Employee Equity
101 for PE-backed
companies

A guide to help employees understand
their ownership incentive awards
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In this course we’ll cover:

Everything you need to know about equity: Who can have
it, how it works, what happens when you leave a company,
and more.

Equity types: LLCs

Everything you need to know from profits interest units,
options to acquire capital interests, and phantom equity.

Everything you need to know about stock options
andrestricted stock.
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DISCLAIMER: This publication contains general information only and eShares, Inc. DBA Carta, Inc. ("Carta") is not, by means of this publication, rendering accounting, business,
financial, investment, legal, tax, or other professional advice or services. This publicationis not a substitute for such professional advice or services nor should it be used as a basis
forany decision oraction that may affect your business orinterests. Before making any decision or taking any action that may affect your business orinterests, you should consult
a qualified professional advisor. This communicationis notintended as arecommendation, offer or solicitation for the purchase or sale of any security. Carta does not assume any

liability forreliance on the information provided herein.
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What 1s equity
anyway?

Equity (noun):
An ownership stake ina company

Whenissued by a company, equity
is atype of compensation ontop
of your base salary.
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\M hy ShOUld Because you may benefit fromit financially.

I care about Private equity firms typically hold companies for 3-5 years, selling their
LD holdings afterincreasing their value.

equity:

If you hold equity in your company, you could participate in that profit when
yourcompany:

increasesinvalue
hits certain performance benchmarks, or
changes ownership

Why do Several reasons:

PE sponsors

encourage To attract good employees

their pOI’th”O Companies know offering equity helps
companies get talented people to work for them.

to give equity?
To retain good employees

Equity incentivizes employees to stay
with the company to get their full benefits.

To alignincentives between the
company and its employees

It gives employees more reasons to care
more about overall company success, work
toward a common goal, and grow the value
of the company.
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Who can

have equity?

When do

[ get equity?

Equity ownership is a unique benefit and form of compensation
thatis not available everywhere but is becoming more common.

Equity holders caninclude anyone involved with corporations
or LLCs, including companies that are owned by a private
equity firm.

This includes:

Companies or private equity firms may offer equity at several points:

Management teams L /
Employees at all stages

M
Company founders
Investors * ok

Advisors N —
[© 2 —

Companies often give equity at the time an employee is hired,
as an additionalincentive on top of their salary.

They may also “refresh” an employee’s equity by giving
additional equity at regularintervals.

Private equity firms may award equity to certain managers
or otheremployees of acompany that they have acquired.

000 C

000
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Do I own
my equity
immediately?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Usually employees have to meet certain conditions
before they earn equity rights. This is called “vesting.”

There are three main types of vesting:

Time-based vesting
This incentivizes employees to remain with the
company while growing the business

Performance-based vesting
Thisincentivizes employees to work toward shared
company goals and achieve performance milestones

Hybrid vesting

A combination of the above two—remain with the
company for some time, and also hit certain
performance milestones

S
Ses




HOW dOGS Most equity agreements havel a time-based vesting schedule.
. That means you take ownership of your shares based onhow long
tlme-based you’'ve worked for the company.
! P
VeStlng WOrk. Think of it like getting ownership of your company alittle at a time,
the longeryouwork there.
Years
- J
SO I start Not exactly—ina time—.based vesting structure, companies want
. . to make sure youremain at the company for some time before your
owning equity equity vests.
P
fI'OlTl day one: One common structure is the “one-year cliff”—youreceive 25%
of your equity afterone year, but in that first year you don’t own any
equity yet.

Afteryour first year, your equity would typically vest ton a month-by-
month basis.
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How does
performance-
based vesting
work?

Whatis a
hybrid vesting
schedule?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Some equity is performance-based, meaningitis triggered by the
company or when the employee meeting certain performance criteria.

For private equity-backed companies, itis common for management
teams to have performance-based vesting tied to metrics like multiple
oninvested capital (MOIC) and/orinternal rate of return (IRR).

4000

3000 RR =-ooo

2000 MOIC - -ienan-,

Shares

1000

Years

A hybrid vesting schedule has a combination of both time-based and
performance-based conditions.

Forexample, your vesting schedule may be splitinto five “tranches”
or segments. You may have four tranches of vesting that are tied to
time, and one tranche thatis tied to a specific performance milestone
that must be met.

If that performance milestone is never met, you could still vest the
fourtime-based conditions but you would not vest the performance-
based condition. Eighty percent (four out of five) of your equity would
then vest.

Over time Performance
milestone
YR1 YR2 YR3 YR4

80%
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Do I have to
pay for equity?

How much
1S my equity
worth?

When can
I cash out
my equity?

©2024 Carta. Allrights reserved. Reproduction prohibited.

It depends on the type of equity youreceive.

If you receive stock options or options to acquire interests,
you have to pay to exercise those options.

If you receive Restricted Stock Units, Profits Interest Units,
or Phantom Equity, typically no paymentis required.

We'll go into more detail later.

When youreceive an equity grant, it will typically be based on the
company’svalue at the time of grant, allowing you to benefit from the
company’s growthinvalue overtime. Equityissuersinformrecipients
of thisinitial value at the time of the grant.

That initial value is derived from an independent third-party valuation,
or assessment of the company’s value. This is known as the Fair Market
Value (FMV), and can change over time as the company develops.

