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ABSTRACT OF THE THESIS
Two Essays oayon-Pay
By Meera Rani Behera
Dissertation Director:

ProfessoOded Palmon

High CEO compensation is a known problefhe DoddFrank Act of July 2%, 2010
mandates a periodmdvisorySay-on-Pay vote (SoP)o n  a ¢ oaxqruiveyap b thefirst
essaywe estimatahe determinants and impacts thfe SoPvote We find thatSoPapproval is
positively related tothef i r més past perfor mance EaOOds npeagsatt i
compensationiVe also find thathe increase in future compensation is positively related t8dRe
support. These relationships are weaker in the presence of institutiamaisbip. Wedocument
similar resultsfor nonCEO executive compensations. Lase estimatehte impact ofSoPvote on
future performance. We find thaiture performance is negatively related to SoP support and is

positively associated with a vote being in the lowest SoP quatrtile.

In the second essawe use logit estimate to see the impacthef SoPvote on CEO
turnover. We findthat, controlling for firm performance and CEO attributes, the likelihood of a
turnover is negatively related 8oPsupport. This result isimilar forthe likelihood offorced CEO
turnoves andreplacemergby CEGswho arehired from outside of the company. We also find that
most CEOdepartires take place in the second half of the year (rather than in the immediate six
months) after theannual meetingn which the SoP vote is castln conclusion,SoP has

consequences em though it is formally an advisowpte.
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Determinants and Impacts ofSay-on-Pay Vote

1.1.Introduction:

TheDoddFrank Ad of July 2F', 2010requires US public firmsto periodicallyhold avote
on the remuneratioaf their executives$ This vote is referred to ashe Sayon-Pay SoB. Since
the inceptionof the SoP its effectivenestias been examindgd acalemic and in nomacademic
forums. It has also been of interest to investors, legistaand the general public. Several academic
studiessuggest that incentives designedatippard andhes har e h ol d e r nbtperfectiyt er e s t
aligned. In this essay, we examitige relation between SoP support and two determining variables:
lagged ercutive compensations and lagged firm performaWée.also examine its association
with the followingfuturevariablesfirm performanceCEOcompensationsnd the compensation
of theotherexecutives
Theliterature documesthatSoPsupports positivdy linked tothemeasurso f t he f i r mé
equity and accounting performanaed negatively associated witietabnormalcompensatiomf
the CEO(Kimbro and Xu, 2015Alissa, 2015).Zhang et.al. (2014)GregorySmith et.al. (2014)
andCotter et.al. (2013Jocument a positive relation betwebe negativerote and total pay levels.
Zhang et.al. (2014also find that shareholdér spproval derease with the number of pay
restraining provisioristhat are intended to enhance the alignment between the sharedudde
CEO interestind disclosurethat areéntend to enhance transparefidy this studywe use a larger
sampleand alternativequityperformance measwsa order toexamine thelependencef SoPon
firm performance and CEO compensatidfe also examie thesensitivityof the relation between

SoP and its determinarttsinstitutional ownerships

! The vote in the USA is advisgrigut it is binding in other countries includitige Netherlang, UK, Japan, Norway, Denmark,
Finland

2 Billett, Hribar and Liu, 2015; Conyon and Sadler, 2009; Fortin, Subramaii&ng, and Zhang, 2014

3Clawback,antrhedging gui del ine for the executives to hold ceapstain amount
treatments for excise tax @mcaseof severance payments

4 As measured by Fog index of CD&A and peer choice



Previous studies have documeshthat SoP approval votesignificantly affectsCEO
compensationBalsam etal. (2015) find thafirms that are subject tthe 2011 SoP ruléhave
changed their CEOG6s compens atBaimbndge(20@8) Cdbanxd or e t
Walking (2009), Coret al.(2008),Shivdasani and Yermack (199@ndBebchuck (2004) argue
that allowing shareholders to cast a SoP votexatutive compensation will impact economic
costs through clawback and rescissionf employment contractsCai and Walkling (2011)
document that So P r e ihsharehwldesihitiatedeSoR progpasalsdpeor tave a | t |
2011 They repor a positve market reaction t@007 SoP bill for firms where the CEOs are
overcompensatedrunarskiet al. (2015) document that overcompensated managers with low
support tend to increase dividends, corporate investment, and decrease I&eardgeus in this
study is to investigate théeterminants of SoP ai®lo Pa@seciation with futureompensatioand
performance

We find thatSoP approval vote is positively related to the past firm and accounting
performance and negatively related to past compensationk istsgnilar to previous findings. In
addition to that we find that sensitivity of the SoP approval to firm performance and compensation
varies with institutional ownerships. We also find thlaére is a positive relation between
compensationncremens and previous SoP approval votge We find that the compensation
increments do not completely offset the -pode compensation differengabus the postvote
compensation is still negatively related to the SoP suppd¢etfind that the strength of the
sensitvity of the executive compensation increments and SoP is positively relatée to
ownershig by institutions

Our findingsalsosuggest thafuture marketperformance of the firris negatively related
to SoPapproval vots. The equities of firms whoSBEGCs support arén the lowe quartileof SoP
approval voteperform significantly better ithe following fiscal year than the equities of firms
whoseCEOsSoPapproval aren the higher quartiléi.e., Q2Q4 vs Q1) We alsofind thatchange

in Marketto-Book is negatively related tpastSoPapproval vote. We do not finda significart



association betweea change in ROA angreviousSoP approval.

Our study contributedo the literature onSoR firm performanceand managerial
compensationn several dimesions. Previous studies useontemporaneous measures in the
empirical estimationWe examine the determinants of SoP using ladigedl yearandprevious
trading daymeasuresiVe find thathepast compensations apdst firm performances associated
with future Sayon-Pay voteWe also find thatumuldive abnormal return is another determinant
of SoR besidesawequityreturn Next, wefind higherpercentage afstitutionalownershipsffect
the sensitivity offuture SoPapproval votdo executive comgnsation andhe firm performance.
We document thatncrease incash, total, nomquity, stock and option compensations are
positively relatad to past SoP approval.This positive relation des not completely offset the
negative relation between Sap-Payapproval vote and compensation. Therefore, the relation
between future compensation aadpast vote still remains negativeln the context ofthe
shareholdemanger agency problem, we provide evidence 8w can act as an incentive to
motivate CEOgo perform betterWe do not find any evidence related to capital expenddure
firmbés c aGuhstutlysupubitsrthg sotion that $ieareholdds voice isheard

The rest of the paper is organized as folloBection Aiscusses prior related resglaand
presents our hypothesedection 3describes research methods for the empirical sthegtion 4
describeshesample, dependewariablesand independent variable&ection Spresentsummary
statistics Section @eports results and discussi@ection 7providesreports on various robustness
tests andSection 8concludes the study.

1.2. Literature reviewsand hypotheses

Say-on-Pay facilitates the expression ahareholde® o p iMorgam at.al. (2006),
Bainbridge (2008), Mangen and Magnani2pand Kimbroet al.(2015)documenboth negative
and positive implications oBoP Supporters ofSoP argue thatSoP can improve cqiorate
transparecy but increase agency coBkeare (2007 argues that these votes benefit shareholders

because they compboards to function more efficiently to provide executive contracts that are



better aligned with shareholdeinterest Brunarskyet al. (2015) suggest that the inpdrom
shareholders can improuwee lines of communication between sharehalderd the diectors
resulting in board decisions that are more alignith shareholder expectationsaiBbridge(2008)
suggests that compensation contracting is best left to the discretion of thénfetteed board of
directors Larckeret al. (2011)consider tle date of the press releasaimevent studihat disclose
information about the adoption ahinitial SoP ballot. They finchegative stock price reactidor
firms with highly paid executive§ hey suggest that the market exjgeSoPvote will not affect
CEOS sompensation contradtarckeret al.(2012) and Larckest al.(2013) find that market reacts
negatively to board initiated changes to executive compensation contracts in response to proxy
advisors Theirfindings suggesthat compensation isssienay be too complicated and too delicate
Thus a vote by the general body of shareholders is likely to have unintended consedirences.
alternative reason for the negative relation is that these changes indeed are in right direction, but
that they focushe attentiorof the market on a sufptimal governance/entrenchment problem that
is not known to investors. This would imply that the negative impacts are larger for small firms and
firms that are less closely followed theanalysts.

As we know, he cowentional view of corporate management reflects Berle and Means
(1932) classigrincipalagentproblem whereghe shareholders are owners athé managers are
agents. Due to information asymmetry and conflict of interest, separation of ownership and control
in public corporations produces a condition whengers and managehsve different objective
functions.Bainkridge (2009) classifiethese divergensdnto three categoriesirst, manager s 6
claims on the corporation are limited to their tenure withfther m, whil e the share
have an indefinite lifeln theory, this divergencin interest can be ameliorated by executive
compensation schemes that realign the interests of corporate managers with those of the
shareholdersSecond, managersay not applythe optimal effort level becauseanageriakffort
is unobservable to stockholders asdostly to managerdhird, thelack of diversification ofa

manageds portfolio may affect corporate decisigan



After the financial crisis of 20Q7nvesbrs and market participantsmplainedhat CEOs
are paid their lucrative incentives even thowdter employees are furloughed and stockholders
suffer severe losse3hus, legislators and regulatars several countries attempted bring a
change by fatitating stockholderévote on executiveompensatioimcludingthe USAS In USA,
the Section 951 of the DodBrank Wall Street Reform and Consuni&otection Act requires
public companiesvhich are subject to the federal proxy rulés hold advisorySoPvote at least
once every three years beginning with the first annual shareholders' meeting taking place on or after
January 21, 201TThe Commission also adopted a temporary exemption so that smaller reporting
companies are not required to cond8oPvotesuntl annual meetingin 2013 Rather they are
required to conduct the shareholder advisory vote on golden parachute compensatitre upon
effectivenes®sf the rules. Therefors, har ehol der s can vote &€Ffor 6, oA
to the Dodd-Frank mandate, shareholdest US companiesould proposeadvisory votes to
approvedisapprovesxecutive compensation, but such votes were rare. InBgutur, Ferri, and
Muslu (2011) studied a sample of 2B®mpensatiomelated shareholder proposals whic
document just 4BoPvotes during thel9972007period. Thus, any inference about the effects of
a general acroghe-board mandatory vote on executive compensation cannot be based on the
selective votes prior to 20X1li ev andVitanova, 2013). Beforthe Dodd-Frank Act, the nature of
the compensation voting is infrequent and activist driven. Th@adtvotes inthe United States
are nonbinding, boards do not ignore majority verdict against its CEO pachkéigsa(2015) (UK
Data), Nanda, Behera and Pah (2015) (US datd)nd thatshareholddy dissatisfactioneads to
the likelihood of duture CEOdepartureHence it seemthiatSoPhasa substantiaimpact on CEO
compensation. Burns and Minni¢R013) examine the effect &oPproposals on changes fime
level and makeip of executive compensatiod hey find that relative to noisoP firms, total

compensation does not significantly change after the propReatier they shift the remueration

5 USA, Netherland, Switzerland, UK, Australia, Belgium, Canada, Denmark, Finland, France, Gerany, Italy, Japan, Norway, South
Africa, Spain, Sweden



from cash compensation towaréstricted stock grants aogtions.On a study of nofinvestment
trust companiesGregory Smith et al. (2013find shareholder disapproval leads to lower CEO
remunerationsTheir findings are restriet to total remunerations only the currentstudy,we
alsoexamine theelationbetween SoP and compensation componeots€quity, cash, stogland
option). In addition, we examine the association between the SoP vote and the compensation
increments as well as the post SoP compensation leva@lder to see whether SoP vote maiga
CEOs to perform better in terms of firm performance or not, we exaiminanpact of vote on
future firm performance. Weontinue by exploring whethdhe sensitivity of our épendent
variable to SoRaries withownershipcharacteristis.

According to the optimal contratheory, a CEQS sontract shouldlign the interess of the
CEO and theshareholderdJnderarent extraction view, executives have power to influence their
own compensation arateable to extract rentJensen and Murphy (1998uggesthat it is not the
level of CEO rewards that should generate concern but their relation to firm performance and
shareholddy salue.lt is intuitive that aCEO may receivéack of support by shareholdafdirm
performance ipoor. Hooghiemstraet al.(2015) find that negative mdia coverage of CEO pay
packagds associated with higher level of subsequent shareholder discdartierefore we state

that:

H1: SoPapproval vote is negatively relatedtte preceding CEO congmsation

H2: SoPapproval vote is positively related to the preceding firm and equity performances.

Kimbro and Xu, 2016 (Data: 2042012) find that, i theUSA, about 7% of f i r més s h
are held by institutions. A higher level of institutional ownershjgreserga substantial stake and
stronger monitoring power from investors over
SchwartzZiv and Wermers (2014) find that small shareholders are more likely than large

shareholders to use the nRbimding SoP vote toayern their companies$n a study offirms in



Israel Yafeh and Hamdani (2013nd that institutions vote against any compensation related
proposal.Institutional investorsvould monitor their holdings closer than individual investors

Thereforewe statethat

H3: The relation betweethe SoPapproval vote and the preceding CEO compensation is stronger
in companies with high institutional holdings.
H4: The relations betweedoPapproval vote and the preceding firm ghd equity performance

are strongein companies with high institutional holdings.

We have so far discussed the determinants ofoBday. Next we move to examine the
impacts of Sayn-Pay. Since this is a referendum to CEO compensation we include impacts on
compensation as well as firmnpermance Murphy (1985) finds a strong relation between pay and
performance.Cunatet al.(2015)use258shareholdesponsoregroposals at annual meeting from
2006 until 2010 and find evidence thaoP leads toa larger increase in market value, firm
prdfitability, andlong-termperformanceWe expect Sapn-Pay to be more closely tie with change
in compensation than to the level of compensatibhe notion is, percentage change in
compensation level will reduce the large variation in compensation Iellce our next

hypothesiss:

H5: The percentage increase in CEO compensation is positively reléde®approval vote

Bebchuk (2007) argues that shareholder disagreement on pay packages expresgad
SoPvoteswill result in more efficient bargaing between executives artide board.Johnson,
Porter and Shackel(1997) documentthat SoPimposes reputational consequenéee., lower
support vote negate®odreputation)oth ontheboard and othedirectors Their resul$ indicate

that negativanedia coverage follosdarge pay increaseddence if we compareless support as



something likea negativesignal of CEO reputation, then we may exp#wt is due t@nincrease
in pay. In other wordszhange in pay is negatively related to SoP appr®ased on the above

argument we hypothesizieat

H6: Even following the largepercentagaencrease incompensationthe post SoP vote CEO

compensation is still negatively related3oPapproval.

Gillan and Stark¢2007 documentthat shareholded votes can serve as implicit, if not
explicit, constrainton managemeniAccording tothe Director PrimacyModel, boards should
respond selectively by reducing the excessiveness of CEO compensation when performance is poor
(Allisa, 2015) becausehe boardis accoutableto shareholderd €blanc andsryglewicz,2015).
There is another channel for activist shareholders to express their dissatisfacfionilest v ot e n
campaigns in which activist shareholders can withhold their vote from one or morerdieddte
annual general meeting. In doing so, shareholders can put pressure on thénbkeduldion to
expressing their dissatisfactiollissa (2015) Nanda, Behera and Palmon (20XB) that
sharehol dersd di ssat i sf wmdvérdhisimplesthmatare CEQwille!|l vy r e
try to do his/her best evatter the firstvote. Hence the CEOs whos&oP support igow will

perform better to gain momipport in duturevote. Thenext hypotheseare

H7: Subsequent equity performancadégatively related t&oPapproval.

H7a: Subsequent equity performance is higher for firms in wthieBoPapproval vote is in the
lowest quartile.

H7b. Subsequent equity performance is lower for firms in winelsoPapproval vote is in the

highest gartile



In the previous hypothesis we examine the impact ofd®eay on firm performance.
Next, we testwhether institutional ownership affects the relationship between future market
performance andd. To the best of our knowledge, the sensitivifythis relation to ownership

structure has not been examined. Hence we state that

H8: The strength of the negative relation between subseqgeity @erformanceand theSoP

approval is directly related fostitutional ownership

1.3. Empirical Study
1.3.1 Model 1: Determinants of SoPvotes
To examine the determinants of tBeP(i.e., SoP approvaNote, weusethe following

OLS regressiorModel (White, 1980with industry and/ear dummies

31 Q 1 1 6édam 00 4%HQI QO OE@O & d

HI06 & 6 O- f (1)

TheSoPis definedas For (For+ Against) in year tAll the accountingbasedndependent
variables ardrom the fiscal year prior to that in which the vote is taken. The equity performance
is measured during a 254 trading dayndow prior to the voteThe variabd Comp is the various
alternativecompensatiorcomponentgtotal, cash, nomquity, stock and option) as defined in
Appendix1. Our firm performance measwef interest areumulative abnormal retuand return
on assetsr@a). Next,we describe @y , thevector of firm characteristics d@he firm i in the
fiscal year that precede the fiscal year in which the vote is tsefollow Kimbro and Xu, (2015)

and use In_mvedhe naturallog of market value of equity as proxy for sizeandstock return

volatility as aproxy forthe i r mé sFari stki rmés i nvestment measur
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expenditure and MTB whicis theratio of market value of assets to book value of aséétsalso
includetwo measursfor the CEOcharacteristicsfirst,age65 which is a dummy variable equal to
1 if the CEO is 65 years oldind Oothawise; secondn_ten which isa natural log of tenuréhe
number of yeara CEO servef that position) We also inalde ownershigoncentratioa We
compute institubnal ownership (inst_own) ake mean of the institutional holdingd four
guartersat the end of the yearhen we constru@ dummy variablgnstq2g4 whichis set to equal
1if inst_own is in itdop three quartiles andtherwise 0. In additigrwe include nsiders%which
is the percentage of shares held by top management and directors as reported in Proxytstatemen
(Alissa, 2015; Kimbro and Xi2015).Cotter et al. (2013jnd thatISS support is one of the strong
determinant othe SoPvote. We costruct a dummy for ISS support i.ess_for which takes a
vaue of 1 i f | S SOacharpisgeWe includedsimndies forsSEC 2digit thdustry and
yearin our regression
1.3.2 Model 2: Impact of SoPvote on compensation

We explore the impaaif the SoPvote on thepercentagehange intief i r erécgtive
compensationT his specification considers tpercentagehangeéetweerthe compensation in the

fiscal year that follows the vote and the compensation in the fiscal year of ¢he vot

AARIAp TR T T6&¢ agy 1 1T8C¢E any

1 YED T Bp 08 QOOQMEIO & & &- ; @

According to speification, aur dependent variabédor this modelis the changén natural
log of compensation componeffitsm the period-l to tas described in the AppendixThe main
independent variable of interest$®P, i.e. SoPapproval vote which is defined &sr / (for +
against). Sinc&oPis skewed, we use differeSbPvariablesalternativelywhich are dummies for

SoP SoRQ1 is the dummy foBoPat 23" percentile which is equal to 1$oPis in its B quartile
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and 0 otherwise. Similarly, we defiB®PQ4 as a dummy foSoPif SoPis in its 4" quartile and 0
otherwise. We control for firm size which is defined asribé&urallog of total assets. For firm
performanceneasurewe i ncl ude firmés raw returncagex et) an
as desdbed inthe Appendix1,t o proxy firmsd i nvest nmermhip. We i
percentage (inst_own, 5% sharehol der per candEirdgx¢opraxyd i nsi
for the governance measure. We include chair as a dummy which is eduathe CEO is also
the chairman and 0 otherwise. We also include cash holdings in order to see if cash holdings have
any impact on compensation. Because cash can be used iaseative instead of other
compensations.

Next, we wsefixed effect OLS modeWwith yearand industrydummies to estimate the
impact of SoP vote on the compensatiOir baselineregression for the following fixed effect
study is agollows:

1T&Eam 11 YéEPD I Qp 0¢ QOOQWIo6 & & w- (3

We repeat this regression, replacing total compensation by its components (cash, non
equity, stock, and option)Ve use same independent anmhtrol variables of equation)(for the
estimation We also include the interaction term of SoP and institutional holding in order to assess
the sensitivity of CEO compensation or its components to institutional holdings.

1.3.3 Model 3: Impact of SoPvote on Firm performance
We performan OLS regression with industrikéd effect and year dummits examine

whether thesoPaffectsf i r fotdrefirm performance

0QIFQ T 1 "YED 1 &r 1 "YEH 208 0€ 0 EE Q00
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Our dependent variakddfor equation (Barecumulative abnormakturnstarting 2 trading
days and endingj28 and 25%radingdays aftethevote denoted asCAR(+2, +128) and CAR(+2,
+255 respectivelyWe useEVENTUS market modeld estimate the cumuiige abnormal return.
We alsouse tiange inmarketto-bookand change in return on assetstlas dependent varialse
The main independent variable of interesbaR We alsousetwo other dummiesor SoPi.e,
SoRQlandSoRQ4 as described in the previosaction.

1.4. Data
Our sample consists Bussel POO firms for which data is availableMSCI-GMI ratings.

We merge the data withtOMPUSTATand CRSP fofirm-levelaccounting anéquityreturn data.

For SoPapprovaldata we crawled SEC formk8 using tre dgorithm of Engelberget al.(2007).
Wesearch for-bihdiwgbd odhpmpr oSaeocdPay®Ad viveodorey f oo to
andb Agai nst 6 t o datalh dase wdting ddiaeis net @vailalrieg we manually search
for 8-K, 10-Q to mllect theSoPvoting data.As per Dodd-Frank Act,firms are required to disclose

the voting numbers. There wagrace perid until 2013 for firms whos@ublic floatis less than

$75 million dollas. The voting data spans from 202014 (Table 1.}, and ®mpensation data
spans from 2012013 (Table 1.3. BecauseM SCIGMI, ratingscompensation datis available

only through 2013 we colled compensation dateboth from MSCIGMI ratings and
EXECUCOMP We discard the observatisif SoPvoting datais not avdiable. The resulting
sample consists @074 manageffirm-voting observations fdPanel Aand3,121 observations for

Panel B We obtain institutional holdings data fraime Thomson Financial Spectrum database.
This data compile SEC form 4Bfilings of institutional holdings. Rule 1B require all institutional
investors managing more thand®1million in equity are requadto file all equity holdings greater

than 10,000 shares or $200,000 in market value with the SEC on a quarterly basis. For each firm
yearobservationwe calculate institutional ownership for each quarter and then use the mean of

four quarterss the variable inst_own.
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1.4.1. Dependent variables
Approval vote (SoP):

For Model 1, we have threalternativeSoPapproval variableSoP, SoRQ1, and SoRQ4.
We follow Kimbro and Xu(2015 in construcding SoPi.e., SoPapprovalvariablewhichis defined
as the ratio of Faand(For+ Agains). i F o r 0 SoPwete ¢ast ie favor of the CEO compensation
and @ Ag a iSoPsotegastiagainhedCEO compensation addition we construcSoRQ1
andSoRQ4. We defineSoRQ1 as a dummy variablehichtakes a value it SoPis in its F'quartile
and 0 otherwiseSimilarly, we construc6oRQ4 as a dummy variablhichtakes a value 1 HoP
is in its4™ quartile and 0 otherwise. For our sam@eP at 25 percentiles is 0.9 atd5 percentile
is 0.98
Compensation:

The dependent variablés Model 2 are the percentagehanges irseveral alternative
compensation components.Model 3 we usenatural logarithm othe compensation components.
We follow the prior literatureon SoPproposal andgsoPvote such ag8urns and Minnick2013)
Kimbro and Xu (2015)andlliev and Vitanova2015)to construct our compensation variableg W
constructtash_compariableas thdog of thesumof salary and bonuysot_comp as the log dhe
sumof base salary, bonuandall other compensatighandnoneq_comp sthelog of nonequity
compensationWe alsoconstructn_stock & log ofstock awardand In_opt alog of option award
We use the following variables from MSCI-GMI ratings database salary, bonus,

CEOTotAnnComp, option awards, stock awaralsd norequity incentive compensatio@EO

6 According to GMI ratingsall other compensatioior a CEQincludes perquisites and other personal benefits; amout®pai

accrued pursuant to a plan or arrangement in connection with any termination (or constructive termination) of employment or a

change in control; annual company contributions or other allocations to vested and unvested defined contribution plérs; the d

value of any insurance premiums paid by the company with respect to life insurance for the benefit of a named exeeutive offic

grossups or other amounts reimbursed during the fiscal year for the payment of taxes; discounted securities purchases
7MSCI-GMIratingsdefinestockawardsassta:cle |l ated awards that derive their value fron
permitset t | ement by i ssuance of the companyd6s equity securities suc
phantom stock units, common stock equivalent units or other similar instruments that do not havikeggatures. The dollar

value reported is the compensation cost of those awards over the requisite service period, as described in FAS 123R.

8 MSCI-GMI ratings define option awards which includes awards of options, stock appreciation rights, and simildnasedity

compensation instruments that have optike features that are within the scope of FAS 123R. The dollar value reported is the
compensatiorcost of those awards over the requisite service period, as described in FAS 123R
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norrequity compensation is the variable CEO +eguity incentive compesation according to
MSCI-GMI ratings If compensation variables are not available use corrggonding variables
from EXECUCOMPYor that firm We discard the observation if data is not availaiMe.construct

our percentage change compensation compontras follows

dell _cash_comp = logash_comp 1 log (cash_comp;)
dell_tot_comp = logtot_comp) i log (tot_comp.1)
dell_nonegcomp = loginoneg comp) i log (noneg comp:.1)
dell_stock = logstock:) i log (stock:.1)

dell_option =dg (option:) T log (option+.1)

Future Firm Performance

For Model3, in equation (4)wve use cumulative abnormal retwstarting 2 days aftehe
voteand ending at 258nd 128rading day (carp2p25%ap2p12§. We define return otheasset
(ROA) as ncome before extraordinary items otteetotal assetsl'he change in ROA from period
t-1 to tis del_roaWe alsouse Marketo-Book (MTB) is defined as theatio of themarketvalue
of assets tthebookvalueof assetsThe dange in MTB is denoted agldmtb which isachange
in MTB from period t1 to t.in Model 3We u® del_roa and del_mts ouralternativedependent

variables.

