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CHARITABLE CEQOS?
AN ANALYSISOF STOCK RETURNS SURROUNDING GIFTSOF STOCK

Introduction

Over our sample period of 1989 — 2003, chief executive officers (CEOs) of publicly
traded corporations gave approximately $34 billion in stock to various charities and other
entities.! For many charities, a stock gift from a CEO makes up a major portion of its
endowment. Unlike a cash gift whose value is unambiguous, a gift of stock presents the
opportunity for a giver with private information about the stock’s value to time the gift so that it
occurs when the market has temporarily overvalued the stock relative to the giver's private
information. The fact that stock gifts can be temporarily overvalued presents an opportunity to
test whether givers systematically give overvalued gifts if they have the opportunity to do so.
Using a large sample of CEO stock gifts, we examine whether CEOs time their stock gifts to
occur when the stock is overvalued and consider the implications of such timing for charities, tax

policy, securities regulation, investors, and public economics.

In theoretical and empirical models of charitable giving, a gift’s value is independent of
any particular agent’s private information. However, these models suggest two reasons why a
CEO with private information about the value of his firm's stock would want to time his gift to
occur when it is overvalued in the market. First, some theoretical and empirical studies of
charitable giving suggest that givers consider tax effects when choosing the timing of their
charitable contributions (e.g., Randolph, 1995; Auten, Sieg, and Clotfelter, 2002). For gifts of

stock, there is a clear incentive for a CEO to time a stock gift to occur when it is temporarily

! Our study focuses on bona fide gifts of stock owned by the CEOs of the companies whose stock is given. These
are different from charitable gifts by corporations using corporate resources. See Carroll and Joulfaian (2005) for a
recent analysis of gifts by corporations.



overvalued because doing so increases the tax deduction from the gift.” Second, other theoretical
models focus on the socia acclaim, prestige, or income-signaling benefits of charitable giving
(henceforth, we refer to these collectively as social acclaim benefits or motives). Socia acclam
benefits are assumed to increase in the publicly-reported gift amounts. Assuming that charities
do not reduce the publicly reported gift amount ex post for a stock gift that subsequently loses
value, a CEO whose giving is motivated by social acclaim benefits also has an incentive to time
his gifts to occur when the stock is overvalued. In contrast, the warm-glow motive developed by
Andreoni (1989, 1990) and the pure altruism motive provide no clear incentives for the CEO to
time a stock gift to occur when it is overvalued because the charity will not necessarily reap the

benefits of the overvaluation.®

Given the incentives that CEOs have to time their stock gifts to occur when their firm’'s
stocks are temporarily overvalued, we examine the stock returns surrounding large gifts of stock
by CEOs (i.e., gifts of $1 million or more in 2003 dollars). We find small positive average
cumulative abnormal stock returns in the three-month period preceding the gifts. Over the three
months following the gift date, we find statisticaly significant average cumulative abnormal
returns of approximately 16 percent. Thus, CEOs appear to time stock gifts to occur following
positive abnormal returns and just before large negative abnormal returns, which indicates that
on average CEOQOs give stock when it is overvalued in the market. The evidence of CEO stock
gift timing is robust to different abnormal return estimation methods, and also holds, albeit at

smaller magnitudes, for smaller stock gifts (i.e., gifts below $1 million in 2003 dollars). To our

2 Interestingly, we found a practitioner article advising this very strategy. Woker (2005), in an article giving tax
advice about donating stocks to charities, says “investors should focus exclusively on two types: 1) stocks that have
appreciated substantially since being purchased, and 2) stocks that are overvalued on a fundamental basis.”

3 We assume that in Andreoni’s warm-glow model of giving, givers do not delude themselvesinto higher utility by
giving overvalued stock, but instead base their utility on the privately known true value of the stock. If giversdo
delude themselves, then they would have incentives similar to those motivated by tax saving or social acclaim
benefits. The policy implications of our results do not depend on which interpretation one chooses.



knowledge, our study is the first to show empiricaly that some givers time gifts to occur when
the gift is temporarily overvalued. The evidence favors a tax saving motive or a social acclam

motive for CEO stock gifts over awarm glow motive or a pure altruism motive.

Given the evidence of CEO stock gift timing, we conduct tests of whether CEOs appear
to use private information when timing their gifts. We examine comparable gifts by large
outside shareholders who likely do not have access to the same private information that CEOs
do. If the post-gift negative abnormal returns following CEO stock gifts stem from a private
information advantage, then we should not observe similar negative abnormal returns for gifts by
outside shareholders.* Consistent with this proposition, we find statistically zero average
cumulative abnormal post-gift returns for gifts outside shareholders. We also consider the
possibility that CEOs do not use private information but simply make stock gifts when prices are
high relative to publicly observable measures, e.g., a 52-week high-low price range, and that
negative abnormal returns are more likely to occur when stock prices are high relative to recent
prices. Indeed, we find that CEOs are more likely to give stock when prices are relatively high
compared to the 52-week price range, and that average abnormal returns are significantly more
negative following gifts made when prices are relatively high than when they are relatively low.
However, when we control for stocks 52-week relative valuations, cumulative abnormal stock
returns following large stock gifts by CEOs are still significantly more negative than those
following outside shareholder gifts. These results suggest that the timing evidence we observe

for CEOs does not result from the simple fact that CEOs might time gifts based on a publicly

* This comparison assumes that CEOs and outside sharehol ders have similar motives and would time giftsif they
could. Itispossible that outside shareholders have different motives and are less likely that CEOs to time stock gifts
even if they do know when the stocks were overvalued. We present evidence later in the paper that outside

sharehol ders appear to time gifts based on public information, which is contrary to the differential motive
explanation.



observable relative valuation measure. Instead, the collective evidence suggests that CEOs likely

use their private information advantage to time their stock gifts.

In addition to shedding light on the charitable giving motives for CEO stock gifts, the
evidence of CEO stock gift timing has several important implications. We discuss them briefly
here and in more detail later in the paper. Firgt, if charities do not liquidate the stock gifts before
the negative abnormal returns that we document, the aggregate net opportunity loss of value to
charities across our sample period would be approximately $3.1 billion.® The median
opportunity loss following alarge CEO gift value would be a sizeable $213,958. In other words,
if the median charity liquidated the given stock immediately and reinvested the proceeds in a
portfolio of equal risk, it would be better off by $213,958. Thus, our findings imply that charities

should liquidate stocks given by CEQs as soon as possible following receipt of the gift.

Second, we cannot tie the evidence of stock gift timing directly to the tax saving motive
because the timing that we observe could be motivated solely by social acclaim benefits, but it is
clear that CEOs do time stock gifts and that tax policy could be providing financial incentives to
do so. It isnot obvious what changes, if any, there should be to tax policy given our results, but
the evidence of timing highlights the perverse incentive to give overvalued stock created by the

tax deductibility of charitable gifts.

