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Key Questions

= Have | clearly identified the key
growth indicators in my
business?

= Have | clearly identified the
barriers to achieving those
indicators?

= |s compensation helping
overcome barriers or creating
new ones?



Defining the Issue

SonoSite
= Founded 10+ years ago
= Based in Seattle

» Created to make hand-held
ultrasound equipment

= Prior—solely cart-based
ultrasound, CT scan or MR  —
machines



SonoSite—Two Products

Titan iLook
= Principal product = Lessthan half the size of
the Titan

= About the size of a laptop
computer = One-third the price of the

Titan



Growth Issues

= iLook not as sophisticated as Titan

= iLook not as profitable as Titan
However...

= iLook was more portable than the Titan
= iLook had more promising market

Generated 1,000 leads in the first six weeks after its introduction

PROBLEM: If SonoSite didn’t sell the iLook, someone else was
likely to develop same compact technology and disrupt the
sales of the more expensive machines



The Sales Call

CEO, Kevin Goodwin

+

Top Salesman

“Tell them about the iLook.”



The Core Issue

CEO Perspective

The handheld innovation had
enormous long-term
potential for the company—
probably more than the
highly successful laptop-size
model

Salesman Perspective

Paid on commission. Success
defined by the total value of
their sales and gross margin
dollars. Easier to sell one of
the Titans than it was to sell
five of the iLooks.



What's the Problem Here?

Goodwin thought he was pouring clear
instructions into the salesman’s ear. However,
the compensation system was shouting
louder in his other ear.



Problem Solving and Compensation

Every strategy should be
assessed, in part, in terms
of the problem it will help
resolve.

Too often, compensation solutions that
are put in place create behaviors or
outcomes that miss the target in solving
key barriers a company is facing or, worse
yet, create a new problem that didn’t exist
before a given pay strategy was
implemented.



Example #1

Initial Problem
A lack of stewardship for key initiatives
Solution

The company institutes an annual
bonus plan based largely on individual
performance metrics

New Problem

The company discovers it has created
an entitlement mindset and placed the
company in the position of paying out
incentives even during periods of
distressed economic performance



Example # 2

Initial Problem

A private company needs to overcome
attrition of key people and the inability to
compete for premier talent

Solution

The company begins giving stock to key
producers

New Problem

The equity position of previous
shareholders is diluted and new
shareholders have few options for
capitalizing on value increases in the
business other than a major transition
event such as the sale of the business.



Example #3

Initial Problem

The owner of an enterprise wants to
overcome a short-term focus and grow her
business value in anticipation of a sale.

Solution

She institutes a phantom stock plan that
distributes value only upon the sale of the
businesses—which she anticipates being in
approximately 5-7 years.

New Problem

After 5 years, she decides not to sell the
business for an indefinite amount of time.
Employees are left wondering when they
will realize the value they helped create.



So what’s the answer?
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Guiding Principles

1. Envision the Future
2. Know Your Philosophy
3. Define Value Creation
«. |dentify Clear Roles

5. Share Value (especially
long-term value)

6. Employ a Process

7. Adopt a Total Rewards
Approach

3. Market a Future



Envision the Future

» Build and test a financial
model

= Base, Target, Superior
= What has to prove true

for those results to be
realized?



