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Abstract

This paper uses a new data set of 3,954 US CEOogmpht agreements to study their
contractual time horizon. Longer contracts offeotpction against dismissals: turnover
probability increases by 12% each year closer praton. This should encourage CEOs to
pursue long-term projects, and CEOs with more eotiial time indeed invest more.
However, because longer contracts make it harddistuiss managers, they also impose less
discipline. Consistent with this argument, CEOshwat longer contractual horizon receive
more salary increases. Overall, firm value doediftér across contract types.
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Executives are often accused of myopia, i.e.,n@ilio invest in projects that only improve
long-term shareholder valdeMuch of this discussion has focused on incentiag. rhis
paper seeks to draw attention to another, les®egdimension of executive incentives: the
contract horizon. Long-term contracting differsnrdong-term incentive pay: it determines
the ease of dismissal and therefore affects diseiplA long contract term promises the
executive that he will not get fired if payoffs dot materialize quickly. However, it also
allows him to underperform for other reasons withan immediate threat of dismissal.
Contract design faces a trade-off between thesetsff

Many US chief executive officers (CEOs) operate aindixed-term employment
agreements. Dismissal before the contractual textnoim date is costly and can lead to
litigation. Since remaining contract length decesagver time (and changes upon renewal), |
am able to track the behavior of a given CEO untier same contract, but a different
horizon. Based on 3,954 of these documents, | fivad contracts matter. Using a hazard
model, | estimate the likelihood of turnover asuadtion the contract horizon and tenure.
One year closer to the expiration date translatiesa 12% higher probability of termination.

Contracts affect the CEOQO’s decisions. The focusthaf debate on “economic short-
termism” is the hypothesis that myopic managerstéamake investments in projects with
long-term payoffs (e.g., Dechow and Sloan, 199boFet al., 1992, Asker et al., 2011).
Consistent with this view, | find a positive impaof the expected CEO horizon on
investment. CEOs with a shorter contract term ihless in CAPEX and R&D than their
peers do. Holding the identity of the CEO constamd controlling for firm characteristics,
each additional year remaining to expiration trates to 0.3% CAPEX and 0.2% higher
R&D expenses as a fraction of assets. That is,@ @E&o has five years remaining under his

contract on average invests 1.5% of assets intoEXAfRan in his last year. With an average

! Effects of a short executive horizon (“myopia”)veabeen discussed by, among others, Narayanan )(1985
Stein (1988), Stein (1989), Froot et al. (1992)] 8olton et al. (2006). Laverty (1996) providescuerview of
the strategy literature on this topic.



firm size of $1.8 million, this translates to $5llion of CAPEX and $4 million of R&D per
year, or $26 and $18 million for five years.

A long contract term prolongs the decision horizoninvestments—but it also protects
the executive from dismissal if he reduces efforélmgages in self-serving behavior. A CEO
with little time remaining under his contract shobtiherefore have a greater incentive to exert
more (short-term) effort for less compensation. Sistent with this argument, CEOs with a
shorter contract horizon receive smaller salaryeases. Holding the identity of the CEO
constant and controlling for other compensationrattaristics, base salary on average
increases by 2.6% less for every year that appesatbwards the end of the contract. In
election years, salary on average decreases by. €8s with less time remaining under
their contract also perform significantly bettelb@t economically to an only small extent) in
acquisitions. This indicates that CEOs with a sronorizon are not only more restrictive,
but also more careful in choosing their investments

Contract design faces a trade-off between thesetsffVon Thadden (1995) and Edmans
(2011) describe a similar dilemma in a debt stmuctu setting (without employment
horizon). A short contract horizon makes it easgrthe firm to dismiss non-performing
CEOs, but also deters the executive from long-termestments. Empirically, neither the
costs nor the benefits of horizon dominate. In seafnthe stock returns or profitability, | find
no significant effect of the contract horizon. Ither words, there is no evidence that firms
systematically write contracts that are too myapitoo long.

Throughout the analysis, | control for firm or coemgation characteristics; in addition, all
regressions except the analysis of acquisitionrobrior executive-fixed effects. Not all
CEOs sign fixed-term employment contracts. | cdrfso selection into such contracts using
a Heckman (1979) selection model based on the rdetants that Gillan et al. (2009)

document. The executive-fixed effects make it ingdas to control for other time-varying



variables such as tenure and age: the resultsirararswhen | remove fixed effects and
control for tenure and age. The results are aldmsbin a subsample of firms that sign
multiple contracts with different length and wiilni-fixed instead of executive-fixed effects.

Empirical studies of CEO employment contracts aeent and few in number. Schwab
and Thomas (2005) describe a sample of 375 coatfiamh a legal perspective. Gillan et al.
(2009) show that many CEOs operate without an expdontract, and study the choice
between explicit and implicit contracts. | build ¢meir work by showing the impact of
contract horizon on career outcomes and performavigefindings imply that employment
contracts affect decisions. This means that conttesign is not trivial, and | hope that my
work can give some first guidance on this matter.

More generally, this paper contributes to the &tere on management horizon and
turnover. The theoretical literature on horizonaldes “myopic” as negative effects of short
managerial horizon on investment (Narayanan, 198&n, 1988; Stein, 1989; Bebchuk and
Stole, 1993; Noe and Rebello, 1997; Chemmanur anddR1999, and Bolton et al., 2006).
The literature on CEO turnover discusses effecthefease of dismissal on monitoring and
performance (Weisbach, 1988; Hartzell, 2001; Moetlal., 1989; Denis et al., 1997, and
Mikkelson and Partch, 1997). The following analysis the interface of the horizon and the
turnover literature, argues that short managermizbn trades off “myopia”, or negative
effects on the investment horizon, and positivect# of discipline. A similar trade-off in
spirit has been described by Von Thadden (1995) Eeshdans (2011) in a debt financing
setting.

Previous empirical work on horizon shows contraaticievidence on the relation between
managerial horizon and investment, using dates aadhe actual termination or retirement
date to mark horizon (Dechow and Sloan, 1991; Gisband Murphy, 1992; Murphy and

Zimmermann, 1993; Antia et al., 2010, and Gao, 20I08e employment contract data set, in



contrast, provides an ex ante measure of horizercohtract horizon declines over time but
increases at renewals, it introduces more variatidrorizon than one single date or measure.
This allows me to measure the effects of CEO haormnore precisely.

Finally, contract length and type are direct deteamts of CEO turnover. As a
consequence, this analysis of contract charadgterisbntributes to the empirical literature
that measures effects of monitoring and ownership executive turnove. Isolating
contractual turnover explains a greater fractiordiemissals and makes it easier to identify
effects of other mechanisms.

1. DATA
1.1.Sample
The Securities Exchange Act of 1934, Regulation, 3t&m 402 requires the disclosure of
terms of employment contracts and agreements (fatd “contracts”) between US
registrants and named executive officers. Followhapwab and Thomas (2005) and Gillan
et al. (2009), | collect explicit contracts from GHiling exhibits and, when possible, from
The Corporate Library. For all S&P 1500 firms tidat not file an explicit contract, | read all
proxy filings and 10ks to obtain summaries of cadtrterms. Some executives sign at-will
employment agreements that include compensatiorsewelance clauses, but do not specify
any employment period. These are not includedenstimple. | exclude agreements that have
not yet been valid (e.g., applicable following awcfe in control) and offers that have been
rejected. | obtain separation dates from ExecuCdRigk Metrics, or BoardEx and exclude
contracts for it is unclear whether the CEO id stiloffice or when he left. For 81 renewals
in 1994 and 1995 | use the renewal agreement tairolthe characteristics of the original

contracts that were not filed electronically.

2 See Coughlan and Schmidt (1985), Warner, WattdMdnatk (1988), Weisbach (1988), Gilson (1989), Beni
Denis, and Sarin (1997), Huson, Parrino, and St@681), Jenter and Kanaan (2010) and Jenter andllen
(2010).



The procedure yields data for 3,954 employmentdfitesm contracts for 2,964 CEOs by
2,901 firms entered between 1992 and 2008. Tableedorts descriptive statistics.
Accounting data are reported for the year pridhtostart of the contract.

TABLE 1 HERE

Panel A of Table 1 reports the number of and awetaggth (in years) of contracts per
start year. The number of contracts ranges fromid3®95 to 349 in 2006, increasing over
time. Contract length decreases steadily over tinoep 3.77 in 1995 to 2.78 in 2008. This
decline has paralleled increasing public pressui@drease accountability and decrease job
security (and entrenchment) of CEOs. This moverhaatnot been confined to the US. In the
United Kingdom, CEO contract periods have decreasesth more dramatically. While the
average contract in 1992/93 lasted three yearsy@®@pnl994), most UK companies have
moved to one year contracts by 2011 (BIS, 2011).

1.2 Sample selection issues

It is important to point out that while most comndisclose the length of their CEO’s
employment contract, some may omit disclosure ¢iwengh their CEO is subject to a fixed-
term contract. These CEOs are missing in the samNma-disclosure is likely to be more
common among firms with more information asymmeftyang and Lundholm 1993).

Investment incentives and discipline are more irtgodrfor this set of CEOs: omitting them
will possibly bias the magnitude of my findings domards. It is therefore important to
control for potential reporting bias.

To put the number of contracts in this sample pacspective: Gillan et al (2009) survey
all S&P500 firms in 2000 on their CEO employmenmtrte and find that 255, or 45%, of the
CEOs had employment contracts. My sample contalits @ntracts that were in place in

2000 with S&P 500 firms: 19, or 3.8%, are missiBgcause S&P 500 firms are larger, they



are likely to have better disclosure quality: thwenter of omitted contracts may be bigger for
the rest of the sample.

