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ABSTRACT 

 

The concerns over traditional options have motivated a growing number of firms to grant 

long-term performance awards in executives’ compensation. This paper provides insights into 
two types of performance-based long-term compensation-- performance shares and long-term 

cash incentives. Specifically, this paper examines the determinants of awards grant, the choice of 
performance measure, the use of RPE, and the length of performance horizon in these awards. 

The results show that firms with poor past performance are more likely to grant these two awards 
to executives. Firms with new CEOs tend to grant long-term cash awards, but not performance 

shares to executives. For performance shares, the choice of performance measure is related with 
the in formativeness of performance measures and business complexity. RPE use in performance 

shares and long-term cash awards is better explained by the choice of performance measure than 
by common shock, a key variable suggested by the theory and prior literature. Moreover, for 

firms that grant performance shares, the length of performance horizon has a strong association 

with the choice of performance measures, but this association is muted for firms which grant 
long-term cash incentives grants to executives. 

 
Keywords: executives’ compensation, long-term cash incentives, performance shares, 
performance measure, relative performance evaluation, performance horizon 
 
 
INTRODUCTION 

 
The grant of long-term performance awards as executives’ compensation has been fast 

growing in the past few years due to the concerns that traditional time-vested equity 
compensation cannot provide sufficient incentives to executives (F. W. Cook 2006; Gerakos et 

al. 2007; Kuang and Qin 2009; Bettis et al. 2010).
1
 In an executive’s long-term compensation, 

performance awards can be performance-vested shares (hereafter, p-v shares) or long-term cash 
incentives (hereafter, LT cash); the former is dominated by stocks and the latter is primarily paid 

in cash.
2
 One common feature between p-v shares and LT cash is that the vesting is based on the 

achievement of long-term performance benchmark, and failure to meet the benchmark results in 
forfeiture of awards. Despite of the importance of incentive compensation and the unequivocal 
shift of compensation practice, the lack of adequate disclosure prior to 2006 has hindered our 
understanding of these two types of compensation. The enhanced disclosure in proxy statements 
required by SEC, effective in 2006, makes it possible to have further analysis on the contractual 
features of executives’ performance award compensation. 
 

In order to understand how firms design these two forms of executives’ compensation--
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p-v shares and LT cash--, this paper examines the determinants of award grants and the choice 
of performance measures, relative performance evaluation (RPE), and performance horizon in 
these performance awards. A thorough investigation of these two types of performance awards 
is warranted for several reasons. First, the majority of prior research examines annual bonus 
(e.g., 
 
Lambert and Larcker 1987; Ittner et al. 1997; Core et al. 2003; Matějka et al. 2009). While 

bonus serves to reward managers’ short-term performance, p-v shares and LT cash are 
predominantly used to induce managerial incentives over long term performance. Given the 
distinctive objectives and nature of p-v shares and LT cash, it remains unclear whether 
inferences drawn from annual bonus can be transplanted to p-v shares and LT cash. Second, 

empirical studies on the use and design of p-v shares and LT cash in the U.S. and their 
differences are limited because of the lack of disclosure before 2006. Even though p-v shares 
and LT cash both focus on companies’ long-term performance, their distinctive payment forms 

(i.e. stocks vs. cash) should be related with the design of contracts and provide different 
incentives for executives. The improvement of transparency in the disclosure of executives’ 
compensation allows this paper to fill this gap. 
 

From the proxy statements of S&P 500 industrial firms between 2006 and 2008, the 
following contractual features of p-v shares and LT cash awards are hand collected: the choice 
of performance measures, the use of RPE, and the length of performance horizon. This sample 
period witnesses a decrease in the use of time-based options and an increase in the frequency of 
p-v shares grants. 
 

The findings are summarized as follows. First, firms with poor past performance are more 
likely to grant p-v shares and LT cash awards to executives so that managers are motivated to 
improve long-term performance. Second, firms with new CEOs are more likely to include LT 
cash, but not p-v shares, in executives’ compensation. Although Bettis et al. (2010) find that 
firms tend to grant p-v shares to new CEOs in a randomly-selected sample in 1995-2001, this 
paper shows that their result does not hold for S&P 500 industrial firms during 2006-2008 when 
p-v shares grow popularity. Granting LT cash, instead of p-v shares, to the CEO allows a 
company to promote CEO fit and scrutinize a new CEO’s competence without giving too many 
stocks away to sacrifice existing shareholders if the firm later realizes that the new CEO is a 
mismatch for the company. 
 

