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Abstract

After Say on Pay regulations, increasing amounts of companies have begun to
voluntarily provide “Realized Pay” information in the executive compensation disclosures.
Prior literature has argued that companies have incentives to report a lower level of
“Realized Pay” to facilitate their explanation on the pay versus performance relation.
Because the value of stock option exercise is an essential component of executive’s
realized pay, this study investigates whether top management reduces their stock option
exercises during the years in which the companies report realized pay in their
compensation disclosures. We find that compared with executives in firms that have not
disclosed realized pays, executives in firms that have disclosed realized pays are more
likely to reduce stock option exercises. The results suggest that managers manipulate the
reported realized pay by decreasing the stock option exercises. Besides, this paper finds
that when compensation consultant of the company is not independent, the positive relation
between realized pay disclosure and the likelihood of reducing stock option exercises is
stronger. The results suggest that dependent compensation consultants might facilitate this

opportunistic disclosure practices.
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25 PEMACIRFPLTE 2WBEAELELS

Firms which disclosed

Industry category Realized Pay Whole sample
Percentage Percentage
Agriculture, Forestry, Fishing 0.00 0.24
Mining 7.25 4.61
Construction 1.81 1.82
Manufacturing 39.49 41.54
Transportation & Public Utilities 19.57 11.45
Wholesale Trade 3.26 3.57
Retail Trade 1.09 7.38
Finance, Insurance, Real Estate 13.41 15.38
Services 12.32 13.80
Public Administration 1.81 0.23
100% 100%
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Year Count Percent
2011 24 8.70
2012 49 17.75
2013 57 20.65
2014 67 24.28
2015 79 28.62
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z i&ﬁﬁ%—;—%
M H A kg HI vra 2 R d AT FREAL S A Rl Y AR fdi ik
ﬂw’iﬁ?f"/\%‘r BRI R R AEFER H2 A& Savm b B F gy
WRFHCA e~ BRI M2 A SR AT RS
(" ) - j;?gdr':fﬂﬁ‘ﬁifﬁ_é’\*%_%ﬁa%‘fa ﬁr-'x ERE A
Bdp AP ER A2 LR AR AR T R F A F A AT
Z 9 T oo A kAP HS EfEET ¥ *{fe’? ABOER &
ABOER 50% % 5 ¥ #c > 1 & 2 ¥ #ic RZDP #3525 %«E ¥ 1 4p B (p-
value<0.1) » ¥ 3% ta #c>t fe ¥7% P| { % ¥ (p-value<0.05) » &~ % '
N R R%W% ﬁﬁ*%%%b?ﬁ%WLQ?
7GRt PR A S B - 5
?mﬁ#%%&%ﬁ%vw$$wﬂ$ O ARR S 2 £
Pl % iEEH B FF A /}é\‘ PERIVEENET ST A s E s
TFFPATA L 2% o
(=) 12 CEO 2 CFO ;3% {7 # § €3+ % ABOER 2 ABOER_50%2 3

> 41
ffé‘_,ﬁ"; LN

2 P BB R A U4

ﬁ.
"
22

LSS g ;“mﬂ i (Proxy Statement) "Lrﬁ‘:;g 2w I~ B ;?E P A
@Iy o CEO & (TO»*p%ﬁiji’@Qﬁ?ﬂﬁ%ﬂﬁﬁi
F Foa U H @ PR A (-lir' COO sV H ) B A (730 7

aiPiﬁxh@vwmﬂﬁ’W%“(EOi CFO z :n kg7 & k3t
¥ ABOER % ABOER 50%% ;,J;Hé?l ¥ 71 2. %8 (ABOER CEOCFO %
ABOER CEOCFO 50%) » 371 ¢ § WEM2Z G » £.7 %% CEO 2 CFO
ﬁ*mkﬁiﬁﬁopiﬁ%%%IO%ﬁo

Wit 10 %77 > AmerifpR@FLdLpyg2T o 2 ah iy

ABOER CEOCFO # ABOER 50% CEOCFO it i R %#% > 1 L 28 %k
RZDP t:#c¥ai 5 B E 1 4P ﬁ«g(p Value<0 1) 2 22 R8T R OF BT 2
PEET L AEF ORALEOPEERGAD BB FOREME P
%%%%ééﬁm%W7zﬁ’ﬂmﬂ(TOﬁ/ﬁéwxﬁm%‘mﬁoﬁ
J—%y}sj\ 2 2 ﬂ’FﬂF 55k - 3%k o



