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Fe w  b us in e ss  own er s  wi l l  ta ke  a n  e xten d e d  va cati on  mu c h  l e ss  thro ttl e  b a c k  wi th o ut  l e aving  b e h in d  ma na g em ent 
cap a b l e  o f  r unn ing  th e  b us in e ss .

No  s op h i st i cate d  b uy er  wi l l  s er i o us l y  c ons i d er  a c qu ir ing  a  c omp a ny  that  la c k s  a  g o o d  ma na g em ent  te a m .

Ma ny,  i f  n o t  m o st ,  b us in e ss e s  a re  s o l d  to  ke y  emp l oy e e s .

Tra nsf err ing  a  b us in e ss  to  c h i l d ren  i s  e sp e c i a l l y  r i s ky  in  th e  a b s en c e  o f  ke y  emp l oy e e s  wh o  wi l l  rema in  wi th  th e 
n e w  own er s h ip .

E a c h  o f  th e  s c ena ri o s  a b o ve  h i g h l i g hts  a n  own er ’s  n e e d  f or  m o ti vate d  emp l oy e e s  s tay ing  wi th  th e  c omp a ny  a f ter  th e y  l e ave  i t .   Th i s  W h i te 
Pap er  d e s cr i b e s  h ow  y o u  ca n  m o ti vate  emp l oy e e s  thro ug h  va ri o us  ke y  emp l oy e e  in c enti ve  pro g ra ms .

Th e  b e aut y  o f  a  we l l - d e s i g n e d  ke y  emp l oy e e  in c enti ve  pro g ra m  i s  that  a s  y o ur  emp l oy e e s  m e e t  th e ir  p hy s i ca l  a n d  f ina n c i a l  g o a l s ,  y o u        
at ta in  y o ur  E x i t  Pla nn ing  g o a l  o f  ma king  y o ur  c omp a ny  m ore  va lua b l e  a n d ,  p erhap s ,  m ore  ma rke ta b l e .  An d ,  o f  c o ur s e ,  y o u  a re  a b l e  to  e x i t ! 
If  th ere  wa s  e ver  a  ca s e  o f  “win-win”  f or  b o th  emp l oy er  a n d  emp l oy e e ,  i t  i s  ke y  emp l oy e e  in c enti ve  p la nn ing .

Th e  f i r st  ta s k  in  ke y  emp l oy e e  in c enti ve  p la nn ing  i s  to  i d enti f y  e x a c tl y  wh o  y o ur  ke y  emp l oy e e s  a re .  Mo st  o f  y o ur  emp l oy e e s  d o  n o t  f i t 
into  th e  “ke y ”  cate g or y.   Inste a d ,  th e y  a re  attra c te d  to  y o ur  c omp a ny  a n d  m o ti vate d  by  th e  usua l  i tems :  a  p l e a s a nt  work  environm ent ,  a 
s t imu lating  j o b ,  g o o d  wa g e s  a n d  b en e f i ts  a n d  j o b  s e c uri t y. 

Ke y  emp l oy e e s ,  on  th e  o th er  ha n d ,  a c t  a n d  th in k  m ore  l i ke  y o u  d o.  Th e y  wa nt  c ha l l eng e s  a n d  opp or tun i ti e s .  Th e y  wa nt  to  pro sp er  a n d 
g row  a s  th e  c omp a ny  d o e s .  In  s h or t ,  th e y  b e have  l i ke  own er s .  Yo u  may  have  ke y  p o s i t i ons  in  y o ur  or g a n i z ati ona l  c ha r t .  Ma ke  c er ta in  th e 
p er s ons  f i l l ing  th o s e  s l o ts  a re  ke y  emp l oy e e s .

Ke ep  in  m in d  that  p e op l e  in  ke y  p o s i t i ons  a re  n o t  a lway s  ke y  emp l oy e e s .  If  emp l oy e e s  d o  n o t  re sp on d  we l l  to  th e  in c enti ve  p la ns  d e s cr i b e d 
in  th i s  W h i te  Pap er,  i t  i s  qu e sti ona b l e  wh e th er  su c h  emp l oy e e s  tr u l y  a re  ke y.  Wi th  th e s e  g u i d e l in e s  in  m in d ,  l e t ’s  l o o k  at  h ow  to  m o ti vate 
th i s  sma l l ,  y e t  v i ta l l y  imp or ta nt  g ro up.
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A  wel l - cr a f te d  incentiv e  p l a n  is  one  th at  d o e s  mor e  th a n  m a ke  b o th  o wner  a nd  emp l o ye e  f e el 
g o o d .  In  f ac t ,  f iv e  cr iter i a  a r e  pr e s ent  in  a  wel l - d e s ig ne d  p l a n :
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/ / 0 3 C H A R AC T E R I ST I C S  O F  A N  I N C E N T I VE  P L A N

T h e  p l a n  pr ov i d e s  s ub s t a nti a l  f in a nci a l  awa r d s  to  ke y  emp l o ye e s . 

Per f or m a nce  s t a nd a r d s  a r e  ti e d  d ir e c tl y  to  incr e a s e s  in  th e  comp a ny ’s  v a lue. 

A  p o tenti a l  b onus  e qua l  to  at  l e a st  ten  to  th ir t y  p erc ent  o f  a nnua l  c omp ens ati on  i s  n e c e ss a r y  to  m o ti vate 
a n  emp l oy e e  to  m o d i f y  p er f orma n c e .

