.043
(-1.64)

-0.022
(-0.58)

Hostile 0.075
(1.33)

0.147
(1.78)

TenderOffer 0.101
(2.93)

0.078
(1.54)

CompetingBid -0.028
(-0.76)

-0.07
(-1.29)

ln(MVEt-1) -0.023
(-2.63)

-0.023
(1.79)

Book-to-Markett-1 -0.007
(-0.18)

0.003
(0.05)

Returnt -0.018
(-1.01)

-0.068
(-2.53)

Adjusted R2 0.138 0.082

t-statistics in parentheses
This table reports results for a baseline regression of acquisition premiums on firm an
deal specific attributes. The dependent variable is the cumulative market-adjusted stoc
return beginning 20 trading days before the announcement and ending either five day
after the announcement (PremiumA-20,A+5)or at the completion of the deal (PremiumA-2

AllCash (AllStock) is an indicator variable equal to one if the consideration is 100% c
(acquirer stock). Hostile is an indicator variable equal to one of the target board was
against the offer. TenderOffer is an indicator variable equal to one if the deal was
structured as a tender offer. CompetingBid is an indicator if there were bidders disclos
in public. MVE is the market value of target equity at the beginning of the year. Book-
Market is the book value of equity divided by market value of equity at the beginning
the year. Return is the market-adjusted excess return for the pre-acquisition year.
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Table 8
The association between target CEO equity incentives and acquisition premiums

Panel A: The association between equity incentives and announcement premium

Dependent variable = PremiumA-20,A+5

CEOs with available data in
pre-acquisition year

(N = 253)

CEOs in office at least six
years at the acquisition

(N = 142)
_%PPS _$PPS _MIX _%PPS _$PPS _MIX

Adjusted ExcessGrant due
to governance

0.000
(0.85)

0.023
(1.56)

0.354
(1.18)

0.001
(0.45)

0.022
(0.98)

0.385
(0.93)

Adjusted ExcessGrant not
explained by governance

-0.001
(-0.27)

0.002
(0.91)

0.069
(1.35)

0.001
(0.50)

0.022
(0.98)

0.171
(2.08)

StockPort -0.001
(-0.93)

-0.001
(-1.67)

-0.004
(-1.15)

-0.000
(-0.61)

-0.001
(-1.26)

-0.003
(-0.93)

OptionPort 0.001
(0.77)

0.001
(1.38)

0.006
(1.33)

0.000
(0.32)

0.002
(1.16)

0.005
(1.01)

Adjusted R2 0.147 0.167 0.162 0.018 0.043 0.065

Panel B: The association between equity incentives and total premium

Dependent variable = PremiumA-20,C

CEOs with available data in
pre-acquisition year

(N = 253)

CEOs in office at least six
years at the acquisition

(N = 142)
_%PPS _$PPS _MIX _%PPS _$PPS _MIX

Adjusted ExcessGrant due
to governance

0.001
(1.07)

0.059
(2.68)

0.920
(2.05)

0.001
(1.00)

0.077
(2.33)

1.158
(1.85)

Adjusted ExcessGrant not
explained by governance

0.000
(0.77)

0.006
(1.42)

0.074
(0.99)

0.000
(0.75)

0.004
(0.78)

0.134
(1.07)

StockPort -0.000
(-0.40)

-0.005
(-0.89)

-0.002
(-0.55)

-0.000
(-0.15)

-0.001
(-0.88)

-0.003
(-0.53)

OptionPort 0.000
(0.03)

0.002
(1.21)

0.000
(0.02)

0.000
(0.10)

0.003
(1.23)

-0.001
(-0.06)
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Adjusted R2 0.113 0.147 0.129 0.000 0.046 0.024

t-statistics in parentheses
This table reports results from a regression of acquisition premium on deal, firm, and
equity grant and portfolio characteristics. The full model described in the text was
estimated, but only the results for the equity grant and portfolio variables are reported.
The adjusted ExcessGrant due to governance is equal to the predicted value of the
adjusted ExcessGrant estimated by regressing the adjusted ExcessGrant measure on
GoldenParachute, Chairman, PoisonPill, ClassBoard, %BoardInd, and GIndex. The
adjusted ExcessGrant non-explained by these governance attributes is also included.
StockPort (OptionPort) is the corresponding incentives from the CEO’s beginning
stock (option) holdings.
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