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TodayToday’’s Agendas Agenda

The Current Marketplace

Equity Incentive Alternatives

Developing a Performance-Based Equity 
Incentive Program

•

 

Identifying Your Objectives
•

 

Key Design Considerations
•

 

Key Administrative and Other Considerations

Anticipating the Unexpected – How to 
Handle Termination Scenarios

Questions
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LongLong--Term Equity Incentive AlternativesTerm Equity Incentive Alternatives

Design FeaturesDesign Features
Length of Length of 
performance performance 
periodperiod
VestingVesting
Exercise/grant Exercise/grant 
priceprice
Mix of vehiclesMix of vehicles
Performance Performance 
metricsmetrics

LongLong--term Incentive Plan Design Alternativesterm Incentive Plan Design Alternatives

CurrencyCurrency
Appreciation Appreciation 
VehicleVehicle
FullFull--Value Value 
StockStock

1.1.

 

Stock Options:Stock Options:
Traditional stock options (time-based 
vesting)
Performance-based stock options
Indexed stock options
Premium-priced stock options

2.2.

 

FullFull--Value Shares:Value Shares:
Restricted stock/units (time-based 
vesting)
Performance-accelerated restricted 
stock/units
Career stock
Performance shares
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Equity Vehicle UsageEquity Vehicle Usage

Source: Compensia’s 2008 Silicon Valley 135 Executive Compensation Practices

87%

59%

24%

93%

48%

14%

85%

57%

13%

85%

70%

46%

Stock Options Restricted Shares Performance Shares

Prevalence of LTI Vehicle

All Companies Small Companies Medium Companies Large Companies
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Executive Equity/LTI MixExecutive Equity/LTI Mix

Source: Compensia’s 2008 Silicon Valley 135 Executive Compensation Practices

43%
26% 34%

19%

18%
16%

38%
56% 50%

Small Companies Medium Companies Large Companies

Top 5 Executive Average LTI Mix

Options Time-Based Shares Performance Shares
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PerformancePerformance--Based Equity Incentives Based Equity Incentives 

Policy considerations
•

 

Identifying your strategic objectives
•

 

Alignment with your long-term business outlook 
(forecast)

•

 

Impact on competitive positioning of your 
executive compensation program 

•

 

Relationship to accounting expense recognition 
requirements 
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PerformancePerformance--Based Equity Incentives Based Equity Incentives 

Design considerations
•

 

Accounting treatment of performance-based 
equity incentives
―

 

Awards with “performance conditions”
―

 

Awards with “market conditions”
•

 

Performance measures
•

 

Performance period
•

 

Performance measurement
•

 

Performance levels
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Performance MeasuresPerformance Measures

Source: Compensia’s 2008 Silicon Valley 135 Executive Compensation Practices

42% 42%

15%

6% 6% 6% 6%
3% 3%

Prevalence of Performance Share Metrics
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Multi-Year Performance

Multi-Single Year Period

One-Year Performance/Multi-Year Vesting Period

Performance PeriodPerformance Period

2009 2010 2011 2012
- Grant Perf Shares
- Set three-year goal

- Determine number of 
shares earned; 100% vestMeasure Performance

- 0% vest - 0% vest

2009 2010 2011 2012

- Determine number of 
shares earned; 33% vest

Measure Performance

- 33% vest

- Grant Perf Shares
- Set one-year goals

Additional Time Vesting

- 33% vest

2009 2010 2011 2012
- Grant Perf Shares
- Set one-year goal

- Determine shares earned 
for ’11

- Sum shares earned for ‘09-

 

‘11; 100% vest

Measure Performance

- Determine shares earned 
for ‘09; 0% vest

- Set new one-year goal

Measure PerformanceMeasure Performance

- Determine shares earned 
for ‘10; 0% vest

- Set new one-year goal
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1-Yr, 3%

2 Yrs, 20%

3 Yrs, 33%
4+ Yrs, 37%

Multiple, 7%

Total Vesting/Earning Period

Performance PeriodPerformance Period

Source: Compensia’s 2008 Silicon Valley 135 Executive Compensation Practices

1-Yr, 35%

2 Yrs, 
13%

3 Yrs, 32%

4+ Yrs, 6%

Multiple, 
13%

Performance Measurement Period
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Performance MeasurementPerformance Measurement