A s  th e  ke y  emp l oy e e  a c h i e ve s  m e a sura b l e  o b j e c ti ve  s ta n da rd s ,  th e  n e t  in c om e  o f  th e  c omp a ny  in cre a s e s .  Put 
a n o th er  way,  un l e ss  th e  c omp a ny ’s  n e t  in c om e  in cre a s e s ,  th e  ke y  emp l oy e e  d o e s  n o t  re c e i ve  a  b onus .

Per f or m a nce  s t a nd a r d s  a r e  sp e cif i c .

Th ere  must  b e  d e term ina b l e  p er f orma n c e  sta n da rd s  su c h  a s  c er ta in  c omp a ny  n e t  in c om e  or  re venu e 
l e ve l s .  Sp e c i f i c  e x a mp l e s  a re  e x a m in e d  b e l ow.



B e  s imp l e

B e  e a s y  to  re a d

B e  c ommun i cate d  f a c e -to - f a c e  to  emp l oy e e s  wi th  a dvi s or s  pre s ent  to  a ns wer  a ny  qu e sti ons

C onta in  a  summa r y  f or  e a s y  re f eren c e
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/ / 0 4 C H A R AC T E R I ST I C S  O F  A N  I N C E N T I VE  P L A N

Pa r t  o f  the  b onus  is  d ef er r e d  a nd  s ub je c t  to  v e s ting . 

Th i s  c ha ra c ter i st i c  o f  in c enti ve  p la ns  i s  c omm on l y  re f erre d  to  a s  “g o l d en  ha n d c uf f s .”  If  th e 
emp l oy e e  s e ver s  th e ir  emp l oym ent  b e f ore  h e  or  s h e  i s  “f u l l y  ve ste d ,”  th e y  f or f e i t  at  l e a st  p a r t  o f 
th e  d e f erre d  c omp ens ati on .

T h e  p l a n  is  commun i cate d  in  wr iting  to  ke y  emp l o ye e s . 

In  ord er  to  b e  su c c e ss f u l ,  ke y  emp l oy e e s  must  un d er sta n d  e x a c tl y  h ow  th e  p la n  work s .  Th e  p la n  must :

Having  i d enti f i e d  th e  e l em ents  that  ma ke  a  su c c e ss f u l  p la n ,  y o u  ( a s  a n  own er )  a n d  y o ur  a dvi s or s  must 
d e term in e  wh e th er  a  s to c k-b a s e d  p la n  or  a  ca s h-b a s e d  p la n  (or  s om e  c om b inati on  th ere o f )  wi l l  b e st 
m o ti vate  y o ur  emp l oy e e s  a n d  caus e  th em  to  stay  wi th  y o ur  c omp a ny.



E Q U I T Y-B A S E D  P L A N S

Pr ov i d ing  the  o p p or t un it y  f or  s to ck  o wner s h ip  is  one  o f  the  mo s t  p o wer f u l  mo tiv ating  a nd  r e t a in ing  f ac tor s  a  cl o s el y- hel d 
b us ine ss  ca n  o f f er  to  a  ke y  emp l o ye e.

Sto ck  o wner s h ip  mo tiv ate s  ke y  emp l o ye e s  f or  a  numb er  o f  r e a s ons .  The  mo s t  common  includ e :

Th e s e  a re  g re at  re a s ons  to  tra nsf er  s to c k .  We  wo u l d  b e  rem i ss ,  h owe ver,  i f  we  l e f t  unm enti on e d  s om e  o f  th e  “n o t- s o - g re at ”  re a s ons  that 
m o ti vate  own er s  to  g i ve  sto c k  to  emp l oy e e s .

It  i s  n o t  un c omm on  f or  own er s  to  re wa rd  a n  emp l oy e e  wi th  a  sma l l  p erc enta g e  o f  s to c k  p erhap s  b e caus e  th e  emp l oy e e  wa s  instr um enta l 
in  a  s ta r tup  or  i s  inte g ra l  to  on e  f a c e t  o f  th e  c omp a ny.  Unf or tunate l y,  th e s e  own er s  f a i l  to  appre c i ate  that  e ven  th e  sma l l e st  p erc enta g e 
o f  s to c k  ca rr i e s  wi th  i t  s i g n i f i ca nt  r i g hts .  S ha re h o l d er s  enj oy  m ore  tha n  th e  r i g ht  to  a  s ha re  o f  th e  g row th  o f  th e  c omp a ny.  Th e y  enj oy 
th e  r i g ht  to  a c c e ss  c omp a ny  b o o k s  a n d  re c ord s ,  th e  r i g ht  to  b e  inf orm e d  a b o ut  th e  f ina n c i a l  c on d i ti on  o f  th e  c omp a ny  ( in c lu d ing  y o ur 
s a la r y  a n d  “p erk s” )  a n d  o f ten ,  a  r i g ht  to  b e  c onsu lte d  a n d  g i ven  th e  opp or tun i t y  to  vo te  on  ma j or  c omp a ny  d e c i s i ons .  Ke ep  in  m in d  on e 
p o ss i b l e  “ma j or  c or p orate  d e c i s i on”  i s  a  f uture  s a l e  o f  th e  c or p orati on .  Yo u  s h o u l d  b e  f u l l y  awa re  o f  th e  vo ting  p erc enta g e  re qu irem ents 
imp o s e d  by  law  by  y o ur  c omp a ny ’s  a r t i c l e s  or  by law s  b e f ore  unwi tting l y  t y ing  y o ur  ha n d s .

