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*» Expected Term Reporting

» Forfeiture/Post-Vest % Rate Report
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Expected Term Reporting
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Expected Term Calculations

What Is it?

“The expected term of an employee share option

or similar instrument is the period of time for which
the instrument is expected to be outstanding (that
IS, the period of time from the service inception date
to the date of expected exercise or other expected
settlement).”

[Paragraph A27 from the FAS 123(R) Standard]
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Expected Term Calculations

E?aluatiun - Mew Stack

How iIs It used?

Aooount Cption
N Th e ex p eCtEd |ﬂame J i:late |h-1-3rket Yalue |Shares rrice
. Balboa, Rocky - 2/15,/2006 $22.0000 | B.280.0000 $22.0000
ter mis an I Tupe Flan Clazz Murnber
assumption N |BEGEE IND 2004 | 001519
a C | OS ed -fO m Selection  Waluation l Comment l
MO d el . " Model Approach
|Black-Scholes | |Sing |
Forecast I I Tears
= Example of a [106 v 45
_ YestDate  Value per Share
Cloze? fO rm 1 2/15/2010 VW Active
Mmoael.
Black-Scholes
[Paragraph A27 from the See Uit CmbE

FAS 123(R) Standard]
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Expected Term Calculations

Why is it important?

* The Fair Value of traded options is based on
contractual term because it is rarely advantageous
to exercise before the contractual term

= However, holders of employee share options cannot
sell (or hedge) their options — they can only exercise
them

= Exercising prior to expiration terminates the options
remaining time value; thus, the Fair Value of the
employee share option is reduced

* The Statement (Paragraphs A3 and A18) requires
that the Fair Value of an employee share option be
based on expected, rather than contractual, term
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Expected Term Calculations

“Option value increases at a decreasing rate as the
term lengthens (for most, if not all, options). For
example, a two-year option is worth less than twice as
much as a one-year option, other things equal.”

*This is the reason the Fair Value is different for each
vest period where the “multiple” valuation approach
IS used for grants with graded vesting

[Paragraph A30 from the FAS 123(R) Standard]
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Expected Term Calculations

FASB’'s Guidance:

“...expected term might be estimated...taking into
account whatever relevant and supportable
Information is available....”

[Paragraph A29 from the FAS 123(R) Standard]
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Expected Term Reporting

= New Report
= Expected Term Analysis
= Lets you indicate Valuation Approach

= Single Approach = Option Date
= Multiple Approach = Vest Date

= Calculates Actual Term for shares that are:

= Exercised
= Forfeited (cancelled before vest)
= Expired (cancelled after vest)

= Calculates Expected Term for shares that are outstanding
based on % of Remaining Term input

= Calculates “In the Money’ value for shares that are
outstanding

¢
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Expected Term Reporting

EXFECTED TERM AMALYSIS
COMPANY MANE > FROM: 11/2000 TO: 112003 Page <PAGE-
LPPROLCH: Shgk Fle  Expierm
ML RKET VALUE 300 Dafe: <DATE=
% REMAINING TERM 0% Time: <TIME=
SMERS &rant West Exphe Tem TERS TEmRs Minlmum Expecied Maximum % In e
D I mer Eranted Pz [3) Ol ]l Oee T:.':IE Zhanes ek Tem Actual Tem Tem I'.'l:l'“l'::.'
A100 100 1000000 10000000 SO0 ol a1 Exerlsed 90,0000 A 300
A111 110 B918.0000 5000000 OH4E 104403 101412  Exerked 1740000 HANE 100
Tem Type: Exenked 2640000 W Avg 153
A100 101 50,0000 12000000  @O0H 010102 oEAI 111 Explred 50,0000 O6AD /3 200
Temn Type: Expled 50,0000 W Avg 200
A100 102 75,0000 13000000  @O0H 0101403 050111 Forketed 75,0000 o6A1ITE 200
Ai12 1111 1000000 8000000 IO 0101104 113 Forketed 1000000 O5H 505 100
A112 1111 1000000 8000000 MNONE 010105 143 Forkted 1000000 O5H 505 200
Temm Type: ForkRed 2750000 W Avg 154
A100 100 1000000 10000000 @O0 ol M0 Cutstanding 10,0000 A1V 300 51 1001 30,000
A111 110 B8E.0000 5000000 OH4E 104405 04412 Cuistanding 5240000 101 435 300 51 10031 160,000
Tem Type: Cutstanding 5340000 W Avg 300 51 1001
TOTALS 11230000
W eighizd Average Including ForkRed 393
W eighizd Arerage encLiding FariRed 174
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Expected Term Reporting