Build a Model - P&L Forecast

5 E F [E] H J K L ] M ] 1= ]
1 Target P&L Forecast
2 009 010 0 0 0 0 0 016 0 018 019 020 0
ES| P&L FORECAST Actual Actual Actual Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected
4 | MNet Sales 35,015,667 32,524,143 39,156,444 45,000,000 | 43,000,000 | 52,000,000 | 55,000,000 | 50,000,000 66,000,000 72,600,000 79,860,000 7,846,000 96,630,600
5 | Cost of Goods Sald 13,375,516 17,230,214 21541.21 24,750,000 26,350,000 28600000 30,250,000 33.000.000 36300000 39.930.000 43.923.000 48,315,300 53,146,530
[ Grass Prafit 15,640,151 15.293.923 17.615.233 20,250,000 22,050,000 23,400,000 24,750,000 27.000,000 29,700,000 32,670,000 35.937.000 39.530.700 43,483,770
7 | Selling Expenzes 468,785 455,120 453,603 548,750 535,350 531,500 BE8,250 F&3,000 801,300 852,030 970,233 1.067.5329 1.174.062
g | GaA 5367425 5,653,767 6,100,510 6,986,250 T.B07.250 §,073.000 §,538,750 9,315,000 10,246,500 1.271.150 12,398,265 13,638,092 15,001,501
3 | Interest Expense 48 176 45, 355 35,503 36,213 36,937 ITETE 38,430 33198 39,952 40,752 41.557 42,423 43,275
n tlngome fram Operatians 9,757,765 9.139.654 10.989.211 12,680,787 13,810,463 14,657,524 15,504,570 16,916,802 18,611,618 20,475,978 22,526,833 24,782 850 27,264,530
1| Interest & Dividend Income 81135 52167 14171 14.454 14,744 15,038 15,333 15,646 15,959 16.278 16.604 16,936 17.274
12 | Gain[loss) on Sale of Investments (15,5361 1.061 = - - - - - - - - - -
13 | Gain on Disposal of Equipment 9.202 1,750 [3.559) o - - - - - - - - -
14 | Increase in Cash Surender Value of Life Insurance G762 T2ETE 52,044 53,285 54,551 65,542 57,158 65,502 63,872 71.269 72,634 74,148 75,631
15 | Other Income 705 23,525 384 = - - - - - - - - -
& Earnings Sefore Tanes 9,900,833 9.296.443 11.056.251 12,758,526 13,889,757 14,738,404 15,587,068 17,000,943 18,697,448 20,563,525 22 616,137 24,873,934 27.357.435
17 | Praovision for Ingome Tanes 145,400 26,200 104,000 131,378 208,346 221,078 233,506 255,014 250,462 306,453 339.242 373,109 40,362
18 Mot lngome 9.755.433 9,270,243 10,952,251 12,567,148 13,681,410 14,517,328 15,353,262 16,745,935 18,416,987 20,255,072 22,276,895 24,500,825 26,947,074
13 | Interest Expense 48,176 45,355 35,503 36,213 36,937 IT.ETE 38,430 33,198 39,952 40,752 41,557 42,423 43,275
20 | Depreciation 366,850 875,917 853,121 878715 05,076 932,225 360,195 355,001 1.018.671 1.043.231 1.050.708 113,123 1.146.523
21 ESIFRA 10.915.859 10217754 11,944 875 13.673.454 14.831. 770 15.708.308 16.585.693 18.029.149 19,756,102 21.653.538 23.738.442 26.029.493 28.547.237
30 Share Price multiple 5 5 5 5 5 5 5 5 5 5 5
31 | Formula Yalue # 553930151 % 627504582 ¢ 63966626 # 2 75451453 # 8007YS539 # 8587085 ¢ 0 93380533 # 102225885 # 112056874 & 122856960 % 134723536
32 Formula Share Price [EOY] 3 553 % 628 % 700 % i 8.01 $ 8.53 % 9.34 % 10.22 % 121 #% 1229 % 13.47
33 Annual Increase in Formula Yalue 3 5320330 % R G553 § $5IEH0 GA0TAEE & TEOTAEE 3545351 & 3827,953 % 0,793,256 % 867,376
34  Annual Increase in Formual ¥alue Since Plan Inception k] £.820,330 ¢ 140364756 & 19561208 ¢ 24147448 & 29942914 I7460,382 & 46298734 & BEI2ET22 & BES2E003 & 72,793,384
35
37 A Semp s 2012 2012 2014 2015 2016 2017 2018 2019 2020 2021
38
39 | Increase in Met Sales 1.5 8.9m 58w At 10,022 10,022 10,022 10,022 10,022
40 | Cost of Goods Sold as 3 of Net Sales 55.0: 55.0: 55.0: 5505 55.0: 55.0: 55.0: 55.0:
41  Selling Ezpenses as % of Gross Profit 2.7 2.7 2.7 27 2.7 2.7 2.7 2.7
42 G&A as % of Gross Profit 34.52 34.52 34.52 34.5% 34.52 34.52 34.52 34.52
43 Annual Increase in Interest Ezpense 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
44 | Annual Increase in Interest Income 20m 20m 20m 20 20m 20m 20m 20m
45 | Annual Increase in GainfLoss on Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
45  Annual Increase in GainfLoss on Disposal of Equipment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
47 | Annual Increase in Cash Surrender ¥alue 20m 20m 20m 20 20m 20m 20m 20m
45 | Annual Increase in Other Income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
43 |California Franchise Taz 15 15 15 15% 15 15 15 15
50 | Annual Increase in Depreciation 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
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Sample LTIP Model - PSO Projections

