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Key Questions:

= Do incentive plans really work?
= Can pay change behavior?

= Does how much you pay make
a difference?



Buying Performance

Client

= Tried to buy performance by
paying salaries at got"
percentile.

= Theory—If | pay more than
my competitors...

I'll| attract better talent

That talent will produce better
results



Buying Performance

News Flash:
= [tdidn't happen
» Result—frustration and confusion



Can a Company Buy
Performance?

In a word.....



Client: Why didn’t it work?

It's not about how much.
It's is about how.



Proper View of Compensation

= Strategic Tool
= Not One Dimensional, it's Multi-Faceted
= Define:
Role AN

7

Outcomes

—
NN

Financial Partnership
= Communicate:

What's Important
Priorities



Framework:
Building a Unified Financial Vision for Growing the Business
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The Compensation Landscape

Workspan (World at Work)—

May 2012

The War for Stars

Two Approaches to Retaining
Employees

= Expansive
= Selective



Expansive Approach

Strives to retain virtually every employee under the theory that
everyone is needed or they wouldn’t be there. Largely
egalitarian.

“"Why upset our harmonious culture by creating an elite group that receives
special treatment? All our employees are critical and perform well, and
most are not going to leave.”



Expansive Approach

= Easy to administer

Managers don't have to identify exceptional contributors

Managers don't have to differentiate performance messages and
rewards

= Does not usually support an organization’s efforts to
raise overall performance

= Discourages and disengages high performers

"Although | contribute more, | get treated like everyone else. Why
bother?”



Selective Approach

Identifies, nurtures and works to retain the high
performers at all levels of the organization.

Seeks to produce a cycle that, in the long term, will not only retain existing
high performers, but create and attract more high performers and generate
ever-improving standards of performance and organizational results.



Selective Approach

= Sets high performance standards

Appeals to high performers; high performers want to “win”

Organization wins through improved results and continued retention of
high performers

= Acknowledges the company isin a war for stars

= Recognizes high performers always have an opportunity to
move



Given the present business landscape...

...which approach makes the most sense?

LLxXpansive ﬁ Selective



Establish a Performance Framework
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Establish a Performance Framework

Phase One—Business
Framework
= Define Growth Expectations (Vision)

Key outcomes that must be achieved
= Define Business Model and Strategy

Performance Engine
How the company will compete

Where are growth opportunities?

= |dentify Roles and Expectations

Establish Performance Criteria

Define “Success”



Establish a Performance Framework

Phase Two—Compensation
Framework

= Establish a pay philosophy

Expansive vs. Selective—or Hybrid

Define what the company is willing to pay for

= Engineer a pay strategy

Structure

Mindset

= Adopt a "Total Rewards” Approach



Total Rewards Approach

Positive Work

Compelling Future :
P g Environment

Opportunities for
Personal and Financial Rewards
Professional Growth




Establish a Performance Framework

Phase Three—Talent
Framework

= |dentify Key Producers

Meeting “success” standards

Identify Talent “"Gaps”
Recruiting Strategy
= Communicate Expectations
Define success
= Communicate Rewards
Philosophy
Programs

Value Statement



Lessons from the Sport’s World

Fast Company Blog:

“Superstar Athlete” Compensation
Article by Kevin Kruse



Fast Company Article

Michael Vick Comp
Package:

$100 Million

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



Fast Company Article

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 provi
reward for both
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The Value of Profit




The Value of Profit

Profits

Employees

A Sense of Partnership

Translates to a Growth Multiple




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.” (keith williams, CEO)

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



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



Examine Alternatives

KEY OUTCOMES

Exploring Options

Nonqualified
Retirement
Plans

Quialified
Retirement
Plans

Salary

Sales
Incentives

5) Unified financial vision

Exegutive Performance
Benefit Plans Incentives

GOALS - 3 Years
(Sample Company) Core Health ~ Growth
& Welfare Incentives
Plans

Compensation
Allocation

business ne worth




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
:l Cash Flow ! Standard

Clear Pay Philosophy

Wealth Multiplier Philosophy

Short & Long-Term Incentive
Plans

Qualified & Executive
Retirement Plans

Comprehensive, Flexible
Benefits Plan

Salary & Bonus




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




Do incentives work?

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

Daniel H. Pink
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Drive—"Instead of incentives...”

Use intrinsic rewards

= Autonomy—directing our
own lives

= Mastery—getting better at
something that matters

= Purpose—doing what we do
in the service of something
larger than ourselves




Drive

“Pay people adequately and fairly,
get the issue of money off the table,
then give them lots of autonomy.”

Daniel H. Pink



Drive

= Not so easy in real life:

Do you set salaries at the same level that formerly
reflected total pay?

How do you handle pay management for people
of clearly different skill levels?

How do you budget for total compensation
without anticipating self-financing elements?

How do you tell people, "don’t worry about pay;
enjoy the intrinsic awards”?



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



Purposes of a good incentive plan

= 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



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.




Line Of Sight Sales

Growth
Margin
Improvement

Product Improvements

@)mer SatisfaD
@ctivity lmpro@
Quality Employee @

My Job
Responsibilities

$ New Value $
L

Incentive Plan




Rewards to Results

Execution
(behavior)

47



What makes a compensation

strateqy successful?

The measure should be whether or notitis
fulfilling its role

E k. |



Key Questions—Value Creation

= Before designing the If the answer is yes, then it means

: the plan is only paying out value
plan, did the company when value has been created—it’s self

clearly define value financing. This also suggests that
creation? during periods of economic decline or
= Doesthe planinclude stagnation, the plan is self-
_ _ _ restricting in its payouts. That’s a
metrics consistent with successful approach.
that definition? | .
= Does value sharing occur & !
out of productivity

profit?



Key Questions—Philosophy

= Does the company have
a clear philosophy
statement?

= |sthe pay philosophy
communicated
effectively to
employees?

= Are the company’s
compensation strategies
consistent with the pay
philosophy?

If you answered affirmatively to each
of those questions, then the
company is being clear about what is
willing to "pay for” and is
implementing plans that follow that
rule. This again must be considered a
successful approach.



Key Questions—Market Pay

= Doesthe com pany If this is the approach being adopted,

combpare its pa then the company is using some
P Pay outside metrics to determine if it is

strategies to market pay over or underpaying for certain
standards? functions. If it likewise offers
= Doesthe phi|OSOphy significant upside potential relative

_ to the market, within defined value
statement define where creation/sharing parameters defined

the company wants to be  in the first bullet point, then it knows

relative to market pay? it has a_competitive advantage in
e : attracting key producers. That’s also
= Is an “internal equity

_ a successful approach to pay.
analysis performed?



Key Total Rewards

Does the company
market a future?

Is there a clear &
compelling vision?

Is there a positive work
environment?

Are there opportunities
for personal and
professional
development?

s the financial

partnership clearly
defined?

If a company adopts this framework,
it is not expecting remuneration to be
the sole issue upon which attracting
and retaining key producers is based.
If it pays attention to each of those
questions, and works hard to ensure
evaluation and implementation in all
categories, it will become more
successful at becoming a magnet for
the "right talent.” Hence, a total
rewards approach is a successful
one.



Can You Buy Performance?

= No, if "buy” means you can positively
improve results by trying to manipulate
behavior

= Yes, if "work” means you can forge a
partnership relationship with employees
towards creating a unified vision for growing
the business




Type Your Questions




Special Offer

One hour consulting call with a VisionLink
principal at no charge

(CEO or other senior leader)
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NOW AVAILABLE!
New White Paper

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.
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