1.4.2 Explanatory Variables
Firm size:

The crosssectional level oSoPapprovalis associateavith firm size (see, e.gKkimbro
andXu, 2015, llievet al.,2015). In largefirms dispersedhareholders expect greater public support
(Karpoff, Malatesa, & Wiking, 1996; Smith, 199&Relbeinet al.2004; Rowley & Moldoveanu,

2003). To oontrol for this size effect, our firm size measures theemarketcapitalization i.e.


http://www.sciencedirect.com.proxy.libraries.rutgers.edu/science/article/pii/S0304405X1000070X#bib5
http://www.sciencedirect.com.proxy.libraries.rutgers.edu/science/article/pii/S0304405X1000070X#bib5
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market value of equity, sales (i.eevenue) and totahssets held by the firm. We usatural
logarithm of allthe firm size variables.
Market -to-book ratio (M/B):
As suggested by numerous studiese( e.g.Yermack,1997), when companies have large
growth opportunities, shareholders have greater diffidolsyv al uat i ng manager so
thus, should provide managers with more stioaked compensatianStock appreciation may
attract more shareholder support aimbwersa.Becauseaf i r més gr owtatedwitay be a
shareholder approval. %employ marketo-book (M/B) as a ontrolvariable.
LaggedFirm performance:
Firm performance is another firm related determinBatgamet al.2015 Kimbro and Xy
2015 Brunarskyet al, 2015 lliev and Vitanova, 2010)3of the SoPvote.On a study of Swiss firms,
Wagner and Wenk (2015) find negative market reaction due to the introduction of bfaing
vote. Wemeasure firm performanasf i r m6s r et ur n byaosumalaiwabhoemal f ol | o
returnstarting255tradingdays prior tovote andending 2 days before vote areturn on aset
Firm Risk:
High return volatility may inducdsk averse shareholders to exprigsr displeasure with
the CEO Thus SoPis expeted to be negatively related to firm ridk/e follow Kimbro and Xu
(2015) in usinghevarianceof the monthly returns over the last twelve months as the meafsure
thefirm risk.
Ownership:
A CEO who is likely to support theompensatiots allowed b vote in theéSoPaccording
to his/her ownershipAnother stream of literature arguestire opposite directiontatingthata
large numberof voting rights may create entrenchment problems whéttuce the level and
effectiveness of board monitag. In other words, fi the shareholdersote determingthe CEO
compensationthe boardmay not be held accotablefor CEO performancd-dowever, Kimbro

and Xu (2015 documenthat higher level c6oPapproval is positively associated with CEO share


http://www.sciencedirect.com.proxy.libraries.rutgers.edu/science/article/pii/S0304405X1000070X#bib58
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ownership andhegatively associated witimstitutional ownershipGordon and Pound (1993)
examine shareholder proposals and find that greater managerial ownership leads to lower approval
rates.We use instittional ownership (inst oWwnp e r ¢ e nt a g eownershiplinsideripaige r 6 s
and five percent ownés percentagéowners5%pctgjor our estimation.

Institutional owner shi p arasfollows.doreaehfinrs owner
year, we calculatgpercentage ahstitutional ownership for each quarter ané tlee mean of four
guarters inour empirical testsFor insidets percentagewe usethe variablensiders%of MSCI-

GMI ratingswhich is the percentage of outstanding shares held byriapagement and directors
owner$%pctg is thepercentage of outstandjrshares held by any 5% or greater shareholders, as
reported in the companyé6és most recent proxy st
Cash holdings:

According to Hall and Liebma(il998) availability of cash holdings will hel@ firm in
substituting execut iitvaadhpayrmegiticcotding ta Kimlsp end Xuat i on
(2015) shareholder approvalisnegavel v associated with CEO®&6s cur
cash holdings will allow the flexibility to pay CEOs compensation components in cash.
Shareholders may not like ghilexibility in accessing direct casRather shareholders willike to
see the utilization of cash in positive NPV investme®is: intuition is there will bea negative
relationship between c¢ash Wenedsursaghholdmgsasthe har e ho
ratio of casHCH) over the firm's total assets.

Leverage:

Shareholders prefer riskier proje¢cten bondholders, thus conflgtof interest between
bondholders and shareholdezducethe value at which debt can be sold and thus reducealife
of the firm. The decreasen firm value may induce lowesoPvote We measure leverage the
book value ratio of longerm dédt to total assets

Age:
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In addition to firm performance, we control for CEO characteristigsdiversified
managers are merrisk averse than the diversified stockholders. Older executives are expected to
be even more risk averse. Howeutiat may be reflected in the compensation composition and
firm performance. HengeCEO age is an important variable for CEBaracteristicsCEO age
impacts risktaking behavior. Sherfling (20}4locumentsa negativerelationship between CEO
age and stock return volatility. He suggests fhrats risk and riskiness of corporate policies are
higher wherthe CEO andhe next influential executies are youngetence the question i§,
they like older CEO<®In order to see the influence of older CE@e creat age65 which is a
dummy variable andakes a value of 1 if CEO is 65 or older than 65, otherwise 0. CEOs can
continue beyond the retirent ageandthe firm can benefit from their experienc he is then
either he is doing very goodjob or he is entrenched.

Tenure:

Tenure is another CEO variable that may be associated with entrencbikefii. et al.
(2014 document that the inteifwith which firm monitors a CEO declines over his tenure. Zheng
(2010) finds thatthe percentage of equilyased compensation decreases during the later years of
tenure for inside CEO3 hus, we employ the variable tenure which is the number of yeas si
the CEO started in that position. Long tenure may reflect either talent or entrenchment.

ISS voting recommendations

ISSandGlass & Lewisare theproxy advisoy firms thatadvise investor clients on how to
vote their shares. Cheit al.(2010) find hat ISS isa more powerful advisory firm than others.
Theyalso findthatn | SS recommendati on s hl0%.Cattersthlar e hol c
(2013) andKimbro et al.(2015)find that theshareholdés dissatisfaction is associated with ISS
negativevote recommendationsErtimur et al.(2013)employing a 2011 sampfend thatvoting
advisors recommendations have explanatory powedBwote Larcke et al.(2012),andErtimur

et al.(2013) find that firms change their compensation contracts bas&siSorecommendations.
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To control for ISS recommendationgwonstruct a dummy variable i$sr, which is assignea

val ue of 1 if | SS recommends AForo and O other

1.5. Summary statistics

We report our summary statisticsliablel.1 andTablel.2 for SoPvote and compensation
panel We coverl,657 of the RusseR000 index firms. Our crossectionalSoP approvalpané
consists of 6,0 observations for the year 202014 and conpensation panel consists qfl21
firm year observations for the year 264013 Our compensation is behind one yeavating data

as compensation is available till 2013 in MSCI ratings.

15.1. Voting approval and firm size

The average oBoPapprovalis 91%with standard deviation of 0.13he maximum of
voting approvalis 1006 andthe minimumis 8% Our averagéog market value of equity i8.449
($1,718.25 miwith a maximum of 13.3486626,560.11ml)
15.2. Firm performance

Our prevote market performance variableslenoted ascarn255n2is the cumulative
abnormal returrstarting 255 tradingdays prior tothe vote andendng 2 tradingdays beforghe
vote Similarly, carp2p255 is the cumulative abnormal retsiarting twotrading days aftethe
vote and ending 255 trading day after the voteWe definereturn on assetasincome before
extraordinary items ovehe total assets.In voting Ranel on average return on asséROA) is
2.9 with standard deviation of 186. These results are close to Balsainal.(2015). Return on
asseb standard deviation is 2% higher thidweir sampleHowever, stock returns in their sample
havea large standard deviation which is 0.4&is difference may be attributed to a difference in
the sampleperiod.Our market tobook averagévoting Panel)s 1.9which isclose tothe sample
of Balsamet al.(2015). Average capital expenditure is 4% which is consistent with findings of
Brunarskiet al. (2015) Firms in our samplgvoting Panel)held on an average 1% of cash.

Institutions heldon average 75% of the outstanding shares in votinglp&owever, inthe
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compensation panethe average return and return on assets are 1.5% andesfectively.

Institutions held 81% of the outstanding shares on average.

15.3. CEO age and Tenure

The \ariablesi mlaged (CEO ageganditenure® arefrom MSCI-GMI ratingsdatabaseln
voting Panelaverage CEO agés 56.8which is close to B years with a minimum of age $8ars
andamaximumof age 96 years. Approximte tenure of those CEOs is 8y@&ars witha minimum

of 1 year anda maximumof 61 years

1.5.4. Ownership

In our sample, istitutions held approximately & o f firmés odhestandi |
median of institutional ownership percentag8@®6 in our sample in comparison to Kimbro and
Xu who report 84.11 % of median institutional ownership @etages.On averagel1% of the

firmbés equi ty whichareiimaobedppioyimation with Brenarsky al.(2015)

15.5. ISS recommendation Vote
The mean and standard deviation of i&s are0.87 and 0.32espectivly. In the lower
guartile of SoR, | SS recommends 54% fAFor o. I n contrast

C E O 8aPvote is inQ4.

15.6. Investmenti.e., capital expenditure

Our capexmeasureshed light on the investment behavior of chief executive officérs.
calculatecapexas capital expenditure over total ass@isaverage, firms experiendéso of capital
expenditureas reported iTablel.1. In Deloitte CFOlInsightst he arti cl e, ACapita
Will your investments de lsihateapitalteXpenditdre@danningis r e s u
the process by which an organization sets capitatation targets and buddoward an effectively
managed portfolio of projectSq executives can takaoreobjective decisions on where to invest.
Median capital expaliture of firms in our sample &5 % anda maximumof 7.3percent.

15.7. Compensation
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In Tablel.2 (Compensation Panelye report thsummary statistics about the distribution
of variablesused in this studylhe mears of In_cashcomp and In_tot_comare 6.734nd8.450
respectively. The mearof In_noneq_com, In_opt and In_stock are 6.966, 7.06&d 7.617
respectivelyWe observe a gradual increase in stock awards in each year, whereas this pattern is
not similarto option awards. As etained byFerri and Maber (20)2this may be due to the
i nvestor 6 s s k e poasedccompaensation aftert US sqandalso We also obaerve
decreasen nonequity compensationAverageSoPapproval §oB is 90%. In median, 95% of

shareholder support CEO cpansation. However, in4uartile SoPsupport is 97.§ercent.

1.6. Results and discussion
1.6.1. Pearson Correlations between the variables

In Table 1.3we presenPearson correlations betweenr main variables of interestll
the firm performancemeasures agar to be correlated with SoP.ll Ahe measures of
compensations correlategativelywith SoP, the correlation of In_stocknmost negativéPearson
correlation coefficient =0.19). Consistent with other documented litergttine SoP is hilgly
correlated with iss_fofPearson correlation coefficient G=75). Exceptfor iss_for, most other
correlations are small in magnitude, suggesting that multicollinearity is not likely to pose a serious
problem in the regression analysihe VIF for thevoting Panel model is 1.55 and fire

compensation Panel is 1.42.

1.6.2 Vote outcome and compensation

We useOLS regressiommodel with robust standard erro(#odel 1) to investigate the
determinant®f the SoPvote outcomeln order to find the determamts ofSoP, we regresSoPon
past firm performance and past CEO compensation variables. We contfoifaize,f i r mo s
growth, leverageMarketto-Book, institutional,insiderand block holder®wnership and CEO
characteristicsAll theindependent v@ables are measured over the fiscal yewmrpo theSoPvote

except equity returns (measured as cumulative abnormal return based on tradinyeayskent
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the results of this regression Trables 1.4 and 1.5 Our results suggest th&oPis positively
associated with firi@s pre-vote cumulative abnormal returrcarn255n2 i.e CAR (-255, -2), the
average monthly raw returand thereturn on asset$n addition in Table 1.5the coefficient on

the interaction between carn255n2 and instq2qé4sitipe and significant at the % level. This
suggests that higher institutional ownership increases the sensitivity of SoP approval vote to firm
performance. We find similar ressifor the interaction term roa_instq2(able 1.5) On the other

hand, we findhat the coefficients on the interaction between the compensation components and
instqg2g4 are negative and highly significdable 1.5) Overall, the result suggests tig&dP
compensation relation is weaker in the presenchigtier institutional ownergps and block
holders.

We also find thaBoPis negativelyassociated with market capitalization only whash
and abnormatompensationareusedas an explanatory variablesopposed to Kimbro and Xu
(2015). The resultsalsoindicate thatSoPis negaively and significantly related to stock return
volatility and positively and significantlgelated toMTB. This resultindicates that shareholders
are monitoring the growth of the firm atithtgrowth rates affedhe vote We find no evidene
that the vte is associated witleverage andapital expenditures whidresimilar to Lubranskyet
al. (2015).Wealsofind that the coefficient estimate of cash holdingsagativebut not significant.
We find that he coefficient estimatef insideiGs percentagés positive and significant at 1% level
for all the specifications. Similar to Kimbro and Xu (2015) and @hail.(2009) we find that the
coefficient oflSS recommendation is positive asignificant.

We alsofind evidence that the coefficient of CEQtee is negative artighly significant
suggestinghat long-tenured CE@areentrenchedThere isasignificantrelation betwee®oPand
CEOs older than 65 years suggesting that sharehdikiedder CEOs.

In Table1.6, we report the logit estiates ofour dependent variabl&oRQ1. Consistent
with the findings regarding the determinants of SoRimgethatthe likelihood of a low SoP support

is positively related to compensation and negatively related to performance and the impacts of the
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other (contrt) variables are as expectethe estimatealsoindicates thtthe largeri s i nsi der s
ownerships, the less likely is SoP to be in its bottom quaftile.coefficient estimatef iss_foris
negative and highly significant.

In Table 1.7 our dependent viable is SoRQ4. As expected, and consistent with the
estimates that we obtain when SoP is the dependent variablégdvthatSoFQ4 is negatively
related to past totalcash, norequity, stock and option compensationt seems that low
performance indugs low supportHowever, ve do not find any significant evidence tl&atPvote
in the upper quartile is related to carn252n2 i.e. CAR®Y, -2). SAPQ4 is positively related to
ROA and MTRB The coefficient estimates tife percentagefi n s i d e r 6 gheiostitutienals hi p
ownershiids percentage (inst_owrgnd iss_forare podive and highly significantWe do not find
any significant evidence in the parameter estimates of age65, cash_haldpesleverage and
return volatility.
1.6.3 Compensation omponents andSoPvote

We turn now to examine the association between 8dpastvote eventsti the regression
that are reportechiTable 1.8 The dependent variableare percentage increase total andcash
compensation between the fiscal year in whighSoP vote is taken and the following fiscal year,
denoted adlell _tot compl and dell_cash_comgspectively The independent variablesas
defined inthe Appendix1 are proxies for the economic determinants of CEO compens@aiii,
characteristicspwnership and SoP approval §oB. We includedummy variables foyearand
control for 2 digit SIAndustry effect. The coefficieator the yeadummyand industry effecire
not reported in th&ableas they are nahedirectinterestin our studyWe findthatboth total and
cash compensation increments are positively relat8dRapproval GoB andnegatively relate to
SoRQ1 Our estimates indicate that the compensation increases are directly related to SoP support.
The coefficient estinta of SORQ1 is negatively significanait 10 % levefor both total ancdtash
compensatioimncrementsin addition, the interaction between SoP and instg2g4 is negative and

significant at 5% leve(Table 1.8, Column 4)This suggests that higher institutional ownership
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reduces the sensitivity of compensation increments to SoP approvaltvs#ems in the absence
of institutional ownership, CEOG6s salary incre

In Table 1.9 we report the regression result famcrementin stock and option
compensation. The dependentrighles are the percentage increase in stock and option
compensations denoted awl1l_stock and dell_apDur independent varialdef interestSoPR,
SoRQ1, andSoRQ2arein periodt-1. The resuk indicate thaSoPapprovals ee positively relate
to thefollowing increments in option compensatiombe coefficient estimate dboPis significant
at 5 %level (Column 5) However, we do not find any significant result for any of the independent
variableexcept stock return (retROA andcash holdingsWe dso do not find any association of
change in stock compensation wabPQ1, andSoRQ4.

In Table 1.10 we report the regression result fimcrements in nomquity incentive
compensationin this regression, the dependent variabline percentage increas nonequity
compensation. We do not find any significance evidence refladion between our dependent
variable and independent variables of interest, SoOPQ1, andSoPQ4.

In Table 1.11we report theestimates fromegressioa where the dependentrizbles are
the percentage chang@és the average compensations of the four-68&0 executivesThe
dependent varialdearedell_nonceo_tot and dell_nonceo_cdsie resulsindicate compensation
increments arpositively related to thprevious SoP appraVvvote.Thecoefficient estimate dfoP
is highly significant at 246 level. The coefficient estimatef SoRQ1 is negative and significarait
5% level for total compensation increments and significant at 10% level forcoagtensation
increments. Welo nd find any association aficrements imon-CEOtotal and cash compensation
with SoRQ4. However, we do not find any significant result for any of the independent variable
except stock return (ret).

In Table 1.2, we report the regression result fitre hcrementin stock and option
compensation of nonCEOs The dependent variabig percentage increases in the average stock

or option compensations of the four ,RBEO executives denoted tmell _nonceo_stock and
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dell _nonceo_opOur independent variable$ interestSoP, SoRQ1, and,SoRQ4 arein period t
1. The result indicates th&oPapprovals are positivelgssociated witlthe following increments
in nonCEOstock and option compensations. Toefficient estimate dboPis highly significant
at 5% andL % level. The coefficient estimatef SORQ1 is negative and significart 5% level in
stock compensation increment regresgioalumn 2)

In Table 1.13we report the regression result focrements in no®quity compensation
of nonCEOs In this regrssion, the dependent varialidgercentage change in the average-non
equity compensations of the four RGEO executives denoted Hgll nhonceononeq_compThe
independent variabdeare in period-L. We do not find any significance evidence of relation
between our dependent variable and independent variable of intere StoFQR, andSoPQ4.

In previous results we document that SoP is negatively related tod QESvote
compensation, but t hacompénbation betwean theneathtd vote@ndt h e
the following fiscal year is positively related to the SoP vote. Thus it is of interest to check the
relation between SoP vote and the pade compensation level h€ regrasion result reported in
Tablel.14demonstrates that the les@f CEO totaland casltompensation isegativelyrelated
to SoPapproval §oP even a year after the vofEhe coefficienestimates oSoPandSoRQ1 and
SoRQ4 are highly significant in total compensation regressionbut insignificant in cash
compensation regssionThe strength of thiselationis even stronger when we add the interaction
of SoP and instq2g4 in column Zhis means higher institutional ownership monitor CEO
compensations more closely éMlsofind thatthetotal compensation is positively assated with
fir msd® past st ock r Eindexrand, neghtinely mdsdriatediwihsiderspotgv n ,
Cash compensation is positively associated with pastind negatively associated with past
cash_holdings anthsiderspctg The coefficient estirte of inst_own (institutional ownership
percentaggis positive and highly significant for total compensation which is similar to the findings
of Victoravichet al.(2012).

In Table 1.15 we regort the regression results f@ZEO stock andstock option

CE
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compensationsTheregression coefficient fdBoR, SoRQ1 andSoRQ4 are significant at the 1 %
level for stockcompensatiomegressionThe estimates indicate that relation with SoP may vary
across institutional holdings and entrenchment. The SoP coeffisi¢imé the relation for zero
Eindex and the first inst_own quartilke. regression 6, we find that the regression coefficient of
SoRQ1 issignificantat 5% level Both stockand optioncompensatios arepositively associated
with firm size, marketto-book (In_mtb), R&D ¢nd) and institutional ownership percentage
(inst_owr) over the prior yearln regression 1, 2, Jié positive coefficient estimates on cash
holdings indicate that companies with cash h@diaward higher stoaompensations or it can be
ammt her indicator of good performance. We do nof
percentage

The regrssion estimates that are reportedatlel.16indicatethat the level of CE@ont
equity compensation isegatively associated witloB approval (SoPLolumn (2) and column (3)
show that lhe coefficientestimates of SoPQ1 and SoPQ4 are highly significant. In regression 4,
when we add the interaction term SoP x instq2g4 (i.e. SoP_instq2g4), the coefficient estimates of
SoP decreases avenore. This result indicates that institutional owners hasghatantialmpact
on SoP in monitoring the level of n@guity compensation. We also find that the CEOC-eguity
compensation is positively assoc¢lhatheést omni t h fir
and chair. However, it is negatively associated with past return volatilitEmoaexonly for low
SoP companies

In Tablel.17and1.18 and 1.19we report the regression resutin thenonCEOexecutive
compensation The dependentariables arethe average compensations of the four-G&0
executivesn a yearOur independent variables of interest@o® SoRQ1, andSoRQ4 are in period
t-1. Wefind thatcompensation is negatively related to SoP even a year after the vote, ntleaning
the compensation increment in the first year after the vote does not offset the initial negative
relation.Thecoefficient estimateof SoR, SoRQ1, andSoRQ4 arehighly significart which suggests

that shareholders monitor even ABGRO executivetotal, cash, nonequity, stock and option
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compensationsWe find that the strength of this relationship is even stronger when we add the
interaction of SoP anphstq2a4 In all these regressionsve also find that all the compensation
variables are sitively related tocash holdingsWe also find that no®€EOtotal, cashand stock

option compensation increases with increase in

1.64. Future firm performance and SoPvote

We examined the impact of SoP approval vote on both execund norexecutive
compensation, and compensation increments. Next, we want to test its impact of future firm
performance. We report our resuitliable1.20 whereour dependentariables are theeumulative
abnormal returrstarting 2 trading days and end 255(i.e. carp2p255and 128 (i.e. carp2128)
daysafterthe vote Our accounting explanatory variables are in perihdathereas stock equity
cumulative abnormal return variables 255 and 128 prior to vote and ending 2 days before vote.
These variableare denoted as carn255n2 and carn1ZBh@independentariables of our interest
are SoR, SoRQ1, and SoRQ4 as we want to see the impacts of S@ find thatthe coefficient
estimateof SoPis negativeand highly significant. fie coefficient estimate GoPQ1 ispositive
and highly significant in both the regressiof@olumn 2, 6) This indicates that the lack of
shareholder support is associated with better followariprmanceand high support is associated
with worse followingperformanceNext, we eamine whether the relation between SoP and future
performance is sensitive iiostitutional ownershiffi.e., inst_own. We find thatafter including the
interaction termSoP x instg2g4 (i.e, SoP_instq2g4) the strength of thessociationincreases
slightly. In another specification (not reported) we find tfiahs perform worse in the future if
t hei r SAPsUAPOrsis in Q3Q4.

In Tablel2l,we r eport the r egadhangedn ROANdMEBoMt s of
period t1 to ton SoP. We u® independenvariablesin period t1. We find no relatiorship d
del_roa and del_mthvith SoP.However, ve find that a negative relationship which is driven
mainly by the low SoP observatiof@olumn 5, 6)We do not find any significant evidence about

the future paoprmance of CEOs who are in Q. an unreported regression, we find that firms
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perform worse in future in terms of investmera @ E O 8aPsupport is more than its median.

1.7. Robustness Check
1.7.1. Functional form of SoP(sqrt of SoP)

In order to testhe robustness of our hypotheses, we further consider tedemtjferent
functional form of our voting approval variable j 80P Since the distribution @oPis negatively
skewedwe consider takinthesquareootof SoP We run all our regressiosfor robustness check
We find that our regression results are robuststmareroot functional form of SoP. These

unreportedesuls areavailable upon request.

1.7.2. Industry dominance
Our second concern is if our sample is dominated by any two d@isiBgle industry
sector. If a particulatwo digit SIC dominatethe sampletheresult will be driven by that sector.
We carefully analyze our 2 digit SIC frequency and fihdt thesampleis free of any industry
dominance. To furthertestourresise i ncl ude different firm size
dominance index which is definedthesumof t he squared di fferences ©
and the next largest share inthatse¢fovno k aés domi nance D i s
o B i i wherei 88 i i i foral'Q phgt8 88 p
We find that our regression results fwPare robust to any firm size variable.
1.7.3. Exclude Finance and regulated industries
Again, to check if our results are driven fipance and regulated industry, we exclude
firms belong to 2 digit SIC 667 and 4049. Wefind that our resuttstill hold.
1.7.4. Winsorize SoPat 1% level because it is bounded by [0, 1]
Again, our variableSoPis in percentage form, hence it is bouddby [0,1]. We winsorize
SoPatthe 1% level from both left and right taih order to see if the results hold fosabsample

analysis. We find no change in our residisany of our regression



28

1.7.5. Tobitregression

We alsouse Panel data Tobrgressiorin Model 1to investigate theeterminant®f SoP
vote outcomdecause the distribution 8bPapproval vote $oB is skewedegativdy. Our results
are consistent.

1.8. Conclusion

In this paper, we examine the determinant impact of 8y-on-Pay vote on executive
compensation and firm performand®e find thatSoPapprovalvote is positively related to past
performance and negatively related to past compensation exéeativesWe also find thaSoP
approval vote is negatively related to temof the CEO angositively related tehe percentagef
institutional holdings,insideis ownershippercentageand block holderpercentageConsistent
with other findings, we documentthat SoPa ppr ov al vote is positivel)
recommendabns.Wefind that the futire performanceneasured as cumulative abnormal return is
negatively related to SofPhe result indicates th@EOs in the bottom quartile 8oPvote perform
betterin the year following the SoP vothan CEOswho gained better@& supportOur results
also indicate thdbw SoPapproval vote is associated witlgh future Marketto-Book We do not
find anysignificantevidence that relatésoPvote and i r fotdrescapital expenditure.

Further investigation indicasethat cash, total, non-equity, and optioncompensation
increments are positively associated with past SoP approval Wetalso find thathere is a
negativerelation between compensation componerash,total, norequity, stock and option)
and pastSoP approval wte It seems that the increments are not sufficient to offset the initial
negative relation.

We conclude thaoPvotes have some kind of incentive effect and act as a mofitese
findings complemenbur other resudt We find that here may also be lo¢r indirect benefits to
section 931 of DodéFrank act. It is also true that the subsequent disciplinary aspect of the voting
mechanism alsworksin theUSA (NandaBeheraandPalmon 2015 Alissa, 201% via likelihood

of CEO replacement ithe vote in favor ofthe CEO is lessThe UK and some other European
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countries have already adopted a forwlaaking binding vote on remuneration policy, a binding
vote on exit paymentsind a norbinding vote on how remuneration policy has been adopted
our opinian, therds more to research whether this Aainding voting mechanism helpkSA firms

to enhance corporate transparencycreates better and socially desirable leaders, who not only
think about themselvebut also think about the shareholders andivea respected face of the

firm.
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Appendix 1

Variables

Definitions

In_cash_comp
In_tot_comp
In_noneq_comp

In_opt

In_stock
dell_cash_comp
dell_tot_comp
dell_noneqg_comp
dell_opt

dell stock
In_nonceo_cashcomp
In_nonceototcomp
In_nonceo nonegomp
In_nonceo_stock
In_nonceo_opt
In_mveq

In_at

In_sales

Ret

ret_vol

Roa

carn255n2
carp2p255
carp2pl28
capex
In_mtb

cash_holdings
chair
inst_own
Instq294
owners5pct%
insiders%
tenure

age

age65

SoP

SoPQ1
SoPQ4

Natural logarithm of cash compensation

Natural logarithm of total compensation

Natural logarithm of nomequity compensation which ibe dolar value
of all amounts earned during the fiscal year pursuant teeqoiity
incentive plans in the year when the relevant specified performance
criteria under the plan are satisfied and the compensation earned,
whether or not payment is actually madéthie named executive officer
in that year.

