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Disclaimer & Important Information

* This presentation has been prepared by Greenberg Traurig, LLP for general educational purposes only
and does not constitute legal advice or establish an attorney-client relationship. Itis presented without
any representation or warranty whatsoever as to the accuracy or completeness of the information set forth
herein.

* No one should, oris entitled to, rely in any manner on any of the information set forth in this
presentation. Parties seeking advice should consult with legal counsel familiar with their particular
circumstances.

* This presentation is intended for the Financial Executives International Dallas Private Equity Special
Interest Group (the “FEI PE SIG”) in connection with its September 24, 2025, meeting. No further
distribution or reproduction of this presentation is authorized or permitted without the express written
consent of Greenberg Traurig, LLP.

* BY ACCEPTING DELIVERY OF THIS PRESENTATION, YOU ACKNOWLEDGE AND AGREE TO ALL OF THE
FOREGOING STATEMENTS.
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Recognized for Excellence

* No. 1, number of attorneys listed, Best Lawyers in America, 2008-2025
e 700+ rankings in Chambers and Partners Guides worldwide

* No. 3, Law360 400, Law360, 2019-2024

* No. 1, number of overall first-tier rankings and most first-tier metropolltan rankmgs “Best Law
Firms,” U.S. News - Best Lawyers®, 2011-2024

* Top 20, Thomson Reuters U.S. Law Firm Brand Index, 2020-2022

* Listed, Best Law Firms in Client Service Performance, BTIl’s Client Service A-Team
BTI Consulting Group, 2019-2024

* Winner, 6 Practice Group of the Year Awards for Construction, Environmental,;Hospitality,
Media & Entertainment, Products Liability, and Real Estate, Law360, 2022 = ' |
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Steven E. Bartz

Shareholder

DENEE

Private Equity | Mergers & Acquisitions | Energy Transactions | Digital Infrastructure | Defense, Aviation & Space

214.665.3723 / bartzs@gtlaw.com

DUKE UNIVERSITY — Bachelor of Arts (B.A.), Economics, with distinction (15t major), Public Policy Studies (2" major)

VANDERBILT UNIVERSITY — Doctor of Law (J.D.), Certificate of Specialization in Law & Business jointly awarded by
Vanderbilt University Law School and Vanderbilt’s Owen Graduate School of Management

UNIVERSITY OF MissiIssIPPI — Candidate for Master of Laws (LL.M.) in Air and Space Law

Steve Bartz focuses his practice on sophisticated private equity transactions, including mergers, acquisitions, and
divestitures. Leveraging his deep and multifaceted private equity experience and business-minded approach,
Steve routinely advises private equity sponsors, portfolio companies, and strategic buyers and sellers in matters
crucial to the execution of their most important strategic initiatives.

A leader in his field, Steve has been recognized by numerous publications, including Best Lawyers in America®,
The Legal 500, Texas Rising Stars®, and D Magazine’s “Best Lawyers in Dallas.”
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Kurtis Dixon, CPA

Partner, Tax - Commercial

Assurance - Tax - Advisory

DEER
Tax Partner | Corporate and Flow-Through Planning| Multi-State | Manufacturing/Distribution | Professional Services

972.448.9853 / kurtis.Dixon@weaver.com

UNIVERSITY OF TEXAS AT ARLINGTON — Bachelor’s degree in accounting, Master’s degree in taxation, and Master of
Business Administration (MBA) in Finance.

Kurtis Dixon, CPA, has more than eighteen years of experience in public accounting. He focuses on providing tax
compliance, planning and consulting services to corporations, S Corporations, partnerships and individuals. He is
particularly focused on serving the needs of health care professionals, other service professionals, inventory-based
businesses, manufacturing, and multi-state issues. Kurtis also has experience with preparation and review of
income tax provisions
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Why Equity?

Aligning interests of management with owners

* Equity creates long-term incentives and encourages creation of long-term value
* Retention, golden handcuffs

* Creates “ownership” mentality

Equity can be cheaper to the Company in the short-term

* If Company fails to grow, appreciation-based equity awards are worthless

* Potential for favorable accounting treatment

* Private companies may have limited cash flow

Tax treatment, tax deferral

* Many senior executives have limited immediate needs for cash, or wish to defer taxation to a later date (e.g.,
retirement)
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Common Types of “Incentive” Equity Awards

Stock Options

* Right to purchase shares in the future at the fair market value per share on the grant date
* No out-of-pocket cash until the option is exercised

* Tax-deferred until exercise (ordinary income) or later if 'incentive stock option’

* Generally only used for entities taxed as a C corporation

Profits Interests

* |Interestin a partnership (or LLC taxed as a partnership); partnership corollary to options or
SARs

