Unleashing the Power of Your
Employees: Getting a Better Return
on Your Incentive Plan Investment

New Orleans
May, 2005

Presented by Sue Tosh

Head: Human Capital Management

Human Resources - South Africa

= E._:.:_ EVERY STEP OF THE WAY




Your presenters...

® Terri Allender, CCP
Worldwide Compensation Director
Audodesk, Inc.

® Catherine Dovey, CCP, SPHR
Principal
Dovey HR Strategies

EVERY STEP OF THE WAY




Performance is King

® Pressure for increased
profits

@ Global workforce
creases pressure for
labor cost containment

® Shift to increased
weight on costs that
fluctuate with corporate
performance (variable
vs. fixed costs)
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Variable Pay Links to Organizational
Performance

® A 2003 study by Hewitt reports that /8% of
organizations surveyed believe variable pay
plans helped improve organizational
performance

® A 2004 study by WorldatWork reported
/0% of organizations list variable pay as an
important part of their competitive strategy
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Increased Use of Variable Pay
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Employee Engagement Survey

W Actively
Disengaged
54% O Not Engaged
O Actively
Engaged
29%
% of EEs

Curt Coffman, Gabriel Gonzalez-Molina, in Follow this Path 2002
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Employee Engagement Statistics
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The Incentive Link

Individual incentives are linked to communication
and openness in marketing/sales
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Autodesk Case Study
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Autodesk, Inc.

Autodesk, Inc. (NASDAQ: ADSK) is wholly focused on
ensuring that great ideas are turned into reality.

Autodesk is the world's leading software and services
company for the building, manufacturing, infrastructure,
digital media, and wireless data services field with six
million users worldwide.

Founded in 1982, Autodesk is
headquartered in San Rafael,
California. For additional
information about Autodesk,
please visit
www.autodesk.com.
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Timing Is Everything!

® Financial results had been unremarkable in
recent years but cost of the bonus plan
continued to escalate.

® Efforts were underway to transform the
company into a High Performance
Organization.

® We were implementing a Global
Compensation Framework.

® The COO had expressed a desire for

Business Unit plans vs. the traditional
Corporate plan.
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Diversification and Growth

® Autodesk had a large number
divisions/product groups - varying widely
in size, market sector, and maturity.

® Corporate measures were far from the “line
of sight” of many employees - and were

not an accurate reflection of a given
division'’s performance.

® The COO wanted Business Unit Executives
to feel the 'Pain’ or the 'Gain’ based on
their results.
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Were we getting our money’s worth?

® The Bonus Plan didn't change employees’
behavior because of a lack of

understanding of how the plan was funded
and how payouts were determined.

® Funding was based solely on corporate
performance didn't drive division
performance/growth.

® Employee "line of sight” to corporate
performance measures was generally weak.
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Global Compensation Framework

® Global Compensation Framework had been
defined and we were beginning to
implement the strategy.

® In the U.S., Bonus Targets were tied to
salary, not grade fevel creating a problem
in expanding the plan worldwide.

® Qutside of the U.S., bonus opportunity was
unevenly applied across the organization.
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New Incentive Plan Proposed
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Major Plan Changes

Funding

e Division Performance would be a component in
Incentive Plan funding.

Goals

w Sales and Product Development would be aligned
through shared revenue goals.

Jaraets
» Target bonus percentages would be based on

salary grade (rather than actual salary) to
facilitate worldwide expansion.

lucation /c e

e Employee financial information /education
opportunities would be increased.
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Benefits

@ Greater incentive for Divisions to keep pulling -
even if overall corporate numbers were weak.

® Clearer employee line of sight to performance
measures.

® Easier to expand - and more competitive -
globally (based on salary grade).

@ Greater alignment between sales & product
development.

@ Greater focus on driving future growth.

@ Better educated & more engaged workforce.
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Risks

Plan costs could be higher (in extreme
situations).

More complex to administer (more performance
matrices).

We could lose the "all in this together’ feeling
(some winners and some losers).

Divisions might sandbag their goals.

Employees might fail to see how they could
influence results.

Competitors might learn of our financial goals &
initiatives.

Financial information might distract, rather than
engage, employees.
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Plan Goals and Metrics

® Plan goals were set to fund the plan as
close to the employee line of sight as
possible without overcomplicating the plan.

® Stayed one or two levels from the top of
the organization for funding:

e Sub-Division levels could change,
consolidate, or disappear during the year.

e Kept the plan simple.
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Plan Funding

® Corporate Metrics:
e 100% Corporate revenue growth and
operating margin goals.
® Division Metrics:

e 70% Division revenue growth and
contribution margin goals.

e 30% Corporate revenue growth and
operating margin goals.
® Emerging Business Metrics:
e /0% on Defined Growth Initiatives

e 30% on Corporate revenue growth and
operating margin goals.
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Incentive Payouts

® Plan results would drive funding of the

incentive pool.

® Individual employee incentive payouts
would be discretionary based on individual
performance and contribution.

® Overall spend would be constrained to the
total pool allocated for the business unit.
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Initiatives to Improve Employee
Understanding of Financials

® Training would be provided to participants
regarding the new Incentive program

® Following each quarterly financial release,
the CFO would offer online education on an
aspect of the financials.

® Financial training ("Apples and Oranges”)
would be offered to all employees.

® [ncentive Plan Website would be launched
to provide participants further information

on the plan.
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Funding vs. Payouts

Individual Contribution to
Business Results = Payout

Funding Matrix




Communication Was Key

® Divisional All Hands meetings to introduce
the plan to participants

® Quarterly updates on progress toward goals
through:

e Divisional Executive at All Hands Meetings
e Website updates

® \Website provided real time information as
employees had questions.
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Website
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Employees want to know...

® How does the plan work?
® What are the plan goals?
® How are we doing?

® How do my day-to-day actions and
decisions affect achievement of goals and
ultimately, plan funding?

® How did you decide my incentive plan
payout?
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Results
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Industry/Direct Competitor
Comparison?
ARSK  EMIC Pt Pvit2 Industry

Market Cap: 6.52B8 1.48E MNIA A 177.47TM
Employees: 3,493 3.042 480" 5250 349
Rev. Growth (ttm): 15.40%  -1.80% MNiA NIA 7.60%
Revenue (ttm): 1178 67241M 158.30M° B897.00M' 78.00M
Gross Margin (ttm): 86.13%  73.58% NiA MIA, 65.20%
EBITDA (tim): 214.92M  85.73M NIA M, 2.10M
Oper. Margins (ttm): 18.28%  12.15% MNIA NIA 3.70%
Met Income (ttm): 213.34M  80.51M  30.40M° NIA 132.00K
EPS (ttm): 0.873 0.293 NiA NIA A
PE (ttm): 3252 18.67 MNAA NIA 34 46
PEG (tim): 1.86 1.35 NiA NI 1.70
PS (tim): 5.80 228 NiA M 2.41

FMTC = Peremetic Technology Comp: Pyil = Soldorks Comporabon (subsidiary or dvision); Pyvi2 = UGS Comp. {privately hald); Indusiny = Software &

Frogramming

1= Ag of 2003

2= From Yahoo Finance, 12805
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Three Year Stock Performance
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If you think you're not getting your
monies worth. ..

® Audit your current
incentive pay plan using
the attached assessment
form
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If you want to develop a new
plan

® Conduct a
readiness
assessment
(sample
attached)

® Design a new
plan (steps in
sample attached)
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Questions?
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