62 FLEEH 0 % T1H 5 2020 & 7 ¥
29 -UREMEFTRELE I RE
TR 8P A e ¥t fe iz
T % %  ABOER ABOER 50% ABOER ABOER 50%
Intercept -0.731 0.559 2915 -2.249"
(-1.17) (0.89) (-2.12) (-1.66)
RZDP + 0.232" 0.227" 0.4217° 0.579""
(1.75) (1.69) (2.14) (2.85)
LOGSALES - 0.023 -0.059"" 0.266 0.226"
(1.15) (-2.74) (2.74) (2.30)
DIV - 4.838""" 59767 -14.39" -11.985
(3.64) (4.30) (-1.97) (-1.51)
FCF + 0.0785 -0.595" -0.533 0.464
(0.27) (-1.96) (-0.46) (0.39)
ROA - 18517 2867 -1.380 -3.362°
(-3.53) (-5.20) (-0.81) (-1.88)
VOL - 0.0370 0.131 0.00299  -0.098
(0.30) (1.02) (0.00) (-0.14)
STR - -1.086°"  -1.0437 -1.2007"  -0.766"
(-10.56) (-9.51) (-2.90) (-1.83)
MKTBK - -0.00691  -0.024"" -0.00124 0.004
(-0.85) (-2.61) (-0.25) (0.71)
Industry & Year Dummy ¢ 37 ¢z ¢z ¢z
Pseudo R* 0.0582 0.0688 0.1214 0.1209
N 5,775 5,775 540 540
ol TN h A A FE AR E 01005 2 0.01 kK
2. Afe¥tER A g 2011 3 2015 # P & Pt dk ik 2. S&P 1500 = » £ 57754 E R 5 'f";}f;g/f

M fied
PR ARSI R D HRE w%%ﬂiuaﬁ%g Qﬁﬁw\jiﬁﬁi’mﬁfﬂmi%
BEFAFI 2P (M fer) 23 ERE T FEFRHEFTFHRE £ 540 £ ﬁ#\

3. % ¥ ABOER % 2> @4 # &7}5?&’”%\}%’% )ﬁ’i-&)i&@ AR FRINIKEL (7 (}1/}5“ » F
% 0) » ABOER 50%% 2> P35 & RAPR T AthB 2 rd R 4.3 & Wé&%%ﬂMUFél 3
P50

4. RZDP %% i 2P A F pdbg e FRFEM (5 10 275 0) » LOGSALES 7 & bz » ~¥tdc » DIV
% FCF a;’;«&/i A Z LA RE A ujnfu.sgﬁéféiﬁxfg » ROA ;1f‘cf;:iifllﬂ$."l.fgﬁg?é » VOL % STR
AE L AP ERFFPEE L2 ERGERSF S MKTBK 3203 fEiE o P dwiEoy g4 42 &
BoATiE R 2 F Ak o

5. TR L A2
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%10 21 CEO 2 CFO 2 3% (71t 35 B ¥ 3u 8 @ %% ABOER
%2 ABOER 50%

_— A et fe gtz
- N ABOER_~ ABOER_ ABOER  ABOER_
CEOCFO CEOCFO 50% CEOCFO CEOCFO 50%
Intercept -0.660 -0.001 -0.893 2126
(-1.06) (-0.00) (-0.68) (-1.55)
RZDP + 0.247" 0345 0.546 " 0.829°"
(1.89) (2.64) (2.72) (4.00)
LOGSALES - 0.025 -0.020 0.113 0.209°"
(1.25) (-0.94) (1.20) (2.11)
DIV - 27457 29737 16936  -12.815
(2.09) (2.20) (-2.29) (-1.63)
FCF + 0.026 -0.376 -1.540 -1.380
(0.09) (-1.28) (-1.33) (-1.13)
ROA - -0.900° 1502 -0.953 -2.220
(-1.77) (-2.86) (-0.61) (-1.32)
VOL - -03127 -0.216" -0.817 -0.284
(-2.53) (-1.69) (-1.21) (-0.40)
STR - -0.7387" -0.782" -1.262" 12717
(-7.27) (-7.38) (-3.01) (-2.95)
MKTBK - -0.007 -0.017° 0.000 0.002
(-0.88) (-1.96) (0.02) (0.46)
Industry & Year Dummy ¢ 3 ¢ 3z ¢ 3 ¢ 3
Pseudo R* 0.0444 0.0469 0.1260 0.1388
N 5,775 5,775 540 540