* Special tax rules allow for capital gains potential upon exit

* These are the most common types of awards for private equity sponsored companies
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Common Types of “Incentive” Equity Awards

Restricted Stock Grants

* Actual shareissued, subject to vesting

* No out-of-pocket cash, but taxed at grant (if elected) or at vesting (despite lack of liquidity)
Phantom Equity / Transaction Bonuses

* Rightto receive a cash payment that is equal to the value of an equity interest, at a future date
* Income tax payable on receipt (vesting and receipt can be structured to be at different times)

* Often used for mid to lower-level employees and international employees
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Comparison of Incentive Equity Arrangements

Stock Options Profits Interests Restricted Stock Phantom Equity

Type of Entity Corporation, LLC or partnership LLC or partnership Corporation, LLC or Corporation, LLC or partnership
partnership

Risk shared by management Upside only Upside only Upside and downside Upside and downside or upside
only

‘Out-of-pocket’ cash requirements On exercise, for exercise price and None None; vesting may require None
withholding taxes (but may be net- cash payment (but may be net-
settled) settled)

Amount subject to taxation In-the-money value at time of Liquidation value of profits Value of shares at vesting Value of cash paid
exercise (unless an 1SO) interest ($0.00 at grant)

Timing of tax event Exercise Sale of interests (or any allocation Vesting Payment
of profits)

Tax consequences to Company Deductible No deduction available Deductible Deductible

Tax consequences to management Ordinary income Potential for capital gains Ordinary income Ordinary income
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Management Equity Overview: Stock Options

Generally
* Arightto acquire a shares at a specified “exercise price” upon “exercise” of the option

¢ Usually granted over the stock of an operating company or a holding corporation, but can also be granted over LLC/LP interests but not common
unless taxed as a corporation

Advantages

* Allows an employee to participate in the appreciation of the Company’s stock value without being an actual shareholder; options are granted at
no cost to employee

* Optionee chooses when taxable event occurs (unless cashed out in connection with transaction or exit)

* Very common; readily understood and easy to administer

Potential disadvantages

* Withholding taxes due at time of exercise; generally, optionee is required to pay in cash (although share withholding is possible)

* In-the-money value of option is subject to ordinary income tax rates

* Option must be granted at exercise price equal to then-current FMV otherwise creates potential 409A issues
Variation

e Cash-settled appreciation right
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Management Equity Overview: Profits Interests

Generally
* Entitles the holder to a share of future profits and appreciation of the limited liability company (an “LLC”) or partnership

¢ Share of profits is subordinate to return of capital and to capital interest holders (e.g., the sponsor and other co-
investors) and a performance hurdle (i.e., profits interest has zero “liquidation value” on the date of grant)

* Profits interests may be issued with special distribution “catch-up” rights after the applicable distribution hurdle is
satisfied

* Upon IPO, interests maybe converted into common stock of an operating company
Advantages
* No tax at grant or vesting, if properly structured and treated as a partnership interest

* Generally eligible for capital gains treatment under current U.S. tax law upon exit of investment; potential for meaningful tax
savings for senior management

* Bespoke nature of LLC documentation grants significant flexibility for sponsor
* Examples: participation thresholds, preferred returns

1Q
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Management Equity Overview: Profits Interests

Disadvantages
e Administration for Company is complex:

* Executive is treated as a partner or member, and will receive partnership income tax
statements (i.e., a Form K-1); Allocation of income to the Executive (including in respect of
unvested profits interests) may come as a surprise and Company may need to make tax
distributions to the Executive to avoid phantom income

* Executive generally cannot be treated as a W-2 employee of the Company;

* Employee holding company is a common structure to enable the Executive to be treated
as a partner of the Company and a W-2 employee of the operating company

* Executive generally will make a tax filing at time of grant (Section 83(b) election)

* Executive may be required to file tax returns in every state where the Company does business
* Legal documentation is lengthy and complicated
* No deduction available to Company
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Management Equity Overview: Profits Interests

Additional Considerations (Slide 1 of 5)
* A profits interest may be either:
* initially granted as a fully vested; or

* may vest based on continued service or the achievement of business benchmarks related to the
partnership's operations.

* A profits interest may be structured similarly to a stock option but may be more attractive to the recipient
because a profits interest grant, in some cases, can provide that all appreciation in value be taxed as long-
term capital gains rather than ordinary income.

* Unlike an option, a profits interest holder need not pay an exercise price to obtain the equity interest
represented by the profits interest because the recipient is already viewed as a partner under the law.

* A profits interest holder also may fully participate in the partnership in a manner similar to other partners (or
in a lesserrole if that is what is decided) while the original members retain their full value of the partnership
created prior to the grant of the profits interest.
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Management Equity Overview: Profits Interests

Additional Considerations (Slide 2 of 5)

* As noted above, the receipt of a profits interest should not be taxable to the recipient —to achieve that end,
the tax law provides safe harbors where purported profits interests will be respected as such if certain conditions
are met.

