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Abstract 

Using a sample of U.S. firms during the period 2003-2012, we examine whether M&As 

impact the compensation of the Chief Financial Officer (CFO) in the bidding and integration 

phases of M&As. Our findings indicate that CFOs total compensation is higher in the year of 

acquisition relative to all other CFOs. The higher total compensation of CFOs is driven by 

higher equity incentives. Furthermore, CFOs receive a greater proportion of their 

compensation in the form of equity during and immediately after the year of acquisition. We 

also investigate if CFO compensation during M&A years is driven by M&A characteristics. 

We find that CFO compensation is higher in M&A years when; the deal size is larger, the 

time to completion is shorter, and when the target firm has a different 2-digit SIC code. CFO 

compensation is not associated with the short term change in the acquiring firms share price. 
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1. Introduction 

The compensation of Chief Executive Officers (CEOs) following merger and 

acquisition (M&A) activities has been previously explored in the literature (Grinstein and 

Hribar 2004; Bliss and Rosen 2001; Rose and Shepard 1997). These studies assess whether 

CEO compensation is aligned with M&A outcomes and the effort they exert in completing 

M&A deals. Despite the extensive research into CEO incentives, the compensation of Chief 

Financial Officers (CFO) surrounding M&As remains unexplored. This lack of research is 

surprising as M&A activities substantially increase the workload of acquiring firm CFOs in 

the year the M&A is undertaken (bidding phase) and the year following deal completion 

(integration phase) (Bugeja, da Silva Rosa, et al 2012; Coakley and Iliopoulou 2006; 

Grinstein and Hribar 2004).
2
 This increase in responsibility and workload of the CFO is 

expected to lead to higher compensation in M&A years.
3
  

Accordingly, the objectives of this study are: to provide evidence on (i) the 

compensation of CFOs during the bidding and integration phases of M&As, and (ii) to 

identify whether higher CFO compensation around M&As is related to deal characteristics.  

The motivation for this study is two-fold. First, the focus on CEO compensation 

around M&As has created two limitations in understanding the impact of M&As on 

executive compensation (Girma et al 2006; Grinstein and Hribar 2004; Bliss and Rosen 2001; 

Khorana and Zenner 1998).
4
 The pay for performance literature and agency theory highlight 

the importance of aligning executive compensation with firm performance and executive 

effort (Alok and Gopalan 2013; Aggarwal and Samwick 2003). Surprisingly, prior research 

provides conflicting findings on the association between CEO compensation and measures of 

skill and effort around M&As (Bugeja, et al 2012; Coakley and Illiopoulou 2006; Grinstein 

and Hribar 2004). In a study of CEO compensation in large U.S. M&As, Grinstein and Hribar 

(2004) find that the CEO's influence over the board of directors is the main driver of their 

higher compensation in M&A years. Furthermore, they find no association between M&A 

outcomes measured by share price changes and accounting performance and CEO 

                                                 
2
 In 2011, a roundtable discussion was held with 22 finance M&A professionals in leading technology 

companies in Silicon Valley. In the integration phase the CFOs duties include; post-deal integration, integration 

cost management, purchase accounting, synergy tracking, and combined-company financial planning. They 

primarily carry out a due diligence role in the bidding phase (Price Waterhouse Coopers 2011). 
3
 Prior literature finds that executives are rewarded in alignment with their level of responsibility, effort and 

performance in business activities (Alok and Gopalan 2013; Aggarwal and Samwick 2003). 
4
 Level of compensation (Bugeja, et al 2012; Coakley and Iliopoulou 2006; Grinstein and Hribar 2004; Bliss and 

Rosen 2001; Rose and Shepard 1997); the composition of their compensation (Dennis et al 1997; Datta et al. 

2001); the link between M&A outcomes and CEO compensation levels (Girma et al 2006; Bliss and Rosen 

2001; Khorana and Zenner 1998). 
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compensation. Unlike CEOs, CFOs do not hold the same level of influence (or ‘power’) over 

the board of directors. For example, Bedard et al. (2014) find that the CFO rarely holds a 

position on the board of directors and suggests that this is because there are many costs 

attached to having CFOs act as directors. Therefore, an analysis of CFO compensation 

provides a less ‘noisy’ setting to examine how firms reward executives during M&As. 

Additionally, prior U.S. research illustrates that CEO compensation constitutes less 

than 50% of the aggregate total compensation granted to the top-5 senior executives 

(Bebchuk and Grinstein 2005; Aggarwal and Samwick 2003).
5
 An analysis of the level of 

CFO compensation in M&A years provides additional insight into the relation between 

executive decision-making responsibility and compensation.  

The second motivation for this study is to add to the growing literature on the 

compensation of CFOs (Bedard et al 2014; Hoitash, et al 2011, Wang 2010; Indjejikian and 

Matĕjka 2009). Prior literature documents the increasing importance of the CFO relative to 

other senior executives (Bedard et al 2014; Li et al. 2010; Wang 2010).
6
 These studies depict 

the transition of the CFO's role from a ‘bean-counter’ to being the senior executive wielding 

the most responsibility outside of the CEO (Favaro 2001). Furthermore, the scope of the 

CFO's role has expanded to capture their involvement in setting and achieving strategic 

objectives in public companies. M&A activities provide an additional setting through which 

the incremental effort of the CFO can be examined. The CFO's involvement in deal 

negotiations, procurement of funding, synergy tracking and combined-company financial 

planning is likely to require a greater degree of involvement in all phases of M&As and hence 

higher compensation. Furthermore, CFO compensation literature has narrowly focused on 

how legislative changes on internal controls, disclosure requirements and financial reporting 

have impacted CFO compensation (Hoitash, et al 2011, Wang 2010; Indjejikian and Matĕjka 

2009). This study provides additional insight into the compensation of CFOs in a previously 

unexamined setting that involves a task outside of his/her primary financial reporting duties. 

Our evidence is based on a sample of 1,345 U.S. successful M&As during the period 

2003-2012. M&A data is sourced from the SDC database. Executive compensation data and 

company financials are obtained from Execucomp and Compustat respectively. We create a 

                                                 
5
 The average annual compensation of CEOs and the total amount paid to top-5 executives in S&P 500 

companies during the sample period of 1993-2003 was $9.4 million and $21.2 million respectively. (Bebchuk 

and Grinstein 2005) 
6
 The CFO is the only officer other than the CEO who certifies financial reports under Section 302 of the 

Sarbanes-Oxley Act of 2002; Also, the CFO is the only officer other than the CEO whose compensation is 

required to be reported in SEC filings even if they are not in the top 5 highest paid officers (Bedard et al. 2014) 
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matched sample of treatment (M&A firms) and control (non-M&A) firms based on size and 

industry. The findings indicate that the total compensation of CFOs during the year of 

acquisition is higher relative to all other CFOs. CFOs of M&A firms in the year of 

acquisition are rewarded for their incremental effort with higher equity incentivies. We also 

find that CFOs compensation in the year after acquisition (integration phase) consists of 

higher equity incentives than all other CFOs.  

We also find that in the bidding phase of M&As, the level of CFO compensation is 

higher when: the deal is larger, the completion time is shorter, and the target firm operates in 

a different industry to the acquiring firm. In the integration phase, CFO compensation is 

associated predominately with the size of the deal. We find no evidence that the abnormal 

return around the takeover announcement influences non-CEO executive compensation in 

either the bidding or integration phase. Thus, our results are inconsistent with firms 

compensating CFOs in alignment with the short term M&A outcome. Instead, they reward 

incremental effort through equity incentives to align CFO effort with the long-term outcome 

of the M&A.  

This study contributes to the literature in three important ways. First, it fills a void in 

M&A research by empirically investigating the impact of acquisitions on CFO compensation. 

We address whether CFO compensation is influenced by their incremental effort in M&A 

years. We also provide evidence on the form of compensation U.S. public companies use to 

reward CFOs in M&As. Second, it extends the growing body of literature which explores 

CFO compensation. This study is the first to examine the level of CFO compensation in 

M&A years. It also examines CFO compensation in a task outside of the CFOs main 

reporting requirements, which has been the main focus of the CFO literature to date (Wang 

2010; Indjejikian and Matĕjka 2009; Carter, et al 2007; Gore, et al 2007). Third, it contributes 

to the regulatory and practitioner debate surrounding the size of executive pay. There have 

been many regulatory changes which aim to restrict the compensation of executives in U.S. 

public companies.
7
 Despite these legislative amendments, evidence indicates that annual CFO 

compensation has risen 34.7% since 2009.
8
 Our examination of the level of CFO pay 

surrounding M&As provides evidence useful for this debate.  

