Pwc Stock Compensation Guide

Stock-based
compensation

.'-r}lld'l.li:-'.'

pwe

PWC sTock COMPENSATION GUIDE IS AN ESSENTIAL TOOL FOR UNDERSTANDING HOW STOCK-BASED COMPENSATION WORKS
WITHIN ORGANIZATIONS, SPECIFICALLY FOR COMPANIES THAT ARE PUBLICLY TRADED OR HAVE PLANS TO GO PUBLIC. THIS GUIDE
PROVIDES INSIGHTS INTO VARIOUS ASPECTS OF STOCK COMPENSATION, INCLUDING TYPES OF STOCK AWARDS, ACCOUNTING
IMPLICATIONS, TAXATION, AND BEST PRACTICES FOR IMPLEMENTATION. IN THIS ARTICLE, WE WILL EXPLORE THE KEY
COMPONENTS OF THE P\W/C STOCK COMPENSATION GUIDE AND HOW COMPANIES CAN EFFECTIVELY MANAGE THEIR STOCK-BASED
COMPENSATION PROGRAMS.

UNDERSTANDING STOCK COMPENSATION

STOCK COMPENSATION REFERS TO THE PRACTICE OF PROVIDING EMPLOYEES WITH SHARES OF THE COMPANY’S STOCK OR STOCK
OPTIONS AS PART OF THEIR REMUNERATION PACKAGE. THIS APPROACH ALIGNS THE INTERESTS OF EMPLOYEES WITH THOSE OF
SHAREHOLDERS, POTENTIALLY ENHANCING MOTIVATION AND PRODUCTIVITY. STOCK COMPENSATION CAN TAKE VARIOUS FORMS,
INCLUDING:



STock OPTIONS

ResTrICTED STock UNiTs (RSUs)

® PERFORMANCE SHARES

EmPLOYEE STock PurcHASE PLans (ESPPs)

EACH TYPE OF STOCK COMPENSATION COMES WITH ITS OWN SET OF BENEFITS, RISKS, AND ACCOUNTING TREATMENTS, MAKING IT
CRUCIAL FOR COMPANIES TO ADOPT A STRUCTURED APPROACH WHEN DESIGNING THEIR COMPENSATION STRATEGIES.

TYPES OF STOCK AWARDS

THE PWC sTOCKk COMPENSATION GUIDE OUTLINES SEVERAL PRIMARY TYPES OF STOCK AW ARDS, EACH SERVING DIFFERENT
PURPOSES AND APPEALING TO VARIOUS EMPLOYEE DEMOGRAPHICS.

1. STock OPTIONS

STOCK OPTIONS GIVE EMPLOYEES THE RIGHT TO PURCHASE SHARES AT A PREDETERMINED PRICE, KNOWN AS THE EXERCISE PRICE,
WITHIN A SPECIFIED PERIOD. THE MAIN ADVANTAGES OF STOCK OPTIONS INCLUDE:

- ALIGNING EMPLOYEE INTERESTS: EMPLOYEES BENEFIT WHEN THE COMPANY’S STOCK PRICE INCREASES, MOTIVATING THEM TO
CONTRIBUTE TO OVERALL COMPANY PERFORMANCE.

- RETENTION ToOL: STOCK OPTIONS OFTEN COME WITH VESTING SCHEDULES THAT ENCOURAGE EMPLOYEES TO STAY WITH THE
COMPANY LONGER.

HO\X/EVER/ STOCK OPTIONS CAN ALSO POSE CHALLENGES, INCLUDING POTENTIAL DILUTION OF EXISTING SHAREHOLDERS’ EQUITY.

2. ResTrICTED STOock UNITs (RSUs)

RSUs ARE AWARDS THAT REPRESENT A PROMISE TO DELIVER SHARES OF STOCK TO EMPLOYEES AT A FUTURE DATE, SUBJECT TO
VESTING CONDITIONS. KEY BENEFITS OF RSUS INCLUDE:

- IMMEDIATE V ALUE: UNLIKE STOCK OPTIONS, RSUs HAVE INTRINSIC VALUE AT THE TIME OF VESTING, PROVIDING EMPLOYEES
WITH GUARANTEED COMPENSATION.