= New Report

= One row per vesting period per transaction
= Monthly or daily vesting will result in along report
= Groups by Term Type

= Exercised, Expired, Forfeited, Outstanding

= Calculates weighted average (including and excluding
Forfeitures) term

= Regrant (or reprice) is considered a cancellation
= Some valuation experts would exclude
= Because grants may have associated exercises, report includes

= |f you wish to exclude them, filter the report based on Cancel

Reason
11
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Expected Term Reporting

= New Report

= Shares exercised before vest are considered
outstanding until vest date

= As with accounting and disclosure, options are considered
outstanding until both vest & exercise have occurred (in any
order)

= Partial exercises split into two transactions: an
exercise transaction and an outstanding transaction

12
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Expected Term Reporting

Reporkt - Run
Report Title Beain Date End D ate Faluation Approac
IE:-:pec:te-:I Term Analysiz ll | Single ll
MarketValue % of Bemaining TEms
50.000

Advanced Reporting

Erirt I Erint Brewiemw I Hrdm I Cloze Hezet Filter

= Valuation Approach

Grant West Exercize
. Date Date Date
= If you select Single, | o ]
calculates term from grant Tem
date
Grant Yest Exercise
. Date Date Date
* If you select Multiple, | o ]
calculates term from vest date Tem

13
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Expected Term Reporting

Reporkt - Run

Report Title Beqin Date End D ate W aluation Approach

I Expected Term Analysis = | I Single |
Market Walue /7 % of Bemaining Term
50000

Advanced Reparting

Erirat I Frint Frewiew Hrdm

Clogze I Heszet Eilter I

* % of Remaining Term
* Value from 0.000 to 100.000 (default is 50.000)

» Used to calculate expected term for outstanding
shares
14
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Expected Term Reporting

Expected Term Calculation Example

» Calculate Total Remaining Fenrt
epar

Days Grant Vest  End E =pire
= Time from later of Vest  D2® PGl 0% Date
Date or Report End Date | I I i

to Expire Date Remaining D ays

" |\/|U|tip|y by % of Remaining Single Approach Expected Term
Days value (assume 50%)

= Add this value to:
» For Single:
= Time from Grant Date to Vest Date
* For Multiple:
* Time from Vest Date 15

Multiple Approach Expected Term
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Expected Term Reporting

= Minimum Term

* Report End Date is before Vest Date (i.e., not vested)
= For Single:
= Time from Grant Date to Vest Date
= For Multiple:
= 0
* Report End Date is after Vest Date (i.e., vested)
= For Single:
= Time from Grant Date to Report End Date

= For Multiple:
= Time from Vest Date to Report End Date

16
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Expected Term Reporting

= Maximum Term
* For Single:

* Time from Grant Date to Expire Date

= For Multiple:

= Time from Vest Date to Expire Date

* % In the Money

» (Market Value — Price) / Price

17
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Expected Term Reporting

EXFECTED TERM AMALYSIS
COMPANY MANE > FROM: 11/2000 TO: 112003 Page <PAGE-
LPPROLCH: Shgk Fle  Expierm
ML RKET VALUE 300 Dafe: <DATE=
% REMAINING TERM 0% Time: <TIME=
SMERS &rant West Exphe Tem TERS TEmRs Minlmum Expecied Maximum % In e
D I mer Eranted Pz [3) Ol ]l Oee T:.':IE Zhanes ek Tem Actual Tem Tem I'.'l:l'“l'::.'
A100 100 1000000 10000000 SO0 ol a1 Exerlsed 90,0000 A 300
A111 110 B918.0000 5000000 OH4E 104403 101412  Exerked 1740000 HANE 100
Tem Type: Exenked 2640000 W Avg 153
A100 101 50,0000 12000000  @O0H 010102 oEAI 111 Explred 50,0000 O6AD /3 200
Temn Type: Expled 50,0000 W Avg 200
A100 102 75,0000 13000000  @O0H 0101403 050111 Forketed 75,0000 o6A1ITE 200
Ai12 1111 1000000 8000000 IO 0101104 113 Forketed 1000000 O5H 505 100
A112 1111 1000000 8000000 MNONE 010105 143 Forkted 1000000 O5H 505 200
Temm Type: ForkRed 2750000 W Avg 154
A100 100 1000000 10000000 @O0 ol M0 Cutstanding 10,0000 A1V 300 51 1001 30,000
A111 110 B8E.0000 5000000 OH4E 104405 04412 Cuistanding 5240000 101 435 300 51 10031 160,000
Tem Type: Cutstanding 5340000 W Avg 300 51 1001
TOTALS 11230000
W eighizd Average Including ForkRed 393
W eighizd Arerage encLiding FariRed 174

18

P
©2007 E*TRADE FINANCIAL Corp. All rights reserved. E'“traordinary ! ¢ EfTRADE




Forfeliture/Post-Vest % Rate
Report

19

©2007 E*TRADE FINANCIAL Corp. All rights reserve d.



Forfeiture Calculation

What Is it?

“*An entity shall base initial accruals of compensation
cost on the estimated number of instruments for
which the requisite service is expected to be
rendered. The estimate should be revised if
subsequent information indicates that the actual
number of instruments is likely to differ from previous
Instruments”.

[Paragraph 43 from the FAS 123(R) Standard]
20
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Forfeiture Calculation

How iIs It used?

The Forfeiture Rate can be used to “haircut” period
expense recorded by the company on the Expense
Allocation — Recognition report

DEM O Carnpar EXPENSE ALLOCATIOM- RECOGHITION Page: 1
ko i\ File: EXFMSREC

Date: 45232007
Tirne: 10:31:47 0M

FRIOR FORFEITURE RATE: 5%
S I L ROFETE £

SIMGLE AFPPROACH METHOD  St@ightL e

REFORT TYFE: &1

REFORT WIEWY: Svmmany

ESTIMATE OMLY: N2

EZFEMNSES LROJUSTMERNTS

Grart/

Begin To To Date Unadjusted To Date Wested Shares Cument

Expernsze Service Total Serv Rate  Total Prior Priar Date  Amortized Currert Period Unamorttized  Recognized  Cancel  Recognized Period
Humber  Date Date Days Per [%] Expense (1 Daws Expense [§1 Days Expensze [$] Expensze [§]  Expenze[§] Expense [§1 Date Expense [§1  Adjustrnent (31
oo1s513 050304 050303 1,461 - 42233 A0 3s1.90 ar2 20,193.05 1,062 2206277 1,869.72 3,289.13 243173 0.00 0.0o

21
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Forfeiture Calculation

Why is it important?

* The company gets to reduce the amount of expense
they recognize by the forfeiture rate

* The company can reverse any previously recognized
expense for shares that never vest

* The company cannot reverse any previously
recognized expense for vested shares that expire
unexercised

» The Statement (Paragraphs A43 and A45) requires
that the recognized compensation cost of an
employee share option be based on the number of
Instruments for which the requisite service has been
rendered 22
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Post-Vest % Calculation

E\faluatiun - New Stack

Aocount Option
Wh at |S |t') Mame Date Market Value  Shares Price
] |Balboa, Focky ~| | 2A8/2006 | $220000 | E2500000 | $22.0000
- The rate at Wthh |0 Type Plan Class Murnbier
|EREEE [ |2004 | 001519

employees are
likely to terminate

Selection  “aluation l Enmment]

IModel Approach
and therefore |E|:|uit_l,I Edge Binamial ﬂ |
. . Forecast Ewercize Factor/ Post-Vest % EXt Steps
exerCISe earller ||]-||:||3 ﬂ | 2.4551@ 200
Wiest [ate Yalue per Share
. . 1 215,/2007 .
H oW IS |t us ed ? 2l 2152008 v Belvs
= Used in Equity 3| 2N15/2009
. . 4 2A5/200
Edge Binomial
Val u a‘“ O n Save ndo Calculate

23
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Forfeiture/Post-Vest % Rate Report

» History Is just a Starting Point
* Need to assess experience
= How does it deviate from historical?