You couldrealize a potential profit from your equity in a few
different ways:

If your company undergoes a change in ownership
If you or the company hit certain goals orbenchmarks
If your company goes public

If your company enables the selling of equity,
known as a secondary transaction
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What happens
to my equity
if I leave the
company?

Aword about
private equity
firms and
equity types
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It depends on the type of equity, the terms of the agreement between you
and the company, and the reason foryour departure.

Your shares may be forfeited at termination, you may be able to hold on
to them, oryour company may buy back your shares fromyou.

Your equity agreement will have more information on termination clauses.

Private equity firms own companies with various types
of business structures, mainly corporations or Limited
Liability Companies (LLCs).

LLCs are the most common business structure
owned by private equity firms, because of their legal
protections, tax advantages, and flexibility.

In this guide we’ll discuss equity types for both types
of legal entities.
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Equity types

In this guide:
Equity explained

In this guide you’ll find sections on equity types
typically granted to employeesin LLCs and
corporations backed by private equity, including:

Profits interest units

Options to acquire capital interests
Phantom equity

Stock options

Restricted stock

Select your equity type tolearn more.




(Equi ttttttt : LLCS>

Different types
of equity for LLCs




What are the There are generally three main types of equity awards
different types that employeesreceive froman LLC:

of equity for G Profits interest units

LLC employees? May also be called management incentive units,

incentive units, oremployee incentive units

a Options to acquire capital interests

e Phantom equity

May also be called unit appreciationrights,
appreciationrights, or synthetic equity

o

oo
oo
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O Profits interests units

h : Profits interest units (PIUs) are the most common equity type
What 1s
forLLCs.

a profits
interest unit?

A profitsinterestis an equity stake inan LLC’s future economic
growth. Forexample, if acompany is sold for a higher value than

it had when the equity was granted, the holder owns a percentage
of that growthinvalue.

The ideais that recipients of this type of equity will be incentivized
to help the company grow in value, since they may personally profit
from that growth.

What Companies hire external auditors at regularintervals to calculate
. the value of the company. You will know the current value of the

eStathheS company at the time equity is granted to you.

the value

This numberis called the threshold value or hurdle value and

Of my PIUs? is specified in your profits interest grant.

If the companyis acquired, the equity holder may receive a
percentage of the difference between the threshold value and
the acquisition price (once debt and other considerations are
takeninto account).

In this way, the PIU holder benefits from the growth of the company
during the time they held equity.

\M here can I If your company manages equity with atoollike Carta, you can
keep track of your equity at every stage:

see my profits
interests?

Seeing the offer from your company
Accepting the offer

Keeping track of what has vested

Keeping track of the value of your holdings
Receiving taxdocuments
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https://carta.com/learn/blueprints/profit-interest-units/?utm_campaign=lg-20250801-amer-pe-cap-portco-equity101&utm_medium=paid-social&utm_source=linkedin&ir=blueprints-lp-overview1
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Example: PIUs

Here’s a simplified
example of how

. Meet Dan
1t works...

Danisamanagerata
transportation company,
Autumn. He has worked there
forsevenyears.

‘ Acceptyourequity interests

Danis granted 1,000 profits

interest units, which represents Quantity  Type
o 1,000 Profits .
1% of the company. Interest Units Acceptance
Agreement
Danreceives a notification
and signs on to his dashboard Dan AutumnLLC
. . Palmer
toreview the equity offer.
The dashboard also informs Dan ]
of other key details of his equity offer: @ MIU-9
The issue date
Dan Palmer | ‘ Issued quantity: | ‘ Issued by:
. . . Manager 1,000 AutumnLLC
The vesting schedule (his units
will be fu”y vestedin four years, ofiseue scheqsle name stant e Taleahd Valestype
with a one-year cliff) 8172024 vty ettt /2024 1000000 Per_ni
The threshold value of the

company ($1 million onthe
date of the grant)

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Example: PIUs

The dashboard shows
Danthe complete equity
agreement, whichis
automatically produced

by Carta once the company
entersinthe relevant details.
Thisincludes all the specifics
of theiraward, what happens
at termination, and more.

Afterreviewing, Dan digitally
signs the offer.

It’s official—Dan now holds a
stake inthe company’s future
profits from this day onward. £

©2024 Carta. Allrights reserved. Reproduction prohibited.

Example: Dan
Managerata
transportation company

/

&y Insart sigraturs

Avtumy, LLC

PROFITS INTEREST AGREEMENT

The Units represented by this agpreement are sliect & the restrictiones an trangfer, the rpguirements of
r e P
daied as off

aaelr aanud thor
Awmdsamnn, LT, a

As

In consaderaiicm for the promases cominined herean, the represenations, warrasties. covenants and

conditions sei forth m the L Agreement and the muiual obligniions of the pari
Agroement. the rocipd aid sllowncy of which se hereby acknoradedgpe
Dan Palmer

(ke “Pasticipant”), inteading to be legally bound, bensty

(] Purchase and Sale of ihe Units. Upes cx
willl purchase, s the Partsership will sell, for un agg: p
“Panchase Price™) the [ollowing Incontive Units of the Parisershap (the “Uils

Emits Number

Profies Inmerest Linits 1,000

nf 8/1/2024

nnf ihas Llnis Ceriificate, the Participant

Threshold Valse
$1.000.000

arteership Agrevmen of
8/1/2024

s herein and in the LP
Parinerslip asd
agrec as fallows

50§, ithe
3

consent in e forr
Sy det St

% i) the aggTegale &

e ant will timely file the original of the £Xb) electic
Iniernal Revenue Service. The e of the Units o the Participa
from: registration usder the Securities Act pursuant g Rale 01 then

iy e, Sabjoct 1o the com
f it Subsadianes snd the other

o Right 1o Purchase Units o Cancellation of Units Upon Termination of Emgployment.