Panel B reports summary information for the yedoteethe contract start. The sample
firms have a mean firm size in terms of book aseét$1,756 million. Return on assets
(ROA) averages 2% for the sample, the market-tdcb@io 2.62. Lang and Lundholm
(21993) find that larger and better performing firget better disclosure quality ratings by the
Association for Investment Management and Rese@ktfiR). If the sample was biased
towards firms with better reporting standards, dawd contain larger and more profitable
firms. This is not the case: a comparison with CQMFAT firms with no contract reveals
that these firms are larger and more profitabléhwiean assets of $2,621 million and mean
ROA of 7.1%. This also suggests that the sample within smaller firms may not be more
accentuated. Industry adjusted (Brown and Hilleg@807) AIMR scores in 1994 and 1995
(the last rankings before they were discontinueeevhigher for firms that did not disclose a
contract (100% vs. 93% for those that did). The@arfirms also have a greater frequency of
restatements (4.7%, vs. 4.5% for firms with no ldised contract). Overall, these numbers do
not suggest that firms outside the sample actdalye a contract but a lower standard of
disclosure. | will revisit this question with thelsction discussion of Section Ill.

1.3. More descriptive statistics

Panel B also reports the means for contracts addbyetheir length. Firms with longer
contracts are larger and more profitable. They dpegually much on capital investment
compared to firms with shorter contracts but les$R&D. Typically, contracts are longer in
industries with less exits and more homogeneousn®t Longer contracts are also more
likely to be the first contract. CEOs with longeontracts have some characteristics of
powerful executives: they have more voting poweg, raore likely to be Chairman, have a

larger Gompers et al. (2003) governance index r@etandex means more dictatorial) and



receive more compensation. Ex-post, CEOs with longmtracts stay longer, with an
average tenure at retirement of 7.95 for CEOs Wiitb-year contracts vs. 6.28 years for
CEOs with one-year contracts.

Panel C provides a list of the number of contrégtsheir length. Most contracts are less
than six years long, with a mode of three (1,518tremts), followed by two-year (741) and
five-year contracts (551). Of the 39 contracts tratlonger than ten years, 12 are explicitly
linked to the executive’s retirement age. In to8, contracts in our sample are explicitly
linked to age. As Jenter and Lewellen (2011) docunthis typically happens at the age of
65 (23 contracts) or around. Most of the 64 comgragith duration below one year are
renewals effective until the end of the respectakendar year (38 contracts); the remaining
26 contracts are for interim CEOs. Evergreens, raotg that are automatically renewed
every day or month to retain the same contractttergye not frequent, with a total of 73
contracts. | list the percentage of a specific tengut of all contracts of the (sub-) sample
underneath the number. The distribution for firghtcacts and renewed contracts are quite
similar to each other. At the renewal, CEOs tendetmeive more evergreen contracts and
longer contracts, but also extremely short ones.

Employment contracts are typically governed by ke of the state where labor is
located. In the case of the CEO, this is usually state of the headquarter (and casual
observation of the contracts confirms this hypag)edPanel D provides the number of
contracts by headquarter state for the 15 statds thve largest number of contracts in the
sample, obtained from the filing. Most firms areséa in California, followed by New York
and Texas. This is similar to the overall distribatof firms within the COMPUSTAT
database.

Panel E provides the number of contracts by ingidstrthe 15 industries with the largest

number of contracts. Typically, industries with determ investment needs such as utilities



have longer contracts (average length of 4.03) mode volatile sectors such as medical
equipment shorter ones (average length of 2.78).

2. SOME STYLIZED FACTSON CEO CONTRACTS
2.1 Contract length in a legal context
In a fixed-term employment contract, the firm cortario paying compensation for a certain
number of years; this remains valid after posspgylemature termination. As an immediate
consequence, the cost of termination is increasirntge numbers of years remaining under
the contract. Upon early termination, the executs/éypically entitled to a multiple of the
base salary and the minimum bonus, but this sumbeaaugmented contractually. As an
example, take John Mack’s 2005 five-year contratt WMorgan Stanley:

If, during the Employment Period, the Company shaitminate the Executive's
employment other than for Cause, death or Disabitit the Executive shall terminate
employment for Good Reason: (i) the Company slagiltp the Executive in a lump-sum cash
payment as soon as practicable after the Date omiration the aggregate of the following
amounts:

...an amount equal to the product of (1) the Exeel#iVotal Compensation for the most
recently completed fiscal year and (2) the greatiefx) a fraction, the numerator of which is
the number of days from the Date of Terminatiorodlgh the fifth anniversary of the
Effective Date, and the denominator of which is 868 (y) 1.[...}

Hence, in Mr. Mack’s case, the cost of dismissairpgo contract expiration is the product
of his total compensation and the number of yearsaining until the contractual termination
date. The total compensation of Mr. Mack was $48ioni in 2006, the first year of his

employment contract, and so severance pay for maton in 2006 would have exceeded

% Morgan Stanley, Form 8K, filed September 22, 2@#&ibit 10.
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$182 million. Assuming that compensation remainghé level, severance pay in 2009
would have been $45 million, which is $137 milliess?
2.2 Contract horizon and realized tenure
Morgan Stanley’s operating income in 2009 was &2ebillion. While $137 million is a non-
trivial amount, it seems less so compared withfitine value a CEO can destroy. Also, fixed-
term contracts are renewable, typically with a 89 dotice period before the expiration date.
If renewal happens always and automatically, cotdrghould have no effect. However,
contracts may matter over and above the strictiglleonsequences of breach on severance
pay. The contractual employment horizon can sesva aignal of commitment: it shows a
mutual understanding between the CEO and the bwartie CEQO’s evaluation period. For
example, some investment projects can be initialiypopular and take time to become
profitable. A long evaluation period allows the CE®Dwork without an immediate threat of
dismissal. It can therefore prolong the CEQO’s denisiorizon.
TABLE 2 HERE

Before we begin the analysis, it is therefore inignatr to see whether CEO employment
contracts are at all related to tenure and the tnectirement. Table 2 provides sample
means for the years in which the contracts areceffe capped at 2008. In the first line, it
reports the incidence of CEO turnover, that ihamv many of the years the CEOs leave the
firm. In Panel A, | report the average for differegmployment types. CEOs without a
contract leave their position in 9.2% of all yeasmpared to 7.6% for CEOs with fixed-term
contracts. The likelihood of leaving the firm isegter for shorter contracts. CEOs with five-
year contracts have a probability of leaving 0f%.3EOs with contracts shorter than one
year have a probability of leaving of 13.7%. Thactron of CEO turnover decreases for each

additional year that the contract is longer. Thenhars also indicate that contracts are often

* For details on severance pay, see Rusticus (26@6)and Xu (2009) or Goldman and Huang (2010).
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renewed: CEOs under one-year contracts do not leaswy year, and CEOs under five-year

contracts do not leave in 20% of all years. Yet GH@der one-year contracts have a
probability of leaving that is twice as high as thee for CEOs under five-year contracts.

Contracts that renew automatically every day or tmoso-called evergreen contracts, have a
turnover incidence of 2%.

Panel B takes CEOs under three-year and five-yaatracts and follows them over their
tenure. For three-year contracted CEOs, the tdiners averages for CEOs with three years
remaining under their contracts, with two yearsth@a last year before (election year) and in
the year of the planned expiration. CEOs with adhyear contract are more likely to leave in
the expiration year than at the start of the cattéda63% leave in the first year, 9.86% in the
second, 9.83% in the third and 11.54% in the ykat the contract expires. The pattern is
similar for CEOs with five-year contracts: 2.19% e in the first year and 10.68% in the
last.

That CEOs are more likely to leave as they apprdbehend of their contract does not
necessarily reflect the decreasing cost of bregchid-irms may hire a CEO to accomplish a
specified task (e.g., turn around an unprofitabié) for a specified time (Anderson et al.,
2013). Whether he will be needed for another tagk be decided at the end of the first one.
The time pattern of retirements may then refleat lneell both parties were able to estimate
the time needed. In other words, the contract barimay be derived from the evaluation
period needed rather than its determinant.

What then is the role of a contract? My discussiith HR personnel suggest that it is
precisely a formalization of the evaluation peri&nployment contracts matter not because
of the monetary penalty for breach, but becausg &ne a formal commitment of the firm to
a certain evaluation period. The low likelihoodedfits at longer contract horizons reflects

that this commitment is credible.
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The length of the evaluation period should haveféect on the CEO’s decision horizon.
A longer evaluation period should allow the CEQuitmlertake projects that are hard to judge
at the beginning; it may also allow him to slack.
2.3.The benefits of a long-term contract: investment
It can be difficult to assess the performance ofirarestment project before its payoffs
materialize. If a CEO’s employment contract is doerenewal soon, he has an incentive to
forgo projects that will not positively affect hissible performance (Stein, 1988; Stein 1989;
Chemmanur and Ravid, 1999). A longer contractualzba encourages the CEO to take
projects that are initially more costly if they lbewe profitable before the end of his contract.

A longer employment horizon also allows for moreentive-compatible compensation
for longer-term projects. It is easier to assigspomsibility when the executive is still in
charge after the project has paid off. If the CE€®fgrms well, the board can reward him
with salary increases, bonuses and perquisitesb@@® and Murphy, 1992; Narayanan,
1985). Given that non-vested stock and optiono#ien forfeited upon termination (Dahiya
and Yermarck, 2008), a longer contractual horiztso ancreases the expected value and
incentive effect of long-term stock and option ysgtschemes. Non-pecuniary benefits are
discussed not only in the management (Matta ananidg 1998), but also in the finance
literature (Casamatta and Guembel, 2010): some Ck&¥ to build legacies, become
recognized or even famous for their performanceOf€Ean reduce effort if they do not
expect to be rewarded in time.

