=DrRVving Productivity:and Profits
Through Deferred Compensation™

fiher lleam & EarmSeres,’™

Julya255 2009

The VisionLink Advisory Group: ¢+ www.vladvisers.com




1ie@EaYy/ S Presenter:

Kern Gibson

Sepior Vieo-Proyidapi »
492099705 . | EE

kginson@yladvisors.coii

7700 Ivine Center Drive ¢ Suite 930! ¢ livine, CA 92618 ¢ 949-852-2288, » www.Vviadvisors.com




Course Credit

Per: State Beguirements:

lereceive CRE credit:for teday s course; youlmust
respond to at least 7556 of the moniterng events —
giveniin theformieiipolls:

Financial Visions

EaCipersen taking thecoursemust respondioine
monierng eveRisHrom e eown Compuier: You
mayneiisiare a'compuierwheniiaking theicourse




Next CPE Course:

“How DoestMyiClientiGet Sustained

PerormanceEromiStKeY PEOPIEZ:

To) o2 el o))
IIUESEay AUGUSINBLINZ009

7700 Ivine Center Drive ¢ Suite 930! ¢ livine, CA 92618 ¢ 949-852-2288, » www.Vviadvisors.com




We’'re happy to provide a copy of today’s slides, course
syllabus/summary, and a CD of the presentation.
Information will be provided at the close of the
presentation about requesting these. e o




FOrqUESTIeNS dUrNgIIeaay s presentation:

Useithie question panel
[0)lhE. rghli GI Yo SCreen

Building Unified
Financial Visions

7700 Ivine Center Drive ¢ Suite 930! ¢ livine, CA 92618 ¢ 949-852-2288, » www.Vviadvisors.com




Key: Coencepts

* Any compensation program shoula
IMPreve key: periormance: indicators

o llliere is a difference beiween moest
iraditional deferredcompensation and an
IMCENRLIVE approach

o [Delerred compensation shouldioe
MEeasuread as any etnerrewards;sirateqy.

s Defenal plansi(@nd SERES) fare unigquely,
POSIIGREA IOy MEEHMUILPIENEWarAS targels




Course Objectives

Chart the evolution of deferredicomp—
what got us here

Understandfhow: and why defefred
Compensation Works

Defineitiie releror 409MA and neowiit has
chang@ged the deferfed comp landscape

Undersiandiiiestralegic useofideierned
COMpPeEnsation asianincentive;plan

REVIEWIHE plantdesignsiinat aremest
eliecuverardrvingikeyresulis




Poll

QUICKPOLL

| would rate my exposure to, experience with and/or
understanding of deferred compensation plans as fol

Please select one:

© No experience

O Some experience
Building Unified
© High experience Financial Visions

 Expert QUICKPOLL

| would rate my exposure to, experience with and/or
understanding of deferred compensation plans as fol

Poll Results (single answer required):

No experience
Some experience
High experience

Expert




e Premise




ihree lihimgs Alll Bewards Plans
ShouldHelpr Accomplish

o Winithe talent wars—help attract and
retain great people

o |mprove empleyee; produchivity—
[ecUsed! engagea andiexecuting consistently.

sl lncrease (@eod) profiis=—andlimprove
shareholdervalue

WihICINPIaIs aCCoPIISIaNIISY




1. Win the Talent Wars

(Attract and retain great people)

Nonqualified
Retirement
Plans

Salary

Qualified Short-term Building Unified
. Financial Visions
Retirement Cash

MENE Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans




(Attract and retain great people)

Nonqualified
Retirement
Plans

ST:1F18Y

Qualified Short-term Building Unified
d Financial Visions
Retirement Cash

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans




2. Improve Employee Productivity

(Point people to the “right” results)

Nonqualified
Retirement
Plans

Salary

Qualified Short-term Building Unified
1 Financial Vision
Retirement Cash inancial Visions

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans quity




2. Improve Empleyee Productivity.

(Point people to the “right” behavior)

ﬁualified Salary
etirement

Plans

Qualified Short-term Building Unified
. Financial Visions
Retirement Cash

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans




3. Increase Profits

(Produce a measurable return oniinvestment)