) Kepurchase Right. In the event that the Participant is no longer employved by the
Parmership of any of its Subsidianes for any reason (ncludmg as the resull of death or desbility) (a
“Termination™), the vested Units (whether held by the Participant or one or more Permitied Transferses)
will be subject to repurchase by the Pannership pursisant 1o the tenms and conditions set forth in this
Section 4. The repurchase by the Partnership pursuant 1o this Section 4 is nelermed 1o herein as the

Iy Fam_ribpemmiatnadiny

Mo Fred

Tk Higuarry Asloosmvvmsrmmy

ACTEFTANUE AND AGREESIENT OF THH PARTICIPAKT

%us= Dan Palmer
Date:  8/1/2024
Ciainm Auddie

Tlm" The Partmership moy assign its repurchase rights set forth in this Sectson 4 1o any

IN WITHNISS WHISKESW. thw Parsondap Sas unraried B Lins: Lot Bcrie s ol e date Sl shove epwrchase Proce, In the event of o Termmalion by the Pannership or its Subssdiaries
T— se (including death or disability ), the Partnership may elect 1o purchase sll or any
Metam, L ed Units at o price per Unit squal 1o the Fair Value thereof &5 of the date of the

prmumation. Motwithstanding anything contained herein to the contrary, the Repurchase
ke {10 the extent pol previously exercised) afler the frst o occar of (1) & Sale of the
# Puhlic (ffering

Review and sign

Carta
PIU-38

Accept your signature

Sign all documents

,' . . \
\\C *
/’ =
Congratulations Dan!
Go to portfolio
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transportation company

Example: Dan
Example: PlUs Managerata

Akey element of the olU-38 At LLC
agreementis the vesting Vesting Overview

1,000 units = 1/48 monthly, 1year cliff
SChedule: Thls ShOWS exa Ctly Interest Summary Acceptance Agreements Documents 83(b) Elections Vesting
when and how much equity Dan ‘

Issued:

willown. On the dashboard he 1,000 units
can see that 25% of his units
will vest one year after he

Outstanding vested: Outstanding unvested:
O units 1,000 units

Time-vesting tranches Qutstanding units Cumulative units

8/1/2025 250 250
acceptsthe award, and that o025 , o
his units will vest incrementally Jon2025 2

month-by-monthuntilheis 82028
fully vested after fouryears.

1,000

$5m
. Company sold
Five years afterthe grant
date, the company s sold $4m $4m
f0r$5 million. Threshold
. and sale
Danwould be paid 1% of $4 price
million (the difference between difference

the threshold value of $1million
and the sale price of $5 million),

or$40,000.*
1%

*Simplified example: Does not take into account
debt or otherdistribution preferences.
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What other
factors can
affect the
payout?

Is an
acquisition
the only way
to receive a
PIU payout?

Do I have
to pay for
my PIUs?

Do I have
to pay taxes
on my PIUs?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Equity types: LLCs

Calculating the payout can depend on other factors, such as
the presence of other shareholders who may have preferred
distributionrights. In these cases, a PIU holder’s distribution
of profits may have to “wait” until other shareholdersreceive
preferred payments.

Any debt held by the company would also affect the distribution
of profits, since it would have to be paid out first.

No.

Profits interests can be structured to distribute profits to holders
annually or atregularintervals, though thisisless common.

No.

Unlike some other common forms of employee equity (like stock
options), employees typically do not have to pay to receive PlUs.

This makes them an especially attractive form of equity
forLLC employees.

No taxes are owed when you receive PlUs, assuming they are
appropriately structured.

However, LLCs are “pass-through entities” that pass taxes through

to partners ormembers. If the company is running profitably,
this could resultin a taxburden.

In aliquidity event, such as the sale of the company that results
in a cash payout to the PIU holder, that payout is generally taxed
at a capital-gains taxrate instead of higher ordinary income tax

rates, if qualifications are met.



\M hat Other Filing an 83(b) election with the I.RS within 30 days of a PIU grantis
generally recommended to avoid unfavorable tax treatment.

steps should I
take to minimize By filing an 83(b) election, recipients essentially elect to be taxed
on the date the equity is granted instead of the date the equity
taXCS? vests. This may potentially be tax-advantageous as the value
of the equity on the date of grantis considered to be zero.

If an 83(b) electionisn’t made within 30 days, the award could be
taxed uponvesting. At that point the equity could have greater
value, leading to greater taxes.

AI’G thGI'G Other As LLC partners, PIU holders are no longer considelred W-2
employees fortax purposes, as the IRS takes the view that they

tax lmPhCatIOHS cannot be both employees and partners of the same entity.

of PIUs?