Natural logarithm of option awards

Natural logarithm of stock awards

Percentagehangsin cash compensation from yeat to year t
Percentage changastotal comgnsation from yearl to year t
Percentage changasnonequity compensation from yetd to year t
Percentage changesa option compensation from yeat to year t
Percentage changes stock compensation fromami-1 to year t
Natural log of mean of 4 ne@BEO cash compensation

Natural log of mean of 4 ne@EOtotal compensation

Natural log of mean of 4 ne@EO nonequitycompensation

Natural log of mean of 4 ne@EO stock compensation

Natural log of mean of 4 neBEO option compensation

Natural logarithm of market value of equity

Naturallogarithm of total assets

Naturallogarithm of sale

Annualized monthly stock return

Annualized monthly stock return volatility

Return on ass@ba) which is income before extraordinary items

over total assets

Cumulative abnormal ret 255 days prior and ending 2 days before wi
Cumulative abnormal ret after 2 days and ending 255 days after voti
Cumulative abnormal ret after 2 days and ending 255 days after voti
Capital expenditure over total assets

Natural log of market value of equity over bookueof equity

defined as: (LT+CSHO*PRCC_F)/AT

Cash over total assets

Dummy equal to 1 if CEO is chairman; otherwise 0

Mean of 4 quarters institutional ownership percentage per year
Dummy of inst_own = 1 if inst van > Q2; else 0.

% of shares held by 5% or greater shareholders (as per proxy stater
% of outstanding shares held by top managements and directors
Number of years CEO is CEO in a firm

Age of the CEO as reported inogxy statement

Dummy equal to 1 if age is greater than 65; otherwise 0
For/(For+Against)

Dummy equal to 1 iSoPis in its first quartile; otherwise 0

Dummy equal t0 1 iSoPis in its fourth quartile; otherwise 0
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Table 1.1. Summary Statistics:Voting Panel

The Tableshows summary statistiésr SoPvoting approvalfor/(for + against)i.e., SoR, firm size, firm
performance, investment, ownershit£O age,CEOtenure forthe fiscal year2011-2014. VVoting approval
datai.e.fiFo ricA,gai nst 0 ar e $oP & aefiedas forf/ (for ragdBn8pPQ1 is a dummy

of SoP which is equal to 1 if SoP is in itsduartile;zerootherwise. Similarly, we define SoPQ4 is a dummy
of SoP which takes a value equal to 1 if So igs 4" quartile;zerootherwise Firm size variables arhe
marketvalue of equity, total assets, saldsichare from COMPUSTAT. Stock return is definedr@swhich

is annualized monthligeturn and ret_vol igeturn volatility obtained from CRSEan255n2 is the cumulative
abnormal return 255 trading days priovtiiing and ending 2 days befotleevote Ret_vol andlag_volare
stock return volatilityin the year othe vote and one year prior teoting. Return on ass€toad) is income
before extaordirary items over total assetsitb is the log of the marketto book value ofissetsCapex is
defined asCAPX over total assets and cash_holdiigdefined as COMPUSTAT ite@H over total assets.
Leverage is defined as total liability pllsgtermdebt over total assets. We US®MPUSTAT to collect
the data for alllte accounting variables. We ugkSCI-GMI ratings to collect data on CEO compensation,
tenure and CEO age. Ln_cash_comp is the naturaritigm of CEO cash compensation which is defined
asthe sumof bonus and salargimilarly, In_tot_comp is th@atural logarithnof CEO total compensation.
Ln_noneq_comp is theatural logarithm o€EO nonequity compensations. Ln_opt and In_stock are natural
logarithns of CEO option and stock compenseiti We use 13)F534 t o ¢ o percentage off i r mé s
institutional ownershiglata which islenoted afnst_own Insiderspd is the percentage of shares held by
insiders of the firm.

Variables N Mean StdDev Min P1 P25 P50 P75 P99 Max

SoP 6074 0.91 0.13 0.087 0.382 0.907 0.962 0.982 0.999 1
SoPQ1 6074 0.257 0.437 0 0 0 0 1 1 1
SoPQ4 6074 0.234 0.424 0 0 0 0 0 1 1
In_mveq 6074 7.449 1.568 2569 4.649 6.297 7.303 8.416 11.726 13.348
ret 6074 0.018 0.029 -0.185 -0.054 0.002 0.017 0.033 0.105 0.313
lag_ret 6074 0.022 0.042 -0.248 -0.057 0.002 0.017 0.035 0.168 1.176
ret_vol 6074 0.095 0.051 0.017 0.028 0.061 0.086 0.118 0.26 0.866
lag_vol 6074 0.119 0.092 0.017 0.029 0.071 0.101 0.142 0.434 3.884
roa 6074 0.029 0.141 -2.407 -0.572 0.009 0.037 0.076 0.272 0.783
MTB 6074 1.909 1.493 0.388 0.809 1.084 143 2109 7.905 25.379
capex 6074 0.042 0.059 -0.001 0 0.007 0.025 0.053 0.311 0.737
leverage 6074 0.562 0.267 0.007 0.085 0.378 0.551 0.73 1.252 3.793
cash_holdings 6074 0.117 0.138 0 0.001 0.0212 0.0712 0.164 0.678 0.984
dirage 6074 56.891  7.398 33 41 52 57 61 76 96
tenure 6066 8.944 7.302 1 1 4 7 12 35 61
inst_own 6074 0.755 0.203 0.04 0.19 0.638 0.8 0.915 1 1
insiderspctg 6074 0.104 0.156 0 0 0.02 0.046 0.11 0.81 0.976
owners5%pctg 6074 0.261 0.161 0 0 0.139 0.243 0.356 0.779 1
instg2g4 6074 0.755 0.43 0 0 1 1 1 1 1
iss_for 6074 0.879 0.327 0 0 1 1 1 1 1
In_tot_comp 6074 14.25 0.974 0 12378 13.727 14.246 14.803 16.228 18.259
In_cash_comp 6039 13.54 0.921 0 12.206 13.218 13.567 13.846 15.297 17.282

In_noneq_comp 4536 13.62 1.129 0.693 10.637 12974 13.704 14.361 15.96 17.268
In_stock 4830 14.096 126 5.999 10.694 13.339 14.19 15.018 16.508 18.698
In_opt 3159 13.748 1.166 6.31 10.415 13.036 13.83 14.53 16.258 18.323
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Table 1.2. Summary Statistics Compensation Panel

TheTablereports the summary statistics for the compensation panel. We use®\8Qb collect data on

CEO compensatiotenureand CEO age. Ln_cash_comp is the natural log of CEO cash compensation which
is defined as the sum of bawand salary. Similarly, In_tot_comp is the natural logarithm of CEO total
compensation. Ln_noneq_comp is thatural logarithm of CEGhon-equity compensation. Ln_opt and
In_stock are naturdbgarithns of CEO option and stock compensation. dell_cash_cdeif_tot comp,

dell _noneq_comp, dell_stock, dell_opt arepeentagehanges in cash, total, nequity, stock and
option compensatian In_nonceo_totcomp is the natural log the avarageof top four non-CEO total
compensation Ln_nonceo_cashcomp the natural log othe average of the top founonCEO cash
compensation Ln_nonceo_nonegcomp is the natural loghafaverageof top fournonCEO non-equity
compensatiosn Ln_nonceo_stock is the natural logloéaverageof top fournonCEOstock compesatiors.
Ln_nonceo_opt is the natural logtbkaverageof top fournonCEOoption compensatiandel_nonce_tot

is the percentage changethme average of top founon-CEO total compensation del_nonce_cash $ the
percentage change the averageof non-CEO cashcompensatios del_nonce_noneq $ the percentage
change irthe averageof top fournonCEO non-equitycompensatios del_nonce_stockis the percentage
change irthe averageof top fournonCEO stockcompensatios del_nonce_opt is the percgage change

in the averageof top fournonCEO option compensatian Firm size variable is natural log tie market

value of total assets (COMPUSTAT item). Stock return is defineetashich is annualized monthly return

and ret_vol is volatility of tb monthly return obtained from CRSP. Lag_ret and lag_vol are one year lagged
value ofretand ret_vol. Return on asset®@ is defined as income before extraordinary items over total
assets. Ln_mtb is natural log of MarketBook value of equity. Capexz defined a&CAPX over total assets

and cash_holdings is defined as COMPUSTAT variable casEHeover total asset$he dairis a dummy
variable which takes a value of 1 if CEO is also the chairman, othepsige Inst_own is the % of
institutionalholdings owners5%pctg is the % of shares held by 5% or greater shareholders. Insiderspctg is
the % of outstanding shares held by top management and dir&¢wuse COMPUSTAT to collect the data

for all the accounting variableéd/e use 13F534 to colletthe data on institutional ownerships. We use CRSP
to collect stock return data. We use RISKMETRICS data fordex. We useSEC Form 8K forSoP(SoP
approval vote)SoPQ1 and SoPQ4 are the dummies as described in voting panel.

Variables N Mean StdDev Min P25 P50 P75 P99 Max
SoP 3121 0.908 0.127 0.087 0.904 0.958 0.978 0.997 1

SoRQ1 3121 0.246 0.431 0 0 0 0 1 1

SoRQ4 3121 0.363 0.481 0 0 0 1 1 1

In_cash_comp 3120 6.734 1.012 -6.908 6.499 6.791 7.005 8.548 9.831
In_tot_compl 3121 845 0871 238 7.898 8506 9.05 10.196 11.464
In_noneqg_comp 2635 6.966 1.033 -6.215 6.416 7.014 7.601 9.228 10.039
In_stock 2767 7.617 1.089 -1.609 6.981 7.73 8.393 9.644 10.48
In_opt 1602 7.069 1.08 -0.598 6.397 7.139 7.804 9.45 10.494
dell_tot_coml 3121 0.063 0.554 -3.193 -0.098 0.062 0.232 1.459 15.245
dell cash_comp 3120 0.011 0.737 -15.84 0 0.026 0.063 0.879 14.221
dell_noneq_comp 2435 0.031 0.699 -13.67 -0.207 0.036 0.309 1.774 4.166
dell stock 2623 0.118 0.589 -4.802 -0.058 0.08 0.32 1.934 4.284
dell_opt 1488 0 0.524 -7.499 -0.16 0.031 0.191 1.476 2.741

In_nonceo_totcomp 3110 7.489 0.757 541 6.971 7.466 7.979 9.286 11.198
In_nonceo_cashcomp 3110 6.191 0.474 4.039 5.883 6.13 6.412 7.836 8.956
In_nonceo_noneqcom 2715 5.847 1.008 -0.182 5.255 5.887 6.506 8.102 9.043
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Table 1.2 Cont.

Variables N Mean StdDev Min P25 P50 P75 P99 Max
In_nonceo_stock 2898 6.394 1.108 1.167 5.729 6.47 7.128 8.758 11.164
In_nonceo_opt 1719 5711 1.104 -151 5.017 5.742 6.445 8.099 9.389
del_nonce_tot 2786 0.036 0.404 -3.34 -0.131 0.046 0.21 1.197 3.962
del_nonceo_cash 2786 0.022 0.206 -2.611 -0.024 0.032 0.086 0.574 2.454
del_nonceo_noneq 2244 -0.005 0.734 -5.218 -0.297 0.023 0.288 2.312 5.321
del_nonceo_stock 2458 0.103 0.696 -4.747 -0.186 0.078 0.401 2.014 4.409
del_nonceo_opt 1523 -0.012 0.636 -4.834 -0.266 0.034 0.261 1.728 4.462
In_at 3121 8.201 1.724 3.451 6.91 8.088 9.241 12.757 14.697
ret 3121 0.015 0.024 -0.185 0.002 0.015 0.029 0.077 0.137
ret_vol 3121 0.081 0.039 0.017 0.053 0.072 0.102 0.21 0.33
roa 3121 0.051 0.085 -1.997 0.016 0.046 0.084 0.248 0.756
capex 3121 0.042 0.054 0 0.01 0.027 0.055 0.263 0.558
rnd 3121 0.024 0.053 0 0 0 0.024 0.228 0.887
In_mtb 3013 0.818 0.723 -1.499 0.317 0.755 1.207 2.882 7.34
cash_holdings 3121 0.138 0.148 0 0.029 0.084 0.197 0.644 0.869
chair 3121 0.392 0.488 0 0 0 1 1 1

inst_own 3121 0.811 0.146 0.158 0.719 0.84 0.926 1 1

owners5%pctg 3116 0.257 0.145 0 0.149 0.241 0.351 0.642 0.983
insiderspctg 3116 0.065 0.103 0 0.015 0.032 0.067 0.592 0.975
Eindex 2843 2.454 0.765 1 2 2 3 4 6




Table 1.3. Correlation Matrix
The table reports the correlation matrix of the variables used in this study and desdhlegppendix.

i . £ %
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o | £ s 2 0B 8 3 o T T T B
# 5 & 8§ ®© o E § S5 £ £ $ = = £ £ =
SoP 1
In_mveq -0.02 1
Ret 0.14 0.05 1
carn255n2 0.03 001 0.16 1
ret vd -0.06 -0.36 0.26 0.03 1
Roa 0.07 0.26 0.04 -0.01 -0.31 1
Mtb 0.07v 0.10 0.28 0.02 0.18 -0.13 1
cash_holdings -0.03 -0.15 0.11 0.04 0.34 -0.21 0.45 1
In_lag_ten -0.08 -0.06 0.01 -0.02 -0.02 0.01 0.03 o0.00 1
inst_own -0.08 0.24 -0.05 -0.02 -0.08 0.14 0.02 0.00 -0.06 1
Insiderspctg 0.09 -0.25 0.09 001 0.17 -0.05 0.05 0.08 0.13 -0.35 1
iss_for 0.75 0.02 0.12 0.02 -0.07 0.07 0.04 -0.03 -0.07 -0.01 -0.06 1
In_tot_comp -0.15 053 0.04 001 -0.18 0.17 -0.06 -0.12 -0.01 020 -0.14 -0.1 1
In_cash comp -0.12 0.28 0.01 0.01 -0.09 0.07 -0.09 -0.09 000 0.11 -0.11 -0.08 0.72 1
In_noneq_comp -0.13 0.23 0.07 0.07 -0.21 0.23 -0.05 -0.14 -0.04 0.19 -0.14 -0.06 0.89 0.47 1
In_stock -0.19 0.5 -0.01 0.0 -0.18 0.14 0.04 -0.04 -0.02 030 -0.20 -0.13 055 0.42 0.54 1
In_opt -0.17 0.23 -0.02 -0.03 -0.1 0.11 0.13 -0.02 -0.05 0.27 -0.14 -0.13 0.47 0.27 051 066 1

8¢
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Table 1.4 Sayon-Pay approval votes and total compensation

This Table reportthe OLSregression o650P and Logit estimates 8bPQ1 and SoPQah firm
performance and compensation variables with industry fixed effect and year dummy. The
dependent variable BoPwhich isavotefor percentages, defined as fgfdr+against). SoPQib

a dummy which takes a value equal to 1 if SoP is irflicpiartile;zerootherwise. Similarly, SoPQ4

is a dummy which takes a value of 1 if SoP is in ftgjdartile;zerootherwise We use one year

lagged values dfime-varyingindependent variabée Our firm size variable is In_mveq which is

the natural log othe marketvalue of equity (CSHO*PRCC_Frarn255n2is the cumulative
abnormal return starting 255 trading days prior to vote and ending 2 days before vote. Rt is the
monthaverageaeturnprior to voting year.lag_ret is the average ofturntwo yearprior to vote.

Ret vol is the standard deviation of the return. Lag_vol is the standard deviation of thereturn
year prior tahevote Roa is the return on assets which is the ratio @imecbefore extraordinary

items over the book value of total assets. Ln_mtb is the natural log of Aat@tk, i.e, (LT +
CSHO*PRCC_F)/AT. Capex is defined as capital expenditure over the book value of total assets.
Cash_holdings is defined as casO({PUSTAT item CH) over book value of total assets. Age65

is a dummy which is equal to 1 if age is greater than 65 years; otheenisken_lag_ten is defined

asthe naturallog of tenure of the CEQnst_ownis the mean of quarterly institutional holdings
percentages of firmso6 out st apetgis thgpersehtageoe s i n
outstanding shares held by top management and directors. Iss_for is a dummy which takes a value
of lifISSrecomm nds f For pero.Lmo tothcempusinatugdog of total compensation.
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(1) @ 3 4 ®) (6)
SoP SoPQl SoPQ4  SoP SoPQl SoPQ4
oLs Logit Logit oLs Logit Logit
Ret Ret Ret CAR CAR CAR

In_mveq 000 -011" -001 001 -013  0.00
(0.61) (-2.84) (0.43) (1.47) (-3.27) (0.03)

Ret 020" -8.31" 423
(458) (-5.33) (3.01)

lag_ret 0.117 -3.44" 272
(3.04) (-2.80) (2.42)

carn255n2 0.01 -0.20 0.04
(0.41) (-2.21) (0.46)

ret_vol -0.18" 355"  -169 -015 258  -1.11
(-6.20) (3.68) (-1.87) (-1.16) (2.89) (-1.32)

lag_vol -0.03 1.93" -1.17 -0.05 0.79 -0.24
(-1.44) (3.07) (-1.91) (-0.77) (1.78) (-0.53)

roa 003" -150" 100" 014" -1.90" 121"
(361) (5.0 (3.50) (3.51) (-6.50) (4.31)

mtb 000"  -004 008 002" -011" 011"
(2.72) (1.21) (3.10) (4.75) (3.23) (4.45)

capex 003 -049 001 006 -029 -0.16
(1.30) (-0.71) (-0.01) (0.47) (-0.42) (-0.26)

leverage -0.00 -0.05 0.06 -0.02 -0.09 0.07
(-0.10) (-0.33) (0.44) (-0.67) (-0.57) (0.54)

cash_holdings -0.00 0.21 -0.29 -0.04 0.28 -0.33
(-0.41) (0.62) (-0.99) (-0.79) (0.84) (-1.11)

age65 001" -043" 004 -001 -04I"  -0.05
(3.76) (-3.56) (-0.35) (-0.33) (-3.43) (-0.44)

In_lag_ten -0.01"  0.16" -0.05 -0.01  0.16" -0.06
(-4.18) (3.31) (-1.26) (-1.30) (3.37) (-1.34)

inst_own -0.03"  0.69" 0.51" 0.01 0.69" 0.49
(5.11) (2.99) (2.61) (0.32) (3.00) (2.54)

insiderspctg 0.13" -3.95" 6.22° 096" -4.08" 6.26"
(15.49) (-10.07) (22.34) (24.90) (-10.45) (22.50)

owners5%pctg  0.05™ -0.88" 3.47" 053" -092" 346"
(6.67) (-3.20) (14.70) (14.79) (-3.33) (14.68)

iss_for 029" -469" 35" 025" -476" 356"
(88.64) (-25.29) (12.33) (15.77) (-25.66) (12.53)

In_tot comp  -0.0I" 046~ -0.30" -0.05" 0.44™ -0.29"
(-6.74) (6.78) (-5.83) (-7.09) (6.47) (-5.74)

_cons 078" -293" 211" 038" -229° -247"
(40.33) (-3.37) (-2.85) (4.14) (-2.67) (-3.39)

N 6074 6074 6074 6074 6074 6074

Ind FE Yes Yes Yes Yes Yes Yes

Yr Dummy Yes Yes Yes Yes Yes Yes
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Table 1.5. Determinants of SoPapproval vote

This Tablereports the OLSegression(robust standard errogf SoPon firm performance and
compensation variablesith industryand year dummyThe dependent variable #Pwhich isa
votefor percentage, defined as faffor+against). We use one year lagged valudgrmad-varying
independent varidés. Our firm size variable i®_mveq which is the natural log tie market
value of equityf CSHO*PRCC_F)carn255nds thecumulative abnormal return 255 trading days
prior tovoting and endingrefore2 days. Ret_vol is the standard detion of the return. Lag_vol
is the stadard deviation of the returnyaear prior tathe vote Roa is the return on assethich is
the ratio of income before extrardinaryitems overthe book value of total assets. Ln_mtb is the
natural log of marketo-book, i.e, (LT + CSHO*PRCC_F)/AT. Capex is defined as capital
expenditure ovethebook value of total assets. Cash_holdings is defined aq C&MPUSTAT
item CH)over bak value of total assets. Age@ba dummy which is equal to 1 if age is greater
than 65 years; otherwiseera Ln_lag_ten is defined ashe naturallog of tenure of the CEO.

Inst owni s t he mean of quarterly institutional hol
a given yearlnsiderpctg is the percentagef outstanding shras held by top management and
directorsl ss _for is a dummy which takes a wvewl ue of

Ln_cash_comp is the natural logarithm of salary and bonus. Ln_tot_comp is natural log of total
compensation. Ln_noneq_comp isurat log of norequity compensation. Ln_stock is natural log

of stock compensation drin_opt is naturalogarithmsof option compensationnstq2qg4 is a

dummy which takes a value 1 i f t h"qudrtierels® s i ns't
equa to zero.carn255n2_instq2g4 isarn255n2 times instg2g&imilarly, roa_instq2g4 isoa

t i miestg2g4.abnor_comp is the residual of the OLS regresgivan below

1 To¢0méanwodl AAOT cvOROOITIACOT 101 Al OA AADAD
| AOAOKG®Ra 00t RCA QD IOAT El OOT x1
ET OEAAOOPROIED EDD ADDOEAOAI

abcompinstq2g4 is abnormal compensation times instq2td. define own5%pctg_car as the
product of percentage of 5% blok&lders and carn255n8imilarly, we define totcomp_instq2g4,
cashcomp_instg2g4noneqcomp_instq2g4, stockcomp_instq2g4 and optcomp_ins@Rdhe
product ofln_total compensatigrin_ca$_comp, In_noneq_comp, In_stodk, opt andnstq2qg4
We define totcomp_own5%pcgtgashcompown5%pctg noneqcompown5%pctg stockcomp
own5%pctg and optcompown5%pctg as the product ofln_tot comp In_cashconp,
In_noneq_comp, In_stocky_opt andown5%pctg Thet-statistics appear in the bracket below the
parameter estimates. All specificatiansludeyear dummyand industry fixed effectisut do not
tabulate Asterisks ***, **  * indicates significance at €10.1%, 1%, and 5% leyekspectively.



(1) (2) (3) (4) (5) (6)
SoP SoP SoP SoP SoP SoP
In_mveq -0.00 0.00 -0.00 0.00 0.01™ 0.00
(-2.51) (0.53) (-1.27) (1.59) (4.59) (1.88)
carn255n2 -0.01 -0.01 -0.01 -0.02 -0.01 -0.00
(-1.46) (-1.51) (-1.54) (-2.33) (-1.46) (-0.46)
carn255n2_instq2q4 0.0 0.0 0.01™ 0.0T 0.01" 0.01
(3.21) (3.72) (3.51) (2.16) (2.65) (1.56)
ret_vol -0.15* -0.15" -0.14™ -0.14™ -0.11™ -0.10"
(-5.24) (-5.16) (-5.09 (-4.18) (-3.50) (-2.60)
lag_vol 0.00 0.01 0.01 0.00 0.01 0.01
(0.23) (0.53) (0.51) (0.30) (0.97) (0.58)
roa 0.01 0.00 0.00 0.01 -0.02 0.01
(0.40) (0.24) (0.24) (0.61) (-0.70) (0.23)
roa_instq2q4 0.06" 0.07" 0.07" 0.08" 0.11™ 0.07"
(2.92) (3.39) (3.10) (2.91) (4.19) (2.66)
mtb 0.00"  0.00™ 0.00™ 0.00" 0.00"  0.01™
(5.26) (4.49) (4.73) (3.08) (3.79) (4.85)
capex 0.03 0.03 0.03 0.02 0.04 0.07
(1.09) (0.90) (1.14) (0.62) (1.36) (1.71)
leverage -0.00 0.00 -0.00 0.00 0.00 -0.00
(-0.83) (0.03) (-0.46) (0.33) (0.29) (-0.42)
cash_holdings -0.01 -0.01 -0.01 -0.01 -0.00 -0.01
(-1.23) (-0.92) (-1.01) (-0.89) (-0.14) (-0.86)
age65 0.01" 0.01" 0.01" 0.0T 0.01" 0.02"
(3.28) (3.05) (3.13) (2.20) (2.83) (2.77)
In_lag_ten -0.01” -0.0r” -0.0r” -0.0I* -0.0I* -0.01"
(-4.30) (-4.18) (-4.31) (-4.00) (-3.61) (-2.73)
instg2qg4 -0.01™ 0.12" 0.14" 0.10" 0.16™ 0.17
(-5.09) (2.74) (3.08) (2.85) (5.82) (2.50)
insiderspctg 0.13* 0.3 0.13" 0.14" 0.13" o0.11"
(14.66) (14.66) (14.57) (12.29) (9.96) (7.97)
ownersYgctg 0.05™ 0.24 0.20 0.10 0.14 0.08
(6.14) (1.57) (1.69) (0.89) (1.46) (0.76)
own5pctptyg_car 0.02 0.02 0.02 0.06" 0.03 0.00
(1.31) (1.36) (1.40) (2.79) (1.41) (0.16)
iss_for 0.30"  0.30™ 0.30™ 0.30" 0.30™ 0.29"
(49.57) (49.15) (49.27) (41.16) (45.84) (36.98)
abnor_comp -0.00
(-0.14)
abcomp_instq2qg4 -0.00

(-1.01)

42



Table 1.5 Continues

abnorcomp_own5pctpcte

In_tot_comp 0.00
(0.22)
totcomp_instq2q4 -0.01"
(-3.01)
totcomp_own5pctpctg -001
(-1.27)
In_cash_comp 0.00
(1.35)
cashcomp_instg2qg4 -0.01™
(-3.36)
cashcomp_own5pctpctg -0.01
(-1.29)
In_noneq_comp -0.00
(-1.05)
noneqcomp_instq2q4 -0.01"
(-3.21)
nonegcomp_own5pctpct: -0.00
(-0.51)
In_stock -0.00
(-1.02)
stockcomp_instq2q4 -0.01™
(-6.28)
stockcomp_own5pctpctg -0.01
(-1.01)
In_opt -0.00
(-1.23)
optcomp_instq2g4 -0.01"
(-2.71)
optcomp_own5pctpctg -0.00
(-0.37)
_cons 0.57" 0.53" 0.65" 0.56" 0.66"
(8.95) (9.25) (14.78) (10.75) (12.80)
N 6074 6039 4536 4830 3159
R? 0.6240 0.6248 0.6254 0.6291 0.6433 0.6333
Ind Dummy Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes
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Table 1.6. Log likelihood of 15t Quartile SoPapproval vote

This Tablereports thdixed effect logit estimateof thevotein 15 quartile The dependent variable

is SORQ1. We defineSoRQ1 as a dummy which takes a value of $dPis in its 15 quartile SoP

is defired as for/(for+against). We usme year lagged values tifne-varying independent
variables. Oufirm size variable is In_mveq which is the natural logh&fmarketvalue of equity

i.e, (CSHO*PRCC_F)carn255n2 i.e.CAR (-255, -2) is the cumulative abnormal return 255
trading days prior tavoting and ending 2 trading days befdre vote Ret volis the standard
deviation of the return. Lag_vol is the siand deviation of the return oryears prior tdhevote

Roa is the return on assets which is the ratio of income before @xiaary items over book value

of total assets. Ln_mtb is the natutog of marketo-book, i.e, (LT + CSHO*PRCC_F)/AT.
Capex is defined as capital expenditure over book value of total assets. Cash_holdings is defined
as cash ovethebook value of total assets. Age65 is a dummy which is equal to 1 if age is greater
than 65 years; otherwiseera Ln_lag_ten is defined afe naturallog of tenure of the CEO.