E L Il V] a P e R g T u W
1 P50 Projection [CO) - Target
a2 20 2012 2013 2014 2015 2016 207 2018 2019 2020 2021
3 Assumed Market ¥Yalue F MEE0,303  f 125600963 $139,933.262  F 190962918 f 160,195,138 § TFLTREIE0 4 186 TFEL0EY 204457770 o 2243747 $2BTIZ3E0 § ZE9.447.071
4 Formula ¥alue # BEII0I51 & E27E0482 # E9.96EEZE  F YEASI459  £80077539  $E58VA06E  f 93380633  f 102228885 4§ NM2Z0BEEV4 122856160  F 134723636
5 Increase in Formula ¥alue From - B,320,330 14,036,475 19,551,302 24,147 448 29,948.914 37,450,382 46,298,734 BE, 126,722 EE,926,009 TETA3,384
& | Total Phantom Shares 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000
7 Weighted Share ¥alue JEOY) k3 559 & B8 & o0 & P 2.0 3§ 5.59 % 904§ nzz & 12§ 229 13.47
1% | TOTAL PLAN PROJECTION
14 Annual Grants [BOY) 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000
15 Cumulative Grants 430,000 260,000 1,290,000 1,720,000 2,150,000 2,580,000 3,010,000 3,440,000 3,270,000 4,300,000
15 Dallar Basis of P50s S 237500 § 862,626 § 233504 § 915,159 § 942614 ¢ 9F0,832 £ 1000013 $ 030013 % 1060820 % 1092743
17 Plan Yalue [BOY) ¥ o ¥ 296,700 § 15900 F 1625400 F 2416800 F 23VIE00  F  Z6V0300 F  ZIFATO0 f V32400 0 4214000
1% Annual Distribution= ¥ ° k3 ® ¥ o k3 - $ 1040E00 £ 993300 & 100B200 ¢ 1142100 % 13YE000 F 1591000
13 Cumulative Distributions ¥ o ¥ ¥ - ¥ F 1040500 % 2033300 % 040000 % 4155200 % 5564200 F V155200
20 Femaining Installment=s k4 - kS - k4 - kS - kS - kS - k4 - kS - k4 - 4 -
21 Wested Yalue [EOY) ¥ THITE & 80,8580 % w4270 F 18ELI2D  F 192025 ¢ 1950,050 F 2205579 $ 2V2342D § 2003520 3 34ETYD
22 Unyested Walue [ECY) kS 222528 % R3A360 % EEL1ZE ¢ BRI4TR ¢ BRIGTD § V20280 £ 871826 ¢ 1002375 f  1M0475 F 1215826
23 Plan ¥alus [EOY) ¥ 296700 % H5800 % 1625400 F 2MEE00 § 2373600 F 2EF0300 £ AFAF00 O 272400 £ 424000 F  4ESZEO0
24 Cum FPlan value [Pd, Unpd, Wstd, Lin kS 296700 % 15900 & 1E2E400 & Z4IEE00 & 3414200 % 4704200 % EXTE00 % FAROE00 £ 97VEE00 f 11807800
25 CPY as < of Market Value 0.2% 0.7 115 15% 2.0 25 3.0 3.5% 4.0% 445
26 CPY as < of Increase in Market Walu 2.2¥ 33 42 R0 M B3 BT T T TAM
a7 CIE s 5 o F ol dalbie a[m R P SEE T £ i Kb ok Ior o o
25 LI a5 o e s d Sy b A4 o e P L Arar Avdz forss MET M
23 = Wested Shlli 105 ks Wi [l [k A U b i d.bx i
0 % Unwested TR0 BREM 40.7% 228 2455 27.0% 274 2649 26.4% 26.1
52 | Joe Smith 20 2012 2012 2014 2015 2016 2017 2018 2013 020 2021
55 | Annual Grants [BOY) - 150,000 180,000 150,000 180,000 180,000 180,000 180,000 120,000 180,000 120,000
54 | Annual Distributions k3 ¥ - ¥ - ¥ - ¥ - + 435800 # 415,300 § 421200 § 480600 § 76,000 F EEE, 000
55 | Cumulative Distributions 3 ¥ - ¥ ¥ - ¥ ¥ 435800 § BEl400 § 127ZE00 F 1Y9I200 § 2329200 F 2945200
56 | Remaining Installments 4 % - % - t - % - % - % - t - % - t - 4 -
1| Wested Walue [EOY) 3 ¥ o0 153,300 & 403660 4  TEOFEO § VGO0 & 86300 # 200§ 1142550 F 1233050 F 1438650
55 | Unwested Yalue [EOY) 3 k3 43080 § 22400 % 27EFE0 230850 F 243450 % 0500 # 364950 F 413,850 & 4648580 F B0E,960
53 | Cumulative Plan Value 3 - ¥ 124,200 % 93400 § 20400 F  LOME0D  §F 1429200 F 1963,200 § 2E02500 F 3519600 F 4093200 % 4942800
40 | Bob Smith 20 2012 2013 2014 2015 2016 207 2018 2013 2020 202
41 | Annual Grants ([BOY) - 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000
42 | Annual Distributions 3 ¥ - ¥ - ¥ - ¥ - ¥ 33ms00 % 323400 % JEVE00 % Gvas00 % 448,000 F 518,000
435 | Cumulative Distributions S k3 - k3 ¥ - k3 $ 333800 % eE2200 % 923200 4 12363600 §  ASMEOD ¢ 2328,600
44 | Remaining Installments 4 E - E - k4 - E - E - E - k4 - E - k4 - 4 -
45 | Wested Walue [EOY) 3 k4 24080 § 123900 § H39E0 4 BOV2E0 § BO34B0 f 634900 % FEOFED 4 828EB0 ¢ 100450 % 1,118,950
46 | Unyested Yalue [EOY) ¥ ¥ T2400 § r4300  § 215250 F  17a5B0 § 189350 0 Z34500 % 283850 ¢ 3265000 § JE1550  F 395,850
47 | Cumulative Plan Value 3 - kS SE.E00 % 298,200 § GEaz00 ¢  VEEE00 f  1ME00 § 1631600 § 2024400 ¢ EEVEE00 §  ZI83E00 3 3844400
45 | Sarah Smith oM 2012 2013 2014 2015 2016 2017 2013 2013 2020 2021
43 | Annual Grants [BOY) - 110,000 110,000 10,000 110,000 110,000 110,000 110,000 10,000 110,000 10,000
50 | Annual Distributions S k3 - k3 - ¥ - k3 - % ZEEZO0 § 254100 # 2ET400 ¢ 2Aav00 4 362,000 F 407,000
51 | Cumulative Distributions 3 ks - ks ¥ - ks § 266200 % GB20300 % FEEFO0 ¢ 107400 14Zz400 1830400
52 | Remaining Installments 4 t - t - 4 - t - t - t - 4 - t - 4 - 4 -
55 | Wested Walue [EOY) 3 k4 124976 % Ar3E0 § MEETE ¢ 477126 459425 498880 % BEOETE §  BOL22E f 93926 § 278,175
54 | Unyvested Yalue [EOY) 3 ¥ 6925 § 136,950 & 63125 § HO0FE §  MEFTE % 134,260 & 223025 % 2DEAVD § 284075 F 31,025
55 | Cumulative Plan Value % - $ 75800 # 234,300 % 415800 §  B19200 §  &V3400 F 1203400 F 1590600 % 2026200 % 2501400 #  3020,600
H 20 2012 2013 2014 2015 2016 207 2018 2013 2020 202




