In collaboration with

MSCI  2“f FCLTGLOBAL
| ﬂStItute FOCUSING CAPITAL

ON THE LONG TERM

REPORT

Holding the Long View

BOARD EQUITY OWNERSHIP AND ITS
IMPACT ON CORPORATE PERFORMANCE




{'§ FCLTGLOBAL

APRIL 2026

Mobilizing companies and investors to focus
capital on the long term to create lasting value

Millions of people around the world are saving money
to meet personal goals—funding a comfortable
retirement, saving for someone’s education, or buying
a home, to name a few.

The funds to support these goals are safeguarded by
institutional investors—pension funds, sovereign wealth
funds, insurers, and asset managers—who invest in
companies for the prospect of growth and security.
These savers, their communities, and the institutions
that support them make up the global investment value
chain, and each benefit from long-term decisions in
different ways.

Data shows that long-term-oriented investors deliver
superior performance, and long-term-oriented
companies outperform in terms of revenue, earnings,

MEMBERS

and job creation. But despite overwhelming evidence

of the superiority of long-term investments, short-term
pressures are hard to avoid. A majority of corporate
executives agree that longer time horizons for business
decisions would improve performance, and yet half say
they would delay value-creating projects if it would mean
missing quarterly earnings targets.

Today, the balance remains skewed toward short-
term financial targets at the expense of long-term
value creation.

FCLTGlobal mobilizes companies and investors to focus
capital on the long term to create lasting value. We are a
non-profit organization bringing together leading global
companies and institutional investors. We pursue our
mission by developing research-backed strategies that
enhance long-term value creation for savers

and communities.
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EXECUTIVE SUMMARY

Boards with higher and more durable equity ownership
are associated with stronger long-term shareholder
returns, risk-adjusted returns (alpha), and differences in
investment behavior, specifically higher R&D intensity
based on FCLTGlobal analysis, in collaboration with
MSCI Institute and leveraging data from MSCI Solutions,
of 2,137 companies in the MSCI All Country World Index
(ACWI) from 2020 to 2025.2

A sustained five percent average annual increase in
independent director equity ownership over a five-year
period is associated with:

- Total shareholder return (TSR): 35-40 percentage
points higher cumulative 5-year TSR. Annually, a
1 percent increase in equity ownership led to ~8
percent increase in TSR.

- Risk-adjusted returns (alpha): Approximately 50
percentage points higher cumulative 5-year excess
returns relative to a locally relevant equity market
benchmark. Annually, a 1 percent increase in
equity ownership led to an ~11 percent increase
in alpha.

- R&D intensity: Roughly 3 percent higher aggregate
R&D spend relative to revenue.

- Volatility: When independent directors held
more equity than executives over a 5-year period,
volatility was reduced by an average of 50.9
percent.

These relationships are particularly pronounced for
independent directors and where board ownership is
meaningful relative to executive ownership. The inverse
was also found to be true. Directionality tests indicated
that reduced director holdings across a five-year

period correlated with a decrease in TSR and risk-
adjusted returns.

For companies where independent directors decreased
their holdings across the five-year period:

- TSR was reduced by an average of 9.7 percent.

- Risk-adjusted returns were reduced by 11 percent.

These findings reinforce a simple but often
underappreciated insight: alongside other incentives,

ownership can also play a meaningful role in shaping
board behavior. When directors have a stake in long-
term outcomes, boards appear better positioned to
support durable strategy, disciplined capital allocation,
and sustained investment.

Yet despite this evidence, board ownership remains
uneven across public markets and is often designed in
ways that limit its effectiveness. Short-term pressures,
governance norms, independence concerns, and
symbolic ownership practices frequently prevent
boards from realizing the potential benefits suggested
by the data.

This paper examines what the evidence shows about
board equity ownership and long-term outcomes, why
ownership is unevenly adopted, and how boards and
investors can design ownership structures that reinforce
a long-term ownership mindset.

FCLTGlobal’s Research on Long-term
Governance and Incentives

This study builds on FCLTGlobal’s research
on long-term alignment between boards,
executives, and investors.

. CEOQO Shareholder: Straightforward Rewards
for Long-term Performance Explores how

equity ownership and extended holding
periods can strengthen accountability and
long-term value creation at the executive
level.

- The Board Playbook: Winning Strategies
for Long-Term Value Creation Outlines
practical steps boards can take to
embed long-term thinking into oversight,

incentives, and decision-making.

Together, these publications establish the
foundation for this paper, extending the
ownership lens from management to directors
and examining how board equity can anchor
long-term decision-making.

@Throughout this paper, ‘alpha’ or ‘risk-adjusted returns’ refer to excess return compared to a benchmark index (FactSet). FactSet has an alpha value
for each company, calculated based on a company-specific index (P_Alpha_Pr) (P_Local_Index).

L'¥ FCLTGLOBAL

Holding the Long View: Board Equity Ownership and Its Impact on Corporate Performance | 4


https://www.fcltglobal.org/resource/ceo-pay-executive-compensation/
https://www.fcltglobal.org/resource/ceo-pay-executive-compensation/
https://www.fcltglobal.org/resource/board-playbook/
https://www.fcltglobal.org/resource/board-playbook/

BOARD OWNERSHIP ADDS LONG-TERM VALUE

This joint analysis by FCLTGlobal and MSCI Institute
finds that board equity ownership is associated with
long-term value creation across global public markets.
Companies in which directors hold higher and more
durable equity stakes exhibit stronger long-term
outcomes across several dimensions that matter to
investors, boards, and other stakeholders.

Higher board ownership is associated with stronger
five-year shareholder returns, improved risk-adjusted
performance, lower volatility, and greater investment in
innovation. These relationships are most pronounced
where ownership is sustained over time, held by
independent directors, and meaningful relative to
executive ownership.

Taken together, these findings suggest that board
ownership can shape board behavior and decision-
making over long horizons.

What Does “Meaningful” Equity Ownership Mean?

