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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, course 
syllabus/summary, and a CD of the presentation.  

Information ill be pro ided at the close of theInformation will be provided at the close of the 
presentation about requesting these.
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For questions during today’s presentation:

Use the question panel
To the right of your screen
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 Understand the current environment ‐
problems, challenges

 Define clear steps to creating an 
effective incentive plan

 Describe the outcomes that can flow 
from this process
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Key Conceptsy p

C i  i    i Compensation is an investment
 Incentives are the outgrowth of a pay for 
performance philosophyperformance philosophy

 Knowing what performance you want to 
impact is critical in creating an effective 
i ti   lincentive plan

 Creating an incentive plan is a kind of “reverse 
engineering” processg g p

 Ultimately, an effective incentive plan should 
generate a positive return on the total rewards 
investment
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Quick Review of Pay for 
P f  P i i lPerformance Principles
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Pay for Performance Objectives

 Recruit and retain highest quality employees

y j

g q y p y

 Communicate and reinforce the values, goals, 
and objectives of the companyj p y

 Engage employees in the organization’s success

 Reward contributors for successful achievements

 Create a unified financial vision for growing the Create a unified financial vision for growing the 
business

 Multiply wealth for all stake holders
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 How much to award?
 Who should participate?

h b l b What balance between company, 
department and individual performance?
h d When is it paid?
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Poll #1
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PurposePurpose PeoplePeople PotentialPotential ShareShare StandardizeStandardize

TierTier WeightWeight IndicatorsIndicators AllocateAllocate MeasureMeasuregg
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PurposePurpose

 What is the result you are seeking? 
 This is the Strategic step in the 
process 
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PurposePurpose

Identify the specific goals that are to be 
achieved. 

For example, are you looking for p , y g
increased sales, specific margins, higher 
profits, improved customer retention or a 

f fcombination of two or three factors?
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A l R  G th  % Annual Revenue Growth ‐ 15%
 Net Income Target ‐ 17.5%

 5 Year Goal ‐Double Revenue

16



PeoplePeople

Who are the people that will be Who are the people that will be 
essential to the fulfillment the plan 
Purpose?Purpose?
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PeoplePeople

Think through the layers of people within Think through the layers of people within 
the organization and identify those who 
will have direct impact on the will have direct impact on the 
achievement of the strategic objectives.
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 Randy ‐ President
D   CFO Donna ‐CFO

 Stan ‐VP Marketing/Sales
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ValueValue

What economic value will be created What economic value will be created 
for shareholders if the Objectives are 
achieved?achieved?
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ValueValue

Establish a way of measuring the value to 
be created for the shareholders if the 
Objectives are achieved. This will typically 
require a spreadsheet projection with the require a spreadsheet projection with the 
ability to alter and simulate different 
levels of performance.levels of performance.
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 Double Revenue in 5 years = $20 Double Revenue in 5 years   $20 
million of new value for 
shareholdersshareholders
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ShareShare

What amount of the increased value What amount of the increased value 
should be shared with the people who 
helped create it?helped create it?
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How should we think about 
compensation as an investment?compensation as an investment?

Present 
Future 

Company
Company Expected 

Return
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How should we think about 
compensation as an investment?compensation as an investment?

Superior 
Return

Future 
Company

Future 
Company

Present 
Company Expected 

Return Incentive 
Award
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ShareShare

Determine how much of the new value 
should be shared with the people who 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 s pe ce tage beco es a ta get goa o
planning purposes.
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 Randy, Donna and Stan ‐ 6‐8% of y,
growth in value

 8% of $20mm = $1.6 million
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StandardizeStandardize

h d d b dWhat standard can be used to express 
the potential value of the award in 
current terms?
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StandardizeStandardize

Typically, the potential award will be 
expressed as a percentage of each 

ti i t'   t  l  participant's current salary. 
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 Randy ‐ $ 250,000
 Donna ‐ $180 000 Donna  $180,000
 Stan ‐ $160,000
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Poll #2
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TierTier

h ld ll h l h h lShould all the people who help create 
the value benefit equally?
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TierTier