Nonqualified
Retirement
Plans

Salary

Qualified Short-term Building Unified
1 Financial Vision
Retirement Cash inancial Visions

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans quity




(Produce a measurable return on investment)

Nonqualified
Retirement
Plans

ST:1F18Y

Qualified Short-term Building Unified
. Financial Visions
Retirement Cash

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans




Increasing preductivity:and
profitaenity,

o |dentify core drivers of business growti
(key: peronmance: indicators)

o [Establishithe valueio e earmed by
sharehelders ifithe drvers are reached

o PDetermmine now much valtue terve
shiared With EmployEES

s\ Jleleasypar-—aelerminernew e get
IHETEnployEEs e acCiieVeNneresults




Creating value added results

Euture

Present Company
Company. Expected

Return




Creating value added results

Superior
Return

Present
Company Expected

Return

Future
Company

q

Incentive
Award




Nonqualified
Retirement
Plans

Salary

Qualified Short-term
Retirement Cash

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &
Welfare Plans

Equity Awards

Building Unified
Financial Visions




Security
Needs

Wealth
Accumulation
Needs

Building Unified
Financial Visions




Nonqualified
Retirement
Plans

ST:1F-1aY

Qualified Short-term
Retirement Cash

Plans Incentives

Executive Long-term
Benefit Plans Cash
Awards

Core Health &

Equity Awards
Welfare Plans quity

ash Security
INEeds Needs

Wealth
Accumulation Needs

1g Unified
iial Visions




Deferred Compensation Plans—
AV enBrier IHistony

1950s—simple voeluntary deferral plans

1970s—employer-paid SERPS 16 supplement defined
peENRelitPEnSsIoNS

1980s—trend/back io deferral plans mniline witi Financig Visions
moevement te40i(k) plans

2000s—trendfiewards; lhybrid plans;tnatiecus on
empleyeerewards; strategicalignmentand retention

@Verall=sireng meyvemeniirom Forune s00/down to
simalllUSINESSES

2004=2009—codificationVviall REseciion409A




What'simade Deferred Comp
SO pepular?

Avoidance of current taxation en employee
deferrals andicompany; contributions/Creaits

llegalimeans;ofioffsettingiregulatory limits; of Fnanil Viios
gualified/plans

IHEXIBIETeatlres
Strengrelention characieristics (SERE)

BarelyaiscloseaNn SEGTERpLiling (Previeus!y)




Wiat have been the problens?

RS interest i taxing|paricipants under:
constructive receipt and econemic benefit
dOCtrnes

Vaguelinesiofinterpreiationregarding plan uiang e
SEecuriLy,

Aggressiverplansipushing telimitsy(haircut
proyisiens; lastiminuiercanges; distrivutions
PIGIFINIMSOIVEREY)

Delayediiaxideduchion(mayeracutenn
smallerfCompanies)




Wihat's happenead recently?

o Sectlion 409A defined and clarified:

— HHoew deferralsimay avoid inclusioniin
INCOmEe, of participants

= lerms andiimitations;on extending|or,
reducing payment perioeds

= Conditiens tnderwhichiplansimay: be
[enminated

—Delinitiens elfiiardsiiprana disaoility,

= ConditiensiunderwhichdistributicRs may,
PETaGEElErdied




Wihat's happenead recently?

o Seclion409A reguires;decument
amendment (In most cases)
— e |BS hasitnrice exiended compliance
deadlines (pending final regulatiens) ot s
— Gurrentdeadline=—12/3/08

— NoenRetneless; plansimust Gperaie in goed
faltawitiifie primany chiaracieristicsioftne
IEQISIation




S0 Where are we new:?

Commonplace
Commoditizead

Semewhnat more. complicated, Bl
greater certainty,

Vitlliplevenraors effernngrturmkey”
pregrams




INGRE ol the! tlrmkey: or traditienal
plansiin the marketanve
preaductivityand profitaniity!