LTS A n R F AR R 0.1 0.05 2 0.01 k% o

2. AR AR 2011 3 2015 # B & T4k iR 2 S&P 1500 2 2 » % 5775 4 » @ fedhiz B %9~ {33534
wﬂﬁiwﬁw\ A HBE S RHININFEHBCFREM DI KRE RBEP T AH
BrkAEe 2700 (Hjer) 27 BE S p g ¥R FREsTHBE 0 £ 540 L4 o

3. % ABOER % > P35 & RAPFT A0 B 2 fr e £ & CEO 2 CFO £.F 5 fjf > (7 202 75 (3
FUE 10 F 5 0) > ABOER 50%% 2 @35 & Ripdt AdhB2 re # & CEO 2 CFO 2% % tip > i
IR S0% M 5 10 BRSO

4. RZDP %¥ci > 7 2.3 p b e FmEFR (L5 1> 275 0) > LOGSALES 5 & i Jc » B~%t# > DIV
2 FCF % ;;mi; L2 R AEREA Hj‘ﬁl‘l.&@ﬁé_%iﬁtfﬁ *ROA 3 Aiis {4 A FA > VOL * STR
AL AP ERFFPRE LR ERGERSF S MKTBK 3203 fEiE o P dwiEeay g4 42 &
BeTis S 2 B R K o

5. B ETAEL LA 2

ST b PLIT S 3 6 R R E S %

)

TEHPBER BT LTI RBE S AR EFRLERER
WU ELORNE R T AHREE R AEFER S 2 RE 0 BEE-
L B ARG B G 0 FRUER M2 A3 SRR © R ARE SRR I
SRR RERFAN A FIE Qg% o

N



64 LT % 71 Hp > 2020 & 7 7
211 FTRFPEFBPILTIAGREBLBIIEFTIRASS
TEHp T % B
IEE 1S < ABOER ABOER _50%
Intercept -3.469" -3.154"
(-2.44) (-2.20)
RZDP + 0.156 0.313
(0.69) (1.36)
SERVICE - -0.789° -1.2857
(-1.95) (-2.50)
SERVICEXRZDP + 1.289" 1.649""
(2.38) (2.60)
LOGSALES - 0.303"" 0.265""
(3.05) (2.65)
DIV - -12.97° -11.474
(-1.77) (-1.43)
FCF + -0.605 0.155
(-0.52) (0.13)
ROA - -1.555 -3.404°
(-0.91) (-1.89)
VOL - 0.00422 -0.083
(0.01) (-0.12)
STR - -1.175™ -0.695°
(-2.83) (-1.65)
MKTBK - -0.00150 0.004
(-0.30) (0.69)
Industry and Year Dummy ¢ 7 3
Pseudo R 0.1297 0.1319
N 540 540
LT T T A R A F AR R 0.1 0.05 2 0.01 kI
2. % 2011 & 2015 # & & ﬁw‘ iz S&P 1500 = P g e ¥tE > e N A M p G L FRFML D
PARRE D RBHYFABBLRAEY PR (Hpder) 2D EEE BARIT R 7R
HERE A4 5405 A o
3. ABOER % = P& a#pﬁwé\ﬂjgwﬁq ERATHARCARIRELAE (FFEF 10 F 5
0) »ABOER 50% % > P ZE RApERN A hB 2 il R LT 5 > (TR IL%HE 50% 5 10 &8
4. EZgPéé\f’{@éﬁE:}&ai*’*’Iﬁ,%ﬁ” (25 1935 0) »SERVICE % 2 7 Brifez SRR 27 £33
B (A5 1o B2 5 0) SERVICEXRZDP PRSP BB PR B 2 b SRR
PEs 1> H Rl 5 00 LOGSALES 5 4 | fc » Bo¥t#c» DIV 2 FCF 335 # B%A2 Mg A wJ
AT A 0 ROA LA EFIF AT A VOL 2 STR # %) 5 2 7 R R PR L 2 E R AR S
MKTBK 5 293 i » bitafFy 8342 &R 13 2 HRokk -
5 B HTEL FRE 2
BB S % 0 T # IR L I8 SERVICEXRZDP BB ¥ 4 & 0
AECP R FIMET e A b FPENE R B R E RS
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FRIUEFEFT S MBI FH Y ZRSFEARZRFI >l o BFP FpY
RER 3 M #H 5 p G FREM P EFRIC FIMEPL T i
¥ a3 RZDP 3 ¥ > RIT @P it & O i fFe 185 RZDP ¥ 5 L 0
2% A R4 5 SERVICEXRZDP < 3 1% g a0 » FIpilp FFAVEE R 7 Jb
g vdhG e PR STHY R B FRAERR  E e
BIF A B R Flo ¥ SERVICE HBAEF 58 R&F 20 R 2 b2 2
FIPRER P » Ve R B g A FRIVEKEBOPIRF (TR EFRIIK
HET 2 R T Al ) IR R A FEL TR FPER
PR BE o ZEPVRER BT A 4 B 1F A F 1 E % B (Murphy and Sandino
2010; Cen and Tong 2011) » #§ = @ A hi = 7 LFPF > FPURER 7 b2 € 1
BB PFA E R A (TR R (SERVICE ¥R ¥ 5 p) » nEF R Fpa
Pk e B BIFALE 3 M FIREPI R SPE > BT b2 hERE R
Plec 2 585 3 P A 'g FU Rk E D 18 (SERVICEXRZDP 2. 8k ¥ &
) om AR H R R B P o
(=) % #4(7 Say-on-Pay 3k & H T3k 8 B FF 2 ¢ "% Mg 7 & 07 A |2
19 & trec & 2 § F % 3% 2 (Dodd-Frank Wall Street Reform and
Consumer Protection Act)z. .z > =7 3 > & = & FH {7- =x Say-on-Pay %
£ o FZERT T Say-on-Pay L > 2@ F E‘E%’%r} e B U
% Say-on-Pay & 2 il iEF o Fpt§ & & 7R Say-on-Pay L EPF 0 1 G
S EL TR TS RESSREE £ R AY Sy
SRRFPIZP D SRSV A AR BHAI(DAe ~ § EALTHRE
Say-on-Pay & w2 % B (VOTE) 2 32 % 2 p Fph g © F RFFY(RZDP)2
LRAL O T EIT R Aviw fFo 450