Know Your Philosophy

= We believe the company should be paid
first

= Beyond an appropriate return on capital,
we believe value should be shared with
those who help create it

= We believe in rewarding good profits and
discouraging bad profits

= We believe rewards should reinforce our
business model

= We believe in being at or slightly below
market with guaranteed pay but in
providing unlimited upside through value
sharing
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Pay the Company First

“Basically, up to the
company’s operating
profit target, all of
the profits go to the
company; and only
after that target is
met, do we start
funding the incentive
pool.”

Example: If UL's target
is $80 million--
100% of first $80 in
profit goes to
company
The next $20 million
goes to the incentive
oJele]
From there on, 50/50
between company &
incentive pool




Pay the Company First

ROTRI™

Return on Total Rewards Investment™

Measuring the return on your compensation
Investment



How much is the Total Rewards

Investment?

= Salaries

= Commissions

= Bonuses

= Deferred award accruals (LTIP)
= Core benefits

= Executive benefits

= Retirement contributions

= Payroll taxes



What return do you get on that
Investment?

%




ROTRI™ Example:

Capital Account $ 20,000,000
Cost of Capital 12%
Capital Charge $ 2,400,000
Operating Income $ 10,000,000
Productivity Profit $ 7,600,000
Total Rewards Investment $ 25,000,000
ROTRI™ 30.4%

(ROTRI™ = Productivity Profit/Total Rewards Investment)



ROTRI™ Example:

Capital Account $ 20,000,000
Cost of Capital 12%
Capital Charge $ 2,400,000
Operating Income $ 10,000,000
Productivity Profit $ 7,600,000
Total Rewards Investment $ 25,000,000
ROTRI™ 30.4%

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



ldentify Clear Roles

= What outcome is needed?
= What talent is needed to drive that outcome?
= Does that talent exist in the organization?

= What value proposition will attract or retain that
talent?



Provide Context

Line of Sight




Share Value



The Value of Profit




The Value of Profit

Profits

Employees

A Sense of Partnership
Translates to a Growth
Multiple




Current Equity

Value

10% GR
(Threshold)