Example 1:
lraditional aereral plan

« “Convenience plan’

o \/oluntary deferrallin EXCess, of
allowakle 401 (k) contribution

. Possibly a slighiiemployer mateh




Step One

o Employee enters, intoagreement (year
[0 year) to defer a percentage. of
Imeome

Building Unified
Financial Visions

A

Eimployee Conmpany.

SPBRSOrING




Step wo

» When the employee: leaves, the
Company: pays the amount owed to;the
employee.

Building Unified
Financial Visions

(ap

3 3

Plan
Account

A

Employee CoRIPaRY.

SPBIASOHING




Iraditienal deferraliplan

o Where s the retention value?
— Very littie

o Where!is the locus;onimpreving
PrOAUCHIVITY?
— INefe

[ OWIGOESHIEIPIAMINCIEASE ProlilS?
— [t elojeisip)i




Example 2:
Traditionall SERP

o, Supplemental Executive Betirement
Plan

o [Like a delined benelit pension butiiora

smalllgroup 6l EXECULIVES

o AlpensionkeReiis  delined“ata
gIvVeEnRlagel(e:ar, 69)

s e RENENISIEXPIESSER asia

PErCEniagerofilinalisalanyiertieial
COMPERSAlNNEQr; SO TeSHEArs)




Traditionall SERP

o Where s the retention value?
— Seme

o Where!is the lecusionimpreving

PrOAUCHIVITY?
— Nofe

o OWIGOESHEIPIAMNINCIEASE PrOTilS?
— [t elojeisip)i




Traditionall SERP vs. Deterrall Plan

Typically: no employee contribution to;a
SERP

SERP s "age andisalary” valued

SERPIEXPENSE! IS aCCrued oVer Working
PENOA (BCCording terene o1 twe
accounting fermulas)

Peferraliplantisidelinedicontriution
(EmpleyEEISTaceolni=employerns
rawrlity)




Why havera delerral planor SERE
ipleitolo)eis) plo)i pplzler 2l ge)pfiflo)Liiie)p
IOMWIRRIAGFENAIERTWANS]

aiflzineinie) oroeltigiivity of
inlerazisinie orgfjis?




Salad diiferentiys:
SHeUIdWenave ardeleliial plamor;
SEEREN N CARMEIPrUSWIRNHENAlENnT

Welrs, arlnleifice oraeltietiviiy igle
irflorove orofjis?




Poll

QUICKPOLL

How frequently have you seen either a traditional deferre
compensation plan or a SERP implemented by your clie

Please select one:

< Never

O Less than 10% of my clients Building Unified
Financial Visions

<10 to 50% of my clients
QUICKPOLL

< Over 50% of my clients

How frequently have you seen either a traditional deferre
compensation plan or a SERP implemented by your clie

Poll Results (single answer required):
Never
Less than 10% of my clients

10 to 50% of my clients

Over 50% of my clients




wor Poessipilities

o Strategic Deferred Compensation
o Balanced Bewards Blan

Building Unified
Financial Visions




Strategic Delerned Compensation
Characlernstics

Combination 6i—
— employee eleclive dererrals
— company; ContribulioNs; or Matches
—Acentve matcnes
—creative vestingiscnedules




Voluntary
Employee Deferrals

—~~—

Fully
Vested
Account

Company
Viatch

v

Building Unified
Financial Visions

Partially
Vested
Account

.

Incentive Based
Contribution




Fully
Vested
Account

[

404 (k)-like
Investment
options

Partially
Vested
Account

I

Employer:
PhantonnStock
Account

Building Unified
Financial Visions




Winrtineslialentvwars
B Enhance Productivity
Impreve: Broefits

Voluntary Company
Employee Deferrals Viatch

Building Unified

FU I Iy Partial Iy Financial Visions
Vested Vested
Account Account

\ o

Incentive Based
T Contribution

404 (k)-like Employer
Investment PhantomStock
options Account




Example: John

John electis to defer $15,000 from
salary,

Company matches, 1555

Company: Premises, anend:erEyear;
contrivulienvased enimprevements:in
sales/netincome: matrix

Company accouniiiedioremployer:
prianiemstiockvalteNmultipleror
earmings)