The analysis on the other contractual features (i.e. the choice of performance measures, 
RPE use, and performance horizon) indicates that the design of LT cash awards is closer to p-v 
shares awards than to short-term bonus. One explanation is that p-v shares and LT cash both 
aim to solicit executives’ efforts to improve companies’ long term performance. The use of 
market measure is more frequent in p-v shares and LT cash awards than in bonus, but the result 

is opposite for the use of non-financial measures.
3
 The result shows that firms with more 

complicated business environment and lower volatility of market returns relative to accounting 
earnings are more likely to choose market returns as a performance measure for p-v shares.  

Unlike bonus which mostly relies on an absolute standard which evaluates executives’ 
performance against internal targets, about one third of firms which granted p-v shares and 
LT cash to executives use a RPE standard that compares company performance against 
industry peers or market index. For both p-v shares and LT cash, RPE use is more correlated 
with the choice of market measure than with common shock, a key variable indicated by the 
theory and prior literature (Holmstrom 1982; Gong et al. 2011).  

Last, the findings indicate that performance horizon of p-v shares is longer for firms 
with market performance measure, firms with good performance in the past, firms with less 
institutional holding, and firms whose CEOs also chairs the board of directors. This finding 
rejects the rent extraction hypothesis that managers have incentives to shorten performance 
horizon. The analysis of performance horizon is not significant for LT cash awards. 
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This paper contributes to the extant literature in executives’ compensation in several 
ways. First, this paper documents the similarities and differences between two performance 
awards --p-v shares and LT cash. While performance awards have been fast growing in the U.S., 

the nature and adoption of these performance-based long-term awards have not been fully 
investigated due to the lack of disclosure prior to 2006. Based on a hand-collected data from the 
enhanced disclosure in proxy statements since 2006, this paper provides insights into the use and 

design of these awards. Second, this paper provides evidence on the design and use of p-v shares 
and LT cash since 2006 and reports some results that are different from prior literature which 
examines the design of performance-vested equity compensation in earlier years (e.g. Bettis et al. 

2010). Third, this paper shows that the design of LT cash is very different from short-term bonus. 
Although both contracts reward executives in cash and the vesting is based on the achievement 
 
of performance targets, LT cash awards is intended to motivate managers to improve long-term 
performance and bonus is designed to improve short-term performance. This paper indicates 
that their distinctive objectives are reflected in the design of contracts. 
 

The rest of the paper is organized as follows. Section 2 reviews relevant literature 
and develops hypotheses. The sample and data are described in section 3. Section 4 
discusses the empirical findings, and section 5 concludes. 

 

I. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT 

 

Grants of Performance-Vested Awards 

 
Under traditional stock option awards, the vesting is simply conditional upon the 

passage of time. Opponents argue that managers can obtain windfall gains when the stock price 
merely mirrors competitors or follows market trends. Such concern has caused a growing 
number of firms to adopt performance-vested awards. In contrast with traditional stock options, 
performance-vested awards link vesting not only to the elapse of time, but also to the 
achievement of financial targets. The use of performance-vested awards has been evidenced in 
U.K. firms (e.g. Kuang and Qin 2009, and Carter, Ittner, and Zechman 2007) and U.S. firms 
(Gerakos et al. 2007 and Bettis et al. 2010). 
 

The first hypothesis predicts that performance awards, including p-v shares and LT cash, 
are more likely to be granted by firms with poor prior performance, when firms hires a new CEO, 
and by firms with complex business environment. Poor performance can indicate poorly 
structured compensation. The grants of performance awards inject incentives into managers to 

improve firm performance. The uncertainty regarding whether a new CEO is capable or a good 
match for the company is another factor associated with the grant of performance awards. The 
reason is that performance awards prevents the vesting of awards when a company later finds 

that the new CEO performs poorly and is a mismatch for the company. The grant of performance 
awards is also a sorting mechanism to attract CEOs with greater ability or lower risk aversion. In 
a complex company, it is even harder to find a CEO that matches the company’s environment, so 
the grant of performance awards helps reduce the cost of a poor fit. 

