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Company HighlightsCompany Highlights
Net Worth Strategies, Inc: Founded 1998,  located Net Worth Strategies, Inc: Founded 1998,  located 
in Bend, ORin Bend, OR

Leader in equity compensation planning solutions:Leader in equity compensation planning solutions:
Software: StockOpterSoftware: StockOpter®® Insight & StockOpterInsight & StockOpter®® ProPro

Advisor Education ProgramsAdvisor Education Programs

BackBack--office Planning Assistanceoffice Planning Assistance

Corporate Equity Compensation EducationCorporate Equity Compensation Education

Software Customers: advisors from nearly every Software Customers: advisors from nearly every 
major financial advisory firmmajor financial advisory firm
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Equity Comp is Big MoneyEquity Comp is Big Money
11,500 publicly traded companies offer 11,500 publicly traded companies offer 
employee equity programsemployee equity programs
15% of outstanding shares held as options      15% of outstanding shares held as options      
12+ million individuals hold employee stock 12+ million individuals hold employee stock 
optionsoptions
500,000+ highly compensated executives 500,000+ highly compensated executives 
have options or restricted stockhave options or restricted stock
80% of executive compensation in form of 80% of executive compensation in form of 
equityequity
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Common MisconceptionsCommon Misconceptions
Maximizing equity compensation value is just luck Maximizing equity compensation value is just luck 
so getting assistance or creating a strategy is so getting assistance or creating a strategy is 
unnecessaryunnecessary
One should exercise / sell when:One should exercise / sell when:

Options expire or employment is terminatedOptions expire or employment is terminated
Money is neededMoney is needed
Stock price target is metStock price target is met

Taxation can be avoidedTaxation can be avoided
Stock Options are being replaced by Restricted Stock Options are being replaced by Restricted 
Stock Grants so managing them is unnecessaryStock Grants so managing them is unnecessary



Copyright Net Worth Strategies, Inc. © 2008

Truths About Equity CompTruths About Equity Comp
Careful planning and professional assistance Careful planning and professional assistance 
facilitates better decisions & reduces costly facilitates better decisions & reduces costly 
mistakesmistakes
Exercise / sell decisions should be based on:Exercise / sell decisions should be based on:

Remaining time value / leverage not stock price aloneRemaining time value / leverage not stock price alone
Financial goals not just cash flow requirementsFinancial goals not just cash flow requirements
Level of concentration in company stock and optionsLevel of concentration in company stock and options

Taxes are unavoidable but they can be managedTaxes are unavoidable but they can be managed
Although many companies have changed their Although many companies have changed their 
equity comp. programs recently, outstanding option equity comp. programs recently, outstanding option 
or SAR grants still require timely actionor SAR grants still require timely action
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The StockOpterThe StockOpter®® Process for Process for 
Facilitating Diversification DecisionsFacilitating Diversification Decisions

Step 1Step 1: StockOpter: StockOpter®® Portfolio AnalysisPortfolio Analysis
Determines Determines ““whenwhen”” to exercise / sell by to exercise / sell by 
quantifying value, leverage and risk quantifying value, leverage and risk 

Step 2Step 2: StockOpter: StockOpter®® Strategy ModelingStrategy Modeling
Address Address ““whatwhat--ifif”” questions and optimize for questions and optimize for 
tax and cash flow efficiencytax and cash flow efficiency
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Two StockOpterTwo StockOpter®® ProgramsPrograms

Creates a personalized 
report focusing on the 
investment reason for 
diversification.

Models tax and cash flow 
efficient strategies when 
the client is ready to take 
action.
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A menu driven tool that 
creates customizable 

reports in Word format

A menu driven tool that A menu driven tool that 
creates customizable creates customizable 

reports in Word formatreports in Word format
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StockOpterStockOpter®® Portfolio AnalysisPortfolio Analysis
Establishes a decision framework that Establishes a decision framework that 
facilitates timely and prudent actionfacilitates timely and prudent action
Required input:Required input:

Grant data and vesting scheduleGrant data and vesting schedule
Financial assumptionsFinancial assumptions

Should be discussed with a financial Should be discussed with a financial 
advisor to interpret the dataadvisor to interpret the data
Needs to be updated periodically Needs to be updated periodically 
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Sample Option HolderSample Option Holder
Financial Goal:   Financial Goal:   $2,000,000$2,000,000
Diversified Portfolio Value:   Diversified Portfolio Value:   $250,000$250,000
Company:   Company:   NASDAQ NASDAQ (hypothetical)(hypothetical)
Current Stock Price:   Current Stock Price:   $25.50$25.50
Estimated Stock Volatility:   Estimated Stock Volatility:   40%40% (annual report)(annual report)
Income Tax Rate:  Income Tax Rate:  40% 40% (combined state & fed)(combined state & fed)
Stock Options:Stock Options:

1 1 -- ISO: ISO: 20,000 vested 20,000 vested 
3 3 –– NQSOs / SARs: NQSOs / SARs: 70,000 vested & 45,000 unvested70,000 vested & 45,000 unvested

Shares:Shares:
15,000 shares held15,000 shares held (cost basis: $300K)(cost basis: $300K)
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Portfolio Analysis SegmentsPortfolio Analysis Segments
Valuation:Valuation:

InIn--thethe--money Valuemoney Value
CashCash--out Valueout Value
Black Scholes, Time and Forfeit ValuesBlack Scholes, Time and Forfeit Values

LeverageLeverage
Financial GoalsFinancial Goals
ConcentrationConcentration
Decision MetricsDecision Metrics
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Current 
FMV $25.50    Vested Unvested Total 

Grant 
ID 

Grant 
Type 

Expiration 
Date 

Strike  
Price 

# of  
Options 

ITM 
Value $ 

# of  
Options 

ITM  
Value 

$ 
# of  

Options 
ITM 

Value $
I1999 ISO 04/01/09 $15.3670 20,000 202,660  0 0 20,000 202,660 
N2001 NQ 04/01/11 $40.2345 25,000 0  0 0 25,000 0 
N2003 NQ 04/01/13 $20.5500 30,000 148,500  0 0 30,000 148,500 
S2005 SAR 04/01/15 $25.2500 15,000 3,750  15,000 3,750 30,000 7,500 
N2007 NQ 04/01/17 $27.0510 0 0  30,000 0 30,000 0 
Grand Total   90,000 354,910  45,000 3,750 135,000 358,660 

InIn--thethe--Money ValuationMoney Valuation

ITM Value =  Current FMV (Fair Market ITM Value =  Current FMV (Fair Market 
Value) Value) –– Grant Price x # of sharesGrant Price x # of shares
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Current 
FMV $25.50  Vested  

Grant 
ID 

Grant 
Type 

Expiration 
Date 

Strike  
Price 

# of  
Options 

ITM 
Value $ 

Potential 
Tax $ 

After 
Tax 

Value $ 
I1999 ISO 04/01/09 $15.3670 20,000  202,660 81,064 121,596 
N2001 NQ 04/01/11 $40.2345 25,000  0 0 0 
N2003 NQ 04/01/13 $20.5500 30,000  148,500 59,400 89,100 
S2005 SAR 04/01/15 $25.2500 15,000  3,750 1,500 2,250 
N2007 NQ 04/01/17 $27.0510 0  0 0 0 
Grand Total     90,000  354,910 141,964 212,946 

Cash Out ValuationCash Out Valuation

Cash Out Value = ITM Value Cash Out Value = ITM Value –– Potential Tax Potential Tax 
(calculated by applying income tax rates)(calculated by applying income tax rates)



Copyright Net Worth Strategies, Inc. © 2008

Current 
FMV $25.50    Vested Unvested Total 
Grant 

ID 
Grant 
Type 

Expiration 
Date 

Strike  
Price 

Time 
Value $ BSV $ 

Time 
Value $ BSV $ 

Time 
Value $ BSV $ 

I1999 ISO 04/01/09 $15.3670 17,492 220,152 0 0 17,492 220,152 
N2001 NQ 04/01/11 $40.2345 101,770 101,770 0 0 101,770 101,770 
N2003 NQ 04/01/13 $20.5500 222,477 370,977 0 0 222,477 370,977 
S2005 SAR 04/01/15 $25.2500 184,098 187,848 184,098 187,848 368,196 375,696 
N2007 NQ 04/01/17 $27.0510 0 0 409,277 409,277 409,277 409,277 
Grand Total     525,837 880,747 593,375 597,125 1,119,212 1,477,872 

Black Scholes ValuationBlack Scholes Valuation

Compare to ITM Compare to ITM 
Value of $358,660Value of $358,660

Black Scholes Value = Black Scholes Value = 
Time Value + ITM ValueTime Value + ITM Value
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Forfeit ValuationForfeit Valuation

