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Although private companies typically lack access to information regarding their peers'
compensation plans, HR committees and executives have the privilege and increased
flexibility to design plans that align with their specific business objectives.

Designing a long-term incentive plan (LTIP) can appear as complex as managing the controls on a Boeing-
737 dashboard, with numerous levers, switches, buttons, and indicators—making it challenging to identify
where to begin. This article introduces a three-question framework intended to guide you through the
process of long-term incentive design, enabling you to evaluate the most commonly available options,
along with their respective benefits and challenges.

Equity plans are tied to a Company
STEP 1: CASH VS. EQUITY PLANS valuation, while cash plans are not
Companies must first determine their priorities and rationale for the LTIP before determining the form it will
take. Cash plans are often praised for their simplicity and focus on near-term impact, while equity plans can
foster a deeper sense of investment and commitment, albeit with greater complexity. In addition to
considering business fundamentals such as specific talent market dynamics, succession planning, and exit
or IPO strategies, discussions with key stakeholders should help determine the most appropriate outcome.
This process will assist in identifying where to start.
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STEP 2: SELECTING THE PROPER INSTRUMENT
Cash Instruments
Limited by the Canadian Salary Deferral Rules, these instruments are typically limited up to three years

1. Long-Term Cash /STl Deferral: Cash incentive promise made upon achievement of specific objectives.
Payment made at the end of the agreed performance period.

2. Profit Sharing: Cash incentive determined as a pool established by a fraction of a key financial indicator over
the defined period.

Up to 2.0x Upside Uncapped Upside
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Itis generally observed that large and established private organizations implement long-term cash or STI
deferral programs. This solution is straightforward (particularly given current rigid equity-plan regulations),
serves as an excellent alternative for entities without cash constraints, and aligns with a low- to medium-
risk appetite.

Conversely, a profit-sharing plan is more appropriate for partnerships or service-based companies where
success is predominantly tied to annual earnings figures, preferably where there is minimal capital
expenditure and investment required. It is crucial for organizations to recognize that this solution
necessitates close monitoring, as the objective is for earnings to increase at a faster rate than
compensation.

Equity Instruments

Limited by the Canadian Salary Deferral Arrangements (SDA), phantom-equity instruments (cash-
denominated incentives) are typically limited to a term of up to three years (unless in option form, with a
substantial risk of forfeiture). The vesting of true equity plans can stretch past 3 years (no limit on term) and
are subject to a different section of the tax act.

1. Performance Share-Units (PSU) & Restricted Share Units (RSU): Incentive is granted in units/ shares (at the
outset), and would typically pay upon vesting (RSU) which could subject to a performance modifier (PSU) and
at the equity value at time of payment

Proprietary and confidential

|SOUTHLEA|

GECN &0



|SOUTHLEA

GECN &322

2. Stock Options: Incentive is granted in units (with a specific strike price), and vests over the agreed period.
Upon exercise, the participant value represents the spread between the latest equity value and strike price

Up to ~2.0x Upside Uncapped Upside

Medium predictability EEEEINERYNV] = Stock Options

Low predictability BNV = Stock Options

RSU (or PSU) plans are ideally suited to large private companies, later-stage private equity arrangements, or
scenarios involving executive-owner succession planning. Although they are more complex to establish and
administer, these plans provide excellent alignment with shareholders, moderate risk appetite, and
advantageous tax treatment.

Conversely, stock options are highly effective for firms with significant growth potential, where investors
aim for substantial returns (e.g., early-stage, VC-backed organizations). This instrument fosters strong
alignment to both performance outcomes and exercisability, which is connected to an anticipated liquidity
event.

SUMMARY TABLE

LTIP Vehicles (Pay Granted)
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Learn more about incentive design and mechanics in our ICD-toolkit and follow along for our upcoming
series of case studies, outlining real-world examples of private companies implementing new LTIPs.
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Whether you're considering RSU or PSU plans for executive-owner succession planning or stock options for
fostering alignment in high-growth, VC-backed scenarios, our experts are ready to help navigate the
complexities and ensure optimal outcomes tailored to your organization's needs. Reach out today to chart
the best path forward.

This article provides a high-level overview and does not encompass all the nuances associated with various
types of private organizations, including instrument-specific features, regulatory limitations, and tax
implications. We invite your team to connect with us for personalized guidance.

ABOUT US

Southlea Group is a national independent compensation consulting firm that provides global perspectives as a GECN
Group company working with over 150 compensation professionals in fifteen countries. We are headquartered in
Toronto with offices in Montreal and Vancouver and clients across Canada, representing all industries and
organization structures. Our team of advisors is multi-disciplined with diverse backgrounds and experiences. We are
proud to be a certified Women’s Business Enterprise by WBE Canada and to be Rainbow Registered as an LGBT+
friendly organization.

We would be pleased to address any questions and/or explore how we can support your challenging compensation
needs. Please email us at hello@southlea.com and we will follow up to set-up a time to discuss further.
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