 

H1: Firms which have poor prior performance, hire new CEOs, or have complex 
business environment are more likely to grant p-v shares and LT cash to executives than 
other firms. 

 

Choice of Performance Measures 

 
Prior studies on the choice of performance measures focus on CEO cash bonus 
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contracts and rely heavily upon the informativeness principle of Holmstrom’s theory (1979) 
(Ittner et al. 1997; Ittner and Larcker 2002; Core, Guay, and Verrecchia 2003; and Matějka et 
al. 2009).  
According to the informativeness principle, the relative weight placed on a performance measure in 

a compensation contract is a decreasing function of its noise (Holmstrom 1979; Banker and Datar 

1989). Lambert and Larcker (1987) empirically tests the theory for cash compensation and find that 

firms place more weight on market measures than accounting measures when the variance of the 

accounting measure is high relative to the variance of the market measure. 
 

Firms with high investment intensity tend to focus on long-term performance because 
investments could temporarily depress their accounting performance. For such firms, market 
measures capture the future benefits of executives’ current strategic decisions and are less 
likely to distort executives’ incentives than accounting measures. Hence, it is expected that 
firms with high investment intensity are more likely to choose market measure than accounting 
measures for p-v shares and LT cash.  

Additionally, the informativeness of a performance measure could vary with the 
complexity of a firm’s business. The more complex a business is, the more important it is for 
executives to act with a broad and strategic scope. For complex firms, executives’ actions are 
better captured by market measures than accounting measures. This is because market measures 
are all-inclusive and forward-looking, and thus better captures the performance of a complex 
business. 

 
H2: For p-v shares and LT cash awards, market measures are more likely to be used 

than accounting measures when accounting measures are noisier than market measures, when 
firms have higher investment intensity, or when firms have higher business complexity. 

 

II.  SAMPLE AND DATA 

 

The sample includes S&P 500 firms identified using Compustat’s annual file for fiscal 

years 2006 to 2008. The sample starts from 2006 because it is the first year when SEC requires 
firms to enhance compensation disclosure. Firms in the financial service and utilities industries 

are excluded because they are regulated and behave differently from the other firms. From the 

proxy statements, the following contractual features of executives’ short-term bonus, long-term 
p-v shares, and long-term cash incentives are hand collected: vesting condition (performance-

vested or time-vested), choice of performance measures, RPE use, and length of performance 
horizon. Accounting data is obtained from COMPUSTAT, stock prices and returns from CRSP, 

executive compensation data from ExecuComp, and corporate governance data from 
RiskMetrics and Thomson Financial. After deleting observations with missing data, the final 

sample is composed of 1,045 firm-years between 2006 and 2008, with 634 firm-year 
observations granting p-v shares and 174 firm-year observations granting LT cash. While more 

than half of the sample firms granted p-v shares during 2006 and 2008, lower amount of firms 
granted LT cash to executives. 
 

Table 1 shows the descriptive statistics of the sample firms. Panel A compares firms 
granting p-v shares with firms that did not grant p-v shares during 2006-2008. Relative to firms 
without p-v shares, firms that grant p-v shares have worse financial performance and weaker 
corporate governance in the past year. For example, p-v-share-granting firms tend to have lower 
sales growth rate, lower buy-and-hold abnormal stock returns, higher book-to-market ratio, and 
lower investment intensity in the past year. They also tend to have lower institutional holdings 
and a higher propensity that the CEO has a dual role as the chair of the board. 
 

Panel B of Table 1 compares firms that granted LT cash with firms that did not grant LT 
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cash during the sample period. Relative to firms that did not grant LT cash, LT cash granting 
firms have worse past performance (demonstrated in the lower profit margin and lower industry-
adjusted ROA), lower investment intensity, but higher business complexity (i.e. more segments) 
in the past year. Besides, LT-cash-granting firms have a higher proportion of outside directors on 
the board, and a higher propensity that the CEO has a dual role as the chair of the board. 
 