Throughout this paper, “meaningful” ownership
refers to equity exposure that is:

1. Substantial in scale relative to directors’
responsibilities and compensation

2. Sustained over time

3. Not easily reduced or unwound

What the Analysis Shows

The analysis evaluates the relationship between board
equity ownership and long-term outcomes across a
broad universe of global public companies. The results
indicate that:

1. Durable board equity ownership is linked
to significantly stronger long-term returns.
Companies in which director ownership increases
and is sustained over time deliver approximately
35-40 percentage points higher TSR and 50
percentage points higher cumulative 5-year risk-
adjusted returns. These relationships persist even
after controlling for sector, geography, firm size,
and ownership structure.

2. Declines in director ownership are associated with
weaker long-term performance. TSR declined by
an average of 9.7 percent, and alpha were reduced
by 11 percent for companies where independent
directors decreased their holdings across the 5-year
period. Boards in which director ownership falls over
time tend to show weaker subsequent outcomes,
suggesting that sustained ownership, rather than
one-time grants or static holdings, is more closely
linked to long-term performance.

3. Greater director ownership relative to executives
is associated with lower volatility. Volatility
was reduced by 50.9 percent on average when
independent directors held more equity than
executives during a 5-year period. The strongest
relationships appear when directors, particularly
independent directors, hold meaningful equity
stakes relative to executives, indicating that
balanced ownership may strengthen the board’s
capacity for effective oversight.

4. Higher independent director ownership is
associated with greater investment in innovation.
A sustained 5 percent increase in independent
director equity ownership is associated with ~3
percent more aggregate R&D spend relative
to revenue. This pattern suggests that board
ownership may influence corporate behavior
and long-term investment decisions, not only
financial returns.

Director Definitions, Explained

- Independent Director: A non-executive
director who does not have any material
relationship with the company, its
management, or is not a significant
shareholder.

+ Non-executive Director: A board member
who is not part of the company’s executive
management team and does not hold an
executive role within the company but is not
necessarily independent.

« Named Executive Officers: A board member
who is part of the company’s executive
management team and holds an executive
role within the company.
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Figure 1a: Companies with increasing director equity holdings outperformed on 5-year TSR
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Data as of November 4, 2025. 5-year TSR analysis is based on a universe of 2,137 companies that were continuous constituents of the MSCI

ACWI Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1. Outperformance factor was
approximately 4.1% and 7.6% per 1% average annual increase in holdings for non-executive and independent directors, respectively. Holdings growth
chart capped by the maximum 5-year average growth value observed for independent directors (4.38%). Correlation does not imply causation.

Source: MSCI Sustainability & Climate Research, FactSet.

Figure 1b: Companies with increasing director equity holdings outperformed on 5-year risk-adjusted returns
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Data as of November 4, 2025. 5-year risk-adjusted returns (alpha) analysis is based on a universe of 2,137 companies that were continuous
constituents of the MSCI ACWI Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1.
Outperformance factor was approximately 5.3% and 11.1% per 1% average annual increase in holdings for non-executive and independent directors,
respectively. Holdings growth chart capped by the maximum 5-year average growth value observed for independent directors (4.38%). Correlation
does not imply causation.

Source: MSCI Sustainability & Climate Research, FactSet.
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Figure 2a: Companies with decreasing director equity holdings underperformed on average 5-year TSR

Non-executive Independent
0%
-5%
= -6.6% @
o 109 97% @
© 10% 109% ® )
© R o
£ o 13.9% ® 128% @
] - (e}
5 16.8% @
o
S 20%
C
=)
[a g
%) -25%
}_
-30%
@® Lower bound @® Average @® Upper bound

Data as of November 4, 2025. 5-year TSR analysis is based on a universe of 2,137 companies that were continuous constituents of the MSCI ACWI
Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1. The reduced holdings indicator is a
binary factor, whereby the 5-year average percentage change in non-executive and independent director ownership is below 0. Lower and upper
bounds are defined by +/- one standard error (non-executive = 2.99%; independent = 3.06%). Correlation does not imply causation.

Source: MSCI Sustainability & Climate Research, FactSet.

Figure 2b: Companies with decreasing director equity holdings underperformed on average 5-year risk-
adjusted returns
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Data as of November 4, 2025. 5-year risk-adjusted returns (alpha) analysis is based on a universe of 2,137 companies that were continuous
constituents of the MSCI ACWI Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1. The
reduced holdings indicator is a binary factor, whereby the 5-year average percentage change in non-executive and independent director ownership
is below 0. Lower and upper bounds are defined by +/- one standard error (non-executive = 5.44%; independent = 5.58%). Correlation does not imply
causation.

Source: MSCI Sustainability & Climate Research, FactSet.
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Figure 3: Companies where directors hold more equity than executives were less volatile on average over 5 years

Non-executive Independent
0%
= 109
R 0% 122% @
o
2 -20%
£ 258% @
o -30%
uq:J 341% @
g 40% ———————-395% @
19)
E -50% -50.9% @
s
o -60%
>
. -67.7% @
-80%
@® Lower bound @ Average @® Upper bound

Data as of November 4, 2025. 5-year volatility analysis is based on a universe of 2,137 companies that were continuous constituents of the MSCI
ACWI Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1. The relative ownership indicator
is a binary variable, where total equity ownership held by directors exceeds that held by executives within the same company. Lower and upper
bounds are defined by +/- one standard error (non-executive = 13.62%; independent = 16.83%). Correlation does not imply causation.

Source: MSCI Sustainability & Climate Research, FactSet.

Figure 4: Companies with higher director equity holdings are associated with higher 5-year R&D intensity
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Data as of November 4, 2025. 5-year R&D intensity analysis is based on a universe of 2,137 companies that were continuous constituents of the MSCI
ACWI Index between 2020 and 2025. Full variable definitions and model specifications are provided in Appendix 1. R&D intensity was found to rise by
0.1%and 0.6% per 1% increase in holdings for non-executive and independent directors across the period, respectively. Holdings chart capped at the
99th percentile of observed average independent director holdings, and for consistency with prior charts. Correlation does not imply causation.