A s  own er s h ip  c ha ng e s  th e  o utl o o k  o f  th e  emp l oy e e  re c e i ving  th e  sto c k  (usua l l y  f or  th e  b e tter ) ,  i t  ca n  c ha ng e  th e  o utl o o k  o f  h i s  or  h er 
c o -worker s  wh o  n ow  p erc e i ve  h i s  or  h er  s tatus  to  have  c ha ng e d .  C o -worker s  may  d ema n d  own er s h ip  a s  we l l  or  may  qu i t .  In  attemp ting 
to  re wa rd  a  ke y  emp l oy e e ,  y o u  may  ina dver tentl y  a nta g on i z e  o th er  c omp e tent ,  p o tenti a l l y  ke y,  emp l oy e e s .

Sto c k  t i e s  ke y  emp l oy e e s  to  th e  c omp a ny  by  ma king  th em  p a r t  o f  th e  c omp a ny.

Th e  p la n  ca n  re qu ire  emp l oy e e s  to  p ay  f or  own er s h ip ,  thus  inve sting  th ems e lve s , 
qu i te  l i tera l l y,  in  th e  c omp a ny.  R e qu ir ing  emp l oy e e s  to  p ay  f or  s to c k  d em onstrate s 
th e ir  d e d i cati on  a n d  c omm i tm ent  to  th e  c omp a ny.

Sto c k  own er s h ip  pro vi d e s  s trong  in c enti ve  f or  in cre a s ing  th e  va lu e  o f  th e  c omp a ny, 
th ere f ore  in cre a s ing  th e  b en e f i t  o f  ke y  emp l oy e e s .
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E Q U I T Y-B A S E D  P L A N S
If  yo u  b el i e v e  th at  s to ck  is  the  ap pr o pr i ate  incentiv e  f or  yo ur  ke y  emp l o ye e s ,  yo u  then  mus t  d e ter m ine  if  the  time  is  r ig ht  to 
m a ke  th at  awa r d .  A  d e cis i on  r eg a r d ing  timel ine ss  is  b a s e d  on  the  pr e s ence  o f  f o ur  cond iti ons :

Ass um ing  th at  yo u  h av e  d e ter m ine d  th at  a  wel l - d e s ig ne d ,  s to ck- b a s e d  incentiv e  p l a n  w i l l  mo tiv ate  yo ur  emp l o ye e s  a nd 
ach i e v e  yo ur  ex it  ob je c tiv e s ,  ho w  d o  yo u  imp l ement  it ?

In  ad d iti on  to  d e ter m in ing  w hen  to  awa r d  s to ck ,  yo u  a nd  yo ur  adv is or s  mus t  cons i d er  the  f o l l o w ing :

1 .  Yo ur  ke y  emp l oy e e  ha s  b e en  wi th  y o ur  c omp a ny  at  l e a st  t wo  y e a r s .

2 .  Th e  ke y  emp l oy e e  wo u l d  b e  m ore  m o ti vate d  by  sto c k  tha n  ca s h .

3 .  Yo u  a re  prep a re d  to  awa rd  th e  emp l oy e e  a  m e a n ing f u l  a m o unt  o f  s to c k .  ( S h o u l d  y o u  b e  unprep a re d  to  c omm i t  a     
 s i g n i f i ca nt  a m o unt  o f  s to c k  own er s h ip  to  a n  emp l oy e e ,  a  s to c k-b a s e d  in c enti ve  i s  n o t  appropri ate . )

4 .  Yo u  a re  wi l l ing  to  bring  th e  emp l oy e e  into  th e  c omp a ny ’s  c onf i d en c e ,  to  pro vi d e  that  emp l oy e e  wi th  a c c e ss  to  a l l    
 inf ormati on  re g a rd ing  th e  c omp a ny  ( in c lu d ing  y o ur  to ta l  c omp ens ati on)  a n d  to  a l l ow  th e  emp l oy e e  to  p a r ti c ip ate   
 in  ma j or  d e c i s i ons  c on c ern ing  th e  c omp a ny.

  How  d o e s  th e  in c enti ve  p la n  a f f e c t  p a r ti c ip a nts  in  o th er  e x i st ing  p la ns ?

  Ca n  a  n on-p a r ti c ip ating  emp l oy e e  p a r ti c ip ate  in  th e  f uture ?

  W hat  t y p e  o f  s to c k  ( vo ting  or  n on-vo ting )  wi l l  b e  awa rd e d ?

  W hat  a m o unt  o f  s to c k  wi l l  b e  awa rd e d  b o th  at  th e  o uts e t  a n d  in  th e  f uture ?

  W hat  va luati on  f ormu la  wi l l  y o u  us e  wh en  awa rd ing  a n d  re - a c qu ir ing  sto c k ?

  W h en  wi l l  p aym ents  b e  ma d e ?

  W hat  a g re em ent  i s  in  p la c e  to  b uy  b a c k  th e  sto c k  s h o u l d  th e  emp l oy e e  l e ave  th e  c omp a ny ?
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A  ma na g em ent  te a m  that  i s  cap a b l e  o f  op erating  a n d  g rowing  th e  b us in e ss  wi th o ut  y o ur  invo lvem ent .