Table 2 reports the Spearman correlations among the main variables for firms that grant 
p-v shares to executives. The choice of a market performance measure (Mkt) is positively 
correlated with performance horizon (0.21) and RPE use (0.65), suggesting that the choice of 
performance measure is significantly related with the design of the other two features in the 
compensation contracts--performance horizon and RPE. The positive correlation between Mkt 
and segmt (0.16) indicates that more complicated companies tend to choose market return 
performance measures for p-v shares awards because market measures are all-inclusive and 
forward-looking, and thus better captures the performance of a complex business. 

 

III. EMPIRICAL FINDINGS  

 

4.1 Propensity of P-v Shares and LT Cash Grants  

 
H1 predicts that firms which have poor prior performance, hire new CEOs, or have 

complex business environment are more likely to grant p-v shares or LT cash. The 
following equation is used to test H1. 
 

Grantt = 0 + 1 Grw_st-1 + 2 ceoNewt-1 + 3 Segmtt-1 + 4 Sizet-1 + 5 Investt-1 

+6 BMt-1 + 7 Voltt-1 + 8 ceoshrt-1 + 9 Iht-1 +10 BrdIndpt-1 

+11 Dualt-1 + 1t …………………………………………………………..(i) 

 
The dependent variable Grant takes the value 1 if a firm granted p-v shares/LT cash 

to executives, and zero otherwise. Past performance is measured by past sales growth 
(Grw_s). ceoNew equals 1 if the company hires a new CEO, and zero otherwise; business 
complexity is measured by the number of business segments (Segmt). The other variables are 
included in Equation (i) to control for their effects on the likelihood of award grants. 
 

Table 3 displays the estimate of logit models for the propensity to grant p-v shares and LT 

cash to executives. In Panel A, the dependent variable takes the value 1 if the firm granted p-v 

shares to executives, and zero otherwise. The results show that the propensity to grant p-v shares to 

executives is negatively related with past performance (Grw_s), CEO’s shareholdings (ceoshr), and 

institutional holdings (Ih), and positively related with business complexity (segmt). It indicates that 

firms with worse performance in the previous year are more likely to include p-v shares in the 

compensation contract as a motivation for executives to improve firm performance. Similar to the 

findings of Bettis et al. (2010), firms with less CEO’s shareholdings are more likely to grant p-v 

shares to align managers’ incentives with shareholders. The negative sign of institutional holdings 

implies that the grant of p-v shares is not consistent with the stakeholder placation hypothesis, under 

which awards are granted as window dressing to mollify stakeholders and cannot produce real 

effects on future performance or policies. The positive sign of business segment number (segmt) is 

consistent with H1, suggesting that complicated firms are 
 
more likely to grant p-v shares to executives. Moreover, the results show that in years 2006-
2008, the arrival of a new CEO is not a determinant of the grant of p-v shares. This result is 
different from Bettis at al. (2010) which examines randomly selected firms in the period 1995-
2001 and finds that firms are more likely to grant p-v shares or options to new CEO to mitigate 
the uncertainty of CEO’s competence. One possible explanation for the discrepancy between this 
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paper and Bettis et al. (2010) is that p-v shares became more popularly used in the sample period 
of this paper and that the p-v share awards are not only granted to new CEOs, but also to existing 

CEOs and other executives.
4
 

 

Panel B reports the likelihood of granting LT cash to executives. The dependent 

variable takes the value 1 if the firm granted LT cash in the sample period, and zero otherwise. 
The propensity to grant LT cash to executives is negatively related with past performance 

(Grw_s), past investment level (Invest), and positively related with new CEO (ceoNew) and 
business complexity (segmt). Firms with bad performance in the previous year are more likely 

to grant LT cash incentives to executives so that they are motivated to improve company 
performance. The negative sign of Invest implies that investment-intensive firms are less likely 

to grant LT cash to executives since cash is reserved for investment purpose. While firms with 
new CEOs are not more likely to grant p-v shares to executives, the results in Panel B of Table 

3 indicate that firms with new CEOs tend to grant LT cash to top executives. Since the board 
and shareholders know relatively little about the new CEO’s competence and fitness for the 

company, the use of LT cash instead of p-v shares allows a company to scrutinize a new 
CEO’s competence over the long term. In this way, current shareholders can be better 

protected if the company realizes later that the new CEO is a mismatch for the company. 
 