This means wages will be paidin the form of a “guaranteed
payment” on a Schedule K-1tax form. The company no longer
withholds taxes, and the partner must file self-employment
taxes and withhold/pay their own quarterly taxes.

DOGS thiS Change Yes, unless your.company has set up your PIU with a workaround—
a separate holding company structure that allows a holder

1n employmel’lt to continue being an employee of the company.

status apply Forany type of equity, it’'s agood ideato consult a tax expert for
to me? guidance on potential taximplications.

©2024 Carta. Allrights reserved. Reproduction prohibited.
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MY PIU has Profitsinterests generally apply only to the growth in company

> value that occurred after the grant date.

a “catch-up’

o o However, companies may structure PlUs with a catch-up provision
pI'OVlSlOl’l— that enables holders to benefit from the previous growthin
what does company value, before the grant date. This effectively changes
that mean? the threshold value and enables a potentially larger payout.
What if | leave At termination unvested units will be forfeited.
the Company? The company typically has the right to repurchase

vested units, typically for the fair market value

at termination. PIUs can be structuredin a variety
of ways; your PIU agreement will have details about
what happensin case of termination.

[/
[

[TTTT 7277
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O Options to acquire
capital interests

“/ hat iS an An option to acquire a capitalinterestinan LLC is similarto
. . astock optionina corporation: Acompany grants the employee
OpthD to vaUII'e a contractual right to purchase capital interests, once certain

a Capital interest? conditions are met, at a price set at the time of the grant.

DO I have to Yes—you would purchase 'Iche capitall interests at the strike price,
or current value of the equity at the time the grantis made.

pay for the

. Purchasing unitsis called exercising the option.
option?
You don’t have to purchase unitsif you don’t want
to —it’s your choice.
When can Companies that offer options to acquire capital interests typically

make them exercisable if one of three conditions are met:

I exercise

my options
(purchase The. Compalny converts intol another form of legal entity,
which may include converting fromanLLC toa C-corp

Under certain circumstances of employment termination

shares)?

The company undergoes a change of control.

©2024 Carta. Allrights reserved. Reproduction prohibited.
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“/hy can I Only Options to acquire units are generally not designed to be
exercised while the holderis still working for the LLC.

purchase shares
at certain times?

Reason: They are not anideal asset to hold while stillemployed
atanLLC, since theyrequire the holderto become a member of the
LLC— that means they startreceiving K-1s instead of W2s and are
required to file self-employment tax returns, without the same tax
advantages as otherforms of LLC equity.

HOW are Options The etjnploye.e is ttaxed at ordlinary in-cor-ne taxrates once they
exercise their option to acquire capital interests and purchase

to acquire Capltal units at the strike price.
Interests taxed?

The taxis based on the difference between the strike price
at time of grant and the Fair Market Value of the company at
time of exercise. Thisis also known as the “spread” or “delta.”

If and when they eventually sell the interests, capital gains taxes
apply onthe spread between the price at exercise and the price
paid out pershare.
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Example: Options to acquire capital interests

Here’s a simplified
example of how
it works...

'~ MeetRoberta

Robertais an engineering
director fora software company

‘ Interest summary

S he receives a n OptiOn tO vau i re Interest Summary Acceptance Agreements Documents 83(b) Elections Vesting

4,000 units of options to acquire

capitalinterests at a strike price 4,000 units Ounits 4,000 units

Of $8 per u n i.t Issued quantity vgsléésdtzr:gir?gty un\(/)eusttsgggi‘gr?tity

Strike price $8
In the dashboard she can see hervesting
. , Vesting by Tranche

SChedU|e’ WhICh ShOWS that her unlts Time-vesting tranches Outstanding units Cumulative units

beginto vest after a one-year “cliff” © 152020 1000 1000

and monthly after that, until she @ erzozo = o
© V572021 83 1166

is fully vested after fouryears. © 51207 8 1250
g 3/5/2021 83 1,333
_______________________________________ )
° 7/5/2023 84 1,750
Q 8/5/2023 83 1,833
Q 9/5/2023 83 1,916
g 10/5/2023 84 2,000
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Example: Roberta
Example: Options to acquire capital interests Engineering director

for a software company

Roberta accepts heroffer

of options to acquire capital
interests.

Acceptance agreement

The undersigned hereby accepts and acknowledges the receipt of interest CB-1 ’
to Roberta Jones for 4,000 units.

< *
/
L~ ~ |
Sign as “Roberta Jones” ’ ‘

Congratulations Roberta!

Go to portfolio

After fouryears, Roberta’s shares are fully vested. In that time, the Fair Market Value of the company
has grown, from $8 to $12.

Afew months later, Roberta decides toretire and leave the company. At that point she is eligible
to exercises her options. She decides to purchase 4,000 units at $8 per unit, which was the strike price

outlinedin her equity agreement. She pays $32,000, for shares that now have a Fair Market Value
of $48,000.

On her next tax return, Roberta pays income tax on the “spread” of $16,000 (the difference between
the $32,000 purchase price and the $48,000 value of those units at the time of exercise).

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Example: Roberta
Example: Options to acquire capital interests Engineering director

fora software company

Avyear later, the company is sold, in a deal that values the company at $16 per share.

