
ADVANCING THE DIALOGUE

The Benefits of Holding Requirements  
for Equity Incentive Plans

Introduc tIon

wnership guidelines have been growing rapidly in preva-

lence over the past few years. But they are not always as 

simple to implement or manage as it may initially seem. 

As an alternative, stock holding requirements may be a 

more straightforward and effective mechanism to set expectations for 

executives on accumulating ownership and to signal to shareholders a 

commitment to long-term pay and performance alignment.

The Growth of Share Ownership Guidelines

Executives get paid a lot of money to make tough strategic decisions and 

manage the businesses they run on behalf of shareholders, and a very 

significant part of that compensation is in the form of company equity. 

critics contend that it is often too easy for executives to “cash out” before 

a crisis occurs, and governance advocates have been calling for more 

stringent requirements for executives to hold more stock. Stock owner-

ship is also seen as a key component to mitigating excessive risk-taking 

and to aligning executive pay with long-term performance.

Ironically, there is little evidence that relative stock ownership had 

anything to do with the financial crisis that started the debate about 

compensation and risk. Many of the big banks already had stock holding 

requirements for their executives before the collapse of the subprime 
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lending	market.	And	it	can	hardly	be	argued	that	executives	didn’t	have	any	skin	in	the	game–the	chairmen	and	

chief	Executive	officers	of	Bear	Stearns	and	lehman	Brothers	held,	respectively,	over	$890	million	and	$700	

million	worth	of	equity	prior	to	the	financial	crisis	of	2008,	and	nearly	all	of	that	wealth	was	destroyed	with	the	

collapse of the two companies.1

nonetheless, share ownership does directly align the interests of management with other shareholders and it  

is reasonable for boards to encourage holding on to a substantial portion of the shares granted through equity 

incentive plans. 

In addition, establishing and disclosing an explicit guideline for ownership has become a relatively low-cost way to 

increase shareholder goodwill, which is more and more important in an era of increased scrutiny of executive pay. 

Institutional shareholder advisors such as ISS and the council of Institutional Investors also consider the lack of 

ownership guidelines as a poor governance practice, further encouraging the adoption of such policies.2	As	such,	

share ownership guidelines have become more or less a standard feature of corporate governance for publicly 

traded companies in the u.S. over the past five years, ownership guidelines for both executives and directors have 

increased	rapidly,	and	now	over	80%	of	large	companies	have	such	guidelines	in	place,	nearly	double	the	preva-

lence of prior years. 

Issues with the Current Approach

So	why	haven’t	all	publicly	traded	companies	adopted	ownership	guidelines	if	they	are	such	a	“no	brainer?”

the recession and subsequent market volatility of the last couple of years has demonstrated the limitations to the 

current approach to ownership. In general, most companies have adopted a policy that encourages executives to 

hold	a	target	value	of	stock,	determined	as	a	multiple	of	salary.	As	stock	prices	declined	substantially	in	2008	and	

2009	–	and	as	markets	continue	to	gyrate	today	–	executives	at	many	companies	who	have	been	comfortably	in	

compliance with their ownership guidelines have suddenly found themselves holding stock that is worth less than 

the	“X	times	salary”	target	set	by	their	boards.	the	question	has	been	“what	should	we	do	to	respond?”	change	 

to	share	based	guidelines?	give	a	reprieve	until	market	conditions	improve?	Require	purchases	in	the	open	market?	

there is no clear path to compliance in a wildly fluctuating market.

the target-value approach can create other issues as well. For example:

•	 	newly	hired	or	promoted	executives	can	get	nervous	when	presented	with	ownership	guidelines,	especially	in	an	

uncertain	market.	What	happens	if	they	don’t	comply?	Will	they	be	expected	to	go	out	of	pocket	to	buy	stock?

•	 	Stock	options	don’t	usually	count	toward	ownership.	As	a	result,	ownership	guidelines	don’t	work	well	with	 

heavily option-oriented programs. this is why many technology companies have lagged the general market  

adoption of ownership guidelines.