= Evaluate

= Percentage “In the Money”

= Demographics

24
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Forfeiture/Post-Vest % Rate Report

* New Report

= New Name

= Completely re-designed to better meet client’s
needs

= Pulls a group of grants with grant date within
report range

= Evaluates what happened to grants over time
(until date report is run)

* Evaluates data at grant level

= Calculates Forfeiture and Post-Vest % separately
25
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Forfeiture/Post-Vest % Rate

= Detall section

= Auditable information pertaining to each grant

* One line for each grant
= Show Detail checkbox added to Report Run Window
= Displays one line item per each vesting period

= Monthly or daily vesting will result in along report

= Total Shares Granted, Avg. Time to Vest, and Avg. Time
to Cancel displayed on grant line

26
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Forfeiture/Post-Vest % Rate

= Annual Summary

» Contains Aggregate & Annual Forfeiture and
Post-Vest% Rate calculations

* Forfeiture rate can be used to “haircut” period
expense recorded by the company on the Expense
Allocation — Recognition report

» Post-Vest rate can be used as an input for the
Equity Edge Binomial model

= Always grouped by year

= Contains values necessary to audit calculations
27
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Forfeiture/Post-Vest % Rate

* Re-grant (or re-price) is not considered a
Forfeiture/Cancellation

= Shares are not technically forfeited

= Shares do not have a grace period during which
they can be exercised

= Report will exclude

* [nactive grants

* Grants with Expire Date before Vest Date

28

©2007 E*XTRADE FINANCIAL Corp. All rights reserved.



Forfeiture/Post-Vest % Rate

= Uses vest schedule in effect on the Report Run
Date

* Changes made after Report End Date and before
Report Run Date are considered in the calculation

Feport H k
Eng "-.-"E_Et Schedule  Cancel FIEEE“
[l ate Adjuztrnent [ ate [l ate

Accounted
i repork

29
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Forfeiture/Post-Vest % Rate

= Shares exercised before vest are considered unvested
until vest date

= Cancellations prior to vest are included in the Forfeiture Rate
calculation

= All shares in vesting period, including those exercised before vest,
are considered Forfeited

Grant Exercize LCancel Vest
D ate Drate D ate D ate
I I I I
1.000 200 Share=s
Shares Shares e foited
1.000
Shares

30
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Forfeiture/Post-Vest % Rate

= Cancellation after vest (due to termination) are
Included in the Post-Vest % Rate calculation

» Vested Shares Exercisable is reduced by Shares
exercised before vest

Arant E=ercize West C ancel
D ate D ate D ate D ate
| I I I
1,000 200 R
Shares Shares gﬁfr:g
Exercizable
s00
Shares

31
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Forfeiture/Post-Vest % Rate

Report Title Beaqin Date End D ate
IF::urfeiture.-’F'u:ust-"-;"est % Hatez ;| 1.7 ./2003 I 12421 /2006
Report Type
[T Save Report Data ﬂ"p_ A —
Advanced Bepaorting
Prirt I Print Preswiew Undo Cloze

* Report Run Window
= Begin Date & End Date determine which grants are evaluated
= Select Show Detail checkbox to display one line for each
vesting period

= Clear Show Detail checkbox to display one line per grant
32

*
E'“traordinary ! ¢ E'fTRADE"

©2007 E*XTRADE FINANCIAL Corp. All rights reserved.