B
©
£
o
3
=
wjd
®
pa

10%
150,000

1,500,000
10.0%

225,000

2,150,000
10.5%

350,000

2,825,000
12.4%

Revenue Growth

12%

250,000

2,200,000
11.4%

350,000

2,950,000
11.9%

550,000

3,450,000
15.9%

14%

400,000

3,100,000
12.9%

525,000

3,600,000
14.6%

750,000

4,500,000
16.7%




(1)

Deferral
Amount

(2)

Deferral
Account

(3)
Company
Match
(15%)

(4)
Match
Account
Value

)

Incentive
Contribution

(9))
Incentive
Plan
Value

(7)
Total
Plan

Value

)

Forfeitures

15,000

16,200

2,250

2,430

14,000

14,000

32,630

16,430

15,600

34,344

2,340

5,152

0

15,400

54,896

20,552

16,224

54,613

2,434

8,192

21,000

40,040

102,845

48,232

16,873

77,205

2,931

11,581

8,000

52,844

141,630

51,540

17,548

102,333

2,632

15,350

9,000

68,028

185,712

66,703

18,250

130,230

2,737

19,534

0

74,831

224,596

75,493

18,980

161,146

2,847

24,172

35,000

120,814

306,133

115,989

19,739

195,356

2,961

29,303

15,000

149,396

374,056

142,959

]
2
3
4
5
6
7
8
9

20,529

233,156

3,079

34,973

6,000

170,935

439,064

164,727

21,350

274,866

3,202

41,230

0

188,029

504,124

183,407

22,204

320,835

3,331

48,125

0

206,832

575,792

203,966

23,092

371,441

3,464

SWATS)

258,315

685,472

219,822

24,015

427,093

3,602

64,064

296,246

787,403

216,186

24,976

488,234

3,746

73,235

325,871

887,341

219,508

25,975

555,346

3,896

83,302

366,158

1,004,807

224,730

48




Strategic Delerned Compensation
Characlernstics

Combination 6i—
— employee eleclive dererrals
— company; ContribulioNs; or Matches
—Acentve matcnes
—creative vestingiscnedules




Balanced Rewards, Plan
@Characleristics

Combination 6i—
— 50:-60% traditional SERP plan

—llargel incentivel creditsiiereEmMployee
ACCOUNTS

— Possiple seli-direction eliaccount




$ Value Building Unified
of Traditional e Ve
SERP

“Glaranieed: “‘Glaranieed”




$ Value Building Unified
of Traditional e Ve
SERP

“Glaranieed: Periermance lier




$ Value Building Unified
of Traditional e Ve
SERP

“Glaranieed: Perermance lier2




Example: John

Joiniis providedia retirement benefit.equal
10) 50055 ofi a traditional SERP (2555 of salary,
for 115 years at 69)

e company willldouble the creait i the s United
annualioudgeied el meomells achiieved

lilie company willtipletne creditiiitne year:
endinerincomens; 112054 61 budgel

JOMANS GIVER M ePLeN e)SElIFAIIECHINE
dccouni(ratiertnan earn alixea crediting
rale)




Traditional
SERP

Minimum
BRP

Tier 1
Performance
Every Year

Tier 2
Performance
Every Year

$80,000

$40,000

$80,000

$120,000

Building Unified
Financial Visions




With Employee Investment Options (9%)

Traditional
SERP

Minimum
BRP

Tier 1
Performance
Every Year

Tier 2
Performance
Every Year

$80,000

$52,000

$105,000

$160,000

Building Unified
Financial Visions




Balanced Rewards, Plan
@Characleristics

Combination 6i—
— 50:-60% traditional SERP plan

—llargel incentivel creditsiiereEmMployee
ACCOUNTS

— Possiple seli-direction eliaccount




S0 Whoshoeuld have a DEPR?

Companies; preparedito handle or
outsource the administrative respoensibilities

Companies Who view the plan as;semething
MEre than a ConvenIENCE 1ol EMPIGYEES

Financial Visions

Companies;large’enougiiiiomanage anad
PERENt remithelinanciall eperation of the plan

@enerally; planishouldiiavederernals or:
company contrbuliens eiSi00000 (e more)




What aboutS* Corpoeratiens?

