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In the fiercely competitive business 
landscape, small and closely held 
companies often face challenges when 
it comes to recruiting and retaining 
the talent needed to drive growth. 
With public companies offering 
enticing stock and options, it can feel 
like a David vs. Goliath battle. 
However, there’s a secret weapon that 
can level the playing field and 
captivate top-tier talent: a well-crafted 
performance equity plan.

The cornerstone of any successful 
performance equity plan lies in 
its ability to align the goals of 
participants with those of the 
company and its shareholders. This 
requires a deep understanding of the 
business, the factors that propel its 
success, and the motivations that 
drive the staff. By taking the time to 
grasp the unique industry dynamics, 
market conditions, and the aspirations 
of the team, companies can create a 
plan that resonates and captivates.

Implementing a performance equity 
plan tailored specifically to a closely 
held company provides a powerful 
tool to attract, motivate, and retain 
exceptional talent. By offering 
employees a true stake in 
the company’s success, 
a sense of ownership and 
commitment is fostered 
that goes beyond mere 
compensation. When team 
members feel invested in the 
collective goals, they are more likely 
to stay dedicated and engaged for the 
long term.

But how can a company ensure that 
its performance equity plan hits the 
mark? It all starts with a meticulous 
design that reflects the nuances of the 
business. By choosing metrics that 
truly capture progress and growth, a 
clear roadmap for success is 
provided. Whether it’s revenue 
milestones, customer satisfaction 
goals, or product innovation targets, 
the selected metrics should align with 
the company’s unique value 
proposition.

Equally important is effective 
communication. Companies must 
clearly articulate the purpose of 
the plan, the specific goals tied 
to rewards, and what happens 
when these goals are met (or not). 
Transparency is key. Additionally, 
keeping employees informed about 
their progress and proximity to 
their targets fosters collaboration, 
excitement, and a shared sense of 
achievement.

Creating a performance equity plan 
that stands out requires a blend 
of strategy, creativity, and a deep 
understanding of the business 
landscape. It’s about designing a plan 
that not only attracts and retains 
top talent but also amplifies the 
competitive edge in the market.

So, let’s seize this opportunity to 
empower the team, accelerate 
growth, and show the world what a 
closely held company is truly capable 
of achieving. By crafting a 
performance equity plan that reflects 
the unique identity and ambitions, 
businesses can propel themselves to 
new heights and thrive amidst the 
giants.

Driving Performance, Sharing Success:  
The Small Business Guide to Performance Equity



In the dynamic world of business, 
incentive compensation programs 
play a pivotal role in the quest to 
attract, motivate, and retain 
exceptional talent. Striking the right 
balance, however, can be a formidable 
challenge. Typically, performance 
plans prioritize motivation first, 
followed by employee retention. But 
here’s an intriguing twist: a well-
designed incentive compensation plan 
can also serve as a compelling 
recruitment tool. So, let’s dive in and 
explore the key ingredients to create a 
plan that will make your competitors 
take notice!

It all starts with setting high-level 
objectives that align with your 
company’s vision and success drivers. 
These objectives will guide you in 
selecting the specific performance 
metrics to reward and identifying the 
individuals who will form your dream 
team. Strategic thinking is paramount 
to achieving success in this realm.

Once you’ve defined your objectives, 
the magic happens as you devise a 
plan that empowers individuals to 
achieve desired outcomes and enjoy 
the rewards it offers. 

The secret lies in fostering 
a sense of ownership and 
driving motivation to go 
above and beyond.

Remember, an exceptional incentive 
compensation program not only 
attracts top talent but also inspires 
them to stay committed for the long 
haul. So, buckle up and embark on the 
journey of crafting a plan that sets you 
apart from the competition.

Together, we’ll unlock the full potential 
of your team, fuel business growth, 
and pave the way for extraordinary 
success. It’s time to decode the 
mysteries of incentive compensation 
and propel your company to new 
heights!

Getting Down to Business: 
The Purpose of Incentive Compensation Programs
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1. Restricted Stock: Restricted stock involves
granting actual shares of company stock to 
employees, subject to certain restrictions or 
conditions. These restrictions may include a 
vesting period or performance targets that 
must be met. For example, a materials 
distribution company grants restricted stock 
to a key executive. The shares will fully vest 
after three years of service, incentivizing the 
executive to stay with the company and 
contribute to its long-term success.