•	 	Multiples	don’t	keep	up	with	pay.	As	executives	accumulate	more	and	more	pay	over	time,	including	large	stock	

holdings, the typical ownership guideline becomes a smaller and smaller proportion of cumulative pay, and 

therefore less meaningful from a shareholder perspective.

1 valued	using	the	high	stock	price	for	each	company	in	the	52-weeks	prior	to	the	sale	of	Bear	Stearns	and	the	bankruptcy	of	lehman	Brothers,	respectively.

2		low	or	no	ownership	guidelines	are	considered	as	a	negative	in	the	iSS	gRid	report,	and	the	council	of	institutional	investors	has	identified	the	lack	 
of ownership guidelines as a red flag for Say on Pay votes. 



As	a	result,	even	though	ownership	guidelines	appear	to	be	fairly	straightforward,	they	are	not	always	easy	for	a	

board to implement, and they are not consistently relevant over time.

A Better Way to Stock Ownership

is	there	a	better	way	to	demonstrate	a	commitment	to	ownership?	More	recently,	there	has	been	a	growing	trend	

of companies going beyond ownership guidelines for executives and adding holding requirements. these require-

ments mandate that an executive hold a proportion of the stock earned through equity incentives or stock option 

exercises,	either	for	a	period	of	time	or	for	the	term	of	their	employment.	According	to	a	recent	study	by	Equilar,	

some	20%	of	Fortune	100	companies	now	have	some	form	of	holding	requirement	that	extends	beyond	the	mini-

mum required to meet ownership guidelines.3

A	“typical”	holding	requirement	might	look	as	follows:

•	 	Each	executive	is	required	to	hold	40%	of	all	shares	earned	after	vesting,	net	of	exercise	price	(for	options)	and	taxes.

•	 	there	may	be	a	differential	by	level– the	cEo	could	have	a	higher	percentage	holding	requirement	as	 

compared to other executives. So for example, the General counsel or Head of Human resources might have  

a	20%	holding	requirement	rather	than	40%.
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Illustration of Holding Requirements

Cumulative Value of Executive stock grants 

$2 million per year stock grant

10% annual share price appreciation

3	2011	Executive	Stock	ownership	guidelines	Report.

that’s	it,	in	a	nutshell.	But	there	may	be	two	additional	features	to	address	first	the	ramp-up	of	ownership	for	 

newly hired or promoted executives and then the desire for eventual diversification of ownership late in an  

executive’s	career:

•	 	if	used	in	conjunction	with	ownership	guidelines,	the	holding	requirements	might	be	higher	than	40%	until	the	

minimum	ownership	level	is	obtained.	For	example,	the	company	might	require	70%	holding	of	net	shares	 

acquired until minimum guidelines are achieved.
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•	 	the	holding	requirement	will	extend	for	as	long	as	the	executive	is	employed	by	the	company.	however,	if	 

the executive has served for a long time period, or as the executive nears retirement, the company could  

consider	lowering	or	eliminating	holding	requirements	for	any	additional	shares.	So	for	example,	a	40%	holding	 

requirement	might	fall	to	20%	on	new	net	shares	after	10	years	and	0%	on	equity	netted	after	15	years.	

long-serving	executives	would	still	be	required	to	hold	onto	a	number	of	shares	equal	to	the	shares	originally	

retained while the requirements were in effect even after the holding requirement falls to zero. In other words, the 

historic requirements to hold a percentage of shares granted would convert into a fixed-share ownership  

requirement. 

note that the specifics of any policy would need to be determined in a way that is relevant to the demographics 

and	competitive	talent	needs	of	each	company.	if	the	average	age	of	promotion	to	the	top	executive	ranks	(e.g.,	SvP	

or	above)	is	45,	then	the	holding	requirements	as	outlined	above	might	fall	to	20%	at	age	55	for	most	executives,	

and	0%	at	age	60,	which	allows	for	greater	diversification	as	executives	near	retirement	and	seems	to	make	some	

intuitive	sense.	however,	the	same	policy	(requiring	40%	holding	for	the	first	ten	years)	might	be	considered	too	

aggressive	for	an	organization	that	hires	a	lot	of	external	executives	with	an	average	age	of	55,	for	example,	placing	

them at a competitive disadvantage in attracting new talent. In other words, as with most policies and programs 

related to executive pay, there is no one standard program structure that fits all situations.

the advantage of a holding requirement rather than an ownership guideline is that it is self-correcting and automat-

ically scales with changes to compensation or changes to share prices. So as an executive accumulates more and 

more stock over the course of a career, the amount that he or she is expected to hold increases proportionately. 