Source: MSCI Sustainability & Climate Research, FactSet.
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What the Results Imply

Independent Directors and Long-Term Outcomes
Taken together, the results suggest that board - o ' d "

ownership is most closely associated with long-term Independent directors play a central role in
outcomes when it is sustained over time, rather than oversight, challenge, and long-term strategy.
granted on a one-off or easily reversible basis. Patterns The evidence shows that ownership held by

in the data indicate that increases in board ownership independent directors is particularly associated
are associated with stronger outcomes over the same with stronger long-term performance, lower
five-year period, while declining ownership is associated volatility, and greater investment in innovation.

with weaker outcomes, underscoring the importance of
durability and continued exposure.

The findings also highlight the role of independent
directors and the balance of ownership between boards
and executives. Performance relationships are strongest
where independent directors hold meaningful equity
stakes and where board ownership is comparable

to or exceeds that of executives. This suggests that
ownership may be particularly relevant for board
oversight and risk governance.

In addition, the association between independent
director ownership and higher investment in innovation
points to a potential link between board ownership and
corporate behavior. Beyond financial returns, ownership
appears to be connected to how boards support long-
term investment decisions and strategic posture.

Despite these implications, structured and durable
board ownership remains uncommon across public
markets. As the next section explores, a combination
of short-term pressure, governance norms, incentive
design, and investor dynamics has limited the extent to
which the evidence on board ownership has translated
into practice.

ﬁ FCLTGLOBAL Holding the Long View: Board Equity Ownership and Its Impact on Corporate Performance | 9



WHY EVIDENCE HAS NOT TRANSLATED INTO PRACTICE

A long-term orientation is widely recognized as a driver
of sustained corporate performance.! Prior research
shows that companies focused on long-term value
creation grew revenue 47 percent faster and earnings
36 percent faster than short-term peers over a

14-year period.?

Boards should be natural champions of this long-term
perspective: as stewards of strategy, risk, and capital

allocation, directors play a central role in shaping how
companies balance near-term pressures against long-
term value creation.

Yet evidence linking board ownership to long-term
outcomes has not translated into consistent practice.

Short-Term Pressure and Boards

Boards operate in an environment shaped by quarterly
reporting cycles, activist scrutiny, and market volatility.
These pressures can narrow decision horizons, even
when boards recognize the importance of long-

term orientation.

Boards do not only experience short-term pressure
— they can also reinforce it. Survey evidence shows
that three in four directors say market demands have
compromised their company’s strategic focus, and
management teams cite boards themselves as a
direct source of short-term pressure.® In this context,

incentives that provide limited long-term exposure may
weaken the board’s ability to counterbalance near-
term demands.

Incentive Design and Limited Long-Term
Exposure

One key contributing factor may be the limited extent
to which director incentives are aligned with long-term
performance. Across global markets, independent
directors typically receive fixed cash fees and modest
equity awards, often with limited or no holding
requirements, with the U.S. as a notable exception.?

In many jurisdictions, relatively low levels of director
compensation also limit the scale of equity ownership
that can reasonably be expected, making it difficult
for boards to establish stakes that create meaningful
financial exposure. While practices vary by jurisdiction,
many directors hold only small or easily liquidated
stakes, providing limited personal exposure to the
long-term consequences of board decisions and
corporate performance.

Global data reflects this pattern. Nearly one-fifth

of companies in the MSCI ACWI had zero director
ownership, and 94 percent of companies did not
have a formal equity ownership policy for directors,
underscoring how unevenly adopted long-term board
ownership remains across public markets.®

Figure 5: Board Incentives and Norms Vary Across Markets®

Country Approach

() B |
o rez! as equity.

Cash pay dominates; roughly 15% of companies offer variable components such

I I France

Cash pay dominates; governance codes recommend that directors purchase shares.

- Germany

Fixed fees are most common; equity grants are rare.

. Japan

About 12% of large companies award equity to outside directors.

B Sweden A mix of cash and equity, with strong encouragement for directors to purchase shares.
N LA United Kinad Mostly fixed fees; around 29% of listed companies use equity pay, often at symbolic
e United Kingdom

levels; recent changes underway.

United States

Base (cash) and equity; over 90% of S&P companies grant equity to directors.
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These differences in incentive structures reflect broader
governance norms across markets, including varying
expectations around director independence and the role
of equity ownership in board compensation.

Regulatory and Governance Norms

In many markets, regulatory frameworks and
governance codes emphasize director independence
and have historically approached equity-based
compensation with caution. These norms are well-
intentioned, reflecting concerns about conflicts of
interest, entrenchment, and the integrity of

board oversight.

Recent developments suggest these views are evolving.
For example, updated UK guidance clarifies that share-
based remuneration for non-executive directors may

be appropriate where it supports long-term alignment,
provided independence is preserved, and conflicts are
carefully managed.’

Even so, in practice, these norms can still constrain
boards’ ability to adopt ownership structures that
provide meaningful long-term exposure. In some
jurisdictions, directors who hold significant equity stakes
may face heightened scrutiny or risk being reclassified
as non-independent, discouraging ownership even
where it could strengthen alignment with long-term
value creation. Proxy advisor policies and investor
voting guidelines can also reinforce these norms, as
boards often seek to avoid governance structures that
may trigger negative recommendations or heightened
scrutiny during proxy reviews.

Director Risk Appetite and Investor Buy-In

Both personal and external constraints shape board
ownership decisions.

From a director's perspective, equity ownership
introduces concentration risk that some directors
may be unwilling or unable to bear. From an investor
perspective, new or expanded ownership structures
may face skepticism, particularly where proxy
advisor policies or voting guidelines prioritize formal
independence over long-term exposure.®

Without clear investor buy-in and shared understanding,
boards may default to familiar incentive structures, even
where evidence suggests that alternative ownership
designs could better support long-term outcomes.