Inst owni s t he mean of quarterly institutional hol
a given yearlnsideis % is a percentageof outstanding shardseld by top management and
directors.Owners5%pctg is % of shares held by 5% or greater shareholders, as repmpexkyn
statementLn_cash_comp is the natural logarithm of salary and bonus. Ln_tot_comp is natural log
of total compensation. Ln_noneqnep is natural log of noequity compensation. Ln_stock is
natural log of stock compensation and In_opt is natural log of stock option compenBagon.
statistics appear in the bracket below the parameter estimates. All specifidatiole year
dummyand industry fixed effects but do not tabulate. Asterisks ***, ** * indicates significance at
the 0.1%, 1%, and 5% levekspectively.
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) ) 3) 4) 5) (6)
SoPQ1 SoPQl SoPQl SoPQl SoPQl SoPQl
In_mveq -0.12" -0.07 -0.09 -0.22"  -0.21™ 0.03
(-3.09) (-1.95) (-2.09) (-4.79) (-3.74) (0.84)
carn255n2 -0.30 -0.28 -0.30 -0.82" -0.17 -0.34
(-1.67) (-1.54) (-1.29) (-3.06) (-0.73) (-1.84)
carn255n2_instq2gq4 0.14 0.16 0.18 0.76" 0.10 0.25
(066) (0.79) (0.67) (2.63) (0.36) (1.19)
ret_vol 2.79" 2,72 2.27 2.75 0.22 2.93"
(3.11) (3.06) (2.14) (257) (0.17) (3.27)
lag_vol 0.81 0.78 0.76 0.68 047  1.0T
(1.81) (2.79) (1.59) (1.32) (1.01) (2.25)
Roa -1.02" -0.92 -1.13 -0.93 -1.17 -1.04"
(-2.58) (-2.35) (-2.24) (-1.44) (-2.56) (-2.66)
roa_instq2q4 -1.56" -1.39" -2.18" -2.60" -1.06 -1.21
(-2.93) (-2.66) (-3.08) (-3.26) (-1.84) (-2.32)
Mtb -0.11" -0.11" -0.09 -0.14™  -0.21" -0.14"
(-3.13) (-3.14) (-2.40) (-3.38) (-4.60) (-4.28)
Capex -0.19 -0.39 -0.07 -0.90 -0.53 -0.27
(-0.28) (-0.58) (-0.08) (-1.23) (-0.50)  (-0.40)
Leverage -0.12 -0.09 -0.07 -0.04 0.01 0.08
(-0.72) (-0.58) (-0.35) (-0.21) (0.07) (0.52)
cash_holdings 0.43 0.52 0.69 0.40 0.18 0.58
(1.25) (1.52) (1.66) (0.99)  (0.42)  (1.69)
age65 -0.40™  -0.40 -0.55" -0.39" -0.65" -0.45"
(-3.35) (-3.38) (-3.79) (-2.76) (-3.67) (-3.74)
In_lag_ten 016" 0.15° 023° 020" 014 017"
(3.35) (3.23) (3.98) (3.69) (2.15) (3.62)
instg2qg4 -3.38 -6.02" -2.67 -3.47" -4.47" 0.36™
(-2.11) (-3.50) (-1.91) (-2.89) (-2.96) (3.52)
Insiderspctg 412" 392" 421" -3.05% -341" -4.15"
(-10.56) (-10.20) (-8.55) (-6.63) (-5.24) (-10.62)
owners5%pctg -0.82° -0.83" -0.60 -0.79 -0.61  -0.86"
(-3.00) (-3.09) (-1.83) (-2.53) (-1.63) (-3.17)
iss_for -4.78"  -4.84" 502" -4.84" -5.02" -4.89"
(-25.67) (-25.77) (-20.63) (-21.51) (-16.66) (-26.24)
In_tot_comp 0.26
(2.45)
totcomp_instq2q4 0.26
(2.29)
In_cash_comp 0.12

(1.28)
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cashcomp_instq2qg4 0.47"
(3.68)
In_noneq_comp 0.20
(1.99)
nonegqcomp_instq2q¢ 0.21
(2.06)
In_stock 0.29™"
(3.51)
stockcomp_instq2q4 0.27"
(3.17)
In_opt 0.24
(2.22)
optcomp_instq2g4 0.34"
(2.98)
abnor_comp 0.42"
(3.02)
abcomp_instg2q4 0.04
(0.23)
_cons 0.46 2.12 1.45 0.79 2.58 3.14™
(0.32) (1.63) (1.14) (0.73) (1.92) (8.06)
N 6073 6130 4616 4921 3203 6073
Ind FE Yes Yes Yes Yes Yes Yes

Yr Dummy Yes Yes Yes Yes Yes Yes
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Table 1.7. Log likelihood of 4th Quartile SoPapproval vote

This Table reports thefixed effect logit estimation of SoRQ4 on firm performance and
compensationariables. The dependent variabl&SsQ4. SoRQ4 is SoPin its 4" quartile.SoPis
defined as for/(for+against). We uegae year lagged valuestohe-varyingindependent variges.

Our firm size variable isn_mveq which is the natural log dfie marketvalue of equity i.e.
(CSHO*PRCC_F)carn255n2 i.e.CAR (-255,-2) is the cumulative abnormal return 255 trading
days prior tovoting and ending 2 trading days befadhe vote Ret_vol is the standard deviation of
the return. Lag_vol is the stdard devigion of the return ongears prior tahe vote Roa is the
return on assets which is the ratio of income before eatdinary items ovethe book value of

total assets. Lh_mtb is the natural log of matkdbiook, i.e. (LT + CSHO*PRCC_F)/AT. Capex

is defned as capital expenditure owte book value of total assets. Cash_holdings is defined as
cash(CH) over book value of total assets. Age65 is a dummy which is equal to 1 if age is greater
than 65 years; otherwisgera Ln_lag_ten is defined ake natual log of tenure of the CEO.
Inst owni s t he mean of quarterly institutional hol
a given yearlnsides% is a percentageof outstanding shares held/ bop management and
directors.Owners5%pctg is % of shes held by 5% or greater shareholders, as reporteoroxy
statementLn_cash_comp is the natural logarithmsaim ofsalary and bonus. Ln_tot_comp is
natural log of total compensation. Ln_noneq_comp is natural log cEgoity compensation.
Ln_stock & natural log of stock compensation and In_opt is natural log of stock option
compensation.The t-statistics appear in the bracket below the parameter estimates. All
specificationgncludeyear dummy and industry fixed effects but do not tabulate. Assetigk

** * indicates significance at the 0.1%, 1%, and 5% lerespectively.



48

1) ) 3) 4) (5) (6)
SoPQ4 SoPQ4 SoPQ4 SoPQ4 SoPQ4 SoPQ4
In_mveq -0.09" 0.01 -0.06 0.03 -0.00 0.04
(-3.08) (0.20) (-2.02) (0.62) (-0.03) (0.79
ret_vol -1.16 -1.03 -1.07 -0.72 -1.35 0.09
(-1.36) (-1.21) (-1.26) (-0.73) (-1.35) (0.08)
lag_vol -0.37 -0.25 -0.30 -0.06 -0.02 -1.06
(-0.81) (-0.53) (-0.63) (-0.12) (-0.04) (-1.31)
mtb 0.13™ 0.11" 0.12" 0.14™ 0.15" 0.12"
(5.57) (453) (5.13) (4.65) (4.93) (3.94)
capex -0.09 -0.15 0.06 -0.18 0.32 -0.47
(-0.15) (-0.24) (0.09) (-0.25) (0.47) (-0.47)
leverage -0.05 0.08 -0.00 0.03 0.13 -0.12
(-0.36) (0.61) (-0.03) (0.18) (0.83) (-0.69)
cash_holdings -0.38 -0.28 -0.34 -0.30 -0.48 -0.22
(-1.28) (-0.95) (-1.13) (-0.85) (-1.29) (-0.57)
age65 -0.02 -0.05 -0.03 0.06 0.16 0.13
(-0.17) (-0.42) (-0.24) (0.43) (1.08) (0.70)
In_lag_ten -0.07 -0.06 -0.07 -0.1r -0.13" -0.12
(-1.62) (-1.42) (-1.57) (-2.29) (-2.68) (-1.90)
instg2qg4 0.11 2.66 1.25 1.18 3.35™ 2.48
(1.28) (2.18) (1.09) (1.00) (3.42) (1.87)
insiderspctg 6.15" 6.13" 5.92" 6.39" 576" 5.84"
(22.22) (22.17) (21.79) (1857) (17.2) (13.19)
owners5%pctg 3.49" 346" 350" 359" 350" 3.98"
(14.89) (14.74) (15.06) (12.55) (12.82) (11.80)
iss_for 3.64" 357" 3.69" 367" 344" 3.94"
(12.88) (12.56) (12.41) (9.99) (9.87) (6.63)
carre55n2 0.05 0.04 0.06 -0.17 0.37 0.12
(0.30) (0.26) (0.42) (-0.84) (1.76) (0.56)
carn255n2_instg2gq4  -0.07 -0.01 -0.08 0.20 -0.47 -0.10
(-0.38) (-0.06) (-0.46) (0.87) (-1.95) (-0.39)
roa 1.79™ 1.74" 1.73" 2.08" 1.89 1.27
(3.9) (3.89) (3.92) (3.07) (2.36) (2.45)
roa_instg2q4 -1.10 -0.85 -1.01 -1.11 -0.95 -0.81
(-2.01) (-1.55) (-1.86) (-1.38) (-1.05) (-1.30)
abnor_comp -0.23"
(-2.77)
abcomp_instq2g4 -0.09
(-0.81)
In_tot_comp -0.17

(-2.34)



Table 1.7 Continues

totcomp_instq2q4

In_cash_comp

cashcomp_instq2q4

In_noneq_comp

nonegcomp_instq2q:

In_stock

stockcomp_instq2g4

In_opt

optcomp_instq2g4

-0.18
(-2.06)
-0.09
(-1.16)
-0.09
(-1.00)
-0.18
(-2.11)
-0.07
(-0.83)
-0.01
(-0.20)
-0.23"
(-3.17)
-0.10
(-1.11)
-0.17
(-1.72)

-3.97" 477" -435" 620" -5.73"
(-3.89) (-4.59) (-3.87) (-6.67) (-4.38)

_cons -5.68™
(-13.45)

N 6073

Ind FE Yes

Yr Dummy Yes

6073 6130 4616 4921 3203
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
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Table 18. Change intotal, cash compensatioaand SoPvote

The Table presentixed effect regressiorstimates of the impact &oPapprova votes on the
percentagehange irtotal andcash compensatismf the CEO. Our independent variables are in
time t1. The main varidle of interestSoPis For / (For+Against)SoRQ1 is a dummy which is
equal to 1 ifSoPis in its F' quartile; otherwisegera Similarly, SoRQ4is a dummy which is equal

to 1 if SoPis in its 4" quartile; otherwise 0. Firm size is definedths naturallogarithm oftotal
assetsvhichis In_at Ret is annualized monthly stock return. Ret_vol is the standard deviation of
monthly return. Return on assétsa)is defined as income before extraordinary items over total
assets. Capex is capital expenditutgich is defined as CAPX (COMPUSTAT item) over total

assets (AT). Rnd is research and development which is defined as XRD (COMPUSTAT item) over

total assets (AT). Ln_mtb is the log of markethook value of equity. Cadioldings is defined as

CH (COMPUSTATItem) over AT.chairis a dummy which is equal to 1 if CEO adso the
chaiman of the firm, otherwisezera Inst_ownis the mean of quarterly institutional holdings
percentage of firmsod ouNextwerdefinenngtg2qdhaa amumsy i n
which is equal to 1 if inst_own is more than tBejtartile; elseero.Owners5%pctg is % of shares
held by 5% or greater shareholders, as reportedioxy statement. Insidepctgis % of shares
held by firmsoé t op ma nedigapme statementsaP indtg2gddssoP o r s
X instg2g4 Thet-statistics appears in brackets below parameter estimates. Asterisks ***, ** and
* indicates significance at the 1%, 5%, and 10% leespectively.

as



(1) (2) (3) 4) (5) (6) (") (8)
dell dell dell dell dell dell dell dell
_tot_ _tot_ _tot_ _tot_ _cash_ _cash_ _cash_ _cash_
compl compl compl compl comp Comp comp Comp
In_at 0.007 0.006 0.006 0.008 -0.002 -0.005 -0.006 -0.002
(0.77) (0.58) (0.64) (0.85) (-0.17) (-0.39) (-0.47) (-0.13)
Ret 1.166 1.152 1.206 1.202 -0.149 -0.168 -0.117 -0.124
(2.09) (2.07) (2.16) (2.16) (-0.19) (-0.22) (-0.15) (-0.16)
ret_vol -0.118 -0.183 -0.220 -0.099 -0.886 -0.992 -1.057 -0.872
(-0.32) (-0.49) (-0.59) (-0.27) (-1.72) (-1.92) (-2.05) (-1.69)
roa -0.320 -0.291 -0.283 -0.315 0.352 0.402 0.437 0.355
(-1.55) (-1.41) (-1.37) (-1.53) (1.23) (1.40) (1.52) (1.24)
capex 0.123 0.142 0.154 0.115 0.050 0.079 0.087 0.044
(0.39 (0.46) (0.49) (0.37) (0.11) (0.18)  (0.20) (0.10)
rnd -0.082 -0.102 -0.073 -0.089 0.094 0.064 0.084 0.089
(-0.23) (-0.29) (-0.21) (-0.25) (0.19) (0.13) (0.17) (0.18)
In_mtb 0.012 0.014 0.014 0.011 -0.032 -0.028 -0.027 -0.032
(0.58) (0.69) (0.68) (0.52) (-1.10) (-0.97) (-0.93) (-1.13)
cash_holdings -0.096 -0.099 -0.111 -0.101 -0.049 -0.054 -0.071 -0.052
(-0.98) (-1.00) (-1.13) (-1.03) (-0.36) (-0.39) (-0.52) (-0.38)
chair -0.033 -0.034 -0.032 -0.034 -0.061 -0.063 -0.061 -0.062
(-1.44) (-1.49) (-1.37) (-1.49) (-1.90) (-1.96) (-1.90) (-1.92)
inst_own 0.025 0.018 0.015 0.322 0.021 0.011 0.003 0.223
(0.26) (0.20) (0.16) (2.34) (0.16) (0.08) (0.03) (1.16)
owners5%pctg -0.006 0.001 -0.019 -0.011 0.111 0.121  0.102 0.108
(-0.06) (0.01) (-0.19) (-0.11) (0.83) (0.90) (0.76) (0.80)
insiderspctg -0.031 -0.024 -0.060 -0.035 -0.308 -0.298 -0.325 -0.311
(-0.24) (-0.18) (-0.46) (-0.27) (-1.73) (-1.66) (-1.80) (-1.74)
Eindex 0.001 -0.001 0.001 0.003 -0.021 -0.024 -0.022 -0.020
(0.04) (-0.09) (0.08) (0.18) (-1.00) (-1.15) (-1.05) (-0.93)
SoP 0.318" 0.433" 0.480" 0.558"
(3.57) (4.45) (3.88) (4.13)
SoR1 -0.055 -0.075
(-2.09) (-2.06)
SoRQ4 0.058 0.045
(2.46) (2.37)
SoP instq2q4 -0.135" -0.092
(-2.94) (-1.44)
_cons -0.299 0.028 -0.007 -0.563" -0.252 0.244 0.227 -0.432
(-1.77) (0.20) (-0.05) (-2.95) (-1.08) (1.27) (1.17) (-1.63)
N 2755 2755 2755 2755 2754 2754 2754 2754
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 1.9 Change in stock and option compensation anSoPvote

The Table presentixed effect regresein estimates of the impact &oPapprova vote on the
percentagehangsin thestock and optiomompensationof the CEO.Our independent variables

are in time 41. The main variable of intereS&pPis For / (For+Against)SoRQ1is a dummy which

is equato 1 if SoPis in its F'quartile; otherwiseero.Similarly, SoRQ4is a dummy which is equal

to 1 if SoPis in its 4" quartile; otherwiseero.Firm size is defined a&e naturallogarithm oftotal
assetsvhichis In_at Ret is annualized monthly sforeturn. Ret_vol is the standard deviation of
monthly return. Return on assétsa)is defined as income before extraordinary items over total
assets. Capex is capital expenditure which is defined as CAPX (COMPUSTAT item) over total
assets (AT). Rnd iesearch and development which is defined as XRD (COMPUSTAT item) over
total assets (AT). Ln_mtb is the log of markethook value of equity. Cadioldings is defined as

CH (COMPUSTAT item) over ATThe chairis a dummy which is equal to 1 if CEO is chair

the firm, otherwisezera Inst_ownis the mean of quarterly institutional holdings percentage of
firmsdé out st andi niextawh define imstqRgd asa dummy vehich isyegualrto.

1 if inst_own is more than thé'fjuartile; elsezero.Owners5%pctg is % of shares held by 5% or
greater shareholders, as reported proxy statement. Insidepctgi s % of shares hel
top management and directors as reporteglgroxy statementSoP _instq2g4 isSoPx instq2g4
Thet-statistics appea in brackets below parameter estimates. Asterisks ***, ** and * indicates
significance at the 1%, 5%, and 10% levekpectively.



(1) (2 (3) (4) (5) (6) (7) (8)
dell_ dell_ dell_ dell_ dell_ dell_ dell_ dell_
stock stock stock stock opt opt opt opt
In_at -0.005 -0.007 -0.006 -0.004 -0.015 -0.016 -0.017 -0.015
(-0.47) (-0.64) (-0.54) (-0.41) (-1.13) (-1.23) (-1.28) (-1.13)
Ret 2.343™ 2.323" 2.342" 2.363" 2.514" 2.494™ 2552" 2511"
(3.69) (3.66) (3.69) (3.73) (3.36) (3.32) (3.40) (3.35)
ret_vol 0.078 0.030 0.038 0.077 -0.109 -0.186 -0.249 -0.111
(0.18) (0.07) (0.09) (0.18) (-0.20) (-0.34) (-0.46) (-0.20)
roa -0.835"  -0.798" -0.817" -0.830° -0.093 -0.055 -0.028 -0.092
(-3.30) (-3.15) (-3.24) (-3.28) (-0.33) (-0.19) (-0.10) (-0.32)
capex 0.162 0.164 0.168 0.148 -0.135 -0.100 -0.115 -0.129
(0.45) (0.46) (0.47) (0.42) (-0.28) (-0.21) (-0.24) (-0.27)
rnd 0.577 0.560 0.574 0.593 0.116 0.101 0.150 0.118
(1.42) (1.37) (1.40) (1.45) (0.27) (0.24) (0.35) (0.28)
In_mtb 0.027 0.029 0.028 0.026 -0.015 -0.012 -0.011 -0.015
(2.15) (1.23) (2.19) (2.11) (-0.55) (-0.45) (-0.42) (-0.55)
cash_holdings -0.084 -0.092 -0.0a1 -0.086 -0.335 -0.337 -0.361" -0.335
(-0.73) (-0.79) (-0.79) (-0.75) (-2.49) (-2.50) (-2.69) (-2.49)
chair -0.002 -0.003 -0.001 -0.003 0.023 0.020 0.023 0.023
(-0.08) (-0.11) (-0.05) (-0.13) (0.73) (0.64) (0.73) (0.73)
inst_awvn 0.043 0.038 0.039 0.250 0.001 0.013 0.020 -0.026
(0.40) (0.36) (0.37) (1.58) (0.01) (0.10) (0.15) (-0.14)
owners5%pctg -0.082 -0.080 -0.087 -0.084 -0.018 -0.009 -0.032 -0.016
(-0.75) (-0.73) (-0.79) (-0.78) (-0.14) (-0.07) (-0.24) (-0.13)
insiderspctg -0.096 -0.091 -0.107 -0.097 -0.204 -0.188 -0.231 -0.202
(-0.62) (-0.59) (-0.69) (-0.63) (-0.91) (-0.84) (-1.03) (-0.91)
Eindex 0.024 0.023 0.024 0.025 0.018 0.017 0.020 0.017
(2.35) (1.33) (2.37) (1.45) (0.86) (0.82) (0.95) (0.85)
SoP 0.139 0.217 0.417" 0.408"
(2.37) (1.96) (2.93) (2.72)
SoRQ1 0.004 -0.066
(0.14) (-1.77)
SoRQ4 0.022 0.052
(0.84) (1.61)
SoP_instg2g4 -0.093 0.012
(-1.79) (0.19)
_cons -0.108 0.039 0.023 -0.293 -0.268 0.132 0.100 -0.247
(-0.56) (0.25) (0.14) (-1.34) (-1.11) (0.66) (0.50) (-0.92)
N 2312 2312 2312 2312 1323 1323 1323 1323
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 110. Change in norequity compensation andSoPvote

The Table presentixed effect regressioestimates of the impact &oPapprova vote on the
percentagehange irthe norequity compensationof the CEO. Our independevdriables are in

time t1. The main variable of intereS$pPis For / (For+Against)SoPQlis a dummy which is

equal to 1 ifSoPis in its F' quartile; otherwiseero.Similarly, SoPQ4is a dummy which is equal

to 1 if SoPis in its 4" quartile; otherise 0. Firm size is defined #ise naturallogarithm oftotal
assetavhichis In_at Ret is annualized monthly stock return. Ret_vol is the standard deviation of
monthly return. Return on assétsa)is defined as income before extraordinary items ovet to
assets. Capex is capital expenditure which is defined as CAPX (COMPUSTAT item) over total
assets (AT). Rnd is research and development which is defined as XRD (COMPUSTAT item) over
total assets (AT). Ln_mtb is the log of marketook value of equityCashholdings is defined as

CH (COMPUSTAT item) over ATThechairis a dummy which is equal to 1 if CEO is chair of

the firm, otherwise zero. Inst_ows the mean of quarterly institutional holdings percentage of
firmsoé out st andi niextswvh define imstqRgd asa dummy vehich isyegualrto

1 if inst_own is more than thé'fjuartile; else zerdwners5%pctg is % of shares held by 5% or
greater shareholders, as reported proxy statement. Insidepctgi s % of shares hel
top management and directors as reported inoxy statementSoP_instq2g4 is SoP x instq294
Thet-statistics appears in brackets below parameter estimates. Asterisks ***, ** and * indicates
significance at the 1%, 5%, and 10% levekpectively.