Sta b l e  a n d  pre d i c ta b l e  ca s h  f l ow.

G o o d  pro sp e c ts  f or  f uture  pro sp eri t y  a n d  g row th .  Th e  g row th  o f  th e  c omp a ny  s h o u l d  b e  d e s cr i b e d  in  d e ta i l  in 
a  ma na g em ent-prep a re d  b us in e ss  p la n .

A  s o l i d  ta ng i b l e  a ss e t  b a s e ,  su c h  a s  a c c o unts  re c e i va b l e ,  inventor y,  ma c h in er y  a n d  e qu ipm ent .  Ha rd  a ss e ts 
ma ke  i t  e a s i er  to  f ina n c e  th e  a c qu i s i t i on  thro ug h  th e  us e  o f  d e b t ,  b ut  s er vi c e  c omp a n i e s  wi th o ut  s i g n i f i ca nt 
ta ng i b l e  a ss e ts  ca n  o b ta in  d e b t  f ina n c ing ,  a l b e i t  at  h i g h er  c o st .

Have  a  f a ir  ma rke t  va lu e  o f  at  l e a st  $ 5  m i l l i on  ( pro b a b l y  $ 1 0  m i l l i on  in  ord er  to  attra c t  th e  intere st  o f  pri vate 
e qu i t y  inve stor s ) .

Non - Q u a l if i e d  Sto ck  B onus
Wi th  th e  n on- qua l i f i e d  sto c k  b onus ,  th e  emp l oy e e  re c e i ve s ,  at  n o  c o st ,  s to c k  f rom  th e  c omp a ny.  Th e  f a ir 
ma rke t  va lu e  o f  th e  sto c k  i s  d e term in e d  a n d  th e  va lu e  o f  that  s to c k  i s  ta x a b l e  to  th e  emp l oy e e  a s  ord ina r y 
in c om e  in  th e  y e a r  h e  or  s h e  re c e i ve s  i t .  Th e  c omp a ny  re c e i ve s  a n  in c om e  ta x  d e du c ti on  f or  th e  va lu e  o f 
th e  sto c k  b onus  to  th e  emp l oy e e .

Thus ,  i f  y o u  d e c i d e  to  have  th e  c omp a ny  i ssu e  1 0 0  s ha re s  to  a  ke y  emp l oy e e ,  a n d  e a c h  s ha re  o f  s to c k  i s 
wor th  $ 5 0 0 ,  th e  emp l oy e e ’s  ta x a b l e  in c om e  in cre a s e s  by  $ 5 0 , 0 0 0  a n d  th e  c or p orati on  d e du c ts  $ 5 0 , 0 0 0 .

Alternati ve l y,  y o u  ca n  insta l l  a  re str i c te d  sto c k  b onus  p la n  wh i c h ,  f or  e x a mp l e ,  g ra nts  th e  emp l oy e e 
$ 2 5 , 0 0 0  wor th  o f  s to c k  in  th e  f i r st  y e a r  a n d  t i e s  th e  sto c k  to  a  f i ve -y e a r  ve sting  s c h e du l e .  In  th i s  way,  th e 
emp l oy e e  re c e i ve s  a l l  th e  e c on om i c  b en e f i ts  o f  own ing  th e  f u l l  a m o unt  o f  s to c k  up  f ront  ( su b j e c t  on l y  to 
ve sting  re qu irem ents ) .  If  th e  emp l oy e e  l e ave s  th e  c omp a ny  pri or  to  f u l l  ve st ing ,  h e  or  s h e  must  g i ve  b a c k 
th e  sto c k  to  th e  c omp a ny.

Fina l l y,  th e  emp l oy e e  ha s  th e  op ti on  to  in c lu d e  th e  f u l l  va lu e  o f  th e  sto c k  awa rd e d  in  h i s  or  h er  in c om e 
a s  c omp ens ati on  in  th e  f i r st  y e a r  a n d  thus  p ay  ta x  on l y  on  that  a m o unt .  O wn er s  o f ten  us e  th i s  t y p e  o f  a 
re str i c te d  p la n  i f  th e  ke y  emp l oy e e  i s  n o t  us ing  h i s  or  h er  own  m on e y  to  p ay  f or  th e  sto c k .

Sto ck  Pur ch a s e 
Purc ha s ing  sto c k  wi th  a  ca s h  b onus  i s  a n o th er  way  ke y  emp l oy e e s  ca n  a c qu ire  s to c k  f rom  th e  c or p orati on 
or  f rom  o th er  ke y  emp l oy e e s  ( in c lu d ing  y o u) .  If  th e  sto c k  i s  p urc ha s e d  at  l e ss  tha n  f a ir  ma rke t  va lu e ,  th e 
emp l oy e e  wi l l  have  ta x a b l e  in c om e  on  th e  d i f f eren c e  b e t we en  th e  f a ir  ma rke t  va lu e  o f  th e  sto c k  a n d  th e 
pri c e  a c tua l l y  p a i d ,  a n d  th e  c omp a ny  wi l l  have  a n  o f f s e tt ing  d e du c ti on .
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Sto ck  ca n  b e  iss ue d  to  a n  emp l o ye e  either  thr o ug h  a  “non - q u a l if i e d  s to ck  b onus ” 
or  b y  a l l o w ing  h im  or  her  to  p ur ch a s e  the  s to ck  at  either  its  f a ir  m a r ke t  v a lue  or 
at  a  d is co unte d  pr i ce.