L'¥ FCLTGLOBAL
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HOW BOARD OWNERSHIP CAN ALIGN WITH LONG-TERM VALUE CREATION

The evidence shows that board ownership is associated
with long-term value creation. It also shows why
ownership, in practice, has often failed to deliver that
alignment. Ownership does not work automatically. Its
impact depends on how it is designed, sustained, and
understood within the broader governance system.

This section examines how board ownership can align
with long-term value creation by identifying common
pitfalls and the conditions under which ownership
reinforces, rather than undermines, effective

board oversight.

Common Pitfalls of Board Ownership

Drawing on the empirical analysis in this study,
complemented by interviews with subject matter
experts, discussions with FCLTGlobal members,
and insights from practitioner forums, two pitfalls
consistently emerge as the most consequential:

1. Symbolic ownership

2. Insufficient duration of exposure

The most common pitfall is symbolic ownership.
Directors may receive equity, but hold stakes that

are too small, too liquid, or too easily reduced to
meaningfully influence behavior. In many cases, equity
ownership guidelines are calibrated at levels that fail
to create material exposure, particularly relative to
directors’ overall compensation and responsibilities.
When combined with flexible selling provisions,
ownership exists largely in form rather than substance,
signaling alignment without creating sustained exposure
to long-term outcomes. As a result, its ability to shape
board deliberations, risk tolerance, or strategic resolve
is limited.

Closely related is the issue of duration. Ownership that
can be reduced or eliminated once minimum guidelines
are met weakens the link between board decisions and
long-term consequences. Where directors are free to
sell shares after short holding periods, equity exposure
may heighten attention to near-term share price

movements rather than reinforce long-term performance.

Across interviews and practitioner forums, short or easily
reversible holding periods emerged as one of the most
common reasons board ownership failed to influence
behavior in practice.

At the other extreme, overexposure can also distort
decision-making. Excessive personal financial
concentration may introduce risk aversion, particularly
during periods of volatility or strategic transition, when
oversight and judgment are most critical. While less
frequently observed than symbolic ownership or short
duration, this risk underscores the importance of
balance in ownership design.

Taken together, these dynamics help explain why

board ownership, despite its association with long-term
outcomes, has not consistently translated into durable
alignment across public markets. Where ownership is
symbolic or short-lived, its governance impact is limited,
regardless of intent.

Guardrails That Support Alignment

The same evidence and practitioner insights that
highlight the risks of symbolic or short-lived ownership
also point to concrete design features that appear more
consistent with long-term alignment.

1. Meaningful and sustained equity ownership,
typically reflected in holding periods of 5 years
or more

2. Ownership aligned with the full arc of board service,
including expectations that extend through tenure
and, in some cases, beyond departure

3. Meaningful ownership held by independent
directors, supporting effective oversight and long-
term perspective relative to executive ownership

4. Ownership that is broadly understood and accepted
by long-term investors, reinforcing good judgment
without undermining independence

First, alignment is reinforced when ownership provides
meaningful and sustained exposure over time. In
practice, this has most often meant holding periods that
extend for at least five years, rather than ownership that
can be accumulated and unwound over shorter horizons.
Longer holding periods strengthen the connection
between board decisions and the long-term outcomes
those decisions are intended to influence.

Second, alignment is supported when ownership
expectations are tied to the full arc of board service.
Holding expectations that extend through board tenure,
and in some cases for a period following departure,

L'¥ FCLTGLOBAL
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reinforce continuity. Post-departure holding reduces
incentives to prioritize short-term outcomes near the
end of a director’s term. It helps ensure that decisions
taken late in tenure remain aligned with long-term
value creation.

Third, alignment benefits from balance across the
governance system. Ownership appears most relevant
for oversight when directors — particularly independent
directors — hold meaningful stakes relative to
executives. This balance supports the board’s ability to
challenge management, oversee risk, and maintain a
long-term perspective.

Finally, alignment depends on legitimacy and
trust. Ownership is more likely to support effective
governance when it is broadly understood and accepted

by long-term investors and other stakeholders as
reinforcing rather than compromising independence.
Where ownership is perceived as credible and
appropriately bounded, it can strengthen accountability
and oversight without raising concerns about conflicts
or entrenchment.

Taken together, these guardrails suggest that board
ownership aligns with long-term value creation when it is
durable in duration, sustained through service, balanced
relative to executive ownership, and supported by
legitimacy and trust within the governance system.

The table below summarizes common ways in which
board ownership can fall short of its intended purpose,
alongside design features that appear more consistent
with long-term alignment.?

Figure 6: Pitfalls and Guardrails in Board Ownership Design

Instead of... Consider...

Small, symbolic equity stakes with
flexible exit provisions

Equity stakes that are meaningful in
scale and held for at least 5 years

Why it matters

Meaningful, sustained exposure
reinforces long-term and reduces the
risk that ownership remains symbolic

Equity that can be sold once the
minimum ownership guidelines are

met that may extend beyond departure

Ownership aligned with the full arc of | Durability reinforces long-term
board service, including expectations | decision-making and reduces short-

term incentives late in tenure

Board ownership that is
concentrated primarily with
executives

Meaningful ownership held by
independent directors, relative to
executive ownership

Ownership balance supports
effective oversight, challenge, and
risk governance

Ownership structures that raise
independence concerns

Ownership that is appropriately
bounded and broadly accepted by
long-term investors

Legitimacy and trust shape whether
ownership strengthens governance

or creates friction

"These distinctions are recurring patterns observed across markets and governance contexts, informed by the empirical findings in this study and
reinforced through discussions with subject matter experts, FCLTGlobal member interviews, and practitioner forums.
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CONCLUSION

Board ownership is associated with stronger long-

term outcomes when it is meaningful, sustained, and
embedded within effective governance. The evidence
suggests that ownership can shape board behavior, not
only incentives, when directors share material exposure
to the long-term consequences of their decisions. At
the same time, ownership remains unevenly adopted
and often designed in ways that limit its impact. The
frameworks in this paper provide a structured way for
boards and investors to examine how equity ownership
fits within their governance context and long-term
objectives, as a design choice that reflects how boards
steward value over time.
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TOOLKITS

The following toolkits translate these considerations into practical
governance frameworks that boards and investors can use to examine
how equity ownership fits within long-term oversight.

