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Equity-Based
Compensation - Overview
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'‘Common Award Types

Award Type Description

Offer to purchase company shares at a fixed

Stock Options :
price

Right to receive value equal to appreciation of
company stock

Awards of company shares that contain
restrictions

Promise to deliver company shares after
restrictions lapse

A plan which enables the acquisition of
Employee Stock Purchase Plan (ESPP) company shares at a discount
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|
Equity Grant Practices

Pw(C’s 2015 Global Equity Incentive Survey

= “Return to basics”
(after periods of economic
boom and bust)

» Primary equity vehicles —
RSUs, ESPP and stock
options

= performance metrics:
Revenue/ Growth
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= Expansion of
global equity
plans

= No Change

= performance metrics:
EPS & TSR



Equity Grant Practices

PwC’s 2015 Global Equity Incentive Survey (Cont.)

= Predominant drivers remain the same (increase in “tax issues”):

4596 446
=32 =3 %0
182
@

2015 Grants O14 Grants 2012 Grants
= To increase alignment of total compensation strategy with business strateaw
Others

m To address tax issues
m To address market-trends

= Main priority in implementing a plan: tax efficiency/savings for both
the employee & the company.
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Tax Compliance and Planning (cont.)

= Complexities of mobile employee taxation

» Challenging compliance requirements

= Notable increase in the frequency of internal tax compliance reviews of
equity-based compensation plans
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Sporadically, as Annually Upon Every 2 years Every 6 months Other
we hear of Implementation or more
updates im a of the plans frequently

relevant country
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General U.S. Tax Rules
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Scope of Application

U.S. employees
of U.S.
companies
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U.S. citizens
employed by
Joreign
companies

Employees of
foreign
affiliates

performing
services in the
U.S.




'Incentive Stock Options — ISO - Requirements

Aggregated
Jixed
number of
shares

$ 100,000
Limitation

Limited to
Employees

Directors
excluded
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Expiration
Dates for
Grant and
Exercise of
Options
(10 years)

ISO

Requirements

Exercise
Price

Exercise

Price >=

FMYV at
Grant

Sharehold
ers
Approval
(12
months)
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'ISO — Qualified Disposition

Exercise price FMV FMV
$50 $100 $200
Grant Exercise Sale
*

* Long-Term Capital Gain = $150 @ 15%/20% + NIIT (3.8%) + State Tax

No deduction for employer
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' ISO — Disqualified Disposition

Exercise price FMV
$50 $100
Grant Exercise & Sale
(Same day sale)
*

Ordinary Income = $50

Employer allowed a deduction equal to
the ordinary income of the employee
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' Non-Qualified Stock Options

Exercise price FMV FMV
$50 $100 $200
Grant Exercise Sale

* *

\ J | }
f f

Ordinary Income = $50 LT/ST Capital Gain= $100

Employer allowed a deduction equal to
the ordinary income of the employee

Beware of Section 409A!
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'Restricted Stock / RSUs

FMV FMV FMV

$50 $100 $200

Grant Vesting Sale
* *

\ J |
f f

Ordinary Income = $100 LT/ST Capital Gain= $100

Employer allowed a deduction equal to
the ordinary income of the employee
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' Restricted Stock — with 83(b) election

FMV FMV EMV
$50 $100 $200
Grant Vesting Sale
* *
l\ }
|
Ordinary LT/ST Capital Gain= $150
Income = $50

Employer allowed a deduction equal to
the ordinary income of the employee

Consider planning opportunities!
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Section 409A




|
What is Section 409A?

Section 409A covers
“nonqualified deferred compensation”

Compensation which employees/service providers have a
legally binding right to receive in one taxable year
and that is payable in a later year

What is not considered deferred compensation?
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| Section 409A Applies to...

Section 409A applies to any U.S. taxpayer

U.S. citizens / resident aliens

Non-resident / resident aliens
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| . .
Section 409A — Requirements and Consequences

Requirements Key Consequences:

O Taxation upon vesting (instead of
exercise)

0 20% additional tax

=)

Non
Compliance

O Interest penalty

O State penalties

O Reporting and withholding

requirements (W-2)
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—— Employee

Employer
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Global Mobility Issues




" Global Mobility

Private

Employee "

Relocation

100%
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Assumptions:

IL - grants ISOs
IL - Trustee Capital Gain route (Sec. 102)
Employee exercises options & sells the

stocks on the same day

Employee retains Israeli tax residency
throughout relocation (under Israeli

domestic law)
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" Global Mobility — Cont.

Scenario I — Disposition When Optionee is a U.S. Resident

Israel U.S.
A |
[ | [ \
FMV $50 $100 $200
Grant Vesting Exesl':;:e &
1/1/14 1/1/17

\ )
f

IL - Capital Gain = $150 @25% + FTC on FSI
U.S. — Ordinary Income = $150 @marginal tax rate + FTC on FSI
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" Global Mobility — Cont.

Scenario II — Disposition When Optionee is an Israeli Resident

Israel U.S. Israel
\ \ I
[ | [ | | |
FMV $50 $100 $200
Grant Vesting Exesl':li:e &
1/1/14 1/1/17

K )
f

IL - Capital Gain = $150 @25% + FTC on FSI

U.S. — Ordinary Income on the portion of the U.S. source
income @marginal tax rate
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Thank you!

Vered Kirshner, Tax Partner, PwC Israel

972-3-7954510

vered.kirshner@il.pwc.com

Hadas Fuhrer, International Tax Senior Manager, PwC Israel

972 -3-7954-742

hadas.fuhrer@il.pwc.com

pwc

©2016 Kesselman & Kesselman. All rights reserved.

In this document, “PwC Israel” refers to Kesselman & Kesselman, which is a member firm of PricewaterhouseCoopers
International Limited, each member firm of which is a separate legal entity. Please see www.pwc.com/structure for
further details.

PwC Israel helps organisations and individuals create the value they're looking for. We’re a member of the PwC network
of firms with 223,000 people in more than 158 countries. We're committed to delivering quality in assurance, tax and
advisory services. Tell us what matters to you and find out more by visiting us at www.pwc.com/il

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional
advice. It does not take into account any objectives, financial situation or needs of any recipient. Any recipient should not
act upon the information contained in this publication without obtaining specific professional advice. No representation or
warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication,
and, to the extent permitted by law, Kesselman & Kesselman, and any other member firm of PwC, its members,
employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you
or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision
based on it, or for any direct and/or indirect and/or other damage caused as a result of using the publication and/or the
information contained in it.


mailto:vered.kirshner@il.pwc.com
mailto:hadas.fuhrer@il.pwc.com