Forfeiture/Post-Vest % Rate

» Forfeiture Rate Analysis - Detalls

= Evaluates all cancellations for grants within report
range

* All shares with cancel date after report begin date

= Calculates a Wgt. Average Time to Vest for each
grant

= Calculates Unvested Shares Forfeited for each grant

33
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Forfeiture/Post-Vest % Rate

<CONPANY NAKVE= FORFEMURE # FOST-WEST % RATES Page <PAGE=
FROM 142003 TO 123152008 File: Forfeit
REFORT T%FE : &ll Dele <DATEs
SHOW DETAIL: Mo Time: <TIKE=
Urwested a st Wasted
Grart Shares Ve st e sting Tirme to Cancel Shares Cancel Tirne to Shares
10 Murnber Type Date Grarted Date Ternplate e st Date Forfeitad Date Cancel Exercizable
10037 Oo1247 RS0 T sONOM 03706 Iyr I 15000 120505 1,566 M
10027 Ooiirs N 7 A5 SOOI TASOT bypr 5% pe ryr 29mm 122505 2900 | 02406 25256 2smmm
1008t ooiera HQ 110604 1A0Im  1OWE brrmonth by 2154816 120505 2552000 | EWe 1221318 s 00D
10037 oo es0 10 O2TAE 1900m 0270 Jyrcirr IMm 1225905 1900m | M2Vs OS247 0mm
10020 oo1ess (]v] 15004 sONOM  1A0GE Wer 2% pe ryr 29N REE 100D | R 175352 1200@m
10021 oo 1487 HD DROHO4 IONmMN  CROMT Iyrein 0mmm nmm omm
1001 0o 1506 RE1 DR DD DROUE yr33% 20mm 0mm
10091 oo1s0a N2 010WE JINmm 0iolm Wyr 259 pe ryr 250 omm omm
10021 oo 1531 IS0 o205 1Inmm o Wy r25% peryr 29mmm nmm omm
Totals 29,000,000 1,962 .0000 46920000

= Time to Vest
= Value used in calculation of Average Vest Period in Annual Summary
section of the report
= Cancel Date
» Unvested Shares Forfeited 34
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Forfeiture/Post-Vest % Rate

* Forfeiture Rate Analysis - Annual Summary

= One line for any year that has at least one day within
the report range

= Aggregate Forfeiture Rate

= Total Unvested Shares for the group divided by
Total Shares Granted for the group

= Annual Forfeiture Rate

= Aggregate rate Annualized over the Average Vest
Period

35
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Forfeiture/Post-Vest % Rate

<COMPANT NANE= FORFEMURE f POST-WEST % RATES Page <PAGE=
FROM 142003 TO 1253152008 File: Foreit
REFORT TYFE : &Il Defe <DATE=
SHOW DETAIL: Mo Time: <TINE=>
LNHULL SUMMLRY
Tatal Tatal Wasted
Unvestad Ayerage Aggragate Annual iasted Shares bogregate Wigt. fug Anrual
Total Shares Shares West Forfeiture Forfeiture Shares Wit Tirne Post-Ve st Tirne to Post-viest
Year Grarted Forfeited Period Rate B Rate % Exercizable b e st B4 Rata Cancal Ly Rate
2003 10,000.00 416600 1374200 41 BB 3243 230000 1.:300000 100,00 2328TET 100.00
2004 14,300.00 £,302.00 1. 531118 3480 40.07 2.138.00 1.002720 4229 1.313843 22 .91
2005 £,500.00 1,500.00 0 B32308 2308 #1.54 0.0 0000000 0.0 0000000 0.00
2008 4.,000.00 0.00 00.000000 0.00 0.00 0.00 0000000 000 0000000 0.00
Tatal 29,000.00 11,963.00 1.244340 427 34.80 4.638.00 1267348 43,491 1960333 5E.39

" Total Unvested Shares Forfeited
= Average Vest Period
» Value Calculated — Wgt Average length of time to vest for the Unvested
Shares Forfeited
= Aggregate Forfeiture Rate %
= Annual Forfeiture Rate %

= Aggregate rate annualized over the Average Vest Period
Example: 1- ((1- 0.5080) * (1/1.551118)) = 40.07%

36
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Forfeiture/Post-Vest % Rate

* Post-Vest % Rate Analysis - Details

» Evaluates all Vested Shares Exercisable for grants
within report range

= Shares for terminated employees with a “grace
period”

* Excludes shares not related to termination
(e.g. re-grants)

» Using the Vest Cancel Date calculates an Wqt.
Average Time to Cancel for each grant

» Calculates Vested Shares Exercisable for each
grant

37
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Forfeiture/Post-Vest % Rate