Third, the CEO stock gifts that we study are considered bona fide gifts, not sales, so
CEOs are not prohibited legally from making them when they have material nonpublic
information. Many individual firms insider trading policies also exclude bona fide gifts when

defining trading restrictions. Thus, athough CEQOs are prohibited from selling stock for their

® We cannot observe when charities liquidate the stock gifts they receive, but know anecdotally of several cases
where a charity did not liquidate immediately and suffered aloss in value from holding the stock gift.



own accounts when they have material nonpublic information, they can give stock to charities
and other entities during those periods. Our findings that CEOs time gifts of stock to occur when
the stock is overvalued, and thereby avoid earning the negative abnormal returns themselves,
implies that CEOs do benefit from their private information when they give overvalued stocks.
This evidence obviously does not begin to resolve the longstanding debate about whether insider
trading should be illegal, but given that current regulations prohibit stock sales when insiders
have material nonpublic information, an argument can be made that policymakers should
prohibit stock gifts under the same conditions. Any such consideration should proceed
cautiously, however, because the social welfare implications of such a policy are unclear—total

charitable giving could fall under such apolicy.

Fourth, if charities do liquidate the stock gifts immediately, either because the CEO
recommends that they do or because they have a formal policy to liquidate immediately, then
new investors without access to the private information unwittingly wind up buying overvalued
shares from the charity. These purchases represent wealth transfers, effectively ‘donations,’
from the new investors to the charity. Thus, some investors who buy stock in afirm shortly after
alarge gift by its CEO are subsidizing the respective charity, whether they know it or not.® It is
likely that some investors would wish to avoid subsidizing certain charities. From a public
economics standpoint, the end result is that by giving an overvalued stock, a donor may be able
to increase the supply of a public good by causing others to fund the charity involuntarily and

unwittingly.

® In most transactions in publicly traded stock, the buyer does not know the seller’ sidentity. Thus, an investor
buying shortly after a CEO stock gift would not know for certain whether he is the particular investor subsidizing
the charity, but would face the risk that he does so.



As a purely empirical analysis, we aso examine whether the extent of CEO stock gift
timing is related to generosity measures. We construct three generosity measures—the
frequency of a CEO’s giving, the maximum fraction of total stockholdings given in asingle gift,
and the total fraction of stockholdings given across all of a CEO’s gifts. We are not aware of any
theoretical model linking the frequency or amount of giving to the level of pure altruism or
warm-glow utility, but we conjecture that givers who give more frequently and/or give larger
fractions of their stock are more likely to be purely atruistic or to derive more warm-glow utility
from giving. With these underlying motives, more generous givers would thus derive less utility
from timing stock gifts than other givers do. Consistent with our conjecture, we find that post-
gift average cumulative abnormal stock returns are significantly less negative (but still
significantly negative) following gifts by more generous CEOs compared to gifts by less

generous CEOs.

The next section of the paper draws on theoretical and empirical models of charitable
giving to understand why CEOs might wish to give overvalued stock. Section 111 describes our
data and methods. Section IV contains the main results for the paper, and Section V contains a

discussion of theimplications. Section VI concludes.

[I. Motivesfor Giving Overvalued Stock and Hypotheses
This section draws on theoretical and empirical models of charitable giving to understand
why CEOs have incentives to time gifts of stock to occur when the stock isovervalued. To keep
the discussion clear, designate the value of a firm's stock given full information (i.e., both
private and public information) at any timet asv. Suppose that at a given timet the CEO can

have private information about the stock’s value that outside investors do not have. For



example, the CEO may know beforehand about a regulatory decision or product testing outcome
affecting the value of his firm’s stock, or the CEO may know that next quarter’s earnings for his
firm will be different from current market expectations. The information asymmetry between the
CEO and outside investors causes outside investors to make a pricing error, &, when trading
occurs to establish the market price of the stock. The pricing error e can be positive, negative, or
zero, limited only by the fact that the market price of a stock must be nonnegative. The CEO can
observe the market price and knows v;, so he also knows the pricing error e. If the CEO gives
one share of stock at time t, then the reported value of the gift is based on the market price of the
stock at t. Thus, for tax and gift reporting purposes, the value of the gift, g;, can be represented

as

gG=Vwte.

This reported gift amount, g, is the parameter that enters into theoretical and empirical
models of charitable giving to indicate the amount of the gift. Viewing the gift amount g; as the
sum of a true stock value v; and a pricing error &, it is possible to see the incentives a rational
CEO has to time gifts of stock so they occur when the stock is overvalued if he is motivated by

tax savings or by socia acclaim benefits.

Theoretical and empirical studies of charitable giving suggest that givers consider tax
effects when choosing the timing of their charitable contributions. For example, Randolph
(1995) finds that givers time gifts to exploit transitory changes in the tax price of giving because
tax deductions are more vauable when tax rates are high. Auten, et a. (2002) aso find that
taxes affect the level of charitable contributions. Holding the tax rate constant, a CEO also has

incentive to time his giving to occur when his firm’s stock is overvalued. Under the current



Internal Revenue Code, the tax savings from a charitable gift is the CEO’'s margina tax rate
multiplied by the gift amount.” Thus, if a CEO times a charitable stock gift to occur when the
stock is overvalued (i.e, & > 0), the additional tax savings from timing the gift is the tax rate
times . The more overvalued the stock, the larger is the tax saving from timing. Alternatively,
a CEO could obtain the same tax savings that giving correctly valued stock would provide by
giving fewer shares of overvalued stock. He simply givesv; /(v + &) times the number of shares
he would have given if the stock were correctly valued. In either case, the CEO is better off by

timing his gift to occur when the stock is overval ued.

Another set of theoretica models focuses on the social acclaim, prestige, or income
signaling benefits of charitable giving. In Becker's (1974) analysis of social interactions, he
suggests the possibility that there is a social acclaim benefit from charitable giving (p. 1083).
Glazer and Konrad (1996) develop a forma model in which givers signa their incomes by
giving gifts that will be publicly reported. Similarly, Harbaugh (1998) argues and presents
empirical evidence consistent with a prestige motive for giving. Henceforth, we refer to the
collection of these motives or benefits smply as ‘social acclam’ motives or benefits. In these
models, the utility of the socia acclaim benefit isincreasing in the publicly-reported gift amount.
Thus, assuming that charities do not reduce the publicly reported gift amount ex post for a stock
gift that subsequently fallsin value, a CEO whose giving is motivated by social acclaim concerns
has incentives to time his gifts of stock to occur when the stock is overvalued. As with the tax
saving motive, the benefits from timing for socia acclaim reasons are larger the more overvalued

the stock is. Also similar to the tax-saving motive discussion above, a CEO could alternatively

" There are limits on the percentage of income that can be deducted for charitable gifts, and varying restrictions for
different charities. Givers motivated by tax savings can save the tax rate times the fair market value of the gift if
they avoid the limitations and restrictions.



obtain the same social acclam benefits that giving correctly-valued stock would provide by

giving fewer shares of overvalued stock.

Given the tax-saving and socia acclaim incentives that a CEO has to time stock gifts, we
hypothesize that CEOs time their stock gifts to occur when their firms stocks are overvalued.?
Such CEO timing should exhibit itself in stock returns. Specificaly, if a CEO has private
information that a stock is overvalued, when his private information eventually becomes public,
investors should revise downward their estimate of the firm's value. Thus, if CEOs time stock
gifts, we should find negative abnormal stock returns following the gift of the stock, where
‘abnormal return’ means the return beyond that expected given the overall stock market returns
and the stock’s risk. Although not necessary to support a private information-based timing
hypothesis, we also examine whether stock given by CEOs experience positive abnormal returns

in the period preceding the gifts.

