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effective incentive plan
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Key ConceptsKey Concepts
• Compensation is an investment

• Incentives are the outgrowth of a pay for 
performance philosophy

• Knowing what performance you want to 
impact is critical in creating an effective 
incentive plan

• Creating an incentive plan is a kind of 
“reverse engineering” process

• Ultimately, an effective incentive plan should 
generate a positive return on the total 
rewards investment
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Pay For Performance ObjectivesPay For Performance Objectives

• Recruit and retain highest quality 
employees
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goals, and objectives of the company
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achievements

• Recruit and retain highest quality 
employees

• Communicate and reinforce the values, 
goals, and objectives of the company

• Engage employees in the 
organization’s success

• Reward contributors for successful 
achievements

8



Building Unified
Financial Visions

The Five EssentialsThe Five Essentials

1. Must tie performance awards to 
shareholder financial objectives

2. Must employ the proper mix of 
compensation elements

3. Must result in meaningful dollars

4. Must embrace performance that employees 
can impact

5. Must effectively communicate and reinforce
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Common ProblemsCommon Problems

• How much to award?
• Who should participate?
• What balance between company, 

department and individual 
performance?

• When is it paid?
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PurposePurpose

• What is the result you are 
seeking? 

• This is the Strategic step in the 
process 
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Identify the specific goals that are to be 
achieved. 

For example, are you looking for 
increased sales, specific margins, 
higher profits, improved customer 
retention or a combination of two or 
three factors?
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Net Income Target - 17.5%

5 Year Goal - Double Revenue

Annual Revenue Growth - 15%
Net Income Target - 17.5%

5 Year Goal - Double Revenue

15



Building Unified
Financial Visions

Who are the people who will be 
essential to the fulfillment the plan 
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• Randy - President
• Donna - CFO
• Stan - VP Marketing/Sales
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Objectives are achieved?
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to be created for the shareholders if the 
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simulate different levels of 
performance.
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FoxHill:FoxHill:

Double Revenue in 5 years = $20 
million of new value for 

shareholders
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should be shared with the people 

who helped create it?
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How should we think about 
compensation as an investment?
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Company Expected Expected 

ReturnReturn

Superior Superior 
ReturnReturn

Incentive Incentive 
AwardAward
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Determine how much of the new value 
should be shared with the people who 
help create it. This should be reduced 
to a percentage of the total potential 
value (e.g. 10%). 

This percentage becomes a target goal 
for planning purposes.
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• Randy, Donna and Stan - 6-8% of 
growth in value

• 8% of $20mm = $1.6 million
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express the potential value of the 

award in current terms?
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Typically, the potential award will be 
expressed as a percentage of each 
participant's current salary. 

Typically, the potential award will be 
expressed as a percentage of each 
participant's current salary. 

StandardizeStandardize
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FoxHill:FoxHill:

• Randy - $ 250,000
• Donna - $180,000
• Stan - $160,000
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Should all the people who help 
create the value benefit equally?
Should all the people who help 

create the value benefit equally?

TierTier
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Establish different tiers of participants in 
order to reflect greater potential value for 
those who are likely to have the greatest 
impact. 

E.g., the highest tier (executive 
management) might have a target 
incentive of 80% of salary. The next tier of 
management might have a target of 60%.
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Incentive plan targets 
(combination ST/LT)

– 60-100% of salary for top managers
– 40-80% for 2nd tier managers
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FoxHill:FoxHill:

ExecExec SalarySalary TargetTarget ValueValue TierTier

RandyRandy 250,000250,000 80%80% 200,000200,000 11

DonnaDonna 180,000180,000 60%60% 108,000108,000 22

StanStan 160,000160,000 60%60% 96,00096,000 22
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What percentage of the reward 
should be earned for achieving 

Company, Department and 
Individual goals?

What percentage of the reward 
should be earned for achieving 

Company, Department and 
Individual goals?

WeightWeight
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Based on an individual's level of 
responsibility determine how much of 
the incentive should come from these 
three areas. 