Roberta sells her 4,000 units for a total of $64,000, and on her next tax return
pays capital gains tax on the difference between the value of herunits when they
were exercised ($48,000) and the value of herunits at sale ($64,000).

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Equity types: LLCs

Phantom equity

What 1s
phantom
equity?

Is phantom
equity actually
equity?

Do I have to
pay for phantom
equity?

Do I remain an
employee and
continue to get

W-2s?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Phantom equity is like a cash bonus when the company achieves
amajor milestone, such as being acquired. Itis a flexible type

of equity that companies can structure in a variety of ways—
forexample, it can:

include a share of annual profits

come from a set-aside pool of cash
from a sale of the company, or

pay out according the growthin
company value from the time of the grant

While no actual ownership of membership interestsis involved
(hence the term “phantom”), phantom equity gives employees
a stakeinthe company’s success and provides added incentive
to help the company meetits goals.

For thisreason, like other forms of equity, it can help attract and
retain employees and alignincentives among employees and the
company.

No.

Phantom equity typically is granted by the employer and does not
require the holder to pay anything.

Yes.

Phantom equity holders keep the same employee status for tax
purposes, unlike some other forms of LLC equity.


https://carta.com/learn/blueprints/phantom-equity/?utm_campaign=lg-20250801-amer-pe-cap-portco-equity101&utm_medium=paid-social&utm_source=linkedin&ir=blueprints-lp-overview4

HOW iS phantom Holders of phantom equity pay ordinary income tax at payout.

. 5 Thisisin contrast to other forms of LLC equity, such as Profits
eqUItY taxed . Interest Units, which are taxed at lower capital gains rates.

At grant: No taxes owed
Once vested: No taxes owed

At payout: Taxed as ordinary income

Dolhavetostay  Yes.

with the company

to benefit? Participantsin phantom equity plans are generally
required to remain employed with the company
to benefit from any payouts.
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Example: Phantom Equity

Here’s a simplified
example* of how
it works...

When he was hired his employer
offered him a phantom equity
agreementinthe form of

“unit appreciationrights,”
which pay out accordingto a
hybrid (time- and performance-
based)vesting schedule.

The offer notes that the threshold value
—orthe company’s Fair Market Value

at the time of the grant—is $8.9 million.
That means Martin can benefit financially
if the company grows invalue from that
amount, once he hits certain vesting
milestones.

©2024 Carta. Allrights reserved. Reproduction prohibited.

. Meet Martin

Martinis a marketing
associate at amanufacturing

L company.

Acceptyourequity interests

appreciationrights

Threshold value Interest type

Interesttype
Unit appreciationrights
Acceptance

For Agreement
Martin Salas

Interest summary

Interest Summary Acceptance Agreements Documents 83(b) Elections Vesting

$8.9M Unit Overall

Threshold value type

*This example reflects one type of phantom equity structure; structures may vary.
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Example: Martin
Marketing associate ata
manufacturing company

Example: Phantom Equity

The offer also details his two
performance-based vesting
conditions—his shares

Vesting Overview

Time-vesting tranches Outstanding units Cumulative units

3/14/2020 2,390 2,390
vest when the company o 10 0
1) experiences a doubling rer2om 2590 o

H H 111 »
ortripling of TOIE, e osmroc
Tranches with performance vesting Outstanding units

or multiple oninvested capital
(a metric used by investors  ooioc
to gauge the growth of their .
company investments), or 2)
when the company undergoes
achangeincontrol(sale).

6 2.00xMOIC 3,983

Change of control 3,983

Autumn Sun LLC

In th e d as h b oa rd M a r‘t| ncan 2018, UNIT APPRECIATION RIGHTS PLAN
’
: SECTION |, GENERAL PURPOS, 5 AN- BEFIN ;
review t h © fu | | |eg a | co nt ra Ct The name of the plan is the Autumn Sun LLC 2016 U5, Unit Appreciation Rights Plan (the “Plan”), The
i 1 H 1 purpase of the Plan is to encourage and eneble the employees of Autumn Sun LLC, a California limited labality
a S S O C I ate d Wlth h I S e q U Ity company (including any succeseor entity, the “Company™) and its Subsidiarics, upon whose judgment, initiative and

efforts the Company largely depends for the suceessful conduet of its business, to align the interests of such
individunls with the equity holders of the Company. It is sntscrpated that providing such persons with such a stake in

Oﬁe r, Wh I C h IS a UtO m at I Ca | Iy the Company s welfare will assure s closer identification of their imerests with those of the Company’s equity

holders, therety stimulatmg their efforts. on the Company’'s bebalf and strengthening their desire to remaimn with the

generated based on his Company
The follrwing terms shall be defined 23 set forth below
company’sinputs.