71 Board Ownership Design Checklist

u]
g / For boards and compensation committees to assess whether board ownership
o provides durable, meaningful exposure aligned with long-term value creation.

Board Conversation Guide: Linking Ownership to Strategy

Guidance for board-level discussions on how equity ownership reinforces long-term
decision-making, strategy, and oversight.

Investor Questionnaire on Board Ownership

Questions for investors on board equity ownership as a governance mechanism.

ﬁ FCLTGLOBAL Holding the Long View: Board Equity Ownership and Its Impact on Corporate Performance | 15



TOOLKIT 1: BOARD OWNERSHIP DESIGN CHECKLIST

Purpose

This toolkit will help boards and compensation committees assess whether
board ownership provides durable, meaningful exposure aligned with long-
term value creation.

D Do directors hold equity for at least 5 years, rather than over short or easily
reversible periods?

Is ownership expected to be sustained through the full arc of board service?

Are there expectations or norms that discourage reducing ownership near the end of
a director’s tenure?

Do independent directors hold meaningful equity relative to executive ownership?

Is board ownership assessed in relation to directors’ oversight responsibilities and
overall compensation, rather than set at nominal or symbolic levels?

Does the ownership structure avoid purely symbolic thresholds that can be met and
unwound quickly?

Is ownership exposure calibrated to reinforce long-term judgment without creating
excessive risk aversion?

Has the committee reviewed whether ownership design continues to align with the
company’s long-term strategy and investment horizon?

I T e s e I e

ﬁ FCLTGLOBAL Holding the Long View: Board Equity Ownership and Its Impact on Corporate Performance | 16



TOOLKIT 2: BOARD CONVERSATION GUIDE: LINKING OWNERSHIP TO STRATEGY

Purpose

This toolkit is meant to support board-level discussion on how equity
ownership reinforces long-term decision-making, strategy, and oversight.

Ownership and long-term purpose

-« How does board ownership reinforce the company’s long-term purpose and
strategic priorities?

- Over what time horizon do the board’s most consequential decisions play out,
and does current ownership exposure reflect that horizon?

- How does director ownership shape the board’s approach to capital allocation,
risk, and long-term investment?

Ownership and oversight
‘ ) ‘ ' - In what ways does sustained ownership influence how directors engage in

oversight and challenge management?

- Does the board view ownership as reinforcing long-term responsibilities rather
than as a financial incentive?

« How does ownership affect continuity of judgment during periods of strategic
transition or market volatility?

Ownership over time
« Does the expected duration of ownership align with the full arc of board service?

. How does the board think about ownership near the end of a director’s tenure?

- Are there moments when ownership expectations should be revisited as strategy
or risk profile evolves?

w Ownership and legitimacy

W - How does the board assess whether ownership is understood and accepted by
long-term investors?
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TOOLKIT 3: INVESTOR QUESTIONNAIRE OF BOARD OWNERSHIP

Purpose

This toolkit is meant to provide questions for long-term investors on board
equity ownership as a governance mechanism.

o O Strategic alignment
i g g

-« How does board ownership reinforce the company’s long-term strategy and

investment horizon?

« In what ways does sustained ownership support the board’s role in long-term
oversight?

Duration and exposure

-« How long are directors expected to hold equity, and how does that duration
relate to board tenure?

- How does the board approach ownership near the end of a director’s service?

Balance and oversight
- How does board ownership compare to executive ownership?

« How does ownership support the board’s ability to challenge management and

oversee risk?

Independence and legitimacy

+ How does the board ensure ownership strengthens long-term decision-making
without compromising independence?

- What signals help investors assess whether ownership is substantive rather than
symbolic?

SV Long-term partnership
ﬁoo]on « How can boards and long-term investors maintain a shared understanding of
|

f

ownership as a governance design choice?

- When strategy or risk profile changes, how should ownership expectations be

revisited?
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APPENDIX: METHODOLOGY

MSCI’s analysis evaluates whether board equity
ownership, and changes in these holdings over time,
are associated with long-term outcomes using a
multivariate regression framework. This approach is
designed to focus on contemporaneous relationships
between director ownership and firm performance over
a five-year horizon, reflecting the degree to which this
economic alignment supports strategic decision-making
and value creation outcomes as they unfold in real time.

The analysis is conducted at the firm level using a
global sample of MSCI ACWI constituents and evaluates
multiple ownership dimensions, including absolute
ownership levels (i.e., ownership as a proportion of an
issuer’s outstanding equity), ownership growth and
decline, and relative ownership between different
classifications of directors and executives. Regression
specifications control for firm size, ownership structure,
market development, and sector effects to isolate the
association between director ownership characteristics
and long-term performance, risk, and capital allocation
decisions. As with all observational analyses,

results reflect estimated associations rather than
causal relationships.

Sample and scope

- The analysis uses a global sample of companies
drawn from the MSCI All Country World Index
(ACWI). To ensure consistency between ownership
measures and long-term outcomes, the sample
is restricted to 2,137 firms that were continuous
constituents of the MSCI ACWI over the full 5-year
observation period from 2020 through 2025. This
continuity requirement allows director ownership
characteristics and performance outcomes to be
evaluated over a common horizon but also implies
that the results are conditional on firm survival over
the period.

Director ownership is evaluated at the company level
and categorizations include independent directors,
non-executive directors, and named executive officers.
Ownership stakes are aggregated within each of these
director categories for each firm, enabling comparisons
across director groups and relative to executive
ownership. Director classifications are based on MSCI
independence definitions and are applied consistently

across markets to support comparability in a
global sample.

« Independent Director: A non-executive director
who does not have any material relationship
with company, its management, or is not a
significant shareholder.