11% GR

12% GR

13% GR

14% GR

15% GR

25,000,000

27,500,000

27,750,000

28,000,000

28,250,000

28,500,000

28,750,000

Annual
increase in
value

104,431,204

119,614,737

136,839,144

156,356,759

178,448,449

203,426,541

Cum Value
Increase
Above
Threshold

% Shared

$ Shared

Net
Increase for
SH

New SH
Value

15,183,533

17,224,407

19,517,615

22,091,690

24,978,091

15,183,533

32,407,940

51,925,555

74,017,245

98,995,336

10%

15%

20%

25%

30%

1,518,353

4,861,191

10,385,111

18,504,311

29,698,601

13,665,180

27,546,749

41,540,444

55,512,934

69,296,736

118,096,384

131,977,953

145,971,648

159,944,138

173,727,940

10.9%

11.7%

12.5%

13.2%

13.8%




Build a Model - P&L Forecast

5 E F [E] H J K L ] M ] 1= ]
1 Target P&L Forecast
2 009 010 0 0 0 0 0 016 0 018 019 020 0
ES| P&L FORECAST Actual Actual Actual Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected Frojected
4 | MNet Sales 35,015,667 32,524,143 39,156,444 45,000,000 | 43,000,000 | 52,000,000 | 55,000,000 | 50,000,000 66,000,000 72,600,000 79,860,000 7,846,000 96,630,600
5 | Cost of Goods Sald 13,375,516 17,230,214 21541.21 24,750,000 26,350,000 28600000 30,250,000 33.000.000 36300000 39.930.000 43.923.000 48,315,300 53,146,530
[ Grass Prafit 15,640,151 15.293.923 17.615.233 20,250,000 22,050,000 23,400,000 24,750,000 27.000,000 29,700,000 32,670,000 35.937.000 39.530.700 43,483,770
7 | Selling Expenzes 468,785 455,120 453,603 548,750 535,350 531,500 BE8,250 F&3,000 801,300 852,030 970,233 1.067.5329 1.174.062
g | GaA 5367425 5,653,767 6,100,510 6,986,250 T.B07.250 §,073.000 §,538,750 9,315,000 10,246,500 1.271.150 12,398,265 13,638,092 15,001,501
3 | Interest Expense 48 176 45, 355 35,503 36,213 36,937 ITETE 38,430 33198 39,952 40,752 41.557 42,423 43,275
n tlngome fram Operatians 9,757,765 9.139.654 10.989.211 12,680,787 13,810,463 14,657,524 15,504,570 16,916,802 18,611,618 20,475,978 22,526,833 24,782 850 27,264,530
1| Interest & Dividend Income 81135 52167 14171 14.454 14,744 15,038 15,333 15,646 15,959 16.278 16.604 16,936 17.274
12 | Gain[loss) on Sale of Investments (15,5361 1.061 = - - - - - - - - - -
13 | Gain on Disposal of Equipment 9.202 1,750 [3.559) o - - - - - - - - -
14 | Increase in Cash Surender Value of Life Insurance G762 T2ETE 52,044 53,285 54,551 65,542 57,158 65,502 63,872 71.269 72,634 74,148 75,631
15 | Other Income 705 23,525 384 = - - - - - - - - -
& Earnings Sefore Tanes 9,900,833 9.296.443 11.056.251 12,758,526 13,889,757 14,738,404 15,587,068 17,000,943 18,697,448 20,563,525 22 616,137 24,873,934 27.357.435
17 | Praovision for Ingome Tanes 145,400 26,200 104,000 131,378 208,346 221,078 233,506 255,014 250,462 306,453 339.242 373,109 40,362
18 Mot lngome 9.755.433 9,270,243 10,952,251 12,567,148 13,681,410 14,517,328 15,353,262 16,745,935 18,416,987 20,255,072 22,276,895 24,500,825 26,947,074
13 | Interest Expense 48,176 45,355 35,503 36,213 36,937 IT.ETE 38,430 33,198 39,952 40,752 41,557 42,423 43,275
20 | Depreciation 366,850 875,917 853,121 878715 05,076 932,225 360,195 355,001 1.018.671 1.043.231 1.050.708 113,123 1.146.523
21 ESIFRA 10.915.859 10217754 11,944 875 13.673.454 14.831. 770 15.708.308 16.585.693 18.029.149 19,756,102 21.653.538 23.738.442 26.029.493 28.547.237
30 Share Price multiple 5 5 5 5 5 5 5 5 5 5 5
31 | Formula Yalue # 553930151 % 627504582 ¢ 63966626 # 2 75451453 # 8007YS539 # 8587085 ¢ 0 93380533 # 102225885 # 112056874 & 122856960 % 134723536
32 Formula Share Price [EOY] 3 553 % 628 % 700 % i 8.01 $ 8.53 % 9.34 % 10.22 % 121 #% 1229 % 13.47
33 Annual Increase in Formula Yalue 3 5320330 % R G553 § $5IEH0 GA0TAEE & TEOTAEE 3545351 & 3827,953 % 0,793,256 % 867,376
34  Annual Increase in Formual ¥alue Since Plan Inception k] £.820,330 ¢ 140364756 & 19561208 ¢ 24147448 & 29942914 I7460,382 & 46298734 & BEI2ET22 & BES2E003 & 72,793,384
35
37 A Semp s 2012 2012 2014 2015 2016 2017 2018 2019 2020 2021
38
39 | Increase in Met Sales 1.5 8.9m 58w At 10,022 10,022 10,022 10,022 10,022
40 | Cost of Goods Sold as 3 of Net Sales 55.0: 55.0: 55.0: 5505 55.0: 55.0: 55.0: 55.0:
41  Selling Ezpenses as % of Gross Profit 2.7 2.7 2.7 27 2.7 2.7 2.7 2.7
42 G&A as % of Gross Profit 34.52 34.52 34.52 34.5% 34.52 34.52 34.52 34.52
43 Annual Increase in Interest Ezpense 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
44 | Annual Increase in Interest Income 20m 20m 20m 20 20m 20m 20m 20m
45 | Annual Increase in GainfLoss on Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
45  Annual Increase in GainfLoss on Disposal of Equipment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
47 | Annual Increase in Cash Surrender ¥alue 20m 20m 20m 20 20m 20m 20m 20m
45 | Annual Increase in Other Income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
43 |California Franchise Taz 15 15 15 15% 15 15 15 15
50 | Annual Increase in Depreciation 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Ane