<CONPANY MAWE= FORFEMURE ! POST-VEST % RATES Page <PAGE=
FROM 142003 TO 124312008 File: Forfeit
REFORT TYPE : &l Dafer <DATE=
SHOW DETAIL: o Time: <TIME=>
Unyvested ezt ‘e sted
Grart Shares Ve st e sting Tirne to Cancel Shares Cancel Tirne to Shares
10 Murnber Type Date Grarted Date Ternplate e =t Date Faorfeited Date Cancel Exercizable
10027 o247 RsU AT sONMN 01706 I3 15ED 12050 1565 0T
10037 oo s NG AT sONmMm  mASD b 25% pe Ty 29mm 122505 290000 |02eos 25256 25moom
10057 OOo147 3 HD 10004 ITNmMM  HOWE bermoithiy 2IS431E 122505 2552 | D2WE 1271313 a4z
10057 001480 IS0 m2AT S 1N  ERATE Fyrein Imm 122505 18000 | 012606 05247 omom
10020 ooi4zs NQ 1004 sONMN 11105 BT IS% pe ryT 9O [RERE 19000 | 135352 1250000
10091 o143t NG R0U0 JINmm ROWT Jyrcint Jmmm 0mm omm
10091 0o 1506 REL DeO105 1INmm  DROE Jyir33% 20mm o0om
10031 oo1s09 N O1ON0S INmMN  MOWE by r 25% pe ryr 2900m 0oam omom
10031 oo1s3 1 150 11206 1000m a0 by r 25% pe ryr 2900m 0oam omom
Totals 29,000 0000 11,865.0000 4, B35 0000

= \Vest Cancel Date — Date vested shares were cancelled
= Time to Cancel

section of the report
= \Vested Shares Exercisable

©2007 E*XTRADE FINANCIAL Corp. All rights reserved.

= Value used in calculation of Wgt. Average Time to Cancel in Annual Summary

38
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Forfeiture/Post-Vest % Rate

* Post-Vest % Rate Analysis - Annual Summary

= One line for any year that has at least one day within
the report range

= Aggregate Post-Vest % Rate

= Total Vested Shares Exercisable for the group
divided by Total Option Shares Granted minus
Total Unvested Option Shares Forfeited for the

group
= Annual Post-Vest % Rate

= Aggregate rate Annualized over the Average
Grace Period 39
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Forfeiture/Post-Vest % Rate

<COMPANY NAMNE=>

FORFEMURE f POST-WEST %0 RATES

Page <PAGE-
FROM 14 2003 T0O 12312008 File: Forfeit
REFORT TYPE : Al Date <DATE=
SHOW DETAIL: Ho Time: <TIME=
ANHUAL SUMMARY
Tatal Total Vested
Uryested Buerage ALagregate Arrazl Wested Shares bogregate Wigt. fvg Arnazl
Total Shares thares Wia ot Forfeiture Forfeiture Shares Wigt. Time Post-Vest Tirne to Post-vest
Year Grarted Forfeited Period Rate %4 Rate % Exercizable to Ve st Oo Rate Cancel Lo Rate
2003 10,000.00 4,166.00 1374300 41 B 32.43 2,500.00 1.500000 100.00 2 526TET 100.00
2004 11,500.00 £,302.00 1551118 54,80 40.07 213800 1.002730 42,29 1312845 8291
2003 € 500,00 1,500,00 0632208 2808 #1.54 0.00 0000000 000 0000000 0.00
2008 1,000.00 0.00 0.000000 0.00 0.00 0.00 0.000000 0.100 0000000 0.00
Tatal 23,000.00 11,362 .00 1 2340 427 4.0 4,638 00 1 267343 43 51 1 AR0E55 553
® Total Vested Shares Exercisable
» Vested Shares Wgt. Time to Vest - Weighted average length of time to vest
= Aggregate Post-Vest % Rate
= Wgt. Avg Time to Cancel — Weighted average length of time to cancel
= Annual Post-Vest % Rate
= Aggregate Rate annualized over the Average Grace Period
Example: 1- ((1- 0.4229) ~ (1/ (1.313845 — 1.002730))) = 82.91% 40
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