- Non-executive Director: A board member who is
not part of the company’s executive management
team and does not hold an executive role within the
company but is not necessarily independent.

- Named Executive Officers: A board member who is
part of the company’s executive management team
and holds an executive role within the company.

The study evaluates long-term performance, risk, and
capital allocation outcomes measured over the same
fixed five-year period. While most outcome variables are
available for the full sample, measures of internal capital
allocation, including R&D intensity, are available for a
smaller subset of firms due to differences in disclosure
and financial reporting practices across regions and
sectors. As a result, sample sizes vary across regression
specifications, as reported in figure 7.

Ownership measures

- Director equity ownership is measured at the firm
level and aggregated within director categories, as
described above. For each company, total equity
ownership is calculated separately for independent
directors, non-executive directors, and named
executive officers. This approach captures the
collective economic exposure of each director group
to firm value, rather than focusing on the holdings of
individual directors.

Several ownership dimensions are examined to reflect
different aspects of director alignment. Absolute
ownership levels measure the total equity held by
directors within each category as a percentage of total
shares outstanding for the issuer on whose board they
serve and capture the extent of long-term financial
exposure to firm outcomes. Ownership changes

over time are measured as net changes in aggregate
ownership over the five-year period and are intended
to reflect whether directors are increasing or reducing
their economic stake as strategic decisions and
outcomes unfold.

L'¥ FCLTGLOBAL

Holding the Long View: Board Equity Ownership and Its Impact on Corporate Performance | 19



To assess asymmetric effects, indicator variables

are used to identify firms in which aggregate director
ownership declines over the period. These measures
distinguish between firms where director ownership

is increasing or stable and those where ownership is
falling, allowing the analysis to test whether reductions
in ownership are associated with weaker long-

term outcomes.

The analysis also considers the presence of formal
director equity ownership policies, defined as firm-

level policies that explicitly require minimum equity
ownership by directors. Performance outcomes of
policies were significant and positive (26.6 percent and
57.9 percent higher five-year TSR and risk-adjusted
returns respectively). However, due to the small sample
size (only six percent of companies had a formal director
equity ownership policy), we elected to exclude this
from the key findings. Finally, relative ownership
measures compare aggregate independent and non-
executive director ownership with those of executives to
assess how differences in economic exposure between
boards and management are associated with oversight
incentives, strategic decision-making, and firm

risk characteristics.

Outcome measures

« Multiple long-term outcome measures capturing firm
performance, risk, and internal capital allocation
were used. All outcome variables are measured over
a fixed 5-year period from 2020 through 2025 to
align with the ownership measures.

Long-term performance is assessed using five-year total
shareholder return (TSR) and firm-level risk-adjusted
returns in excess of the benchmark (alpha). TSR reflects
cumulative shareholder returns over the period and is
expressed in logarithmic form in the regression models
to account for skewness and facilitate interpretation.
Reported coefficients are transformed into percentage
terms for presentation.

Risk characteristics are captured using five-year return
volatility, measured as the variability of equity returns
over the observation period. This measure reflects
the stability of long-term shareholder outcomes and
provides insight into whether ownership alignment is
associated with differences in firm-level risk.

Internal capital allocation is proxied using R&D intensity,
measured as aggregated research and development
expenditure relative to firm revenue across the period.

R&D intensity reflects a firm’s commitment to long-term
investment in innovation and productive capacity and

is commonly used as an indicator of long-term strategic
orientation. Due to variation in disclosure practices, R&D
data is available for a subset of firms, resulting in

a smaller sample for these specifications.

Analytical approach

- The analysis employs a multivariate regression
framework to examine the association between
director equity ownership characteristics and long-
term firm outcomes. All regressions are estimated
at the firm level, with outcome variables measured
over a fixed 5-year period from 2020 through 2025.
Independent variables vary by specification and
include measures of absolute ownership levels,
ownership changes, ownership declines, and
relative ownership between directors
and executives.

Regression specifications include a consistent set of
control variables to account for firm characteristics

and structural differences that may influence both
ownership and outcomes. These controls include firm
size, measured as the logarithm of market capitalization;
ownership structure; market development; and sector
fixed effects. Ownership structure is defined using
MSCI’s three-dimensional ownership framework under
the “level of control” dimension, which classifies firms
based on the voting power of the largest shareholder.
Firms are categorized as controlled when the largest
shareholder, or group, holds 30 percent or more of
voting rights; principal when the largest shareholder, or
group, holds between 10 percent and 30 percent; and
widely held when no shareholder, or group, holds more
than 10 percent of voting rights.

To explore directionality and mitigate concerns that
performance outcomes drive changes in ownership
rather than the reverse, additional specifications test
the relationship between ownership measures and
outcomes using alternative ownership definitions and
indicators of ownership declines. These tests evaluate
whether observed associations are robust to different
representations of ownership dynamics and help
distinguish increases in ownership from reductions in
economic exposure over the period.

Robustness checks are conducted using alternative
model specifications, including variations in ownership
measures, outcome variables, and functional forms. In
particular, non-linear specifications were evaluated
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to test whether the relationships between director capital efficiency measures were also evaluated but did

equity ownership and firm outcomes exhibit threshold not exhibit consistent or robust relationships and are
or diminishing-return effects; these specifications did therefore not reported. Across specifications, results
not yield robust or consistent results and are therefore are interpreted as estimated associations rather than
not discussed further. Additional performance and evidence of causal effects.

