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C-Suite Alpha

CEO Succession & Market Intelligence

Research-backed alpha signals from executive transitions

S1T 3.1x -10.1%

annual value destroyed founder-led Fortune 500 boomerang CEO annual
by poor C-suite transitions outperformance (1990-2014) return gap vs. first stint
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Disclaimers

e Investing involves risk. You could lose some or all of your money.
e Always do your own research and consult a financial advisor before investing.
e The datain this presentation is believed accurate but not guaranteed.

e Inside Arbitrage and its clients may hold positions in securities discussed here.

e All statistics come from academic research or publicly disclosed financial results. Nothing has been
fabricated.
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© The "Big Bath" & V-Shaped Returns [ECoARTEOF 2 o Ratur Potarn

Post-Forced Turnover: Avg. Abnormal Stock Return (%)
— 0 — 0
14 1 3.0% 7-14%
12 12 Initial stock drop at Abnormal return over
10 - first informational event the following 12 months
8 8
| (o)
6 +24% ERCx2
4 4 Volatility surge: Earnings Response Coeff.
2 forced turnover 0.18 - 0.37 post-event
O O T T T T T 1 .
Py -1 The ERC Factor — Informativeness Surge
-4 Markets weight new earnings signals twice as heavily after a CEO
Pre-Event EventDay 1 Month 3 Months 6 Months 12 Months change (0.18 -> 0.37). This sensitivity persists ~2 years
He, Liu, Netter & Shu (2025) e ~3,000+ CEO turnovers, S&P 1500, 1993-2018

- 0-0-0-0

Forced turnover New CEO discloses Benchmark Good news signals 7-14% abnormal
announced inherited bad news reset lower released return realised

He, Liu, Netter & Shu (2025), Review of Finance e Clayton, Hartzell & Rosenberg (2005), Journal of Business




© The "Big Bath" — Quantifying Volatility

Equity Volatility Surge by Turnover Type (%)
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PART 2 OF 2 - Risk & Timing
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Forced Voluntary Voluntary

Turnover Outside Inside

Clayton, Hartzell & Rosenberg (2005) e Journal of Business e 872 turnovers,
NYSE/AMEX, 1979—-1995

Forced > Voluntary Outside > Voluntary Inside

- Volatility hierarchy mirrors strategic uncertainty
- Forced departures imply larger strategy changes
- Outside voluntary successions carry more CEO-skill uncertainty

Trading Implication

- Options: +20% call value uplift at forced turnover — convex payoffs.
- Equity: buy the ~3% initial drop, target 7-14% recovery over 12 months.

Increase in firm hurdle rate
after forced turnover

24 mo.

Duration of elevated
volatility post-transition

TR HDYF Y[ II Boeing — Kelly Ortberg (2024)
) - Inherited safety crisis; ~S5B Q3 loss - ~S6B first full
quarterly loss + 17K job cuts.

- Textbook Big Bath: initial drop is the entry window.

- Volatility elevated for ~24 months post-appointment.

He, Liu, Netter & Shu (2025), Review of Finance e Clayton, Hartzell & Rosenberg (2005), Journal of Business
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| PART 1 OF 2 - Outperformance Data

— Performance Advantage

Founder-Led Fortune 500 vs. Rest of Index
(1990-2014) 3 . 1)(
3.5 - Fortune 500 founder-led
3 - vs. rest of index (1990-2014)
2.5 A
2 0
1.5 1 +3 1 A)
1 - More innovative — more patents
0.5 - with higher objective value
0 T
S&P 500 Founder-Led
Average Index zx
Bain & Company / Zook (2016) ¢ S&P 500 founder-led companies, 1990—-2014 Decade outperformance vs.
e ~8,000 global public companies in database non-founder S&P 500 peers

The 3 Operating Principles of Sustainable Profitable Growth — Only 1 in 10 companies achieves profitable growth over a decade

% Insurgency % Front Line Obsession € Owner's Mindset
- Break norms while others play it safe - Know your customer better than anyone - Long-horizon capital bets over defending
- Question every industry assumption - Put your best people at the customer level quarterly benchmarks