A disincentive to invest given a short horizon @ necessarily suboptimal. An executive
with a short horizon has little incentive to exeffiort to work on the long-term project. Noe
and Rebello (1997) argue that a CEO with projeecHB knowledge is harder to replace.
Therefore,givena short CEO horizon, it can be optimal for thenfito forgo positive-NPV

projects. In addition, lower-rank executives maywendo reverse decisions under new
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leadership and therefore incentives to reduce teffiorlong-term projects. At the same time,
tournaments for a possible succession give therup@magement incentives to focus on
short-term results.

To analyse the effects of CEO horizon, | consider forms investment spending: capital
expenditures (CAPEX), and R&D expenses. | normalZA&PEX and R&D expenses by
lagged total assets; the results are qualitatisihylar if | normalize them by sales or PP&E.
Table 2 reports means in the same fashion as éopéhcentage of retirements. The mean of
CAPEX is 6.5% of assets in firms with a CEO corttea@d 7.7% in those without. It does not
show any decipherable pattern across contractls,avmean of 6.5% of assets in firms with a
five-year CEO contract and 6.3% in firms with a waot below one year. A very different
pattern is evident with theemaining contract horizon. In firms with three-year CEO
contracts, CAPEX amounts to 6.58% in the first yaad declines monotonically to 5.66% in
the final year. In firms with five-year CEO conttsc CAPEX falls monotonically from
6.97% in the first year to 4.91% in the final year.

We do not observe the same pattern in R&D. They warch more than CAPEX between
contracts with different lengths, and neither daseenor increase consistently with tenure.
The apparent lack of connection between R&D andraothhorizon seems counterintuitive.
R&D affects innovation and therefore the long-tgrenformance of a firm, which CEOs with
a longer contract horizon should care about mo&D Riso affects profitability directly,
which makes it more prone to “real earnings manayirdirectly before renewals. On the
other hand, innovative firms with high R&D spendiafien operate in volatile industries.
Long-term contracting can be more costly in a rigkywironment (Gillan et al., 2003). To
disentangle these effects, it is therefore impaortdmat we control for other firm
characteristics. We shall revisit these resultdiwia multivariate framework.

2.4.The cost of a long-term contract: discipline

12



Gompers et al. (2003) write: “corporations are kdps. [...] One extreme, which tilts
towards a democracy, reserves little power for mgameent and allows shareholders to
quickly and easily replace directors.” Unlike othemployees, CEOs rarely take up
comparable positions after contract terminatio2%2.in the Gibbons and Murphy (1992)
sample and 3.2% in the Brickley, Linck and Cole89@) sample. Dismissal can therefore
serve as a threat: it seems unlikely that CEOs avbappily terminate their contract.

Contractual employment horizon is the most diregtedninant of the ease of dismissal.
Premature termination of fixed-term contracts letm:egotiations and perhaps litigation,
and the costs of termination are proportional ® time remaining between the actual and
contractual expiration date. The time remainingeurttie contract should therefore have an
effect on the CEQO’s discipline, effort and selfxseg behavior.

Empirically, discipline is hard to measure, espicid underperformance may be related
to the initial underperformance of longer-term patg rather than lack of effort. | use the
year-on-year change in base salary, a measure tGHE®’s benefit and the firm’s cost. This
is not a perfect measure of discipline: firms dan,example, decide to increase base salary
to adjust risk-taking incentives.

Changes in base salary do not differ consistergtywben contracts with different length.
Under a given contract length, however, base sslashow an interesting pattern. After a
moderate increase in the first year, the increaskpin the second year before flattening
down rapidly over the next years. The second-yeakps 43% for CEOs with three-year
contracts and 41% for CEOs with five-year contrattie expiration year’s salary growth is
11% for both CEOs with three-year contracts andehwith five-year contracts.

Again, | advise to take this positive relationstoptween contract horizon and CEO
compensation with caution. There is no doubt that san explain such patterns with

alternative explanations—and CEOs themselves dgssith even better ones. For example,
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contracts come with sign-on equity grants whicmdbneed to be replenished in the second
year, and the perceived fall in total compensatsoaff-set by a rise in fixed compensation.
(Although it is not entirely clear why total comsation needs to be fixed across years.)

Ultimately, we need to examine performance to knehether CEO contract horizon

induces discipline.

2.5, A trade-off

Long-term contracts commit to discretion over gaiarperiod of time. This gives executives
freedom to implement costly investment projects #r@ more lucrative in the long-run as
well as costly projects that are less lucrativendar contracts can alleviate myopic
underinvestment, but they may induce less efforinguthe implementation. The public
discussion sometimes blames executives for beiagrtgopic (see Froot et al., 1992) and
other times for being not being responsible (selecBek and Fried, 2004). It is an empirical
guestion which effect dominates. If firms desigmtcacts optimally and adapt them to their
specific needs, we should not find a significaftrenship between firm value and horizon.

Table 2 provides means for three measures of pesioce: stock returns, accounting
profitability, and announcements to acquisitionsguably, stock returns should be the least
sensitive to contract horizon. An efficient markébuld reflect no systematic time patterns.
Indeed, stock returns do not vary with contractizwor for the subsamples of three- or five-
year contracts. Neither do stock returns vary atestly across firms with different CEO
contract length: there is no evidence for valuagtiacts of longer contracts.

Return on assets is the appropriate target varfableeal earnings management. In Stein
(1988) and (1989), the manager cuts investmentdardo boost net income, which increases
short-term investors’ evaluation of the firm. Catent with this argument, ROA is high in
firms with contracts that are shorter than one \yedath 7.0% compared to an average of

2.2% for all CEOs under fixed-term contracts. F&QGS with three-year contracts, ROA is
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also the highest in the election year; howevergetieno such spike for CEOs with five-year
contracts. Moreover, there is no consistent horiabated pattern in any other way.

Both stock returns and ROA are imperfect measurpsrormance in a setting with inter-
temporal choices: decisions may be suboptimal beady priced into the stock; investments
may be lucrative later but reduce profitability lesar Acquisitions allow me to isolate
performance effects of investment decisions. They also usually non-standard and
therefore are likely to involve the CEO persondfigr similar settings see Masulis et al.,
2007 and Bebchuk et al., 2011). | measure the {thlageannouncement returns to acquisitions
listed by the Securities Data Corporation. Not @EOs make acquisitions. In total, the
number of acquisitions made by CEOs with a contira¢he sample is 1,594. The average
return to acquirers in the sample is negative -0 S#ilar to the numbers found in the M&A
literature.

Announcement returns are generally higher for Cils shorter contracts. Acquisitions
by CEOs with contracts over five years have retwinsl.4%, CEOs with contracts shorter
than one year returns of around 0. The effect eftiime remaining under a given contract is
unclear. CEOs with three-year contracts experidémngieer returns for acquisitions announced
earlier on, and CEOs with five-year contracts foguasitions announced towards the end of
the contract.

Overall, there is no clear univariate evidence day positive or negative performance
effect of contract horizon. This implies that firrde not systematically choose suboptimal
contracts. Contrary to critics of short-termismQEO power | find no evidence that CEOs
destroy firm value because they are too myopideir tontracts are too long.

Univariate statistics do not control for any coniding effects. To address those, section
IV will repeat this discussion with multivariatests.

3. SELECTION
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Before proceeding to the multivariate analysisaritcactual horizon, it is important to model
the choice into fixed-term contracts to control &election and endogeneity. Firms that
choose to enter fixed-term contracts may have miffeinvestment opportunities. While | can
track CEOs under different fixed-term contractsrduee and observe them under changes in
their remaining contract length, | cannot conclukiat CEOs with no such contract would
react the same way. To control for the selecti@s lirising from this non-random exclusion,
| follow the approach of Heckman (1979) and usedheice regression described below to
compute the Mills ratio. A similar selection proivleexists for the choice between fixed-term
contracts of different length, which | approachhwé similar correction, using the contract
length instead of the contract itself as the choar@able.

| choose a state law characteristic for the idgmigf restriction: the at-will exception rule
of good faith and fair dealing (here forth “exceptirule”). This state-wide rule prohibits
terminations made in bad faith or motivated by weli This rule protects rank-and-file
employees with shorter contracts or without corsaavhich makes such forms of
employment more attractive. The ensuing popularityhorter contracts makes it difficult for
executives to negotiate longer contracts for théwese The direct judicial consequences of
the rule to CEOs are likely to be limited, howevance they are protected by individual
contracts. The listing of these so-called at-witeptions is reported in appendix A.1 as in
Walsh and Schwarz (1996) and Muhl (2001). In mtstes, the rules were adopted between
1960 and 1980, following debates that were drivepdiitical sentiments of that time as well

as the particularities of isolated precedent cases.