Exploring Performance Equity 
Options for Small Businesses

When it comes to performance equity plans, small businesses have a range of options to 
consider. Let’s take a closer look at four common types: restricted stock, phantom stock, stock 
options, and stock appreciation rights (SARs). Each of these options offers unique benefits and 
can be tailored to suit the specific needs of your business.

These examples illustrate how each type of performance equity plan can be utilized in different scenarios 
to align employee incentives with business growth. Remember, it’s important to consider factors such as 
company size, goals, and employee preferences when choosing the most suitable plan for your small business.

2. Phantom Stock: Phantom stock plans
provide senior management with virtual or 
“Phantom” shares tied to the value of the 
company’s stock. While participants do not 
actually receive shares of stock, they are 
entitled to a cash equivalent to the value 
of common shares upon certain triggering 
events, such as a change in control or 
retirement. For instance, a  manufacturing 
company implements a phantom stock 
plan for its senior management team. If 
the company is acquired, the executives 
would receive a cash payout based on the 
proportionate value the participant had in 
phantom shares.

3. Stock Options: Stock options give employees
the right to purchase company stock at a 
predetermined price, known as the exercise 
price or strike price, within a specified 
timeframe. This allows employees to benefit 
from any future increase in the stock price. 
For example, a engineering firm grants 
stock options to its senior project managers. 
If the company’s stock value rises, 
employees can exercise their options and 
purchase the stock at the predetermined 
price.

4. Stock Appreciation Rights (SARs): Stock
Appreciation Rights (SARs) provide 
employees with a cash payment equal
to the increase in the company’s stock 
value over a specific period. Unlike stock 
options, employees are not required to 
purchase shares. Instead, they receive the 
appreciation value in cash. Let’s say a small 
consulting firm implements SARs for its 
senior consultants. If the company’s stock 
value rises by 20% in a year, the 
consultants would receive a cash payout 
equivalent to 20% of the increase.
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Cracking the Code:  
Navigating the 409A Rules with a Wink and a Smile

A world where equity compensation and tax regulations come together in a dance of numbers and 
paperwork. In this realm, we encounter the enigmatic Internal Revenue Code Section 409A (cue 
mysterious music). This code sets the stage for the rules and guidelines surrounding equity 
compensation, ensuring fair play and preventing sneaky maneuvers. Now, hold on tight, because things 
are about to 
get serious. Non-compliance with 409A can unleash tax penalties that will make even the boldest of 
adventurers shudder! But fear not, intrepid business owners, with the guidance of wise legal and tax 
professionals, you can decode the secrets of 409A and waltz your way to compliance. So, let’s embark on 
this journey together, with a sense of humor and a nod to the whimsical world of tax regulations. After all, 
if you can laugh in the face of tax complexities, you’ve truly mastered the art of keeping the IRS at bay!
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achieving your long-term goals? By establishing 
a clear link between your metrics and objectives, 
you create a powerful framework that guides 
participants toward the desired outcomes. This 
alignment ensures that everyone is working in 
harmony, fueled by a shared sense of purpose and 
motivation.

Incorporating the Payout Structure: Now, let’s 
discuss the exciting world of the payout structure 
within a performance equity plan. This structure 
acts as a potent motivator, inspiring participants to 
strive for excellence. Typically, participants fall 
within a range based on their performance, with 
the target representing the baseline award. 
Achieving outstanding results above the target can 
unlock additional rewards, while performance 
below the target but above the threshold may 
result in a scaled-down award. Some plans even 
incorporate a minimum threshold payout, 
guaranteeing a certain value and enhancing 
retention. Crafting 
a thoughtful payout structure ensures that 
participants are not only motivated to reach their 
potential but also recognized and rewarded for 
their exceptional contributions.

Conclusion: Cracking the code of metrics and 
designing a performance equity plan that speaks 
to your closely held company’s unique needs is 
no small feat. By defining your metrics, carefully 
selecting the right ones, and creating a clear link 
to your strategic objectives, you lay the 
groundwork for success. So, embrace the 
challenge, harness the power of metrics, and 
witness how a well-designed performance equity 
plan can transform your business’s trajectory.