Similarly, as stock prices increase, the number of shares that each executive owns does not change and his or her 

total ownership value increases along with the shareholders.

One criticism of hold-until-retirement plans is that they can 

create adverse incentives late in executives’ careers. For  

example, a CEO who builds up significant ownership in  

the company may retire early to access his or her wealth,  

especially if there are storm clouds on the horizon. Or the 

executive might become unduly risk adverse due to too  

much concentration of wealth.

One approach to limit these negative incentives is to reduce 

the holding requirements over time, as discussed in the 

example above.

Alternatively, the board could simply allow executives to sell 

shares after a period of time, rather than requiring that all 

shares be held until retirement. For example, executives might 

be allowed to sell any shares held for at least 10 years from the 

date of grant, including shares from stock options that were 

granted 10 years prior regardless of when they were exercised. 

This way, once an executive has built up a substantial owner-

ship stake, he or she will be able to access part of this wealth 

without having to leave the company. 

In addition, by allowing some access to shares before retire-

ment, and requiring an executive to hold only a portion  

of the shares granted under equity incentive plans in the first 

place, the board is indirectly giving the executive team  

permission to sell shares over time during the course of their 

careers. By allowing for or even encouraging such diversifica-

tion, holding guidelines may help reduce the concentration  

of wealth and limit risk-adverse behavior late in a career.  

(See our Advancing the Dialogue: “Can Executives Sell Stock?”  

for further discussion of the benefits of diversification).

Avoiding Incentives to Retire Prematurely



Just as importantly, if prices fall, executives are given a clear and simple path to compliance with ownership  

expectations–they	don’t	have	to	“do”	anything,	except	continue	to	hold	some	of	every	new	share	of	stock	they	 

are	granted.	likewise,	when	an	executive	is	promoted	to	a	higher-level	position,	the	number	of	shares	he	or	she	

accumulates	will	grow	automatically	with	increased	pay	levels.	And	the	nature	of	stock	grants	no	longer	matters–

the executive will be required to hold onto a fixed percentage of any stock option grants after exercise, in the same 

way they will be expected to hold onto full-value share grants. timing is no longer an issue.

In Summary

In our experience, most senior corporate executives already hold a substantial proportion of the stock they are 

granted	regardless	of	ownership	requirements.	As	a	result,	implementing	holding	requirements	should	not	be	highly	

controversial in many companies if effectively communicated to executives. In any case, external pressures will 

continue to encourage more policies regarding executive stock ownership and higher ownership levels regardless, 

and a holding requirement is a more flexible and self-correcting tool to achieve this outcome than fixed ownership 

guidelines. 

But there will not be any one “right” approach for every company, and actual practices will vary substantially from 

industry to industry and company to company. How you think about ownership depends on the specific character-

istics of your business model, your executive team, your compensation practices and the ownership culture of  

the company. the answer for a company in a mature market with a long-serving executive team that receives a  

lot	of	restricted	stock	may	be	completely	different	from	the	answer	for	a	Silicon	valley	high-flyer,	with	a	more	

entrepreneurial executive team and healthy doses of stock options as the primary incentive vehicle.

Some of the factors that should be considered when evaluating holding requirements include:

time horizon for decision-making  Existing equity ownership behavior

degree of risk-taking desired   Executive demographics and tenure

types of equity granted

If they fit within your business context, holding requirements are worth considering as a good governance signal 

and a flexible tool to more simply and effectively manage ownership expectations with changing circumstances 

over time.
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