                                                 
7
 For example, Say-On-Pay, currently the only operational portion of the Dodd Frank Act 2010 in the U.S;

 

provides the shareholders of public companies with an advisory vote on executive compensation; In 2006, the 

SEC ruled that firms must report the use of compensation consultants. 
8
 Since 2009, median S&P 500 CFO compensation has increased by $813,000 to $3.2 million in 2013, up from 

$3.0 million in 2012 (Equilar Compensation Survey 2014). 
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The rest of the study is structured as follows. Section 2 provides a literature review 

and presents theory development for the hypotheses we examine. Section 3 discusses the 

research method, sample, and research models. Section 4 presents the findings of the study 

and section 5 describes sensitivity and additional analysis. Section 6 provides a conclusion 

and suggestions for future research. 

2. Literature Review and Theory Development 

2.1 Executive Compensation and M&As 

The M&A literature has extensively examined changes in CEO compensation around 

M&As (Bugeja, et al 2012; Guest 2009; Coakley and Iliopoulou 2006; Grinstein and Hribar 

2004). However, minimal attention has been given to whether the CFO is rewarded in M&A 

years and whether changes in their compensation are aligned with measures of effort exerted 

in undertaking the merger. Within the prior literature on M&As, there are two competing 

views on CEO compensation: the efficient contracting perspective and the managerial power 

perspective (Bebchuk and Fried 2003; Bebchuk et.al 2002; Core et al. 1999; Haugen and 

Senbet 1981).
 
The managerial power perspective assumes that the CEO's control over the 

board of directors drives their compensation. In contrast, the efficient contracting perspective 

posits that CEO compensation is a function of the level of effort and skill that the CEO 

contributes to the M&A process.  

To date there have been conflicting findings as to which perspective is more prevalent 

(Bugeja, et al 2012; Coakley and Iliopoulou 2006; Grinstein and Hribar 2004). Using 

measures of short term accounting performance and abnormal returns around the takeover 

announcement, extant literature finds that M&A outcomes do not have significant 

explanatory power in determining changes in CEO compensation (Bugeja, et al 2012; 

Coakley and Iliopoulou 2006; Grinstein and Hribar 2004).  Prior studies suggest that this 

misalignment is driven by the CEO's influence over the board of directors (Grinstein and 

Hribar 2004; Bebchuk and Fried 2003).  

The CEO's ability to influence the setting of their own compensation around M&As 

creates a significant limitation in determining what drives changes in their pay surrounding 

M&As. The absence of research looking to overcome this limitation is concerning given the 

evidence that acquiring firm shareholders typically do not on average profit from mergers 

(Moeller et al. 2005; Grinstein and Hribar 2004; Kohers and Kohers 2001; Loughran and 

Vijh 1997). For example, prior studies suggest acquiring firms generate negative returns at 
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deal announcement and that these returns persist for years following deal completion (Kohers 

and Kohers 2001; Loughran and Vijh 1997). To discourage value-destroying M&A deals, 

firms must correctly align changes in executive compensation with factors that promote 

executives selecting value-adding deals.  

2.2 Prior Literature on CFO Compensation 

There is a growing literature examining CFO compensation (Bedard et al. 2014; 

Wang 2010; Indjejikian and Matĕka 2009; Carter, et al 2007; Gore, et al 2007). These studies 

examine the association between CFO compensation and: reporting quality, the probability of 

CFOs engaging in earnings management and CFOs acting as directors. Within this literature, 

the impact of Sarbanes-Oxley 2003 on CFO compensation has been extensively investigated 

(Wang 2010; Indjejikian and Matĕka 2009; Carter, et al 2007; Gore, et al 2007). These 

studies find conflicting results on how SOX influenced the link between CFO compensation 

and financial performance measures. Though the studies agree that SOX greatly impacted 

CFO compensation, the literature is inconsistent on how it affected the sensitivity between 

CFO compensation and financial performance measures. Carter, Lynch and Zechman (2007) 

suggest that CFO cash and total compensation became more sensitive to financial 

performance measures following the passage of SOX. In contrast, there have been multiple 

studies which illustrate the proportion of CFO compensation based on financial performance 

after the passage of SOX declined (Indjejikian and Matĕjka 2009; Gore, et al 2007).  

Similarly, prior research finds that CFOs in firms with weak internal control systems receive 

lower compensation and experience higher forced turnover rates after the passage of SOX 

(Wang 2010; Hoitash et al 2012). This study avoids the confounding effects of SOX by 

examining a sample of U.S. mergers and acquisitions during a period subsequent to its 

passage.  

The CFO's role within public firms has grown to extend beyond upholding the firms 

fiduciary duty to stakeholders. Bedard et al. (2014), report that CFOs experience a 36.3% 

increase in total compensation if they sit on the board of directors. Whilst they determine that 

the CFO having a position on the board of directors is uncommon, it can lead to improved 

financial reporting quality. However, it can also increase the entrenchment of the CFO. For 

these reasons Bedard et al. (2014) conclude that each firm must assess the cost-benefit 

analysis of placing the CFO on the board. Additionally, the CFO's role within public firms 

has grown to encompass strategic decision making. The requirements of CFOs to be involved 

in strategic decision making has led to CFOs taking a vital role in M&A proceedings. To date 
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there is no evidence in the research area analysing if/how CFOs are compensated for their 

incremental effort exerted in assisting the CEO and board of directors in managing the M&A 

process.  

2.3 The Role and Compensation of CFOs during the Bidding Phase of M&As  

Regardless of whether the acquiring firms uses external advisors, senior executives 

are likely to provide incremental effort and be given additional responsibilities in the bidding 

phase of an M&A. The CFO and external parties are responsible for consulting with the CEO 

on how to finance the purchase of the target firm's shares and procure the necessary funding. 

Prior to undertaking an M&A deal, the CFO may be expected to conduct an accretion-

dilution analysis of the impact that the M&A will have on the acquiring firm’s stock price 

(Arzac 2004)
9
. An expected negative market reaction may deter the acquiring firm from 

engaging in the M&A deal. 

In M&As, acquiring firms generally have to purchase the target firm at a price greater 

than the pre-announcement value (Simonyan 2014; Skaife and Wangerin 2012; Betton, et al 

2009; Antoniou, et al 2008). Understanding how much value can be captured in an M&A 

activity helps the acquirer set an upper limit on the bid price as there are significant economic 

consequences of incorrectly estimating the takeover premium offered (Betton, et al 2009; 

Antoniou, Arbour and Zhao 2008).
10

 The CFO is required to quantify the extent to which 

future economic benefits from the M&A are erased with each bid offer revision.
11

 The CFO's 

valuations of excepted gains from the M&A must also consider the cost of golden parachutes, 

and other anti-takeover mechanisms which the target firm may be using which can 

dramatically increase the M&A acquisition cost.  

The negotiation period can also require the negotiation of contractual arrangements 

which may improve the likelihood of the M&A being finalised. For example, termination 

fees may be incorporated into acquisition agreements to penalise target firms from exiting 

deals early (Jeon and Ligon 2011; Officer 2003; Bates and Lemmon 2003). The negotiation 

of these arrangements further increases the incremental effort of the CFO and CEO, the main 

executives tasked with handling the negotiation process. Additionally, the presence of a 

termination fee in the M&A contract may reduce the time to deal completion by limiting 

                                                 
9
 An accretion-dilution analysis is used to assess the impact of an M&A activity on the acquirer’s EPS.  

10
 For example, a low takeover premium may result in the target firm accepting a competitor’s bid, while a 

takeover premium too high may eliminate a portion of the expected economic gains from the M&A.   
11

 There is a regulatory requirement for target firms to assess bids on a pro-rata basis and that the bidding phase 

must remain open for 20 days; In a sample of 10,806 initial control bids for US public targets between 1973-

2002 it was found that the initial bid only wins the bidding process in two-thirds of M&As (Betton, et al 2009). 
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potential concerns (i.e. target firms requesting a higher premium) in the latter stages of 

negotiations.  

In M&A deals, once the deal is completed acquiring firms assume the assets and 

liabilities of the target firm. To correctly assess the risks of ownership in M&A deals, 

acquiring firms typically undertake a due diligence to reduce the information asymmetry 

which exists between the parties partaking in the deal (Ceil 2013; Skaife and Wanergin 2012; 

Wangerin 2012). For example, prior research indicates that an accurate assessment of the 

financial reporting quality of the target firm improves the M&A outcome (McNichols and 

Stubben 2012). The CFO has the relevant accounting experience to detect misstatements and 

other potential red flags in the target firm’s financial reports, hence they typically are the 

executive tasked with performing and leading the due diligence process.
12

 Alternatively, if a 

third party is hired to conduct the due diligence process on behalf of the acquiring firm the 

CFO acts as the main liaison for this process within the bidding firm. 