Zook & Allen (2016), 'The Founder's Mentality,' HBR Press / Bain & Company e Lee, Bae & Kim (2016), Purdue / Hong Kong Baptist University
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— Innovation & Leapfrog Alpha

Innovation Index: Founder-LED vs.
150 - 131 Insiders promoted from BELOW the C-suite level
100 100
- O Q
5% Top
50 A of new S&P 500 CEO Performance vs. traditional
appointments C-suite successors
0 T
Professional Founder-LED - 'Rookie' orientation avoids cognitive rigidity of long-tenured executives
CEO Firms CEO Firms
Indexed: Professional CEO = 100. Measures patent count and objective quality. - Longer-term growth horizon vs. defending inherited benchmarks
Lee, Bae & Kim (2016). g g ’ g
Screening Signal ) ; i : : e
~Long founger-imvolved Fortune 500 names Combines deep institutional knowledge with strategic flexibility
- Screen S&P 500 appointments for Leapfrog hires from below
divisional head — top-quartile performance bias.

HTYR eI HI Y S NI Meta Platforms — Mark Zuckerberg (Founder-CEO since 2004)
- FY2025 revenue: S201B (+22% YoY); Q1 FY2026: $56.3B (+33%). After 2022 drawdown, Zuckerberg cut headcount and doubled Al investment

- No professional CEO under quarterly earnings pressure would have held this course - stock recovered +400%+ from 2022 lows

- Shift from metaverse to Al infrastructure illustrates Owner's Mindset: long-horizon capital reallocation before market consensus had shifted.

Zook & Allen (2016), HBR/Bain * Lee, Bae & Kim (2016) ¢ Hildebrand, Stark & Charlesworth (2021), Spencer Stuart ¢ Meta FY2025/Q1 FY2026 Earnings
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(o3 Boomerang CEOs: The "Second Act" Paradox

SHORT / AVOID SIGNAL — Boomerang CEO rehires in dynamic industries (IT, Software, Electronics)

-10.1% -4.0% 24%

Annual return gap vs. 3-day mkt-adjusted Rehire rate when
first-stint CEOs announcement CAR ex-CEO is available
Annual Stock Performance by CEO Type (%) — CASE VERDICTS
Bingham et al. (2020) - -
15 Paul Allaire — Xerox -60% DISASTER
] 12
0 . Jerry Yang — Yahoo -60% DISASTER
Kevin Plank — Under Armour -20%+ FAILING
S 2
A.G. Lafley — P&G Lag LAGGARD
. s Y
0,
First Stint Boomerang Crisis Non- Howard Schultz — Starbucks EEL 2N
(Second Stint) Boomerang Steve Jobs — Apple Iconic OUTLIER

Disney — Bob Iger (Nov 2022)

- +9-10% pop on announcement - but second era wrestled with The Industry Decay Mechanlsm

' streaming economics, ESPN strategy, and media landscape. Worst in dynamic industries. Former 'winning formula' depreciates as
- Initial confidence rally; long-run execution risk is the consumer preferences, technology, and competitive dynamics shift
boomerang trap in practice. between tenures.

Bingham et al. (2020), MIT Sloan ® Fahlenbrach, Minton & Pan (2007), SSRN/Ohio State e Choudhary (2015), Global Journal of Business Research
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O Governance Red Flags: The CFO Signal

-2.51% -4% CAR

Sudden Departure Penalty Pre-Restatement Warning
- Excess return when CFO exits without named successor - 5-day CAR before fraudulent restatement goes public
- Validated by 15.1% cumulative price decline in prior 2 years - CFO is 'reporting guardian' — exit signals legitimacy crisis.
. RED FLAG
High p CEO+CFO
SOX / Internal Controls Dual C-Suite Departure
- Post-SOX: forced CFO turnover heavily correlates with upcoming material - CEO turnover precedes CFO turnover at 14% rate

- Simultaneous exits produce compounding governance discount

weakness disclosures before SOX report is filed.