We test the CEO timing hypothesis and its negative average abnormal return prediction
against the null hypothesis of no timing. Finding zero abnormal stock returns following CEO
gifts of stock would suggest that CEOs do not systematically time gifts of stock to occur when
the stocks are overvalued. Finding no evidence of timing would be consistent with a pure
altruism motive for CEO stock gifts and with Andreoni’s (1989, 1990) warm-glow motive.
Finding no evidence of timing would not be evidence against tax-saving or social acclaim
motives, however, because such a finding could occur if CEOs give for these reasons but on

average have no private information about stock values or cannot predict how the stock market

8 Previous literature documents that insiders time their sales to occur before corporate bankruptcies (Seyhun and
Bradley, 1997), seasoned equity offerings (Kahle, 2000; Clarke, Dunbar, and Kahle, 2001), and earnings declines
(Ke, Huddart, and Petroni, 2003), all of which reduce firm value on average. Moreover, Seyhun (1992) finds that
aggregate insider trading predicts alarge fraction of one-year ahead stock returns. Jeng, Metrick and Zeckhauser,
2003) find that insider buying, but not selling, generates positive abnormal returns for the insiders.
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will react when the private information becomes public. Finding positive abnormal stock returns
following CEO gifts of stock would suggest that CEOs systematically time their gifts to occur
when the stocks are undervalued. Giving undervalued stock would reduce the CEO’ stax savings
and any socia acclam benefits of giving compared to what they could be by waiting to give
when the stock is correctly valued or overvalued, but would benefit the charity if the charity held
the stock until it was correctly valued and earned positive abnormal returns. In this case, we can
view the CEO as being especidly atruistic because he gives up additional benefits while the

charity or public good aspect of his gift is better off.

[I1. Sample and Methods

All transactions in a publicly-traded firm’'s stock by its officers and large beneficial
owners must be filed with the Securities and Exchange Commission (SEC). Thomson Financia
has a database that compiles information from these SEC filings from 1986 forward. Thomson
subjects the data it collects to a cleansing and verification process, and marks records that it
cannot cleanse and verify. From the cleansed and verified set of stock transaction records, we
retain records for which: (1) the transaction code indicates that the transaction was a bona fide
gift; (2) the security code indicates the stock given was common stock or class A common stock;
and (3) the ‘role code’ indicates the transaction was by the CEO of the firm whose stock is being
given. There are 25,859 gifts in the database, given over the period 1989 to 2003, that pass this
screen.  Stock price data is missing for many records in the Thomson database and we require
stock prices to compute gift sizes, so we additionally require that firms have stock price datain
the Center for Research in Security Prices (CRSP) database. We are able to obtain stock price

datafor 65 percent of the stock gifts, or 16,915 observations.



11

To provide additional evidence about the CEO timing hypothesis, we also examine stock
returns surrounding gifts of stock by persons who should be less likely to have private
information about a stock’s value. If CEOs use their private information to systematically time
their gifts of stock to occur when the stock is overvalued, but non-privately informed
shareholders do not or cannot, we should find different patterns of stock returns following gifts
by CEOs and gifts by outside shareholders. The SEC requires reporting, and the database that
we use contains records of, transactions by parties with ten percent or more beneficial ownership.
We use role codes in the database to identify transactions by outside shareholders, trustees, or the
estates of deceased persons. Although the relatively large investment stakes that these parties
have should give them strong incentives to collect information about their respective stocks,
these parties arguably have less access to private information about the respective stocks than

CEOsdo. Henceforth, we refer to these parties collectively as outside shareholders.

A firm’s stock can rise or fall in price because of common factors that affect the overall
stock market (e.g., a change in the federa funds rate). Our stock return analysis uses standard
event study methods that are designed to remove the portion of the stock return that would be
expected given the stock’s risk and the overal stock market return on the respective days (see
MacKinlay, 1997, for areview of event study methods). Specifically, we follow the method and
test statistics developed by Patell (1976). In words, the abnormal return (ARj;) for firm i on
event day t is the actua return for firm i minus the predicted return. The predicted return is
computed based on the actual market return and parameter estimates from the market model.
The market model is aregression of firm i’s returns on an intercept and the overall stock market
returns. We use the return on the CRSP equal-weighted index as a proxy for the overall stock
market return, but results are qualitatively similar when we use the value-weighted index. We

estimate market model parameters using daily returns over a 150-day pre-event period beginning
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225 days before the gift date and ending 75 days before the gift date. We calculate cumulative
abnormal returns over various intervals surrounding the dates on which the stocks were given,
ranging from three months before to three months after the gift dates. Significance tests use the
relevant standard forecast error of the prediction errors generated by the market model and adjust
for the number of days in an event window and the number of observations in the sample (see

Patell, 1976, for details).

To implement the event study analysis, we require that the given stock have nonmissing
stock return data in CRSP for the estimation period and event analysis period. We count
multiple gifts by the same executive on the same day as one observation. We omit any stock
gifts for which we find that the executive also engaged in a non-gift transaction on the same
date.’ Non-gift transactions such as an open market sale of the CEO’s shares could potentially
contaminate our stock return analysis and limit our ability to draw inferences about gift timing.
After applying the screens and adjustments to the gross sample, the sample size for the stock
return analysis is 10,921 gift event dates. Applying the same criteria to the sample of gifts by

outside shareholders generates a sample size 484 gift event dates.

V. Results

Before turning to the stock return analysis, we discuss summary statistics that
characterize several dimensions of the sample of stock gifts by CEOs and outside sharehol ders.
As shown in Table 1, there were 25,859 gifts of common stock by CEOs in the Thomson
database. There are 10,825 different CEOs in the Thomson database over our sample period, and

44 percent of them made at least one stock gift. The 44 percent figure is well below the typical

® There are 183 large-gift observations excluded by this criterion. Thereis essentially no effect of excluding them
because their mean cumulative abnormal stock returns (-14.62 percent) is similar in magnitude to the mean for the
sample of nonconfounded large stock gifts.
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80 to 90 percent estimate of the overall population that gives to charity, but it includes only gifts
of stock. Thus, we cannot tell whether CEOs in the aggregate are more or less charitable than

the general population because we do not observe their non-stock charitable gifts.

The second panel of Table 1 shows that among those CEOs who made stock gifts, the
number of gifts made by each CEO ranges from one to 199. The median CEO made two gifts,
while the CEO at the 75" percentile made six gifts. We have stock price (and thus gift value)
data for 65 percent of the total gifts. Six percent of the gifts were over $1 million in 2003

dollars.

The bottom panel of Table 1 presents the distribution of gifts over our sample period.
We are not aware of any database of stock gifts to compare these figures to, but we conjecture
that the apparent jump in the frequency of gifts in 1995 is due to increased coverage of the
Thomson database of gift events beginning in 1995 rather than a real increase in the number of
gifts. We also report the mean gift, standardized to 2003 dollars using the consumer price index,
for each year. It isinteresting to note that the mean gift size increases to a peak in 1999, the year
before the stock market began declining. The Standard & Poor’s 500 index exhibited negative
raw annual returns each year for 2000 — 2002, and the gifts in these years were lower than 1999
and exhibit a declining trend. The S&P 500 earned a positive return for 2003, and both the
number and dollar of stock gifts increased compared to 2002. Although not a formal test of our
main hypothesis, these patterns in giving suggest that stock values probably matter in decisions

about when to make stock gifts.
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A. Abnormal Sock Returns Surrounding Stock Gifts

Table 2 presents the main results of the paper. The first two panels of Table 2 contain
results for large and small CEO stock gifts, respectively. Somewhat arbitrarily, we define large
gifts as those of $1 million or more in 2003 constant dollars and small gifts as those below $1
million.*® Holding constant the level of mispricing of a stock, the incentives to time gifts should
be greater for larger gifts, so we focus our discussion on large gifts. There are 1,185 such gifts
with complete stock return data for a six-month window centered on the gift date™* We present
abnormal returns for three months before and three months after the gift date, and for finer time
partitions surrounding the gift date and in the period following the gift date. To standardize time

periods across events, we define each ‘month’ as 22 trading days.