» SERFE still'viable

o, Additionalltax:-analysis required te
Justity:deferraliplan

o @Wners sheuldinet defer:




Poll

QUICKPOLL

Based on your understanding of these two approaches,
likely are you to recommend one or both to your clients

Please select one:

C Very likely, | might call them today

< Maybe, | need to learn more

< Wouldn't work for any of my clients

QUICKPOLL

Based on your understanding of these two approaches,
likely are you to recommend one or both to your clients

Poll Results (single answer required):
Very likely, | might call them today
Maybe, | need to learn more

Wouldn't work for any of my clients

Building Unified
Financial Visions



EerrquUAliEdrCoOMPARIES INMENAREE

COMPELINVENCISECVARIEGEN G IBIIAVE
AP EENERE N EARCOPENVE
aeVeicEGENONIEVEIGHE)




A great plan...

o Will'make! it hard for top
employees to leave

o Willfecus employeesion the
dchiievement off key: company.
geals

s WillNpreducera posiiive economic
FEllrNoIR e ComPAnY




IHOW dOES! a great plan preduce:a poesitive
ECONOMIC rEllrn e the company?

\Vietivational components of the: plan
PrOAUCE an GtNErWISE URAchieved
resuli=—creating|new economic value o
share (sellEinancing)

Building Unified
Financial Visions




What aboutl plan fitinding

» Financing approach of the plancan
produce  a pesitive economic return.

o [ilais s accomplished threugh
SUGEESSIUI USe off Investments, and/or
corpoerate: ewned life imsurance:

Froper understandinglofi lax mecnanics
[Stessentials

Iypicalplanishiiouldiveiprediueing
pPoESItVENInancIalNmpaciwitni 254
VEANSIOICEPLION:




FinancialiCencept

Deferrals

Trax Cost

Deferrals

$20,000

($8,000)

Eamings

515,000

$0

Payment

$85,000

2 0]0]0)

Gain

56,000




s

ifyourhave a plan...
NN

Is the plan evaluated with an eye towards executive
retention?

IHas thefinancing/funding armangement keen
contrasted withvianle eptions tefinsure optimal e
financral results?, el b

[DEESI e commuURIcation ol planVvalles reimrorce
corpofatersirategy and promoieremployeevalue
PIEPOSILIENY

ISitielplaniupsiesdaterwitiialiNegalfreguirements?

DEESHNEPIARnave a puUrpesetnatis aligned witi
Cofperalelsirategy.




Conclusions

. For gualified companies, No etter time
(o) capitalize: on the flexibility ana
flnémc:la viability:off a well-designed
DCE

INew: plans; sfieuldienly e adopied i
theyiuliill arstralegic andiecenemic
ORJECIIVE

Gonveniencer plansisiiouldioe
reviewedianditpdatiediorcreale
Sirategic andieconemic alignment
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Next Online Seminar:

SHOWIDON N Ereaie alCompeltiveErAdVAaRiaeE
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Check out our NEW website:
WWWLVICadViSors.com

T Err—
L

" G

How'Do | Himinate an Buiding Unified
Entitlement Mentality Financial Visions
Entitlement in my Company?

Mentality

Top People
Managemen t

Upcoming Events: Strategic Compensation Development and
Management Firm

F**’ 3 VisionLink enables mid-market compani

greater execution and productivity from

273 Selecting the Right
Performance Measures for Your

H2  jncentive Plan

I cur last webinar, we discussed the
steps for building a great incentive plan. stinctive processes that help CEOs
One of t t iz

“ = their cultursl cendition and reward:

24 selecting the Right
3 Performance Measures for Your

Youlcanalsersiscrpeioroiirnewblodg




@UEestionRs?




Ihank yoeu fer aitending

Please complete our survey. formiimmeaiately
[ollowing our presentation.

Youmay requesi a copy. ol e slides ana a/so' a
CDIol ieaay.s pPresenianon

Tihe VisionLink Advisory Group:+ Www.viadvisors.com
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