ABOER,; ,(or ABOER_50%; )=aq+a;RZDP; 0, VOTE; +a;VOTE; ,xRZDP;,
+auLOGSALES, +osDIV; .asFCF; +a:ROA;,
+agVOL; +aoSTR; +010MKTBK;,
+a11YEAR_ DUMMIES
+a1,INDUSTRY DUMMIES+e;,. (3)

#d o F# B EFH T Say-on-Pay $ & chF R B~ Institutional Shareholder
Services (ISS)-Company Voting Results FHLE « F a3 BF i & > 27 % % &
B %317 Say-on-Pay K EPF > pREhEC FRFMZBIFLE > BTG 7 i
%%%*m&ﬁiﬁ%vé*%ﬂé?m%mipﬁoﬁﬁﬁﬂig%,%
F LA 120

fid 12 %27 #R o LR VOTEXRIDP Tl Apests § fu ks
ABOER S0%P+ » ¢ B E 51 » R4 4 27 f e FREMY § £ 2 4
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e A
P

% 718 >2020 % 72

# 7 Say-on-Pay R P FIFLF R R GRRAE TR FH o P

&1 aE2 TR o

212 LR¥EREE Say-on-Pay REFEAFREL L T FIaes

3 8 * fie 4t fe ¥tz
T %%  ABOER ABOER 50% ABOER ABOER 50%
Intercept -0.701 0.483 -2.261 -1.676
(-1.12) (0.76) (-1.64) (-1.22)
RZDP + -0.394 -0.275 -1.198° -0.905
(-1.03) (-0.70) (-1.89) (-1.45)
VOTE ? 0.130 0.116 -1.048" -0.991"
(1.39) (1.18) (-2.15) (-2.08)
VOTEXRZDP + 0.715° 0.574 1.812°" 1.689"
(1.76) (1.37) (2.69) (2.52)
LOGSALES - 0.018 -0.064"" 0.270"" 02317
(0.90) (-2.92) (2.71) (2.29)
DIV - 48917 6.051"" -14.476" -12.209
(3.66) (4.34) (-1.99) (-1.54)
FCF + 0.098 -0.578" -0.584 0.398
(0.34) (-1.90) (-0.50) (0.33)
ROA - -1.856""  -2.885"" -1.201 -3.189°
(-3.53) (-5.22) (-0.72) (-1.82)
VOL - 0.046 0.138 0.113 0.077
(0.38) (1.07) (0.16) (0.11)
STR - -1.088""  -1.044™ -1.226™ -0.817°
(-10.56) (-9.50) (-2.94) (-1.93)
MKTBK - -0.007 -0.024™" -0.002 0.003
(-0.87) (-2.63) (-0.40) (0.51)
Industry & Year Dummy ¢z &3 ¢z ¢z
Pseudo R* 0.0591 0.0694 0.1319 0.1302
N 5,775 5,775 540 540
ol TN T A A A E AR E 01,005 2 0.01 kK o