As shown in the first panel of Table 2, in the three-month period before large CEO qgifts,
the average cumulative abnormal return is 2.01 percent, which is statistically significant at the
0.05 level. Moreover, 52 percent of the abnormal returns are positive (shown as 48 percent
negative in the table), which is statistically greater at the 0.01 level than the proportion of
positive abnormal returns during the estimation period. On the day immediately before the gift
date (day -1), the average abnormal return is 0.36 percent, which is significant at the 0.01 level.
The day of the gift (day 0), there is an abnormal return of 0.02 percent, which is not statistically

different from zero. The day immediately after the gift date, the average abnormal return is-0.32

19 \We specify alarge/small cutoff based on absolute dollar amount rather than a proportion of wealth given because
we think that dollar amounts better capture potential social acclaim benefits of gifts and because charities report
dollar amounts when they report gifts. For example, if we observe only that a person gave 10% of his stock to a
charity, we cannot infer much about hisincome level or wealth, and thus would have difficulty associating a prestige
level with that gift.

1 We exclude observations that do not have complete returns for six months center on the gift date. This excludesa
number of stocks that were delisted or otherwise disappeared from the database before the end of the third month
following the gift date. If we include these observations, the results are qualitatively and quantitatively similar to
those reported in Table 2.
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percent (p-value <0.001). Moreover, approximately 57 percent of the day +1 abnormal returns
are negative, which is statistically greater at the 0.01 level than the proportion of negative
abnormal returns during the estimation period. It is difficult to attribute the day +1 negative
abnormal return to the gift announcement itself because charities sometimes announce gifts at a
later public ceremony instead of on the date the stock is legally transferred to the charity.
Moreover, often the charity reports the gift amount, but not the form (e.g., cash versus stock).
Furthermore, the day +1 reaction is unlikely to reflect the CEO’s SEC filing of the gift because
CEOs can wait until 45 days after the fiscal year-end to make such filings.> A possible
interpretation is that CEOs have foreknowledge of negative news on day -1 and thus give their

giftson day O.

In the three months following the stock gifts, the average cumulative abnormal return is

15.56 percent, which is strongly statistically significant with a z-statistic of —15.67. Thus,
compared to a strategy of liquidating the gift immediately and reinvesting the proceeds in
another investment of equal risk, on average a charity that held the stock it received from a CEO
would earn a return approximately 16 percent below the return on the alternative investment.
Over this three-month interval, 64 percent of the cumulative abnormal returns are negeative,
which is statistically greater at the 0.001 level than the proportion of negative abnormal returns
during the estimation period. Average abnormal returns are also significantly negative in each
of the three months following the gift date. Results are similar, albeit with smaller magnitudes,

for CEO gifts less than $1 million. The smaller magnitudes of the returns are not surprising

12 The filings themsel ves occur approximately 70 to 80 days after the giftsin our sample. In untabulated results, we
find a significantly negative cumulative abnormal return of 0.55 percent (z-statistic= 3.17) for athree-day event
window centered on the filing date. We cannot tell whether the SEC filing date is the first the public learns of the
gifts because the gifts could have been reported earlier by the respective charitiesin publications for their
membership or other documents. We could not find a straightforward way to search alarge number of publications
published by charities.
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because ceteris paribus the tax-saving and social acclam benefits of giving overvalued stock,

and thus timing incentives, should be smaller for smaller gifts.

Thus, there is strong evidence that CEOs systematically time gifts of stock to occur when
the stocks are overvalued. Abnormal stock returns up to and including the day before the gifts
are significantly positive on average, and beginning the day immediately after the gift the stocks
exhibit negative average abnormal returns. These results are consistent with a tax-saving motive
and a social acclaim motive for stock gifts by CEOs because the benefits to the giver under these
motives increase with an effective gift timing strategy. Conversely, the results suggest that stock
gifts by CEOs are not motivated solely by pure atruism or by a warm-glow motive because these

produce no obvious incentives to time gifts.

The third and fourth panels of Table 2 contain results for large and small stock gifts,
respectively, by outside shareholders. As with the CEO stock gifts, we focus our discussion on
large gifts. There are 67 such gifts over our sample period. For large gifts by outside
shareholders, in the three-month period before the gift date we find average abnormal returns of
+12.56 percent that are statistically significant at the 0.001 level. These results parallel the results
for CEO gifts, but the average abnormal return is substantially larger. In contrast to the results
for CEO gifts, we find small average cumulative abnormal returns (2.20 percent) in the three
months after the gift that are not statistically different from zero. For the sample of 417 small
outside shareholder gifts, we aso find evidence of positive average abnormal returns in the three
months before the gift date. Somewhat surprisingly, for small gifts by outside shareholders, we

find a statistically significant average abnormal return in the first month after the gift date. The
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return is relatively small ( 1.16 percent), however, and the non-parametric sign test (proportion

of negative returns) is not statistically significant.

Taken together, the results in Table 2 are consistent with the hypothesis that CEOs use
their position and access to private information to time their gifts of stock. Both CEOs and
outside shareholders can observe pre-gift returns and both appear to time gifts to occur following
abnormal increases in stock prices. But only CEOs should have private knowledge about future
information that may adversely affect a stock’s value. Consistent with this proposition, we find
negative average abnormal post-gift returns only for the sample of CEO gifts. Outside
shareholders would not typicaly have access to private information about stock value, so they
should find it hard to time their gifts to occur when the stock is overvalued. The statistically zero
average abnormal post-gift returns suggest that outside shareholders have no information on

which to base timing, no timing ability, or do not try to time their stock gifts.

B. Abnormal Dollar Returns

Some charities have formal policiesin place that require the immediate liquidation of any
non-cash gifts received. Other charities hold non-cash gifts for some time before liquidating
them and some even hold non-cash gifts as long-term investments. We cannot observe the
liquidation policies of the gift recipients in our sample and cannot observe when recipients
ligquidate the stocks they are given, but we can calculate the abnormal dollar returns following the
stock gifts if the recipients waited for various time periods after the gift date to liquidate their

stock holdings.
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For each gift we calculate the abnormal returns in dollars by multiplying the respective
post-gift cumulative abnormal return by the initial gift amount. The cumulative abnormal return
for each stock is the actual return on the stock minus its expected return given the overall market
return and the stock’s risk, so these abnormal dollar returns can be thought of as opportunity
losses (or gains for positive abnormal returns) in dollars. Specifically, they measure the
difference in the value of the gift if the charity holds the stock for the respective time period

versus liquidating it immediately and reinvesting the proceeds in a portfolio of equal risk.