I S S U I N G  STO C K



©
 a

nd
 T

ra
de

m
ar

k 
W

ea
lt

hp
oi

nt
 L

L
C

 2
01

3

/ / 0 8 C A S H-B A S E D  P L A N S

Non- qua l i f i e d  d e f erre d  c omp ens ati on  p la ns

Sto c k  appre c i ati on  ( S A R )  a n d  “ Pha ntom  Sto c k ”  Pla ns

A  b l en d e d  p la n  c om b in ing  c urrent  ca s h  b onus e s  wi th  d e f erre d  b en e f i ts

Mo st  o f  th e  ke y  emp l oy e e  in c enti ve  p la ns  prep a re d  a re  ca s h-b a s e d  rath er  tha n  own er s h ip -b a s e d .  W h i l e  g ra nting  own er s h ip  i s  a n  e xc e l l ent 
way  to  m o ti vate  p er f orma n c e  i t  ca rr i e s  a n  e l em ent  o f  r i s k  a n d  m o st  ke y  emp l oy e e s  pre f er  ca s h  to  sto c k ,  un l e ss  th e y  have  p la ns  to  own  a n d 
r un  th e  c omp a ny.  For  th o s e  re a s ons ,  own er s  c h o o s e  a  n on- sto c k  in c enti ve  p la n  that  pro vi d e s  ca s h  or  g i ve s  r i g hts  to  appre c i ati on  in  sto c k 
va lu e  rath er  tha n  to  th e  sto c k  i ts e l f .  Th e  prima r y  n on- sto c k  (or  ca s h-b a s e d )  in c enti ve  p la ns  a re :
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/ / 0 9 N O N - Q UA L I F I E D  D E F E R R E D  C O M P E N S AT I O N  P L A N

A  b enef it  f or mu l a 

Prop erl y  d e s i g n e d ,  th e  n on- qua l i f i e d  d e f erre d  c omp ens ati on  p la n  ( N Q D C )  i s  o f ten  th e  s imp l e st ,  m o st  e f f e c ti ve  a n d  s ing l e  b e st  m e th o d  o f 
m o ti vating  a n d  re ta in ing  ke y  emp l oy e e s .  Th e  N Q D C  p la n  i s  a  prom i s e  to  p ay  b en e f i ts  in  th e  f uture  b a s e d  on  c urrent  or  p a st  s er vi c e s  o f  a  ke y 
emp l oy e e  (or  g ro up  o f  emp l oy e e s ) .  “ Non- qua l i f i e d”  s imp l y  m e a ns  that  a s  l ong  a s  c er ta in  re qu irem ents  a re  m e t ,  th e  p la n  d o e s  n o t  have  to  m e e t 
th e  f orma l  f un d ing ,  rep or ting ,  d i s cr im inati on  a n d  emp l oy e e  c o vera g e  re qu irem ents  o f  th e  Emp l oy e e  R e tirem ent  In c om e  S e c uri t y  Ac t .  Wi th 
th e  e xc ep ti on  o f  wi th h o l d ing  f or  F I C A  ta xe s ,  in  c er ta in  s i tuati ons  th e  b en e f i ts  awa rd e d  to  a n  emp l oy e e  un d er  a  N Q D C  a re  n o t  ta x a b l e  unti l 
th e  date  on  wh i c h  su c h  b en e f i ts  a re  a c tua l l y  p a i d  to  th e  emp l oy e e .

A  N Q D C  p l a n  includ e s  s e v er a l  imp or t a nt  ch a r ac ter is ti cs .

Motivates  ke y  employees  to  i ncrea se  t he  prof itabi l it y  of  you r  compa ny.  Un less  t he  busi ness  meet s  it s  prof itabi l it y  objec t ive ,  a  ke y 
employee  ca n not  meet  h i s  or  her  objec t ive .  T herefore ,  t he  ow ner  ca ref u l ly  set s  t he  per for ma nce  sta nd a rd s  so  t hat  t he  busi ness’  l iabi l it y 
to  f u nd  t he  pla n  ex i st s  on ly  when  t he  compa ny  i s  prof itable .  For  ex a mple ,  a n  ow ner  m ig ht  decide  to  ma ke  3 0  percent  of  t he  compa ny ’s 
ta x able  i ncome  i n  excess  of  $10 0 , 0 0 0  ava i lable  for  bonuses .  For  a  compa ny  w it h  $3 0 0 , 0 0 0  i n  ta x able  i ncome ,  t he  for mu la  wou ld  be: 

L e t ’s  a ssum e  that  o ur  own er  ha s  t wo  ke y  emp l oy e e s  a n d  that  h e  or  s h e  ha s  d e term in e d  that  ha l f  o f  th e  b onus  ( $ 3 0 , 0 0 0 )  wi l l  b e  imm e d i ate l y 
awa rd e d  to  th e  emp l oy e e s  in  ca s h  or  s to c k  a n d  th e  o th er  ha l f  ( $ 3 0 , 0 0 0 )  wi l l  b e  awa rd e d  a s  n on- qua l i f i e d  d e f erre d  c omp ens ati on  su b j e c t  to  ve sting .
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/ / 1 0 N O N - Q UA L I F I E D  D E F E R R E D  C O M P E N S AT I O N  P L A N

A  v e s ting  s che du l e 

Us ing  th i s  f ormu la  b en e f i ts  th e  c omp a ny  b e caus e  a s  a n  emp l oy e e  work s  to  in cre a s e  h i s  or  h er  re wa rd ,  th e  in c om e  o f  th e  b us in e ss  must 
in cre a s e .  A s  b us in e ss  in c om e  in cre a s e s ,  th e  va lu e  o f  th e  b us in e ss  in cre a s e s  by  a  mu ltip l e  o f  th e  in cre a s e  in  in c om e .