CAFREER AT 2011 3 2015 & & & F AR S&P 1500 2 & 0 £ 5775 & 5 @ fedtiE Bl @k o~ 1R

PRFEAHELFIREE R RH NN REHRB FREP T ST ke BRI TF A
BEFAFD 2P (M fer) 23 ERE ST FEFRHEFFHREE . & 540 L4 4 -

. R ABOER 5 2> P E RAPROT A B 2 fr # & CEO 2 CFO A% & g > (TR 3ui 2 75 (3

FUE 10 F 3% 0) > ABOER 50%% 2> @5 & Ripd st Adhf2 fre #& CEO 2 CFO £.F % it > 7
R S0% M 5 10 FRE 0.

.RZDP %% 5 27 22 pRidhgc §EP (L35 1> 3275 0) » VOTE % % # R .3 #7 Say-on-Pay

FEmiEPE (25 1> 35 0) » VOTEXRZDP 54 27 p #hg e FMEM T 4 &# AR 7 Say-on-
Pay # & P55 1> H & Hinp 5 0> LOGSALES 5 4 b 4 » B~4¥c > DIV 2 FCF 53 & B4l e g
AR LT A 2 HE  ROA G EFIG AT A VOL 2 STR # 5 5 2 9 £ m i F iR £ 2 &
B AR A MKTBK 5 2@ it » it oy 4 ¥ 2 E RO ¥ 2 ARk o

CEmRET AL AR 2.
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(=) PRI — % & #icfie $2 (Propensity-Score Matching)

ﬁﬁ%iﬁﬁiﬁﬁﬁﬁﬁﬁﬁm%ﬁ’ﬁ§%?@§ﬁ$%ﬂﬁéﬁ
FHEE s BT R AR T Al i 2 e EREF FEOEA) 0
I i 2k AP &R 0 o0k 4E(Cochran and Chambers 1965; Rosenbaum and
Rubin 1984) - F]Ji + i ¥ 48 > A% 7 i~ % 41 * Rosenbaum and Rubin (1983)
¥ 2 ¥ A fefedti2 (Propensity-Score Matching » f§ 2 PSM) > & #75~ 1
Fedtth & o B TR ERIGE o

AR RE AR RG] R e Sk B B yuk NP A
&Wﬂﬁﬂ’%%?’&Fﬁj%\%ﬁﬁ%&*ﬁﬁi%& ?%wmﬂ
o BLT L RERELST ) EREC *ﬁiﬂ%ﬁ’”'li B E RS FRIRIL
BT F 5%“ e &J’ Hadley (2017)%13t 2 @ p Bgh @ © ?Eﬁ,%ﬁjﬂm#‘—aﬂ
+ % Bettis et al. (2005)% Boyd et al. (2007)5 BRI TS P MY
6 EHRT vt RE i B8R 3 2 2 7 RAP(LOGSALES) ~ % (5
(MKTBK) ~ %.41(DIV) ~ p & & £ (FCF) ~ % 3R PR3 £ (VOL) ~ % 1§ 3R
U3 (STR) 2 F AP F (ROA) > 1T 5 Mw o SR ¥HA Rl #3770
Ve A Befe A

RZDP; =ay+a,LOGSALES,; +a>DIV; +03FCF; +04ROA; +asVOL;,
+04STR; +a:MKTBK, +0sYEAR DUMMIES
+0gINDUSTRY DUMMIES+¢;,. (4)

«r‘t
\“‘V-‘

A3

g M s Befe i rt B 2 A BRI RHPE > AT T E R S
B2 5 BT 4p #8fie 72 (Nearest Neighbor Matching) » i # #& & 0= VB[R 2
¥ is iR A 2 B £ 48 e #(Without Replacement) szt » »tfe$ 52 = 18 W (¥
Pl g ke (YRR FRFF) He Sk BT oERE (TARS
PR G FIEP) c AR REEAES > L A2 276 BRREE HE
B RIS BT ER o