Excess Return by CFO Turnover Type (basis points) Standard Chartered — CFO De
0 - l l e EXAMPLE Giorgi (Feb 2026)
-100 —- 80 ™™  -Llondon shares -4.1% at open; Hong
-200 H Kong -6.4% intraday
-300 A 251 - No fraud, no restatement — just a
-400 A 400 CFO exit
e Sudden Exit Pre-Restatement Big 4 Auditor BRI EEIES 9 [EIEHEr B o
(no successor) CFO Exit (Srotective) ;nTi:ﬁtge(;\./ernance discount priced in

Mian (2001), Journal of Financial Economics ¢ Zhang, Lao & Park (2025), Advances in Accounting ¢ Parker et al. (2023), Pacific Basin Financial Markets
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Proactive Churn

S&P 500 CEO Turnover Rate by Performance
Quartile (%) 12.5% 33%
20 - 18 S&P 500 succession rate 2025 External hires in 2025
15 4 (up from 9.8% in 2024) highest level in 8 years
10 A
- 9.3 yrs 14.9%
5 Avg. departing CEO tenure Interim appointments still
Bottom Quartile Top 3 Quartiles (up from 7.4 yrs in 2024) — boards lack emergency plans
2024 ®2025
o Regime Shift: Strategic Lever, Not Crisis Response
S&P 500 CEO Origin: Internal vs. External (%) - Forced exits declined to 15.2% in 2025 — most transitions are now planned
100 - - Boards use CEO succession as a governance tool for Al transformation and
80 - regulatory shifts.
60
10 Starbucks — Brian Niccol (August 2024)
- Hired from Chipotle: Record single-day jump: +5$21B to
20 | Starbucks market cap + Chipotle lost ~S6B simultaneously
0 - - Board went outside for a proven operator amid activist
2021 2022 2023 2024 2025 pressure and declining U.S./China comp sales
® Internal (%) ™ External (%) - Proactive strategic reset — not a crisis response.

Campbell et al. (2025), Semler Brossy / The Conference Board / Egon Zehnder ¢ Akesson (2023), Differences in CEO Turnover: Public vs. Private Firms
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@ Alpha Timing: Business Cycle Asymmetry

RECESSION TRADE BOOM TRADE

Idiosyncratic signal dominates Sector performance dominates
Stock synchronicity ~30% smaller in downturns — firm-specific price Boards evaluate on industry-wide returns. CEOs fired for failing to
drops are more informative about CEO talent. ‘capture the wave' of sector growth.

Talent pool expands RPE monitoring weakens

Top-down movement: ousted CEOs from large firms become available Under-monitoring during good times leads to fewer dismissals of

for mid-tier roles at lower cost. genuine underperformers — entrenchment risk.

ACTION: Screen idiosyncratic underperformers ACTION: Focus on sector laggards

Beta-adjusted, peer-adjusted screen. Front-run forced turnover Firms failing to keep pace with sector index are boom-cycle firing
candidates in names with persistent firm-specific declines. candidates. Distinguish CEO failure from market noise.

Peloton — Foley - McCarthy - interims: Boone + Bruzzo (2022-2024)

- Pandemic boom masked firm-specific failure
- Post-boom idiosyncratic collapse signaled the forced CEO change
- McCarthy's 2024 departure saw shares fall roughly 14% — market recognized CEO-

specific failure beyond the sector fade.

Lietal. (2024), Journal of Accounting and Public Policy e Jenter & Kanaan (2015), Journal of Finance
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© Industry Playbooks: Successor Origin

INFORMATION TECHNOLOGY — Internal Anchor FINANCIAL SERVICES — External Premium

Internal Permanent BEST FIT Outside CEO Premium in US Financial Services

o
Regression coeff 3.98. Strongest recovery in distressed tech (>30% (%)
value loss). 'Positional embeddedness.' 6 4
4
5 2
External Interim AVOID 0 l
Lacks firm-specific technical knowledge. Signals 'caretaker' only — Announcement 3-Year Retum
statistically lower recovery likelihood. Abnormal Return Premium (Outside
Falato et al. (Federal Reserve FEDS) e US financial VS. InSIde)
Leapfrog Insider WATCH industry CEO events, CRSP/Compustat, 1980—-2005
Below-C-suite promotion. 5% of S&P 500 hires. Top-quartile Experience Paradox
performance bias; rookie long-term horizon. Longer CEO tenure = cognitive rigidity - weaker long-term performance across

all sectors. 'Rookie' CEOs consistently outperform long-tenured counterparts

HTARLTHIDES GV JER United Therapeutics —

Martine Rothblatt (Founder-CEO) AR IHIDHES CNVIJNN Julius Baer — Stefan Bollinger (2024)

- Goldman Sachs partner hired after Signa-related losses
- Shares rose on announcement

- Textbook external premium: complex financial business
needing fresh risk-management credibility and trust
restoration.