@) 2 ®3) 4)
dell_ dell_ dell_ dell_
noneq_comp noneq_comp noneg_comp noneg_comp
In_at -0.008 -0.009 -0.009 -0.007
(-0.54) (-0.67) (-0.64) (-0.52)
ret -1.269 -1.334 -1.300 -1.225
(-1.50) (-1.58) (-1.54) (-1.45)
ret_vd -0.135 -0.213 -0.233 -0.136
(-0.24) (-0.37) (-0.41) (-0.24)
roa -1.490™ -1.453" -1.461" -1.485"
(-4.67) (-4.55) (-4.59) (-4.65)
capex -0.720 -0.708 -0.693 -0.719
(-1.52) (-1.49) (-1.46) (-1.51)
rnd 0.182 0.165 0.179 0.179
(0.34) (0.31) (0.34) (0.34)
In_mtb -0.016 -0.014 -0.015 -0.018
(-0.57) (-0.49) (-0.53) (-0.61)
cash_holdings -0.056 -0.062 -0.065 -0.056
(-0.37) (-0.41) (-0.44) (-0.38)
chair 0.010 0.009 0.011 0.009
(0.30) (0.28) (0.34) (0.28)
inst_own 0.144 0.140 0.140 0.318
(1.05) (1.03) (1.03) (1.60)
owners5%pctg 0.174 0.181 0.165 0.170
(1.23) (1.28) (1.16) (1.20)
insiderspctg -0.024 -0.013 -0.038 -0.026
(-0.12) (-0.07) (-0.20) (-0.14)
Eindex -0.022 -0.023 -0.021 -0.021
(-1.00) (-1.03) (-0.95) (-0.92)
SoP 0.226 0.293
(1.66) (2.99)
SoPQ1 -0.022
(-0.57)
SoPQ4 0.037
(1.08)
SoP_instq2q4 -0.079
(-1.21)
_cons 0.032 0.266 0.245 -0.123
(0.13) (1.31) (1.19) (-0.44)
N 2164 2164 2164 2164
Ind FE Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes
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Table 1.11 Change in total and casttompensationof non-CEO and SoPvote

The Table presentixed effect regressiomstimates of the impact &oP approva vote on the
percentagehange irthe total and castompensatiosiof thetop fournonCEOs Our ndependent

variables are in periodl. The main variable of intere§pPis For / (For+Against)SoRQ1is a

dummy which is equal to 1 8oPis in its F'quartie; otherwisezera Similarly, SoRQ4is a dummy

which is equal to 1 iSoPis in its 4" quartile; otherwiseero.Firm size is defined athe natural

logarithm oftotal assetsvhich is In_at Ret is annualized monthly stock return. Ret_vol is the
standarddeviation of monthly return. Return on ass¢tsa) is defined asncome before
extraordinary items over total assets. Capex is capital expenditure which is defined as CAPX
(COMPUSTAT item) over total assets (AT). Rnd is research and development witgfmesd as

XRD (COMPUSTAT item) over total assets (AT). Ln_mtb is the log of maikébok value of

equity. Caskholdings is defined as CH (COMPUSTAT item) over Afiairis a dummy which is

equal to 1 if CEO is chair offie firm, otherwiseera Inst_ownis the mean of quarterly institutional

hol dings percentage of f i r mdegt wedetine instglgd asnag s har
dummy which is equal to 1 if inst_own is more than thguartile; elseera Owners5%pctg is %

of shares held by 5% greater shareholders, as reportedpnoxy statement. Insidepctgis % of

shares held by firmsd .%o mstqglud s208xinseg2qtt Thatnd di r e
statistics appears in brackets below parameter estimates. Asterisks ***, ** andcatedi
significance at the 1%, 5%, and 10% levekpectively.
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(1) (2) 3) (4) (5) (6) (7) (8)
del_ del_ del_ del_ del_ del_ del_ del_
nonceo nNONceo nNONCeo nONCe0 nonceo NONCeo0 NONCeo honceo
_tot _tot _tot _tot _cash cash _cash cash
In_at 0.00 0.00 -0.00 0.00 -0.01 -001 -0.010 -0.01
(0.25) (0.01) (-0.14) (0.24) (-1.56) (-1.68) (-1.93) (-1.56)
ret 243" 239" 243" 243" 0.47 0.46 0.47 0.48
(5.77) (5.65) (5.74) (5.77) (2.25) (2.19) (222) (2.27)
ret_vol 0.22 0.13 0.07 0.23 -0.06 -0.08 -0.11 -0.04
(0.75) (0.46) (0.25) (0.79) (-0.40) (-0.57) (-0.75) (-0.31)
roa 0.07 0.11 0.14 0.07 -0.10 -0.09 -0.08 -0.11
(0.44) (0.67) (0.83) (0.43) (-1.28) (-1.15) (-0.95) (-1.30
capex 0.23 0.26 0.26 0.22 0.17 0.18 0.18 0.17
(0.88) (1.00) (1.00) (0.87) (1.34) (1.42) (@1.41) (.32
rnd 0.31 0.28 0.29 0.32 0.06 0.05 0.05 0.06
(2.17) (1.05) (1.08) (1.19) (0.45) (0.38) (0.34) (0.47)
In_mtb -0.00 0.00 0.00 -0.00 0.01 0.01 0.01 0.01
(-0.13) (0.05) (0.12) (-0.13) (0.98) (1.08) (1.20) (0.96)
cash_holdings 0.02 0.02 0.01 0.02 0.02 0.02 0.02 0.02
(0.22) (0.22) (0.09) (0.23) (0.55) (0.56) (0.48) (0.57)
chair 0.01 0.01 0.01 0.01 001 0.01 0.01 0.01
(0.43) (0.30) (0.33) (0.45) (119 (@.12) (@.07) (1.23)
inst_own -0.02 -0.02 -003 -0.06 -0.02 -0.02 -0.03 -0.04
(-0.21) (-0.31) (-0.42) (-0.53) (-0.58) (-0.63) (-0.71) (-0.75)
owners5%pctg  0.10 0.10 0.09 0.10 001 0.02 0.01 0.02
(1.31) (1.41) (1.23) (1.33) (0.39) (0.46) (0.39) (0.42)
insiderspctg 0.02 0.03 0.01 0.02 -0.01 -001 -0.010 -0.01
(0.20) (0.29) (0.11) (0.23) (-0.26) (-0.20) (-0.20) (-0.19)
Eindex -0.01 -0.010 -0.01 -0.05 -0.01 -001 -0.01 -0.06
(-0.52) (-0.67) (-0.52) (-0.63) (-1.24) (-1.33) (-1.30) (-1.40)
SoP 0.36™ 0.23 0.12" -0.02
(5.29) (0.99) (3.41) (-0.20)
SoRQ1 -0.06" -0.02
(-2.91) (-2.08)
SoRQ4 0.03 0.00
(1.70) (0.07)
SoP_instg2g4 0.02 0.01
(0.52) (0.46)
_cons -0.41"  -0.04 -005 -0.27 -0.03 0.09 0.09 0.10
(-3.24) (-0.41) (-0.47) (-1.11) (-0.50) (1.66) (1.76) (0.86)
N 2477 2477 2477 2477 2477 2477 2477 2477
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 1.12. Change in stock and option comensationof non-CEO and SoPvote

The Table presentixed effect regressiomstimates of the impact &oP approva vote on the
percentagechange inthe stock and optiorompensatiom of the top four nonCEOs Our
independent variables are in pertel The main variable of intereSpPis For / (For+Against).

SoRQ1lis a dummy which is equal to 1$0Pis in its F' quatile; otherwise 0. SimilarlySoPQ4 is

a dummy which is equal to 1 $oPis in its 4" quartile; otherwise 0. Firm size is definedths
naturallogarithm oftotal assetsvhichis In_at Ret is annualized monthly stock return. Ret_vol is

the standard deation of monthly return. Bturn on assets is defined aswdach is income before
extraordinary items over total assets. Capex is capital expenditure which is defined as CAPX
(COMPUSTAT item) over total assets (AT). Rnd is research and developmentisviafined as

XRD (COMPUSTAT item) over total assets (AT). Ln_mtb is the log of maikébok value of

equity. Caskholdings is defined as CH (COMPUSTAT item) over ARechairis a dummy which

is equal to 1 if CEO ialso thechaimanof the firm, othewisezero.Eindexis entrenchment index.

Inst owni s t he mean of quarterly institutional hol
a given yearNext, we define instg2g4 as a dummy which is equal to 1 if inst_own is more than the
1stquartile;elsezero.Owners5%pctg is % of shares held by 5% or greater shareholders, as reported

in a proxy statement. Insidspctgi s % of shares held by firmso t
SoP_instq2g4 isSoPx instq2g4 Thet-statistics appears in brackets belparameter estimates.

Asterisks *** ** and * indicates significance at the 1%, 5%, and 10% Jegspectively.



1) )] (3 4 () (6) (7 (8
del_ del_ del_ del_ del_ del_ del_ del_
nonceo nNONCeEO NONCEO NONCEO0 NnONCeo NONCeo noNnceo Nonceo
_stock _stock stock stock opt _opt _opt _opt
In_at 0.00 0.00 -0.00 0.00 -0.00 -0.01 -0.01 -0.00
(0.08) (0.08) (-0.08) (0.08) (-0.20) (-0.55) (-0.59) (-0.18)
ret 0.86 0.80 0.88 0.85 253" 254" 2.61" 253"
(1.06) (0.99) (1.08) (1.05) (2.80) (2.80) (2.88) (2.80)
ret_vol 0.65 0.60 0.49 0.64 0.30 0.06 0.00 0.33
(.19) (1.10) (0.89) (1.15) (0.47) (0.09) (0.00) (0.51)
roa 0.08 0.09 0.14 0.08 0.24 0.31 0.33 0.24
(0.26) (0.30) (0.47) (0.26) (0.65) (0.83) (0.89) (0.65)
capex 0.47 0.51 0.51 0.47 -0.39 -0.35 -0.35 -0.40
(0.92) (1.02) (1.00) (0.92) (-0.71) (-0.63) (-0.62) (-0.73)
rnd 0.05 0.03 0.03 0.04 -0.02 -0.05 -0.03 -0.02
(0.09) (0.06) (0.06) (0.08) (-0.03) (-0.09) (-0.05) (-0.03)
In_mtb -0.01 -0.00 -0.00 -0.01 -0.01 -0.01 -0.01 -0.01
(-0.18) (-0.14) (-0.06) (-0.17) (-0.41) (-0.21) (-0.18) (-0.44)
cash_holdings 0.11 0.11 0.10 0.11 0.03 0.02 0.01 0.03
(0.78) (0.77) (0.66) (0.77) (0.21) (0.13) (0.03) (0.19)
Chair -0.01 -0.02 -0.02 -0.02 -0.01 -0.01 -0.01 -0.01
(-0.46) (-0.50) (-0.52) (-0.47) (-0.17) (-0.30) (-0.28) (-0.18)
inst_own 0.10 0.09 0.08 0.12 -0.16 -0.16 -0.16 -0.07
(0.72) (0.70) (0.61) (0.62) (-0.97) (-0.98) (-0.99) (-0.30)
owners5%pctg  0.08 0.09 0.07 0.08 0.10 0.09 0.08 0.10
(0.57) (0.69) (0.49) (0.57) (0.63) (0.59) (0.50) (0.63)
insiderspctg 0.17 0.18 0.15 0.17 -0.17 -0.14 -0.17 -0.17
(0.93) (0.99) (0.81) (0.91) (-0.63) (-0.54) (-0.64) (-0.62)
Eindex -0.02 -0.02 -0.02 0.03 0.01 0.00 0.01 -0.08
(-0.89) (-0.97) (-0.85) (0.20) (0.25) (0.17) (0.23) (-0.46)
SoP 0.39" 0.53 0.56™ 0.34
(3.08) (1.26) (3.59) (0.64)
SoRQ1 -0.10" -0.06
(-2.72) (-1.27)
SoRQ4 0.05 0.04
(1.39) (1.04)
SoP_instq2q4 -0.01 -0.04
(-0.15) (-0.54)
_cons -0.41 -0.03 -0.04 -0.55 -0.46 0.13 0.11 -0.30
(-1.74) (-0.17) (-0.19) (-1.24) (-1.57) (0.53) (0.45) (-0.54)
N 2197 2197 2197 2197 1358 1358 1358 1358
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes

59



60

Table 1.13. Change in norequity compensationof non-CEO and SoPvote

The Table presentixed effect regresion estimates of the impact &oPapprova vote on the
percentagechange innonequity compensatios of the top four nonCEOs Our independent

variables are in period timelt The main variable of interes$oPis For / (For+Against)SoPQ1

is a dummy vkich is equal to 1 iSoPis in its F' quartile; otherwiseero.Similarly, SoPQ4is a

dummy which is equal to 1 BoPis in its 4" quartile; otherwisgero.Firm size is defined ahe
naturallogarithm oftotal assetsvhichis In_at Ret is annualizethonthly stock return. Ret_vol is

the standard deviation of monthly returntite on assets is defined as waaich is income before
extraordinary items over total assets. Capex is capital expenditure which is defined as CAPX
(COMPUSTAT item) over totalssets (AT). Rnd is research and development which is defined as

XRD (COMPUSTAT item) over total assets (AT). Ln_mtb is the log of maikébok value of

equity. Caskholdings is defined as CH (COMPUSTAT item) over Afiairis a dummy which is

equal to If CEOQ is chair ofhe firm, otherwise zero. Inst_ovisithe mean of quarterly institutional

hol dings percentage of f i r mdegt wedetine instglgd asnag s har
dummy which is equal to 1 if inst_own is more than thguartile else zeroOwners5%pctg is %

of shares held by 5% or greater shareholders, as repodguaiary statement. Insidectgis % of

shares held by firmsdé .5oPpgnstqegdnsal3pe miasigdgdhatn d di r e
statistics appears in brackets helparameter estimates. Asterisks ***, ** and * indicates
significance at the 1%, 5%, and 10% levekpectively.



@) &) ®3) “4)
del_nonceo_ del_nonceo_ del_nonceo_ del_nonceo_
noneg_comp noneq_comp noneq_comp noneq_corp

In_at 0.01 0.01 0.01 0.01
(0.62) (0.52) (0.54) (0.61)
ret 9.45™ 9.44™ 9.43™ 9.49™
(10.53) (10.53) (10.51) (10.56)
ret_vol -1.11 -1.15 -1.12 -1.05
(-1.85) (-1.92) (-1.88) (-1.75)
roa -0.08 -0.06 -0.07 -0.09
(-0.24) (-0.18) (-0.20) (-0.28)
capex 0.42 0.42 0.43 0.45
(0.75) (0.75) (0.76) (0.79)
rnd 0.47 0.46 0.45 0.47
(0.83) (0.83) (0.81) (0.83)
In_mtb -0.03 -0.03 -0.03 -0.03
(-0.95) (-0.91) (-0.90) (-0.96)
cash_holdings 0.21 0.20 0.21 0.21
(1.35) (1.31) (1.34) (1.35)
chair 0.02 0.02 0.02 0.03
(0.72) (0.71) (0.68) (0.74)
inst_own -0.22 -0.22 -0.22 -0.27
(-1.48) (-1.50) (-1.49) (-1.28)
owners5%pctg 0.05 0.05 0.06 0.06
(0.36) (0.35) (0.40) (0.42)
insiderspctg 0.03 0.03 0.04 0.04
(0.14) (0.16) (0.21) (0.21)
Eindex 0.00 0.00 -0.00 -0.22
(0.01) (0.02) (-0.02) (-1.28)
SoP 0.02 -0.60
(0.12) (-1.22)
SoPQ1 0.02
(0.54)
SoPQ4 -0.02
(-0.52)
SoP_instg@4 0.02
(0.32)
_cons -0.10 -0.07 -0.06 0.49
(-0.36) (-0.32) (-0.29) (0.95)
N 2013 2013 2013 2013
Ind FE Yes Yes Yes Yes

Yr Dummy Yes Yes Yes Yes
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Table 1.14. Determinants ofthe CEO total and cashcompensatiors

The Table presenfixed effectestimates of the impact &oPapproval voten the level of CEO

total andcashcompensation The dependent variables are thatural logarithm of CEO total and

cash compensation. We ugee year lagged values of timarying independent variablelsirm

size is defined as the natural logarithm of total assets which is In_at. Ret is annualized monthly
stock return. Ret_vol is the standard deviation of monthly stock retetorrRon asset is defined

as roawhich is income before extraordinary itemgeptotal assets. Capex is capital expenditure
which is defined as CAPX over total assets (AT). Rnd is research and development which defined
as XRD (COMPUSTAT item) over total assets. Ln_mtb is the |ahefarketto book value of
assets. Cémsholdingsis defined as CH/ATChairis a dummy which is equal to 1 if CEO is also

the chairman of thérm, otherwise 0. Inst_owis the mean of quarterly institutional holdings

of firm& outstanding share in a given yelaistq2g4 is a dummy which takes a vahfel if
inst_own is more than its'fuartile, otherwiseero.Owners5%pctg is % of shares held by 5% or
greater shareholders, as reported proxy statement. Insidepctgi s % of shares hel
top management and directoEsndexis entrenchmenindex.SoPis For / (For+Against)SoFQ1

is a dummy which is equal to 1$oPis in its F' quartile; otherwiseera Similarly, SoRQ4 is a

dummy which is equal to 1 8oPis in its 4" quartile; otherwise 0SoP _insg2g4is SoPx instq2qg4.

SoP einde is SoP x eindex The t-statistics appear in brackets below parameter estimates.
Asterisks *** ** and * indicate significance at the 1%, 5%, and 10% leve$pectively.



1) 2 3) @ (5) (6) ] (8)
In_tot  In_tot_ In_tot In_tot  In_cash In_cash In_cash In_cash
compl compl compl compl _comp _comp _comp _comp
In_at 0.40™ 0.40"  0.407 0.40™ 0.15" 0.15" 0.15" 0.15"
(43.42) (43.39) (43.35) (43.39) (8.90) (8.89) (8.76) (8.96)
ret 290™ 2.95" 2.79" 2.88" 0.74 0.75 0.69 0.79
(5.33) (5.44) (5.14) (5.30) (0.74) (0.75) (0.70) (0.79)
ret_vol -0.44 -0.43 -0.27 -0.42 -0.48 -0.48 -0.47 -0.40
(-1.21) (-1.19) (-0.76) (-1.15) (-0.72) (-0.72) (-0.71) (-0.59)
roa 0.03 0.06 -0.00 0.03 1.08" 1.08" 1.10 1.08"
(0.15) (0.31) (-0.02) (0.14) (2.92) (2.93) (2.99) (2.93)
capex -0.13 -0.17 -0.20 -0.12 -0.65 -0.66 -0.67 -0.65
(-0.44) (-0.57) (-0.66) (-0.41) (-1.17) (-1.18) (-1.21) (-1.16)
rnd 170" 1.73" 1.65™ 1.70" 0.91 0.92 0.88 0.91
(4.93) (5.03) (4.80) (4.95) (1.45) (1.45) (1.40) (1.45)
In_mtb 0.19™ 0.19" 0.18" 0.19™ -0.04 -0.04 -0.04 -0.04
(9.21) (9.22) (9.15) (9.24) (-1.05) (-1.05) (-1.00) (-1.09)
cash_holdings  -0.07 -0.09 -0.04 -0.07 -0.48" -0.48  -0.48  -0.49
(-0.73) (-0.91) (-0.44) (-0.71) (-2.73) (-2.75) (-2.71) (-2.76)
chair 0.03 0.03 0.03 0.03 -0.03 -0.03 -0.04 -0.03
(1.43) (148) (1.17) (1.47) (-0.80) (-0.80) (-0.88) (-0.80
inst_own 1.07" 1.077 1.09" 0.93" 0.18 0.18 0.18 0.49
(11.71) (12.73) (11.89) (6.89) (1.06) (1.06) (1.06) (2.98)
owners5%pctg  -0.10 -0.12 -0.07 -0.10  0.48 0.48" 0.50" 0.48"
(-1.07) (-1.30) (-0.69) (-1.02) (2.79) (2.77) (2.88) (2.79)
Insiderspctg -0.39° -040° -030 -0.377 -1.32" -1.32" -1.28" -1.30"
(-3.08) (-3.18) (-2.40) (-2.98) (-5.72) (-5.73) (-5.52) (-5.63)
Eindex 0.05" 0.05" 0.04" -0.09 -0.02 -0.01 -0.02 -0.32
(3.05) (3.30) (2.82) (-0.91) (-0.56) (-0.54) (-0.65) (-1.75)
SoP -0.58" -1.01™ -0.09 -0.82
(-6.62) (-3.48) (-0.56) (-1.54)
SoR1 0.20" 0.03
(7.69) (0.66)
SoRQ4 -0.16™ -0.07
(-6.70) (-1.58
SoP_instq2q4 0.06 -0.14
(1.43) (-1.73)
SoP _eindex 0.15 0.33
(1.37) (1.69)
_cons 451" 3.95" 4.0 498" 5.49" 5.40" 5.45" 5.98"
(27.36) (29.26) (29.45) (16.11) (18.16) (21.79) (21.76) (10.56)
N 2755 2755 2755 2755 2754 2754 2754 2754
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 1.15 Determinants of the CEO stockand option compensation

The Table presenfixed effectestimates bthe impact ofSoPapproval vote on the level of CEO
stock and optiomompensation The dependent variables are the natural logarithm of &€k

and optiorcompensatios We used one year lagged values of tiragying independent variables.

Firm size ¢ defined as the natural logarithm of total assets which is In_at. Ret is annualized monthly
stock return. Ret_vol is the standard deviation of monthly stock retetorrRon asset is defined

as roawhich is income before extraordinary items over totabts Capex is capital expenditure
which is defined as CAPX over total assets (AT). Rnd is research and developmens deticied

as XRD (COMPUSTAT item) over total assets. Ln_mtb is the |ahefarketto book value of
assets. Casholdings is defind as CH/AT.The dairis a dummy which is equal to 1 if CEO is

also the chairman of thierm, otherwisezero. Inst_ownis the mean of quarterly institutional
holdingspercentagef firmé outstanding share in a given ydastq2g4 is a dummy which takes
avalue of 1 if instg2qg4 is more than it¥ quartile; zerootherwise Owners5%pctg is % of shares

held by 5% or greater shareholders, as reportedonoxy statement. Insidés % is % of shares
held by firmsd top .raEadeaig entreexchmtent iadexdSoPdsi Fore/ct or s
(For+Against).SoRQ1is a dummy which is equal to 1$oPis in its F' quartile; otherwiseera
Similarly, SoRQ4 is a dummy which is equal to 1 8oPis in its 4" quartile; otherwisezera
SoP_insg2g4is SoPx instq2g4.SoP_eindex isSoPx eindex Thet-statistics appear in brackets
below parameter estimatessterisks ***, ** and * indicate significance at the 1%, 5%, and 10%
level, respectively.



1) 2 (3 4 () (6) ] (8)
In_ In_ In_ In_ In_ In_ In_ In_
stock stock stock stock opt opt opt opt
In_at 0.46" 046" 0477 0467 048" 048" 048" 048"
(34.28) (34.23) (34.35) (34.21) (26.81) (26.70) (26.80) (26.78)
Ret 217 2.19 2.05 217 1.69 1.76 1.64 161
(2.65) (2.74) (2.55) (2.65) (1.66) (1.73) (1.61) (1.58)
ret_vol -0.66 -0.64 -0.44 -0.63 0.68 0.65 0.80 0.76
(-1.22) (-1.19) (-0.81) (-1.15) (0.94) (0.89) (1.10) (1.04)
roa -0.18 -0.14 -0.25 -0.18 141" 1477 1397 143"
(-0.57) (-0.44) (-0.80) (-0.58) (3.82) (3.98) (3.77) (3.86)
capex 1.49™ 1.43 1.47 1.507 0.18 0.16 0.22 0.28
(3.34) (3.21) (3.18) (3.37) (0.29) (0.26) (0.34) (0.44)
rnd 187" 190" 1.88" 185" 3.34" 337" 3307 344"
(358) (3.65) (3.59) (3.55) (5.61) (5.69) (5.55) (5.80)
In_mtb 0.19" 019" 019" 019" 0277 0277 027" 027
(6.47) (6.45) (6.34) (6.50) (7.30) (7.41) (7.31) (7.38)
cash_holdings 0.65" 0.63" 0.69" 0.66" 0.27 0.23 0.29 0.24
(450) (4.36) (4.74) (4.53) (1.48) (1.25) (1.58) (1.33)
Chair -0.02 -0.02 -0.03 -0.02 0.06 0.06 0.06 0.06
(-0.64) (-0.60) (-0.79) (-0.58) (1.39) (1.41) (1.29) (1.34)
inst_own 1.56" 1.55" 1.57" 1.30™ 117" 1.18" 1.16™ 0.79"
(11.41) (11.41) (11.53) (6.49) (6.62) (6.65) (6.55) (3.03)
owners5%pctg -0.21 -0.24 -0.17 -0.20 -0.17 -0.18 -0.15 -0.13
(-1.51) (-1.72) (-1.20) (-1.48) (-0.96) (-0.98) (-0.81) (-0.74)
insiderspctg 0.03 0.01 0.11 0.04 0.36 0.36 0.41 0.43
(0.14) (0.04) (0.57) (0.19) (1.23) (1.23) (1.39) (1.48)
Eindex 0.03 0.03 0.02 -0.12 0.10" 010" 0.10" -0.607
(1.24) (1.48) (1.10) (-0.81) (3.54) (3.57) (3.41) (-2.73)
SoP -0.77" -1.27" -0.33 -2.427
(-6.01) (-2.96) (-1.82) (-3.76)
SoRQ1 0.25" 0.16"
(6.63) (3.17)
SoR4 -0.17" -0.08
(-4.90) (-1.91)
SoP_instq2q4 0.11 0.15
(1.68) (1.80)
SoP_eindex 0.16 0.76"
(1.00) (3.21)
_cons 2.85™ 211" 217" 3.44" 155" 1.24" 1.28" 3.68™
(11.78) (10.50) (10.69) (7.54) (4.74) (4.62) (4.74) (5.39)
N 2434 2434 2434 2434 1421 1421 1421 1421
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 116. Determinants of the CEO noRrequity compensation

The Table presenfixed effectestimates of the impact 8P approval votesn the level of CEO
norrequity compensdon. The dependent variable tise natural logarithm of CE@onequity
compensation. We used one year lagged values ofviamyéng independent variables. Firm size is
defined as the natural logarithm of total assets which is In_at. Ret is anduatizghly stock

return. Ret_vol is the standard deviation of monthly stock retweturR on asset is defined @@=

which is income before extraordinary items over total assets. Capex is capital expenditure which is
defined as CAPX over total assets (ARnd is research and development which defined as XRD
(COMPUSTAT item) over total assets. Ln_mtb is the loghefmarketto book value of assets.
Casr-holdings is defined as CH/ATChair is a dummy which is equal to 1 if CEO is also the
chairman of théirm, otherwise zero. Inst_ows the mean of quarterly institutional holdirfigsof

firm& outstanding share in a given ydastq2q4 is a dummy which takes a value of 1 if inst_own

is more than its *Llquartile. Owners5%pctg is % of shares held by 5% @atgr shareholders, as
reported inproxy statement. Insidepctgi s % o f shares held by firm:
directors Eindexis entrenchment index. Se®For / (For+Against)SoPQ1lis a dummy which is

equal to 1 ifSoPis in its F' quartile; othewise zero.Similarly, SoPQ4is a dummy which is equal

to 1 if SoPis in its 4" quartile; otherwisgero. SoPinsig2g4is SoP x instq2g4. SoP_eindex3sP

x eindex Thet-statistics appear in brackets below parameter estimfssearisks ***, ** and *

indicate significance at the 1%, 5%, and 10% leesipectively.