Overall, the results partially support H1. Firms with poor prior performance and 
complex business environment are more likely to grant p-v shares and LT cash to executives. 
During fiscal year 2006 to 2008, Firms which hire new CEOs are more likelihood to grant LT 
cash than p-v shares to executives. 

 

4.2 Choice of Performance Measures 

 

Table 4 reports the choice and number of performance measures in bonus, p-v shares, and 
LT cash incentives awards for executives. Panel A shows that compared with p-v shares and LT 
cash, bonus relies more on accounting measures such as earnings and sales. For example, 89.76% 
(45.72%) of sample firms use earnings (sales) measures for bonus, but less than 60% (about 
20%) of firms use earnings (sales) measures for p-v shares and LT cash awards. In contrast, 
market return is more related with p-v shares and LT cash than with bonus. While only 4.13% of 
the 
 
firms choose market measure for bonus, over 27% of firms use market returns for p-v shares 
and LT cash awards. Different from accounting measures, a market return measure is forward-
looking, more volatile in the short term, but is likely to absorb performance information in 
other measures. This explains why market measure is more likely to be used for long-term 
compensation such as p-v shares and LT cash than for short-term bonus.  

Panel A also shows that asset utilization (AU) measure such as ROA or ROE plays a more 
important role for LT cash than for bonus and p-v shares. Among firms that grant LT cash,  
45.55% of them choose AU measures. The frequency of AU measure usage drops down to 
30.28% among firms that grant p-v shares and to 25.23% for firms with bonus. Besides, cash 
measures  
and non-financial measures are used less frequently in p-v shares and LT cash than in bonus. 
For bonus, the percentage of firms choosing cash as a performance measure is 28.75%, which 
is significantly higher than the frequency 12.8% reported in Ittner et al. (1997). Only 9.48% of 
p-v-share-granting firms and 14.14% of LT-cash-granting firms choose cash as a performance 
measure. 
 

In a performance awards, the use of multiple performance measures, relative to a single 
measure, may enhance the evaluation of executives’ performance. If performance horizon is 
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short, a performance measure is volatile, so the use of multiple performance measures can 
increase the informativeness of performance measures. Consistent with this conjecture, Panel B 
of Table 4 shows that the sample firms are more likely to use multiple performance measures for  
bonus than for p-v shares and LT cash awards. For example, 25.23% of firms use a single 
performance measures for bonus; in other words, 74.77% of firms use multiple performance 
measures in the bonus contract. In contrast, only 45.11% (50.26%) of firms use multiple 
performance measures for p-v shares (LT cash) contracts. Besides, while 26.91% of firms use 
three performance measures for bonus, the frequency drops to 7.49% for p-v shares and 
14.66% for LT cash awards. 
 

H2 predicts that for long-term performance awards, the choice of market measure is 
negatively associated with the relative noisiness of the market measure and positively related 
with the investment intensity and business complexity. The following equation is used to test 
this hypothesis. 
 

Mktt  = β0 + β1Relvolt-1 + β2Investt-1  + β3Segmtt-1  + β4BMt-1  + β5Sizet-1 

+ β6 IH-1  + β7 BrdIndpt-1 +  β8 CEOshrt-1 + β9 Dualt-1 +2t ……………..(ii) 

 
The dependent variable (Mkt) equals 1 if a company chooses a market measure for p-v shares 

or LT cash. The relative noise of market measures and earnings measures (Relvol) is measured as the 

volatility of stock returns divided by the volatility of earnings. H2 predicts a negative sign for β1 and 

a positive sign for both β2 and β3 for both p-v shares and LT cash awards.  
For the analysis on p-v shares, the results partially support H2. The left column of Panel 

C of Table 4 reports that firms with higher Relvol is less likely to choose market return measure 
for p-v shares since their stock returns are more volatile and noisier relative to accounting 
returns. The positive sign of Segmt also supports H2, indicating that more complicated firms are 
more likely to choose a market measure for p-v shares awards since market measure is all-
inclusive and better captures the performance of a complex business. Although H2 predicts a 

positive effect of Invest on the choice of a market measure, its coefficient (β2) is not significant 

at the 10% confidence level. The right column of Panel C in Table 4 shows the choice of 
performance measures for LT cash awards. The results reject H2 since the sign of Relvol is 
inconsistent with the prediction of informativeness theory and the coefficients of Invest and 
Segmt are both insignificant. 