® There are two other exceptions that are lessaatdfor us. Under the public policy exception, dissal is not
allowed if it violates the state’s public policy arstatute. Under the implied contract exceptionemployee
can dispute his/her dismissal if he/she can progekistence of an implicit (i.e., not written) t@act.
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The exception rule is relevant for contract desfiygms with headquartetsn states that
adopt the good faith and fair dealing exceptionsagaificantly less likely to offer fixed-term
contracts = 11.92). The states are not, however, relateélevant outcome variables such
as innovation. For example, California, the staith whe highest number of patents (see
appendix), is an exception state, while New Yorll diexas, the next active states, are not.
Some industries are concentrated in exceptionsstatbeit not resulting in a pattern related
to investment. Drugs (SIC 28, or 13 of the Fama frehch (1997) industries), the industry
with the highest R&D expenditure per sales, is praportionately present in exception-
states, while electronics (SIC 36, Fama-French #22),ndustry with the next-highest R&D
expenditures, is not. Within the least Iinvestmaténse industries, there are
overproportionately many construction firms (SIC-1I5 Fama-French 18) based in
exception states but less insurance companies@$|I€ama-French 46). Panel D of Table 1
provides a breakdown of the sample by state (ferlth states with the most observations).
The sample composition is comparable to the oveCfIMPUSTAT distribution and
provides a mixture of states with more and lesergatas well as both states with and without
the exception.

Firms that do not report CEO contracts may haveenbat there is also the possibility that
they omit their disclosure. The threat of litigatiby outside parties has little bite since—
without disclosure—outsiders do not observe whetherCEO has a contract. To identify
firms that fail to disclose their CEO contractaiske determinants of disclosure quality: firm
size, the number of equity issuances, and the atdndeviation of analyst forecasts. Lang
and Lundholm (1993) and Brown and Hillegeist (208fpw that these variables affect the

disclosure quality as measured by the discontindiMR. The listed determinants being

® The contracts explicitly declare the governindestaw. It coincides with the state of the headtgrdocation
in most cases. In contrast, the choice of contyget and the state of incorporation are not sigaiftly related.
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rather generic firm characteristics, | also incladeariable that indicates whether the firm has
made any restatements in the relevant year, asteejoyAudit Dynamics

| follow Gillan et al. (2009) in their choice oftwr determinants of long-term contracts.
Gillan et al argue that risk should be relevanttfoe contract length: riskier firms have to
renegotiate contracts more often. | use their eggmof industry risk: homogeneity of stock
returns, median sales volatility, and the surviaaé per year. Furthermore, CEO and board
characteristics should affect the negotiation. &mtipular, there is less uncertainty about
incumbent CEOs, especially when they have beeheam position for a long time. A similar
argument can be made for older CEOs that havegetdrack record in general. | control for
incumbent CEOs, age, tenure, and use the goverriadeg of Gompers et al (2003) to
control for the power of the board. To ensure tfedgraphical effects are due to the at-will
exceptions and not to other legal differences a&cetates, | control for other geographical
indexes such as the anti-takeover index (for tla¢esof incorporation) of Bertrand and
Mullainathan (1999) and the anti-competition enéadaility index of Garmaise (2011). All
regressions contain industry and year fixed efféatsontrol for exogenous shocks to the
labor market.

TABLE 3 HERE

Table 3 reports the multivariate results. Columnsiows the results of a probit
specification that predicts the choice to entenxad term contract with all the above
mentioned variables. Column 2 to 6 use the vargathlat are found to be significantly related
to contract choice in column 1 to predict the cbd enter a fixed, five-, four-, three-, two-
or one-year contract, respectively. These regrassace used to compute inverse Mills ratios
for the regressions reported in the next section.

First, states with the exception rule are signiftba less likely to issue fixed-term

contracts, less likely to enter into five-, foulhree- or two-year contracts, but more likely to
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enter one-year contracts. This is consistent wighpnevious argument and with the findings
of Miles (2000). Of the other two geography vareshlanti-takeover laws are significantly
related to contract length and the Garmaise indéy marginally so. CEOs are more likely
to enter fixed-term and longer contracts if anketaver laws apply, consistent with a
complementary nature of external and internal gusece.

| find little evidence that firms with lower disdare quality are less likely misclosea
contract. To the defence of the disclosure biasothgsis, firms with a greater number of
SEOs are more likely to be in the sample. Thesesfinave more disclosure duties. However,
smaller firms and firms with more earnings restagts are less likely to be in the sample of
CEOs with a (disclosed) fixed-term contract. Thet fdnat these variables are related to the
incidence of a contract as well as the length s that they measure firm characteristics
unrelated to disclosure. The standard deviatioanalyst forecasts is not significantly related
to contract choice, which further suggests thairimition asymmetry is of little relevance to
sample selection.

Industry homogeneity is associated with less cotdraand shorter contracts. In
homogenous industries, both the CEO and the firve Inaore outside options, which makes a
contract less important. The industry risk varialdee not significantly related to the contract
choice. Incumbent CEOs are more likely to receifixed-term contract, but also one-year
contracts. These are likely to have automatic reheégrms. Older CEOs and CEOs with a
longer tenure are more likely to have no contracthmrter contracts, perhaps because firms
are less uncertain about their potential. The Gomge al. (2003) governance index is
positively associated with longer contracts. Thisasure is lower for well-governed firms.
The positive association suggests that boards lesth bargaining power are more likely to
sign longer contracts.

4. MULTIVARIATE RESULTS
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4.1 Contract horizon and realized tenure

Table 4 reports the multivariate results. | begiithwthe most immediate effect of
employment contracts, namely on the executive’szeshtenure. Panel A reports the hazard
ratios of Cox (1972) models for the probabilityttiize CEO exists his position. The hazard
model allows me to treat the probability of turnoes a function of tenure rather than every
firm-year as an independent observation in a poodgglession (for another application of
hazard models in the turnover literature, see dame Kanaan, 2010).

Each regression in Panel A controls for age, stpeKormance as well as year and
industry fixed effects. The regressions for the glas of all fixed-term contracts and the
five-, four-, and three-year contracts also contosl selection into the respective sample,
using the Mills ratios computed in the previoustisec Because age is collinear with the
contract horizon, |1 use a dummy variable that iaths CEOs over 65, the most prominent
retirement age (see Jenter and Lewellen, 2011)ngUsther measures of performance
(industry adjusted, return quintiles, accountingamges) yields qualitatively similar results.
The year and industry fixed effects allow me to oet any aggregate shocks that might be
correlated with the executive labor market.

Data availability restricts the sample to 9,01infiyears. Of these, 5,286, or 59% are
right-censored observations of CEOs who have ribbféce by 2008. This composition is
comparable to the previous literature (e.g., 58¥hésample of Hartzell, 2001).

The first three columns use the entire fixed-teromtacts sample and focus on the
number of years remaining under the contract, fleetien year, and the length of the
contract, respectively. The next three columnsrictshe sample to CEOs with five, four,
and three-year contracts, and the last columnictssithe sample to CEOs with renewed
contracts.

TABLE 4 HERE
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| find a negative and statistically significantatbnship between the number of years
remaining under the contract and turnover. Turndemomes 12% more likely for each year
towards the expiration date (column 1). For CEOh \five-year contacts, the likelihood per
year is 20% (column 4), for CEOs with four-year traots 34% (column 5) and for CEOs
with three-year contracts 19% (column 6). Contrawizon is also important under renewed
contracts: the likelihood of turnover increasesdy for each year towards the expiration
date, a smaller magnitude than for the overall $amp

The coefficients for the election year or the caatiength are not statistically significant.
Age is only significant in subsample regressiond a#ith inconsistent signs. Stock returns
are significantly negatively related to CEO turngveonsistent with Jenter and Kanaan
(2010)—albeit only for the renewed sample.
4.2 Investment
In Panel B and C, | examine the relationship betweentract horizon and investment,
measured as changes in CAPEX and R&D expenseslayged total assets, respectively.
The regressions in Panel B and C control for Ta&bi@, cash flow, respective selection
corrections (except for the renewed subsample) elé as executive fixed effects. The
executive fixed effects net out any fixed differeadetween CEOs in investment style. For
example, CEOs that sign long contracts may be tbettenaking long-term plans, which
would translate into higher levels of investmenhteTinclusion of executive fixed effects
ensures that my estimates are not driven by ank fined differences across CEOs. To
account for dependencies across observations cayssstial correlation, standard errors are
estimated allowing for correlation of the erromteat the executive-level.

Investment decreases over the course of a conffaats invest more when the CEO
contract has more years remaining (column 1). Oneenyear remaining translates into a

0.3% higher CAPEX and 0.2% higher in R&D as a faacf total assets. The effect is the

21



most pronounced for CEOs with five- and four-yeantcacts. One more year remaining,
given an originally five-year (four-year) contrattgnslates into 0.5% (0.5%) higher CAPEX
and 0.4% (0.5%) higher R&D. The effect is not shigant for CEOs with three-year
contracts. For CEOs with renewed contracts, thecef§ of similar magnitude and significant
0.4% for CAPEX but not significant for R&D: as withe univariate statistics, the effects are
more pronounced for CAPEX than R&D.

The coefficients on the election year and the leraftthe contract are not significantly
different from zero for R&D, but significant for GZEX: in the year before election (column
2), CAPEX falls by 0.5%; and every further year enthe contract translates into 0.1% more
CAPEX. The coefficients on Q and cash flow are fpsiand significant, as expected.

4.3 Discipline

Are CEOs more likely to award themselves privatadbes if they are further away from
their renewal date? To answer this question, | éxarsalary increases. Firms may increase
fixed compensation to compensate for changes ntinee pay: to control for this, | include
the fraction of incentive to total compensationvesll as the natural logarithm of total
compensation (inflation adjusted to the year 2000)the regression. As before, the
regressions control for executive fixed effects eegpective selection corrections.