The calculated abnormal dollar returns are in Table 3. We present results separately for
small and large gifts, and for small and large gifts combined for both CEOs and outside
shareholders. As shown in the first panel of Table 3, the median opportunity loss in value in the
three months following a large CEO stock gift is - $213,958. Liquidating the stock at the end of
one month reduces the opportunity lossin valueto $102,565, till a sizeable amount of money.
In aggregate across the 1,185 large CEO stock gifts, the opportunity loss at the three-month point
is approximately $3 billion. Liquidating the stock at the end of one month reduces the
aggregate opportunity loss to approximately $1.9 billion. There is wide variation in the
distribution of abnormal dollar returns, with some individual charities doing very well if they
hold the stock for three months and others doing very poorly. The most negative abnormal dollar
return using a three-month liquidation point indicates an opportunity loss of $864 million,
while the most positive abnormal dollar return indicates a gain of $592 million. Unlike the
median abnormal dollar return, the maximum and minimum values do not vary monotonically
with the length of the assumed liquidation period. Across the assumed liquidation periods, the

three-month liquidation period has the least negative minimum abnormal dollar return.
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The second panel of Table 3 contains results for small CEO stock gifts. Not surprisingly,
the mean and median abnormal dollar returns are considerably smaller than the comparable
figuresfor large CEO stock gifts. Likelarge CEO stock gifts, however, thereiswide variation in
the returns for small gifts. The minimum (most negative) figure for small CEO gifts highlights
the opportunity loss nature of our measures. It might appear puzzling that a charity suffers an
approximately $2.1 million loss on a gift less than $1 million, but this figure reflects the fact that
the charity would have been better off by $2.1 million if it had liquidated the given stock
immediately and reinvested the proceeds in a portfolio with the same risk as the stock. Thisisan
extreme value created by a relatively high risk stock and a high market return in the particular

three month period following this particular gift, but highlights the interpretation of the measure.

In paralel with the relatively small and statistically insignificant abnormal returns
presented in Table 2 for gifts by outside shareholders, the abnormal dollar returns for outside
shareholder stock gifts are much smaller in magnitude than those for CEO stock gifts. The

median three-month abnormal dollar return for large outside shareholder giftsisonly $14.

In summary, converting the cumulative abnormal returns to abnormal dollar returns
illustrates that the opportunity losses created by CEO gift timing are of economically significant
magnitudes. Charities that do not liquidate stock gifts from CEOs soon after they are given risk
sustaining economic losses of considerable magnitudes on average. These results suggest that a

policy of immediate stock gift liquidation would benefit most charities.
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C. Timing Using Public vs. Private Information

The question of whether CEOs use private information in timing gifts is important
because current laws and many companies policies governing trading when insiders have
material nonpublic information contain exceptions for stock gifts. Thus, we next explore the
private information issue more fully. Specificaly, we examine whether CEOs and outside
shareholders appear to time their gifts by following a simple rule of giving when the stock price
isrelatively high compared to its 52-week high-low price range, which is frequently and publicly
reported for stocks. This analysis is motivated in part by empirical evidence suggesting that
employees appear to use ‘reference points based on the 52-week price range when deciding
when to exercise their stock options (Heath, Huddart, and Lang, 1999; Core and Guay, 2001). It
seems reasonabl e to hypothesize that CEOs and other shareholders may also use such areference
point to decide when to make a stock gift. Timing gifts based on such a reference point could
generate what appears to be timing ability if stock prices are more likely to be overvalued and

mean revert or reverse after nearing 52-week highs.

We first examine whether stock gifts are more likely to occur when the stocks have
relatively higher valuations. For each month t in our sample period for each firm in the CRSP
database, we identify the high and low prices in the 12 months prior to month t. Based on the
closing price for the month before the event, we then construct a 52-week price distance measure
defined as [(price - low price)/(low price)] + [(price - high price)/(high price)] to measure each
stock’ srelative valuation. This distance measureis larger the greater the stock’s value relative to
its 52-week range of values. For each month in the sample period, we define quintiles based on

the distribution of these 52-week valuation measures. We then determine the quintile that each
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given stock isin, and test the null hypothesis that an equal number of gifts are in each 52-week
price distance quintile (i.e., we test whether 20 percent of the events are in each quintile). If
CEOs and outside shareholders ignore relative valuation information in choosing when to give
stock gifts, the frequency of gifts should parallel the distribution, and we should fail to reject the

null hypothesis.

As shown in the second and third panels of Table 4, CEOs make significantly more stock
gifts (both large and small) when the stocks are in the upper two quintiles of 52-week relative
valuation. For example, 29.45% of large CEO stock gifts are made when stocks are in the top
relative value quintile compared to only 14.35% of CEO stock gifts when stocks are in the
bottom relative value quintile. The observed proportions across the quintiles differ significantly
from the predicted proportions of 20% at the 0.0001 level. Thus, CEOs are more likely to give
gifts when stocks have a relatively high 52-week value. The fourth and fifth panels of Table 4
show that outside shareholders are also more likely to make stock gifts when the stocks have
relatively high 52-week values. Thus, both CEOs and outside shareholders appear to time their

gifts based at |east partly on public information.*®

We next examine whether the timing based on the relative 52-week values can generate
what appears to be timing ability by comparing post-gift abnormal returns across gifts in the top
and bottom 52-week valuation measure quintiles.** If astock is more likely to be overvalued if it

is closer to the upper end of the 52-week vauation distribution, then post-gift cumulative

3 We cannot tell whether CEOs and outside sharehol ders use the particular 52-week high-low relative valuation
measure that we use for the analysis, but alternative relative valuation measures based on price versus recent price
ranges should be highly correlated with the 52-week-based measure.

1 For this analysis, we define the quintiles across the sample (i.e., gift) firms, not the CRSP population. When we
use the same CRSP-based quintile definitions asin Table 4, we find qualitatively similar resultsto those reported in
Table 5, except that the high minus low quintile difference in means for large gifts by outside shareholdersis not
statistically significant. Given the magnitude of the difference in means (approximately 14 percentage points), we
think that the lack of significance likely reflects the sample sizes of only 10 and 8 firms, respectively, in each cell.
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abnormal returns should be more negative for the top quintile (gifts given when the stock has a
relatively high value) of the measure compared to bottom quintile (gifts given when the stock has

relatively low value) of the measure.

The results are in Table 5. We focus discussion on the top panel of Table 5, which
contains results for large CEO gifts. The average post-gift three month abnormal return is
10.03 percent (z = 4.21) for bottom quintile stock (relatively low valuation) compared to
35.00 percent (z = 12.85) for the top quintile stocks (relatively high valuation). The
difference in the cumulative average abnormal returns across the bottom and top quintiles is
significant with a p-value < 0.0001. Although the magnitudes differ, the other three panels of
Table 5 show that the pattern of resultsis similar for smaller CEO stock gifts, and for small and
large stock gifts by outside shareholders. Gifts made when a stock has a relatively high value
compared to its 52-week price range are followed by larger negative average cumulative

abnormal returns than gifts made when the stock has arelatively lower value.

The results in Table 5 suggest that even an outside shareholder appears to have some
timing ability by following a simple timing rule to give gifts when stocks are relatively high
compared to their 52-week price ranges. The 52-week range of a stock’s price is easily and
publicly observable, so the finding that outside shareholders appear to successfully time gifts
based on this rule raises the important question of whether the evidence of timing we observe for
CEO stock gifts is based on public or private information. It is possible that CEOs are simply
more likely to use the publicly reported 52-week reference point than outside shareholders are,

and thus appear to have greater timing ability in stock gifts even though they use no private
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information.”> To explore the public/private information question more fully, we regress the
three-month post-gift cumulative abnormal returns on the 52-week valuation measure and a
dummy variable equal to one for CEOs and zero otherwise. If the timing effects that we observe
stem solely from following a simple rule based on the 52-week relative valuation measure, then
we should find a significantly negative coefficient on the 52-week distance measure and a

statistically insignificant coefficient on the CEO dummy.