E.g., 25% Company, 50% Department, 
25% Individual.

Based on an individual's level of 
responsibility determine how much of 
the incentive should come from these 
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E.g., 25% Company, 50% Department, 
25% Individual.

WeightWeight
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FoxHill:FoxHill:

TierTier CompanyCompany DepartmentDepartment IndividualIndividual

11 75%75% -- 25%25%

22 25%25% 50%50% 25%25%
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What specific and measurable 
indicators will best reflect the 

improvements desired?

What specific and measurable 
indicators will best reflect the 

improvements desired?
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Identify the indicators that will be used to 
measure performance in each area.

For example: 
Company - Revenue growth and Net Income; 
Department - Improvement in Customer 

Retention goal; Collections rate; 
Employee Productivity factor;

Individual - performance goal achievement
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IndicatorsIndicators
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FoxHill:FoxHill:

BaseBase TargetTarget SuperiorSuperior

CoCo
Rev Rev 

GrowthGrowth
12%12% 15%15% 18%18%

Net Net 
MarginMargin

16%16% 17.5%17.5% 19%19%

Sales Sales 
DeptDept

Sales Sales 
Vol/CustVol/Cust

95,00095,000 100,000100,000 105,000105,000

Gross Gross 
MarginMargin

68%68% 72%72% 76%76%
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When will the rewards be made 
available to the participants?

When will the rewards be made 
available to the participants?

AllocateAllocate
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Determine if the awards, once earned, 
will be paid at the end of the quarter, 
end of the year or at a future date. 

Typically a percentage will be paid 
annually, and a percentage will be paid 
in the future.

Determine if the awards, once earned, 
will be paid at the end of the quarter, 
end of the year or at a future date. 

Typically a percentage will be paid 
annually, and a percentage will be paid 
in the future.

AllocateAllocate
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FoxHill:FoxHill:

TierTier ShortShort--TermTerm LongLong--Term Term 

11 50%50% 50%50%

22 70%70% 30%30%
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How will the long-term portion of the 
incentive be measured over time?
How will the long-term portion of the 
incentive be measured over time?

MeasureMeasure
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Establish the form of the long-term 
benefit by determining if it should be 

a) held in a pool 
b) credited with interest or investment  
earnings 
c) treated as a stock or phantom stock  
incentive

Establish the form of the long-term 
benefit by determining if it should be 

a) held in a pool 
b) credited with interest or investment  
earnings 
c) treated as a stock or phantom stock  
incentive
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Long-Term Incentive Plan 
Decision Tree

LongLong--Term Incentive Plan Term Incentive Plan 
Decision TreeDecision Tree
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Grant equity or   
no equity?

NoNoFullFullEquityEquity

AppreciationAppreciation

Full value or 
appreciation 

only?

Performance 
based?

Stock 
Options

Performance 
Shares

Restricted Stock

YesYes
No EquityNo Equity

Reward for value 
increase or financial 

performance?

FullFull

AppreciationAppreciation

Phantom Stock

Stock Appreciation 
Rights

EmployeeEmployee

Deferred Stock 
Units

Full value or 
appreciation 

only?

Company or 
employee 
financed?

ValueValue CompanyCompany

FinancialFinancial

Appreciation-
performance 

based or 
self-directed?

AllocationAllocation
Profit/EVA Pool

Reward for 
profit/cash 

flow or other 
metrics?

Performance 
Units

OtherOther ObjectivesObjectives

Allocation 
or objectives 

based?

SelfSelf--directeddirected

Strategic Deferred 
Compensation

Performance Performance 
BasedBased ProfitProfit
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FoxHill:FoxHill:

Phantom Stock Appreciation 
Rights

Phantom Stock Appreciation 
Rights
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PurposePurpose PeoplePeople PotentialPotential ShareShare StandardizeStandardize
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A Unique Process
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Where do I begin?Where do I begin?
Make a clear assessment of where you 

stand with your employees and the impact 
of your current rewards strategies.