2 e A B iR AR Ak R TREE B L
PP RBEZAATF IS NLE S PESH T S e L p R
#ciE (7 t ¥ T (Propensity Score f-test) » MM ERCF B R ¥R BN O F ALK
(LOGSALES) ~ # 1 7% & +* (MKTBK) ~ %A(DIV) ~ § o & in £ (FCF) ~ % #
iﬂwﬁﬁilﬂﬂb‘ﬁﬁiwwmﬁﬂﬁﬁﬁﬁimW$m0mﬁﬂ¢ni$,,$4L
i RN TIEL B2 (TR RFALRE N A A e AR %
AR o AR T R W R RO BB AT ST 5 e‘f«p
FAl ot MR B Ehod 1397 > FRAKEE HRE TG PSM 2 &
BIORBELZR > N4 PSM it forkird % e 2 R Y PSM R 2
BHALPR > FAERETFP S p AER BT



68 P % 7L 22020 & 7 0

4 13 PSM ettt & 18 2

(¥R e Q)F =% e (2)-(1)
R LH RZDP=0 RZDP=1 Tiogcd &

T o T tafc p-value
LOGSALES 8.228 8.334 0.47
MKTBK 2.595 2.507 0.687
DIV 0.017 0.018 0.579
FCF 0.119 0.131 0.122
ROA 0.020 0.025 0.434
VOL 0.345 0.325 0.235
STR 0.066 0.074 0.766
¥ A B 276 276

SRR EL LA 2o

R e o et o g oanipdlR A FlF At A2 L R BT Hfe
Hr A NP2 HReRALFF TR A EYE TRZLERIEES
RZDP ~ % #ci ABOER * ABOER 50%:h % 3 #7it fF 2] (1)2 i fF i % o
FHEE AL 14 977 0 A RIEEHE RZDP GHREF LI HEH S 5 -
o EP il E T PSM p RETie S p RER B 0 PR R
BEFRFPOPHEFEFIBINLER S FRIVERS S -



hER IRk FRFPILEY I F TR R DR

69

214 WMo k2 EiT LRI ESE
e Tl 5% <
EE S % ABOER ABOER 50%
Intercept -1.343 -0.506
(-1.13) (-0.42)
RZDP + 0.418" 0.448"
(2.16) (2.21)
LOGSALES - 0.144" 0.100
(1.90) (1.24)
DIV - 1.141 -2.558
(0.18) (-0.39)
FCF + -0.988 -1.201
(-0.79) (-0.92)
ROA - -2.476 -4.754""
(-1.53) (-2.78)
VOL - 0.173 0.095
0.27) (0.14)
STR - -1.127 -1.089™"
(-2.90) (-2.64)
MKTBK - -0.118" -0.106
(-2.09) (-1.64)
Industry and Year Dummy g7 ¢ 7
Pseudo R 0.1384 0.1660
N 552 552

* ok sk

il o~ s AwETEFRAEEO0]~0052 001 RE-

2. 4442011 3 2015 = B & FAL4- B2 S&P 1500 p @ ¢ FmFM 7 (X 276 £) it {7 PSM e 4t >
PSM #-3] % 12 RZDP 3 s ¥ 121 LOGSALES ~ DIV ~ FCF ~ VOL ~ STR ~ MKTBK % p ®¥#cis o= =
ZHREE e X 552 T (276%2) > B Mt A~ ¥ 8c: ABOER % ABOER 50% ~ p %¥c:
RZDP ~ LOGSALES ~ DIV ~ FCF ~ VOL ~ STR ~ MKTBK LIEETF
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Realized Pay and Executives’ Behavior
in Exercising Stock Options?