* Vested profits interest. The receipt of a not be treated as a taxable event profits interest in exchange for past
or future services will for the recipient or the partnership if the following conditions are met:

* the recipient must receive the profits interest in his or her capacity as a partner, or in anticipation of
becoming a partner, in exchange for the provision of services to or for the benefit of the partnership
granting the interest;

* theinterest must not relate to a substantially certain and predictable stream of income from
partnership assets, such as income from high-quality debt securities or a high-quality net lease;

* therecipient must not dispose of the profits interest within 2 years of receipt; and s
* the profits interest must not be a limited partnership interest in a “publicly traded partnership."
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Management Equity Overview: Profits Interests

Additional Considerations (Slide 3 of 5)

* Unvested profits interest.

* Additional IRS safe harbor guidance provides that neither the granting of a profits interest nor the vesting
of a profits interest will be treated as a taxable event.

* In order for the recipient to be treated as receiving the interest on the date of its grant, the following
conditions must be satisfied:

* Both the partnership and the profits interest recipient must treat the recipient as a "real"” partner
for tax purposes with respect to the entire profits interest granted beginning on the date of grant
(meaning, among other things, that the partnership must provide the recipient with a Form K-1, and
the recipient must pay his or her share of the taxes on the partnership's taxable income, to the extent

there is any);

* Neither the partnership nor the recipient may take any compensation deductionin connection
with the profits interest; and

* all of the requirements for vested interests must be satisfied (see prior slide)
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Management Equity Overview: Profits Interests

Additional Considerations (Slide 4 of 5)

* Under the safe harbors referenced above, no "Section 83(b) election"” need be
made upon the grant of a profits interest.

* |n effect, the partnership and the recipient are treated as if a Section 83(b) election
was made by the recipient and assessed the fair market value of the profits
interest at zero.

* Despite this protection, it is still advisable to file a "protective"” Section 83(b)
election upon receipt of a profits interest in the event any of the safe harbor
requirements are not satisfied

* Forexample, there is a disposition of the interest within two years.
* Any downside to filing an 83(b) election is generally considered minimal.
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Management Equity Overview: Profits Interests

Additional Considerations (Slide 5 of 5)

* |tisimportant to note that if an employee receives a profits interest, he or she can no
longer be an "employee"” of the partnership for tax purposes —the IRS position is that
one cannot be both a partner and an employee of the same partnership.

* This means that any payment for services is subject to self-employment tax and
certain benefits offered to partnership employees may no longer be available
(e.g., participation in cafeteria plans).

* Additionally, because the recipient of a profits interest is considered a partner of
the partnership under the tax law, the profits interest holder will be required to
report and pay tax on any income passed through from the partnership
(whether or not the holder receives cash distributions from the partnership).

oyl



GTLAW.COM

GreenbergTraurig

Other Items to Consider

One Big Beautiful BillAct (OBBBA) Impact?

* Alternative Minimum Tax (AMT), Section 162(m) limits, QSBS enhancements
Tokenized Options

* What are they? How do they work? Who is using them?

Variable Prepaid Forward Contracts

Executive Mobility Considerations

e State sourcing, International exposure, Double tax risk, Compliance
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Equity Incentive Plan

What is it?

 Adocument, approved by the board of directors enabling the Company to grant equity-based awards

* Typicalincentive equity pool size = 5% to 30% of fully diluted

What does it do?

* Provides default provisions for vesting, settlement, and adjustment of awards

* Provides default provisions for treatment of awards upon a change in control or other corporate transactions
* Specifies generalterms applicable to equity awards

* Eligible participants — employees, directors and/ or independent contractors.

* Size of equity pool reserved for management, expressed as a number of shares or interests available for awards

* Types of equity-based awards that may be granted
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Equity Incentive Plan

Good to know:

* One company may have several equity incentive plans, containing different terms (i.e., definition of "Change
in Control®)

* Public companies must file this with the SEC
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Grant or Subscription Agreements

Whatis it?

* An agreement between the Company and the executive describing terms and conditions of the equity award

What does it do?

e Specifies the type of award (option, appreciation right, etc.) and the number of shares or interests subject to award
* Specifies the vesting schedule for an award (i.e., when an award is no longer subject to forfeiture):

* May contain special terms or individually negotiated terms with key executives

* Treatment upon a change in control

* Acceleration of vesting on ‘good leaver’ terminations

* Appraisal rights, put rights or call rights (private company only)

* For options or SARs, the time period after a termination of employment during which the vested portion of the award may be
exercised

Good to know:

* Public companies must file forms of agreements with NEOs, but may have other forms of agreement containing other terms
which are not publicly filed
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Thank you!
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