Forfeit ValueForfeit Value®®

$1,119,212$1,119,212

Vs. ITM Vs. ITM 
Value of Value of 

Unvested: Unvested: 
$3,750$3,750

Forfeit Value = Forfeit Value = 
Time Value of Time Value of 

Vested + BSV of Vested + BSV of 
UnvestedUnvested

Current 
FMV $25.50    Vested Unvested Total 

Grant 
ID 

Grant 
Type 

Expiration 
Date 

Strike  
Price 

Time 
Value $ BSV $ 

Time 
Value $ BSV $ 

Time 
Value $ BSV $ 

I1999 ISO 04/01/09 $15.3670 17,492 220,152 0 0 17,492 220,152 
N2001 NQ 04/01/11 $40.2345 101,770 101,770 0 0 101,770 101,770 
N2003 NQ 04/01/13 $20.5500 222,477 370,977 0 0 222,477 370,977 
S2005 SAR 04/01/15 $25.2500 184,098 187,848 184,098 187,848 368,196 375,696 
N2007 NQ 04/01/17 $27.0510 0 0 409,277 409,277 409,277 409,277 
Grand Total     525,837 880,747 593,375 597,125 1,119,212 1,477,872 
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Based on Current Portfolio of Vested and Unvested Options 
Potential 

Stock 
Price 

Incremental 
Change 

Option 
Value $ 

Incremental 
Change 

Black- 
Scholes 
Value $ 

Incremental 
Change 

After Tax 
Value $ 

Incremental 
Change 

$10.44  -20.0% 0 0.0% 244,334  -38.5% 0 0.0% 
$13.06  -20.0% 0 -100.0% 397,368  -37.2% 0 -100.0% 
$16.32  -20.0% 19,060 -81.1% 632,466  -35.6% 11,436 -81.1% 
$20.40  -20.0% 100,660 -71.9% 981,384  -33.6% 60,396 -71.9% 
$25.50    358,660   1,477,872    215,196   
$30.60  20.0% 873,130 143.4% 2,020,078  36.7% 523,878 143.4% 
$36.72  20.0% 1,546,330 77.1% 2,712,016  34.3% 927,798 77.1% 
$44.06  20.0% 2,449,368 58.4% 3,583,027  32.1% 1,469,621 58.4% 
$52.88  20.0% 3,640,068 48.6% 4,669,853  30.3% 2,184,041 48.6% 
$63.45  20.0% 5,067,018 39.2% 6,010,126  28.7% 3,040,211 39.2% 

LeverageLeverage

A 20% A 20% increaseincrease in in 
stock price yields stock price yields 

a 143.4% a 143.4% increaseincrease
in ITM valuein ITM value

A 20% A 20% decreasedecrease in in 
stock price yields stock price yields 
a 71.9% a 71.9% decreasedecrease

in ITM valuein ITM value
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Financial GoalFinancial Goal
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PortfolioPortfolio

Goal status Goal status 
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stock pricesstock prices
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Value of Diversified Portfolio- 30%

After Tax Value of Owned Shares - 44%

After Tax Value of Vested - 25%

After Tax Value of Unvested - 0%

ConcentrationConcentration

70% of portfolio 70% of portfolio 
is in company is in company 

stock or optionsstock or options
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Grant 
ID 

Grant 
Type 

Expiration 
Date 

Strike  
Price 

ITM 
Value $ 

Time 
Value $ BSV $ 

Insight 
Ratio® 

I1999 ISO 04/01/09 $15.3670 202,660  17,492 220,152 7.95%
N2001 NQ 04/01/11 $40.2345 0  101,770 101,770 100.00%
N2003 NQ 04/01/13 $20.5500 148,500  222,477 370,977 59.97%
S2005 SAR 04/01/15 $25.2500 3,750  184,098 187,848 98.00%
N2007 NQ 04/01/17 $27.0510 0  0 0 N/A  
Grand Total 354,910  525,837 880,747 

Decision MetricsDecision Metrics

92.05% of grant92.05% of grant’’s s 
theoretic potential theoretic potential 
has been achievedhas been achieved
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Insight Ratio FactorsInsight Ratio Factors

Terminating employment?Terminating employment?

Bullish on company growth prospects?Bullish on company growth prospects?

Concerned with negative leverage?Concerned with negative leverage?

Close to achieving a financial goal?Close to achieving a financial goal?

Concentrated position?Concentrated position?

Upcoming cashUpcoming cash--flow requirements?flow requirements?
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Taking ActionTaking Action
After deciding to take action based on your After deciding to take action based on your 
StockOpterStockOpter®® Portfolio AnalysisPortfolio Analysis……..