- SIMPLIFIED ACCOUNTING: RSUS ARE GENERALLY EASIER TO ACCOUNT FOR COMPARED TO STOCK OPTIONS, AS THEY DO NOT
REQUIRE COMPLEX VALUATIONS.

3. PERFORMANCE SHARES

PERFORMANCE SHARES ARE AW ARDED BASED ON ACHIEVING SPECIFIC COMPANY PERFORMANCE GOALS, SUCH AS FINANCIAL
METRICS OR STOCK PRICE TARGETS. THIS TYPE OF STOCK COMPENSATION IS BENEFICIAL BECAUSE IT:

- LiNks COMPENSATION TO PERFORMANCE: EMPLOYEES ARE REW ARDED FOR DRIVING THE COMPANY’S SUCCESS.
- ProMOTES LonNG-TERM Focus: PERFORMANCE SHARES OFTEN HAVE LONGER VESTING PERIODS, ENCOURAGING A FOCUS ON
LONG-TERM RESULTS.



4. EMPLOYEE STock PURcHASE PLANs (ESPPs)

ESPPs ALLOW EMPLOYEES TO PURCHASE COMPANY STOCK AT A DISCOUNTED PRICE, TYPICALLY THROUGH PAYROLL
DEDUCTIONS. THESE PLANS ARE ATTRACTIVE BECAUSE THEY:

- ENCOURAGE OWNERSHIP: EMPLOYEES BECOME SHAREHOLDERS, FOSTERING A SENSE OF OWNERSHIP AND COMMITMENT TO THE
COMPANY.

- TAX ADVANTAGES: CERTAIN ESPPS OFFER FAVORABLE TAX TREATMENT FOR EMPLOYEES, ENHANCING THE OVERALL VALUE OF
THE COMPENSATION.

ACCOUNTING IMPLICATIONS

ONE OF THE CRITICAL AREAS COVERED IN THE P\W/C STOCK COMPENSATION GUIDE IS THE ACCOUNTING IMPLICATIONS
ASSOCIATED WITH STOCK-BASED COMPENSATION. COMPANIES MUST COMPLY WITH STANDARDS SET BY THE FINANCIAL
ACCOUNTING STANDARDS BoARD (FASB), PARTICULARLY ACCOUNTING STANDARDS CopIFICATION (ASC) 7 18, WHICH
GOVERNS THE ACCOUNTING FOR SHARE-BASED PAYMENTS.

1. RECOGNITION OF EXPENSE

Unper ASC 71 8, COMPANIES ARE REQUIRED TO RECOGNIZE THE FAIR VALUE OF STOCK-BASED AWARDS AS AN EXPENSE IN THEIR
FINANCIAL STATEMENTS. THE FAIR VALUE IS TYPICALLY DETERMINED AT THE GRANT DATE USING VALUATION MODELS, SUCH AS
THE BLACK-SCHOLES MODEL FOR STOCK OPTIONS.

2. IMPACT ON FINANCIAL STATEMENTS

STOCK-BASED COMPENSATION AFFECTS BOTH THE INCOME STATEMENT AND THE BALANCE SHEET. ON THE INCOME STATEMENT,
THE EXPENSE REDUCES NET INCOME, WHILE ON THE BALANCE SHEET, EQUITY IS INCREASED AS SHARES ARE ISSUED UPON EXERCISE
OR VESTING.

3. DISCLOSURE REQUIREMENTS

COMPANIES MUST PROVIDE DETAILED DISCLOSURES REGARDING THEIR STOCK COMPENSATION PLANS IN THEIR FINANCIAL
STATEMENTS, INCLUDING:

- THE NATURE AND TERMS OF SHARE-BASED PAYMENT ARRANGEMENTS.
- THE NUMBER OF AW ARDS GRANTED, EXERCISED, AND OUTSTANDING.
- THE METHOD USED TO ESTIMATE THE FAIR VALUE OF THE AWARDS.