Make a clear assessment of where you 
stand with your employees and the impact 

of your current rewards strategies.
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First two things to measureFirst two things to measure

• 4F condition
• Motivation value of your incentive 

plans

• 4F condition
• Motivation value of your incentive 

plans
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LeadershipLeadership
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AssociatesAssociates
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CompensationCompensation

SnapshotSnapshot

LeadershipLeadership
DiagnosticDiagnostic

AssociateAssociate
DiagnosticDiagnostic

FutureFuture FoundationFoundation FrameworkFramework FocusFocus

13 19 12 14
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FutureFuture

• Are employees and leaders in 
synch on where the company is 
headed and how it is to get there?

• Do employees and leaders agree 
that future opportunities for 
employees are clearly defined?

• Are employees and leaders in 
synch on where the company is 
headed and how it is to get there?

• Do employees and leaders agree 
that future opportunities for 
employees are clearly defined?
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FoundationFoundation

• Do employees and leaders see 
the connection between the 
business strategy and the 
compensation programs?

• Is the company committed to 
following clear and acceptable 
standards for pay decisions?

• Do employees and leaders see 
the connection between the 
business strategy and the 
compensation programs?

• Is the company committed to 
following clear and acceptable 
standards for pay decisions?
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FrameworkFramework

• Does everyone recognize and 
respect the process for 
determining the form and value of 
rewards offerings?

• Does everyone appreciate the 
balance between short- and long-
term incentive opportunities?

• Does everyone recognize and 
respect the process for 
determining the form and value of 
rewards offerings?

• Does everyone appreciate the 
balance between short- and long-
term incentive opportunities?
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FocusFocus

• Does everyone understand how 
and when they will be paid under 
all the rewards programs?

• Does everyone agree that the 
rewards programs support both 
shareholder and employee goals?

• Does everyone understand how 
and when they will be paid under 
all the rewards programs?

• Does everyone agree that the 
rewards programs support both 
shareholder and employee goals?
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Complimentary OfferComplimentary Offer

VisionLink invites you to participate in 
a 4F Assessment:

Shareholder/Owner Survey (up to 3 
owners)
Employee survey (up to 10 people)
VisionLink will provide you a summary 
report and hold a phone conference.

Indicate interest on final feedback form
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What have we accomplished?What have we accomplished?

1. Defined clear targeted objectives
2. Determined potential plan 

participants
3. Calculated the amount of value 

to be created for shareholders if 
the objectives are achieved

1. Defined clear targeted objectives
2. Determined potential plan 

participants
3. Calculated the amount of value 

to be created for shareholders if 
the objectives are achieved
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What have we accomplished? (cont)What have we accomplished? (cont)

4. Established the amount of new 
value to be shared with 
executive team

5. Set standards for the incentive 
plan as a percentage of salary

6. Established target incentives in 
groups (or tiers)

4. Established the amount of new 
value to be shared with 
executive team

5. Set standards for the incentive 
plan as a percentage of salary

6. Established target incentives in 
groups (or tiers)
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7. Weighted the target benefit 
calculation based on Company, 
Department, and Individual goals 
(by tier)

8. Identified specific, measurable 
goals for the Company and each 
department

7. Weighted the target benefit 
calculation based on Company, 
Department, and Individual goals 
(by tier)

8. Identified specific, measurable 
goals for the Company and each 
department

What have we accomplished? (cont)What have we accomplished? (cont)
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9. Allocated the award between 
short-term and long-term 
payment schedules

10.Determined a means of 
measuring the long-term awards

9. Allocated the award between 
short-term and long-term 
payment schedules

10.Determined a means of 
measuring the long-term awards

What have we accomplished? (cont)What have we accomplished? (cont)
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“Selecting the Right Performance Measures 
for Your Incentive Plans”

Metrics & Motivators, Dos & Don’ts
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Please complete our brief survey immediately Please complete our brief survey immediately 
following our presentation. following our presentation. 

We value your input.We value your input.

You may request a copy of our slides and the You may request a copy of our slides and the 
““4F4F”” Assessment.Assessment.
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