Unveiling the Metrics:   
Designing Effective 
Performance Equity Plans

Today, we delve into the secrets behind designing 
a performance equity plan that unlocks the full 
potential of your closely held company. One of the 
critical elements in this journey is cracking the code 
of metrics—those key indicators that drive your 
business forward. So, let’s dive in and uncover the 
strategies that will propel your plan to success! 

Defining Your Metrics: Instead of relying on a one-
size-fits-all approach, it’s time to take a tailored 
approach to metrics. Start by asking yourself a 
crucial question: What are you measuring now? 
What are your key initiatives for the upcoming 
year? By identifying these core metrics, you can 
seamlessly tie your performance equity plan to your 
business plan’s goals and objectives. This alignment 
ensures that your plan becomes a driving force for 
success, with rewards directly linked to the 
outcomes that will catapult your business to new 
heights. 

Choosing the Right Metrics: Now, let’s talk about 
choosing the right metrics that truly reflect your 
business’s unique drivers of success. Explore 
the realms of financial, operational, and human 
resource metrics to gain a comprehensive view of 
your performance landscape. Dive deep into the 
numbers, dissect the data, and identify the key 
metrics that capture the essence of your growth 
journey. These metrics should serve as a compass, 
guiding participants toward the milestones 
that truly matter to your business. By carefully 
selecting metrics that align with your objectives, you 
lay the foundation for a performance equity plan that 
is not only effective but also perfectly tailored to 
your company’s needs.

Creating a Link to Objectives: Metrics alone 
aren’t enough—they need to be closely tied to 
your strategic objectives. Take a moment to 
reflect: How do these metrics contribute to 
increasing profitability, driving business value, or 



Performance-based equity plans can be a 
bit tricky to understand, but fear not! 
We’ve got the key to success: effective 
communication. So, let’s dive right in and 
explore how to make sure everyone is on 
the same page.

First things first, participants must 
understand the purpose of the plan and 
how they can make progress towards 
the ultimate goal. It’s all about clarity, 
my friends. When it comes to initial 
communication, we need to explain why 
specific goals were chosen for specific 
awards. Participants must know what’s 
expected of them to meet these goals, and 
most importantly, what will happen when 
they do (or don’t) meet them. 
Transparency is key!

But here’s the deal, communication 
doesn’t stop there. We can’t leave 
participants in the dark about their 
progress. If the plan’s purpose is to meet a 
revenue goal, we need to provide 
consistent updates on where they stand 
along the way. No surprises allowed! 
Effective communication means keeping 
the company and participants in the loop, 
providing realistic updates, and conveying 
the proximity to goals.

Now, let’s talk about the tools of the trade. 
Effective programs incorporate various 
communication methods like words, 
charts, reports, and examples. We want 
to paint a clear picture and make sure 
participants fully grasp the potential of the 
plan. Sometimes, it’s even worth investing 
in participant education to ensure they 
understand the high payout potential of 
performance-based equity.

So, buckle up and get ready to be a 
communication pro! Break down the plan, 
keep everyone informed of their progress, 
and make sure the potential rewards are 
crystal clear. With effective communication, 
success is just around the corner!

In conclusion, our white paper delved into 
the world of performance equity plans 
for small businesses. We emphasized the 
importance of aligning employee goals with 
company success and explored four 
common types of performance equity: 
restricted stock, phantom stock, stock 
options, and stock appreciation rights. 
We highlighted how each type can be 
used to incentivize and retain talent, 
driving business growth. To maximize 
the effectiveness of these plans, clear 
communication of the plan’s purpose, 
performance goals, and progress updates 
is essential. We encourage small business 
owners to carefully consider the specific 
needs and objectives of their company 
when implementing a performance equity 
plan, and to leverage the power of effective 
communication to engage and motivate 
employees. It’s time to unlock the potential 
of performance equity and propel your 
business to new heights of success.

Take action today and seize the opportunity 
to create a performance equity plan 
that will attract, motivate, and retain top 
talent. By aligning employee incentives 
with company goals, you can foster a 
collaborative and driven workforce that 
propels your small business towards 
long-term success. Don’t miss out on the 
benefits of performance equity—begin 
the journey today and unlock a world of 
possibilities. Your employees and your 
business deserve it!

Unlocking Success:    
Effectively Communicating Performance-Based 
Equity Plans
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