TAX CONSIDERATIONS

TAX IMPLICATIONS OF STOCK COMPENSATION CAN BE COMPLEX AND VARY BASED ON THE TYPE OF AWARD AND THE
JURISDICTION IN WHICH A COMPANY OPERATES. THE PW/ C STOCK COMPENSATION GUIDE HIGHLIGHTS KEY TAX CONSIDERATIONS,
SUCH AS:



1. EMPLOYEE TAXATION

EMPLOYEES GENERALLY DO NOT RECOGNIZE INCOME AT THE GRANT DATE OF STOCK OPTIONS OR RSUSs. |NSTEADI INCOME IS
RECOGNIZED WHEN THE OPTIONS ARE EXERCISED OR THE RSUS VEST. THE INCOME AMOUNT IS SUBJECT TO ORDINARY INCOME
TAX AND MAY ALSO INCUR PAYROLL TAXES.

2. EMPLOYER T AX DEDUCTIONS

EMPLOYERS CAN TYPICALLY CLAIM A TAX DEDUCTION EQUAL TO THE AMOUNT THAT EMPLOYEES RECOGNIZE AS INCOME. THE
TIMING OF THE DEDUCTION MAY DEPEND ON THE TYPE OF STOCK AWARD AND THE APPLICABLE TAX LAWS.

BeEST PRACTICES FOR IMPLEMENTING STock COMPENSATION PROGRAMS

TO EFFECTIVELY MANAGE STOCK-BASED COMPENSATION, COMPANIES SHOULD CONSIDER THE FOLLOWING BEST PRACTICES
OUTLINED IN THE PW/ C STOCK COMPENSATION GUIDE:

1. ALIGN CoMPENSATION WITH COMPANY GOALS: ENSURE THAT STOCK COMPENSATION PLANS ARE DESIGNED TO PROMOTE
BEHAVIORS THAT ALIGN WITH THE COMPANY’S STRATEGIC OBJECTIVES.

2. ENGAGE STAKEHOLDERS: INVOLVE KEY STAKEHOLDERS, INCLUDING HR, FINANCE, AND LEGAL TEAMS, IN THE DESIGN AND
IMPLEMENTATION OF STOCK COMPENSATION PROGRAMS.

3. CoMMUNICATE CLEARLY: PROVIDE EMPLOYEES WITH CLEAR INFORMATION ABOUT HOW STOCK COMPENSATION \WORKS,
INCLUDING THE POTENTIAL RISKS AND REW ARDS.

4. MONITOR AND ADJUST: REGULARLY REVIEW THE EFFECTIVENESS OF STOCK COMPENSATION PROGRAMS AND MAKE
ADJUSTMENTS AS NEEDED TO ENSURE THEY REMAIN COMPETITIVE AND ALIGNED WITH COMPANY GOALS.

CoNCLUSION

THe PWC sTOCk COMPENSATION GUIDE SERVES AS A VITAL RESOURCE FOR COMPANIES LOOKING TO IMPLEMENT OR REFINE THEIR
STOCK-BASED COMPENSATION STRATEGIES. BY UNDERSTANDING THE VARIOUS TYPES OF STOCK AW ARDS, ACCOUNTING
IMPLICATIONS, TAX CONSIDERATIONS, AND BEST PRACTICES, ORGANIZATIONS CAN CREATE EFFECTIVE COMPENSATION PROGRAMS
THAT ATTRACT AND RETAIN TALENT WHILE ALIGNING EMPLOYEE INTERESTS WITH THOSE OF SHAREHOLDERS. AS THE LANDSCAPE
OF COMPENSATION CONTINUES TO EVOLVE, STAYING INFORMED AND ADAPTABLE WILL BE KEY TO LEVERAGING STOCK
COMPENSATION AS A STRATEGIC TOOL FOR SUCCESS.

FREQUENTLY AskeD QUESTIONS

WHAT IS THE PURPOSE OF THE PWC STock COMPENSATION GUIDE?