"Affiliate " of any Person means a Person that directly or mdirectly, through one or more mtermeshinnes,
controls, is condrolled by or 15 ander common control with the first mentioned Person. A Person shall be deemed 1o
control another Person if such frsl Pevson possesses directly or idirectly the power to direct, or cause the direction
of, the management snd policies of the second Person, whether through the ownership of voting securities, by
contract or otherwise

“Award Apresorent " means & wrillen sgreement setting Forth the terms and provisions applicable 1o an pward of
Linst Appreciation Rights granted under the Plan. Each Award Agreement may contain terms and conditions in
addtition 1o those st forth in the Plan; provided, however; in the event of any conflict in the terms of the Plan and the
Award Agreement, the termms of the Plan shall govern
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Example: Martin

Example: Phantom Equity Marke%tin? a§sociate ata
manufacturing company

Once he hasreviewed the Review and Sign

offer, Martin digitally signs
the agreement to confirm
his acceptance Of the Oﬁer. Thisinterest (the “Equity Award”) is subject to all the terms and conditions set forthin

the applicable documents available for download in connection with this Equity

Read and sign the document below

Award (the “Document”), all of which ar{”

I have read and understand the Do ' - ‘
Document.pdf ‘ .
Executed as of March 14,2020 /
¢ ~
(v

Sign as “Martin Salas”

Congratulations Martin!

Go to portfolio

Five years after he accepts the equity offer, Martin’s company is acquired for $12 million.

His employee appreciation units entitle him to a percentage of the difference between
the $8.9 million threshold value of this grant and the $12 million acquisition price, once all
debts and other preferential payouts are made.

On his next personal tax return, Martin pays ordinary income tax on his total payout.
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What are the If youwork for a corporation, there are two
different types main types of equity:

of equity for G Stock options (NSOs and ISOs)
employees of a

Corporation? Q Restricted stock (RSAs and RSUs)
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Stock options

What is a
stock option?

Do I have to buy
the stock option?

Why should I
want a stock
option?

How much are
my stock options
worth?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Stock options are a form of equity compensation that allows an
employee to buy a specific number of shares at a pre-set price.

Keep in mind that stock options themselves do not represent
ownership. Only when you exercise your options and purchase
shares do you actually own a piece of the company.

No.
Stock options are just that—an option.

You don’t have to purchase shares if you don’t want to.
It’s your choice.

However, choosing not to purchase shares means you would not
own the equity.

It’s an opportunity to buy shares ina company that may become
biggerand more valuable. You get to decide whetheryou believe
the company might grow.

If it does grow, the shares you bought could be worth more than
what you paid for them—and you could have a chance to sell those
shares for a profit at some pointin the future.

Whenyou are first granted the stock options, your company will
tell you the strike price, or price at which you will have the right to
buy shares. The strike price is based onindependent third-party
assessments of the company’s value, for example from a process
called a409A valuation.

Companies conduct 409A valuations at regularintervals,
SO you can monitor the value of your stock options, whether
your company’s value is growing, and by how much.


https://carta.com/learn/equity/stock-options/?utm_campaign=lg-20250801-amer-pe-cap-portco-equity101&utm_medium=paid-social&utm_source=linkedin

carta

How do I know
the details of my
stock options?

Do I keep stock
options forever?

When can I
exercise my
stock options?

How are stock
options taxed?

How are
NSOs taxed?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Stock option grants are how your company awards stock options.
This document usually includes details about:

The type of stock options you’ll receive
The number of shares you can purchase
Your strike price

Your vesting schedule

Your stock option grant should specify its expiration date. In
general, stock options expire 10 years from the date you’re granted
them, or within a set period of time after you leave the company,
whichever comes first.

You can exercise your options after they vest. For aninitial grant
of stock options, usually this means you can exercise 25% of your
options after one year, and then gradually exercise more over time.

There are two types of stock options—Non-qualified Stock
Options (NSOs) and Incentive Stock Options (ISOs).

Tax treatment will depend on which type you have.

Let’s start with NSOs.

NSOs are generally taxed twice—when you exercise (buy) them,
and whenyou sellthem.

When you exercise your NSOs, you will pay ordinary income tax on
the “spread,” or the difference between your strike price (fixed
purchase price) and the current fair market value (FMV) of those
stock options.

Whenyou sell your NSOs, you will pay capital gains tax on the
difference between the price paid at exercise and the price
when sold.
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What taxes
will I pay when
I sell NSOs?

How are ISOs
taxed upon
exercise?
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If you sell less than a year after exercising the options, you will pay
short-term capital gains taxrates.

If you sell more than a year after exercising the options, you will pay
the lowerlong-term capital gains tax rates.

Now let’'s talk about ISOs.

ISOs are atype of stock option that can qualify for special tax
treatment. Unlike with NSOs, you only sometimes have to pay
taxes whenyou exercise ISOs. (You still have to pay taxes when you
sell shares received after exercising ISOs.)

ForISOs, instead of the spread being includable in ordinary income
tax, itisincluded asincome in something called the alternative
minimum tax (AMT) calculation, which could trigger additional
taxes owed when you file your tax return.

Whenyou exercise an SO, the spreadisincluded in your AMT tax
calculation. Your company does not withhold AMT on your behalf,
soyou’re solely responsible.

Forexample, if you exercise 1,000 shares at $1eachwhen they’re
worth $5 each, you need to add $4,000 to yourincome when
calculating AMT. Your regular tax calculation would not change.

AMT applies only if you bought ISOs and did not sell them in the
same tax year. We recommend setting aside money any year when
you’ve exercised incentive stock options to pay any year-end AMT
obligationsif this applies to you.


https://carta.com/learn/equity/stock-options/taxes/amt/?utm_campaign=lg-20250801-amer-pe-cap-portco-equity101&utm_medium=paid-social&utm_source=linkedin
https://carta.com/learn/equity/stock-options/taxes/amt/?utm_campaign=lg-20250801-amer-pe-cap-portco-equity101&utm_medium=paid-social&utm_source=linkedin
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What taxes will
[ pay when
[ sell ISOs?