1. PURPOSE

After Say on Pay regulations, increasing numbers of companies have begun to
voluntarily provide “realized pay” information in the executive compensation disclosures.
The differences between the voluntarily disclosed “realized pay” and the total
compensation in the summary compensation table as currently required in the proxy
statement are driven mainly by the differences in calculating the values of restricted stocks
and stock options. Firms use grant date fair value to calculate the value of equity
compensation in the summary compensation table. However, when calculating “realized
pay,” companies generally use the vesting date fair value to calculate the value of restricted
stocks and the exercise date fair value to determine the value of stock options. Prior
literature has argued that companies have incentives to report a lower level of “realized
pay” to facilitate their explanation of the pay versus performance relation. Because the
value of exercising the stock options is an essential component of executive’s realized pay,
this study investigates whether top management reduces their exercising of stock options
during the years in which the companies report realized pay in their compensation

disclosures.
2. RESEARCH DESIGN

Our research sample includes the S&P 1500 companies that have and that have not
disclosed realized pay from 2011 to 2015. Because disclosing realized pay is voluntary,
firms that have disclosed might be systematically different from firms that have not
disclosed such information, causing self-selection bias. To reduce self-selection bias, we
employ a matching method that matches firms that have disclosed realized pay with firms
that have not based on industry, firm size, and market-to-book ratio. In the logistic
regression model, the dependent variable is a dummy that equals one if the percentage of
the value of exercising the stock option relative to total pay is less than the average of the
previous three years, and zero otherwise. In other words, when the dependent variable
equals one, managers exercise fewer stock options, and when the dependent variable
equals zero, managers do not decrease the exercising of their stock options. As robust tests,
we also define the dependent variable as equal to one if managers reduce exercising their
stock options by more than fifty percent, and zero otherwise. In the logistic regression, the

main independent variable of interest is a dummy variable equal to one if the firm
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disclosed realized pay in the firm-year, and zero otherwise. We also include firm size,
market-to-book ratio, ROA, stock returns, stock volatility, dividend payout, free cash
flows, and industry and year fixed effects to control for relevant variables that might affect

managers’ exercising their stock options.

We also conduct several additional tests to explore further whether some mechanisms
might increase the possibility that managers exercise fewer stock options when the
company discloses realized pay. First, when a company employs a compensation
consulting firm that also provides other consulting services to the company, this
compensation consulting firm is less independent. Therefore, we add an interaction term to
the logistic regression model to investigate whether the use of a non-independent
compensation consulting firm increases the possibility that managers reduce exercising

their stock options.

Second, according to the Dodd-Frank Wall Street Reform and Consumer Protection
Act, companies need to conduct a Say-on-Pay vote at least every three years. Companies
have a more significant motivation to reduce realized pay during the year when the
company is facing a Say-on-Pay vote to facilitate the pay-versus-performance explanation.
Therefore, we use an interaction term in the logistic regression model to investigate
whether the possibility that managers exercise fewer stock options during the year that

firms both disclose realized pay and face a Say-on-Pay vote.
3. FINDING

First, we find that compared with executives in firms that have not disclosed realized
pay, executives in firms that have disclosed realized pay information are more likely to
reduce exercising their stock options. Our findings suggest that managers manipulate the

reported realized pay by exercising fewer stock options.

Second, we find that when the company’s compensation consultant is not
independent, the positive relation between realized pay disclosure and the likelihood of
reducing exercising stock options is more substantial. Our findings suggest that dependent

compensation consultants might facilitate this opportunistic disclosure practice.

Finally, we find that during the year when a firm is conducting a Say-on-Pay vote, the
positive relation between realized pay disclosure and the likelihood of a reduction in
exercising stock options is stronger. The results suggest that when a firm faces a Say-on-
Pay vote, executives in these firm are more likely to exercise fewer stock options during

the years when the firm discloses realized pay in order to reduce the total realized pay.
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4. RESEARCH LIMITATIONS

The main limitation of our research is that our sample size is relatively small, and the
sample period is relatively short. Our research sample includes the S&P 1500 companies
that have disclosed realized pay (276 firm-years) from 2011 to 2015. Our sample size is
relatively small because realized pay disclosure is voluntary, and not many firms did so
during our sample period. Our sample period is relatively short because disclosing realized

pay has become common only since the implementation of Say-on-Pay in 2011.
5. ORIGINALITY/CONTRIBUTION

The SEC is proposing new rules to require “pay versus performance” disclosures;
therefore, realized pay is highly likely to become an essential metric in the assessment of
the pay versus performance relation. To the best of our knowledge, there are only limited
studies on the topic of realized pay disclosure. Our research, therefore, helps to fill this gap
by investigating whether companies opportunistically manipulate the pay versus
performance relation by reducing the reported realized pay through decreasing executives’
exercising of their stock options. Our research findings provide important policy
implications for the SEC on how to define realized pay. Also, our research findings offer a
caution to shareholders when they use realized pay to gauge companies’ pay versus

performance relation.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 1200
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 1200
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