Panel D reports the results. Column 1 of Panelgonts that for every year that the CEO
has until the expiration of his contract, base ryatsn average increases by 2.6% more. In
election years (column 2), salary on average dlyp8.5%. The result is more pronounced
for the contract length subsamples. For CEOs witityear contracts, salary increases are by
4.6% higher for each more year that he is away fexpiration; the number is 11.5% for
four-year contracts and 9.2% for three-year cotdraRenewed contracts show a pattern

similar in direction and magnitude to the entirenpée, with an average 1.6% increase for
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every year under the contract. The coefficient ofitact length is not significant. The
compensation variables are also not significarglgted to changes in base salary.

The results, as any results that accuse CEOsfedex®ing behaviour, must be interpreted
with caution. CEOs with a greater contract horizeceive greater increases in base salary.
These benefits make the CEOs better off in yeaggester contract horizon and are a cost to
the firm, but they may have other time-varying dgs¢hat | am not aware of.
4.4.Performance
How do the effects on investment and disciplinectfthe overall performance? To establish
a relationship between contract horizon and firniu@a |l examine three measures of
performance: stock returns (Panel E), return oatag®anel F), and announcement returns of
acquisitions (Panel G). Stock returns and returnassets are regressed on measures of
contract horizon, controlling for the Inverse Miligtio (except for the renewed sample) and
executive fixed effects. The regression of acqoisiteturns does not control for executive
fixed effects, but transaction characteristics a as year- and industry fixed effects.

There is hardly any relationship between contractzon and stock returns or return on
assets. The only significant coefficient is onlyfepthe five-year contract sample, a positive
coefficient of remaining years for ROA. That iseté is no systematic effect of contract
horizon on stock or accounting performance. In otherds, there is no evidence that firms
make CEO contracts that are systematically tootsirdoo long.

Stock returns and accounting profitability measpegformance over one specific year.
This makes them imprecise measures in the confestrgract horizon. Some of the CEOs
decisions will only affect profitability in laterears. The market, in contrast, can foresee any
systematic horizon effects and incorporate them prices at the beginning of the contract.
Acquisition announcement returns, in contrast,vallme to isolate the effect of specific

investment decisions. The more precise measure s;onosvever, at the cost of a smaller
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sample size of 1,196 acquisitions, of which 247raesle by CEOs with five-year contracts,
106 by those with four-year contracts and 420 bpp€mith three-year contracts.

Panel G reports the results of regressions wheredépendent variable is the three-day
return to acquisition announcements. Because hbtrak make acquisitions, standard errors
for this regression are estimated allowing for elation of the error term at the year-level.
Column 1 shows a significantly negative coefficientthe time remaining under the CEO’s
contract. For each year more under the CEO contifaetacquisition announcement returns
are 0.1% lower. This result only holds in one o dubsamples: the CEOs with four-year
contracts, where the effect is 0.7%. The coeffisemn the election year and the contract
length are insignificant.

The results on the other control variables resertideprevious literature but are only
significant in some specifications. Using equityfittance the acquisition is associated with
smaller returns, consistent with the findings of therature (Asquith, 1983; Agrawal et al.,
1992; Loughran and Vijh, 1997; Rau and Vermaele®98). Hostile transactions and
transactions with multiple bidders are met with ateg stock reaction, consistent with
Schwert (2000).

5. ROBUSTNESS

5.1. CEOs with multiple contracts

The contract sample contains 1,734 firm-CEO péaias $ign contracts with different lengths.
These observations allow me to calculate how theesset of firms and executives reacts to a
change of contract length. This does not removepatgntial selection bias, but may reduce
the effect of unobservable firm characteristiaegdort results for “switchers” in column 1 of
Table 5, and repeat the regressions of turnoveRE>A salary growth and stock returns in
Panel A, B, C, and D. All results are equal or rsge&r. That is, they are not entirely

accounted for by unobserved firm characteristics.
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5.2 Renewal dates

Some firms provide a first possible renewal datéorpto the expiration date. The
commitment character of renewal dates is not clehscussions with lawyers and
compensation consultants suggest that renewal datemt affect severance pay, and such
contracts can be renewed on any date after (or beéore) their indicated renewal dates.
Nevertheless, the first renewal date can servenasady boundary of executive horizon.
Column 2 provides the above mentioned regressisiag the renewal dates instead of the
expiration dates if applicable. The results arditptave similar, with smaller magnitudes on
retirement and salary results and a greater maimitr CAPEX.

5.3 Firm-fixed effects

Column 3 in Panels B, C, and D report results fer above mentioned regressions, using
firm instead of executive fixed effects. All resulare qualitatively similar and of similar
magnitude for CAPEX but smaller magnitude for salgrowth. The results on returns are
insignificant as before.

5.4. Other control variables

In this section, | control for other variables tethto the CEO. Compensation incentives may
alleviate the negative effects of contract horiZBechow and Sloan, 1991), in particular
incentive pay and restricted compensation (Gopataal., 2010). | use compensation data
from ExecuComp and Capital IQ. Compensation daganat available for a fraction of my
observations. To control for this, | include vateb that indicate when such data are
available. Tenure and age are strongly correlaiddtive contract horizon and therefore were
previously omitted in regressions with executivwell effects. We add these two variables to
the OLS regressions reported in Panels B-D and tmifixed effects. The results are in line
with the previous findings and reported in ColurBngf Panel A and 4 of Panel B, C, and D.

The coefficients on the years remaining are qualégly similar. Incentive compensation is
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positively related to turnover and negatively tdasa growth. Total compensation, in
contrast, is negatively related to turnover and EXPSalary grows more for CEOs with a
greater fraction of unexercisable options. Tenurd age are not related to CAPEX, but
negatively to salary growth, consistent with anuangnt that firms learn less about senior
CEOs and therefore need to adjust their salargssdéen.
5.5 Subsamples
The following three columns report results of tlmns regressions, including interaction
terms with subsample indicators. First, longer it may have a greater incentive effect in
more research intense firms. To test this argumehvide the sample into firms with R&D
expenses (normalized by sales) above and belowame8Second, short contracts may impose
more discipline for firms that have more excesshcd® test this argument, | divide the
sample into firms with above/below median cashdsets ratios. Third, the contract
incentives may be more relevant if the firm is mopaque, i.e. where it is harder to evaluate
the performance of the executive. To test this @, | divide the sample into firms with
above/below median analyst forecast standard dengat

Controlling for subsample indicators and interaasiovith the number of years remaining
does not change the coefficient of the number @rgyaemaining significantly. Of the
interaction terms, the only significant one is thetween the years remaining and the
subsample with low analyst forecast errors in tAPEX regression. As predicted, contract
incentives have a smaller effect on these transpéires.

6. CONCLUSION

Using a data set of 3,954 fixed-term CEO employmenhtracts, | document
heterogeneity in the employment horizon of US CHEyaployment contracts are not empty
promises. The contractual horizon predicts thelihked that an executive actually leaves

office. CEOs with longer remaining contracts haveveer probability of termination.
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These factors have consequences on decision makorgsistent with the predictions of
myopic underinvestment models, CEOs with a shdrtizon invest less. This applies to
both CAPEX and R&D activity. Given that they makegaisition investments, however,
stock price responses to the acquisition announcesrege greater for CEOs under shorter
contracts. Evidence on CEO compensation indicatssuch positive effects may be related
to the more immediate dismissal threat at shometract horizon: CEOs enjoy less salary
increases when they are closer to the schedulachérp date.

Ultimately, firms have to trade-off the effects €EO horizon on discipline and
investment. Firms that are more concerned abowdsinvent are perhaps better off with a
longer horizon CEO contract, while firms with conte about discipline and entrenchment
should prefer shorter contracts. On average, mreltlgecost nor the benefits of CEO horizon
dominate. Contract horizon does not exhibit anyificant relations to firm value. In other
words, firms do not systematically write CEO coaotsathat destroy value because they are
too myopic or too protective.

This project is a first effort to document the efieof contract horizon. Inferences on the
differences between contract types are necessdvilyled by potential endogeneity concerns
and have to be read with caution. | hope that tpesminary results can give some practical
orientation to both the governance literature ahe tontract design praxis. Given the
availability of new data, | am confident that fiduresearch will illuminate various other
effects, interactions, and remedies for the phemandescribed in the current paper. For
example, executive horizon may affect capital stmgpolicies and decisions. Horizon may
also explain time-varying risk-taking behavior, angestor horizon and executive horizon
may affect each other. The findings on the timeia@mn of investment may have

implications for the cyclicality of investment and{imately, of stock prices.
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Understanding the interaction between compensatiah horizon is crucial for contract
design. This analysis shows that contractual harim not a substitute for long-term
compensation: in addition of setting a long-ternrizam, it also provides the threat of
abandoning all compensation. Whether and how lengricompensation and severance pay

can dampen or accentuate some of the effects an@iging questions for future research.
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Tablel
Summary statistics (start of the contract)