() @ 3 (O]
In_noneq In_noneq In_noneg In_noneq
_comp _comp _comp _comp
In_at 0.38" 0.38" 0.38" 0.38"
(25.32) (25.18) (25.47) (25.35)
ret 5.24" 5.31" 5.18" 5.28"
(5.92) (6.02) (5.85) (5.98)
ret_vol -1.62" -1.62" -1.39 -1.54
(-2.66)  (-2.67)  (-2.29)  (-2.53)
roa 0.66 0.72 0.61 0.65
(1.94) (2.13) (1.81) (1.91)
capex -1.34" -1.36" -1.417 -1.317
(-2.65)  (-2.71)  (-2.78)  (-2.59)
rnd -0.63 -0.59 -0.65 -0.61
(-1.10)  (-1.03)  (-1.13)  (-1.06)
In_mtb 0.11™ 0.11™ 0.11™ 0.11™
(3.60) (3.66) (3.58) (3.58)
cash_holdings 0.14 0.11 0.16 0.14
(0.89) (0.70) (1.02) (0.89)
chair 0.13" 0.13” 0.13” 0.13”
(3.67) (3.70) (3.52) (3.74)
inst_own 0.50™ 0.49™ 0.50™ 0.43
(3.40) (3.36) (3.43) (2.02)
owners5%pctg  0.13 0.11 0.17 0.14
(0.85) (0.69) (1.13) (0.95)
insiderspctg 0.38 0.36 0.45 0.41"
(1.82) (1.75) (2.14) (1.98)
Eindex -0.07" -0.07" -0.08" -0.54"
(-2.95) (-2.81) (-3.13) (-3.25)
SoP -0.60™ -1.92"
(-4.23) (-4.00)
SoPQ1 0.22"
(5.50)
SoPQ4 -0.14”
(-3.90)
SoP_instq24 0.03
(0.36)
SoP_eindex 0.52"
(2.85)
_cons 3.95" 3.38" 3.43" 5.18"
(14.93) (15.56) (15.60) (10.22)
N 2335 2335 2335 2335
Ind FE Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes
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Table 1.17. Determinants of thenon-CEO total and cash compensation

The Table presenfixed effectestimates of the impact &oPapproval voteon the level of non

CEO total andcash compensatisnThe dependent variables afe thatural logarithm of the
average of top founon-CEOtotal andcash compensatisnWe usene year lagged values of time
varying independent variables. Firm size is defined as the natural logarithm of total assets which is
In_at. Ret is annualized monthly stock return. Ret_vol is the standard deviation of montkly stoc
return. Return on asset is defined as mhich is income before extraordinary items over total
assets. Capex is capital expenditure which is defined as CAPX over total assets (AT). Rnd is
research and development which defined as XRD (COMPUSTAT iteem)total assets. Ln_mtb

is the log othe marketto book value of assets. Casbldings is defined as CH/AThe dairis a

dummy which is equal to 1 if CEO is also the chairman ofithe otherwisezera Inst_ownis the

mean of quarterly institutionalokdings percentagef firmé& outstanding shasén a given year.
Owners5%pctg is % of shares held by 5% or greater shareholders, as repoprexyrstatement.
Insidespctgi s % of shares held by firmsd taprpxy manage
statementSoPis For / (For+Against)SoRQ1 is a dummy which is equal to 1$oPis in its F'

quartile; otherwisgera Similarly, SoRQ4is a dummy which is equal to 1SbPis in its 4" quartile;
otherwisezera Similarly, we define aotherdummy nstq2g4 which takes a value of 1 if inst_own

is more than its SLquartile; 0 otherwise.SoP insig2g4is SoPx instq2q4.SoP_eindex isSoPx

eindex The t-statistics appear in brackets below parameter estimasstisks ***, ** and *

indicate significace at the 1%, 5%, and 10% |levelspectively.
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(1) (2) (3) 4 (5) (6) (7) (8)
In_ In_ In_ In_ In_ In_ In_ In_
nonceo nceo NONCeEO NONCEO NONCEO NONCeO0 NnoNceo NONCeo
tot tot tot tot cash cash cash cash
comp comp comp comp comp comp comp comp
In_at 0.40™ 0.40™ 0.41" 0.40™ 0.22" 0.22" 0.22" 0.22"
(57.57) (57.61) (57.45) (57.52) (43.20) (43.21) (43.32) (43.16)
ret 151" 1.56™ 1.45™ 1.50™ -0.08 -0.06 -0.10 -0.08
(3.64) (3.77) (349) (3.62) (-0.26) (-0.19) (-0.32) (-0.26)
ret_vol -0.07 -0.07 0.06 -0.06 0.77" 0.80™ 0.86™ 0.77"
(-0.25) (-0.26) (0.23) (-0.21) (3.79) (3.94) (4.24) (3.80)
roa 0.57" 0.60™ 0.53" 0.57" 0.48™ 0.48™ 0.44™ 0.48""
(3.73) (3.95) (3.43) (3.72) (4.30) (4.23) (3.89) (4.30)
capex 0.9T" 0.88" 0.86" 0.91" 0.29 0.27 0.27 0.29
(3.92) (3.81) (3.71) (3.94) (1.72) (161) (158 (1.72
rnd 152" 1.55" 1.50™ 1.53" 0.19 0.20 0.19 0.19
(5.81) (5.93) (5.72) (5.82) (0.99) (1.07) (1.00) (0.99)
In_mtb 0.14™ 0.14™ 0.13" 0.14™ 0.01 0.01 0.01 0.01
(8.83) (8.88) (8.66) (8.84) (0.97) (0.87) (0.74) (0.97)
cash_holdings 0.52" 050" 054" 0527 0.13 0.13 0.15" 0.13
(7.06) (6.87) (7.34) (7.07) (2.49) (2.43) (2.71) (2.49)
chair -0.04 -0.04 -0.04 -0.04 -0.00 -0.00 -0.00 -0.00
(-2.15) (-2.11) (-2.32) (-2.12) (-0.30) (-0.24) (-0.32) (-0.29)
inst_own 0.42" 041" 043" 034" -0.07 -0.07 -0.06 -0.08
(5.96) (5.96) (6.14) (3.35) (-1.33) (-1.28) (-1.14) (-1.05)
owners5%pctg  -0.04 -0.06 -0.02 -0.04 0.20" 020" 0.21" 0.207
(-0.53) (-0.77) (-0.23) (-0.50) (3.87) (3.71) (3.95) (3.87)
insiderspctg 0.40” 039" 044" 040" 055" 055" 056" 0557
(4.14) (4.07) (4.60) (4.20)0 (7.91) (7.81) (7.99) (7.90)
Eindex -0.01 -0.00 -0.01 -0.08 -0.03" -0.03° -0.03" -0.04
(-0.65) (-0.42) (-0.76) (-1.01) (-3.46) (-3.25) (-3.38) (-0.78)
SoP -0.45™ -0.67° -0.27" -0.31
(-6.76) (-3.02) (-5.57) (-1.94)
SoRQ1 0.16™ 0.07"
(8.37) (4.77)
SoRQ4 -0.09™ -0.03
(-5.31) (-2.33)
SoP instg2q4 0.03 0.00
(0.93) (0.19)
SoP _eindex 0.08 0.02
(0.92) (0.26)
_cons 3.94” 3.51" 3.54" 418" 454" 427 428" 459"
(31.43) (34.20) (33.92) (17.74) (49.54) (56.65) (55.97) (26.64)
N 2747 2747 2747 2747 2747 2747 2747 2747
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 1.18. Determinants of thenon-CEO stock and option compensation

TheTablepresentdixed effectestimates of the impact &oPapproval voteon the leel of non

CEO stockand optioncompensation The dependent variables are the naturgadithm of the
average of top founonCEO stockand optioncompensatiosi We use one year lagged values of
time-varying independent variables. Firm size is definethasnatural logarithm of total assets
which is In_at. Ret is annualized monthly stock return. Ret_vol is the standard deviation of monthly
stock return. Return on asset is definetbasvhich is income before extraordinary items over total
assets. Capeis capital expenditure which is defined as CAPX over total assets (AT). Rnd is
research and development which defined as XRD (COMPUSTAT item) over total assets. Ln_mtb
is the log ofthe marketto book value of assets. @alsoldings is defined as CH/AThar is a
dummy which is equal to 1 if CEO is also the chairman of the firm, othemeise Eindexis
entrenchment indexnst_ownis the mean of quarterly institutional holdings of fimmoutstanding

share in a given yednstg2g4 is a dummy which takesaue of 1 if inst_own is more than it8 1
guartile, zero otherwise. Owners5%pctg is % of shares held by 5% or greater shareholders, as
reported ina proxy statement. Insidepctgi s % of shares held by firm
directors as reported mproxy statementSoPis For/ (For+ Against).SoRQ1is a dummy which

is equal to 1 iSoPis in its F'quartile; otherwiseera Similarly, SoRQ4is a dummy which is equal

to 1 if SoPis in its 4" quartile; otherwiseera SoP instj2q4is SoPx instcRq4. SoP_eindex isSoP

X index Thet-statistics appear in brackets below parameter estimasssrisks ***, ** and *

indicate significance at the 1%, 5%, and 10% leneslpectively.



1) 2 (3) O] ©) © U] 8
In_ In_ In_ In_ In_ In_ In_ In_
nonceo nONCeO nNONCeo NONCeo nonceo nonceo nonceo NONceo
_stock _stock _stock _stock  _opt _opt _opt _opt
In_at 0.49" 0.49" 0.49" 049" 048" 048" 048" 048"
(36.93) (36.90) (37.11) (36.88) (26.04) (26.05) (25.93) (26.04)
ret 1.97 2.0 1.93 1.96 -0.81 -0.77 -0.98 -0.96
(2.52) (2.59) (2.47) (2.51) (-0.79) (-0.75) (-0.95) (-0.94)
ret_vol -0.03 -0.03 0.15 -0.02 1.13 1.16 1.31 1.22
(-0.06) (-0.06) (0.28) (-0.05) (1.55) (1.60 (1.81) (1.67)
roa 0.73 0.78" 0.66 0.73 160" 162" 154" 1637
(2.45) (2.62) (2.22) (2.44) (4.21) (4.27) (4.06) (4.29)
capex 2.32" 2.29” 2.28" 2.33" 0.41 0.42 0.43 0.50
(5.30) (5.24) (5.20) (5.32) (0.66) (0.67) (0.68) (0.80)
rnd 291" 2.93” 2.93” 291" 3567 3627 353" 363"
(5.74) (5.78) (5.76) (5.72) (5.79) (5.90) (5.73) (5.91)
In_mtb 0.14” 0.14” 0.13” 0.14" 023" 0.23" 023" 0237
(4.82) (4.85) (4.67) (4.84) (6.09) (6.15) (6.06) (6.14)
cash_holdings 0.78™ 0.76" 0.81" 0.78" 1.06" 1.03" 1.09" 1.03”
(5.58) (5.47) (5.74) (5.60) (5.83) (5.65) (6.00) (5.69)
Chair -0.12"  -0.12" -0.13" -0.12" 0.03 0.03 0.03 0.03
(-3.86) (-3.85) (-3.88) (-3.83) (0.73) (0.76) (0.58) (0.68)
inst_own 0.94” 0.93” 0.95” 0.83" 091" 091" 0.907 0.53
(7.07) (7.06) (7.18) (4.25) (5.07) (5.08) (5.01) (1.99)
owners5%pctg  -0.10 -0.12 -0.08 -0.10 -0.29 -0.29 -0.25 -0.26
(-0.73) (-0.89) (-0.58) (-0.71) (-1.58) (-1.59) (-1.32) (-1.38)
insiderspctg 0.44 0.43 0.48" 0.44 0.54 0.53 0.59 0.61
(2.44) (2.36) (2.61) (2.45) (1.91) (1.90) (2.09) (2.17)
Eindex -0.04 -0.04 -0.04 -0.08 0.08" 0.09 0.08" -0.32
(-2.05) (-1.91) (-2.01) (-0.59) (2.94) (3.01) (2.87) (-1.53)
SoP -0.50™ -0.65 -0.57" -1.88"
(-4.08) (-1.58) (-3.16) (-2.97)
SoRQ1 0.19” 0.19"
(5.14) (3.72)
SoRQ4 -0.07 -0.12"
(-2.13) (-2.61)
SoP instg2q4 0.05 0.17
(0.73) (1.90)
SoP _eindex 0.04 0.44
(0.27) (1.95)
_cons 1.81" 1.32" 1.32" 2.00™ 0.7T 0.14 0.22 2.10°7
(7.62)  (6.73 (6.65) (4.56) (2.13) (0.52) (0.80) (3.14)
N 2554 2554 2554 2554 1524 1524 1524 1524
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Table 119. Determinants of thenon-CEO non-equity compensation

The Table presenfixed effectestimates of the impact &P approval voten the level of non
CEOnon-equity compensabn. The dependent variabletlse natural logaritm of the average of

top four norRCEO nonrequity compensatios. We useone year lagged values of timarying
independent variables. Firm size is defined as the natural logarithm of total assets which is In_at.
Ret is annualized monthly stock return. Ret_vol is the standard deviation of monthly stock return.
Return on asset is defined as mhich is income bfore extraordinary items over total assets.
Capex is capital expenditure which is defined as CAPX over total assets (AT). Rnd is research and
development which defined as XRD (COMPUSTAT item) over total assets. Ln_mtb is the log of
the marketto book vale of assets. Cadioldings is defined as CH/AThe dairis a dummy

which is equal to 1 if CEO is also the chairman offtira, otherwise zero. Inst_ows the mean

of quarterly institutional holdings of firéa outstanding share in a given year. Ownefa&#pis %

of shares held by 5% or greater shareholders, as repod@udry statement. Insidepctgis % of
shares held by fir ms 6 SdPieFor/ (FarfAganstBoPQlisadummy di r e ¢
which is equal to 1 iBoPis in its F'quartile; otherwiseera Similarly, SoPQ4is a dummy which

is equal to 1 ifSoPis in its 4" quartile; otherwiseero.Similarly, we define a dummy instq2q4
which takes a value of 1 if inst_own is more thanitguartile; 0 otherwiseSoP _insig2qg4is SoP

X instq2g4. SoP_eindex isSoP x eindex The t-statistics appear in brackets below parameter
estimatesAsterisks***, ** and * indicate significance at the 1%, 5%, and 10% levespectively



1) (2 (3 4)
In_ In_ In_ In_
nonceo nONceo nNONCeo NoNceo
_honeq _noneq _noneq _noneq
comp comp comp comp
In_at 0.42" 042" 042" 042"
(31.31) (31.19) (31.47) (31.30)
ret 570" 581" 577" 573"
(7.30) (7.47) (7.31) (7.33)
ret_vol -1.39"  -140° -1.18  -1.37
(-2.62) (-2.66) (-2.23) (-2.58)
roa 0.99" 1.03" 0.90 0.99"
(3.36) (3.50) (3.06) (3.36)
capex 0.47 0.45 0.44 0.48
(1.07) (1.03) (0.98) (1.09)
rnd 0.08 0.12 0.07 0.09
(0.17) (0.25) (0.13) (0.19)
In_mtb 0.10" 010" 0.0 0.10"
(3.61) (3.65) (3.52) (3.59)
cash_holdings 0.34 0.32 0.38" 0.34
(2.44) (2.27) (2.66) (2.42)
chair 0.06 0.06 0.06 0.06
(1.94) (1.98) (1.81) (1.95)
inst_own 0.16 0.15 0.16 0.22
(1.18) (1.14) (1.23) (1.149)
owners5%pctg 0.16 0.13 0.18 0.16
(1.14) (0.97) (1.34) (1.15)
insiderspctg 0.27 0.25 0.31 0.28
(1.49) (1.38) (1.72) (1.54)
Eindex -0.04 -0.03 -0.04 -0.16
(-2.77) (-1.61) (-1.89) (-1.09)
SoP -0.63” -0.95
(-4.84) (-2.18)
SoPQ1 0.22"
(6.07)
SoPQ4 -0.11™
(-3.40)
SoP_instg2qg4 -0.03
(-0.47)
SoP_eindex 0.14
(0.85)
_cons 260" 200" 203" 286"
(10.94) (10.32) (10.32) (6.21)
N 2412 2412 2412 2412
Ind FE Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes
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Table 120. F cumutadve abnormal return and SoPvote

TheTablepresentsixed effectestimates fthe impact oSoPapprovalotei.e., SoPon cumulative
abnormal returnfeer thevote The dependent varialdlerecumulative abnormal return starting 2
days after the vote and ending128 and 255 trading days afteotdee., CAR (+2, +255) and
CAR (+2, +128)We wseone year lagged values of timarying independent varids. Firm size

is defined aghe naturallogarithm of salesFirm performance variables ateamulative abnormal
return starting 255 and 128ysprior tovoting and ending 2 days before thetei.e., CAR(-255,

-2) and CAR {128,-2). Lag_vol is thestandad deviation of montht stock returnreturn on assst

is income before extraordinary items over total assets, deasiad_roaWe define In_mtb athe
naturallogarithm ofMarketto-Book value of assets, i,§LT + CSHO*PRCC_F)/AT. Lag_capex

is capexover total assets. Lag_cash_holdings is defined as CH (COMPUSTAT item) over total
assets. Ln_cash_comp is natural logarithm of cash SALARY+BONUS) compensation.
Inst_ownis the mean of quarterly institutional holdings percentages offioutstandig share in

a given yearinstg2g4 is a dummy which takes a value of 1 if inst_own is in Q2Q4zarul
otherwise Owners5%pctg is % of shares held by 5% or greater shareholders, as repaptekjn
statementlss for is a dummy which takea value 1 if 8S recommendatiors A F o zeto,
otherwise SoPis For/ (For+Against).SoP _instg2g4 isSoPx instq2q4.SoRQ1is a dummy which

is equal to 1 ifSoPis in its 15t quartile; otherwiseera SoPQ4is a dummy which is equal to 1 if
SoPis in its 4" quartile;otherwise 0Thet-statistics appears in brackets below parameter estimates.
Asterisks *** ** and * indicate significance at the 1%, 5%, and 10% levespectively



1) @ (©)] 4 ®) (6)
carp2p255 carp2p255 carp2p255 carp2pl28 carp2pl28 carp2pl28
lag_sales 0.02™ 0.02™ 0.02" -0.00 -0.00 -0.00
(3.67) (3.71) (3.60) (-0.82) (-0.76) (-0.86)
carn255n2 -0.36™ -0.36™ -0.36™
(-26.11) (-26.15) (-26.07)
lag_vol 0.13 0.16 0.13 0.20 0.22 0.20
(0.88) (1.05) (0.87) (1.92) (2.09) (1.92)
lag_roa -0.04 -0.05 -0.04 0.15" 0.15" 0.15"
(-0.80) (-0.91) (-0.78) (4.20) (4.09) (4.22)
In_lag_mtb 0.01 0.01 0.01 0.05™ 0.05™ 0.05™
(0.72) (0.59) (0.72) (4.82) (4.67 (4.82)
lag_capex -0.87" -0.87" -0.87" -0.54™ -0.54™ -0.54™
(-5.61) (-5.62) (-5.63) (-5.09) (-5.09) (-5.11)
lag_cash_holdings  -0.10 -0.10 -0.10 -0.10" -0.09" -0.10"
(-2.10) (-2.01) (-2.12) (-2.92) (-2.79) (-2.93)
lag_lev 0.02 0.02 0.02 -0.01 -0.01 -0.01
(0.49) (0.60) (0.51) (-0.50) (-0.40) (-0.49)
In_cash_comp -0.01 -0.01 -0.01 -0.00 0.00 -0.00
(-1.31) (-1.21) (-1.34) (-0.01) (0.05) (-0.03)
inst_own -0.23" -0.22" -0.28" -0.11™ -0.11™ -0.14™
(-6.22) (-5.97) (-4.92) (-4.49) (-4.34) (-3.56)
owners5%pctg 0.25" 0.25" 0.25" 0.14~ 0.14~ 0.14~
(6.10) (5.93) (6.10) (4.95) (4.89) (4.95)
iss_for 0.07" 0.06" 0.07" 0.05™ 0.05™ 0.05™
(3.74) (3.26) (3.73) (4.14) (3.71) (4.13)
SoP -0.42" -0.44" -0.22™ -0.24™
(-8.54) (-8.30) (-6.63) (-6.42)
SoRQ1 0.09™ 0.04~
(6.40) (4.33)
SoRQ4 -0.01 -0.01
(-0.95) (-1.44)
SoP instg2q4 0.03 0.02
(1.21) (0.88)
carn128n2 -0.15™ -0.15™ -0.15™
(-10.09) (-10.03) (-10.08)
_cons 0.39™ -0.02 0.43” 0.19 -0.03 0.21"
(3.61) (-0.22) (3.81) (2.52) (-0.43) (2.67)
N 3980 3980 3980 3980 3980 3980
Ind FE Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes
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Table 121. Firmds ¢ haadMJB and SoPVEt® A

TheTablepresents estimates of the impacSofPapproval vote at differemmer cent i | es on
change in ROAThe dependent variabledd roaand del_mtb arthe changgin return onassets

and MTBfrom period £1 to period t. All the independent variables are in peritdRirm size is
lag_sales, which is the log of sales in peridd Lag_mtb is natural logarithm of marketbook

value of equity in period-L. Firm performance variablesre returns(lag_ret), the standard
deviation of monthly stock return (lag_vdBggedreturn on assets (lag_ROA). Lag_capecaigex

over totalassets. Lag_cash_holding<Osl (COMPUSTAT item) over tal assets. Ln_cash_comp

is natural logarithm of cash (SALARY+BONUS) compensatingt_ownis the mean of quarterly
institutional holdings percentages of fimmoustanding share in a given year. Instq2g4 is a dummy
which takes a value of 1 if inst_owniisQ2Q4,zerootherwise Owners5%pctg is % of shares held

by 5% or greater shareholders, as reported fnoxy statementlss for is the dummy for ISS
recommendati ons which takes a zeroothamvase.SoPis 1 i f
For/(For+Agairst). SoRQ1is a dummy which is equal to 1$0Pis in its F' quartile; otherwise 0.
Similarly, SofQ4 is a dummy which is equal to 1 8oPis in its 4" quartile; otherwise O.

SoP instq2g4 isSoPx instq2g4. The-statistics appear in brackets below paeter estimates.
Asterisks *** ** and * indicate significance at the 1%, 5%, and 10% levespectively.



(1) (2 (3) (4) (5) (6) (7) (8)
del del del del del del del del
_roa _roa _roa _roa _mtb _mtb _mtb _mtb
lag_sales 0.01™ 0.01™ 0.01™ 0.01™ 0.00 0.00 0.00 0.00
(7.35) (7.30) (7.45) (7.34) (0.29) (0.29) (0.47) (0.24)
carn255n2 0.01” 0.01” 0.01” 0.01” 0.00 0.00 0.00 0.00
(2.65) (2.65) (2.64) (2.64) (0.04) (0.01) (0.00) (0.06)
lag_vol -0.15" -0.15" -0.15" -0.15" -0.24" -0.24" -0.22" -0.24"
(-4.18) (-4.21) (-4.20) (-4.18) (-3.07) (-3.06) (-2.90) (-3.07)
lag_roa -0.49"  -0.49™ -0.49" -0.49" -0.09" -0.09" -0.10" -0.09™
(-38.03) (-38.®) (-38.16) (-38.02) (-3.32) (-3.36) (-3.49) (-3.31)
In_lag_mtb 0.04™ 0.04™ 0.04™ 0.04™ -0.12" -0.12" -0.12" -0.12"
(10.34) (10.39) (10.29) (10.34) (-14.50) (-14.50) (-14.75) (-14.49)
lag_capex 0.09 0.09 0.09 0.09 -0.15 -0.15 -0.15 -0.15
(2.26) (2.27) (2.23) (2.26) (-1.83) (-1.83) (-1.88) (-1.85)
lag_cash_holdings -0.10™ -0.10" -0.10" -0.10" 0.10" 0.10" 0.10" 0.10"
(-8.72) (-8.75) (-8.74) (-8.72) (3.89) (3.88) (4.04) (3.88)
lag_lev -0.01 -0.01 -0.01 -0.01 0.04 0.04 0.04 0.04
(-0.71) (-0.72) (-0.71) (-0.71) (2.10) (2.13) (2.16) (2.12)
In_cash_comp -0.00 -0.00 -0.00 -0.00 -0.01 -0.01 -0.01 -0.01
(-1.36) (-1.37) (-1.32) (-1.35) (-1.74) (-1.71) (-1.67) (-1.79
inst_own 0.00 0.00 0.00 0.00 -0.03 -0.03 -0.03 -0.05
(0.37) (0.35) (0.47) (0.27) (-1.67) (-1.60) (-1.57) (-1.78)
owners5%pctg 0.02 0.02 0.02 0.02 0.00 0.00 0.00 0.00
(1.92) (1.92) (1.79) (1.92) (0.16) (0.10) (0.18) (0.16)
iss_for 0.02™ 0.02™ 0.02™ 0.02™ 0.00 0.00 -0.00 0.00
(3.55) (3.66) (3.51) (3.55) (0.38) (0.28) (-0.09) (0.37)
SoP 0.00 0.00 -0.07" -0.08"
(0.01) (0.03) (-2.59) (-2.74)
SoRQ1 0.00 0.02
(0.48) (246)
SoRQ4 0.00 -0.01
(1.12) (-0.84)
SoP_instg2q4 -0.00 0.01
(-0.04) (0.92)
_cons -0.03 -0.03 -0.03 -0.03 0.27™ 0.20™ 0.21™ 0.29™
(-1.14) (-1.28) (-1.37) (-1.09) (4.75) (4.02) (4.06) (4.77)
N 3980 3980 3980 3980 3938 3938 3938 3938
Ind FE Yes Yes Yes Yes Yes Yes Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes Yes Yes
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Shareholder Democracy:Say-on-Pay and CEO Turnover

2.1. Introduction
The direct impact of smalhareholders on corporate poligylarge publicly owned firms
has been relatively smallThe general notion is that for most firms with widely dispersed
ownershipshareholdesdo not have the resources or the economic stake to contribute meaningfully
to the governance dheir wrporations. Other than infrequent occasions such as in a proxy fight,
shareholders essentially Avote with their feet
the quality of a fir mbés idemohshaiehaldermdemocradyt withitse s an
obvious connotations tihe political system, has its supporteiidie appeal is thah the existing
corporate governance system, in which boards can-beted and corporate control contests are
costly to launch, aechanism for the airing of shareholder vidather than by trading out of the
firmds )d¢oad be bemafigalThe role of shareholders in corporate governance seems to
have garnered additiahsupport after the perceived failures of corporate gwce during the
Great Recession. The Do#fdank Act (DFA), in particular, mandates an advisBoPvote on a
companybés pay practices for its top executives
Our objective in this essdyg to understand whether such a vote is conse@liedespite
being advisory. We examinehether the vote is associated with charigghe CEO suite. While
the shareholder vote is advisory, it may well have significant ramifications. Whether the
shareholder vote is particularly well informed or ngboar vote outcome is not something that is
easily dismissed by the board. After all, it i :
function of the board i.gethe nature of the incentive and compensation contracts given to the CEO.
The Dodd-Frank Act DFA) was passedn July 2T 2010. DFA section 951 requires
publicly traded compaes to periodically hold nonbinding s h a r e h wolesdor exgddtive
compensationCompanies with a public float below $75 million or revenues of less $58n

million were ot required to hold a vote until Jan. 21, 20W®st firms conduct theiSoPvote on
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their annual meeting dat@ur empirical work contributes to the sting literature by studyingl5
voluntary and involuntary turnovers for the peridil22014 dter the DFA legislation for whom
Sayon-Pay SoB voting result is available in-B SEC form.

To furtherunderstand thassociation betwegdoPvotes and CEO turnoverge identify
forced turnovers and turnovers where the next CEO is an autg¥destudy the effestof the
shareholdgs vote on the likelihood of turnovers classified as turnover, fotagwbver and
succession by aautsider.Turnovers are the cases in which DEO ®paratedrom the firm.
Forcedturnoves are the cases wheeeCEO resignsjs ousted or dismissed by the board of
directors We testwhetherSoPcompensation supporggfect CEO turnover. Our results confirm
the fact thatow SoPapprovalvote hassignificanteffect on CEO turnover. Hence, it appears that
despitdts advisory nature, boards do pay attention to the opinions of shareholders as expressed via
the vote Our analysis provides supportéarlier findings that poaquity performance (Jenter and
Kanaan, 2015)ncreass the likelihood of CEO turnovekVe kelieve that our paper is the first to
show this resultor US data

The essays constructed as follows. In section 2 we examine the literature relating to CEO
turnover and develop our empirical hypothesis. Section 3 describes our data and summany. statisti
In Section 4, we document the main empirical relationships between CEO turnogepaodof
shareholdes using turnover data from 202014 Our results suggest that likelihood of a turnover
is more sensitive t8oPvote whernthe CEO is more entraied.Our resuls also confirmthatthe
CEO being a chairman does not affect consequences of thaNetind that the likelihooaf a
replacement by an outsider is negatively related tedBepay support where the governance is
weak.In section 5we show that our results are robuster time ando different classificatiogof
age, tenureand CEO duality. Sectio6 concludes our research findings.