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

E.g., the highest tier (executive 
management) might have a target incentive g ) g g
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)(combination ST/LT)

 60‐100% of salary for top managersy p g
 40‐80% for 2nd tier managers
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Exec Salary Target Value Tier

Randy 250,000 80% 200,000 1

Donna 180,000 60% 108,000 2

Stan 160,000 60% 96,000 2
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WeightWeight

What percentage of the reward should What percentage of the reward should 
be earned for achieving Company, 
Department and Individual goals?Department and Individual goals?
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WeightWeight

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

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

1 75% - 25%

2 25% 50% 25%2 25% 50% 25%
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IndicatorsIndicators

What specific and measurable What specific and measurable 
indicators will best reflect the 
improvements desired?improvements desired?
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IndicatorsIndicators

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

For example: 
C R   h  d N  I  Company ‐ Revenue growth and Net Income; 
Department ‐ Improvement in Customer 

Retention goal; Collections rate; g ; ;
Employee Productivity factor;

Individual ‐ performance goal achievement
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Base Target Superior

Rev 12% 15% 18%
Co

Growth 12% 15% 18%
Net 

Margin 16% 17.5% 19%g

Sales
Sales 

Vol/Cust 95,000 100,000 105,000Sales 
Dept

Vol/Cust , , ,
Gross 
Margin 68% 72% 76%
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Poll #33
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AllocateAllocate

Wh   ill th   d  b   d  When will the rewards be made 
available to the participants?
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AllocateAllocate

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 
th  f tthe future.
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Tier Short-Term Long-Term g

1 50% 50%

2 70% 30%
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MeasureMeasure

H   ill th  l t   ti   f th  How will the long‐term portion of the 
incentive be measured over time?
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MeasureMeasure

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

a) held in a pool 
b)  di d  i h i    i   b) credited with interest or investment  
earnings 
c) treated as a stock or phantom stock  c) treated as a stock or phantom stock  
incentive
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Grant equity or   
no equity?

NoNoFullFullEquityEquity
Full value or 
appreciation 

l ?

Performance 
based?

Restricted Stock

AppreciationAppreciation

only?

Stock 
O

Performance 
Sh

YesYes
No EquityNo Equity

Options Shares

Reward for value 
f l

FullFull
Phantom Stock

Full value or 
i i  Performance 

ValueValue NoNo
increase or financial 

performance?

AppreciationAppreciation

Phantom Stock

YesYes

appreciation 
only?

Performance 
based?

FinancialFinancial
Stock Appreciation 

Rights
Performance 

Phantom Stock

FinancialFinancial

Appreciation- AllocationAllocationRe ard for 

Performance Performance 
BasedBased ProfitProfitpp

performance 
based or 

self-directed?

Profit Pool
Reward for 
profit/cash 

flow or other 
metrics?

Allocation 
or objectives 

based?

BasedBased

49
Performance 

Units

OtherOther ObjectivesObjectivesSelfSelf--directeddirected

Strategic Deferred 
Compensation



D   d StDonna and Stan:
Goal—Reward for future performance (as opposed to 

f ll l dgiving full value today)
Plan—Phantom Stock Appreciation Rights
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PurposePurpose PeoplePeople PotentialPotential ShareShare StandardizeStandardize

TierTier WeightWeight IndicatorsIndicators AllocateAllocate MeasureMeasuregg
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Next CPE Course:

“How Much is Enough Compensation…
or is That Even the Right Question?”or is That Even the Right Question?”

T  b  h ld To be held on:
Thursday, June 16, 2011

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.)

527700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.vladvisors.com
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Check out our website:
www VLadvisors com

Check out our website:
www VLadvisors comwww.VLadvisors.comwww.VLadvisors.com

Y     l   b ib  t    bl
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You can also subscribe to our blog



twitter.com/vladvisors
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youtube.com/VisionLinkAdvisors



Questions?
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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 courseYou may also request a copy of the slides, course 
syllabus/summary and a CD of today’s presentation
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Thank You!

Ken Gibson
Senior Vice President
(949) 265‐5703949 5 57 3
kgibson@vladvisors.com

58