Panel A: Number and length of contracts per year

Year Before 1995 1995 1996 1997 1998 1999 2000 2001 2002 2203 2005 2006 2007 2008 Total
Number of contracts 126 133 184 313 262 262 259 278 282 2754 30 349 325 232 3954
Average contract length 423377 372 347 321 344 345 33043315 330 313 3.06 293 278 3.28
Panel B: Average firm and industry characteridtiggontract
W/O Fixed-term Fixed-term
Contract Contract 1year 2 year 3 year 4 year 5year
Firm Assets ($ milions) 2,621 1,756 2,082 1,757 2,04811, 2,361
ROA 7.1% 1.6% -1.7% -0.3% 0.8% 2.4% 2.8%
Market-to-book 271 2.62 258 259 245 281 258
Leverage 22% 24% 22% 23% 23% 27% 26%
R&D/assets 8% 4% 6% 4% 3% 5% 2%
CAPEX/assets 8% 6% 6% 7% 6% 6% 7%
Disclosure AIMR 100% 93% 74% 90% 86% 97% 95%
quality Restatement 4.5% 4.7% 7.0% 4.1% 52% 3.8% 3.9%
Industry Survival 96% 99% 97% 98% 98% 99% 100%
Industry sales volatilty 8% 8% 8% 8% 8% 8% 8%
Homogeneity 41% 32% 32% 31% 29% 31% 37%
CEO/ Age 55 53 53 52 52 52 53
Governance Former CEO 17% 28% 31% 31% 24% 33% 2%
Percent CEO voting power 4.50 0.69 0.29 0.45 0.439 0.53
Compensation (2000 $, tds) 4344 2726 2348 2606 2379 33344 3
Incentive to total compensation 59% 35% 33% 32% 32% 38%% 33
Percent unexercisable 28% 10% 8% 9% 8% 12% 11%
Governance index 8.78 9.19 9.21 891 9.24 9.251 95
Chairman and CEO 64% 50% 43% 48% 48% 48% 58%
Ex post horizon 7.43 7.02 6.28 6.66 6.99 7.07 7.95
Exception rule 27% 22% 28% 22% 21% 22% 23%
Panel C: Contract length
Length (years) <1 1 2 3 4 5 6 7 8 9 10 >10 Evergreens
All fixed-term 64 416 741 1515 410 551 92 55 22 25 23 39 73
2% 11% 19% 38% 10% 14% 2% 1% 1% 1% 1% 1% 2%
First contract 26 282 506 1132 266 394 55 32 7 10 14 11 19
1% 10% 19% 41% 10% 14% 2% 1% 0% 0% 1% 0% 1%
Renewals 38 134 235 383 144 157 37 23 15 15 9 28 54
3% 11% 19% 31% 12% 13% 3% 2% 1% 1% 1% 2% 4%

Panel D: Number of contracts by state (15 statésthw largest number of contracts)

State CA NY TX FL NJ PA IL MA OH VA GA MN CT CO MD
Number of contracts 528 440 331 213 213 214 163 157 161 1190 1195 112 85 93
Average contract length 333340 315 3.60 328 315 314 31733328 334 286 335 337 350
Sample distribution 13% 11% 8% 5% 5% 5% 4% 4% 4% 3% 3% 2% 3% 2% 2%
COMPUSTAT distribution 14% 10% 7% 5% 4% 3% 5% 4% 2% 2% 2% 2% 2%% 3 2%
Panel E: Number of contracts by industry (15 indestwith the largest number of contracts)
X
) &Q&
5 @oé \Q/
& . ©
& & $
N ) & S &
@ $ o&‘ 6(00 % Q‘fzﬁ\ & (\\@} Q
RO G A SN & & @
Industry Nl ol %& M ¥ ¥ Q& ¥ @ & P EF S
Number 522 256 270 241 240 1838 160 131 141 128 124 120 99 109 76
Average contract length 319295 356 315 351 315 319 27893345 344 334 342 322 4.03
Sample distribution 13% 6% 7% 6% 6% 5% 4% 3% 4% 3% 3% 3% 3% 3% 2%
COMPUSTAT distribution 8% 8% 4% 5% 6% 11% 2% 5% 3% 3% 3% 4% 4% 2%%

This table presents descriptive statistics. Acdogmiumbers are measured at the fiscal year ttus leefore the contract start date.
Variables are defined in appendix A.2.
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Table2
Summary statistics (by firm and year)

Panel A. By contract type

Without _ With fixed-term contract Length of fixed-term contta
contract All Evergreen >5 5 4 3 2 1 <1
Retirement Turnover 9.2% 7.6% 2.0% 1.4% 6.3% 7.0% 83% 9.6%1% 13.7%
Investment CAPEX/assets 7.7% 6.5% 5.6% 7.2% 6.5% 59% 6.490% 7 58% 6.3%
R&D/assets 8.4% 3.5% 1.7% 2.5% 28% 42% 3.4% 48% 59% 2.6%
Compensation  Change in salary (%) 23 20 264 14 16 20 24 26 16 12
Performance Stock return 1.2% 2.4% 2.0% 2.6% 23% 29% 24%0% 24% 1.9%
Return on assets 7.1% 2.2% 9.0% 7.5% 23% 33% 17% 0.09%-0. 7.0%
Acquisition returns -0.4% -0.3% -0.5% -1.4% -0.2% -0.1% .59 0.7% -0.1% 0.0%
Observations All 18,334 16,741 405 2,770 2906 1,796 5651 2,335 1,071 212
Acquisition sample 4,349 1,594 17 105 247 106 420 185 70 461

Panel B. By number of years remai

# Years remaining - three-year contr: # Years remaining - five-year contracts
3 2-3 1-2 <1 5 4-5 4-3 3-2 2-1 <1

Retirement Turnover 4.63% 9.86% 9.83% 11.54% 2.19% 5.22%798 7.28% 10.18% 10.68%
Investment CAPEX/assets 6.58% 6.41% 6.39% 5.66% 6.97% %6.9847% 6.08% 6.11% 4.91%

Ré&Dl/assets 3.28% 3.50% 3.33% 3.61% 2.26% 2.78% 3.20% 2.77B7%3 2.67%
Compensation ~ Change in salary (%) 23 43 11 11 13 41 10 9 8 11
Performance Stock return 2.18% 2.54% 2.68% 2.47%  1.86%9%2.41.62% 2.48% 3.83% 1.61%

Return on assets 1.74% 1.36% 1.75% 2.74% 3.81% 1.61% 1.7881% 1.96% 1.56%

Acquisition returns 0.15% -0.71% -1.36% -1.33% -0.18% 4™3-2.57% -0.92% 1.88% 0.96%
Observations All 1,987 1,608 1,179 847 763 613 530 421 331 248

This table presents descriptive statistics foyadlrs in which the sample contracts are valid. Aldess are defined in appendix A.2.
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Table3
Choice of contract type (first stage)

Dependent variable Fixed-termFixed-term  5-year 4-year 3-year 2-year 1-year
contract  contract  contract  contract  contract  contract  contract
©) ¢) ©) (@) ©) (6) U
Geography Exception rule -0.248=*  -0.240**  -0.100*** (0.145**  -0.099**  -0.148**  (0.261**
(0.01) (0.01) ®.0 (0.03) (0.03) (0.03) (0.02)
Anti-takeover 0.108**  0.102**  0.030* -0.03 0.080%*  @33**  -0.082**
(0.01) (0.01) (0.02) (0.03) (0.01) (0.01) (0.02)
Garmaise -0.004*
(0.003)
Disclosure Size -0.275%*  -0.275**  -0.091**  -0.082**  0.164**  -0.133** -0.004
quality (0.02) (0.02) (0.01) (0.01) (0.01) (0.01) (0.01)
Restatements 0.175%* 0.176*** 0.089* 0.126*+* 0.090*  0.011 -0.087
(0.05) (0.05) (0.05) (0.05) (0.03) (0.07) (0.06)
Log number of SEOs 0.581*** 0.574%* 0.389*** 0.159%** B6E5*** 0.462*** -0.088*+*
(0.01) (0.01) (0.01) (0.01) (0.005) (0.01) (0.01)
Analyst forecast STD -0.001
(0.0005)
Risk Industry homogeneity 0.788** -1.353¥*  -0.793** 053 1.105%+* -1.000%*  -1.361%*
(0.34) (0.23) (0.2 (0.43) (0.27) (0.35) (0.43)
Industry sales volatility 0.041
(0.14)
Industry survival rate 0.191
(0.34)
Governance  Renewal 0.317%+* 0.317¥*  0.067* 0.147*+ 091 0.257¥*  0.417**
(0.09) (0.09) (0.03) (0.05) (0.04) (0.05) (0.05)
Age -0.006**  -0.006***  0.005**  -0.005** -0.009** -0.009** -0.001
(0.002) (0.002) .o@) (0.002) (0.002) (0.001) (0.001)
Tenure -0.040**  -0.040***  -0.014**  -0.018**  -0.031***  -0.027**  0.014***
(0.003) (0.003) (0.003) (0.004) (0.002) (0.003) (0.001)
Governance index 0.110**  0.110**  0.052*** 0.047¥*  0.60**  0.045**  -0.007**
(0.007) (0.007) (0.005) (0.004) (0.004) (0.004) (0.003)
Fixed effects  Industry Yes Yes Yes Yes Yes Yes Yes
Year Yes Yes Yes Yes Yes Yes Yes
Constant -3.157+*  -2.937* 3379  -2.681%*  -4.990%*  -3.178%**  0.677**
(0.36) (0.18) ®.2 (0.26) (0.16) (0.12) (0.31)
N 32,268 32,268 31,617 31,720 32,172 32,153 19,785

This table presents marginal effects from Probjressions and standard errors (in parenthesesythateteroskedasticity robust and
clustered by year. All variables are measured @ldist fiscal year ending before the start datthefcontract. Asterisks indicate that the
estimates are significantly different from zerdte *** 1% level, ** 5% level, * 10% level.
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Table4