The regression results, which we do not report for brevity, show that the coefficients on
the 52-week distance measure are significantly negative for the full sample and subsamples of
small and large gifts. Moreover, the coefficient on the 52-week distance measure does not differ
for CEOs and outside shareholders. Thus, both CEOs and outside shareholders can use a simple
rule based on the value of a stock relative to its 52-week price range to time their stock gifts to
occur when the stocks are relatively overvalued. Importantly, however, the coefficients on the
CEO dummy variable are also significantly negative. For large stock gifts, the coefficient on the
CEO dummy is 0.16 (p-vaue = 0.005), which indicates that cumulative average abnormal
returns are 16 percent more negative for CEO gifts than for gifts by outside shareholders, while
controlling for the public information about stock value contained in the 52-week relative
valuation measure. For the subsample of small gifts, the coefficient on the CEO dummy has a
negative sign, but a p-value of only 0.16. While we cannot rule out the possibility that CEOs use
some other publicly observable information to time large stock gifts, the evidence does indicate

that CEOs appear to time large gifts based on information that outside shareholders do not use.

15 The proportions of giftsin the upper quintilesin Table 4 do not differ significantly across CEOs and outside
shareholders, but the sample size of outside shareholdersis relatively small so the lack of significance may be a
statistical power issue.
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D. Giver Generosity and Gift Timing

We next examine whether giver generosity is related to extent to which CEOs time gifts
as measured by the magnitudes of post-gift stock returns. With little theory to guide us and
limited observable characteristics from the Thomson database, we focus on three CEO
generosity measures: the number of stock gifts a CEO makes during our sample period; the
maximum percentage of a CEO’s stockholdings that he gave in one single gift; and the total
percentage of the CEO’s stockholdings given over the span of our sample period. It is
impossible to observe or estimate the amount of pure altruism, warm-glow, or social acclam
utility that a giver receives from giving a gift, so we cannot empiricaly link these generosity
measures to any particular theoretical models of charitable giving. Thus, this analysis is a pure

empirical exercise to examine whether giver generosity isrelated to the timing of stock gifts.

We compute the three generosity measures for each CEO in our sample and sort the
sample into quintiles based on each measure. In Table 6 we present the average cumulative
abnormal returns in the three-month post-gift period for the top and bottom quintiles based on
each generosity measure. The way the measures are defined, the top quintile givers are more
generous. The pattern of results is similar across the three generosity measures—average
cumulative abnormal stock returns are significantly less negative following gifts by more
generous givers. For example, the average abnorma return for the givers with the largest
number of giftsis 10.04 percent (z= 6.98), which compares to the average abnormal return of

26.08 percent (z = 7.88) for givers with the smallest number of gifts. The means are

significantly different with a p-value of 0.0059. Using the magnitude of the post-gift abnormal
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returns as a measure of the extent of timing, these results suggest that more generous givers are

less motivated by timing.

Although these results are not direct tests of theoretical charitable giving models, the
evidence paints a reasonably coherent picture. Givers driven by a pure atruism motive or
Andreoni’s (1989, 1990) warm-glow motive should have no incentives to time gifts of stock to
occur when the stocks are overvalued. We find that more generous givers exhibit weaker timing
effects. Thus, it seems reasonable to propose that more generous givers are more likely to have a

pure altruism motive or warm glow motive for their giving.

V. Implications

The evidence that CEOs on average use private information to time their stock gifts to
occur when the stocks are overvalued has several important implications. First, for charities the
results suggest that waiting to liquidate large stock gifts from CEQOs can be very costly. The
average abnormal return in the three months after the stock gift is approximately —16 percent.
Even after only one month, the average abnormal return is approximately —6 percent. Thus,
charities should adopt policies that require liquidating large stock gifts from CEOs as soon as
possible after the gift date to avoid the negative abnormal returns. |If charities do not need cash
immediately, a policy of liquidating and reinvesting the proceeds in a portfolio of equal risk

would leave the average charity significantly better off than holding the given stock.

Second, we cannot tie the evidence of the timing of stock gifts directly to a tax saving
motive because the gift timing by CEOs that we observe could be motivated solely by social

acclaim concerns instead of a tax saving motive. Despite the lack of a clear connection, it is
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clear that CEOs do time stock gifts and that tax policy provides an incentive to do so. The
incentive to give overval ued assets to maximize tax deductions is not unique to stock gifts, but to
our knowledge our study is the first to demonstrate empirically that some givers time gifts to
occur when the gift is temporarily overvalued. Our findings do not produce clear prescriptions
for tax policy, but the evidence of gift timing suggests that givers may in fact respond to the

incentives to time gifts created by current tax policy.

The third implication concerns insider trading and securities regulations. The giftsin our
sample are reported to the Securities and Exchange Commission as bona fide gifts. As such,
they are not considered sales and are excepted from certain regulations that govern when a
company insider can trade if he has materia nonpublic information, and how and when such
transactions are reported. Recent changes mandated by the Sarbanes-Oxley Act of 2002 to the
insider reporting requirements aso include a gift exception. Moreover, many companies’ insider
trading policies contain exceptions for gifts. Under these regulations and policies, a CEO cannot
sell his own stock during periods when he has material nonpublic information, but can give stock
to charities during those periods.*® The logic underlying the gift exception is that an insider does
not profit from a bona fide stock gift. Our findings that CEOs avoid negative abnormal returns
and receive potentially greater tax benefits and social acclaim benefits by timing their stock gifts

imply that CEOs do benefit from their private information when they make stock gifts.

The findings that CEOs benefit from stock gift timing cannot begin to resolve the

longstanding debate over whether insider trading should be illegal, but do illustrate that timed

16 We cannot observe when CEOs have material non-public information, so we cannot know which, if any, of the
CEO giftsin our sample occur during periods that the CEO is prohibited from trading for his own account. The
strong evidence of timing that we present, however, implies that on average CEOs make stock gifts when they do
have private and material information that the stock will earn negative abnormal returnsin the near future.
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stock gifts are similar in some ways to timed stock sales. Given that stock sales are prohibited
when insiders have material nonpublic information, one could argue that stock gifts should be
similarly prohibited during such periods. Socia welfare concerns, in particular the total amount
of stock given to charities, greatly complicate that argument. Such restrictions could reduce
stock gifts to charities, and presumably most charities would prefer to receive overvalued stock

than no stock at all.

The fourth implication concerns investors and public economics. As noted earlier, we
cannot observe when gift recipients liquidate the stock holdings that they receive. If a CEO tips
off a charity that they should liquidate the stock as soon as possible following receipt of the gift
or if the charity has a policy of immediate liquidation, then the implications for investors are
quiteinteresting.’” The charity would sell the stock to investors who unwittingly buy the stock at
aprice that was too high given the CEO'’s private information. This sale effects awealth transfer
from the new investors to the charity. Thus, the new investor in a stock sold by a charity could
wind up “donating to” that charity even though he may not value the public good that the charity
provides. A stock buyer typically does not know the identity of the seller, so the investor would
not be sure that heis subsidizing the charity. But if an investor buys sharesin afirm shortly after
alarge gift of stock by its CEO, there is arisk that the investor will unknowingly subsidize the
respective charity by buying overvalued shares from it. It islikely that some investors would not
knowingly choose to subsidize the particular charities that sold the stock to them. From a public
economics standpoint, the end result is that by giving an overvalued stock, a donor may in effect

cause others to fund the charity’ s public good involuntarily and unwittingly.

