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Course Credit

P  St t  R i tPer State Requirements:

To receive CPE credit for today’s course, you must respond 
to at least 75% of the monitoring events – given in the 
form of polls.

Each person taking the course must respond to the 
monitoring events from their own computer.  You may not 
share a computer when taking the courseshare a computer when taking the course
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We’re happy to provide a copy of today’s slides. 
Information will be provided at the close 

of the presentationof the presentation.
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h d f d l dWe’re happy to provide a copy of today’s slides.  
Information will be provided at the close 

of the presentation.p

To open or close 
the control panel:
Click the red arrow

For questions during 
today’s presentation:

Q: Are the slides available?

A: Yes, more info will be provided at the end

today s presentation:
Use the question area
on your control panel

Webinar

5

y p



C     d di   f  l   i   d  Create an understanding of value creation and 
sharing

 Demonstrate how return on compensation can  Demonstrate how return on compensation can 
be measured

 Discuss what value should be shared in an 
organization, how to share it and why it matters

 Illustrate how value sharing should be 
communicatedcommunicated

6



Key Conceptsy p

 Company leadership must clearly define value 
creation
Ret rn on compensation can and m st be  Return on compensation can and must be 
measured

 There is a performance “class” and a growth There is a performance  class  and a growth 
“class” of sharing that must be addressed

 There are steps to effective value sharingg
 Communication is a critical element in 
aligning shareholder and employee interests
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Case Study
(Source: Chief Executive Magazine, May/June 2012 Edition)

K i h Willi             Keith Williams            
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 Assumed leadership of UL in 2005
C   i   id bl  d bt Company carrying considerable debt

 Losing market share
L   l   l Low employee morale

 UL had become bureaucratic and “siloed”
l d d h h Regional divisions undercutting each other
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Compensation (Value Sharing):Compensation (Value Sharing):
 Took away local measurements driving 
management incentive plans—all paid on management incentive plans—all paid on 
same metrics
 “We live together and we die together” We live together and we die together

 Aligned everyone behind company success
“I call it ‘pay the company first ’” “I call it ‘pay the company first.’”

Williams clearly defined what value creation Williams clearly defined what value creation 
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meant and how it would be sharedmeant and how it would be shared



“Basically  up to “Basically  up to  Example: If UL’s target Example: If UL’s target Basically, up to Basically, up to 
the company’s the company’s 
operating profit operating profit 

Example: If ULs target Example: If ULs target 
is $80 millionis $80 million‐‐‐‐
 100% of first $80 in 100% of first $80 in 

operating profit operating profit 
target, all of the target, all of the 
profits go to the profits go to the 

profit goes to profit goes to 
companycompany

 The next $20 million The next $20 million profits go to the profits go to the 
company; and only company; and only 
after that target is after that target is 

 The next $20 million The next $20 million 
goes to the incentive goes to the incentive 
poolpoolafter that target is after that target is 

met, do we start met, do we start 
funding the funding the 

 From there on, 50/50 From there on, 50/50 
between company & between company & 
incentive poolincentive pool
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funding the funding the 
incentive pool.”incentive pool.”

incentive poolincentive pool



Once value creation is Once value creation is 
defined, compensation can defined, compensation can 
follow a formula for sharing follow a formula for sharing 
value in a way that aligns value in a way that aligns 
k   d   ith th  k   d   ith th  key producers with the key producers with the 
company’s business plan company’s business plan 
and prioritiesand prioritiesand priorities.and priorities.
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 Willing to tie all executive incentives to the 
same metrics

ll d f Willing to identify a minimum return on 
equity threshold that must be met before 

dany incentives are paid
 Willing to share significant upside beyond 

h h h ldthe threshold (no cap)
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Poll #1
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ROTRI™ROTRI™
Return on Total Rewards Investment™Return on Total Rewards Investment™Return on Total Rewards InvestmentReturn on Total Rewards Investment
Measuring the return on your compensation Measuring the return on your compensation 
investment investment investment investment 

17



 Salaries
 Commissions
 Bonuses Bonuses
 Deferred award accruals (LTIP)
 Core benefits

E i  b fi Executive benefits
 Retirement contributions
 Payroll taxesy
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Capital Account $   20,000,000p

Cost of Capital

$ , ,

C it l Ch

12%

$ 2 400 000

Operating Income

Capital Charge

$   10,000,000

$      2,400,000

Total Rewards Investment

Productivity Profit

$   25,000,000

$      7,600,000

ROTRI™ 30.4%
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(ROTRI™ = Productivity Profit/Total Rewards Investment)