Sample LTIP Model - PSO Projections

E L Il V] a P e R g T u W
1 P50 Projection [CO) - Target
a2 20 2012 2013 2014 2015 2016 207 2018 2019 2020 2021
3 Assumed Market ¥Yalue F MEE0,303  f 125600963 $139,933.262  F 190962918 f 160,195,138 § TFLTREIE0 4 186 TFEL0EY 204457770 o 2243747 $2BTIZ3E0 § ZE9.447.071
4 Formula ¥alue # BEII0I51 & E27E0482 # E9.96EEZE  F YEASI459  £80077539  $E58VA06E  f 93380633  f 102228885 4§ NM2Z0BEEV4 122856160  F 134723636
5 Increase in Formula ¥alue From - B,320,330 14,036,475 19,551,302 24,147 448 29,948.914 37,450,382 46,298,734 BE, 126,722 EE,926,009 TETA3,384
& | Total Phantom Shares 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000 10,000,000
7 Weighted Share ¥alue JEOY) k3 559 & B8 & o0 & P 2.0 3§ 5.59 % 904§ nzz & 12§ 229 13.47
1% | TOTAL PLAN PROJECTION
14 Annual Grants [BOY) 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000 430,000
15 Cumulative Grants 430,000 260,000 1,290,000 1,720,000 2,150,000 2,580,000 3,010,000 3,440,000 3,270,000 4,300,000
15 Dallar Basis of P50s S 237500 § 862,626 § 233504 § 915,159 § 942614 ¢ 9F0,832 £ 1000013 $ 030013 % 1060820 % 1092743
17 Plan Yalue [BOY) ¥ o ¥ 296,700 § 15900 F 1625400 F 2416800 F 23VIE00  F  Z6V0300 F  ZIFATO0 f V32400 0 4214000
1% Annual Distribution= ¥ ° k3 ® ¥ o k3 - $ 1040E00 £ 993300 & 100B200 ¢ 1142100 % 13YE000 F 1591000
13 Cumulative Distributions ¥ o ¥ ¥ - ¥ F 1040500 % 2033300 % 040000 % 4155200 % 5564200 F V155200
20 Femaining Installment=s k4 - kS - k4 - kS - kS - kS - k4 - kS - k4 - 4 -
21 Wested Yalue [EOY) ¥ THITE & 80,8580 % w4270 F 18ELI2D  F 192025 ¢ 1950,050 F 2205579 $ 2V2342D § 2003520 3 34ETYD
22 Unyested Walue [ECY) kS 222528 % R3A360 % EEL1ZE ¢ BRI4TR ¢ BRIGTD § V20280 £ 871826 ¢ 1002375 f  1M0475 F 1215826
23 Plan ¥alus [EOY) ¥ 296700 % H5800 % 1625400 F 2MEE00 § 2373600 F 2EF0300 £ AFAF00 O 272400 £ 424000 F  4ESZEO0
24 Cum FPlan value [Pd, Unpd, Wstd, Lin kS 296700 % 15900 & 1E2E400 & Z4IEE00 & 3414200 % 4704200 % EXTE00 % FAROE00 £ 97VEE00 f 11807800
25 CPY as < of Market Value 0.2% 0.7 115 15% 2.0 25 3.0 3.5% 4.0% 445
26 CPY as < of Increase in Market Walu 2.2¥ 33 42 R0 M B3 BT T T TAM
a7 CIE s 5 o F ol dalbie a[m R P SEE T £ i Kb ok Ior o o
25 LI a5 o e s d Sy b A4 o e P L Arar Avdz forss MET M
23 = Wested Shlli 105 ks Wi [l [k A U b i d.bx i
0 % Unwested TR0 BREM 40.7% 228 2455 27.0% 274 2649 26.4% 26.1
52 | Joe Smith 20 2012 2012 2014 2015 2016 2017 2018 2013 020 2021
55 | Annual Grants [BOY) - 150,000 180,000 150,000 180,000 180,000 180,000 180,000 120,000 180,000 120,000
54 | Annual Distributions k3 ¥ - ¥ - ¥ - ¥ - + 435800 # 415,300 § 421200 § 480600 § 76,000 F EEE, 000
55 | Cumulative Distributions 3 ¥ - ¥ ¥ - ¥ ¥ 435800 § BEl400 § 127ZE00 F 1Y9I200 § 2329200 F 2945200
56 | Remaining Installments 4 % - % - t - % - % - % - t - % - t - 4 -
1| Wested Walue [EOY) 3 ¥ o0 153,300 & 403660 4  TEOFEO § VGO0 & 86300 # 200§ 1142550 F 1233050 F 1438650
55 | Unwested Yalue [EOY) 3 k3 43080 § 22400 % 27EFE0 230850 F 243450 % 0500 # 364950 F 413,850 & 4648580 F B0E,960
53 | Cumulative Plan Value 3 - ¥ 124,200 % 93400 § 20400 F  LOME0D  §F 1429200 F 1963,200 § 2E02500 F 3519600 F 4093200 % 4942800
40 | Bob Smith 20 2012 2013 2014 2015 2016 207 2018 2013 2020 202
41 | Annual Grants ([BOY) - 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000 140,000
42 | Annual Distributions 3 ¥ - ¥ - ¥ - ¥ - ¥ 33ms00 % 323400 % JEVE00 % Gvas00 % 448,000 F 518,000
435 | Cumulative Distributions S k3 - k3 ¥ - k3 $ 333800 % eE2200 % 923200 4 12363600 §  ASMEOD ¢ 2328,600
44 | Remaining Installments 4 E - E - k4 - E - E - E - k4 - E - k4 - 4 -
45 | Wested Walue [EOY) 3 k4 24080 § 123900 § H39E0 4 BOV2E0 § BO34B0 f 634900 % FEOFED 4 828EB0 ¢ 100450 % 1,118,950
46 | Unyested Yalue [EOY) ¥ ¥ T2400 § r4300  § 215250 F  17a5B0 § 189350 0 Z34500 % 283850 ¢ 3265000 § JE1550  F 395,850
47 | Cumulative Plan Value 3 - kS SE.E00 % 298,200 § GEaz00 ¢  VEEE00 f  1ME00 § 1631600 § 2024400 ¢ EEVEE00 §  ZI83E00 3 3844400
45 | Sarah Smith oM 2012 2013 2014 2015 2016 2017 2013 2013 2020 2021
43 | Annual Grants [BOY) - 110,000 110,000 10,000 110,000 110,000 110,000 110,000 10,000 110,000 10,000
50 | Annual Distributions S k3 - k3 - ¥ - k3 - % ZEEZO0 § 254100 # 2ET400 ¢ 2Aav00 4 362,000 F 407,000
51 | Cumulative Distributions 3 ks - ks ¥ - ks § 266200 % GB20300 % FEEFO0 ¢ 107400 14Zz400 1830400
52 | Remaining Installments 4 t - t - 4 - t - t - t - 4 - t - 4 - 4 -
55 | Wested Walue [EOY) 3 k4 124976 % Ar3E0 § MEETE ¢ 477126 459425 498880 % BEOETE §  BOL22E f 93926 § 278,175
54 | Unyvested Yalue [EOY) 3 ¥ 6925 § 136,950 & 63125 § HO0FE §  MEFTE % 134,260 & 223025 % 2DEAVD § 284075 F 31,025
55 | Cumulative Plan Value % - $ 75800 # 234,300 % 415800 §  B19200 §  &V3400 F 1203400 F 1590600 % 2026200 % 2501400 #  3020,600
H 20 2012 2013 2014 2015 2016 207 2018 2013 2020 202