Effects of contract horizon

Panel A: CEO turnover

Sample Fixed-term contracts Fixed-term contracts Fieeth contracts 5-year contracts 4-year contracts aB-gentracts ~ Renewed
€] 2 (€)] 4 ©)] (6 @
Remainingyears 0.878** 0.803* 0.665*** 0.806*** 0.910**
(0.026) (0.073) (0.093) (0.062) (0.039)
Election year 0.856
(0.091)
Contract length 0.991
(0.02)
Aged over 65 1.011 1 1.003 0.225%* 1.176 1.641* 1.005
(0.141) (0.14) (0.14) (0.128) (0.787) (0.422) (0.195)
Stock returns 0.533 0.547 0.549 0.362 0.122 0.506 0.134%**
(0.218) (0.222) (0.224) (0.391) (0.19) (0.367) (0.092)
Mills 1.814%** 1.794%+* 1.807** 595.690** 1290.641* 3.00*
(0.174) (0.172) (0.174) (1650.62) (5475.929) (2.008)
Year F.E. Yes Yes Yes Yes Yes Yes Yes
Industry F.E. Yes Yes Yes Yes Yes Yes Yes
N 9,011 9,011 9,008 322 861 2,598 4,647
Panel B: CAPEX/Assets
Remainingyears 0.003*+* 0.005%** 0.005* 0.003 0.004***
(0.0007) (0.001) (0.003) (0.002) (0.001)
Election year -0.005**
(0.00199)
Contract length 0.001*
(0.00071)
Tobin's Q 0.007*** 0.007*** 0.007** 0.006*** 0.003 0.005 0.009***
(0.00076) (0.08p7 (0.00076) (0.002) (0.002) (0.002) (0.001)
Cash Flow 0.002** 0.002** 0.002** 0.003 0.001 0.002 -0.001
(0.00092) (0.02p9 (0.00093) (0.004) (0.002) (0.003) (0.002)
Mills -0.017%= -0.018% -0.018** 0.062 0.042 -0.056
(0.003) (0.003) .0B) (0.088) (0.078) (0.054)
Executive F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.518 0.517 0.517 568 0.553 0.609 0.529
N 13,537 13,537 235 1,493 1,105 2,641 5,745
Panel C: R&D/assets
Remainingyears 0.002** 0.004* 0.005** 0.001 0.001
(0.0007) (0.002) (0.003) (0.003) (0.001)
Election year -0.001
(0.0027)
Contract length 0
(0.0007)
Tobin's Q 0.007%* 0.007*** 0.007* 0.004 -0.001 0.004 009**+*
(0.0012) (0.0012) (0.0012) (0.0031) (0.005) (0.004) (0.002)
Cash Flow 0.004** 0.004** 0.004** 0.003 0 0.004 0.003
(0.002) (0.002) .o®) (0.007) (0.006) (0.004) (0.004)
Mills -0.005 -0.005 -0.005 -0.093 0.049 -0.016
(0.005) (0.005) .0b) NA NA (0.056)
Executive F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.682 0.681 0.681 .61% 0.696 0.678 0.665
N 13,537 13,537 225 1,493 1,105 2,641 5,745
Panel D: Change in base salary
Remainingyears 2.588*+* 4.508* 11.478** 9.217%+* 1.603**
(0.53) (2.091) (4.734) (2.681) (0.49)
Election year -9.503***
(2.11)
Contract length 0.473
(0.341)
Incentive/total compensation 0.815 0.659 0.688 40.443 3.268 26.381 -2.393
(7.323) (7.342) (7.338) (31.074) (59.293) (27.671) (89178
Log total compensation -2.039 -2.265 -2.295 -9.619 a.79 -7.997 -0.718
(1.795) (1.804) (1.798) (6.807) (10.757) (6.946) (2.017)
Mills 0.784 -0.032 -0.038 -39.368 99.773 36.003
(3.503) (3.492) (3.513) (80.085) NA (119.329)
Executive F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.177 0.176 0.168 .09D 0.016 0.062 0.213
N 8,552 8,552 8,542 738 628 1,488 6,255
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Panel E: Stock returns

Renewed

Sample Fixed-term contracts Fixed-term contracts Figeh contracts 5-year contracts 4-year contracts aB-gentracts
@] 2 (©)] (4 5 (6 @
Remainingyears -0.001 -0.001 0.003 0.003 0.001
(0.001) (0.003) (0.005) (0.003) (0.001)
Election year 0.005
(0.004)
Contract length -0.001
(0.001)
Mills -0.004 -0.004 -0.004 0.289* 0.166 0.044
(0.005) (0.005) (0.005) (0.139) (0.266) (0.068)
Executive F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.019 0.019 0.019 .03® 0.076 0.05 0.022
N 14,559 14,559 285 1,697 1,155 3,222 5,866
Panel F: Return on assets
Remainingyears 0 0.003 0.002 0 0
(0.00094) (0.003) (0.004) (0.002) (0.002)
Election year -0.003
(0.00238)
Contract length 0
(0.00093)
Mills -0.040%* -0.040%** -0.040%* -0.096 -0.114 -0.118*
(0.005) (0.005) (0.005) (0.074) (0.118) (0.038)
Executive F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.74 0.74 0.74 20.79 0.778 0.762 0.593
N 16,741 16,741 26,7 1,892 1,300 3,727 6,837
Panel G: Merger announcement returns
Remainingyears -0.001** -0.004 -0.007* 0.006 -0.001
(0.001) (0.003) (0.004) (0.004) (0.001)
Election year 0.002
(0.004)
Contract length -0.001
(0.001)
Payment with stock -0.014* -0.013* -0.016* -0.028* ans -0.022 -0.012
(0.008) (0.006) (0.009) (0.013) (0.038) (0.016) (0.007)
Hostile -0.025 -0.033 -0.043** 0 -0.02 -0.031 0.059*
(0.021) (0.019) (0.012) (0) (0.021) (0.024) (0.022)
Muttiple bidders -0.023 -0.022* -0.026 -0.173*** 0.047 .ea8 -0.032
(0.019) (0.013) (0.017) (0.029) (0.032) (0.021) (0.018)
Tender offer 0.001 0.011 0 -0.02 0.024 -0.013 0.006
(0.01) (0.009) (0.011) (0.031) (0.027) (0.011) (0.009)
Toehold -0.001 -0.002 -0.002 0.001 -0.009 -0.015** 0.011*
(0.008) (0.007) (0.008) (0.009) (0.026) (0.006) (0.006)
Year F.E. Yes Yes Yes Yes Yes Yes Yes
Industry F.E. Yes Yes Yes Yes Yes Yes Yes
R-squared 0.013 0.018 0.005 .040 0.017 0.038 0.051
N 1,196 1,196 1,156 472 106 420 406

Panel A presents the results of hazard model estinsa reporting hazard ratios for CEO turnover atahdard errors underneath. Panel B-
G present the results of OLS regressions, reportwefficients and standard errors underneath thathateroskedasticity robust and
clustered by executive (Panel B-F) or year (PanelTBe dependent variables are as reported in #nelRitle. All balance sheet and
income statement variables are measured in thefisastl year ending before the start date of thetremt. Asterisks indicate that the
estimates are significantly different from zerdte *** 1% level, ** 5% level, * 10% level.
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Table5

Robustness
Panel A: CEO turnow:
Sample Switchers Al fixed-term Al fixed-term All fixed-tan All fixed-term All fixed-term
(1) (2 ®) () 5 (6
Remainingyears 0.788*+* 0.875*%* 0.914* 0.893*+* 0.859*
(0.031) (0.029) .04B) (0.033) (0.028)
Remaining years to renewal 0.847%*
(0.019)
Remainingyears x high R&D 0.948
(0.054)
High R&D 1.161
(0.146)
Remainingyears x high FCF 0.972
(0.051)
High FCF 1.174
(0.135)
Remainingyears x low analyst forecast error 1.074
(0.058)
Low analyst forecast error 0.674*
(0.072)
Aged over 65 0.863 0.859 0.9 0.918 0.908 0.909
(0.149) (0.129) (0.137) (0.116) (0.114) (0.114)
Stock returns 0.343%+* 0.515* 0.344* 0.496** 0.488** 088**
(0.142) (0.205) (0.16) (0.17) (0.167) (0.165)
Incentive/Total compensation 4.363%**
(1.371)
Total compensation 0.732%*
(0.052)
Unexercisable options 0.778
(0.195)
Year F.E. Yes Yes Yes Yes Yes Yes
Industry F.E. Yes Yes Yes Yes Yes Yes
Data availability indicator Yes
N 6,214 9,011 9,011 019 9,011 9,011

Panel B: CAPEX/Asse

Sample Switchers Al fixed-term Al fixed-term All fixed-tan All fixed-term All fixed-term Al fixed-term
(1) (2 ®) (4 5 (6) @)
Remainingyears 0.003*+* 0.003*** 0.002*+* 0.003*+* 0.003* 0.004*+*
(0.001) (0.0005)  0.0007) (0.0009) (0.0006) (0.0008)
Remaining years to renewal 0.004%*
(0.0006)
Remainingyears x high R&D 0
(0.0011)
High R&D 0
(0.0051)
Remainingyears x high FCF 0.001
(0.0009)
High FCF -0.003
(0.0036)
Remainingyears x low analyst forecast error -0.001
(0.0009)
Low analyst forecast error 0
(0.0027)
Tobin's Q 0.006*+* 0.006*** 0.008*** 0.007*+* 0.007*+* 0.007*+* 0.007*+*
(0.001) (0.0009)  0.0007) (0.0006) (0.0007) (0.0007) (0.0007)
Cash Flow 0.001 0.001 0.001 0.001 0.001 0.001 0.001
(0.0008) (0.0008) (0.0006) (0.0008) (0.0007) (0.0007)  0QqO7)
Tenure 0
(0.0002)
Age 0
(0.0002)
Incentive/Total compensation 0.009
(0.0063)
Total compensation -0.007%
(0.0017)
Unexercisable options -0.001
(0.0033)
Executive F.E. Yes Yes Yes Yes Yes
Firm F.E. Yes
Data availability indicator Yes
N 8,301 13,537 168,34 13,537 13,537 13,537 13,537
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Panel C: Salary grow