There is a large body of research addressing the trade-offs that firms face when 

choosing both the method of payment and the method of financing (Martynova and 

Renneboog 2009; Faccio and Masulis 2005; Martin 1996; Healy et al. 1992). When firms use 

stock based consideration they must assess whether the dilution of existing ownership 

outweighs the tax advantages of using a cash payment financed with debt (Faccio and 

Masulis 2005). In some cases acquiring firms may be unable to avoid procuring debt given 

the economic significance of M&A deals.
 13

 The CFOs knowledge of the acquiring firm’s 

financial condition is pivotal to making the decision on whether the firm is able to take on 

additional debt. Furthermore, if debt must be obtained the CFO typically leads the 

negotiations with one or more lenders resulting in a substantial increase in their workload.  

Acquiring firms must also consult either the CFO
14

 or external sources to understand the tax 

implications of each payment method since the overall acquisition cost can be significantly 

reduced if firms utilise tax deductions or structure payment methods to qualify for tax-free 

deals.
15

  

                                                 
12

 Prior studies illustrate that acquisition costs can be reduced when performing more of the M&A process in-

house (Russo and Perrini 2006) and that spending more time on due diligence increases the cost of acquisition 

but reduces the risk of the benefits not materialising (Wangerin 2012).  
13

 There are four factors likely to affect the extent to which debt is used to finance M&As; the unused debt 

capacity of the firm, the availability of liquid assets, the cost of external capital and the acquirers’ pecking-order 

preferences (Martynova and Renneboog 2009; Faccio and Masulis 2005).  
14

 CFOs provide guidance and support in developing M&A tax plans which ensure tax benefits are captured in 

the M&A process (Deloitte 2009). 
15

 IRC Section 368 - the use of all cash categorically removes the transaction from any Section 368 

consideration, and renders the transaction fully taxable. 
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Overall, an examination of the tasks involved in the bidding phase of M&As suggest 

acquiring firms are reliant on the effort and skill of the CFO. It is expected that this additional 

responsibility and workload results in an increase in CFO compensation (Alok and Gopalan 

2013; Aggarwal and Samwick 2003). Therefore we hypothesize that: 

 

Hypothesis 1: CFOs receive greater compensation during the bidding phase of M&As 

relative to CFOs in firms not involved in the bidding phase of M&As. 

 

2.4 The Role and Compensation of CFOs during the Integration Phase of M&As 

 In the integration phase of M&As, acquiring firms may assign a single executive to 

lead the integration process or rely on each senior executive to lead the integration of their 

respective business areas.
16

 Those executives may report directly to the CFO, as the expertise 

within the finance function allows the acquirer to assess the real options of asset deployment 

and disposal thereby increasing the oversight responsibilities of acquiring firms CFOs.
17

   

Acquiring firms must also undertake additional reporting requirements in the 

integration phase of M&As increasing the workload of the CFO. Statement of Financial 

Accounting Standards No. 141 “Business Combinations” for example requires acquiring 

firms to use the purchase method when consolidating the financial reports of the firms 

involved in the business combination. The application of the purchase method requires the 

estimate of the fair value of target firm recognised and unrecognised assets and liabilities and 

the calculation of goodwill. Statement of Financial Accounting Standards No. 142 “Goodwill 

and other Intangible Assets” also requires that any goodwill arising from the acquisition be 

tested annually for impairment. 

Based on the incremental effort expected of CFOs in the integration phase of M&As, 

we hypothesise that: 

 

Hypothesis 2: the compensation of CFOs in firms involved in the integration phase of M&As 

is greater relative to CFOs of firms not involved in the integration phase of M&As. 

 

                                                 
16

 The single executive may be chosen from within the business or be an external hire. For example, Time 

Warner Cable named a new mergers-and-acquisitions chief in December 2012. (Harrison 2013) 
17

 For example, in December 2013 Comcast appointed a new Head of Corporate Development and Strategy 

whom will report directly to the firms CFO (Harrison 2013).  
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2.5 CFO Compensation and M&A Deal Characteristics  

To our knowledge there is no extant literature examining if the increase in CFO 

compensation around M&As is associated with merger characteristics. However, prior 

literature illustrates the level of CEO compensation in M&A years is a function of the CEO’s 

managerial power and the effort and skill exerted in completing the acquisition (Bugeja, et al 

2012; Coakley and Iliopoulou 2006; Grinstein and Hribar 2004). Whilst CFOs are unlikely to 

hold the same level of power over the board of directors as CEOs
18

, CFOs are likely to be 

compensated for their effort and skill in the bidding and integration phases. It is also expected 

that in the absence of significant managerial power, the CFOs compensation in the year of 

acquisition is impacted by the overall outcome of the M&A.  

2.5.1 CFO Skill and Effort in the Bidding Phase of M&As 

There are three forms of payment which are used in M&As: cash-for stock 

transactions, stock transactions or a mixture of cash and stock (Faccio and Masulis 2005; 

Martin 1996). Prior literature illustrates that cash financed deals are the dominant method of 

payment used in U.S. domestic and cross-border M&A deals (Huang, et al 2014; Martin 

1996).
19

 Furthermore, Renneboog and Matrynova (2009) find that a third of all M&As 

financed with cash use external funding which is usually obtained in the form of debt 

financing.
20

 Cash financed acquisitions require greater CFO effort as the CFO is often 

required to procure and negotiate debt financing for the deal.  Furthermore, the CFO must 

determine the ability of the firm to take on additional debt given the large impact it may have 

on the firm’s solvency. 

Prior literature illustrates that CEO compensation around M&As is higher when the 

deal is larger and it takes longer for the acquisition to be completed (Grinstein and Hribar 

2004). Similarly, we expect CFO compensation to be higher when the deal takes longer to 

complete as more effort is required in assisting the CEO with negotiations, conducting due 

diligence on the target firm, and revising bid offers if required. In summary, we expect in the 

bidding phase of M&As that CFO compensation is influenced by the size of the deal, the time 

to completion, and when the acquiring firm uses cash financing to fund the acquisition.  

                                                 
18

 Only 8% of our M&A sample have CFOs acting as inside directors. 
19

 Huang, et al (2014) examine 84,048 U.S. domestic and cross-border M&As and find that 57% of domestic 

deals and 72% of cross-border M&As use cash financing. 
20

 For example, in 2013 Verizon Communications Inc. raised $60.1 billion in debt to acquire Vodafone’s 45% 

stake in Verizon Wireless, granting them full control of Verizon Wireless. Similarly, Facebook required $4 

billion in cash to acquire WhatsApp in 2014. 
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2.5.2 CFO Skill and Effort in the Integration Phase of M&As 

 Prior literature indicates that following mergers and acquisitions, acquiring firms take 

several years to finalise how to operationalise the assets attained in the M&A (Maksimovic et 

al. 2011).
21

 The decision on whether to dispose of the assets obtained through an M&A or to 

retain them depends on how the acquiring firm assesses the ‘resource complementarity’ of 

the target firms assets with their own (Maksimovic and Phillips 2001). This requires the 

acquiring firm to determine the marginal returns and opportunity costs of asset retention and 

disposal. The CFO is best suited to address these concerns as they can use valuation 

techniques to quantify the marginal returns of each real option. As a larger deal size requires 

the CFO to integrate a higher amount of target firm assets, it is expected that CFO effort is 

higher in the integration phase of larger M&As. The amount of effort required of the CFO is 

also likely to be related to whether the acquisition is within the same industry. An acquisition 

within the same industry is likely to require the CFO to exert greater effort to implement cost 

cutting programmes, achieve operating synergies, and to integrate the reporting and IT 

systems of the two firms.  

Overall, it is expected that CFO compensation in M&A years is likely to differ with 

the characteristics of each acquisition. If the M&A deal terms require more effort and skill of 

the CFO it is expected that the CFO is compensated more. Therefore, we hypothesize that: 

 

Hypothesis 3: CFO compensation in M&A years is associated with measures of skill and 

effort required to complete M&A deals and integrate firms efficiently.  

