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What issue are we addressing today?




without premier talent on board

Premier talent will expect to participate meaningfully in
the financial value they help create

A phantom stock plan is the easiest and most effective
way to share long-term value

It's not for everyone




So, let’s take a look

= The mentality of the premier contributor

= How to position the company’s value
proposition

= Why phantom stock fits perfectly

= How to know if it's right for your company



1. Premier Talent

WANTED

= Do you settle for average talent, excellent
talent, or premier talent?

= How much does it matter?
= |s this a given, or not?



2012 PGA Tour Performance Comparison
Top 1% Versus "Average”

Tour Scoring Top 3
Earnings Average  Finishes
Rory Mcllroy 5 8,047,952 69.6 43.8%
Tiger Woods 5 6,133,159 69 .8 31.6%
Brandt Snedeker 5 4,989,739 70.1 17.4% '

Jason Dufner 5 4,869,304 69.9 17.4%
Average 5 6010038 69.9 27.5%
Rocco Mediate 5 242,354 709 0.0%
Ryuji Imada 5 238,648 719 0.0%
Scott Dunlap 5 230,220 714 0.0%
Slephen Ames 5 193,686 719 0.0%
Daniel Chopra 5 192,198 71.3 0.0%
Michael Bradley 5 191,746 71.7 0.0%
S 214,809 71.6 0.0%

Difference § (5,795,230) 1.8

3.6% 102.5%

Multiple 28.0|

365 PGA Money Winners
Top 2 vs Middle &



2. Premier Talent: What will they expect?




Meaningful Financial Rewards

Accountability for results




So, you're hiring John...

= New president
= What do you offer him?

= Significant salary

= Meaningful target bonus



John’s comp package

Annual Salary $ 325,000

Bonus $ 85,000




John's expected contribution

1.

2.

Deliver on annual budget goals
Deliver on 6-year growth plan

a) Revenue from $17mmto $39mm
b) NetIncome from $5mm to $13.cmm
¢) Bookvalue from $19mm to $51mm

d) Market value (conservative) from $25mm to $67mm



John's alternative comp package

Employee Value Statement
John Ferry @ Target
Cash Needs
2013 2014 2015 2016 2017 2018
Annual Salary $325,000 $334,750 $ 344,793 $ 355,136 $ 365,790 $ 376,764
Bonus $ 85,000 $ 87,550 $ 90,177 $ 92,882 $ 95,668 $ 98,538
Total Cash Received $410,000 $422,300 $ 434,969 $ 448,018 $ 461,459 $ 475,302
Security Needs
Core Benefits $ 21,000 $ 22,260 $ 23,596 $ 25,011 $ 26,512 $ 28,103
Executive Benefits
Total Value $ 21,000 $ 22,260 $ 23,596 $ 25,011 $ 26,512 $ 28,103
Wealth Accumulation
Long-Term Incentive Plan (SAR)
Annual Distribution
Increase in Vested Value
Remaining Unvested Value
Total Value (Paid, Vested & Unvested)
Retirement Plans
401(k) Company Match $ 16,500 $ 16,995 $ 17,505 $ 18,030 $ 18571 $ 19,128
Deferred Comp Match
Total Value Projection

Total Cash Received $410,000 $422,300 $ 434,969 $ 448,018 $ 461,459 $ 475,302
Total Benefits Annual Value $ 21,000 $ 22,260 $ 23,596 $ 25,011 $ 26,512 $ 28,103
Annual Value of LTIP $ - $ - $ - $ - $ - $ -
Annual Value of Ret Plan Contribution $ 16,500 $ 16,995 $ 17,505 $ 18,030 $ 18571 $ 19,128
Total Annual Value $447,500 $461,555 $ 476,069 $ 491,059 $ 506,542 $ 522,533

Total Wealth Projection 447,500 $909,055 $1,385,124 $1,876,184 $2,382,725 $2,905,259