 

3.3  Analysis on Other Contractual Features 

 

3.3.1 Use of RPE Standard  

 
Panel A of Table 5 demonstrates the frequency of RPE use in three contracts—bonus, p-

v shares, and LT cash incentives. The use of RPE standard is more frequent in p-v shares 
(31.8%) and LT cash (34.55%) than in bonus (10.55%). For bonus, firms mainly set internal 
numerical goals for executives, rather than compare company performance with peers.  

The following empirical analysis is conducted to understand companies’ decision to 

adopt RPE standard for p-v shares and LT cash, and the results are reported in Panel B of Table 

5. 
 

RPEt  = 0 + 1Mktt + 2 Commonriskt-1  + 3 |size_rkadjt-1| + 4 |ret_rkadjt-1| 

+ 5 concentrationt-1  +6 BMt-1  +7 Sizet-1 + 8 adjROAt-1 + 9 adjrett-1   
+ 10 ceoWltht-1 +11 CEOaget-1 + 12 Dualt-1+13 brdIndpt-1  

+14 brdsizet-1 + 3t ………………………………………………….…....(iii) 
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The dependent variable RPE equals to 1 if a firm uses RPE standard in year t, and zero 

otherwise. Mkt equals 1 if a firm chooses market return for p-v shares or LT cash, and zero 

otherwise. Commonrisk is measured by the R
2
 from regressing firm-level stock returns on 

value-weighted industry stock returns over the prior 36 months. The other variables are defined 
according to Gong et al. (2011).  

Equation (1) in Panel B of Table 5 shows that consistent with the theory and prior 
literature (e.g. Gong et al. 2011), common shock is positively correlated with the use of RPE for 
p-v shares. After the choice of market measures is added to the analysis, Equation (2) in Panel B 
of Table 5 shows that the variable common shock loses its significance as a determinant of RPE 
use. Consistent with Gao et al. (2012), the choice of market return as a performance measure is a 
key determinant of RPE use. The explanation of market measure for RPE use (the coefficient 
2.133, significant at 1% level) subsumes common shock as a determinant of RPE use. 
 

When it comes to LT cash awards, the right column of Panel B of Table 5 shows that the 
choice of market returns as a performance measure is also a significant determinant of RPE use 
for LT cash contracts (the estimated coefficient 2.697 is significant at 1% level). But other 
variables do not have explanatory power for RPE use in LT cash contracts. 

 

3.3.2 Performance Horizon  

 
Panel A of Table 6 shows the distribution of performance horizon in p-v shares and LT 

cash contracts. For long-term compensation that is contingent on future performance, most 
companies choose three years as performance horizon: the frequency is 63.46% for p-v shares 
and 82.72% for LT cash awards. In the sample, only 3.52% (1.05%) of firms which grant p-v 
shares (LT cash) choose five years as performance horizon. It is interesting to find that for the 
long-term compensation, 19.11% of companies choose a one-year performance horizon for p-v 
shares. The characteristics of these firms and the reason for choosing one-year horizon for long-
term compensation such as p-v shares are left for future research. 
 

The following empirical model is used to test the determinants of performance horizon. It is 
predicted that performance horizon is a function of financial performance and corporate governance. 
 