 

2.5.3 M&A Outcomes and CFO Compensation 

There is conflicting evidence in the current M&A literature on the association 

between M&A outcomes and CEO compensation (Girma et al 2006; Grinstein and Hribar 

2004; Schmidt and Fowler 1990). At present there is a lack of evidence on whether the 

compensation of CFOs is aligned with M&A outcomes. As CFOs have less power over the 

board in setting their own compensation, we expect they are more likely to be compensated in 

line with M&A outcomes. Therefore, we expect that measures of short-run accounting and 

stock performance which capture the effects of the M&A are positively related to the level of 

CFO compensation. Accordingly, we hypothesize that: 

                                                 
21

 Within three years following the M&A deal completion, the acquiring firm sells or closes 46% of the plant 

they purchase in whole-firm M&As (Maksimovic et al. 2011). 
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Hypothesis 4: The level of CFO compensation around M&As is higher when there is a 

positive M&A outcome. 

 

3 Research Design 

3.1 Measurement of Variables 

 Total CFO compensation is measured using Execucomp's TDC1 which comprises of 

salary, bonus, other annual compensation, total value of restricted stock and options granted, 

long term incentive payouts and all other compensation. To determine if a specific 

component of compensation is increased due to M&A activities we analyse each component 

(total, salary and bonus, stock and options) of executive compensation separately.
22

 We also 

use a selection of variables to control for company characteristics and performance. 

Furthermore, to examine Hypotheses 3 and 4 we include variables to capture M&A deal 

characteristics which may explain CFO compensation in M&A years. 

3.2 Experimental Design  

3.2.1 CFO compensation in the Bidding and Integration Phases of M&As 

 To examine hypotheses 1 and 2 we estimate model (1) which is based on prior 

literature (Bugeja, da Silva Rosa, Duong and Izan 2012; Coakley and Iliopoulou 2006, 

Grinstein and Hribar 2004): 

 

                                                              

                                                                       

            (1) 

The dependent variable, CFO Compensation is either total compensation, cash 

incentives (which comprises of salary and bonus) or equity incentives (which is the total of 

restricted stock and options granted to the CFO that year). The independent variables of 

interest are the five acquisition dummies. These variables are equal to 1 if they represent the 

bidding phase (years t-2, t-1), year of acquisition (t), or integration phase (t+1, t+2), 

respectively.  If CFOs receive higher compensation during M&As compared to CFOs in firm 

not engaging in M&As, then we expect positive and significant coefficients on these indicator 

                                                 
22

 For the years 2003-2005, options are valued using the Black-Scholes valuation method however, in the years 

2006-2012 options are recorded at their fair value. Changing how options are valued throughout the examined 

period is unavoidable as an amendment to FAS123 in 2006 required public U.S. firms to change to the fair value 

method of valuation when recording the total value of options granted to executives. 



13 

 

variables. The control variables include firm size (Size), and five measures of firm 

performance (ROA, Return, Sales Ratio, Margin, Margin Ratio).
23

 The control variables are 

measured in the year that corresponds with the dependent variable being examined. This is 

consistent for all models examined in the study.  

 

3.2.3 The Association between CFO Compensation and M&A Deal Characteristics  

Model (2) presented below, is used to test whether CFO compensation is affected by 

M&A deal characteristics that measure effort, skill and the overall M&A outcome 

(Hypotheses 3 and 4):  

 

                                                                         

                                                                   

                                                                    

                                 

           (2) 

This model is consistent with that used in extant literature examining the association 

between CEO compensation and M&A deal characteristics (Bugeja, et al 2012; Grinstein and 

Hribar 2004). Consistent with prior literature, the size of the firm in the year prior (measured 

by total assets) is included as it has been documented that larger firms grant greater 

incentives to executives (Bugeja, et al 2012; Grinstein and Hribar 2004). The dependent 

variable (CFO Compensation) is the sum of salary, bonus, shares and options granted to the 

CFO. We estimate the regression three times: first in the year prior to the acquisition 

announcement, second in the year of the acquisition announcement, and third in the year 

following the acquisition announcement. This allows us to examine whether M&A deal 

characteristics only affect CFO compensation during certain M&A phases. We also examine 

the individual components of CFO compensation to determine the type of compensation that 

is used to reward CFO effort in M&A years.  

The first seven variables in model (2) measure the CFOs skill and effort exerted in the 

acquisition and are based on those used in prior studies (Bugeja, da Silva Rosa, et al 2012; 

Coakley and Iliopoulou 2006; Grinstein and Hribar 2004). These measures include the 

                                                 
23

 ROA growth is used as a control variable in most executive compensation M&A studies (Bugeja, et al 2012; 

Coakley and Iliopoulou 2006; Grinstein and Hribar 2004), however given the high correlation between ROA 

growth and Margin Ratio of 96.34% we exclude ROA growth from our model. As a sensitivity test we include 

ROA growth and find no change in results. 
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natural logarithm of deal size which is measured as the dollar amount measured in millions of 

dollars (LN_DEAL SIZE), the natural logarithm of the time (measured in days) between the 

date the M&A is announced and the date it is effective (LN_COMPLETION TIME), a binary 

variable for whether the acquiring firm and target firm have different two-digit SIC codes 

(DIVERSIFY), and a binary variable if the M&A was across borders (CROSS BORDER). 

Given the differing roles the CEO and CFO are likely to play in mergers and acquisitions, 

three additional variables are included in the model to further capture the required effort and 

skill of the CFO. These variables include a binary variable for whether the acquiring firm 

structures the M&A deal using over 50% cash financing (CASH DUMMY), a binary variable 

indicating whether acquiring firms negotiate a termination fee in the M&A contract 

(TERMINATION FEE), and a binary variable indicate whether the deal is financed with over 

50% equity-financing (EQUITY DUMMY). 

The second set of variables in model (2) measure company performance following the 

completion and announcement of the M&A. These three measures include return on assets 

(ROA), the year-on-year change in share price (RETURN), and the three-day raw return 

between the day prior to the M&A announcement and the day after the announcement (CAR 

[-1,+1]). Finally, we include a binary variable for whether the CFO is a director (CFO 

Director). The CFO Director variable is used to capture if the CFO has more influence over 

the board of directors. If the CFO sits on the board, they may receive additional 

compensation for taking on added responsibilities within the firm (Bedard et al. 2014). A 

complete list of all variables with definitions is provided in Table 1. 

[INSERT TABLE 1 ABOUT HERE] 

To control for heteroskedasiticty in the regression models, robust standard errors are used 

when the Breusch-Pagan/Cook Weisberg Test has an output probability Chi-square statistic 

below 0.05. As some variables in the regression models are heavily skewed (SIZEt-1, 

RETURN, MARGIN, MARGIN RATIO, DEAL SIZE, TIME TO COMPLETION, and all the 

compensation variables) we use the natural logarithm of these variables. Given the presence 

of outliers in our control variables, we winsorise all control variables at the 99.5% and 0.05% 

percentiles. Finally, we use industry dummies (  ) and year dummies (  ) in all regression 

models to control for industry and year fixed effects. 

3.3 Sample and Data 

 The evidence in this study is based on a sample of 1,345 U.S. M&As completed 

during the period 2003-2012. Data on mergers and acquisitions are sourced from the SDC 
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database. Company financials and executive compensation data are obtained from Compustat 

and ExecuComp respectively. As shown in Table 2, the starting sample of M&As is 13,735 

deals. To examine Hypotheses 1 and 2 we require information on the compensation of the 

CFO in the years prior to, of, and following an M&A announcement. Execucomp only 

provides a CFO indicator for years 2006-onwards. We therefore manually collect the CFO 

information for years prior to 2006. This presents a potential limitation with the study as for 

the years 2003-2005 we can only include in our sample firms which had one of their top-5 

executives with the annual title of ‘Chief Financial Officer’. In order to meet these data 

requirements, we exclude 11,726 M&A observations from the sample.  

As described above, our model of executive compensation controls for firm 

performance and size. Missing data for these control variables further reduces the sample by 

664 M&As resulting in a final M&A sample of 1,345.  

To address Hypotheses 3 and 4 of the paper, we place an additional restriction on the 

M&A sample requiring M&A observations to have complete deal characteristics in the SDC 

database. This added restriction further reduced the number of M&A observations as the deal 

size was not reported in 496 M&A deals. This resulted in a final sample of 849 M&As with 

complete deal characteristics to examine Hypotheses 3 and 4. A complete breakdown of the 

sample selection process is displayed in Panel A of Table 2.  

[INSERT TABLE 2 ABOUT HERE] 

 In Table 2 Panel B, the treatment sample is divided into industry groups using 2-digit 

SIC codes of the acquiring firms. The majority of M&As (41.5%) are undertaken by 

manufacturing firms, with transportation, utilities, finance, insurance, real estate and service 

firms also contributing heavily to the sample. Construction firms engage in the lowest 

number of M&As, with only 8 during the examined period, representing 0.6% of the sample. 