Capital Account $   20,000,000p

Cost of Capital

$ , ,

C it l Ch

12%

$ 2 400 000

Operating Income

Capital Charge

$   10,000,000

$     2,400,000

Total Rewards Investment

Productivity Profit
$   25,000,000

$      7,600,000

ROTRI™ 30.4%

21
Variable Pay Plans (Value Sharing) are financed from 
Productivity Profit



fThey have to “get” the following:
 We have a business model and strategy that are 
sustainable over time and produce a competitive sustainable over time and produce a competitive 
advantage

 We all have to do our part to be productive (do things p p ( g
faster, easier, cheaper, bigger)

 Owners are committed to sharing the financial value we 
h l   t ft   ’   d d    i t   t  help create—after we’ve produced an appropriate return 
for them

 That value will be meaningful if we reach our full capacity
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Traditional ApproachTraditional Approach Value Sharing ApproachValue Sharing ApproachTraditional ApproachTraditional Approach Value Sharing ApproachValue Sharing Approach

Salaries based on market standards 
(th  “t   f th   di ”)

Salaries based on your unique skills 
d  t d  t ib ti(the “tyranny of the median”) and expected contribution

Bonuses are then based on a 
 “Bonuses” reflect value you help 

t  ( h t t   l   h i  
percentage of salary (with a cap)

O hi  i   t i t d t     ll 

create (short‐term value sharing 
plan, with no cap)

Ownership is something to be 
Ownership is restricted to a small 
group

p g
nurtured in everyone (and a long‐
term value sharing plan is essential)

25
Compensation is tightly budgeted

Compensation is a reflection of the 
return on human capital



Poll #2
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 Performance Class Performance Class
▪ Paid to help company meet its “budgeted” or targeted 
level of performance (short‐term value sharing plan; 
bonuses; incentive plans)

▪ Message: “Operate our current company successfully”

G h Cl Growth Class
▪ Paid for building market (enterprise) value over time 
(long‐term value sharing plan)(long term value sharing plan)

▪ Message: “Build our future company”
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FutureFuture
CompanyCompany

Present Present 
CompanyCompany

LTIPLTIP

SalariesSalaries
STIPSTIP

BenefitsBenefits
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V l   h i     h  b   l   d  ifi   l1. Value sharing attracts the best talent and magnifies results
2. Value sharing plans (effectively designed) reinforce the 

company’s business modelp y
3. Value sharing protects against bad profits and promotes 

good profits
4 Value sharing promotes an ownership mindset4. Value sharing promotes an ownership mindset
5. Value sharing builds trust and accelerates results
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1. You will not attract the best 
possible talent 

2. You can’t be certain that pay 
aligns with the business model

You might be promoting bad 3. You might be promoting bad 
profits instead of good profits

4 You will not have a complete 4. You will not have a complete 
ownership mindset

5. Employee trust and confidence 

31

p y
will not be as strong as possible



Pi t    f t   Picture your future company
 Determine the right value to share with those who help 

create it

 Select the right plan

 Build it with care and know‐how Build it with care and know how

 Communicate and promote it
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Increase in Increase in 
Enterprise Value

Employee Value

Base Value

33
Today Future Date

(5 – 15 yrs)



34Go to “Tools” at PhantomStockOnline.com



ffDevelop an Effective Financial Model
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Sample LTIP Model – P&L Forecast
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Sample LTIP Model – PSO Projections
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ClarityClarity

BelievabilityBelievabilityBelievabilityBelievability

MeaningMeaning

38



CEOCEO E lE lClarityClarityCEOCEO EmployeeEmployeeClarityClarity

These are the 
specific results 
that create 

h l

I understand 
what results 
we’re seeking. 

henough value 
to generate 
bonuses. This 
is how your 

I see how I can 
contribute. I 
understand 
how the plan is how your 

plan works.
how the plan 

works. 
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CEOCEO E lE lBelievabilityBelievabilityCEOCEO EmployeeEmployeeBelievabilityBelievability

Here are the 
results we’re results we re 
expecting. 

Here’s how we 
plan to get 

I understand 
the results. I 
understand 
h h

plan to get 
there. Here’s 
why we’re 
confident 

what has to 
happen to 

achieve them. 
I believe we 

these results 
are achievable.