2.2. Testable Hypotheses and Literature Review
In imperfect labor and capital markets, agency theorgestg that managers seek to

maximize their own utility at the expense of corporate shareholdarsagement teams of large



81

companies that are owned ajarge numbepf stockholdergace little risk of being ousted by its
own stockholders in proxy votingMorck et al., 1989 Parring 1997. In these companies,
managemef@ control over the voting mechanism is so strong that it is almost impossible for
dissident stockholders to obtain the necessary votes reduineanove managers. The risk of
management ¢oes from the response of the board, lalgareholdersand corporateaiders

Previous studiedocumenthat disciplinary CEO turnover is often associated with external
pressure, rather than a result of effective board monitdFisgnanet al.,2014) Denis and Denis
(1995) report thata prolonged period ofperformance declinegesuls in the vast majority of
management turnoverdhey mention that management turnover appéarbe preceded by
external pressure frofmlock holders raiders, or creditors.ifilarly, boards act when they face
institutional selling pressui@arino et al, 2003).In thelight of thesestudies, we explore whether
theSoPvote(to be described belov§ another mechanism for exerting external pressure on boards
to actto replae their CEOs.

After January 21, 2013 all trempaniesrerequired to holéivoteon CEO compensation.
Kimbro & Xu (2015), Brunarsket al.(2015)document that shareholdessu ppor t of t
compensation package is positively relatefirta performanae as measured bstock return and
return onassets. Jenter and Kanaan (20irid that CEOs are more likely tme terminated from
their positionafter bad industryperformance.The kad market performancelso increases the
likelihood of a forced CEO disissal, although by a smaller magnitude than a bad industry
performanceln this studywe examine whether this relatiamintensified by the outconed SoP,

According to Ertugrukt al.,(2011),Jenter and Kanaan (2018j)andard economic theory
predicts thatwhen firms decide to retain a CE€rporate boards filter out exogenous industry and
market shocks fronthe firm performance Alissa (2015) argusethat CEO performance reflects
shareholder sentiment in termgloévote Therefore, more negaéwotes mean a poorly perceived
CEO, which in turn will put more pressure on the board to remove the CE@t @aj(2015)

document tha€CEOs have the ability to operate in their getérest as opposed to the best interest

he
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of the shareholderdecause foasymmetric information and uncertainfpvidence by HomRoy
(2015) suggests that lower firm performance increases the risk of CEO turbevee it is

intuitive that lower performance will induce shareholders toaasgativevote. We can state:

Hypothesis 1: The likelihood of aCEO turnover, including involuntary turnover,nggatively

rel at ed tSoPsuppodlevelE Ob6 s

As an auxiliary measure, we use the Bebcéuéil.,(2009) entrenchment index -{Edex),
tenureand board independengadirect) asmeasursof entrenchmeniVeisbach (1988) states that
ifManagerial entrenchment occurs when managers
firm to further their own interests rather thée interestof s har ehol der s. 0 Shil e
(1989) document that by making manager specific investments, managers can reduce the
probability of being replaced, extract higher wages and large perquisites from shareholders, and
obtain more latitude in determiningprporate strategykich and Shivdasani2006) fnd that
director independence is associated with greater performance sensitivity of CEO tufmover.
alternative hypothesis is that, controlling for firm performance, the vote should have a larger impact
when a manager is entrenched because an entrenched CEO is less likely (than a CEO who is not

entrenched) to be ousted due to bad performateece, we can state that:

Hypothesis 2:ForcedCEO turnover is less likely to be affected by the vote outcome tileen
manager is entrenched.

It is an empirical fact that the successor is an insidénémajority of CEO turnovers.
According to Warneet al. (1988) there isa negativerelation between the likelihood of outside
succession anstock returns 7 to 12 months prior to succession. They also find that likelihood of
forced turnover i s negati velBarimoglb9)ihdsdstrong past

negative relation between industry adjusted firm performance aniketiedod of appointing an
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outsiderasthe nextCEO. In this casea CEO from another company is chosen based on some
industry experience which may reduce costly errArother reason that the board chooses an
external CEO may be intend&mlchange thefind policies However, when an outsider is chosen
for routine succession, industry experience appears to be less important. AccoBiwgrent
Fererea nd Re n n e b)oconpangspecifiz Bun&n capital accumulation theory, insiders
have the opportuty to accumulate compargpecific human capital naturallyvhich makes
insiders more attractive than outsiders for a CEO position. Based on this theory we can argue that
being an outsidera new CEO will takethe time to build the network in order to acgeiboth
internal/external information. It is also easy to assesquhlity of an insider from heerformance
track record. However, for an outeigquality is a less accurate estimédeshareholders because
of theshort tenure with the firnTherefoe, we can state:
Hypothesis 3:The likelihood of a replacement by an external CEO is negatively related to
SoPsupporsin firms where the governance is weak.

2.3. Data, dependenvariables, and independent variables

2.3.1. Data
Our full sample consistsf 969vote-year observatiorsnd 21Qurnovers duringhe period

20122013 Here turnovers aral turnoversturn_overwhere CEO changes his position as a CEO.
We merge tls datawith COMPUSTAT and CRSR collect the data oaccountingand stock
return variablesWe use MSCIGMI for the data on independent director percenttdgenumber

of board meetingsand board size. We use EXECUCOMP to collect the data on Executive
compensation. We use the variable LEFTOFC of EXECUCOM®etermine whethea CEO
leaveshis position as CEO or not. Following Bebchuck (2009) we emplayd&x, which we
obtain from RSKMETRICS, as a proxy for CEO entrenchme@ur sample size drops because

have Eindex dataonly for 840 firms. We merge thigata with outhandcollectedSoPvoting data
which contains the date tifevote, votedoréand voteagainsh We follow Goyal and Park (2001)

to construct ousamplethat satisfy the following criteria:
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1. Name of the CEO, Date became CEO, presentaag&O_ PER_ROIl(unigue EXECUTIVE
COMPANY ID) is available for the sample period

2. The data for the date on which CEO termindfeshe terminate§LEFTOFC)as CEO is
available

3. SoPvoting data is available forlghe CEOs

4. The aanualmeeting datés availalte for all firm-year.

5. Return data are available in CRSP database and financial statements data are iavti&ble
COMPUSTATdatabase.

6. Indicatorfor all goverrance provisions are availableRISKMETRICS.

We identify216 CEO turnovers during 2012013. Wediscard 6 observations in which the

CEO has passed awa&yut of tte 210turnovers,123cases are forced turnovers, &®hreoutside

hires Our noturnover sample consists of 768servations in which all the CEOs serve as CEO

for 5 years and fac8oPvote for the period 2022013and from the same SIC 2 digiccording

to thecriteriaabove we have 969/ote-year observations.

Votingyear 2011 2012 Total Voting year 2011 2012 Total Votingyear 2011 2012 Total

Turnover 95 115 210 Forced turnovers 52 71 123  outsiders 35 54 89

No turnover 194 565 759 No Forced turnovers 237 621 846 Nooutsiders 254 626 880

Total 289 680 969 Total 289 680 969 Total 289 680 969

2.3.2. Dependent Variables

We uséhree alternativéypes of definitions afurnover First, anychange in the CEO suite
(All Turnovers; second, a change in the CEO suite that is imposed by the feamckd CEO
Turnover$ (to be explained)third, a change in the CEO suite where the incoming CEO has not
been a company employee just prior te tlomination as a CE@utside). Definition (1) All
turnoversincludes any case in which a CEO enters office in that fiscal f#@aced turnovers
include all CEO changes other than those arising from retirement, turrdwerto normal

management succesnj death, or if CEO departs for a prestigious position elsewineoeder to
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determine whether a separation is foraee look for internet sources which give clues on vthg

CEO leaves hikerposition. To make sure the information is correct; multgolerces are used

word search on the internet with the CEO nameearl e f t 6resigned§@g, 6ous
6di s mi s s éndractiva, adxisNexis dBioomberg Bisinessweek, Wall Street Journat

corporate website gives the announcementafa®=0O turnoverlf the announcement dagéad the
LEFTOFC date (EXECUCOMP are same and the separation pti
6di smissedd or o6firedd or O6ter minaBleoihbergwe cl a
Businessweelhttp://www.bloomberg.com/businesswéegkves the status of CEOs if CEO moves

to any other company @ promoted to next level in the same firRirms do not generally report

precise reason®r turnover (Warnerteal., 1988; Weisbach, 188 even in the proxy statement.

Reasons such gmor performance dow stockreturnsarerarely cited (only in twoinstances in

our samplg We review all CEO turnovers where the CEO is under 61 years of age for forced CEO
turnower.

Our third classification is based on whether the next appointed CEO is an insider or an
outsiderl n order to determine that, we first coll
database the names of the new CEOs and their effective datesssordor turnover.We match
this sample according to CEHOs | a sahd effedive elate with our full sampl&.o be an
QOutsidera t ur nover CEOéandt hree sii gmanagpumgmedtBadebesuld be
match,and audit analyticdo notindicatethe reasorasi posi ti on changBos withi
outside hire CEQsvef ur t her i nvestigate Bl oombamproxBusi nes
statement$o check the accuracy of our data
2.3.3. Explanatory Variables

SoPfacilitates the expressiorf shareholdds views regarding executive compensation
We follow Kimbro and Xu (2015) ando not include abstentions in our calculatidio collect the
voting datawe follow the algorithm developed by Engelberg and Sankaraguruswamy (2007) to

crawl SECérm8K. We search -bondi mMmeAdpwarod ednomy-Ardvi sory
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Pay6, oO6vote foré, OFor 6, datafordall the ACE@siinnal thebrelevant ¢ o | |
years.In case voting data is not available, we manually search-igr1®-Q to collect the data.
Voting information for all firms may not be available for 264012 becausBFA section 95Hoes
not require ompanies with a public float below $75 million or revenues of less$B@million
to hold a vote until Jan. 21, 2B1If SoPis an annual event, then firms may have voting information
for both the yearaNe collectboth SoPvoted o r 6éa @ a id n sfdr @l CEGs wizether she/he
continues or separaté8ur go al is to see the efhHomloftCE@f shar
turnover. Hence, th8oPvote for percerstige SoPi s cal cul ated as nAafor o di
and fAagainsto.

Then, to measur e t het mean)wecdlectsstoak etkirn ga@fof or ma n
each full yeain thevotingfiscal yearof each CEO from the Center for Research in Security Prices
(CRSP) databas&@henwe measureet _ mean as t he aveRomageceuntog 12 my
performancewe employ theeturn on asse{fROA) which iscalculated aSOMPUSTAT item IB
over lagge total assets. We also incluthe standard deviation f t he f i r mbeur st oc k
tests following DeFond and Pafk999).We define this variable as ret_wehich is calculated as
the varianceof stock returns during the voting yedhere is ambigity in the relation between
firmbds st amnfdheirsockdkrnandhdr CEOnurnover. Goyal and Park (2001) argue
thatin industries wheréhe standardieviation of stock return is high, a negative stock return is less
accur ate frpeformmBt®b6s poo

Next, we look for the age of the CEM@ the voting year inExecuomp. If this data is
missing, we confirm the age by looking at the CEO age data froM3@-GMI ratings. Murphy
and Zmmerman (1993) and Weisbach (838nd a strong rel&n between CEO age and CEO
turnover.We alsotakeages5 to control for the CEO age.

We define tenure as the duration beéw CEO became CEO (BECAMECEO) and leaves
office (LEFTOFC) or the end of the year of the voting fisedr depending on whethigre CEO

separatesr continues. We use log of the tenure ire ten intheregressiorspecification. In oreder
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to check for the possibility that the relation follows another functional formsise@dummy for
tenure if tenure is more than the median tertarsee iSoPaffects turnovein the median tenure.
Taylor (2010)argues thaboards ofdirectors often fail tdire underperforming CEQsgn order to
see the effect of entrenchment on CEO turnowveuse Endexwhich is described iBebchik et
al., 2009. By construction, fhdex varies from 1 to &-Index (six provisions of GndeX) is a
proxy which isstrongly associated with governankkere the logic is, better firing decision can be
achieved ifboardl i st ens t o t he s harsaThieihddeexplicily relaietoc e an d
the ability of shareholders to exercise their powerp8&uvisions in place meamaking it difficult
for shareholders, like reaching a threshold majority for approving measures, hold confidential
votes, or vote outitectors. Wealso incorporatboard independence, or the fraction of independent
directors on a board, as a measure of entrenchment. It is known that dependent directors have less
power over the CEO than independent qdester and Kanaan 2015)

We expet a negative coefficient of dex for forced CEO turnover and outside
successionn order to check whether it makes the votes less or more effective, we intandekE
with SoP. The notion is relatively weak governance enalil&Os to stay fom longe period.
However, we are also interested to see whaethgenchment is associated with the impact of SoP.
Low SoP support will help the board to force the CEO out when the entrenchment is high and board
by itself is less powerfulAdditional explanatorygovernance variables are the percentage of
independent directerind_dir) and whether the CEO and Chairman of the board position are held
by the same person (Dum_chair)

We collect board size and independent diréctafata from MSCI-GMI ratings.
EXECUCQMP provide data o€EO status whether tf@EO is a chairman or not. Dum_chair is
an indicator variabléhatequals one ifCEO is a chairmargndzero otherwiseDenis, Denis, and
Sarin( 1997) argue that a boar do6s atbhiel iftiyr ndos noowniet
structure.Therefore,we control forthe ownership of institutions which ighe fraction of shares

owned by institutions at the end tie fiscal year precedinghe CEO turnover.We collect
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institutional ownership data from Thompsoe Bt er s 6 1 3dalsacentrchfbrdahe ive W
percent ownershare ownershipgrcentagandfirm size.
2.4. Empirical Model
24.1. Effect of Say-on-Pay votes on CEO Turnover

Our baseline logistic regression specification for estimating the determimaCEO
turnover is

sl opecoamw si{-fe == "og 1)

i.e., Logit modelof the probability that a CEOf firm i experiences a turnover fiscal year t,

where 51 estimates the effect @oP vote outcomeon turnover, and X is a matrix of control
variables. Coefficients are presented as odds ratios. Efrorgare assumed to be independent
across but not within firms as an odds ratio grefie=s) than pe indicates that the covariate
increases (decreases) the odds of a positive outcome. Standard errors reference the test of whether
the coefficient equals on@ur independent variable SoP and control variables are in petiod t

We extend the above model both forced turnover and outside succession.

To examingheimpact ofSoPon the timeframeof CEO turnoverwe create two indicator
variablesWe define days to departure are the number of days betive8oPvote date and the
C E O departure dateNVe constructlayslt_18@n to equal 1fithe CEO departs in less than 180
calendardays otherwisezera We also construaiays180_ 36 to equal lif the CEO departs
between 180 an866 calendardaysafter theSoPvote andzerootherwise. Our specificatios are

as folows
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2.4.2. Summary Statistics

o

Table 2.1 reportsummary statisticgr the entire sample (2012013 including mean,

median standard deviation, min, max! guartile and % quartile. Table 22 reports meaymedian
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and sandard deviation 0BoR E-index, CEO title dummy variable, performance measures, and
other control variablesuch as tenure, age, institutional ownership percentage, independent director
percentage and firm sifer the turnover and no turnovenbsamplg(20122013) The last ctumn
in Table 2.2reports the result of the-fEst and Wilcoxon test for the differences in the mean and
median values of the variables acrossttineover andho-turnoversamples, respectively. The vote
for percentageSoPisdef ned as t he rthasimofofovet @&f 6fF 0r antdovec
For the entire sampli@ Table 2.1 the mean o60Pis 0.92 For the turnovesample(Table 2.2)
the mean and median 8bPare0.89 and 0.95respectively. However, fahe no turnover sub
sample, the mean and mediarsofPare0.93 and 0.9GespectivelyBoththemean andhemedian
differences across the two samples are significant gt-$%at)and 5% respectivelfZ-stat)

The averageenurefor the full sample i9.57 years which i@ne year more thafaplanet
al. (2012) who repo#8.6 yars. The CEOs in the siarnover sutsample hava meantenure of
9.52years and turnovesub sampléavea meanof 9.65years The average age of CEOsthefull
sample is 56.3ears which is close to 55.8 yeasEaverage age ithe findings of Dikolliet al.
(2014.The minimum and maximum ages @&&and 95 yeargespectivg). For theno turnover
sample, the average age is 55.4 years, and the minimum and maximum ages ar@33ykears]
respectively.The differences irthe naturallogarithm of age measure for the two samples are
statistically significant at less than the 1% lenegdortedn Table 22.

Table 22 alsoreports results for chairman dummy ié@um_chair The mearof the CEO
title dummy is 0.26 for the CEO turnover sample and 0.4thfoneturnoversamplefor the period
20122013 Thedifferencedn themean and mediaacross the two samples are significant at less
than 1% levelThe mearof this variable is higlrein Goyal and Park2002)wherethe mean of
chair dummy of turnover and no turnosamplesreabout 0.77 and 0.8tespectivelyThe means
in the current study are lower than the corresponding means in Goyal and Park may be because of
the time periodThe hypothesidgs that turnover should be negativelglated todum_chair. The

understanding is dual responsibiliheananore poweror the CEO than an independent chairman
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which may be meaningful in catiee board decides to firthe CEO and whether orat all board
members are actively engagétbnsistent with findings in previous studies, we document that
CEOs who serve as board chairperson are less likely to separate from their pisitit;mnot find

any evidence that the impact of SoP varies witlo@Iing chairman or not.

In Table 22, firm performance variables confirm the previously documented results that
turnoveris associated with lower past performanthe mean and median of annualized return
(ret_meanfor the CEO turnovemo-turnove) sampe are 3% (11%) and 6% (%), respectively.

Thet- and Z staistics ofret_meararei 4.44 and-4.49, respectivelyBoth the mean and median
differences across the two samples are significant at the 5% level.

The stock return volatility for turnoveand no-turnoversample are 0.086 and 0.079
respectively. It seems that the standard deviation of the stock return of turnover sehngileris
thanthat of theno-turnoversample. Both the mean and median differences across the two samples
are significant aithe 5% level.

The Eindex is lower for CEO turnover firms in comparisomtsturnoverfirms. Both the
mean and median differences across the two samples are significant at less than T%idegel.
consistent with the expectation that more entrenc@E€@s are less likely to separate from their
companiesOur next measure of board governancboard size which is defined adog of the
total numberof directors serving on a board. Table 22, we reporthatthe difference irboard
sizebetween théurnover and ndurnoversamplais not statistically significanOur third measure
of governance isa percentageof independent directer which isdefined as thenumber of
independent directors ovenumberof total directorsinthé i r mé s b dWalkihg(20C1ai an
find thatabnormal returns to the enactment of SoP are directly related to the fraction of outside
directors which are appointed by the CEO (and therefore are likely to be less independent than
outside directors which are not appointedtms/CEQO) Also, Laux (2008) argueshat greater board
independence is associated with higher CEO turncMee full sample mean of independent

director percentagand_dir) is 0.78percent Howe\er, for turnover and rturnoversanple the
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mean is 0.848 ah0.854 respectively. The- and Z statistics forinddirpctin both turnover and
no-turnover samples aret significant.

For the entire samplehe¢ mearof ROA is 0.09 However, the mean of ROA for turnover
and neturnover samples are 0.052 and 0,0Bdspectively. The- and Z statistics are not
significant for boththe turnover and ndurnover sampke Another variable of interest is
institutional owneship. The variable is inst_owmhich is deined as thgercentage of shares held
by institutions athe end of theyear prior to the turnover yedf.the institutional investarare
dissatisfied with a firls managementhey vote with their feet (Parrin@®003. In Table 22 we
reportinst_ownfor CEO turnoveino-turnoversample The mean and median afist_ownfor
turnover (no turnover) sample is 0.639 and 0.652 (0.607 and 0.619) respectively. This mean
higherin theturnoversample thatheno-turnoversample. Both the mean and median differences
are significant at less than 5% level.

2 5. Resultsand discussions

2.5.1.CEO turnover at different window and SoP vote
In this section we discuss the logigressionn whichwe examine theelation between

CEO turnoverand SoP vote using three alternative windows for the turnover eugmiovers
duringfirst year, the first halbf theyear and second haif theyear following the SoP vot&Ve
are the 1 study to see the impact of Sapproval voteon the CEO turnover time frame.

Table 2.3 provides the result for the logit estimates of the likalittddurnover at three
different timeframes. Regression 1 provides the estimation on the turnover in full {feamnd23?
regression estimates the likelihood of turnover in first half and second of the year. We find that
likelihood of turnover is negately related to SoP and CEOs separate from the firfidinadf of
the year.

Ourmeasure of performance is ret_me@afe find that likelihood of turnover is negatively
related to ret_mean which is consistent with prior findikgs exampleDalton and Keser (1985),

Weisbach(1988, Friedman and Singh (1989), Boeker (1992)rphy and Zimmermai(1993,
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and Datta and Guthrie (199dpcument an inverse relatiimp between the likelihood of CEO
turnover and firm performanc®&arner, Ros and Wruk (1988) andWeisbach (1988jind that
poor stock return increases the probabiita CEO losing his/her jolDikolli, Mayew, and Nanda
(20149 show that the likelihood of CEO turnovieicreasesvith negative financial performances
such as stock return and returnassetsWe also examine the impact of interaction variable of vfp
and ret_mean. We do not report this regression since the coefficient estimate of interaction variable
is not significant.

Table2.4reports the logit estimates of the likelihood of CE@twver withmarginal effect.
The dependent variable tgrn_over After controlling for age, tenur@and independent director
percentage, institutional ownership percentdigm size, and firm performance vimd that 1%
decrease from the mean in the leekeSoP (SoP) support will result in an increase of 37% in the
likelihood of CEO turnover in the coming yeake also reporthe estimates from regressions
where a linear relation betwe&oP and the turnover probability is not assumed. Instead, we
estimate the impacts on the turnover probability of a B@P (in the F' quartile, indicated by
SoPQZX1) andof a highSoP(in the 4" quartile, indicated b§soPQ41). In regression 2ve find
that the coefficient estimate d8oPQlis positive and signifigat at the 1% leveWwhichindicates
that CEOsthosewhoseSoPis in the 1%t quartile are mar likely to be forced oufThe coefficient
estimate ofSoPQdis not significant. We see that turnover probability is more sensitive to SoP in
the low range of the supg than in the high range. When we interact SoP with ret_mean and run
the same regression, we find that the coefficient estimate ofisSsiifl negative and highly
significant (not reported) which means turnover is negatively related to SoP turnovdlesgaf

firm performance.

2.5.2. Forced CEO turnover and SoP vote
Turnovers can be involuntarjNext, we want to examine whether SoP vote affects

involuntary turnover. We report tHegit estimationof forced CEO turnove¢forced_trnovr) in

table 2.5The variables of interest are S@FQ1, and SoPQ4. The coefficient estimate of SoP is



93

negative and significant at 5% levé&he coefficient estimate GoPQ1is positive and significant

at a 106 level which indicates that CEOs who ard® quartile ofSoPare more likelythan those

in the upper three SoP quartilesbe oustedSimilarly, the coefficient estimasof SoPQ4is not
significant which indicatethat forced turnover is more likely when there is relatively little support,
but thataverage suport does not make turnover more likely than strong suppbe.paramete
estimae of ret_mearis negative and significant at less than 1% leVéke table also reports that
forced turnover is less likely ithe CEO isalso thechairman of the company.he parameter
estimate of dum_chaiis highly significant and negative foBoP, SoRQ1, and SoPQ4 The
interaction odum_chaiwith SoP(SoP__chair)s not significan{not reported) which indicates that
the relation between turnover and SoP is not sensdivehether the CEO is also a cha&norced
turnover(forced_trnovr)is more likelythe higher the number of board meetings/ear prior to
turnover i.e., if there is a need to replace a CEO, the board may meet moreCaftaesult for

the age variabl@n_age) is similar to Goyal and Park (2002), Murphy and Zimmerman (1993) and
Weisbach (1988) who find a strong positive relation between CEO turnover anthagermal

age of retirement is 65. Hence, turnover of older CEOs (>65) may be due to noinemiet To
control for this routine turnover, wadso consider a dummy for CEO dge, age65vhich is equal

to 1 if CEO age is greater thah, @therwisezera The parameter estimateafes5is insignificant

as reported in Table 2.9.able2.5also eports the parameter estimates of the predictor institutional
shareholding percentagi@st_own) It seemghatforced turnover is morlikely if the percentage

of theinstitutionalownership (inst_own) is higiThis result is opposite of Parriev al. (D02).

In Table2.5,the parameter estimate ofilidex is negatig and significant at 10% level
(Column 1) in thdorcedturnoverregressionThe interaction of SoP andikdex is significant in
Table 2.5. We find that low support increades likelihood of forced turnover when the CEO is
entrenched. This implies when the CEO is less powerful the board is able to terminate a CEO

without the help of the SoP vote.
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2.5.3 Outside CEO successiorand SoP vote

Next, we examine tb impact ofSoPon the likelihood CEO turnover if next CEOas
outsider.Outsideris an indicator variable which takes a valuié aextCEO is from outside of the
firm, otherwise zero. We present the resultTable2.6. The main variables of intereste SoR,
SoRQ1, andSoRQ4. The parameter estimate $6Pis negative angignificant at 19 level and
the parameter estimatef SoRQ1is positve and significant at0% leve] whereas the parameter
estimate ofSoRQ4 is not significant.The parameter estete ofthe firm performance variable
ret_mearnis negative but not significanitn_ageis highly significant and positive which indicate
that hiring anoutside CEO is more likely when the CEOoisler. Dummy for CEO duality.e.,
dum_chairis highly signifcant and negative. Again the same logic, dual responsibility vests with
more power and more resistant forewhire. The parameter estimabéln_bdmtgd.e., logarithm
of board meetingss also highly significantA larger number of meetings may indiea more
severe problerandmay be affected by a decision to search for new GE®have also used other
control variables to see their effectttve outsiderindicator The parameter estimates of board size
(bd_size) E-index, and thelogarithm of total ases (In_at) are not significant. We use the
interaction variable ocSoPwith In_age,dum_chairandin_bdmtgs The parameter estimates are
not significant.However, parameter estimate $6Pis negative and significant which indicates
thatoutsiders arenore likely to be recruited whenh ar ehol der s support i

In Table2.6, the parameter estimatef E-index is negativdout not significantWe find
that low support increases the likelihood of hiring an outsider when the CEO is entieTiaise
implies when the CEO is less powerful the board is able to terminate a CEO and hire an outsider
without the help of the SoP vote.
2.6. Robustness checks
2.6.1 Robustness over time

In order to test the rolstness of oumodel| we run the same regression thas reported

earlier on a yeaby-year subsample for all three turnover indicator variablé®e parameter
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estimats of SoPfor yeas 2012 and 2013 aregative and highly significant witihhdustry fixed
effect There is no change in thedit estimate oBoP(vote for percent) which ultimately tells us
thatthere isa negativerelation between CEO turnover apaviousSoPsupport voteThe results
also indicate thathere is a negative relation between an outside hire and SoP supporT viste
may bedueto the fact that shareholders may not have confidanttee ability of the new CEO
We also find thaCEOs,wh o s e s har ehol dexeative cormpprgationts f or

weak (i.e., the vote outcome is ithe lowestquartile) are more lkely to be separated from the
company in the year following thete and viceversa.This result is also robust if we consider the
regressiorestimate by year. ie parameter estimates $6RQ1 and SoRQ4 are similar to their
corresponding estimates in thdl sample.
2.6.2. Classification of age

We examine the robustness of our main findingsdibferentclassification of CEO age. By
construction CEO age an€CEOS tenurearecorrelated because CEOs with longer tenure are on
average older. Ifables 2.3, 2.4, 2.5& 2.6, we ran logit regression with In_age and &gafd in
another time¢he regression were repeated vetfe58eplacing age63WVe find that our main results
remain unchanged.e., turnover forced turnoverputsider and SoPare irversely related. Foa
further check on the robustness of retirement age, we dropped all retired CEOs from the sample.