Y A charity that sells stock based on information from a company insider faces the risk of charges that they traded
on material nonpublic information. We are not aware of a charity ever having been charged with trading on material
nonpublic information.
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V1. Conclusions

Unlike cash gifts whose values are unambiguous, a gift of stock presents the opportunity
for agiver with private information about the stock’s value to time the gift so that it occurs when
the market has temporarily overvalued the stock relative to the giver's private information.
Drawing on tax saving and social acclaim explanations of charitable giving, we hypothesize that
CEOs have incentives to time gifts of stock to occur when the stocks are overvalued. We
examine stock returns surrounding gifts of stock by CEOs, and find small positive abnormal
returns preceding the gifts and large negative abnormal stock returns in the period following the
gifts. The findings are consistent with the view that CEOs time gifts of stock to occur when the
stocks are overvaued. Consistent with the hypothesis that CEOs use private information in
timing their gifts, post-gift abnormal returns following stock gifts by outside shareholders are
statistically zero. Thus, outside shareholders, who would typicaly have less access to private
information than a firm insider, do not appear to time gifts to occur when the stocks are
overvalued. We aso present evidence that any giver can exhibit at least some timing ability by
giving when a stock’s value is high relative to its 52-week price range, but that CEOs appear to
use private information beyond that contained in the 52-week range. Finally, we show that
timing effects are weaker for more generous CEQOSs, defined as those who give more frequently or

giverelatively more of their stock holdings.

The findings favor atax saving or socia acclaim motive for CEO stock gifts over a pure
altruism motive or awarm-glow motive because under the former motives there are incentives to
give overvalued gifts. The findings have important implications for charities, for tax policy, for

securities regulation, and for investors.



29

Our results suggest at least two directions for future research. First, given the prevalence
of CEO stock gifts and the likelihood that some charities do not liquidate the gifts immediately,
our results suggest it would be interesting to compare the investment performance of charities
that have immediate liquidation policies to those that do not. Among charities that receive large
stock gifts, liquidation policies can potentially explain alarge part of the cross-sectional variation
in investment performance. Second, in light of our results showing weaker timing effects for
more generous CEOs, it would be interesting to examine the importance of our generosity
measures in other samples. Because cash gifts are not overvalued, can generosity measures
predict the likelihood of giving cash versus other assets that are potentially overvalued? Are
generosity measures related to the likelihood of making publicly-reported versus anonymous

gifts?
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Table 1—Descriptive Statistics of CEO Stock Gifts from 1989 to 2003

32

Number Percentage
CEO Common Stock Giftsin Database 25,859 100
Gifts with nonmissing Stock Price Data 16,915 65
Gifts over $1million (2003 dollars) 1,654 6
Number of CEOsin Database 10,825 100
Number of CEOs that Made Gifts of
Common Stock 4,732 44

Frequency of
giving by
individual CEOs

Minimum 1
25" percentile 1
Median 2
75" percentile 6
Maximum 199

Number Mean Gift Total Gifts
Y ear of Gifts (2003 dollars) (2003 dollars)
1989 1 149,899 149,899
1990 2 10,103 20,206
1991 2 187,107 374,213
1992 14 257,033 3,598,467
1993 17 144,134 2,450,282
1994 32 549,018 17,568,562
1995 418 384,722 160,813,937
1996 1,381 837,003 1,155,900,943
1997 1,963 928,870 1,823,371,442
1998 1,892 1,954,732 3,698,352,824
1999 1,960 8,673,373 16,999,812,018
2000 2,215 1,521,813 3,370,816,092
2001 2,315 1,817,383 4,207,241,180
2002 2,304 587,687 1,354,030,533
2003 2,399 855,568 2,052,507,885
Total 16,915 34,847,008,484

NoTe.—Descriptive statistics of CEO stock gifts from 1989-2003. The second panel contains
statistics only for CEOs that made at |east one stock gift.



Table 2—Stock Gift Event Study Results

Percentage of
Window Sample Cumulative Z-statistic Returnsthat are Sign test
(days) size Abnormal Negative Z-Statistic

Return (in percent)

CEO Gifts of $1million or more (in 2003 dollars)

(-66,-1) 1,185 2,01 2.375* 48 3.132*%*
(-1,-1) 1,185 0.36 3.200** 49 2.783**
(0,0 1,185 0.02 1.516 50 1.736
(+1,+1) 1,185 -0.32 -3.541*** 57 -2.744**
(+1,+66) 1,185 -15.56 -15.666* * * 64 -8.097***
(+1,+22) 1,185 -6.49 -12.112*** 62 -6.177***
(+23,+44) 1,185 -5.21 -8.924*** 58 -3.733***
(+45,+66) 1,185 -3.87 -6.099*** 58 -3.675***
CEO Gifts of less than $1 million (in 2003 dollars)

(-66,-1) 9,736 0.91 1.726 50 6.276***
(-1,-1) 9,736 0.16 5.030*** 51 3.109**
(0,0 9,736 0.04 1.242 52 0.978
(+1,+1) 9,736 -0.04 -2.596** 54 -3.103**
(+1,+66) 9,736 -4.15 -18.137*** 57 -9.355***
(+1,+22) 9,736 -2.04 -16.835*** 57 -8.888***
(+23,+44) 9,736 -1.28 -8.657*** 55 -4.280***
(+45,+66) 9,736 -0.83 -5.923*** 54 -1.925

Outside Shareholder Gifts of $1million or more (in 2003 dollars)
(-66,-1) 67 12.56 3.711%** 40 2.149*
(-1,-1) 67 0.43 0.788 45 1.414
(0,0 67 0.36 0.013 52 0.189
(+1,+1) 67 -0.05 -0.526 55 -0.301
(+1,+66) 67 2.20 0.416 55 -0.301
(+1,+22) 67 1.17 -0.258 49 0.679
(+23,+44) 67 0.54 0.278 54 -0.056
(+45,+66) 67 0.49 0.701 51 0.434

Outside Shareholder Gifts of less than $1million (in 2003 dollars)

(-66,-1) 417 2.30 2.859** 43 3.916***
(-1,-1) 417 0.11 0.433 54 -0.694
(0,0 417 -0.21 -2.470* 54 -0.4
(+1,+1) 417 -0.07 -1.217 57 -1.577
(+1,+66) 417 -1.51 -0.863 50 0.973
(+1,+22) 417 -1.16 -2.454* 53 -0.302
(+23,+44) 417 -0.48 0.077 51 0.875
(+45,+66) 417 0.13 0.883 48 1.954

The symbols *,**, and *** denote statistical significance at the

5, 1and 0.1 levels, respectively, using a two-tailed test.

NoTe.—Average cumulative abnormal returns surrounding CEO stock gifts. Day 0 isthe gift

date. A trading ‘month’ is 22 trading days.