A s  y o u  ca n  s e e ,  on l y  in  th e  y e a r  2 0 1 0  a re  th e  emp l oy e e s  f u l l y  ve ste d  in  th e  awa rd  e a rn e d  in  2 0 0 5 .  S h o u l d  th e  emp l oy e e s 
l e ave  th e  c omp a ny  pri or  to  that  t im e ,  th e y  a re  on l y  enti t l e d  to  a  p erc enta g e  o f  th e  to ta l  awa rd  a m o unt .  Th e  b en e f i t  to  th e 
c omp a ny  o f  c ontinua l  or  ro l l ing  ve sting  i s  that  i t  f ina n c i a l l y  ha n d c uf f s  y o ur  b e st  emp l oy e e s  to  y o ur  b us in e ss .

“ Ha n d c uf f s”  ke y  emp l oy e e s  to  th e  c omp a ny  f or  a  t im e  p eri o d  n e c e ss a r y  to  b e c om e  enti t l e d  to  th e  b en e f i ts  that  have  a c cr u e d  to  th em 
un d er  th e  b en e f i t  f ormu la .  C ons i d er  a  c ontinua l  or  “ro l l ing ”  ve sting  s c h e du l e  in  wh i c h  a  s ing l e  ve sting  s c h e du l e  i s  app l i e d  s ep a rate l y 
to  e a c h  y e a r ’s  c ontri b uti on .  Us ing  th i s  s c h e du l e ,  a n  emp l oy e e  i s  ha n d c uf f e d  to  th e  c omp a ny  f or  a  l ong  p eri o d  o f  t im e  b e caus e  th e  ke y 
emp l oy e e  i s  n e ver  f u l l y  ve ste d  in  th e  m o st  re c ent  c ontri b uti ons .

In  o ur  e x a mp l e  a b o ve ,  on e  ha l f  o f  th e  awa rd  ( $ 3 0 , 0 0 0 )  i s  a ss i g n e d  to  th e  ke y  emp l oy e e s  ( $ 1 5 , 0 0 0  e a c h)  su b j e c t  to  a  f i ve -y e a r  ve sting 
s c h e du l e .  If  th e  awa rd  i s  e a rn e d  in  2 0 0 5 ,  th e  e f f e c t  o f  ve st ing  i s  d em onstrate d  in  th e  f o l l owing  g rap h : 
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/ / 1 1 N O N - Q UA L I F I E D  D E F E R R E D  C O M P E N S AT I O N  P L A N

For f eit ur e  pr ov is i ons 

Fund ing  d e v i ce s 

Al l ow  th e  own er  to  term inate  a n  emp l oy e e ’s  o th er wi s e  ve ste d  r i g hts  in  b en e f i ts  un d er  th e  p la n .  An  emp l oy e e  l o s e s  a l l 
d e f erre d  c omp ens ati on  i f  h e  or  s h e  l e ave s  y o ur  c omp a ny  a n d  vi o late s  h i s  or  h er  a g re em ent  n o t  to :

   C omp e te

   Ta ke  tra d e  s e cre ts ,  or

   Ta ke  ven d or s ,  c ustom er s  or  c omp a ny  emp l oy e e s

Th e  b en e f i t  to  th e  c omp a ny  o f  f or f e i ture  i s  that  i t  pro vi d e s  a  p ower f u l  in c enti ve  f or  f orm er  emp l oy e e s  to  l i ve  up  to  th e 
prom i s e s  ma d e  to  th e  c omp a ny.

Ensure  that  ca s h  i s  ava i la b l e  wh en  n e e d e d .  It  i s  a l s o  imp or ta nt  f or  ke y  emp l oy e e s  to  kn ow  that  th e  f un d s  a c tua l l y  e x i st 
( a l th o ug h  ta x  re str i c t i ons  e x i st  wh i c h  pre vent  th e  c omp a ny  f rom  f orma l l y  f un d ing  th e  p la n) .  Prop er  inve stm ent  s h o u l d  b e 
g u i d e d  by  in c om e  ta x  t im ing  c ons i d erati ons .  Th e  c h o i c e  o f  f un d ing  ve h i c l e s  ca n  inf lu en c e  th e  t im ing  a n d  a m o unt  o f  in c om e 
ta xe s  at  th e  c omp a ny  l e ve l .

Pay ment  s che du l e s 

D e term in e  wh en  p aym ents  o f  ve ste d  a m o unts  c omm en c e  a n d  h ow  l ong  th e y  a re  to  b e  c ontinu e d  a f ter  a n  emp l oy e e  l e ave s .  A  p ay o ut  o ver  a 
mu ltip l e -y e a r  t im e f ra m e  h e lp s  th e  ke y  emp l oy e e  b e caus e  h e  or  s h e  i s  ta xe d  on  in c om e  on l y  a s  i t  i s  re c e i ve d .