John's alternative comp package

Employee Value Statement
John Ferry @ Target
Cash Needs
2013 2014 2015 2016 2017 2018
Annual Salary $325,000 $334,750 $ 344,793 $ 355,136 $ 365,790 $ 376,764
Bonus $ 85000 $ 87,550 $ 90,177 $ 92,882 $ 95,668 $ 98,538
Total Cash Received $410,000 $422,300 $ 434969 $ 448,018 $ 461,459 $ 475,302
Security Needs
Core Benefits $ 21,000 $ 22,260 $ 23,596 $ 25,011 % 26,512 $ 28,103
Executive Benefits $ 18,000 $ 18,540 $ 19,096 $ 19,669 $ 20,259 $ 20,867
Total Value $ 39,000 $ 40,800 $ 42,692 $ 44680 $ 46,771 $ 48,970
Wealth Accumulation
Long-Term Incentive Plan (SAR)
Annual Distribution $ - $ - $ - $ 287,767 $ 287,159 $ 291,978
Increase in Vested Value $ - $ - $ 287,767 $ 287,159 $ 291,978 $ 272,602
Remaining Unvested Value $ 81,408 $ 256,731 $ 257,488 $ 259,262 $ 266,263
Total Value (Paid, Vested & Unvested) $ 81,408 $ 544,498 $ 832,414 $ 838,399 $ 830,843
Retirement Plans
401(k) Company Match $ 16,500 $ 16,995 % 17,505 $ 18,030 $ 18,571 $ 19,128
Deferred Comp Match $ 20,000 $ 20,600 $ 21,218 $ 21,855 $ 22,510 $ 23,185
Total Value Projection
Total Cash Received $410,000 $422,300 $ 434969 $ 448,018 $ 461,459 $ 475,302
Total Benefits Annual Value $ 39,000 $ 40,800 % 42,692 $ 44,680 $ 46,771 $ 48,970
Annual Value of LTIP $ - $ - $ 287,767 $ 287,159 $ 291,978 $ 272,602
Annual Value of Ret Plan Contributions $ 36,500 $ 37,595 $ 38,723 % 39,885 $ 41,081 $ 42,314
Total Annual Value $485,500 $500,695 $ 804,151 $ 819,742 $ 841,289 $ 839,187
Total Wealth Projection 485,500 $986,195 $1,790,346 $2,610,088 $3,451,377 $4,290,564




Two differences

= Long-term perspective
= Long-term incentive plan




Why Long-Term Value Sharing
Matters



Long-Term Value Sharing Plans

A philosophical and practical approach to “incentive plans”

= We recognize the logical and moral obligation to share part of the
financial value our employees help create

= Incentive plans are not intended to “change behavior”
= They are a reflection of a partnership relationship
= Creates “"wealth multiplier” mindset

= Ties employees to vision and business plan of the company



Why Long-Term Value Sharing Matters

1. Value sharing attracts the best talent
and magnifies results i | I | l

>, Value sharing plans (effectively
designed) reinforce the company’s
business model

3. Value sharing protects against bad
profits and promotes good profits

. Value sharing promotes an ownership
mindset

5. Value sharing builds trust and
accelerates results






3. So, Why Phantom Stock?




What shareholders want

Align pay with shareholder interests

Tie pay results to value creation

Large incentives are fine if shareholders
receive a fair return first

Encourage top talent to join and stay




What top producers want

Align pay with shareholder interests
Share in value creation

Large variable upside once shareholders
receive a fair return first

A place to make a long-term difference




Well, look at that...

Interests Interests
Tie pay results to value Share in value creation

creation . Large variable upside once
Large incentives are fine if shareholders receive a fair
shareholders receive a fair return first ¥

return first A place to make a long-
Encourage top talent to term difference




Phantom Stock Results

= Ownership Mentality
= Retention (forfeit if you leave)

= Value received tied to value earned

= No dilution of equity
= Lots of flexibility




What is Phantom Stock?

= A deferred bonus
= Awards made in “units” (like stock)

= Unit price is tied to a formula (or appraisal)
that reflects company value

= Settled in cash (almost always)
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Select the Right Plan Type

Do a a
elanarzin i
» »
m

Strategic Deferred
Compensation

Performance Unit



Yes Full Value

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

—_— —_— —_—

Appreciation

No 1 Stock Option Performance Shares Restricted Stock

Performance Based?

m ﬁ
R d for Val Value Increase Full Value
! ewar 0;. a uc.al | — 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 Deft::-rred Performance Unit Profit Pool
Compensation



What's the goal?

"How do | compensate
employees for
contributing to the
creation of my future

\\
Can | reward company?”

employees like
owners without
giving away stock?”

"What compensation

techniques do | use to

attract and retain top
talent?”