Table 3—Abnormal Dollar Returns Following Stock Gifts

Window  Sample
(days) Size Sum Minimum Mean Median Maximum
CEO Gifts of $1million or more (in 2003 dollars)
(+1,+66) 1,185 -3,027,800,884 -864,335,079 -2,555,106 -213,958 591,928,767
(+1,+44) 1,185 -2,548,493,174 -1,662,002,596 -2,150,627 -156,384 754,654,284
(+1,+22) 1,185 -1,901,134,696 -1,461,108,772 -1,604,333 -102,565 412,282,662
CEOQ Gifts of less than $1million (in 2003 dollars)
(+1,+66) 9,736 -74,074,707 -2,160,038 -7,608 -536 1,169,014
(+1,+44) 9,736 -58,115,820 -1,394,332 -5,969 -441 703,620
(+1,+22) 9,736 -35,643,050 -827,283 -3,661 -269 564,469
All CEO Gifts
(+1,+66) 10,921 -3,101,875,591 -864,335,079 -284,029 =724 591,928,767
(+1,+44) 10,921 -2,606,608,994 -1,662,002,596 -238,679 -585 754,654,284
(+1,+22) 10,921 -1,936,777,747 -1,461,108,772 -177,344 -343 412,282,662
Outside Shareholder Gifts of $1million or more
(+1,+66) 67 40,748,842 -6,001,482 608,192 -51,964 19,463,370
(+1,+44) 67 49,222,659 -4,518,082 734,667 -26,486 15,745,516
(+1,+22) 67 28,433,329 -3,245,621 424,378 12,164 10,221,824
Outside Shareholder Gifts of lessthan $1million
(+1,+66) 417 -2,961,273 -1,186,101 -7,101 -14 335,485
(+1,+44) 417 -2,150,534 -1,000,091 -5,157 13 268,009
(+1,+22) 417 -1,062,893 -495,879 -2,549 -83 211,506
All Outside Shareholder Gifts
(+1,+66) 484 37,787,569 -6,001,482 78,073 -28 19,463,370
(+1,+44) 484 47,072,125 -4,518,082 97,256 -15 15,745,516
(+1,+22) 484 27,370,436 -3,245,621 56,550 -79 10,221,824

NoTe.—Abnormal dollar returns are the cumulative abnormal returns surrounding stock gifts
(reported in Table 2) multiplied by the respective gift amounts. Day O isthe gift date. A trading
‘month’ is 22 trading days.
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Table 4—Frequency of Giving by 52-Week Price Distance Quintile

52 Week Quintile 1 2 3 4 5 Tota
CEOQ gifts of $1million or more (in 2003 dollars)
Events 170 163 184 319 349 1,185
Percentage 14.35% 13.76% 15.53% 26.92% 29.45% 100%
Chi-Square P-Vaue
135.20 <.0001
CEO gifts of less than $1million (in 2003 dollars)
Events 1,554 1,742 1,866 2,422 2,152 9,736
Percentage 15.96% 17.89% 19.17% 24.88% 22.10% 100%
Chi-Square P-Value
241.72 <.0001
Outside Shareholder gifts of $1million or more (in 2003 dollars)
Events 8 11 19 19 10 67
Percentage 11.94% 16.42% 28.36% 28.36% 14.93% 100%
Chi-Square P-Value
8.15 0.0863
Outside Shareholder gifts of less than $1million (in 2003 dollars)
Events 53 78 98 117 71 417
Percentage 12.71% 18.71% 23.50% 28.06% 17.03% 100%
Chi-Square P-Value
29.37 <.0001
All Gift Events
Events 1,785 1,994 2,167 2,877 2,582 11,405
Percentage 15.65% 17.48% 19.00% 25.23% 22.64% 100%
Chi-Square P-Vaue
345.11 <.0001

NoTE.—This table presents the frequency of gifts made at different levels of stock price within
the 52-week high low-price range. The 52-week price distance quintiles are defined based on the
CRSP population. The Chi-square statistic for each panel isfor testing the null hypothesis that
the frequency distribution of gifts across the quintilesis uniform across the quintiles.



Table 5—Cumulative Abnormal Returns (CARS)
by Prior Month Closing Price Distance from 52-Week High and Low
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52-Week Window  Events Cumulative Z-statistic Percentage Sign
Price Distance (days) Abnormal Negative Z-Statistic
Quintile Return (in percent)
CEO Gifts of $1 million or more (in 2003 dollars)
1 (+1,+66) 237 -10.03 -4.213%** 58% -1.766
5 (+1,+66) 237 -35.00 -12.851*** 76% -6.702***
CAR Difference t-statistic p-value
-24.97 -4, 76*** <.0001
CEO Gifts of less than $1 million (in 2003 dollars)
1 (+1,+66) 1,947 341 2.410* 46% 4.845%**
5 (+1,+66) 1,947 -13.46 -18.270*** 67% -11.396***
CAR Difference t-statistic p-value
-16.87 -12.47%%* <.0001
Outside Shareholder Gifts of $1 million or more (in 2003 dollars)
1 (+1,+66) 14 23.92 2.248* 29% 1.946
5 (+1,+66) 13 -11.79 -1.878 69% -1.116
CAR Difference t-statistic p-value
-35.71 -2.53* 0.0182
Outside Shareholder Gifts of less than $1 million (in 2003 dollars)
1 (+1,+66) 84 3.75 38% 2.431*
5 (+1,+66) 83 -6.86 66% -2.257*
CAR Difference p-value
-10.61 0.0068

The symbols *,**, and *** denote statistical significance at the
0.05, 0.01 and 0.01 levels, respectively, using atwo-tailed test.

NoOTE.—This table presents the average cumulative abnormal returns following gifts made at
different levels of stock price within the 52-week high low-price range. The 52-week price
distance quintiles are defined within sample. The test statistic for each CAR differenceisfor
testing the null hypothesis that the average cumulative abnormal return equals across the
respective pair of top (5) and bottom (1) quintiles. Quintile 1 (5) stocks have alow (high) stock

price relative to their 52-week price range.



Table 6—Cumulative Abnormal Returns (CARs) by Measures of Generosity
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Sample: CEO gifts of $1million or more (in 2003 dollars)

Generosity Window Sample Cumulative Z-statistic Percentage Sign
Measure (days) size Abnormal Negative Z-dtatistic
Quintile Return (in percent)

By Number of Times Gave Giftsin Thompson Database During Sample Period
1 (+1,+66) 263 -23.37 -10.379*** 67 -4.609***
5 (+1,+66) 236 -10.78 -6.907*** 64 -3.376***

CAR Difference t-statistic p-value

-12.59 -3.16** 0.0017

By Maximum Gift as a Proportion of Stock Ownership

1 (+1,+66) 227 -22.11 -8.288*** 67 -4.111***
5 (+1,+66) 227 -8.42 -4.862*** 64 -3.518***

CAR Difference t-statistic p-value

-13.69 -2.83** 0.0049

By Sum of Gifts asaProportion of Stock Ownership

1 (+1,+66) 227 -24.34 -8.394*** 67 -4.190***
5 (+1,+66) 229 -7.61 -4.150%** 62 -2.759**

CAR Difference t-statistic p-value

-16.73 -3.49** 0.0006

The symbols *,**, and *** denote statistical significance at the
0.05, 0.01 and 0.1 levels, respectively, using atwo-tailed test.

NoTE.—This table presents the average cumulative abnormal returns following gifts made by
CEOs with different levels of generosity. Thetest statistic for each CAR differenceisfor testing
the null hypothesis that the average cumulative abnormal return equals across the respective pair
of top (5) and bottom (1) quintiles. Quintile 1 (5) CEOs have arelatively low (high) generosity

measure.