Employ a Process

= Start with the right
framework

= Address both “structure”
and "mindset” issues

= Examine compensation
alternatives in the context
of preferred "outcomes”

= Define the decisions to be
made



Framework:
Building a Unified Financial Vision for Growing the Business

IMPACT:
Strategy
Cost

Productivity I

Growth

Business
Model

Wealth
Multiplier

Strategy

| IMPACT:

' Clarity

' Partnership
l\ Engagement

~— e —————

-



Structure and Mindset

Results Structure Mindset - Results
Employees Focus: Focus: Ownership
drive the right * Strategy * Clarity _ Mentality
KPls *Cost * Partnership
*Productivity * Passion Increased
Rewards dollars Engagement
drive value for | .
shareholders & mprove

employees Execution
Produce Culture of
“above market” Business Confidence

return on TRI

Vision @ Model e Strategy




GOALS -3 Years

(Sample Company)

business ne worth

Examine Alternatives

Exploring Options

Salary

Short-term

Nongqualified Cash Bonuses

Retirement
Plans

Long-term
Qualified Cash Awards

Retirement
Plans

Equity Awards
Executive
Benefit Plans

Core Health &
Welfare Plans

Compensation
Allocation

KEY OUTCOMES

5) Unified financial vision




Select the Right Plan Type

Do a a
elanarzin i
» »
m

Strategic Deferred
nck Ontian

Performance Unit




Yes Full Value

Grant Equity or " Full Value or —
Not Equity? Appreciation Only?

—_— —_— —_—

Appreciation

No l Stock Option Performance Shares Restricted Stock

Performance Based?

m ﬁ
R d for Val Value Increase Full Value
! ewar 0;. a uel | — Full Value or [ ——
ncrease or Financia Appreciation? Performance Based?
Performance?