Figure 7: Summary Regression Results

Figure = Companies (N) Outcome Independent Variable

Avg. non-executive
1a 2092 5-year TSR ) 4.02 0.014 0.144 23.33
ownership growth

Avg. independent
1a 2092 5-year TSR i 7.29 0.042 0.143 23.20
ownership growth

5-year risk- )

) Avg. non-executive
1b 2079 adjusted ) 5.27 0.075 0.108 16.67
ownership growth
returns (alpha)

5-year risk- )

) Avg. independent
1b 2079 adjusted ) 11.05 0.088 0.108 16.65
ownership growth
returns (alpha)

Non-executive ownership

2a 2092 5-year TSR _ 014 | <0001 | 0151 24.53
falling
Independent ownershi
2a 2092 5-year TSR P P -0.97 0.001 0146 | 2363
falling
5-year risk- N ti hi
on-executive ownersni
2b 2079 adjusted o Pl 022 | <0001 | o014 17.62
returns (alpha) g
5-year risk- Ind dent hi
naependent ownersni
2b 2079 adjusted P P -0.11 0049 | 0108 16.72

falling
returns (alpha)

Non-executive > executive

3 2092 Volatility . -0.26 0.058 0.222 39.49
holdings
. Independent > executive
3 2092 Volatility . -0.51 0.002 0.224 39.97
holdings

. . Avg. non-executive
4 1141 R&D intensity ) . 0.08 0.048 0.323 35.74
ownership holdings

Avg. independent
4 141 R&D intensity |9 NOcPeNAe] 060 | <0001 | 0329 | 3679
ownership holdings

All regressions use the same set of control variables, including firm size (log market capitalization), ownership structure, market development, and
sector fixed effects. Independent variables vary by specification and are defined in Appendix 1. Reported coefficients reflect estimated associations.
Correlation does not imply causation. Source: MSCI Sustainability & Climate Research. *Regression models used the natural logarithm of 5-year total
shareholder return. For ease of interpretation, coefficients reported in charts are transformed back into percentage terms. As a result, chart slopes
reflect the implied percentage change in TSR associated with changes in the independent variable, while B coefficients in the regression table above

correspond to log-scaled estimates.
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Notice and Disclaimer

The data, data feeds, databases, reports, text, graphs,
charts, images, videos, recordings, models, metrics,
analytics, indexes, ratings, scores, cases, estimates,
assessments, software, websites, products, services
and other information and materials contained herein
or delivered in connection with this notice (collectively,
the “Information”) are copyrighted, trade secrets (when
not publicly available), trademarks and proprietary
property of MSCI Inc. or its subsidiaries (collectively,
“MSCI”), MSCI’s licensors, direct or indirect suppliers
and authorized sources, and/or any third party
contributing to the Information (collectively, with MSCI,
the “Information Providers”). All rights in the Information
are reserved by MSCI and its Information Providers and
user(s) shall not, nor assist others to, challenge or assert
any rights in the Information.

Unless you contact MSCI and receive its prior written
permission, you must NOT use the Information, directly
or indirectly, in whole or in part (i) for commercial
purposes, (ii) in a manner that competes with MSCI or
impacts its ability to commercialize the Information or its
services, (iii) to provide a service to a third party, (iv) to
permit a third party to directly or indirectly access, use
or resell the Information, (v) to redistribute or resell the
Information in any form, (vi) to include the Information

in any materials for public dissemination such as fund
factsheets, market presentations, prospectuses, and
investor information documents (e.g. KIIDs or KIDs), (vii)
to create or as a component of any financial products,
whether listed or traded over the counter or on a private
placement basis or otherwise, (viii) to create any indexes,
ratings or other data products, including in derivative
works combined with other indexes or data or as a
policy, product or performance benchmarks for active,
passive or other financial products, (ix) to populate a
database, or (x) to train, use as an input to, or otherwise
in connection with any artificial intelligence, machine
learning, large language models or similar technologies
except as licensed and expressly authorized under
MSCI’s Al Contracting Supplement at https://www.msci.
com/legal/supplemental-terms-for-client-use-of-artificial-

intelligence.

The intellectual property rights of MSCI and its
Information Providers may not be misappropriated or
used in a competitive manner through the use of third-
party data or financial products linked to the Information,
including by using an MSCI index-linked future or option
in a competing third-party index to provide an exposure

to the underlying MSCI index or by using an MSCI index-
linked ETF to create a financial product that provides
an exposure to the underlying MSCI index without
obtaining a license from MSCI.

The user or recipient of the Information assumes

the entire risk of any use it may make, permit or

cause to be made of the Information. NONE OF THE
INFORMATION PROVIDERS MAKES ANY EXPRESS OR
IMPLIED WARRANTIES OR REPRESENTATIONS WITH
RESPECT TO THE INFORMATION (OR THE RESULTS
TO BE OBTAINED BY THE USE THEREOF), AND TO
THE MAXIMUM EXTENT PERMITTED BY APPLICABLE
LAW, EACH INFORMATION PROVIDER EXPRESSLY
DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING
ANY IMPLIED WARRANTIES OF ORIGINALITY,
ACCURACY, TIMELINESS, SUITABILITY, NON-
INFRINGEMENT, COMPLETENESS, MERCHANTABILITY
AND FITNESS FOR A PARTICULAR PURPOSE) WITH
RESPECT TO ANY OF THE INFORMATION. Without
limiting any of the foregoing and to the maximum extent
permitted by applicable law, in no event shall MSCI or
any other Information Provider have any liability arising
out of or relating to any of the Information, including

for any direct, indirect, special, punitive, consequential
(including lost profits) or any other damages, even

if notified of the possibility of such damages. The
foregoing shall not exclude or limit any liability that may
not by applicable law be excluded or limited.

The Information, including index construction, ratings,
historical data, or analysis, is not a prediction or
guarantee of future performance, and must not be relied
upon as such. Past performance is not indicative of
future results. The Information may contain back tested
data. Back-tested performance based on back-tested
data is not actual performance but is hypothetical. There
are frequently material differences between back tested
performance results and actual results subsequently
achieved by any investment strategy. The Information
may include “Signals,” defined as quantitative attributes
or the product of methods or formulas that describe

or are derived from calculations using historical data.
Signals are inherently backward-looking because of
their use of historical data, and they are inherently
inaccurate, not intended to predict the future and must
not be relied upon as such. The relevance, correlations
and accuracy of Signals frequently change materially
over time.

