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Before selecting an incentive formula, sales

aspan

compensation designers need special solutions to

address seven vexing conditions.

By David J. Cichelli, The Alexander Group, Inc.

ales compensation is a superb,
time-tested compensation tool.
Companies use sales compensa-
tion to confirm sales objectives,
improve sales productivity and
reward sales results. Generally, a sales
compensation design team can success-
fully devise an effective incentive plan
simply by identifying and rewarding the
preferred outcomes. In most sales situa-
tions, this is not an overly complex
undertaking and easily accomplished.
However, the success of a sales compen-
sation plan often is thwarted by one of
the following seven vexing sales com-
pensation issues. Not all companies will
have these issues, but when the issues
do arise, the sales compensation design
team needs to use creative techniques
to ensure the success of the sales plan.

Vexing Issue #1:

Rewarding Long Sales Cycles

A sales cycle is the time needed to close
a sale. Sales compensation plans are ide-
ally suited to reward selling efforts that
are considered short sales cycles, which
are typically less than 12 months and
often cluster between one and three
months in length. Sales compensation
works best with short sales cycles. In
such situations, the sales incentive plan
can rely on relatively accurate quota
setting under circumstances that give
sales personnel many selling chances, or
times “at bat,” to achieve sales success.
Short selling cycles allow for frequent
payouts that are consistent with the
motivational intent of sales compensa-
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tion. However, with long sales cycles -

more than 12 months - three important

sales compensation fundamentals do
not work well:

» Twelve-month quotas are inappropri-
ate — they represent too short of a
measurement period

« High-mix (low base salary) plans are
implausible because of cash flow con-
siderations

« Infrequent payouts compromise the
motivation created by frequent
rewards.

Solutions for Long Sales Cycles

Sales compensation designers use the

following techniques to address the sit-

uation of long sales cycles:

+ Raise the base salary, reduce the
upside potential and tie incentive
payouts to management-by-objectives
(MBO) goals - the accomplishment of
sales actions

» Continue to use high-risk plans while
letting the pay plan operate with a
boom/bust pattern: “When you win,
you win; and when you lose, you lose.”

+ Provide MBO earnings up to target
pay; grant significant contract signing
bonus at time of order booking

+ Shift job to an “asset manager” status
and reward for performance against a
comprehensive and accountable cus-
tomer account strategic plan. Each of
these techniques provides some relief,
but does not fully solve the problem.

Vexing Issue #2:
Handling Unpredictable
Mega Orders

Most sales organizations are happy with
large (mega) orders even when such
orders are not predictable. Top manage-
ment always will seem to find virtue in
such mega orders even when they fall
below target profit objectives. Why?
Because such orders help achieve a sales
division’s objectives. Frankly, most
companies welcome such orders — the
more the better. Unfortunately, sales
compensation programs struggle to
anticipate these orders. Assigning
uncertain quotas makes for unpre-
dictable payouts that can be either too
small or too large. Pay variations can be
stark with “empty envelope” payouts or
“lotto-ticket winning” paychecks.
Solutions for Rewarding Unpredictable
Mega Orders
Companies use several methods to
address unpredictable mega orders:
« Cap large orders. While caps are effec-
tive at managing pay, they spawn
widespread negative perceptions.
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* Sales compensation works best with short
sales cycles; however, special solutions are
needed for long sales cycles.

# Sales compensation plans are most
effective when revenue can be fully
recognized at the time of order placement.

9 It's important to define a true “global”
account before selecting the appropriate
crediting choice.

2 Companies should avoid crediting sales
personnel for e-commerce orders in which
they do not influence the sale.










