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Using Career Shares to Drive Long-Term Shareholder Value
By: Eric Marquardt, Jack Marsteller and John Sinkular

Virtually all large U.S. companies provide long-term
incentives (LTls) through equity-based awards,
which provide economic alignment with the
company’s shareholders. While most companies
use performance-based equity awards, there also
may be a role for “Career Shares”. Career Shares,
which are restricted stock units (RSUs) that cannot
be transferred for many years (such as after
retirement), may have a role in providing a career-
oriented pay element to key executives.

The concept of Career Shares is not new. For many
years, a few companies have made large (e.g., $1
million plus), periodic Career Share grants to
selected executives. However, in recent years,
some companies have structured Career Share
grants to be more shareholder-friendly through
smaller annual grants, including designing awards
similar to retirement plans.

Many companies regularly grant RSUs (or
restricted stock) to senior executives as part of
their annual long-term incentive program. These
RSU grants typically represent a minority (e.g.,
25%) of the regular LTI grant mix and vest after
three years. This approach creates executive
owners as there are three unvested grants
outstanding at one time which also helps with
executive retention.

The consideration of Career Shares may be

particularly relevant today, as such grants provide long-
term alignment with shareholders while helping to attract and retain key executives.

Summary Takeaways

Approximately 50% of large
companies regularly grant restricted
stock units (RSUs), which typically
vest within 3 to 5 years

Some innovative companies grant
RSUs with long vesting and/or
holding requirements (“Career
Shares”)

Career Share programs can be used
to help attract and retain key
executive talent with a career-
oriented structure and/or assist in
providing retirement benefits

The use of Career Shares to provide
additional retirement benefits may
be particularly compelling given the
strong tie to shareholders and
career orientation

Career Shares can be customized to
fit a particular company’s needs and
objectives, including shareholder-
friendly designs of annual grants
with requirements to be held until
after retirement
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Using Career Shares to Drive Long-Term Shareholder Value

Potential roles for Career Shares include the following:

1. Executive retirement benefits — Provides executives additional retirement benefits, while avoiding

traditional retirement plan designs and having an ongoing linkage to shareholders through stock

price performance.

2. Regular LTl/equity grant mix — Includes RSUs as part of the regular equity program, but stretches the

typical RSU vesting from three years to significantly longer (i.e., until retirement).

3. Recruiting mid-career executives — Facilitates “make-whole” awards with a vesting/holding

requirement that reflects a career-orientation.

In each role, Career Shares have a key advantage over cash and time-based equity grants (as commonly

designed), since they provide an ongoing tie to shareholders over a longer period or spanning an executive’s
entire career with a company. Below we focus on Career Shares as part of a company’s executive retirement
benefit program.

Career Shares as Retirement Benefits

In considering the provision of supplemental executive retirement benefits, Career Shares can provide better
shareholder optics since the ultimate value of the retirement benefits is tied to the company’s stock price
over an executive’s career. The table below compares key attributes of a common defined contribution
supplemental executive retirement benefit design and a Career Shares retirement plan.

Advantages \ Disadvantages

1. Non-Qualified Defined Contribution Retirement Plan (cash contributions)

Typically mirrors the design of the
underlying qualified retirement plans
(e.g., 401(k) plan)

Allows executives to diversify company-
provided retirement savings

Very common practice (80%+ prevalence)

Does not support executive stock ownership
Limited alignment with company performance (only
the portion of the earned annual incentive that is
deferred)

2. Career Shares (as a supplemental executive

retirement plan, SERP)

Tying ultimate benefit to stock price
performance supports the “pay for
performance” principle

Builds executive ownership
Career-based equity holding periods are
typically viewed positively by
shareholders/proxy advisory groups

As a retirement plan (versus an element of the
regular LTI mix), ultimate value delivered is at risk,
and can be more volatile, and lacks diversification
Lack of vesting and/or transferability until
retirement may be less effective in “career”
retention of younger executives

Approach is a minority practice (under 25% of
companies have 5 year vesting and only a subset use
career vesting/hold until retirement)

In considering implementing new additional retirement benefits for executives, the key advantage of Career
Shares is that the share units have a direct tie to shareholders, unlike the typical defined contributions
accounts that receive cash contributions with interest/market returns credited over time. This can be
particularly important if Career Shares are an addition to the total pay package, rather than a carve-
out/reduction of a current pay element.
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Key Features of “Career Share SERPs”

Career Shares used to provide additional retirement benefits can provide several attractive design features,
including:

*  Shareholder alignment — Contributions can vary with company performance and the ultimate value is
linked to the stock price/TSR.

*  Flexible design — Participation, normal and early retirement age, payout terms, etc. can be defined
based on the talent strategy and competitive needs.

* Selective participation — Eligibility and actual participation in a specific year’s grants is typically
selective and limited to senior executives. If proxy-named executive officers participate, it is
important to ensure the Career Share grant levels result in a strong pay-performance relationship
and reasonable overall LTI mix (since Career Share awards, in the year of grant, are typically reported
in the Summary Compensation Table in the Stock Awards column).

*  Share ownership — Share equivalents credited to executives are a form of share ownership that can
exert a powerful influence for executives to think and act like owners.

Career Share SERP design is flexible with the ultimate design customized to a particular company’s objectives
and talent needs.

Grant Frequency - Comparison of Approaches

While the original use of Career Shares involved large upfront awards that were infrequently granted, there
may be compelling reasons to instead use annual grants of Career Shares. Compared below are annual and
periodic grant frequencies, which could be used for providing retirement benefits (as well as if Career Shares
are used to help recruit key executives or other situations).

Advantages \ Disadvantages

1. Very large, infrequent Career Share grants vesting after a long period (e.g., 6 to 10 years) or
at/after retirement

* Immediately increases an executive’s * May not be viable for proxy-named officers,
ownership stake particularly the CEO, due to the pay-performance
* Could provide significant and impact in the near term
immediate retention * Depending upon the vesting schedule and holding

requirements, executives who have a long time
period until retirement may assign a lower initial
value than the grant amount
* No specific performance goals
2. Annual grants of Career Shares with long vesting periods and/or holding requirements (e.g.,
required to be held until after retirement)
* Provides the company flexibility tovary | ® Less initial retention hook than large, up-front

annual grants based on performance, grants of Career Shares, since the overall value
stock price and other factors builds more slowly
e Typically also viable for proxy-named * No specific performance goals

executive officers, particularly if the
majority of the regular LTI grant is
performance contingent
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Potential Future Value - lllustration of Annual Career Share Grants

The potential value of additional annual RSU grants can be substantial over an executive’s career. Below is an
illustration of the potential future value of 10 years of annual RSU awards with a grant-date value of
$100,000 per year (shown at three levels of annual stock price appreciation).
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Closing Thoughts

There may be a role for Career Share grants in your company’s executive pay program, particularly as part of
aligning at least a portion of retirement benefits to long-term shareholder value. As with any pay element, a
holistic view should be applied considering the company’s business and talent needs, current pay
opportunities and programs, proxy disclosure implications and other factors.

General questions about this Viewpoint can be directed to Eric Marquardt, Jack Marsteller or John Sinkular by email
at eric.marquardt@paygovernance.com , jack.marsteller@paygovernance.com, or
john.sinkular@paygovernance.com
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