To control for industry effects we include industry dummies when estimating all of our 

regression models. 

There are three reasons for only examining M&As during the period 2003-2012. First, prior 

literature on CFO compensation illustrates that CFOs in firms with weak internal accounting 

control systems experience lower compensation following the passage of SOX in 2003 

(Wang 2010). Also, Statement of Financial Accounting Standards (SFAS) 141 & 142 which 

provide accounting rules for business combinations were amended in 2001. Changes to SFAS 

141 forced acquiring firms to use the purchase method when accounting for business 

combinations, removing the choice for firms to use the pooling method. Similarly, 
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amendments to SFAS 142 required acquiring firms to test for impairment of goodwill arising 

from acquisitions. These regulatory changes impacted upon how acquiring firms structure 

M&A deals. Therefore, we examine a period subsequent to when these accounting and 

regulatory changes were enacted. Third, the sample period ends in 2012 because we require 

data on compensation for the year following completion of the deal.  

3.4 Descriptive Statistics 

[INSERT TABLE 3 ABOUT HERE] 

3.4.1 M&A Firms 

 Table 3 presents the means, medians and standard deviations of all compensation and 

company financial variables for the years prior to acquisition (t-1, t-2), the year of acquisition 

(t), and the years following deal completion (t+1, t+2). The mean of total assets in the year t-

2 is $11.5 billion and increases to $13.2 billion in the year following an acquisition (t+1). The 

significant increase in firm size is expected given acquiring firms consolidate target firm’s 

assets following deal completion. The mean return on assets is 12.9% in the year t-2 and 

moves up and down slightly before arriving back at 12.9% in year t+2 following the 

acquisition. The movement in return on assets during the bidding and integration phases of 

the acquisition may be due to changes in the acquirer's asset base in expectation of the 

acquisition and subsequently when consolidating the acquired firm. The mean total 

compensation of the CFO is roughly $1.4 million in the two years prior to an acquisition, but 

then increases over the next three years to $1.6 million. In each of the years salary and 

options constitute the largest percentage of total compensation (on average 27% and 40% of 

total compensation respectively). The increase in mean compensation from the acquisition 

year to the year following deal completion suggests that the CFO is compensated for the 

incremental effort during the integration phase of M&As.  

 

[INSERT TABLE 4 ABOUT HERE] 

Table 4 displays a correlation matrix for the variables included in the analyses of 

Hypotheses 1-4. There are no multicollinearity concerns between the variables used in our 

models, which is confirmed with VIF factor diagnostic tests during testing.
24

  

3.4.2 M&A Deal Characteristics 

[INSERT TABLE 5 ABOUT HERE] 

                                                 
24

 As discussed in previously, we exclude ROA ratio from our models due to strong collinearity with Margin 

Ratio (0.9634 not tabulated). 
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Table 5 presents descriptive statistics for the M&A deal characteristics for the 849 M&As 

examined to test Hypotheses 3 and 4. The mean deal size is approximately $491 million with 

a median of $90 million. Given that deal size is highly skewed, we take the natural logarithm 

of the variable when running our regression models. It takes an average of 81 days from the 

announcement of the deal for the deal to be completed. Similar to deal size, the time to 

completion (Time to Completion) variable is highly skewed and therefore we take the natural 

logarithm. The average time to completion is much shorter than the time between deal 

announcement and the deal effective date seen in similar studies conducted (Bugeja, da Silva 

Rosa, Duong and Izan 2012; Coakley and Iliopoulou 2006; Grinstein and Hribar 2004).
25

 

This could indicate that during the examined sample period, U.S. firms are more likely to 

implement contractual arrangements in M&A deal contracts (approximately 16% of the 

M&As examined had termination fees incorporated in the deal contract) to ensure deals are 

completed efficiently. Acquiring firms generally acquire firms with the same 2-digit SIC 

code, with only 36% of the sample engaging in diversifying acquisitions. Acquiring firms 

also use more cash to finance acquisitions opposed to equity with 55.9% of deals consisting 

of over 50% cash financing, whereas only 9.4% use over 50% equity financing. Additionally, 

47% of the examined M&As use 100% cash to finance the acquisition. Acquiring firms 

structuring their M&A payments to incorporate a large proportion of cash is consistent with 

prior studies (Brown and Ryngaert 1991; Amihud et al. 1990). Also congruent with prior 

literature, only 8% of the treatment sample firms had CFOs that sat on the board of directors. 

Furthermore, the 3-day CAR surrounding the date of announcement is positive, but the 

change in share price is very small. In fact, share price only changes on average 0.8% 

between the day prior to an M&A announcement and the day following the announcement.  

4 Results 

4.1 CFO Compensation during M&As 

[INSERT TABLE 6 ABOUT HERE] 

 Table 6 presents results on whether the compensation of the CFO is higher in M&A 

firms during the years surrounding an acquisition. Columns (1), (2) and (3) report results 

using total compensation, cash compensation , and then equity compensation, respectively. 

Looking at column (1), the adjusted R-squared is 54.78% and the F-statistic is 233.08 and 

                                                 
25

 Grinstein and Hribar (2004) in a study of U.S. mergers and acquisitions found that it takes an average of 155 

days from deal announcement for the M&A to be completed. A potential cause for the mean time to completion 

being significantly longer than that found in our study (81 days) is that they only examine deals in excess of $1 

billion and have a mean deal size of $4 billion (larger deals take longer to complete) 
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significant at the 1% level. Of all the acquisition dummies, only the year of acquisition 

(ACQUISITION DUMMY (t)) is significant and positive (β=0.040, p<0.05)). This result 

indicates that the level of total compensation given to CFOs during the year of acquisition is 

significantly higher relative to all other CFOs. Columns (2) and (3) estimate model (1) when 

the dependent variable is changed to cash compensation and equity incentives respectively. In 

Column (2) ACQUISITION DUMMY(t+2) is negative and significant (β=-0.157, p<0.05) 

indicating that CFOs get less cash compensation in the second year following an acquisition. 

In Column (3) ACQUISITION DUMMY (t-2), (t), and (t+1) are positive (β=0.244, 0.246, and 

0.247, respectively) and significant at the five percent level. These results suggest that CFOs 

receive more of their compensation in the form of equity incentives during the bidding phase 

(t-2) and initial integration phase (t+1) of M&As, and that the higher total compensation  

received during the year of acquisition (t) comes in the form of equity incentives. Intuitively 

these results make sense as awarding equity to CFOs provides them with an incentive to 

integrate the M&A efficiently and maximise firm value. That the level of total compensation 

is only higher during the year of acquisition (t) suggests that this year and the integration 

phase to follow is the most taxing in terms of CFO effort and workload.   

 Of the control variables LN_SIZE(t-1), ROA, and SALES RATIO all have positive and 

significant coefficients across all three columns, which indicates that CFO compensation is 

associated with firm performance measures consistent with prior literature. MARGIN has a 

positive and significant coefficient for cash and equity compensation (columns (2) and (3)) 

which differs from the results in prior studies (Bugeja, et al 2012; Grinstein and Hribar 2004). 

MARGIN RATIO is positive and significant for total and cash compensation (columns (1) and 

(2)), as is RETURN apart from column (3) where it is negative and significant.  This indicates 

that firms reward positive share price performance through higher total and cash 

compensation (salary and bonus) but not equity grants.  

Overall, the results shown in Table 6 indicate that the compensation mix of CFOs engaged in 

M&As changes to include more equity compensation and that they are awarded additional 

compensation in the year of acquisition, with this increase also being in the form of equity-

based compensation. Based on these results we find support for hypothesis 2 but not 

hypothesis 1. 

4.5 CFO Compensation and M&A Deal Characteristics 

 Table 7 presents the results for the OLS regression examining Hypotheses 3 and 4. 

The results identify which M&A deal characteristics influence CFO compensation in the year 
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prior to acquisition (Column 2), the year of acquisition (Column 3) and the year following an 

acquisition (Column 4). Industry and year dummies are included to control for fixed effects. 