The Information may include data relating to indicative
prices, evaluated pricing or other information based
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on estimates or evaluations (collectively, “Evaluations”)
that are not current and do not reflect real-time traded
prices. No evaluation method, including those used by
the Information Providers, may consistently generate
evaluations or estimates that correspond to actual
“traded” prices of any relevant securities or other assets.
Evaluations are subject to change at any time without
notice and without any duty to update or inform you,
may not reflect prices at which actual transactions

or collateral calls may occur or have occurred. The
market price of securities, financial instruments, and
other assets can be determined only if and when
executed in the market. There may be no, or may

not have been any, secondary trading market for the
relevant securities, financial instruments or other assets.
Private capital, equity, credit and other assets and

their prices may be assessed infrequently, may not be
priced on a secondary market, and shall not be relied
upon as an explicit or implicit valuation of a particular
instrument. Any reliance on fair value estimates and
non-market inputs introduces potential biases and
subjectivity. Internal Rate of Return metrics are not fully
representative without full disclosure of fund cash flows,
assumptions, and time horizons.

The Information does not constitute, and must not

be relied upon as, investment advice, credit ratings,

or proxy advisory or voting services. None of the
Information Providers, their products or services, are
fiduciaries or make any recommendation, endorsement,
or approval of any investment decision or asset
allocation. Likewise, the Information does not represent
an offer to sell, a solicitation to buy, or an endorsement
of any security, financial product, instrument, investment
vehicle, or trading strategy, whether or not linked

to or in any way based on any MSCI index, rating,
subcomponent, or other Information (collectively,
“Linked Investments”).The Information should not be
relied on and is not a substitute for the skill, judgment
and experience of any user when making investment
and other business decisions. MSCl is not responsible
for any user’s compliance with applicable laws and
regulations. All Information is impersonal, not tailored to
the needs of any person, entity or group of persons, not
objectively verifiable in every respect, and may not be
based on information that is important to any user.

It is not possible to invest in an index. Exposure to
an asset class or trading strategy or other category
represented by an index is only available through
third party investable instruments (if any) based on

that index. MSCI makes no assurance that any Linked
Investments will accurately track index performance or
provide positive investment returns. Index returns do not
represent results of actual trading of investible assets/
securities. MSCI maintains and calculates indexes but
does not manage assets. The calculation of indexes and
index returns may deviate from the stated methodology.
Index returns do not reflect payment of any sales
charges or fees an investor may pay to purchase
securities underlying the index or Linked Investments.
The imposition of these fees and charges would cause
the performance of a Linked Investment to be different
than the MSCI index performance.

Information provided by MSCI Solutions LLC and certain
related entities (“MSCI Solutions”), including materials
utilized in MSCI sustainability and climate products,
have not been submitted to, nor received approval from
any regulatory body. MSCI sustainability and climate
offerings, research and data are produced by, and
ratings are solely the opinion of MSCI Solutions. MSCI
India Domestic ESG Ratings are produced by MSCI

ESG Ratings and Research Private Limited and offered
domestically in India. Other MSCI products and services
may utilize information from MSCI Solutions, Barra LLC
or other affiliates. More information can be found in

the relevant methodologies on www.msci.com. MSCI
Indexes are administered by MSCI Limited (UK) and
MSCI Deutschland GmbH. No regulated use of any
MSCI private real assets indexes in any jurisdiction is
permitted without MSClI’s express written authorization.
The process for applying for MSClI’s express written
authorization can be found at: https://www.msci.com/

index-regulation.

MSCI receives compensation in connection with
licensing its indexes and other Information to third
parties. MSCI Inc.’s revenue includes fees based

on assets in Linked Investments. Information can be
found in MSCI Inc.’s company filings on the Investor
Relations section of msci.com. Issuers mentioned in
MSCI Solutions materials or their affiliates may purchase
research or other products or services from one or
more MSCI affiliates, manage financial products such
as mutual funds or ETFs rated by MSCI Solutions or its
affiliates or are based on MSCI Indexes. Constituents
of MSCI equity indexes are listed companies, which are
included in or excluded from the indexes according to
the application of the relevant index methodologies.
Constituents in MSCI Inc. equity indexes may include
MSCI Inc., clients of MSCI or suppliers to MSCI.
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MSCI Solutions has taken steps to mitigate potential
conflicts of interest and safeguard the integrity and
independence of its research and ratings.

MIFID2/MIFIR notice: MSCI Solutions does not distribute
or act as an intermediary for financial instruments

or structured deposits, nor does it deal on its own
account, provide execution services for others or
manage client accounts. No MSCI product or service
supports, promotes or is intended to support or promote
any such activity. MSCI Solutions is an independent
provider of sustainability and climate data. All use of
indicative prices for carbon credits must comply with
any rules specified by MSCI. All transactions in carbon
credits must be traded “over-the-counter” (i.e. not on

a regulated market, trading venue or platform that
performs a similar function to a trading venue) and result
in physical delivery of the carbon credits.

You may not remove, alter, or obscure any attribution

to MSCI or notices or disclaimers that apply to the
Information. MSCI, Barra, RiskMetrics, and other

MSCI brands and product names are the trademarks,
service marks, or registered trademarks of MSCI or its
subsidiaries in the United States and other jurisdictions.
The Global Industry Classification Standard (GICS) was
developed by and is the exclusive property of MSCI and
S&P Dow Jones Indices. “Global Industry Classification
Standard (GICS)” is a service mark of MSCI and S&P
Dow Jones Indices. Terms such as including, includes,
for example, such as and similar terms used herein are
without limitation.

MSCI and its Information Providers may use automated
technologies and artificial intelligence to help generate
content and output incorporated in the Information.

Privacy notice: For information about how MSCI collects
and uses personal data, please refer to our Privacy
Notice at: https://www.msci.com/privacy-pledge. For
copyright infringement claims contact us at dmca@msci.
com. This notice is governed by the laws of the State of
New York without regard to conflict of laws principles.
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