I believe we 
can do it.
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CEOCEO E lE lMeaningMeaningCEOCEO EmployeeEmployeeMeaningMeaning

Here’s how  Each of those Here s how 
much you 

should expect 
to receive if 

Each of those 
amounts is 
fair for the 
results to receive if 

we hit our 
minimum, 

expected and 

results 
achieved. I’m 
enthused and 
grateful to be p

superior result 
levels. 

g
a part of this 

plan.
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Poll #33
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1. Explain, celebrate and 
reinforce the total value 
proposition

2. Communicate a sense 
of partnership

3. Project the wealth 3 j
multiplier opportunity
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Employee Value StatementEmployee Value Statement
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Key Producer 
E l  V l  St t tEmployee Value Statement

YearYear 11 22 33 44 55

 Sample EVS55--Year Plan Year Plan 
Achievement Achievement 
LevelLevel 100%100% 100%100% 100%100% 100%100% 100%100%

Current and InflatedCurrent and InflatedCurrent and Inflated Current and Inflated 
SalarySalary $     160,000 $     160,000 $     166,400 $     166,400 $     173,056 $     173,056 $     179,978 $     179,978 $     187,177 $     187,177 

Cash Incentives Paid Cash Incentives Paid 
at Targetat Target $        64,000 $        64,000 $        66,560 $        66,560 $        69,222 $        69,222 $        71,991 $        71,991 $        74,871 $        74,871 

LTIP Vested Value at LTIP Vested Value at 
Year EndYear End $                $                -- $        74,000 $        74,000 $     186,000 $     186,000 $     311,000 $     311,000 $     448,000 $     448,000 

Retirement Plan Value Retirement Plan Value 
(at 7%)(at 7%) $        17,120 $        17,120 $        36,123 $        36,123 $        57,169 $        57,169 $        80,428 $        80,428 $     106,086 $     106,086 

Total Cash ReceivedTotal Cash Received $     224,000 $     224,000 $     232,960 $     232,960 $     242,278 $     242,278 $     251,970 $     251,970 $     262,048 $     262,048 

Total Wealth Total Wealth 
AccumulationAccumulation $        17,120 $        17,120 $     110,123 $     110,123 $     243,169 $     243,169 $     391,428 $     391,428 $     554,086 $     554,086 

4545
Total Paid or Total Paid or 

AccumulatedAccumulated $     241,120 $     241,120 $     567,083 $     567,083 $     942,407 $     942,407 $  1,342,636 $  1,342,636 $  1,767,343 $  1,767,343 



Line of Sight
Rewards
What’s in it      
for me?

Roles and 
Expectations

for me?

Strategy 

My Contribution?

Strategy 
How ?

Vision
Where?

46
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P  th    fi t  ti  thi  t     Pay the company first; tie this to your 
explanation to employees about how 
you define value creation

 Share the upside value in clear, 
believable and meaningful ways

 Make sure a long‐term plan locks Make sure a long term plan locks 
them in

 Communicate, communicate, 
communicatecommunicate
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Next CPE Course:

“What is Phantom Stock and 
Why Do I Keep Hearing About It?”Why Do I Keep Hearing About It?”

To be held on:To be held on:
Thursday, January 17, 2013

If you have three or members that can attend, we will make a specific 
presentation just for your firm on a mutually agreed upon date. 

(Indicate interest on survey.)

487700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.vladvisors.com



Next Public Webinar:

“What Problem is Your 
Compensation Strategy Solving?”

To be held on:
Tuesday, January 22, 2013y y

49
7700 Irvine Center Drive, Suite 930  Irvine, CA 92618  949-852-2288

www.VLadvisors.com  www.PhantomStockOnline.com



Check out our UPDATED website:
VL d i

Check out our UPDATED website:
VL d iwww.VLadvisors.comwww.VLadvisors.com

50You can also subscribe to our blog



Check out our NEW website:
www PhantomStockOnline com
Check out our NEW website:

www PhantomStockOnline comwww.PhantomStockOnline.comwww.PhantomStockOnline.com
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NOW AVAILABLE!NOW AVAILABLE!

52Express interest on the final survey



Thank you for attending

Please complete our survey form immediately 
following our presentation.

This will be counted as a monitoring event.This will be counted as a monitoring event.gg

You may also request a copy of the slides aYou may also request a copy of the slides a
from today’s presentation
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Questions?
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Thank You!

Ken Gibson
dSenior Vice President

(949) 265‐5703
kgibson@vladvisors.com
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