[INSERT TABLE 7 ABOUT HERE] 

 The models have an adjusted R-squared ranging from 39.40% to 43.21% and an F-

statistic of between 9.11 and 10.49 indicating the model is significant at the 1% level. The 

predicted signs on the independent variables are reported in column 1. We do not offer 

predicted signs for variables where prior literature does not indicate directionality.  The 

results on the independent variables are largely consistent across columns (2) through (4). We 

find that deal size (LN_DEAL SIZE), completion time (LN_COMPLETION TIME), the 

diversification dummy (DIVERSIFY) and the CFO Director binary variable (CFO 

DIRECTOR) are all statistically significant at the 1% level. As predicted the natural logarithm 

of deal size (LN_DEAL SIZE) has a positive coefficient. In bigger M&A deals, the CFO 

needs to procure larger amounts of funding, negotiations are likely to take longer given the 

economic significance of the deal and there is likely to be greater workload associated with 

post-acquisition financial reporting and integration. Therefore, the positive coefficient on deal 

size is understandable. Interestingly, completion time has a statistically significant negative 

coefficient, contra to expectations. It was assumed the greater the time to completion, the 

longer negotiations lasted and therefore the more effort required of the CFO. The negative 

coefficient on the TIME TO COMPLETION variable could suggest that U.S public firms 

incentivise the CFO to ensure deals are closed swiftly. Prior literature supports this reasoning 

as it has been found that there is a positive relationship between expected deal duration and 

target premiums (Rausch 2008), suggesting target firms are paid a higher premium the longer 

negotiations continue. Finally, the CFO is rewarded more when the target company operates 

in a different industry as shown by the positive coefficient on the DIVERSIFY variable.
26

 This 

is a surprising finding given that Grinstein and Hribar (2004) found only limited evidence to 

suggest CEOs of firms that acquire from outside their industry are rewarded differently than 

CEOs of firms who acquire within the same industry. This could suggest that the bidding and 

integration phase workload may be higher in diversifying acquisitions possibly due to the 

CFOs lack of familiarity with the industry of the target firm. 

 There are two possible reasons the CFO Director binary variable (CFO DIRECTOR) 

is positive and statistically significant. First, prior literature documents CFOs that act as 

inside directors earn higher compensation relative to CFOs that do not hold this position 

                                                 
26

 Different industries are outlined by different 2-digit SIC codes between the acquiring firm and the target firm. 
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(Bedard et al. 2014). Second, it could be that CFOs that act as inside directors may have 

additional roles in M&A proceedings relative to CFOs of M&A firms that are not inside 

directors. These two suggestions are not mutually exclusive and could both be contributing 

factors to the result found on the CFO DIRECTOR variable. Interestingly, the results are 

inconsistent with method of payment, target firm domicile or the presence of a termination 

fee being associated with CFO compensation. 

The results in Table 7 (column 3) show no significant association between the return around 

the takeover announcement and CFO compensation in the year of the acquisition. This 

finding is inconsistent with an alignment of compensation with M&A outcomes. The size and 

ROA control variables are both positively associated with CFO compensation as expected. In 

contrast there is no significant association between yearly share returns and CFO pay. 

5 Additional Testing and Sensitivity Analysis 

5.1 Self-selection of CFOs to acquiring firms 

 As acquiring firms are not chosen at random from the population there is possible 

sample selection bias. To address this concern we use the Heckman (1979) two-step 

procedure. We first estimate a probit regression using all firms in the Compustat database to 

determine the likelihood of each firm engaging in an M&A. Consistent with prior literature 

we use the pre-merger market-to-book ratio, cash-to-assets, debt to assets, ROA, the natural 

logarithm of revenue and an indicator variable for whether the firm made an acquisition in 

the prior year (Bugeja, et al 2012; Grinstein and Hribar 2004). Year and industry dummies 

are also included. The results (not tabulated) indicate that the natural logarithm of revenue, 

cash to assets and the dummy variable for whether the company made an acquisition in the 

prior year are all positive and statistically significant at the 1% level.
27

 The coefficient on the 

debt-to-assets ratio is negative and significant.  

We use the estimates from the probit regression to create the inverse-mills-ratio which is then 

added to regression model (2) to correct for any sample selection bias when examining 

Hypotheses 2 and 3. The regressions result after including the inverse mills ratio (not 

reported) are consistent with the results shown in Table 7. 

5.2 Tobit Regression on Bonus, Shares and Options Compensation 

                                                 
27

 The results of the probit regression are very similar to Grinstein and Hribar (2004) whom found all variables 

except ROA significant at the 5% level.  
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 It is possible that stock and options granted can have a zero value. As OLS regression 

may be mis-specified in the presence of a large amount of zero observations, for these 

compensation types we repeat our analysis using Tobit regression. The findings (not 

tabulated) from these alternative regression models are consistent with those presented. 

5.3 CFO changes during the M&A period 

 Incoming executives receive higher compensation due to sign on bonuses and initial 

equity grants which may confound our results. Therefore, as a sensitivity test we estimate 

model (1) after removing firms in which the CFO changed during the five years surrounding 

the M&A period. Doing so reduced the sample size by 483 M&A firms and 2,415 firm-year 

observations respectively. Using this subsample does not alter the sign or significance of our 

results in Table 6 apart from Equity incentives which are no longer significant in period (t+1). 

Also of note is that the coefficient on equity incentives in the year of acquisition (t) is 1.5 

times higher than that reported in Table 6 (β=0.371, p<0.01). 

5.4 Limitations of the study 

 The main limitation of the study is data availability. The Execucomp database only 

provides an annual CFO indicator for years after 2006. Prior to 2006, therefore we manually 

collected CFO information. If the firm did not provide annual titles for executives, we did not 

include the firm in our sample as we could not distinguish which executive was the 

CFO/CEO. Furthermore, ExecuComp only provides data on S&P 500, S&P 400 mid-cap and 

S&P 600 small-cap firms, (Cadman, et al 2010) and therefore does not capture all publicly 

listed firms in the U.S.
28

  

6 Conclusions 

This study examines whether CFOs in firms completing M&As receive higher 

compensation relative to CFOs in non-M&A firms. Additionally, we assess whether the 

compensation of the CFO in the year prior, the year of, and the year following an acquisition 

is higher relative to the other examined senior executives in M&A firms. The findings 

indicate that CFOs of M&A firms receive higher compensation in the year of acquisition and 

receive more of their compensation in the form of equity during the year of and immediately 

following acquisition, relative to all other CFOs. These findings are consistent with acquiring 

                                                 
28

 The firms in the ExecuComp database only represent 25% of the firms included in Compustat (Cadman, et al 

2010). 
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firms aligning the value of CFO compensation with the long-term success of the post-merger 

organisation. 

 The study also examines whether measures of effort and skill in M&A proceedings, 

and the overall M&A outcome, impact the compensation of the CFO in the bidding and 

integration phases of M&As. We find that CFOs receive higher compensation when: M&A 

deals are larger, the time to completion is shorter, and if the target firm operates in a different 

industry. Additionally, the M&A outcome measured by the return around the merger 

announcement, is not associated with the compensation of the CFO in M&A years. 

Interestingly, measures which are intended to capture the effort and skill required of the CFO 

in completing the acquisition are not significant in explaining their compensation around 

M&As.  

The findings in this paper contribute to both the M&A literature and the CFO 

compensation literature and provide several avenues for future research. First, we examine 

the compensation of CFOs in completed M&As. To provide further evidence on CFO 

compensation surrounding M&As, future research could provide a comparison between the 

change in CFO compensation between non-M&A years and years when a firm attempts an 

unsuccessful M&A. Second, a possible research avenue is to investigate if the motive behind 

an M&A influences the level of CFO compensation in M&A years. For example, the motive 

for undertaking an M&A (Martynova and Reeneboog 2009) may affect the required 

incremental effort of the CFO in the bidding and integration phases of M&As. Finally, future 

research can study in greater detail whether CFOs that hold positions on the board of 

directors play a greater role in M&A proceedings relative to CFOs in M&A firms that do not 

hold this additional decision-making responsibility. It would also be interesting to examine 

whether the appointment of CFOs to the board of directors is strategically timed around 

M&As. 
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Table 1: Definition of Variables  
Variable Definition Sources of Data 

Compensation for Non-CEO Executives in Acquiring Firms 

Salary  Salary issued to the executive in the year Execucomp 

Bonus Bonus paid to the non-CEO executive Execucomp 

Shares Total value of shares granted to the non-CEO executive as part of their remuneration package Execucomp 

Options (Pre-2006) Total stock options value granted to the non-CEO executive measured using Black-Scholes Execucomp 

Options (Post-2006) Total stock options value granted to the non-CEO executive measured at fair value Execucomp 

Equity Incentives The sum of options and shares granted to each senior executive Execucomp 

Total Compensation Total compensation for the individual year, comprised of the following: Salary, Bonus, Other Annual, 

Total Value of Restricted Stock Granted, Total Value of Stock Options Granted (using Black-Scholes), 

Long-Term Incentive Payouts, and All Other Total (Execucomp TDC1).  

