Navigating the Minefield: A Comprehensive Guide for

Executives and Directors on Managing Company Stock

As wealth management professionals, we've observed that executive stock
transactions are among the most complex and risky areas of financial planning.
The stakes are high: missteps can lead to severe consequences. However, with
proper understanding and careful planning, these equity positions can be
powerful wealth-building tools.

This guide explores ten critical considerations for executives and directors
contemplating trades in their company's stock. Our goal is to help you plan
around your equity compensation while steering clear of potential pitfalls.

1. Understanding Material Nonpublic Information (MNPI)

The cornerstone of compliant trading is a thorough understanding of MNPI. While
the SEC doesn't provide an explicit definition, it generally asks: Would a
reasonable investor consider this information important in making an investment
decision?

Key areas to watch include:

Earnings data

Mergers, acquisitions, or significant business deals

New products or major customer/supplier developments

Changes in control or management

Auditor changes or issues

Events affecting company securities (e.g., stock splits, dividend changes)
e Financial distress (e.g., bankruptcy, receivership)

Remember, even the possibility of a significant variance from projected results
can be considered material information. The penalties for insider trading are
steep: disgorgement of profits, substantial fines, potential criminal charges, and
possible bars from serving as an officer or director.

2. Timing Trades After Information Disclosure

Once material information becomes pubilic, allow sufficient time for market
absorption before executing trades. While two full business days has traditionally
been considered safe, the rapid dissemination of information in the digital age
may allow for shorter windows in some cases.

Stay acutely aware of your company's recent press releases and upcoming
earnings announcements to identify high-risk trading periods and inform
decisions on optimal timing.

3. Company-Specific Trading Policies

Many organizations have implemented robust insider trading policies, including:
» Designated "blackout periods" around quarterly reporting cycles
e Restrictions on certain transactions (e.g., margin loans or hedging) for senior
executives
e Preclearance procedures
Meticulously adhere to these policies, as compliance can serve as a strong defense
against potential insider trading allegations.
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4. Leveraging Rule 10b5-1 Trading Plans

Rule 10b5-1 trading plans offer a valuable tool for executives seeking to manage
their equity positions strategically. When properly structured and implemented,
these plans provide an affirmative defense against insider trading charges.

Key elements of a valid 10b5-1 plan include:
e Adoption when not in possession of MNPI
e Specific predetermined instructions for trades (amount, price, dates) or a clear
formula for determining these factors
e Delegation of trading decisions to an individual without access to inside
information
While 10b5-1 plans offer significant protection, remember their limitations. They
don't shield against other regulatory concerns like short-swing profit rules or
issues related to company stock distributions.

5. Documenting Clear Trading Rationales

In situations where the materiality of information is ambiguous, having a clear,
documented reason for trading unrelated to potential inside knowledge can be
invaluable. Examples include:

e Meeting unexpected medical expenses

e Funding a home purchase

e Complying with company-mandated stock ownership requirements

e Executing a long-standing pattern of periodic sales for diversification

6. Navigating Short-Swing Profit Rules

Section 16(b) of the Securities Exchange Act requires senior officers, directors, and
10%+ shareholders to return profits from buying and selling (or vice versa)
company shares within a six-month period. Be aware of:
e Application to transactions by family members and related trusts
e Exemptions for most employee benefit plan grants and fixed-price in-the-
money option exercises
e Six-month lookback and look-forward period for each transaction

Additionally, understand the claw back provisions under the Sarbanes-Oxley Act
and the Dodd-Frank Act, which can require the return of certain compensation
under specific circumstances.

7. Understanding Share Restrictions

Consider how shares were acquired:

Registered vs. unregistered/restricted shares

Holding periods for restricted shares

Lockup agreements from underwritten offerings or mergers
Contractual limitations from private placements
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8. Complying with SEC Filing Requirements

Various SEC filings may be required depending on your position and the nature of
the transaction:

e Form 144 for restricted share resales

e Forms 4 and 5 for reporting ownership changes

e Schedules 13D and 13G for 5%+ shareholders
Ensure timely and accurate electronic filing on EDGAR.

9. Adhering to Trading Volume Limits

Rule 144 places restrictions on quarterly sales volumes. Be mindful of how
purchases affect your overall ownership percentage, as this can trigger additional
filing requirements.

10. Considering Company Impact

Large trades by affiliates can have broader implications for the company,
potentially affecting:

e Public float calculations

e Exchange listing requirements

o Eligibility for certain SEC forms (e.g., Form S-3)

Conclusion

Navigating the complexities of executive stock transactions requires a delicate
balance of financial acumen, regulatory awareness, and strategic planning. We
strongly advise working closely with both your company's legal counsel and
independent financial advisors when contemplating significant trades.

By staying informed, following established procedures, and maintaining clear
documentation of trading rationales, you can confidently manage your equity
positions while minimizing regulatory risk. Remember, in the realm of executive
stock transactions, an ounce of prevention is truly worth a pound of cure. Your
financial future - and potentially your career - may depend on it.

Interested in speaking to one of our advisors?

CLICK HERE TO CONTACT US
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CONTACT US

PUREfi Wealth LLC
10 Post Office Square, Suite 710
Boston, MA 02109

617-488-9320

contact@purefiwealth.com
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