Th e  b en e f i t  to  th e  c omp a ny  i s  that  p aym ent  s c h e du l e s  a re  usua l l y  c om b in e d  wi th  f or f e i ture  c ons i d erati ons  to  pre vent  re c entl y  d ep a r te d 
emp l oy e e s  f rom  us ing  m on i e s  f rom  th e  d e f erre d  c omp ens ati on  p la n  to  c omp e te  wi th  th e  own er.



P H A N TO M  STO C K  A N D  STO C K  A P P R E C I AT I O N 
R I G H T S  P L A N S

Ph a ntom  Sto ck  Pl a n

Sto ck  Ap pr e ci ati on  R ig hts  Pl a n

In  a  Pha ntom  Sto c k  Pla n ,  own er s  g i ve  emp l oy e e s  s om e th ing  that  l o o k s  l i ke  sto c k ,  g row s  in  va lu e  l i ke  sto c k  a n d  ca n  b e  turn e d  in  f or  ca s h  just  l i ke  sto c k ,  b ut  i s  n o t  s to c k . 
A s  th e  emp l oy e e  str i ve s  to  ma ke  th e  c omp a ny  m ore  va lua b l e ,  h e  or  s h e  ma ke s  th e ir  intere st  in  th e  Pha ntom  Sto c k  p la n  m ore  va lua b l e .

Ty p i ca l l y,  p ha ntom  s ha re s  c orre sp on d ing  to  s ha re s  o f  s to c k  –  b ut  n o t  repre s enting  a c tua l  own er s h ip  –  a re  a l l o cate d  to  a  p a r ti c ip ating  emp l oy e e ’s  a c c o unt .  A s  th e  va lu e  o f 
tr u e  sto c k  in cre a s e s ,  s o  d o e s  th e  va lu e  o f  th e  p ha ntom  sto c k .  Any  d i vi d en d s  p a i d  on  th e  sto c k  a re  cre d i te d  to  th e  emp l oy e e ’s  a c c o unt .  W h en  th e  emp l oy e e  term inate s  h i s 
or  h er  emp l oym ent ,  th e  c omp a ny  t y p i ca l l y  p ay s  h im  or  h er  th e  p er  s ha re  e qu i va l ent  va lu e  o f  e a c h  o f  th e  p ha ntom  s ha re s  ve ste d  in  h i s  or  h er  a c c o unt .  Th e  a m o unt  p a i d  i s 
d e du c ti b l e  to  th e  c omp a ny.

A  Sto c k  Appre c i ati on  R i g hts  ( S A R )  p la n  i s  s im i la r  to  th e  Pha ntom  Sto c k  p la n  in  that  th e  va lu e  o f  b en e f i ts  in  th e  S A R  p la n  i s  t i e d  to  th e  va lu e  o f  th e  c or p orati on’s 
s to c k .  Un l i ke  p ha ntom  sto c k ,  h owe ver,  th e  emp l oy e e  un d er  a n  S A R  p la n  i s  on l y  enti t l e d  to  re c e i ve  appre c i ati on  on  a  c er ta in  p erc enta g e  o f  S A R  un i ts  va lu e d  a g a inst  th e 
c or p orati on’s  s to c k ,  n o t  th e  entire  prin c ip a l  va lu e  o f  th e  sto c k .  W h en  th e  emp l oy e e  l e ave s  th e  c omp a ny,  th e  un i ts  in  h i s  or  h er  a c c o unt  a re  re - e va luate d  to  re f l e c t  th e 
c urrent  ma rke t  pri c e ,  or  f ormu la  pri c e  o f  th e  sto c k .  D ep en d ing  up on  i ts  d e s i g n ,  th e  emp l oy e e  may  re c e i ve  h i s  or  h er  b en e f i t  (to  th e  e xtent  ve ste d )  in  a  lump  sum  up on 
d ep a r ture  or  in  a  s er i e s  o f  p aym ents  o ver  s e vera l  y e a r s .

In  b o th  Ph a ntom  Sto ck  a nd  S A R  p l a ns ,  s u cce ss  d ep end s  on  ca r ef u l  d e s ig n  o f  v e s ting ,  f or f eit ur e ,  p ay ment  s che du l e s  a nd  f und ing  d e v i ce s .  The  b enef it  f or mu l a  in 
b o th  o f  th e s e  p l a ns  is  th e  v a lu ati on  o f  th e  comp a ny ’s  s to ck .

If  y o u  have  n o t  y e t  insta l l e d  a  ke y  emp l oy e e  in c enti ve  p la n  d e s i g n e d  to  m o ti vate  y o ur  emp l oy e e s  to  in cre a s e  th e  va lu e  o f  y o ur  c omp a ny,  n ow  i s  a  g re at  t im e  to  m e e t  wi th 
y o ur  a dvi s or s .  Us e  th e  atta c h e d  Emp l oy e e  B en e f i t  Ch e c kl i st  to  h on e  in  on  th e  imp or ta nt  i ssu e s  in  cre ating  emp l oy e e  in c enti ve  p la ns . 