Our resuls remain unchanged.

2.6.3 CEO duality and Tenure

As a robustnessheck we examine Tdtb (or Tengrb) in addition tol@ir & a measure of
power.As argued by Goyal and Park (2002w CEOs undergo an evaluation period early in their
tenure. We address this concern by constructing another dummy for tenure. Tenlt5 is a dummy for
tenure which takes a value of one if tenure is lbsin five yearsgerootherwise For robustness
check we have included the interaction of tenlt5 and dum_chair in our regression of other turnover

indicator variables. However, we see no change in our main result.
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2.7. Conclusion

The DoddFrank Act mandtes a periodic advisofSoPv ot e on a company?o6s
pay. In this essaywe examine whetherlack of supporaffects the likelihood of turnove®ur full
sample spans from 202014 having415 voluntary and involuntary turnovel#/e also utilize a
subsample of 222 turnovers duri@f11-2013 for which we have @assification of théurnovers.
Following previous studies, esxexaminethree types of turnoverall turnover, forcedurnovers
and turnoversvherethe incoming CEO is recruited from outsiothe firm.We find an inverse
relation betweemll turnover and shareholdesapportfor executive compensatiofihat relation
is mostly due to an increased likelihood of a turnpwdrere the vote support is in the lowest
guartile.We also find that masof the® replacements take placetire secondhalf of the year
following the vote.Similar relations are founih a subsamplevhen the dependent variable
indicates either a forced turnover or a turnover where the CEO is replaced by an d¥sidisio
find that the sensitivity of the turnover to Sa-Pay support varpegativelywith entrenchment
(E-index).

This is the first study of the impact 8bPvote on CEO turnover in hUSA. Our findings
are consistent with previous findings by Alissa (20fbB)the UK. Future research may examine
whether the same relation holds for other countries. We did not find that the impacsoPtlue
on turnover varies with institutional ownershiifpwever, thisssue may be revisited when a larger

sample becomemvailable.
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Appendix 2

Variables

Definitions

turn_over
forced_turnover

Outsider

SoP

Age

In_age

Tenure

In_ten

In_bdmtgs

bd_size

At

ind_dir

stagbd(A)
dum_bylawameiiB)
dum_chartramen(C)
dum_poisonpil(D)
dum_supma(E)
dum_gparachuté-)
E-index
dum_chair
inst_own

Roa

ret_mean
ret_stddev

Dummy = 1 if CEO leaves his position as CEO in a given year; otherwise '
Dummy = 1 if CEO resigns, dismisses, fireastfrom hisposition as CEO in ¢
given year; otherwise 0

Dummy =1 if new CEO s hired from outside of the firm, otherwise 0
For/(for+against) i.e. Vote for divided by sum of vote for and vote against
The age of the CEO in a given year

The natural logarithm of age

Number of years as CEO of the firm as of voting year

The natural logarithm of tenure

Log (Number of board meetings in voting year

Natural | ogarithm of t ot adardofdimedoesr
Total assets, in rions, as reported in COMPUSTAM a voting year
Percentage of independent directo
Dummy = 1 if board is classified; otherwise 0

Dummy =1 if there exists anghareholdebylaw amendments; otherwise 0
Dummy = 1 if there is angequirements for charter amendments; otherwise
Dummy = 1 if takever defense poison pill provision is in place; otherwise (
Dummy = 1 if there isupermajorityprovision in the charter; otherwise 0
Dummy = 1 if there is golden parachute provision; otherwise 0
SumofA,B,C,D, E, F

Dummy =1 if CEO is also the Chairmahtbe board; O otherwise

The percentage of institutional holdings

Return on asset i.e. IB divided by book value of total assets

Annualized mean return computed from CRSP

Standard deviati on o bckfricerinmadtisg yeaio n t
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Table 2.1. Descriptive Statistics

This table reports the summary statistic969 SoPvotes for the year 2032013 Turnover is a

dummy variable which is equal to 1 if CEO leatésposition as a CEO in a given year, otherwise
zero.This excludes deaths and health related assignn&oiess the vote for percentage based on
SoPvote, definedas FOfFor + Agai nst ), where OFor6 = number
number abhs B & gSo1 is a durmmsytwhich is equal to 13bPis in its B quartile,
elsezero.Similarly, SoRQ4 is a dummy which is equal to 18bPis in its 4" quartile; otherwise
zero.Ret_mean is the annualized monthly return of the firm, a yéar tprturnover. Ret_stddev

is the standard deviation of monthly return of a firm in a voting yRaaibis the return on assets
defined asCOMPUSTAT item IB over total assefBenure is the number of years CEO serves as
CEO. Age is theageof CEO which § EXECUCOMP data item AGEBd_size is the natural
logarithm of atotal numbeo f di r ect or 4n_bdmtgdid the medugal Idgarithmsthé
numberof board meetingDum_chair is a dummy variable which is equal to 1 if CEO is thlso
chairman othe firm, otherwiseera Inddirpctis the percentage of independentditeor s i n f i
board.inst_ownis the percentage of shares held by instituti&@isdexis the entrenchment index
measured according to Bebchetkal, (2008).Ln_atisanaturablgar i t hm of f i r més

Variables N Mean StdDev Min P1 P25 P50 P75 P99 Max

turn_over 969 0.217 0.412 0 0 0 0 0 1 1
In_at 969 8.249 1.767 3.996 4.899 6.996 8.174 9.338 13.472 14.674
Age 969 56.309 6.887 33 41 52 56 60 75 95

tenure 969 9.577 7.08 2011 2.167 4.658 7.745 12.415 34.997 61.415
ret_mean 969 0.01 0.022 -0.078 -0.05 -0.002 0.01 0.022 0.064 0.091
ret_stddev 969 0.08 0.038 0.018 0.024 0.051 0.074 0.103 0.186 0.264

Roaib 969 0.09 0.177 -3.318 -0.47 0.039 0.084 0.151 0.489 0.711
dum_chair 969 0.405 0.491 0 0 0 0 1 1 1
bd_size 969 2.223 0.251 1.386 1.609 2.079 2.197 2398 2773 3.526
Inddirpct 969 0.853 0.074 0.545 0.583 0.833 0.875 0.9 0.933 1
In_bdmtgs 969 2.018 0.397 0 1386 1.792 1.946 2.303 3.091 3.466
inst_own 969 0.635 0.163 0.114 0.237 0.539 0.635 0.722 1 1
In_tdcl 969 8.309 1.011 -6.908 594 7.762 8.362 8.954 9.994 10.614
Eindex 969 2481 1.345 1 1 2 2 3 5 6
SoP 969 0.926 0.104 0.2 0.442 0.928 0.961 0.98 0.998 1
SoPQ1 969 0.251 0.434 0 0 0 0 1 1 1
SoPQ4 969 0.25 0.433 0 0 0 0 1 1 1
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Table 22. Descriptive statisticsfor the turnover and no turnover sample

This table presents the descriptive stafssior the turnover and no turnowsample. The-statistics
refer to Ftest comparing the means and thetatistcs refer to Wilcoxon rardsum tests comparing
the central tendency of the two samples.

T-statistics
Variables  Sample N Mean Median StdDev Z-statistics
SoP Turnover 210 0.898 0.955 0.143 -4.517**
No turnover 759 0.934 0.962 0.088  -2.103*
In_ten Turnover 210 2.067 2.042 0.621 0.856

No turnover 759 2.023 2.039 0.680 0.723
In_age Turnover 210 4.076 4.078 0.125 7.266***
No turnover 759 4.008 4.007 0.118  7.299***
dum_chair Turnover 210 0.266 0.000 0.443 -4.638***
No turnover 759 0.441 0.000 0.497  -4.590%**
ret._ mean Turnover 210 0.003 0.006 0.024 -4.763***
No turnover 759 0.011 0.011 0.021 -4.242%*
ret_stddev Turnover 210 0.086 0.079 0.039 2.350**
No turnover 759 0.079 0.073 0.038  2.344*
Inst_own  Turnover 210 0.639 0.652 0.140 2.794*
No turnover 759 0.607 0.619 0.141 2.971*
bd_size Turnover 210 2.235 2.197 0.225 0.777
No turnover 759 2.220 2.197 0.258 0.692
Inddirpct ~ Turnover 210 0.848 0.875 0.072 -1.018
No turnover 759 0.854 0.875 0.074 -1.363
Eindex Turnover 210 2.148 2.000 1.383 -4.128***
No turnover 759 2.572 3.000 1.317  -4.504%*
Ln_bdmtgs Turnover 210 2.066 2.079 0430 -1.922
No turnover 759 2.007 1.945 0.387 -1.302
Ln_tdcl Turnover 210 8.367 8.428 0.917 0.079
No turnover 759 8.292 8.3%4 1.034 8.361
Ln_at Turnover 210 8.153 8.061 0.113 -0.874
No turnover 759 8.273 8.217 0.065 -0.637
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Table 2.3. Likelihood of All Turnover CEOs at different window and SoPvote

The table reports tHegit estimation ofll turnoverfor the peria 20122013within 180 and after
180-365 days of the voteDayslt180tnrepresentturnovers in the 1 half of the year.Here
dayslt18@n is a dummy which takes a value of 1 if BEO leaves his position as CEQess than

180 days, otherwiseero.Similarly, we define Days180_365tn is a dummy which takes a value of
1 if the CEO leaves his position as CEOIl&ss than 365 days, otherwigero. The independent
variable SoPis the vote for percentage basedSwPvote, defined as For/(For+Against), where
OF® = number of O6Foré vote cast SaRdsadygnmy nst
which is equal to 1 iBoPis in the ' quartile elsezero.Similarly, SoRQ4 is a dummy which is
equal to 1 ifSoPis in the 4 quartile,otherwise OLn_at isalog of total asset of the firm. Ln_age

is alog of theageof CEO.Age65 is a dummy which takes a value of 1 if CEO age is more than 65
years; otherwiseero.Dum_chair is a dummy which is equal to 1 if CEO is chairman, otherwise
zero.Ln_ten is a logathm of tenure of CEO as CE@indexis entrenchment index according to
Bebchuket al.,2009 Bd_size is the total number of directarst h e f i r nddispctisthhea r d .
percentage of independent directonghe board which is defined as the ratio ofside directors

to total directors in the boartin_bdmtgs is the natural logarithmtbie numberof board meetings

held in a yearlnst_own is the percentage of shares held by the institutions at the end of the year.
Ln_dcl isalog of total compensatiowhich is COMPUSTAT item TDC1Roais areturnon an
assetwhich is COMPUSTAT item IB i.e. income before extraordinary items over book value of
total assets. Ret_mean is the annualized mean return of theRimstddev is the standard
deviation of monthlyreturn. Appendix 1 provides variable definitiond/e used ongear lagged
values of timevarying indepedent variables. The standard errappear in the brackéelow the
parameter estimatefsterisks ***, ** * indicates significance at the 0.1%, 1%d&a5% leve|
respectively.



1) 2 ©)
Turnover left It 180tn left 180 365tn
In_at -0.237" -0.873 -0.290™
(-2.26) (-1.70) (-3.35)
In_age 6.693™ 1.510 6.947"
(6.04) (0.33) (6.52)
In_ten 0.007 -0.336 -0.026
(0.05 (-0.37) (-0.18)
age65 0.083 0.881 -0.097
(0.22 (0.52) (-0.27)
ret_mean -17.497" -24.662 -15.660™
(-3.70) (-1.18) (-3.51)
ret_stddev -1.949 9.826 -1.507
(-0.66) (0.80) (-0.57)
roa 0.620 2.892 0.193
(1.00) (0.85) (0.40)
dum_chair -1.128" -0.304 -1.030™
(-5.31) (-0.24) (-5.10)
bd_size 1.557" 4.688 1.3217
(2.97) (2.07) (2.77)
Ind_dir -1.358 4.381 -0.723
(-0.98) (0.52) (-0.56)
In_bdmtgs  0.510 1.038 0.411
(2.16 (0.74) (1.89)
inst_own 1.515 -2.056 1.576"
(252) (-0.79) (2.80)
In_tdcl 0.230 0.160 0.326
(1.44) (0.22) (2.40)
Eindex -0.228™ -0.707 -0.225™
(-3.26) (-1.55) (-3.35)
SoP -3.194™ 1.645 -2.761™
(-3.84) (0.35) (-3.53)
N 969 969 969
Ind FE Yes Yes Yes
Yr Dummy Yes Yes Yes
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Table 2.4. CEO Turnover, SoPvote and marginal effect

This table reports Logit regression estimates of the likelihood of CEO turnover during the period
20122013. Thedependent variable tsirnoverwhich is equal to 1 if CEO leaves his position as
CEO, otherwiseero.The independent variab®oPis the vote for percentage basedSwPvote,
defined as For/ (For +Against), where 6Ford = nu
0 Ag a iotesdst®oRylis a dummy which is equal to 1$oPis in the F' quartile elsezero.
Similarly, SoRQ4is a dummy which is equal to 13bPis in the 4' quartile,otherwisezero.dy/dx
representthemarginaleffect ofturnover, Ln_at isalog of totd asset of the firm. Ln_age imatural

log of theageof CEO.Age65 is a dummy which takes a value of 1 if CEO age is more than 65
years; otherwise (Dum_chair is a dummy which is equal to 1 if CEQalso thechairman,
otherwisezero.Ln_ten is a logariim of tenure of CEO as CE@indexis entrenchment index
according to Bebchukt al.,2009 Bd_size is the total number of directanst he f i r mé6s b o
Inddirpctis the percentage of independent directorshe board which is defined as the ratio of
outside directors to total directors in the board. Ln_bdmtgs is the natural logarithexnafmber

of board meetings held in a year. Inst_own is the percentage of shares held by the institutions at the
end of the yeal.n_tdc1l isalog of total compensatiowhich is COMPUSTAT item TDCIRoais

the returnon the asset which is COMPUSTAT item IB i.eincome before extraordinary items

over book value of total assets. Ret_mean is the annualized mean return of tRefirstddev is

the standard deviation of mthly return.Appendix 2provides variable definitiondVe used one

year lagged values of timarying indepedent variables. The standard errappear in the bracket

below the parameter estimat@sterisks ***, ** * indicates significance at the 0.1%6, and 5%

level, respectively.



1) 3) 4) 2
Turnover Turnover Turnover dy/dx
In_at -0.237 -0.214 -0.036" -0.039™
(-2.26) (-2.06) (-3.13) (-3.39)
In_age 6.693" 6.490™ 0.924™ 0.939"
(6.04) (5.88) (6.77) (6.88)
In_ten 0.007 -0.010 -0.005 -0.004
(0.05) (-0.07) (-0.27) (-0.18)
age65 0.083 0.117 -0.011 -0.013
(0.22) (0.31) (-0.24) (-0.28)
ret._ mean -17.497" -17.914" -2.184" -2.117
(-3.70) (-3.8) (-3.67) (-3.56)
ret_stddev  -1.949 -1.325 -0.116 -0.204
(-0.66) (-0.45) (-0.33) (-0.57)
Roa 0.620 0.657 0.029 0.026
(1.00) (1.09) (0.44) (0.40)
dum_chair -1.128" -1.141™  -0.133" -0.131™
(-5.31) (-5.35) (-5.49) (-5.44)
bd_size 1.557 1.441 0.163 0.178"
(2.97) 2.77) (2.55) (2.79)
Inddirpct -1.358 -1.198 -0.081 -0.098
(-0.98) (-0.87) (-0.46) (-0.56)
In_bdmtgs 0.510 0.514 0.055 0.056
(2.16) (2.17) (1.86) (1.89)
inst_own 1.515 1.579" 0.223" 0.213"
(2.52) (2.62) (2.93) (2.81)
In_tdcl 0.230 0.249 0.047 0.044
(1.44) (1.56) (2.57) (2.43)
Eindex -0.228" -0.230"  -0.030" -0.030™
(-3.26) (-3.29) (-3.35) (-3.37)
SoP -3.194™ -0.373"
(-3.84) (-3.51)
SoPQ1 0.744™
(3.32)
SoPQ4 0.017
(0.53)
N 969 969 969 969
Ind FE Yes Yes No No
Yr Dummy Yes Yes Yes Yes
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Table 2.5. Forced CEO Turnover, SoPvote and marginal effect

This table reports Logit regression estimates of the likelihootbafed CEO turnover during the

period 20122013. The dependent variabldascedturnoverwhich is equal to 1 iA CEOis forced

out to leavehis position as CEO, otherwigero. The independentariable SoPis the vote for
percentage based &Pv ot e, defined as For/ (For +Against),
cast and Against = n SoRDlésmadummy whighgseequal otlSPiy ot e ¢ a
in the P! quartile else 0. Simildy, SoRQ4 is a dummy which is equal to 1 oPis in the 4

guartile, otherwisezero.dy/dx representshe marginaleffect offorced turnoverLn_at islog of

total asset of the firm. Ln_agel® of theageof CEO.Age65 is a dummy which takes a vabfe

1 if CEO age is more than 65 years; othervise.Dum_chair is a dummy which is equal to 1 if

CEO is chairman, otherwiseero.Ln_ten is a logarithm of tenure of CEO as CHfndexis
entrenchment index according to Bebcletlal.,2009 Bd_size is tk total number of directom

t he f i r Imdulispctib tbegpercentage of independent directorthe board which is defined

as the ratio of outside directors to total directors in the board. Ln_bdmtgs is the natural logarithm
of the numberof boardmeetings held in a year. Inst_own is the percentage of shares held by the
institutions at the end of the yean_tdcl isalog of total compensation which is COMPUSTAT

item TDC1. Roa is return on an assetwhich is COMPUSTAT item IB i.e.income before
extraordinary items over book value of total assets. Ret_mean is the annualized mean return of the
firm. Ret_stddev is the standard deviationtted monthly return.Appendix 2provides variable
definitions We use ongear lagged values of timearying indegrdent variables. The standard
errors appear in the brackdielow the parameter estimate&sterisks ***, ** * indicates
significance at the 0.1%, 1%, and 5% levespectively.
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(€] (2 3) 4 (5) (6)
Forced Forced Forced dy/dx Forced Forced
Turnover Turnover Turnover Turnover  Turnover
In_at -0.240 -0.228 -0.249 -0.027" -0.275 -0.242
(0.121)  (0.120)  (0.119)  (0.008)  (0.122)  (0.121)
In_age 2.665 2.639 2.701 0.238 3.169 2.958
(1.235)  (1.230)  (1.221) (0.096) (1.262)  (1.242)
In_ten -0.026 -0.029 -0.013 -0.005 -0.049 -0.063
(0.174)  (0.174)  (0.175)  (0.014) (0.177)  (0.176)
age65 0.536 0.501 0.481 0.029 0.477 0.511
(0.406)  (0.405)  (0.402)  (0.039)  (0.407)  (0.407)
ret_mean -19.851"  -20.109" -21.075" -1.631" -21.372" -20.910"
(5.263)  (5.216)  (5.227) (0.414) (5.367)  (5.340)
ret_stddev 0.146 0.805 1.077 -0.013 -0.520 -0.176
(3.236) (3.196) (3.188) (0.247) (3.241) (3.236)
Roaib 0.055 0.090 -0.011 0.002 0.147 0.154
(0.565) (0.557) (0.547) (0.041) (0.575) (0.571)
dum_chair -0.956™ -0.966™ -0.912"  -0.064" -1.017" -0.970™
(0.255) (0.255) (0.253) (0.018) (0.259) (0.257)
bd_size 1.247 1.145 1.121 0.092 1.254 1.1%6
(0.609) (0.605) (0.609) (0.045) (0.609) (0.600)
Inddirpct 0.268 0.415 0.552 0.023 0.432 0.363
(1.640)  (1.638)  (1.631)  (0.129)  (1.652)  (1.638)
In_bdmtgs 0.893" 0.904" 0.930™ 0.062" 0.945™ 0.918"
(0.275)  (0.276)  (0.275)  (0.021)  (0.277)  (0.275)
inst_own 1.928" 1.940° 1.848" 0.156" 1.915 1.923
(0.697) (0.695) (0.693) (0.054) (0.698) (0.699)
In_tdcl 0.433 0.456 0.523" 0.041" 0.484 0.449
(0.196) (0.193) (0.190) (0.013) (0.197) (0.197)
Eindex -0.168 -0.176 -0.181 -0.015 1.537
(0.082) (0.081) (0.082) (0.007) (0.541)
SoP -2.574" -0.199 1.581 -1.054
(0.877) (0.068) (1.589) (1.113)
SoPQ1 0.501
(0.240)
SoPQ4 0.038
(0.258)
SoP_eindex -1.897"
(0.598)
high_eindex 3.240
(1.587)
SoP_high_eindex -4.110
(1.737)
N 957 957 957 969 957 957
Ind FE Yes Yes Yes No Yes Yes

Yr Dummy Yes Yes Yes Yes Yes Yes
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Table 2.6. Outside CEO successiorSoPvote and marginal effect

This table reports Logit regression estimates of the likelihoanitsfide CEO successiomuring

the period 20122013. The dependent variableigtsiderwhich is equal to 1 i newCEOis hired

from ouside of the firm otherwisezero.The independent variab&oPis the vote for percentage

based orfSoPv o't e, defined as For/ (For +Against), wher
Against = number SpRli®$ardgnary which ié equabltifSoPisia the E

quartile else 0. SimilarlySoRQ4 is a dummy which is equal to 1 $oPis in the 4 quartile,
otherwisezero.dy/dx representshe marginaleffect ofoutsider Ln_at islog of total asset of the

firm. Ln_age idog of theageof CEO.Age65 is a dummy which takes a value of 1 if CEO age is
more than 65 years; otherwisero.Dum_chair is a dummy which is equal to 1 if CEO is chairman,
otherwisezero.Ln_ten is a logarithm of tenure of CEO as CEHhdexis entrenchment index
acording to Bebchulet al., 2009 Bd_size is the total number of directanst he f i r mé6s b o
Inddirpctis the percentage of independent directwrshe board which is defined as the ratio of
outside directors to total directors in the board. Ln_bdmtgseisatural logarithm ahenumber

of board meetings held in a year. Inst_own is the percentage of shares held by the institutions at the
end of the yeal.n_tdc1l isthelog of total compensation which is COMPUSTAT item TD®ba

is thereturnonasset which is COMPUSTAT item IB i.eincome before extraordinary items over

book value of total assets. Ret_mean is the annualized mean return of tietirstddev is the
standard deviation of monthly retursppendix 2provides variable definitiondVe useoneyear

lagged values of timearying indepedent variables. The standard errapgpear in the bracket

below the parameter estimat@sterisks ***, ** * indicates significance at the 0.1%, 1%, and 5%

level, respectively.



1) @) (3 4 (®) (6)
outsider outsider outsider dy/dx  outsider outsider
In_at -0.187 -0.173 -0.202  -0.016 -0.214 -0.192
(0.136) (0.135) (0.134) (0.007) (0.137) (0.136)
In_age 5.558" 5505 5563 03257 6.1987 5.819"
(1.560) (1.556) (1.545) (0.081) (1.601) (1.573)
In_ten 0.007 -0.002 0.006 -0.001 -0.036 -0.034
(0.194) (0.194) (0.195) (0.011) (0.196) (0.196)
age65 0.184 0.164 0.153 0.001 0.115 0.162
(0.452) (0.452) (0.448) (0.025) (0.452) (0.452)
ret_mean -8.067 -8.209 -9.292  -0451 -9.539 -8.850
(6.018) (5.997) (6.005) (0.337) (6.066) (6.032)
ret_stddev -1.663 -1.132 -0.816  -0.036 -2.285 -1.999
(3.758)  (3.710) (3.702) (0.194) (3.764) (3.757)
Roaib -0.136 -0.083 -0.180  -0.009 -0.060 -0.077
(0.651) (0.644) (0.628) (0.032) (0.683) (0.659)
dum_chair -0.958"  -0.991" -0.926° -0.046" -1.005" -0.963"
(0.289) (0.292) (0.287) (0.014) (0.291) (0.290)
bd_size 1.300 1.193 1.183 0.066 1.345 1.253
(0.692) (0.688) (0.692) (0.036) (0.693) (0.685)
inddirpct -1.305 -1.146 -1.070  -0.038 -1.083 -1.126
(1.775) (1.772) (1.765) (0.099) (1.793)  (1.786)
In_bdmtgs 0.965 0.973" 1.006" 0.048 0.999 0.985"
(0.310) (0.311) (0.309) (0.017) (0.310) (0.309)
inst_own 1.822 1.885 1.766 0.104 1.798 1.789
(0.786) (0.784) (0.783) (0.042) (0.784) (0.786)
In_tdcl 0.408 0.414 0.482  0.030° 0.428 0.420
(0.224) (0.220) (0.220) (0.010) (0.223) (0.224)
Eindex -0.115 -0.120 -0.131  -0.010 1.583
(0.092) (0.092) (0.092) (0.005) (0.627)
SoP -2.471 -0.104 1.749 -1.107
(1.020) (0.053) (1.921) (1.337)
SoPQ1 0.585
(0.270)
SoPQ4 -0.062
(0.299)
SoP _eindex -1.879
(0.687)
high_eindex 2.746
(1.796)
SoP_high_eindex -3.361
(1.962)
N 929 929 929 969 929 929
Ind FE Yes Yes Yes No Yes Yes
Yr Dummy Yes Yes Yes Yes Yes Yes
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