Whatif | leave
the company?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Uponsale, ISOs and NSOs are taxed the same way.

If you sellless than a year after exercising the options, you will pay
short-term capital gains taxrates.

If you sell more than a year after exercising the options, will pay the
lower long-term capital gains tax rates.

Your option grant can expire afteryou leave the
company—you may only have a short window of
time, called a post-termination exercise period,
to exercise your stock options afteryou leave.

If you don’t exercise your stock options before then,
you'll lose the opportunity to purchase them.

Keep in mind that this applies only to your
unexercised stock options. If you exercise your
stock options, you can hold onto those shares
indefinitely.
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Equity types: Corporations

Here’s a simplified
example of how
it works...

. MeetJasmine

Jasmineis a software
engineer at a technology

L company.

Accept your grant

Accepting a grant doesn’t cost anything, nor does it obligate you to exercise options in the future—it just

When she was hired, Jasmine givesyouthechace.
received an offer of 4,000 non-
qualified stock options at a strike
price of $1pershare.

Review and accept your NSO grant

GrantID Option holder Quantity Vesting Issue date

ES-230 Jasmine Starks 4,000 options Jasmine Starks Vesting 12/30/2016

In her Carta dashboard, she

canreview her offer grant.

RAaize, Inc.
In her dashboard, she canview the Ec:"vlﬂv:Wﬂ'm:»‘ .
ADDPTED BY THE ARD OF IMRECTORS: JANUARY 31,
actual contract, whichis automatica”y APFROVED BY THE STOCKIIOLDERS: JANUARY 31,2013
generated based onthe company’s I
inputs. This allows her to know all the s Eployee, Duecens $3;2$$$""'“ Fhe perom Rl o e "“"‘ "‘f""’
details of the offer before she acceptsit. A () e Sk i ) Moty Sk Opton: () Sock Ao

{c) Parpose. The Company, by means of the Plan, secks to secure and retain the
services of the group of persons ehgible to recerve Stock Awards as set forth m Section 1{a), to
provide meentives for such persons 1o exert maximum efforts for the success of the Company
ond any Affiliate, and fo provide o means by which such eligible recipienis moy be given an
oppartumty to benefit from increases in value of the Common Siock through the granting of
Stock Awards

F 3 ADMINISTRATION,
(a) Administration by Board. The Board shall administer the Plan unless and until

the Board delegates administration of the Plan to a Committee or Committees, as provided in
Section 2ok

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Once Jasmine is satisfied, she
candigitally sign the offerto
acceptthe grant.

Once the grantis accepted,
Jasmine canreview all the
details of hergrantonthe
dashboard at any time.

She would be able to do this
forany grant shereceives
(forexample, theinitial grant
upon hiring or any additional
“refresh” grants she receives).

©2024 Carta. Allrights reserved. Reproduction prohibited.

Example: Jasmine
Software engineerat a
technology company

Read and Understand the Terms and Conditions

ED (7
e — |

This Option Grant (the “Equity Award”) is subject to all of the terms and conditions
set forthin the applicable documents available for download in connection with this
Equity Award (the “Documents”), all of which are incorporated hereinin their entirety.

Ihave read and understand the]
Ihave read and understand thq

Ihave read and understand the

Use “Jasmine Starks” a

Accept later

Option grant

ES-179

Details

Exercise periods

Exercises

Vesting schedule

Personnel details
Approvals
Documents and notes

Reportissue

AR

Congratulations Jasmine!

Go to portfolio
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The Details sectionincludes
the basicinformation about her
grant, including:

# of total shares
#of exercised shares
The strike (exercise) price

Inthe Exercise Periods
section, she canreview her
post-termination exercise
periods (the time periodin
which she must exercise the
shares afterleaving the
company if she wishes

to keep them).

©2024 Carta. Allrights reserved. Reproduction prohibited.

Optiongrant
ES-179

Details

Exercise periods
Exercises

Vesting schedule
Personnel details
Approvals
Documents and notes

Reportissue

Option grant

ES-179

Details

Exercise periods
Exercises
Vesting schedule

Personnel details

Approvals

Documents and notes

Reportissue

Example: Jasmine
Software engineerat a
technology company

Option grant holder

Name Jasmine Starks
Email jasmine@raizeinc.com
Grantreason None entered
Status Exercise inprogress

Quantities
Original quantity 4,000 options (NSO)
Exercised quantity 0 options

Post-termination exercise periods

Voluntary termination 3months

Involuntary termination 3months

Termination with cause O days

Death 12 months
Disability 12 months
Retirement 3 months

Refer to your Equity Incentive Plan and Option Agreement for a more detailed
explanation of post-termination exercise periods.
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Example: Jasmine
Software engineerat a
technology company

Inthe Vesting schedule Option grant
, . ES-179 Sy

section, Jasmine can see

exactly how many of her

Details Schedule name 4years—25% at 1year, monthly thereafter

Exercise periods

Vesting start Jan 21,2016
shares have vested. Exercises
Fully vested Jan21,2020
Vesting schedule
. . Cliff Yes, 25% vests at 1year
In this example, all of her shares Personnel detail
Approvals Vesting After the cliff, the remainder of the shares will vest

monthly on the same day as the start date for the
remaining 36 months.

have vested after fouryears.

