
Ad
ve

rt
is

em
en

t

International Review of Finance / Volume 20, Issue 4 /  p. 983-992

Shorter Article

Are Incentive Contract Settlements Nonevents?

First published: 20 November 2018
https://doi.org/10.1111/ir�.12247

The authors gratefully acknowledge �nancial support from SSHRC, FRQSC, la Chaire de recherche Industrielle-
Alliance, and les Salles des Marchés FSA Jean-Turmel et Carmand-Normand. Any errors are our own. We thank Mark
Garmaise, Ivo Welch, Richard Roll, Andrea Eisfeldt, and Eduardo Schwartz for their comments.

Abstract

REFERENCES 

Acharya, V. V., and A. Bisin (2009), ‘Managerial Hedging, Equity Ownership, and Firm Value’, The Rand Journal

of Economics, 40, 47–77.

Web of Science® Google Scholar

Barber, B. M., and J. D. Lyons (1997), ‘Detecting Long-Run Abnormal Stock Returns: The Empirical Power and
Speci�cation of Test Statistics’, Journal of Financial Economics, 43, 341–372.

Web of Science® Google Scholar

Barnet, H. J. (2006), ‘IRS National O�ces Rules Adversely on Variable Prepaid Forward Contracts with Securities
Loan’, Journal of Taxation and Regulation of Financial Institutions, 19, 6.

Google Scholar

*

Marie-Hélène Gagnon, Aurélien Philippot

*

We examine the information conveyed in managers’ incentive contracts such as prepaid variable
forward (PVF) contracts. Using a large database, we perform event studies on cumulative abnormal
returns (CARs) and volatility around the signature and the settlement of such contracts. The results
show that PVF settlements, which involve no divulgation of new information, can be interpreted as
nonevents. For �rms with lower visibility, CARs are signi�cantly negative immediately after
settlement, whereas �rms with higher visibility incur this e�ect upon signature. The signature and
settlement dates have a small negative e�ect on the �rms’ volatility suggesting slow adjustment
mechanisms.
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