Appreciation

Financial
Phantom Stock Performance
Performance Phantom Stock Phantom Stock

g, Performance

Appreciation- Based Reward for Profits Allocation or
Performance Based or - Profit/Cash Flow or - Obiectives Based?
Employee Directed? Other Metrics? ) ’
Employee Directed Other Metrics ObJectlves Allocation

Strategic Deferred Performance Unit Profit Pool
Compensation



Form of Pay

Purpose

Standard

Investment

ROI

Salaries

Provide for the current cash needs
of our executives

40-5oth percentile for
peer group

$500,000

Achieve ROA standard
of 0.75%

Short-term Incentives

Enhance current cash payments
to executives for achieving top
and bottom line annual goals

30-40% of base salary

$168,000 (Target)

15% revenue growth
and 12% margin

Long-term Incentives
(e=15y))

Retain execs; focus them on long-
term earnings growth; align with
shareholder interests; meet
wealth accumulation needs

15-20% of base salary

$84,000 (Target)

Long-term growth in
earnings (double
earnings = share 13%
of new value)

Long-term Incentives
(Equity)

Retain execs; focus them on long-
term earnings growth; align with
shareholder interests; meet
wealth accumulation needs

15-20% of base salary

$84,000 (Target)

Long-term growth in
earnings (double
earnings = share 13%
of new value)

Core Benefits

Meet basic security needs of the
executives

soth percentile for
peer group

$25,500

ROA of 0.75%

Executive Benefits

Enhance basic security needs and
meet market standards for
perquisites

soth percentile for
peer group

$24,000

ROA of 0.75%

Qualified Retirement

Provide wealth accumulation
opportunity for executives

4oth percentile (3% of
salary)

$15,000

ROA of 0.75%

Supplemental
Retirement

Strengthen rewards value
proposition to help recruit and
retain executives; meet wealth

accumulation needs

3oth percentile
compared to banks
that have plans

$135,000

ROA of 0.9%




Adopt a Total Rewards Philosophy

Positive Work

Compelling Future :
P g Environment

Opportunities for
Personal and Financial Rewards
Professional Growth




Link Company & Employee Goals

Employee “Hierarchy of Needs"”

Wealth-ulation
Val-ing
Retirer-anning
:| Risl<-'tion
:I Cash Flow ! Standard

Wealth Multiplier Philosophy

Short & Long-Term Incentive
Plans

Qualified & Executive
Retirement Plans

Comprehensive, Flexible
Benefits Plan

Salary & Bonus

Clear Pay Philosophy



Market a Future

= Think transformation, not
just change

= Build a sense of partnership

= Demonstrate commitment
= To the future business

= To key contributors

= Promote don't just
communicate

= Be consistent



Employee Value Statement

5-Year Plan
Achievement
Level 100% 100% 100% 100% 100%

Current and Inflated
Salary 160,000 166,400 173,056 179,978 187,177

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

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

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

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

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

Total Paid or
Accumulated 241,120 567,083 942,407 $ 1,342,636 $ 1,767,343




The Principles in Action




The Problem

XYZ Company is in growth mode and needs to
attract certain people to fill key positions.

It doesn’t want to lock in high salaries and it
Is in a highly competitive talent market.



A Solution that Drives Growth

= Company decides to peg salaries at
the soth percentile of "market pay”
I - |t provides significant upside
potential through value sharing.

Up to 100% of salary in additional,
incentive income for key producers

Divided between short-term and long-
term value sharing plans.

_ Flfty percent Ofthe incentive W||| be
earned as an annual bonus and the other

50% will be applied to phantom shares



A Solution the Drives Growth

The phantom shares vest in three years and pay e~
out value in five.

Thresholds and metrics of company, department
and individual performance are set for accruing
benefits under each plan

Benefits based on a financial model which ensured
that value is only paid out when "“sufficient” value
has been created.

An employee value statement is developed to
demonstrate to the key producer what his total
value proposition will be with the company over
the next five or ten years if a targeted level of
performance is achieved.



Problems Solved

= Shareholders did not dilute value

= Business only committed to
sharing value out of value created
(self-financing approach)

= Guaranteed payouts pegged at
budget-sensitive, modest levels

= Value proposition appeals to
premier talent

= Sense of partnership created with
key producers 1

= Employees able to envision the
future with “line of sight”



Overriding Outcome

A Unified Financial Vision for Growing
the Business
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Special Offer

One hour of consulting time with a
VisionLink principal at no charge

(Must include CEO of the company)



Next Online Seminar:

“"Compensation Strategies for a
High Income Tax Environment”

To be held on:
Tuesday, February 26, 2013

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

www.VLadvisors.com ¢ www.PhantomStockOnline.com




www.PhantomStockOnline.com

questions

Knowledge Center Tools BuildaPlan Blog AboutUs Contact

You can also subscribe to our blog



www.VLadvisors.com

Creating an effective compensation program Success in compensation dewelopment depends on Lizten to experts. Here's the latest thinking of
starts writh knnudna whicrh Anections tnoack Can a nraress that addreces hath <troctoral dsnes tun af Vidinnlink's arnwth strateow leadears Tam

ou can also subscribe to our blog



NOW AVAILABLE!

White Paper

Why Long-Term

Express interest on the final survey



@VLadvisors

youtube.com/VisionLinkAdvisors
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Thank you for attending

Please complete our brief survey immediately
following our presentation.

We value your input.

You may request a copy of our slides, the
White Paper and the one hour free
consultation time with one of our principals.



Questions




Thank you for attending

Please complete our brief survey immediately
following our presentation.

We value your input.

You may request a copy of our slides, the
White Paper and the one hour free
consultation time with one of our principals.



Ken Gibson
Senior Vice President

(949) 265-5703
kgibson@vladvisors.com