- Founded 1996, Rothblatt grew UT into a S25B+ leader

- Her long-horizon capital bets — including artificial organs
m and drone delivery — exemplify Owner's Mindset.

- Stock +400%+ over her tenure vs. peers.

Rothblatt (2023), UT Investor Presentations ¢ Falato et al. (Fed Reserve FEDS) o Dee (2024) e Julius Baer Annual Reports (2024)




© The $1 Trillion Succession Gap

1in 3 S&P 500 firms

unprepared for emergency

.|.2.]_9% PREPARATION PREMIUM

- Return through shareholder meeting when firms provide in-depth succession
disclosures (separate, free-standing passages with specific title)

- Also: +0.55% 3-day CAR. Signals board discipline; reduces 'ability uncertainty

_2.68% DISCONTINUATION PENALTY

- Value reduction when firms stop providing succession disclosures

- Market reads lapse as governance deterioration — signal works symmetrically
- In-passing mentions generate no significant effect.

Abnormal Return by Succession Disclosure Type
(bps) — McConnell & Qi (2022)

219
120 - 5
-280
In-Depth In-Depth In-Passing §8%
(3-day) (to mtg) (3-day) Disclosing

KEY INVESTOR ACTION

- Screen proxy filings for separate, titled succession passages before annual meetings
- In-depth disclosure = BUY (+2.19%) | Discontinuation = SELL (-2.68%)

Morgan Stanley — Ted Pick (2023)

Search Delay Premium

- After unplanned CEO departure: deliberate delay naming a

replacement adds +270 to +380 bps abnormal return + better ROA.
- Patience signals rigorous search.

- Multi-year internal succession race; Gorman stayed as
executive chairman

- Clean handover — no gap, no interim
- Textbook preparation premium

Ferndndez-Ardoz, Nagel & Green (2021), HBR e McConnell & Qi (2022), JFQA (~10,000 proxy filings, S&P 500, 2000-2018) e Rivolta (2018), Journal of Corporate Finance

o6 InsideArbitrage
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Investor Roadmap

HIGH-CONVICTION BUY SIGNALS HIGH-CONVICTION AVOID / SHORT

Big Bath Entry — Forced CEO Turnover Sudden CFO Exit — No Named Replacement

-3% initial drop - +7—-14% return over 12 months -- Buy dip at announcement -2.51% excess return - preceded by 15.1% cumulative prior decline
In-Depth Proxy Succession Disclosures Boomerang CEO in Dynamic Industry

+2.19% return through shareholder meeting (+0.55% 3-day CAR) -10.1% annual return gap + —4.0% announcement CAR
Founder-Led Fortune 500 (CEO or Board role) Pre-Restatement CFO / CEO Turnover

3.1x outperformance 1990-2014 — owner's mindset sustained -4% CAR — trade ahead of fraud becoming public

"Leapfrog" Insider — Below C-Suite Hire Succession Disclosure Discontinuation

Top-quartile performance bias — institutional knowledge + adaptability -2.68% value reduction through shareholder meeting

Outside CEO in Financial Services External Interim in High-Tech Turnaround

+1.7% announcement return + 4% three-year return premium Statistically lower recovery probability — no firm-specific knowledge

3M — Bill Brown (Mar 2024): outsider + permanent hire = +7% pop. All buy signals fired simultaneously. | Super Micro (Oct 2024): EY resigned citing
governance concerns - stock -30%+. Every short-side signal activated at once.
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1st Year Business Economics - UCLA | Research Intern, Inside Arbitrage

NAME

Luke Hammerschmidt

EMAIL

lhammerschmidt@ucla.edu

LINKEDIN

linkedin.com/in/luke-hammerschmidt-833388382
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