— $85 mm
— $100 Mm
— $15mm
Employee Value |
— $30 Mm
Today Future Date

(5—15yrs)
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Virtually Perfect Flexibility

= Set your own valuation formula

= Create your own number of shares

= Grant shares in some years, more or fewer in others
= Give "Full Value” or "Appreciation Only”

= Pick any vesting schedule

= Pick any redemption year (or let employee choose)
= Pay dividends or not

= Pay for CIC, SOS, Death, Disability—or not

= Include one employee or every employee




4. Are You Ready?

= We expect to be quite a bit bigger in 5 years
than we are today

= We need to hire and retain premier talent
= We need a stronger ownership mentality
= We do not carry excessive debt

= We believe in the value sharing principle



4. Are You Ready?

v We expect to be quite a bit bigger in 5 years
than we are today

v"We need to hire and retain premier talent
v"We need a stronger ownership mentality
v"We do not carry excessive debt

v"We believe in the value sharing principle
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PICTURE YOUR FUTURE

Your company may be a candidate for a phantom stock pfan at the present fime.

COMPANY Consider the following principles before moving ahead.

WHICH PLAN IS RIGHT FOR
YOUR COMPANY?
THINGS THAT MAY STAND IN THE WAY OF

A SUCCESSFUL FLAN

A phantom stock plan is best suited to sponsors
expecting significant growth over a period of 5 years or
longer.

A phantom stock plan will add to your value proposition
but will not replace the need fo shore up your short-term
plan.

Try it yourself

THINGS THAT SHOULD ENCOURAG

http://www.phantomstockonline.com
[tools/are-you-ready.aspx

Phantom stock typically works well in your business
structure.

You've indicated an expectation for above average
margin improvement. This is an important element in a
successful plan.

The fact that you carry little or no long-term debt
supporis the ability to meet the cash flow obligations of
a phantom stock plan.

A phantom stock plan may increase your ability to
attract higher level talent.

A strong phantom stock plan will validate your belief in
value sharing with employees. It should become a key
driver of long-term growth.



Conclusions

= Don't be confused by the name or afraid of the commitment

= |nthe right situation, a phantom stock plan may be the best
investment you've ever made in your business

= Engagement does not occur without a serious effort to
communicate a compelling future and share some of that
future with your employees

= A phantom stock (or similar long-term incentive) plan is
often the best way to financially unite shareholders and key
employees



Special Offer

One hour consulting call with a VisionLink
principal at no charge

(CEO of the company)



Type Your Questions
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www.PhantomStockOnline.com
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You can also subscribe to our blog
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WHITE PAPER

Phantom Stock: The Ideal Plan for Growing Private Companies

Phantom Stock
The ideal Plan for ing Private C i

“1 have a key employee who's asking for some stock in the company or efse he may
mowve on—should | give it to him?" This is a guestion with which many owners of closely held
businesses wrestle_ It is multi-layered in its implications; however, the answer is really pretiy
simple: “No. But you should be glad he’s asking for it This is 2 great opportunity.”

The guestion the key employee poses revesls both pood news and bad news to an
owner. The good news? One of the talented producers in the company recognizes that the
b has a compelling and pr future. He believes in the future so much that he
wants a piece of it. And he’s confident enough to believe he deserves it. This is why the
gquestion represents such a great opportunity. The bad news? Sharing eqguity in a privete
company is a pain. And it's often one of the most inefficient ways to share value—from both

the owner's and employee’s perspective.

Feaopt

The scenario is understandable. Top performers expect to be paid well; and if they help
create economic value, they deserve some of what they've created.

Instinctively, owners assume that employees with equity will be better employees I
employees have stock perhaps they will think and behave like owners. Maybe they will have
greater incentive to manage expenses, service customers, innovate, work hard and even invest
their own money in the business.

These are comrect instincis and reactions. s obviously desitable o engender an
ownership stake, or at least an ownership mentality, among employees. However, the means to
achieying these attractive sutcomes shouldn't create mere problems than it sclves, and tos
often that’s what happens when closely held business owners go down the path of equity
sharing.

Why Not Stock or Options?

Granting stock or even stock options will not usually address all of the issues a business
owner needs to consider when creating a value sharing arrangement for key contributors.
Here's why.

Let’s take a look at three different ways to get stock into the hands of Sally, the leader of
your national sales taam, and the potantial consequancas of aach approach.

1. You can simply give Sally some stock. More formally, this is called a Restricted Stock
Grant (or one of its variations). Congratulations, you have a new partner-
shareholder. She'll be entitied to take a look at the books. She may want to discuss
the new compensation program—hers and yours! She'll be entitled to her share of

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, White
Paper and the 1-hour free consultation time

with one of our principals.







Tom Miller
President

(949) 265-5700
tmiller@vladvisors.com