If  y o u  have  insta l l e d  a  p la n  b ut  f in d  that  i t  i s  n o t  m e e ting  y o ur  o b j e c ti ve s ,  us e  th i s  Pap er  to  e va luate  why  i t  i s  f a i l ing  y o u .  S i t  d own  wi th  y o ur  a dvi s or y  te a m ,  a d just  y o ur 
p la ns  wh ere  n e c e ss a r y  a n d  prep a re  to  s e e  th e  va lu e  o f  y o ur  c omp a ny  ta ke  o f f .
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/ / 1 3 E M P L OY E E  B E N E F I T  C H E C K L I ST

R em emb er,  no  m at ter  w h at  t y p e  o f  incentiv e  p l a n  yo u  ins tit ute ,  it  mus t  me e t  the 
f o l l o w ing  cr iter i a :

If  yo u  imp l ement  a  p l a n ,  w h at  ob s t acl e s ,  in  ter ms  o f  co s t  a nd  the  p o ss ib i l it y 
o f  up s e t ting  non - p a r ti cip ating  emp l o ye e s ,  mus t  yo u  ov er come ? 

Wo u l d  mone y  c ur r entl y  b eing  sp ent  on  comp a ny- w i d e  b enef its  b e  b e t ter  sp ent  if  a l l o cate d 
to  to p  emp l o ye e s ?

Ye s                   No

A s  th e  emp l oy e e  atta ins  h i s  or  h er  g o a l ,  th e  va lu e  o f  y o ur  b us in e ss  in cre a s e s .

Th e  p la n  “ha n d c uf f s”  th e  emp l oy e e  to  y o ur  c omp a ny.

Pla n  o b j e c ti ve s  a re  m e a n ing f u l ,  re a l i s t i c  a n d  we l l - c ommun i cate d .

B en e f i ts  a re  su b sta nti a l .
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/ / 1 4 E M P L OY E E  B E N E F I T  C H E C K L I ST

W h at  is  the  b e s t  t y p e  o f  p l a n  to  mo tiv ate  a nd  r e t a in  to p  emp l o ye e s ?
Ca s h-b a s e d  or  s to c k-b a s e d ?                                             W hy ?

If  ca s h - b a s e d :
W hat  a m o unt  o f  ca s h  wo u l d  b e  m e a n ing f u l ?

W hat  p er f orma n c e  sta n da rd s  a re  c ha l l eng ing  y e t  a c h i e va b l e ?  

W h en  s h o u l d  th e  awa rd  b e  ma d e ?  

How  mu c h  o f  th e  awa rd  s h o u l d  b e  d e f erre d  or  su b j e c t  to  “g o l d en  ha n d c uf f s” ?  

W hat  t y p e  o f  ve st ing  s c h e du l e  s h o u l d  app l y ?  

If  s to ck- b a s e d :
W hat  c on d i ti ons  s h o u l d  app l y  to  a  s to c k  b onus ? 

Is  th e  b onus  a  s to c k  or  ca s h  b onus  op ti on ? 

( If  s to c k  op ti on ,  i s  op ti on  in c enti ve  or  n on- qua l i f i e d ? ) 

How  i s  th e  sto c k  to  b e  va lu e d ?  

How  mu c h  sto c k  wi l l  b e  o f f ere d  at  o uts e t  a n d  in  f uture ? 



Ab o ut  We a lthPo int 

We a lthPo int  i s  h e a d qua r tere d  in  Ph o en i x ,  Ari z ona  wi th  o f f i c e s  in  D enver,  L o s  Ang e l e s  a n d  Ch i ca g o.  Th e y  sp e c i a l i z e  in  pro vi d ing  a  h o l i st i c  appro a c h  to  b us in e ss  a n d  l i f e 
insura n c e  a dvi s or y  s er vi c e s  wi th  a  f o c us  on  su c c e ss i on ,  e x i t  a n d  we a lth  tra nsf er  p la nn ing .  We a lthPo int  s er ve s  a f f lu ent  f a m i l y  g ro up s  a n d  entrepren e ur s  f rom  c l o s e l y  h e l d 
c omp a n i e s  thro ug h o ut  th e  U. S .  Th e  c omp a ny ’s  Kno w  y o ur  s tor y ®  Un i qu e  Pro c e ss  h e lp s  th e ir  c l i ents  to  a c h i e ve  b e tter  b us in e ss  re su lts  a n d  navi g ate  th e  i ssu e s  c l i ents  f a c e 

surro un d ing  c omp l e x i t y,  un c er ta int y  a n d  c o l la b orati on .  Ad d i ti ona l  inf ormati on  ca n  b e  f o un d  at  w w w.we a lthp o int . n e t . 

Pl e a s e  n o te  c er ta in  ta x  pro vi s i ons / strate g i e s ,  p la nn ing  c on c ep ts  a n d / or  f ina n c i a l  s trate g i e s  may  b e  re f eren c e d  wi th in  th i s  d o c um ent .  Th e  Interna l  R e venu e  C o d e  i s 
c onsta ntl y  c ha ng ing  a n d  c er ta in  pro vi s i ons  may  b e c om e  o utdate d  or  n o  l ong er  b e  va l i d  in  th e  f uture .  E a c h  c l i ent  s i tuati on  i s  un i qu e  a n d  n o t  a l l  s trate g i e s  wi l l  b e 

app l i ca b l e  f or  e a c h  s i tuati on .  Pl e a s e  c onsu lt  y o ur  ta x  a n d  l e g a l  a dvi s or s  b e f ore  imp l em enting  on  a ny  strate g i e s  re f eren c e d  h ere . 

/ / 1 5
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