Horizont  = 0 + 1 Mktt + 2 adjROAt-1  + 3 Bhart-1  + 4 Voltt-1  + 5 Investt-1  

+6 Segmtt-1  +7 Iht-1 + 8 BrdIndpt-1 + 9 ceoshrt-1 + 10 Dualt-1 +  

+11 ceoNewt-1 + 12 Excasht-1+13 ceoRetiret-1+14 Sizet-1 + 4t….......... (iv) 
 

Horizon equals to the length of performance horizon chosen for p-v shares or LT cash. 
Gao et al. (2012) shows that the length of performance horizon is related with the choice of 
performance measures. Market return is usually more volatile than accounting measures in the 
short term, so extending their associated performance horizon will improve its informativeness. 
Following Cadman et al. (2012), the variables of past performance (adjROA, Bhar, Volt), 
investment intensity (Invest), CEO characteristics (Dual, ceoshr, ceoNew, ceoRetire, Excash), 
monitoring (Ih, BrdIndp) are included in the equation. Business complexity (segmt) and size are 
also included in the equation to control for their effects on performance horizon. 
 

The results are reported in Panels B of Table 6. Consistent with Gao et al. (2012), 
companies choosing a market measure for p-v shares are more likely to adopt longer 
performance horizon. The positive sign of adjROA indicates that retention is important for high 
performing managers. While CEOs with greater power and CEOs of firms with weaker 
monitoring may influence contract design to receive compensation of shorter performance 
horizon, the result suggests the opposite. Panel B of Table 6 shows that firms with less 
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institutional holdings (Ih) and CEO chairing the board (Dual) are associated with longer 
performance horizon for p-v shares. This suggests that the arguments in Cadman et al. (2012) 
for time-based options cannot be applied for p-v shares. In contrast with p-v shares, no 
significant determinants are found for the performance horizon of LT cash contracts. 
 

Since the majority of firms choose three-year as performance horizon for p-v shares and 
LT cash (as indicated in Panel A of Table 6), a further analysis is conducted which 
dichotomized the dependent variable as 1 when performance horizon is at least three years and 
zero if performance horizon is less than three years. Panel C of Table 6 shows that results are 
similar to Panel B, except that adjROA lost its significance for p-v shares contracts and the 
variable institutional holdings (Ih) now carries a negative sign for the analysis on LT cash 
contracts. 

 

IV. CONCLUSION 

 
This paper examines the contractual features of p-v shares and LT cash compensation 

for executives, including the choice of performance measures, performance horizon, and RPE 
use. The goal is to understand the determinants of award grants and the design of different 
performance awards in executives’ long-term compensation.  

This paper is motivated by the limited evidence on p-v shares and LT cash, the two 
forms of long-term performance awards which grows popularity in recent years. The enhanced 
disclosure requirement by SEC on executives’ compensation, effective in 2006, makes it 
possible to examine in detail the contractual features of executives’ incentive compensation. 
While the vesting of both p-v shares and LT cash awards is based on future long-term 
performance, these two awards differ in the payment format: p-v shares is dominated by the 
payment of stocks and LT cash is mainly paid in cash. The distinctive nature of these two 
awards should be related with company characteristics and the design of compensation 
contracts. 
 

The findings show that firms with poor past performance are more likely to grant p-v 
shares and LT cash to executives so that managers are incentivised to improve firms’ long-
term performance. The sample firms tend to grant LT cash, but not p-v shares, to new CEOs. 
Since the board and shareholders know relatively little about the fitness of a new CEO, the use 
of LT cash instead of p-v shares allows a company to scrutinize a new CEO’s competence 
over the long term without giving too many stocks and sacrificing existing shareholders if the 
new CEO turns out to be a mismatch for the company. 
 

This paper also documents substantial differences in the choice of performance measures, 
RPE use, and performance horizon among bonus, p-v shares, and LT cash. Compared with 
bonus, long-term performance awards (i.e. p-v shares and LT cash) are more likely to use market 

measures, but less likely to use non-financial measures. Although firms choose multiple 
performance measures for bonus, they use fewer performance measures for p-v shares and LT 
cash. The analysis shows that firms with lower volatility of market returns relative to accounting 
measures and more complicated business environment are more likely to choose market returns 

as a performance measure for p-v shares. For p-v shares awards, the choice of market measure is 
associated with longer performance horizon and the use of RPE standard. However, the results 
are less significant for LT cash awards. Future research can examine how the design of different 

compensation components impacts subsequent performance and the possibility of earnings 
management. 
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