Execucomp 

Execucomp 

Firm Performance and Characteristics   

Size (t) Book value of total assets in the year the compensation is paid Compustat 

Size (t-1) Book value of total assets in the year prior to compensation being paid Compustat 

ROA Earnings before tax divided by total assets Compustat 

ROA Ratio ROA in the current year divided by ROA in the previous year Compustat 

Margin Earnings before tax divided by sales Compustat 

Margin Ratio Margin in the current year divided by the margin in the previous year Compustat 

Sales Ratio Sales in the current year divided by sales in the previous year Compustat 

Return The yearly raw return of the firm’s shares Compustat 

Deal Characteristics   

Deal Size The dollar value of the deal (expressed in $ millions) SDC 

Completion Time The number of days between deal announcement and the date the deal is effective SDC 

Diversify A dummy variable that equals 1 if the 2-digit SIC codes of the acquirer and target firm are different SDC 

Cross Border A dummy variable that equals 1 if the acquiring firm acquired a target outside of the U.S. SDC 

Cash Dummy (50%) A dummy variable that equals 1 if the acquiring firm financed the M&A with over 50% cash SDC 

Equity Dummy (50%) A dummy variable that equals 1 if the acquiring firm financed the M&A with over 50% equity SDC 

Termination Fee A dummy variable that equals 1 if the acquiring firm negotiated a termination fee in the deal contract SDC 

CAR [-1,+1] 

 

The three-day raw return between the day prior to the announcement and the day after announcement SDC 

Governance Characteristics   

CFO Director A dummy variable that equals 1 if the CFO of the acquiring firm is also an a director on the board Execucomp 
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Table 2: Sample Construction 

Panel A: Sample Selection  

Total M&As completed between 2003-2012 

Deletions: 

13,735 

                  (No Four Years of Consecutive CFO Compensation Data in ExecuComp) (11,726) 

                  (No Four Years of Consecutive Company Financials in Compustat) 

Final Sample for Hypotheses 1-2 

(664) 

1,345 

 

Further Deletions: 

                 (No Deal Size Included for the M&A in SDC Database) 

 

 

(496) 

Final Sample for Hypotheses 3-4 849 

Panel B: Industry Breakdown 

2-Digit SIC Code Number of Observations Percentage of Treatment Sample 

Mining (10-14) 93 6.9% 

Construction (15-17) 8 0.6% 

Manufacturing (20-39) 558 41.5% 

Transportation and Public Utilities (40-49) 146 10.9% 

Wholesale Trade (50-51) 23 1.7% 

Retail Trade (52-59) 78 5.8% 

Finance, Insurance, Real Estate (60-67) 241 17.9% 

Services (70-89) 198 14.7% 
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Table 3: Descriptive Statistics  - U.S. Public Companies Engaging in M&As 

 Pre-Acquisition Year (t-2) 

(1) 

Pre-Acquisition Year (t-1) 

(2) 
Acquisition Year (t) 

(3) 

Post-Acquisition Year (t+1) 

(4) 

Post-Acquisition Year (t+2) 

(5) 

 Mean Median St. Dev Mean Median St. Dev Mean Median St. Dev Mean Median St.Dev Mean Median St Dev 

TOTAL ASSETS ($ millions) 11,519.5

2 

2,179.56

3 

32,301.52

0 

11,701.67

0 

2,361.35

3 

33,588.36

0 

12,451.67

0 

2,626.72

5 

35,544.98

0 

13,212,75

0 

2,923.89

8 

36,686.1

5 

13,256.7

5 

3,222.45

0 
34,733.16

0 

LN_TOTALASSETS 7.844 7.687 1.642 7.886 7.767 1.630 8.001 7.873 1.607 8.093 7.981 1.605 8.155 8.078 1.576 

ROA 0.129 0.123 0.074 0.132 0.128 0.074 0.128 0.124 0.072 0.128 0.124 0.071 0.129 0.126 0.070 

RETURN (%) 0.089 0.057 0.401 0.105 0.072 0.378 0.081 0.061 0.373 0.088 0.077 0.371 0.084 0.050 0.363 

SALESRATIO 1.088 1.084 0.162 1.091 1.086 0.165 1.101 1.094 0.153 1.104 1.091 0.157 1.075 1.065 0.147 

MARGIN 0.185 0.159 0.118 0.190 0.162 0.119 0.189 0.165 0.118 0.189 0.166 0.189 0.191 0.170 0.117 

MARGINRATIO 1.000 1.007 0.317 1.017 1.017 0.303 0.992 1.004 0.292 0.996 1.012 0.298 0.996 1.006 0.294 

TOTAL COMPENSATION 

(‘000s) 

1,470.34

4 

1,040.36

3 

1,340.636 1,470.383 1,066.35

6 

1,303.030 1,545.955 1,122.25

4 

1,442.192 1,599.321 1,151.28

7 

1,434.25

6 

1,605.21

9 

1,127.84

2 
1,592.526 

SALARY (‘000s) 387.454 360.000 151.944 398.829 368.658 163.095 418.929 388.565 169.348 434.878 400.000 170.085 443.887 411.769 170.067 

BONUS (‘000s) 181.797 53.515 294.506 163.758 9.208 280.531 167.579 0 507.475 132.701 0 294.528 120.712 0 445.849 

SHARES (‘000s) 300.884 32.854 568.656 298.623 39.593 552.597 332.693 112.213 575.221 375.772 156.750 614.408 423.550 181.602 865.582 

OPTIONS (‘000s) 600.209 278.277 938.634 609.173 301.260 908.269 626.755 316.700 966.639 655.970 321.749 1,044.85

5 

617.069 300.400 964.678 

N 1,202   1,345   1,345   1,345   1,130   

This table presents descriptive statistics for the treatment sample consisting of U.S. firms that engaged in an M&A during the period 2003-2012. The treatment sample includes 1,345 U.S. M&A deals. Information 

is presented on the financial performance and position of the treatment firms along with the compensation of the top-4 non-CEO senior executives. Column 1 presents the descriptive statistics for two years prior to 

an acquisition. Columns 2, 3, 4 and 5 present the same information for the year prior to an acquisition, the acquisition year, the year following deal completion and two years following deal completion respectively. 

Total assets is the book value of total assets in the current year. ROA is earnings before tax divided by the book value of total assets. ROA Ratio is the current years ROA divided by the prior year’s. Return is the 

one-year stock return for the treatment firms. Sales Ratio is the current year’s sales divided by the prior years. Margin is earnings before tax divided by sales. Margin Ratio is current margin divided by the margin 

in the previous year. Total Compensation comprises Salary, Bonus, Other Annual, Total Value of Restricted Stock Granted, Total Value of Stock Options Granted (using Black-Scholes), Long-Term Incentive 

Payouts, and All Other Total awarded to the CFO in the current year. Shares and Options are the dollar value of stock and options granted to the CFO during the current year. 
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Table 4: Correlation Matrix 

Correlation Matrix 

 TOTAL 

COMP 

SALARY BONUS SHARES OPTIONS TOTAL 

ASSETS 

TOTALASSETS 

(t-1) 

ROA RETURN SALES 

RATIO 

MARGIN MARGIN 

RATIO 

TOTAL COMP 1            

SALARY 0.4695 1           

BONUS 0.4669 0.2056 1          

SHARES 0.6536 0.2194 0.1473 1         

OPTIONS 0.7876 0.3286 0.1837 0.1362 1        

TOTAL ASSETS 0.2806 0.2621 0.2973 0.1118 0.1921 1       

TOTAL ASSETS 

(t-1) 

0.4418 0.5637 0.2577 0.2187 0.3301 0.4015 1      

ROA 0.0445 0.0180 -0.0343 0.0474 0.0428 -0.1148 -0.1816 1     

RETURN 0.0026 0.0014 0.0309 -0.008 -0.0078 -0.0187 -0.0281 0.0689 1    

SALESRATIO 0.0465 -0.0892 0.0544 0.0310 0.0396 -0.0220 -0.0917 0.2433 0.0919 1   

MARGIN 0.1607 0.0757 0.0972 0.1031 0.1192 0.1274 0.2467 0.2881 0.0346 0.1601 1  

MARGINRATIO 0.0291 0.0360 0.0247 0.0168 0.0169 -0.0056 0.0091 0.2571 0.1718 0.1360 0.2228 1 

Total Compensation comprises Salary, Bonus, Other Annual, Total Value of Restricted Stock Granted, Total Value of Stock Options Granted (using Black-Scholes), Long-Term Incentive Payouts, and All Other 

