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Course Credit

Per 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 course



We're happy to provide a copy of today’s slides
and course syllabus/summary. Information will
be provided at the close of the presentation.



For questions during today’s presentation:

Use the question panel
To the right of your screen
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Course Objectives

= Understand the appropriate role of incentives
= |dentify the key elements of an effective incentive
olan

= Define the relationship between incentives and
nerformance




Key Concepts

= Incentive plans can backfire
= Well-designed plans reinforce not force

= Incentive plans reward for results, not simply
behavior

= World class incentives are trend breakers.






Issues in Current Economy:

Employers
= Concerned about adding to workforce but want to remain competitive
= Concerned about taking on fixed compensation commitments

Talent Pool

=  Unemployed concerned about getting pegged at lower comp

= Underemployed concerned about ways to “leverage” opportunities

= Satisfactorily employed concerned about being paid for value they help create
(discussions about equity, etc.)

Media

= Concerned about “fairness”



This is not a new issue...
Just a more public one



$9 million annual retirement
benefit, plus perks—very
controversial at the time

However...

= Lessthan 3/100ths of 1% of value
created during his tenure (0.03 of
$396B)

= Total comp during his entire period of
service was less than 2/10ths of 1%

= Would you pay that?



Overarching Solution:

Value paid for value
created



Fast Company Blog:
“Superstar Athlete”
Compensation
by Kevin Kruse



Michael Vick Comp
Package:

$100 Million

Made him the highest paid
athlete in the NFL, however...



Michael Vick Comp
Package:

$100 million over six years

= $40 million guaranteed

= $60 million at risk, based on
performance

For every $1 of base pay Vick can earn an extra
$1.50 based on results



“This ratio provides the proper risk
versus reward for both parties. Vick
will earn his whopping $100 million
only if he stays healthy enough to
lead the team for the next six years
and only if he achieves certain on-
field results. The variable amount in
his contract must be ‘re-earned’
each year. This demonstrates that
organizations are willing to pay a
high premium for great
performance.”



“This athletic analogy describes the
concept of variable compensation (a model
where an employee receives a low base and
dramatically higher performance bonuses),
and how risk-sharing (in this case between
athlete and team) can be applied to help
encourage more hiring by employers at a
time when job creation globally is arguably
our biggest economic challenge.

“"With U.S. unemployment stuck at 9% and
job creation on everyone's mind, why
aren't more companies looking at this
model?

“"While compensating employees like
professional athletes--albeit on a smaller
scale--might sound like a crazy concept, it
has the potential to help overcome the
current fears held by companies and the
unemployed alike.”






= Do Incentive Plans Work?

= CEOs: "I'm Paying $1 Million
to my Top 5 People, What am |
Getting for It?”



Recent “discussion prompter”:
Dan Pink’s book—Drive




Can we develop a culture that
supports intrinsic motivation and
offers extrinsic rewards?









Demonstrate a financial partnership

Communicate the outcomes and results
Rewarding high performers
Recognize special circumstances and achievements

Build a unified financial vision



Reinforce

This is the behavior that's
expected and rewarded.

Do these things whether you like
them or not (they’re a necessary
part of the job).

Our bonuses are reflective of our
“market pay” analysis for your job

classification

Bad profits

These are the results that are
valued and rewarded.

As you can see the outcomes
we're striving for, determine the
best ways to get them done. Here
are our standards, patterns,
expectations.

Our bonuses reflect the way we
share value that you help create.

Good profits



This is fundamentally about fulfilling a
commitment to reward people fairly
(generously) for helping to fulfill the mission
and business model of the organization. When
quality people understand and believe in this
commitment you reinforce their intrinsic
desire to deliver on your business plan.




Michael Vick Comp
Package:

$100 million over six years

= $40 million guaranteed

= $60 million at risk, based on
performance

For every $1 of base pay Vick can earn an extra
$1.50 based on results






Yes, it is to:

= Demonstrate a financial partnership with
employees

= Communicate the outcomes and results
most valued by the organization

= Create flexible means of rewarding high
performers and recognizing special
circumstances and achievements

= Build a unified financial vision for
growing the business



It must reinforce the
logic of the business
model, not just the
business strategy

Graphic: Copyright, Harvard Business Review,
January/February 2011 Edition



Communicate what's important so
execution will align with the business
model



Results
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Define and remove barriers to

company progress
Extend the core value offering &
core audience

Accelerate execution of business
model, processes and strategies
Identify & facilitate new growth
drivers

Maintaining the performance
engine

- ,,



Expand the company’s market
reach & audience

Stay ahead of trends and
responsive to the marketplace
Codify expectations and
accountability

Manage change and encourage
Innovation

Become a magnet for the best
talent

Be a great company



Sales

Productivity
Competitive Advantage
Execution

Talent



= No award should be generated unless
improvements are made in one or more of
these g strategic areas— all impact
business model
= Must have ways to measure each
Sales growth—easy
Employee productivity—multiple metrics
Competitive Advantage—market share, ROE
Execution—critical KPIs, employee engagement
Talent—turnover, attraction strength




= New value is created (sustainable profits)
= Competitive advantage is enhanced
= Employer of choice

= The culture is all about execution
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Rewards Pyramid




Rewards to Results

Execution
(behavior)

43






= Short-term incentive plan
Profit-based

Target-based
= Some day—long-term incentive plan for
senior executives



Future
Company

Present
Company




Today

Employee Value

Future Date
(5—15Yrs)

47



~

= Treats employees like true partners ."
= Allows for values to grow and mature
= Creates ownership mentality

= Strengthens both recruitment and retention

= Self-financing



Poll #3




Fundamental Philosophy

Fair salaries, strong benefits, great
upside for short- and long-term
growth and profitability. We share
the economic value our employees
help create.



Incentives

Executive
Benefit Plans

Long-term




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
companies that have
plans

$135,000

ROA of 0.9%
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160,000

64,000

17,120

224,000

17,120

241,120

100%

166,400

66,560

74,000

36,123

232,960

110,123

567,083

100%

173,056

69,222

186,000

57,169

242,278

243,169

942,407

100%

179,978

71,991

311,000

80,428

251,970

391,428

$ 1,342,636

100%

187,177

74,871

448,000

106,086

262,048

554,086

$ 1,767,343




= DON'T, if "work” means you try to positively

improve results by tying incentives to
targeted KPIs designed to manipulate
behavior

= DO, if "work” means you use them to forge a
stronger relationship with employees and

engage them in a unified vision for growing
the business




Next CPE Course:

“"The Eight Fatal Compensation
Mistakes”

To be held on:
Thursday, November 1, 2012

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.)

7700 Irvine Center Drive ¢ Suite 930 ¢ Irvine, CA 92618 ¢ 949-852-2288 ¢+ www.vladvisors.com




Next Public Webinar:

Next Tuesday,
July 24, 2012
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Check out our UPDATED website:

www.VLadvisors.com

Creating an effective compensation program Success in compensation development depends on Lizten to experts. Here's the latest thinking of
starte wdth knowdna whicrh Anestinns tnoask Can a nrnress that addreses hath <troctoral isoies tun af Wizianlink's arnwth strateow leadears Tam

ou can also subscribe to our blog



Check out our NEW website:

www.PhantomStockOnline.com

Knowledge Center Tools BuildaPlan Blog AboutlUs Contact




NOW AVAILABLE!

White Paper

Why Long-Term

Express interest on the final survey



Thank you for attending

Please complete our survey form immediately
following our presentation.

You may also request a copy of the slides
from today’s presentation



Questions?

0l



ThankYou!

Ken Gibson
Senior Vice President

(949) 265-5703
kgibson@vladvisors.com