Address Address ““whatwhat--ifif”” questions and optimize questions and optimize 
for tax and cash flow efficiency with for tax and cash flow efficiency with 
StockOpterStockOpter®® Strategy Modeling to:Strategy Modeling to:

Model the afterModel the after--tax cash flow effects of tax cash flow effects of 
different exercise and sell / hold strategiesdifferent exercise and sell / hold strategies

Identify tax optimization opportunities Identify tax optimization opportunities 

Compare and contrast strategies using Compare and contrast strategies using 
different stock price growth assumptionsdifferent stock price growth assumptions
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A wizard driven Excel 
tool that enables 

advisors to implement 
equity compensation 

strategies that are tax 
& cash flow efficient

A wizard driven Excel A wizard driven Excel 
tool that enables tool that enables 

advisors to implement advisors to implement 
equity compensation equity compensation 

strategies that are tax strategies that are tax 
& cash flow efficient& cash flow efficient
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StockOpterStockOpter®® Strategy ModelingStrategy Modeling
Illustrating Diversification:Illustrating Diversification:

Comparing diversification rates & stock prices to an Comparing diversification rates & stock prices to an 
alternative investmentalternative investment

Illustrating Cash Flow:Illustrating Cash Flow:
Illustrating the effects of exercising & sellingIllustrating the effects of exercising & selling
Determining exercise and tax costs Determining exercise and tax costs 

Illustrating Taxation:Illustrating Taxation:
Tax effects of exercising (AMT & Ordinary)Tax effects of exercising (AMT & Ordinary)
Holding ISOs to get capital gains ratesHolding ISOs to get capital gains rates
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Entering AssumptionsEntering Assumptions

Entering tax and  
financial assumptions is 
done using this wizard

Entering tax and  Entering tax and  
financial assumptions is financial assumptions is 
done using this wizarddone using this wizard
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Applying StrategiesApplying Strategies

Different “types” of 
exercise and sell 
strategies can be 

applied automatically

Different Different ““typestypes”” of of 
exercise and sell exercise and sell 
strategies can be strategies can be 

applied automaticallyapplied automatically
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Applying Price AssumptionsApplying Price Assumptions

Stock and alternative 
investment growth rates 

can be applied with 
customizable indices

Stock and alternative Stock and alternative 
investment growth rates investment growth rates 

can be applied with can be applied with 
customizable indicescustomizable indices
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Illustrating ResultsIllustrating Results

Charts and tables 
compare effects of 
various strategies

Charts and tables Charts and tables 
compare effects of compare effects of 
various strategiesvarious strategies
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Optimizing AlternativesOptimizing Alternatives
Tax Optimization:Tax Optimization:

ISO disqualifying disposition analysis (determining if it ISO disqualifying disposition analysis (determining if it 
is advantageous to sell the underlying stock prior to the is advantageous to sell the underlying stock prior to the 
1 year holding period)1 year holding period)

Exercising ISOs up to AMT limitExercising ISOs up to AMT limit

Cash Flow Optimization:Cash Flow Optimization:

Achieving an afterAchieving an after--tax cash flow amounttax cash flow amount

Achieving an afterAchieving an after--tax diversification percentagetax diversification percentage
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Comparing Taxation EffectsComparing Taxation Effects

Output comparing the 
tax effects of 

different strategies

Output comparing the Output comparing the 
tax effects of tax effects of 

different strategiesdifferent strategies
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Next StepsNext Steps
Alternatives for presenting the analysis:Alternatives for presenting the analysis:

Review the workbook with the client sideReview the workbook with the client side--byby--side or with side or with 
a weba web--conferenceconference

Copy and paste relevant output into a Word document Copy and paste relevant output into a Word document 
that explains the analysisthat explains the analysis

Implementation: Exercise, Sell, & ReinvestImplementation: Exercise, Sell, & Reinvest

Provide StockOpterProvide StockOpter®® Portfolio Portfolio updates on a updates on a 
quarterly basis to trigger subsequent actionquarterly basis to trigger subsequent action

Conduct additional StockOpterConduct additional StockOpter®® Strategy Strategy 
Modeling as requiredModeling as required
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SummarySummary
Assisting executives with equity compensation is an Assisting executives with equity compensation is an 
underserved & lucrative marketunderserved & lucrative market
The proven StockOpterThe proven StockOpter®® process consists of 2 steps:process consists of 2 steps:

Provide clients with a Provide clients with a StockOpterStockOpter®® InsightInsight Portfolio Analysis to Portfolio Analysis to 
establish a decision framework establish a decision framework 
Provide clients with a Provide clients with a StockOpterStockOpter®® ProPro Strategy Model to address Strategy Model to address 
whatwhat--if questions to optimize decisionsif questions to optimize decisions

Provide clients with a Portfolio update on a regular basisProvide clients with a Portfolio update on a regular basis
For complex cases use NWSI as your backFor complex cases use NWSI as your back--officeoffice
For additional information & resources:For additional information & resources:

Web: Web: www.networthstrategies.comwww.networthstrategies.com
Call: 541Call: 541--383383--38993899