Total awarded to the CFO in the current year. Salary and Bonus are the dollar values of salary and bonus awarded to the CFO during the current year. Shares and Options are the dollar value of stock and options 

granted to the CFO during the current year. Total Assets is the book value of total assets in the current year. Total Assets (t-1) is the book value of total assets in the prior year. ROA is earnings before tax divided by 

the book value of total assets. Return is the one-year stock returns for each treatment and control firm. Sales Ratio is the current year’s sales divided by the prior years. Margin is earnings before tax divided by 

sales. Margin Ratio is current margin divided by the margin in the previous year. 
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Table 5: Deal Characteristics 

 Mean Median St. Dev 

Deal Size ($ millions) 490.825 90 1748.88 

Completion Time (number of days) 81.371 38 143.050 

Diversify 0.359 0 0.480 

Cross Border 0.229 0 0.420 

Cash Dummy (>50%) 0.559 1 0.497 

Termination Fee 0.159 0 0.366 

Equity Dummy (>50%) 0.094 0 0.292 

CAR[-1,1]  0.008 0.005 0.040 

ROA 0.124 0.118 0.088 

Return 0.068 0.051 0.358 

CFO Director 0.085 0 0.279 

This table presents information on deal characteristics for the treatment sample of 849 U.S. M&As during the period 2003-2012. Deal Size is the dollar value (measured in $ millions) of the 

deal. Completion Time is the number of days between deal announcement and the date the M&A deal is effective. Diversify is a binary variable that takes the value of one if the target firm has 

a different 2-digit SIC code than the acquiring firm, and zero otherwise. Cross Border is a dummy variable that equals one if the acquiring firm acquired a target firm that operated outside of 

the U.S; Cash Dummy is a dummy variable that equals one if the acquiring firm financed the M&A deal with over 50% cash financing; Equity Dummy (>50%) is a dummy variable that equals 

one if the acquiring firm used stock to finance over 50% of the M&A deal; Termination Fee is a dummy variable that equals one if the acquiring firm negotiated a termination fee in the deal 

contract. CAR[-1,+1] is the three-day raw return between the day prior to the announcement and the day after announcement. ROA is earnings before interest divided by the book value of total 

assets in the current year; Return is the one-year stock returns for each treatment and control firm; CFO Director is a dummy variable that equals one if the CFO of the acquiring firm is also a 

director on the board.  
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Table 6: Regression Results for Hypotheses 1 and 2 – CFO Compensation during M&As 

CFO Compensationit = α + β1-5 Acquisition Dummyit + β6 Sizeit + β6 ROAit + β6 Marginit + β6 Sales Ratioit +  

β6 Margin Ratioit + β6 Returnit + υi + ωi + εit  

  Total Compensation 

(1) 

Cash Incentives 

(2) 

Equity Incentives 

(3) 

Acquisition Dummy (t-2) 0.019 

(1.04) 

0.074 

(1.03) 
0.244 

(1.98)** 

Acquisition Dummy (t-1) 0.010 

(0.56) 

0.002 

(0.03) 

0.143 

(1.18) 

Acquisition Dummy (t) 0.040 

(2.20)** 

0.027 

(0.39) 
0.246 

(2.03)** 

Acquisition Dummy (t+1) 0.021 

(1.17) 

-0.078 

(-1.10) 
0.247 

(2.03)** 

Acquisition Dummy (t+2) -0.014 

(-0.75) 
-0.157 

(-2.11)** 

0.103 

(0.81) 

Size (t-1) 0.419 

(119.90)*** 

0.396 

(29.15)*** 

1.203 

(51.72)*** 

ROA 1.288 

(15.09)*** 

0.705 

(2.13)** 

3.852 

(6.78)*** 

MARGIN 0.020 

(0.35) 

0.553 

(2.48)** 

0.712 

(1.87)* 

SALES RATIO 0.448 

(14.32)*** 

0.690 

(5.67)*** 

0.805 

(3.87)*** 

MARGIN RATIO 0.032 

(2.25)** 

0.144 

(2.60)*** 

-0.116 

(-1.22) 

RETURN 0.087 

(7.14)*** 

0.404 

(8.57)*** 

 

-0.137 

(-1.70)* 

N 16,902 16,092 16,092 

Adjusted    0.5478 0.3525 0.2099 

F-Stat 233.08 105.29 51.89 

Year Dummies Y Y Y 

Industry Dummies Y Y Y 

* is significant at 10%, ** is significant at 5%, and *** is significant at 1%. The table examines whether CFO compensation is 

higher in M&A firms relative to CFOs in all other firms in the Compustat database. Acquisition Dummy (t-2) is an indicator 

variable which equals 1 if the firm acquires a target firm in two years’ time. Acquisition Dummy (t-1) is an indicator variable 

which equals 1 if the firm acquires a target firm in the following year. Acquisition Dummy (t) is an indicator variable which equals 

1 if the firm acquired a target firm in the current year. Acquisition Dummy (t+1) is an indicator variable which equals 1 if the firm 

acquired a target firm in the prior year. Acquisition Dummy (t+2) is an indicator variable which equals 1 if the firm acquired a 

target firm two years ago. LN_SIZE(t-1) is natural logarithm of the book value of total assets in the prior year. ROA is earnings 

before tax divided by the book value of total assets. Sales Ratio is the current year’s sales divided by the prior years. Margin is 

earnings before tax divided by sales. Margin Ratio is current margin divided by the margin in the previous year. Return is the one-

year stock returns for each treatment and control firm. In Column 1, the dependent variable is Total Compensation which is 

comprised of the following: Salary, Bonus, Other Annual, Total Value of Restricted Stock Granted, Total Value of Stock Options 

Granted (using Black-Scholes), Long-Term Incentive Payouts, and All Other Total. The regression includes year-specific and 

firm-specific fixed effects. Column 2 the dependent variable is total cash incentives which is the sum of the CFOs salary and 

bonus. Column 3 the dependent variable is CFOs total equity incentives. Equity incentives are the sum of options and shares 

granted to each executive. 
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Table 7: Regression Results for Hypotheses 3 and 4 – CFO Compensation and M&A Deal 

Characteristics 

                    
                                                                       
                                                                                   

                                                    

  Predicted Signs 

(1) 

Pre-Acquisition 

(2) 

Acquisition 

(3) 

Post-Acquisition 

(4) 

LN_DEAL SIZE (+) 0.042 

(2.98)*** 

0.073 

(5.21)*** 

0.050 

(3.32)*** 

LN_COMPLETION TIME (+) -0.230 

(-1.89)*** 

-0.046 

(-3.82)*** 

-0.023 

(-1.78)* 

DIVERSIFY ? 0.150 

(3.52)*** 

0.093 

(2.15)** 

0.117 

(2.59)** 

CROSS BORDER ? -0.067 

(-1.36) 

-0.047 

(-0.94) 

-0.032 

(-0.61) 

CASH DUMMY (>50%) (+) 0.059 

(1.32) 

0.042 

(0.94) 

0.043 

(0.89) 

TERMINATION FEE ? -0.103 

(-1.61) 

-0.091 

(-1.41) 

-0.104 

(-1.54) 

EQUITY DUMMY (>50%) (+) -0.060 

(-0.72) 

0.070 

(0.83) 

0.140 

(1.59) 

CAR [-1,+1]  - -0.652 

(-1.28) 

- 

SIZE(t-1) (+) 0.287 

(18.59)*** 

0.276 

(17.48)*** 

0.283 

(16.57)*** 

ROA (+) 1.219 

(5.27)*** 

1.336 

(5.48)*** 

1.408 

(5.54)*** 

RETURN (+) 0.012 

(0.34) 

0.055 

(0.86) 

0.016 

(0.38) 

CFO DIRECTOR (+) 0.196 

(2.66)*** 

 

0.165 

(2.25)** 

0.105 

(1.37) 

N  849 849 849 

Adjusted     0.4321 0.4194 0.3940 

F-Stat  10.49 10.01 9.11 

Year Dummies  Y Y Y 

Industry Dummies  Y Y Y 

* is significant at 10%, ** is significant at 5%, and *** is significant at 1%. The table presents the association between the level of 

CFO compensation and M&A deal characteristics around M&As using a sample of 849 U.S. M&As during the period 2003-2012. 

Column 1 presents the predicted signs of the coefficients on the variables. Column 2 shows the association between CFO 

compensation and M&A deal characteristics in the year prior to an acquisition. Column 3 shows the association between CFO 

compensation and M&A deal characteristics in the year of an acquisition. Column 4 shows the association between CFO 

compensation and M&A deal characteristics in the year following an acquisition. All variables are defined in Table 1. 

 

 

 

 

 

 

 

 

 

 

 