Source: Compensia’s 2008 Silicon Valley 135 Executive Compensation Practices

Absolute, 71%

Relative, 
16%

Combination, 
13%

Performance Measure Comparison
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Performance LevelsPerformance Levels

Proper alignment of target 
performance and payouts is crucial 
to incentive plan success
4 Threshold performance levels are 

typically very achievable (85-90% 
chance of achievement)

4 Target performance levels are more 
difficult to achieve (~60% chance of 
achievement)

4 Maximum performance levels are 
“stretch”

 

goals, and very difficult to 
achieve (10-15%

 

chance of 
achievement)

Maximum

 

(200%)

 

Maximum

 

(200%)

Threshold
(85-90% chance 
of achievement)

 

Threshold
(85-90% chance 
of achievement)

PerformancePerformance

A
w

ar
d 

($
)

A
w

ar
d 

($
)

Target
(~60% chance of 

achievement)

 

Target
(~60% chance of 

achievement)

Maximum
(10-15% chance 
of achievement)

 

Maximum
(10-15% chance 
of achievement)

Target
(100%)
Target

(100%)

Minimum
(50%)

Minimum
(50%)
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PerformancePerformance--Based Equity Incentives Based Equity Incentives 

Administrative and other considerations
•

 

Employee communications
•

 

Issuance of shares
•

 

Performance measure tracking and calculations
•

 

Tax considerations
•

 

Shareholder issues
•

 

Disclosure
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Anticipating the Unexpected  Anticipating the Unexpected  

Disposition of performance-based equity 
incentives in “special” situations

•

 

Termination of employment
•

 

Change in control of company
•

 

Death or disability of executive
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QuestionsQuestions

Questions
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Contact Information:Contact Information:

Michael Benkowitz

 (415) 462-2996

 mbenkowitz@compensia.com

Mark A. Borges

 (415) 462-2995

 mborges@compensia.com

Thomas G. Brown

 (408) 876-4023 
tbrown@compensia.com
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Common LongCommon Long--Term Equity  Incentive VehiclesTerm Equity  Incentive Vehicles

Equity VehicleEquity Vehicle DescriptionDescription

1. Stock Options1. Stock Options

Traditional Stock Options A right to buy a set number of shares at a specified price for a specified period of time

Performance-based Stock Options A right to buy shares that becomes exercisable only as (and to the extent) performance targets are 
met

Indexed Stock Options A stock option with a variable exercise price which is reset periodically based on the stock price 
performance of a comparison index (e.g., the QQQQ, peer companies, etc.)

Premium-Priced Stock Options A stock option that has an exercise price greater than the market value on the grant date (e.g., 
120% of grant date market price)

2. Full2. Full--Value SharesValue Shares

Restricted Stock Units (RSUs) A vehicle that represents a promise to pay a set number of shares at a specified point in the future, 
assuming continued employment

Performance-Accelerated RSUs Same as time-based RSUs, except that restrictions can also lapse sooner than the time-based 
schedule upon attainment of pre-established performance targets; targets can be operational or 
tied to stock price

Career Stock A promise to pay a set number of shares with a very long vesting time horizon (e.g., 10 years)

Performance Shares         
(operational goals)

Same as time-based RSUs, except that vesting is tied to attainment of pre-established operational 
performance targets

Performance Shares          
(relative stock price goals)

Same as time-based RSUs, except that number of shares earned is tied to attainment of pre-
established relative stock price goals; often a minimum number of shares will vest irrespective of 
stock price performance


	Mastering Performance-Based Equity: �New Frontiers in Executive Pay
	Today’s Agenda
	Long-Term Equity Incentive Alternatives
	Equity Vehicle Usage
	Executive Equity/LTI Mix
	Performance-Based Equity Incentives 
	Performance-Based Equity Incentives 
	Performance Measures
	Performance Period
	Performance Period
	Performance Measurement
	Slide Number 12
	Performance-Based Equity Incentives 
	Anticipating the Unexpected  
	Questions
	Contact Information:
	Common Long-Term Equity  Incentive Vehicles