THe PwC STtock CoMPENSATION GUIDE PROVIDES COMPREHENSIVE GUIDANCE ON THE ACCOUNTING AND REPORTING
REQUIREMENTS FOR STOCK-BASED COMPENSATION, HELPING COMPANIES NAVIGATE COMPLEX REGULATIONS AND ENSURE
COMPLIANCE.



\WHAT ARE THE KEY COMPONENTS COVERED IN THE PwWC STock COMPENSATION
GuIDE?

THE KEY COMPONENTS INCLUDE THE MEASUREMENT OF STOCK OPTIONS, THE IMPACT OF PERFORMANCE CONDITIONS, TAX
IMPLICATIONS, AND DISCLOSURES REQUIRED BY GAAP AnD IFRS.

How poes THE PwC STtock CoMPENSATION GUIDE ASSIST IN FINANCIAL REPORTING?

THE GUIDE ASSISTS BY OFFERING CLEAR METHODOLOGIES FOR VALUING STOCK OPTIONS AND OTHER EQUITY AWARDS, ENSURING
ACCURATE FINANCIAL REPORTING AND CONSISTENCY ACROSS COMPANIES.

\WHAT RECENT UPDATES HAVE BEEN MADE TO THE PwC STock CoMPENSATION GUIDE?

RECENT UPDATES INCLUDE REVISIONS TO REFLECT CHANGES IN ACCOUNTING STANDARDS, SUCH AS ASU 2016-09, WHICH
SIMPLIFIED THE ACCOUNTING FOR SHARE-BASED PAYMENTS.

\WHO IS THE TARGET AUDIENCE FOR THE PwWC STock COMPENSATION GUIDE?

THE TARGET AUDIENCE INCLUDES FINANCE PROFESSIONALS, ACCOUNTANTS, AUDITORS, AND CORPORATE GOVERNANCE TEAMS
SEEKING TO UNDERSTAND AND APPLY STOCK COMPENSATION ACCOUNTING.

How DOES THE GUIDE ADDRESS THE VALUATION OF STOCK OPTIONS?

THE GUIDE OUTLINES VARIOUS VALUATION METHODS, INCLUDING THE BLACK-SCHOLES MODEL AND LATTICE MODELS, AND
PROVIDES INSIGHTS ON SELECTING APPROPRIATE ASSUMPTIONS FOR INPUTS.

\W/HAT IS THE SIGNIFICANCE OF TAX IMPLICATIONS DISCUSSED IN THE PwC Stock
CoMPENSATION GUIDE?

UNDERSTANDING TAX IMPLICATIONS IS CRUCIAL AS IT AFFECTS BOTH THE COMPANY’S TAX DEDUCTIONS AND THE EMPLOYEES'
TAX LIABILITIES, INFLUENCING THE OVERALL COST OF STOCK COMPENSATION PLANS.

Does THE PwC STock COMPENSATION GUIDE COVER INTERNATIONAL ACCOUNTING
STANDARDS?

YES, THE GUIDE ADDRESSES BOTH US GAAP AND IFRS STANDARDS, PROVIDING A GLOBAL PERSPECTIVE ON STOCK
COMPENSATION ACCOUNTING.

How CAN COMPANIES BENEFIT FROM USING THE PWC Stock CoMPENSATION GUIDE?

COMPANIES CAN BENEFIT BY REDUCING THE RISK OF NON-COMPLIANCE, ENHANCING THE ACCURACY OF THEIR FINANCIAL
STATEMENTS, AND IMPROVING TRANSPARENCY FOR STAKEHOLDERS.

\X/HERE CAN ONE ACCESS THE PwC Stock CoMPENSATION GUIDE?

THe PwC Stock COMPENSATION GUIDE CAN TYPICALLY BE ACCESSED ON PwC'S OFFICIAL WEBSITE OR THROUGH THEIR
PUBLICATIONS AND INSIGHTS SECTION.
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Unlock the essentials of employee rewards with our comprehensive PwC stock compensation guide.
Discover how to optimize your stock plans. Learn more!
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