Sample Switchers Al fixed-term Al fixed-term All fixed-ten All fixed-term All fixed-term All fixed-term
1) (2 (3) 4 ©) (6) @
Remainingyears 2.890*+* 1.649%* 0.704*+* 2.266*+* 1.893* 2.150%+*
(0.687) (0.3427)  0.2257) (0.7326) (0.4411) (0.486)
Remaining years to renewal 1.708%*
(0.358)
Remainingyears x high R&D -0.665
(0.8147)
High R&D -3.336
(4.1489)
Remainingyears x high FCF -0.21
(0.6095)
High FCF -1.607
(2.4005)
Remainingyears x low analyst forecast error -0.715
(0.5501)
Low analyst forecast error 0.946
(1.6688)
Tenure -0.971+*
(0.0804)
Age -0.275%*
(0.0761)
Incentive/Total compensation 15.848 13.793 3.403 -6.988  2.12 2.336 2.372
(11.6695) (10.6742) (6.2456) (3.5914) (6.9273) (6.9469) 6.9X12)
Total compensation -5.955** -4.577* -2.584* -0.249 -2001 -2.033 -2.057
(2.8231) (2.532) (1.493) (0.8095) (1.6952) (1.6913) 208
Unexercisable options 19.459%+
(2.915)
Executive F.E. Yes Yes Yes Yes Yes Yes
Firm F.E. Yes
Data availability indicator Yes
N 4,181 8,552 9,303 ,558 8,552 8,552 8,552
Panel D: Stock retur
Sample Switchers Al fixed-term All fixed-term All fixed-ten All fixed-term All fixed-term All fixed-term
(€] 2 (©)] () ® (6) U]
Remainingyears 0 0 0 0.001 0.001 0
(0.001) (0.0007)  0.0005) (0.001) (0.0009) (0.001)
Remaining years to renewal 0.001
(0.001)
Remainingyears x high R&D -0.001
(0.0015)
High R&D 0.004
(0.0076)
Remainingyears x high FCF -0.001
(0.0014)
High FCF 0.007
(0.005)
Remainingyears x low analyst forecast error 0.001
(0.0012)
Low analyst forecast error -0.006
(0.0042)
Tenure 0
(0.0002)
Age 0
(0.0001)
Incentive/Total compensation 0.009
(0.0061)
Total compensation 0.001
(0.0015)
Unexercisable options -0.002
(0.0042)
Executive F.E. Yes Yes Yes Yes Yes Yes
Firm F.E. Yes
Data avaiability indicator Yes
N 7,930 14,559 15,99 14,559 14,559 14,559 14,559

Panel A presents the results of hazard model estinsa reporting hazard ratios for CEO turnover atahdard errors underneath. Panel B-
D present the results of OLS regressions, reportimefficients and standard errors underneath trathateroskedasticity robust and
clustered by executive. The dependent variablesasimreported in the Panel title. All variables areasured in the last fiscal year ending
before the start date of the contract. Asteriskicate that the estimates are significantly diffiéreom zero at the *** 1% level, ** 5%
level, * 10% level.
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A.1. At-will exceptions

APPENDIX

At-will exceptions

Good faith and
Code State Public policy  Implied contract fair dealing Garmaise Anti-takeover Patents
AL Alabama 0 1 1 5 0 9,017
AK Alaska 1 1 1 3 0 1,075
AZ Arizona 1 1 1 3 1 27,065
AR Arkansas 1 1 0 5 0 3,867
CA California 1 1 1 0 0 303,592
CcO Colorado 1 1 0 2 0 31,339
CT Connecticut 1 1 0 3 1 45,008
DC District of Columbia 1 1 0 6 0 1,576
DE Delaware 1 0 1 7 1 10,827
FL Florida 0 0 0 9 0 55,303
GA Georgia 0 0 0 5 1 23,774
HI Hawaii 1 1 0 3 0 1,946
ID Idaho 1 1 1 6 1 14,903
IL lllinois 1 1 0 5 1 92,974
IN Indiana 1 0 0 5 1 33,766
1A lowa 1 1 0 6 0 13,330
KS Kansas 1 1 0 6 1 9,086
KY Kentucky 0 1 0 6 1 9,738
LA Louisiana 0 0 0 4 0 11,803
ME Maine 0 1 0 4 1 3,099
MD Maryland 1 1 0 5 1 29,470
MA Massachusetts 1 0 1 6 1 69,616
Ml Michigan 1 1 0 5 1 82,589
MN Minnesota 1 1 0 5 1 48,550
MS Mississippi 1 1 0 4 0 3,597
MO Missouri 1 0 0 7 1 20,864
MT Montana 1 0 1 2 0 2,623
NE Nebraska 0 1 0 4 1 4,697
NV Nevada 1 1 1 5 0 5,591
NH New Hampshire 1 1 0 2 0 10,766
NJ New Jersey 1 1 0 4 1 95,136
NM New Mexico 1 1 0 2 0 6,345
NY New York 0 1 0 3 1 139,544
NC North Carolina 1 0 0 4 0 31,587
ND North Dakota 1 1 0 0 0 1,603
OH Ohio 1 1 0 5 1 83,265
OK Oklahoma 1 1 0 1 0 16,955
OR Oregon 1 1 0 6 0 23,386
PA Pennsylvania 1 0 0 6 1 84,618
RI Rhode Island 0 0 0 3 1 6,413
SC South Carolina 1 1 0 5 1 12,229
SD South Dakota 1 1 0 5 1 1,385
TN Tennessee 1 1 0 7 1 17,301
TX Texas 0 0 0 3 0 106,463
uT Utah 1 1 1 6 0 12,413
VT Vermont 1 1 0 5 0 5,613
VA Virginia 1 0 0 3 1 23,797
WA Washington 1 1 0 5 1 32,901
Wwv West Virginia 1 1 0 2 0 4,321
Wi Wisconsin 1 1 0 3 1 36,818
WYy Wyoming 1 1 1 4 1 1,282

This table presents the at-will exceptions, arketaver regulations, the Garmaise (2011) index,taachumber of patents issued between
1977 and 2004 by state.
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A.2. Variabledefinitions

Age

Executive’s age in years

Aged over 65

1 ifthe CEO is more than 65 years old

Analyst forecast STD

Standard deviation of analyst forecasts of that y&PS

Anti-takeover

State with “business combination laws” accordingéstrand and Mullainathan (1999)

Acquisition returns

Announcement returns of an acquisition, measuregdaa the two trading days before
and after the announcement day

Assets Book assets (in $ milions)
CAPEX/assets Capital expenditures divided by lagged assets
Cash flow Earnings before extraordinary items plus depreciatlivided by lagged assets

Contract length

Expiration year minus start year of the contract

Election year

1 if the contract is due to expire in the followjrepr

Exception rule

1 ifthe contract is governed by the law of a stetie a good faith & fair dealing at-wil
exception

Garmaise Index of Garmaise (2006)

Governance index The index developed by Gompers, Ishiiand Met&303)
High R&D 1 if R&D/sales is above median

High FCF 1 if cash divided by assets is above median

Hostile 1 ifthe board officially rejects the offer accaglio SDC

Incentive/total compensation

Value of bonus, stock, and option grants to toEeDCay

Industry homogeneity

Median (across all frms of one of the 49 Fama-&mamdustries) of the percentage
variation in monthly stock returns that is expldifiy an equally weighted industry
index; market-adjusted returns are annual stocknetdjusted by the value-weighted
CRSP index.

Industry sales volatility

49 Fama-French industry average of variance is safer the past seven years

Industry survival rate

Industry rate of year-to-year survival within thORIPUSTAT database

Leverage

Ratio of net debt divided by assets

Low analyst forecast error

1 if analyst forecast STD is below median

Multiple bidders

1 ifthere are contesting bids for an acquisition

Number of SEOs

Number of equity issuances announced by the fitheirgiven year

Payment with stock

1 if an acquisttion is completely paid in stock

Post SOX 1 after the Sarbanes-Oxley Act has become effective

R&D/assets Research and development expenditures dividecdhbgdeassets
Remainingyears Expiration year minus current year

Renewal Indicator variable for CEOs who were in office la time of the contract start
Restatements 1 if the firm fles an earnings restatement in gfesr

Return on assets (ROA)

Earnings before interest and taxes divided by sisset

Stock return

Annual stock returns

Salary CEO'’s base salary in thousands of US$, adjust@@@o $
Size Log of sales
Tenure Number of years the CEO has been in office

Tender offer

1 when a tender offer is launched in an acquisifiorender offer is a formal offer of
determined duration to acquire a public compatgses made to equity holders

Ratio of the market value of assets to the boalevaf assets: the market value is
calculated as the sum of the book value of asgdtthe market value of common

Tobin's Q stock less the book value of common stock, cashdeferred taxes. Market values
are measured at the end of the fiscal year.

Toehold 1 if the acquirer owns more than 0.5% of the tgpget to an acquisition

Total compensation CEO's total annual compensation (TDC?2) in thousarid$S$, adjusted to 2000 $

Turnover 1 if the executive leaves the CEO position

Unexercisable options

Value of unexercisable options divided by the vafenexercised options
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