Documents and notes

Reportissue

Progress

0 of the 4,000 options (0%) in ES-179 have vested

Inthe Documents and Notes Optiongrant
. . ES_-|79 Documents and notes

section, she canreview all of

the documents associated

Details Equity Incentive Plan 2014 Equity Incentive Plan.pdf

Exercise periods

Form of Option Agreement  Form Option Agreement.pdf
with each grant. Thisincludes Exercises 4 ,
Form of Exercise Agreement © Form Exercise Agreement.pdf
her equity plan, her option Yestngschedule
Personnel details
agreement and her exercise

Approvals

ag reement . Documents and notes

Reportissue
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Example: Jasmine
Software engineerat a
technology company

After fouryears at the company, Jasmine’s shares are fully vested. She is confident that the
shares will be worth more than $1and that she’ll be able to sell them for a profit afteran

acquisition of the company or some other “liquidity” event (opportunity to liquidate her
shares forcash.)

Jasmine decides to exercise her stock options. She pays $4,000 to her company and now
owns actual shares.

Since she was hired, the company’s Fair Market Value has grown from
$1to $2, so the value of her 4,000 sharesis $8,000.

On hernext taxreturn, Jasmine reports the growth in value and pays ordinary income tax
onthe $4,000 gain.

Eighteen months later, the company is acquired. As part of the deal, current shareholders
can sell their stock for $8 per share.

Jasmine sells 4,000 shares at $8 per share, for atotal of $32,000.

On her next tax return, Jasmine will report a profit of $24,000 (the sale price of $32,000
minus the $8,000 value on the day she exercised her options).

Because she held her shares for more than ayear, Jasmine will pay long-term capital gains
tax on the profit.

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Are there Yes. Generally there are two other ways to sell
other ways exercised shares while the company is still private:
toliquidate Merger and acquisition

besidesan|PO? When a company merges with or acquires your
company, orif your company is sold to another

private equity firm, you may be able to sell your
shares.

Secondary transaction

Companies may provide employees a chance

to sell some shares and “"take money off the table”
by conducting a secondary transaction, in which
third parties or the company itself offers to buy
private shares from shareholders.

©2024 Carta. Allrights reserved. Reproduction prohibited.
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Restricted stock
(RSAs and RSUs)

What is a
restricted stock
award (RSA)?

How are
restricted stock
awards (RSAs)
taxed?

What happens
when | leave
the company?

©2024 Carta. Allrights reserved. Reproduction prohibited.

Restricted Stock Awards (RSAs) are a type of equity that
companies award to employees and other service providers.

With restricted stock awards, you're the legal owner of the shares
from the date they are issued to you (although vesting still applies).
The shares granted are typically paid for by the grantee with cash
orinexchange for services provided to the company.

RSAs are generally issued by very early-stage companies when
the fairmarket value (FMV) of common stock is very low—this
way, employees don’t need to pay alot to have ownership in the
company, and they won’t get hit with a significant tax burden

if they receive the shares as compensation for services instead
of purchasing them outright.

If your RSAincludes vesting, then you will need to file an 8 3(b)
electionwith the IRS within 30 days of the grant date. Sending an
83(b) election means that you can choose to pay all of your ordinary
income tax up front onan RSA, at atime when the FMV equals the
strike price (so there is no taxable difference).

Any vested shares are yours to keep

Unvested shares will be repurchased
by the company.
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What is a
restricted stock
unit (RSU)?

What happens
when | leave
the company?

Restricted Stock Units (RSUs) are a type of equity compensation
that companiesissue to employees. AnRSU is a promise from
your employer toissue you shares of the company’s stock (or the
cash equivalent) on a future date—as soon as you meet certain
conditions. These conditions are the “restrictions” placed on the
award, and the process of meeting the conditions is called vesting.

With RSUs, you don’t have to pay anything to get the stock.
Instead, you are usually only responsible for paying the applicable
taxes whenyoureceive the shares. Unlike with restricted stock
awards (RSA), youwon’t acquire the shares underlying the RSUs
until they vest.

If you leave your company, you’llget to keep your
fully vested shares.

With double-trigger RSUs, you'llusually lose any
shares that aren’t time-vested whenyou leave.

In addition, it’s possible for your time-vested shares
to expire before they “fully” vest (by meeting the
milestone-based conditions of the second trigger,
such as aliquidation event). Your RSU agreement
should indicate if and when unvested double-
trigger RSUs will expire.
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DISCLAIMER: This publication contains general information only and eShares, Inc. DBA Carta, Inc. ("Carta") is not, by means of this publication, rendering accounting, business,
financial, investment, legal, tax, or other professional advice or services. This publicationis not a substitute for such professional advice or services nor should it be used as a basis
forany decision or action that may affect your business orinterests. Before making any decision or taking any action that may affect your business orinterests, you should consult
a qualified professional advisor. This communicationis notintended as arecommendation, offer or solicitation for the purchase or sale of any security. Carta does not assume any

liability forreliance on the information provided herein.
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